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Be it enacted by the People of the State of Maine as follows:

C.

781

Sec. 1. 24-A MRSA §731-B, sub-§1, YA, as amended by PL 1991,

828, §16, is further amended to read:

A. Is licensed to transact insurance or reinsurance in this
State, provided the assuming insurer maintains surplus as
regards policyholders in an amount not less than the sum of
paid-in capital stock, if any, and surplus as otherwise
required for a certificate of authority for the kinds and
amount of insurance and assumed reinsurance the insurer has
in force net of any applicable ceded reinsurance. If the
assuming insurer is licensed as a special purpose
reinsurance vehicle pursuant to section 782 and maintains
capital an in rdan with the requirements of
section 787, credit for reinsurance under a special purpose
reinsurance vehicle contract, as defined in section 781,
secti i w nl xten h

1 The fair val £ th held in trust for the
benefit of the ceding insurer equals or exceeds the
1i ion n le t h ing insurer b
h s ial r reinsuran hicle under the

cial r reinsuran vehicl ntr :

2 Th re held in tr in accordance with

the requirements in subchapter 6;

h T ini r in the manner and
ursuan rrangemen under subch er 6;

4 Th re held or in d in one or more of
he form llow in ion 795;: an

Th r mpli with 1] other relevant
requirements of subchapter 6:;

Sec. 2. 24-A MRSA c. 9, sub-c. 6 is enacted to read:

A in thi r n h ontex herwise

indicates, the following terms have the following meanings.

Page 1-LR1915(1)



10

12

14

16

18

20

22

24

26

28

30

32

34

36

38

40

42

44

46

48

50

1 imi " imit" m h im
sum 1 to the cedin insurer n ial
reinsur hi

" rophe ex r i " x £

loss reinsuran for r r rein n
rogr wri n on her r r i

i r i v r
life or health reinsurance" means rein n if health
annui r h fers mortali idi rvi r
other rel risk in X xisti r rtional
nonpr rti mat i f j i wl 1
or in force on the same risks.

4 i i rer " ing insurer" m n insurer that
enters in ial r reinsuran i ntr with a
special r reinsur hicl n i reinsurer
retroceding assum reinsuran ial r e reinsurance
vehicle., A gr f affilia insurer nder mmon ntrol
entering into ial r reinsur hicl ntrac n
coordinate is i nsi in i i rer.

"controlled by" and "under common control," means the possession,
direct or indirect, of the power to direct or cause the direction

of the managemen n lici of a rson, w her thr h the
ownershi f in ritie ntr her han a
commercial ontr for r _nonman men rvi or
otherwise, unless the power is the result of an official position
with or corpor ffi hel h r rol i r ed
to exist if an erson i tl r indir 1 wn ontrols
holds with the power to yg;g or holds proxies representing 10% or
more £ h votin rities £ n her rson. This
resumption m r howin h ntrol does not
exist. Notwith i hi ion r f this
subchapter, the fact ;ha; a_ special purpose reinsurance vehicle
exclusively provides reinsurance to a ceding insurer under a

special pu rpggg reinsurance vehicle contract is not by itself
sufficien r for finding th rei r hicl

reinsuran icl rganizer or owner is

r
controlled by or under common control with the ceding insurer.

Fair "Fai lue'" means:
A A f h;

B, A n her than h:
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1 T which that uld be ught or
l1d in rren tran ion ween arms-length

willing parties:

2 The market pri for th sset in active
markets must be used if available; and
If market pri are n ilabl a value
determined using the best information available
considering values of like assets and other valuation
methods, such as present value of future cash flows,
historical value of the same or similar assets or
comparison to values of other asset classes the value
of which have been historically related to the subject
asset.

7. Fully funded. "Fully funded" means., with respect to a
special purpose reinsurance vehicle c¢ontract, that the fair value
of the assets held in trust by or on behalf of the special
purpose reinsurance vehicle under the special purpose reinsurance
vehicle contract on the date on which the special purpose
reinsurance vehicle contract is effected, equals or exceeds the
aggregate limit as defined in this subchapter.

8. Indemnity trigger. "Indemnity trigger" means a

transaction term by which the special purpose reinsurance
vehicle's obligation to pay the ceding insurer for losses covered
by a special purpose reinsurance vehicle contract is triggered by
the ceding insurer incurring a specified level of losses.

9. Insolvency. '"Insolvency" or "insolvent' means that the
special purpose reinsurance vehicle is unable to pay its
obligations when they are due unless the obligations are the
subject of a bona fide dispute.

10, Nonindemnity trigger. "Nonindemnity trigger" means a
transactio term by which the special purpose reinsurance
vehicle's obligation to pay the ceding insurer under a special

ur reinsuran icle contract ari from the occurrence

or existence of some event or condition other than the ceding
insurer incurring a specified level of losses under its insurance
or reinsurance contracts.

11. Permitted investments. "Permitted investments'" means
those investments that meet the qualifications under section 795,

12 1ifi ited States fimancial institution.
"Qualified United States financial institution'" means for
purposes of meeting the requirements of a trustee as specified in
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A. Is organized or, in the case of a United States branch
or agency office of a foreign banking organization, is
licen nder the law f th nited r an e;
and

B. Is regqulated, supervised and examined by federal or

state authorities having regulatory authority over banks and

trust companies.

13. Reinsurance vehicle. "Reinsurance vehicle" means a
special purpose reinsurance vehicle.

14. S ial reinsurance hicle. " cial purpos

reinsurance vehicle'" means an entity domiciled in and organized
under the laws of this State that has received a limited
certificate of authority from the superintendent under this
subchapter exclusively for the limited purpose of entering into

and effectuating special purpose reinsurance vehicle insurance
securitizations, special purpose reinsurance vehicle contracts

and other related transactions permitted by this subchapter.

15. Special purpose reinsurance vehicle contract;
contract. "Special purpose reinsurance _vehicle contract' or
"contract" means a contract between the special purpose

reinsurance vehicle and the ceding insurer pursuant to which the

special purpose reinsurance vehicle agrees to pay the ceding
insurer an agreed amount upon the occurrence of a triggering
event.

16. @ Special purpose reinsurance vehicle insurance
securitization; insurance securitization. "Special purpose
reinsurance vehicle insurance securitization" or "insurance
securitization"” means a package _of related risk transfer
instruments and facilitating administrative agreements by which
proceeds are obtained by a special purpose reinsurance vehicle
through the issuance of securities and are held in trust pursuant
to the requirements of this subchapter to_secure the obligations
of the special purpose reinsurance vehicle under a sgspecial
purpose reinsurance vehicle contract with one or more ceding
insurers, and in which the special purpose reinsurance vehicle's
obligation to return the full initial investment to the holders
of such securities _pursuant to the transaction terms is
contingent upon the funds not being used to pay the obligations
of the special purpose reinsurance vehicle to the ceding insurers
under the special purpose reinsurance vehicle contract.

Page 4-LR1915(1)



10

12

14

16

18

20

22

24

26

28

30

32

34

36

38

40

42

44

46

48

50

17. Special purpose reinsurance vehicle organizer;:

organizer, "Special purpose reinsurance vehicle organizer" or
"organizer" means one or more persons that have organized or
intend to organize a special purpose reinsurance vehicle under
authority obtained as specified in this subchapter,

18. Special purpose reinsurance vehicle securities;
securities. "Special purpose reinsurance vehicle securities" or
"securities" means the securities issued by a special purpose
reinsurance vehicle,

19. Triggering event. "Triggering event'" means an event or

condition that if and when it occurs or exists obligates the
special purpose reinsurance vehicle to make a payment to the
ceding insurer under the provisions of a special purpose
reinsurance vehicle contract.

§782. Limited certificate of authority required

1. Limited certificate of authority. In order to
securitize one or more ceding insurers' risks, a special purpose
reinsurance vehicle shall obtain a limited certificate of
authority from the rintendent accordin h rovisions of
this section.

2. Application, A special purpose reinsurance vehicle
organizer seeking to obtain a limited certificate of authority
for a special purpose reinsurance vehicle shall file an
application for a limited certificate of authority with the
superintendent and pay the application fee specified in section
601, subsection 1, A complete application must include the
following:

A, An affidavit verifying that each prospective organizer
m s the r iremen f this subch r:

B. A representation that the prospective organizer intends

to form a special purpose reinsurance vehicle that operates
in rdan with the reguirements under thi bchapter:

cC. The proposed name of the special purpose reinsurance
vehicle:

D. Biographical affidavits of all organizers setting forth
their legal names, any names under which they have conducted
or are conducting their affairs and any names of any person
affiliated, as defined in section 222, with any organizer,

her with h her iographical information as the
superintendent may request:;
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E. Th r n form f h minim ital

contributed to the special purpgse reinsurance vehicle;

F. An rsons with which th ial r reinsurance

vehicle is or upon formation will be affiliated as defined
in section 222:;

G. The n n iographical affi i £f th r

members of the boar f director nd principal officers of
the special purpose reinsurance vehicle pursuant to section
790 , setting forth their legal names, any names under which
they have conducted or are conducting their affairs and any

names of an erson affiliated fin in ction 222

with any proposed director or officer, together with such
other biographical information as the superintendent may

request;

H. A plan of ration nsistin f ription of the
contemplated insurance securitization, the special purpose

reinsurance vehicle contract and related transactions, which
must include:

1 Draft documentation or at the discretion of the
superintendent a written summary of all material
agreements that are planned in order to effectuate the
insurance securitization and the related contract,
including the names of the ceding insurers, the nature
of the risks being assumed and the maximum amounts,
purpose and nature and the interrelationships of the
various transactions required to effectuate the
insurance securitization;

(2) The investment strategy of the special purpose

reinsurance vehicle and a representation that the
investment strategy complies with the investment

requirements set forth in this subchapter and that the
strategy includes investment practices or other
provisions to preserve asset values that facilitate
attainment of full funding dJduring the term of the
insurance securitization with assets that can be
monetized in response to a triggering event without a
substantial loss in value;

(3) A description of the method by which losses
covered by the contract that may develop after the
termination of the contract period are to be addressed

under the provisions of the contract: and

4 A repr ntation th h tr reement under

section 784, subsection 2, paragraph E and the trusts
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holding assets that secure the obligations of the

i r reinsuran vehicle under the contract

n with the ding in ers in nnection

with h ntempl insuran ritization are

r r in ordance with th r irements under
hi h o

jd ¢
ot ¢

1 i ion Th rin shall notif

the special purpose reinsurance vehicle organizer if any
additional information is needed in order to review the
application and shall approve or deny the application within 60

days after determinin h h 1i ion i mplete.

A. Th uperintenden hall appr he lication and
issue a limited certificate of authority under this section
if the superintendent finds that:

1 Th T ed plan of operation provides a
reasonabl X ion of a su ful operation;

2 Th erm £f the contrac nd related transactions

comply with this subchapter and any applicable rules
adopted by the superintendent:

3 Th ropo lan of operation is not hazardous to

any ceding insurer or to policyholders:; and

4 The insurance regulator of the state of domicile
of each ceding insurer has notified the superintendent
in writing that it has not disapproved the

ran i Th rintenden ma waive this
requirement for a ceding insurer whose domiciliary
state does not have a substantially similar law if the
superintendent finds that the domiciliary regulator has
h noti po u rtuni t review the

ro l and h not objecte

B. In evaluating the expectation of a successful operation,
the superintendent shall consider, among other factors,
whether the proposed organizer, directors and officers of
h r i r reinsuran vehicle are of good
char r n n r onabl 1i d to affiliated
ir 1 r indir 1 hrough wnershi control
man men reinsuran ransaction r her insurance or
iness relati . with any person known to have been
involved in the improper manipulation of assets, accounts or
reinsurance.

C If th ri ndent deni h lication or if the
superintendent withholds consent to a proposed transaction
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involvin m i ing in r imilar law of
another jurisdiction the proposed organizer or ceding
insurer he righ heari im r

file r i 22

4. Appr n r 1 £ h 1i ion he
superintenden h i an of limi rtifica f
authori h i r rei r hicl m
acquired or formed and, in accordance with the approved plan of
operation h ial r e reinsuran icle m in
contracts and conduct other activities within the scope of the
filed plan of operation.

5. Reinsurance activities. The Jlimited certificate of
authority must state that the special purpose reinsurance
vehicle's authorization to be involved in the business of
insurance is limited only to the reinsurance activities that the
special purpose reinsurance vehicle is allowed to conduct

ursuant to thi h r.

6. Doc n ion of insuranc itization. The special

purpose reinsurance vehicle organizer shall provide a complete
set of the documentation of the insurance securitization to the
superintendent upon closing of any transactions, including an
opinion of legal counsel with respect to compliance with this
subchapter and any other applicable laws as of the effective date
of any transaction, _Any material change to the special purpose

reinsurance vehicle's plan of operation filed pursuant to
subsection 2, including, but not limited to, the issuance of new
securities to continue the insurance securitization activities of
the special _purpose reinsurance vehicle pursuant to _this
subchapter after expiration and full satisfaction of the initial
securitization transactions, requires prior approval of the
superintendent. A change in the counterparty to swap
transactions for an existing insurance securitization as allowed
under this subchapter is not considered a material change unless

the special purpose reinsurance vehicle's managers know or should
know that the new counterparty presents a substantial risk of
default.

§783. Limited purpose of special purpose reinsurance vehicle

Special purpose reinsurance_ vehicles authorized under this

subchapter are_ created for the limited purpose of entering into
insurance securitization transactions with investors and related
agreements to pay one or more ceding insurers agreed-upon amounts
under a special purpose reinsurance vehicle contract upon the
occurrence of triggering events related to the insurance business
of the ceding insurer. A gpecial purpose reinsurance vehicle may
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not issue a contract for assumption of risk or indemnification of
loss her than i rei r i ntr .

1 ntr i ur insurance vehicles
authorized under this subchapter may enter into and effectuate
special purpose reinsurance vehicle contracts with one or more

ceding insurers as long as the contracts

A, Obligate the reinsurance vehicle to indemnify the ceding
insurer for losses:

B Ar ritiz in full thr h ingl ial rpose
reinsurance vehicle insurance securitization; and

C. Are fully funded and secured with assets held in trust

in rdan wi he r irem s of thi ion rsuant

to a emen x d under thi h er, and investe

in _a manner that meets the criteria set forth in section 795.

2. Eligible 1lines of business. A special _purpose
reinsurance vehicle contract may only provide catastrophe excess
of loss property reinsurance coverage or catastrophe 1life or
health reinsurance coverage, unless the superintendent adopts
rules pursuant to section 797 specifying additional Jines of
business that may be reinsured by a special purpose reinsurance
vehicle.

3. Multiple ceding insurers. A special purpose
reinsurance vehicle may enter into contracts with multiple ceding
insurers only if:

A Th i reinsuran hicl reinsur no
mor han 1 ing insurers; and

B. Each ceding insurer has no more than $50,000,000 in
surplus as reported in its most recent financial statement
filed with its domiciliary regulator, as of the date the
special purpose reinsurance vehicle is licensed. A group of
ceding insurers under common control may elect to be treated
r i r r r s of thi u ion, but

nly if h insur in th row h is reinsure the
am i r reinsur hicl is counted

r 1y £ r f the 10- imit,

4 T i A ial T reinsurance

vehicle may enter into agreements with 3rd parties and conduct
busin n r £i i 1i ion n inistrative

Page 9-LR1915(1)
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duties incident he insurance uritization an cial
urpo reinsuran hicl ntr T reem m include
entering int W m r other tran ion hav h

objective of leveling timing differences in funding upfront or
ongoing trans ion expen or managin redi r interest rate
risk of the i gg;mgn;s in trust to ensure that the assets held
in trust are sufficient to satisfy payment or repayment of the

securities iss r n O an insur curitization
transaction or the 1i i f th ial reinsurance
vehicl under h ntr In fulfillin f nction he
special purpose rein hicl hall r followin

requirements and_shall, to the extent of its powers, ensure that
contracts obligating other parties to perform certain functions
incident to its operations are substantively and materially
consistent with the following requirements and guidelines.

A. A special purpose reinsurance vehigle must have a
distinct name, which must include the designation "SPRV" or
"Special Purpose Reinsurance Vehicle." The name of the
reinsurance vehicle may not be deceptively similar to, or
likely to be confused with or mistaken for, any other
existing business name registered in this State.

B. Unless otherwise provided in the plan of operation, the
principal place of business and office of any reinsurance

vehicle organized under this subchapter must be located in
this State.

C. The assets of a reinsurance vehicle must be preserved

and administered r on behalf of the reinsurance vehicle
to satisfy the liabilities and _obligations of the
reinsurance vehicle incident to the insurance securitization
and other related agreements including the contract.

D. Assets of the reinsurance vehicle that are pledged to
secure obligations of the reinsurance vehicle to a ceding

insurer under a contract must be held in trust and

administered _ by a dqualified United States financial
institution serving as trustee. The qualified United States

financial institution may not control., be controlled by or

be under common control with the reinsurance vehicle or any
ceding insurer.

E. The agreement governing the trust described in paragraph
D must create one_ or more trust accounts into which all
pledged assets must be deposited and held until distributed
in accordance with the trust agreement. The pledged assets
must be held by the trustee at the trustee's office in the
United States and may be held in certificated or electronic
form.
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F. The provisions for withdrawal by ceding insurers of
fun from h r mus b clean n unconditional
subjec nl h llowing requirements:
(1) The cedi insurer has th right to withdraw
assets from the trust account at any time without
noti o) h reinsuran vehi ubject only to

written notice to the trustee from the ceding insurer
hat funds in the ount requested are due and payable

by the reingurance vehicle:

2 No other statement or document need be resented

in order to withdraw assets, except that the ceding
insurer may be required to _acknowledge receipt of
withdrawn assets:

3 Th ru agreement described in paragraph E mus
indicate that it is not subject to any conditions or

gualifications outside of the trust agreement;

4 The trust reement described in paragraph E ma

not contain references to any other agreements or
documents; and

(5) Reference may not be made to the fact that these
funds may represent reinsurance premiums or that the
funds have been deposited for any specific purpose.

G. The trust agreement described in paragraph E must be
established for the sole use and benefit of the ceding
insurer at least to the full extent of the reinsurance
vehicle's obligatigns to the ceding insurer under the
contract. In the case of more than one ceding insurer, a
separate trust agreement must be entered into with each
ceding insurer and a separate trust account must be
maintained for each ceding insurer.

H. The trust agreement described in paragraph E must
provide for the trustee to:
1 Receiv and hold all assets in safe place;

(2) Determine that all assets are in a form that the
ceding insurer or the trustee, upon direction by the
ceding insurer, may whenever necessary negotiate the
assets, without consent or signature from _the
reinsurance vehicle or any other person or entity:
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(3) Furnish to __the reinsuran vehi h

uperinten n h eding ingurer men £
11 in h r ferr in

ragraph E r rted fair val n i in n
an intervals no 1 fr n han th n f h

calendar quarter:

4 Notif h reinsuran vehicl n h in
insurer within 10 days of any d i or
withdrawal from h ru n referr in
paragraph E:

5 n written deman f h in ingurer
immedi 1 k n sar ransfer 1
all right, title and interest in the assets held in the
trust account referred to in ragraph E to th in

insurer and deliver physical custody of the assets to
the ceding insurer; and

{(6) Allow no substitutions or withdrawals of assets
from the ru count referr in ragraph E

except on written instructions from the ceding insurer.
I, The trust agreement described in paragraph E must

rovide tha at Jleas 30 days but n more han 4 da
before termination of the trust account written notification
of termination must be delivered b he 3r ar to the

ceding insurer,

J. The trust agreement described in paragraph E may be made
subject to and governed by the laws of any state in addition
to the requirements for the trust as provided in this
subchapter as long as the state is disclosed in the plan of
operation filed with and approved by the superintendent,

K. The trust gg eement described paragraph FE _must
prohibit invasi of the trust account referred to in
mh_E_ﬁQr_L_e_pu_rp_gse_ti_p_ay_i_MDen;‘@tion to or
reimbursing the expenses of the trustee,
L. The trust agreement described paragraph E must
provide that the trustee be liable for the trustee's own
negligence, willful misconduct or lack of good faith.,
1 Notwith ndin th rovision £ ragraph F
ubparagraph t 5) an ragraph M, su ragraph
5 when a tr agreemen escri in paragraph E is
established in conjunction with contra then the
ru reement m rovid h h ceding insurer
hall undertak se and 1 n n drawn upon
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insolven h cedin insurer or he reinsurance
vehicle for the following purposes:
(a) To pay or reimburse the ceding insurer
amounts due to the ceding insurer under the
contract, including, but not limited to, unearned

premiums due to the ceding insurer if not
otherwise paid by the reinsurance vehicle in

accordance with the terms of that trust agreement;
or

(b) When the ceding insurer has received
notification of termination of the trust account
referred to in paragraph E and when some or all of
the reinsurance vehicle's obligations under the
specific contract remain unliquidated and
undischarged 10 days before the termination date,
to withdraw amounts equal to the undischarged
obligations and deposit the amounts in a separate
account in the name of the ceding insurer in any
qualified United States financial institution
apart from its general assets in trust for the
sole purpose of discharging any contractual
obligations of the reinsurance vehicle that may
remain executory after the withdrawal and for any
period after the termination date. Assets so _held
must revert to the reinsurance vehicle when they
are _no longer necessary to secure the obligations
of the reinsurance vehicle and may not exceed the
sum of the following amounts as determined in good
faith by the ceding insurer:

(i) Losses and loss expenses paid by the
ceding insurer but not recovered from the
reinsurance vehicle;

ii Reserves for losses reported and
outstanding:

(iii) Reserves for losses incurred but not
reported;

iv Reserves for loss expenses:

(v) Reserves for unearned premiums; and

vi An additional n nece r to

maintain full funding of the aggregate limit
remaining under the contract if the period of
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r th r - n period f loss

nt h Xpire.

(2) The _provisions to be included in the trust
agreement described in paragraph E pursuant to this
ragr m in d be incl in th underlyin

contract,
A ial r reinsuran hi ntr must

1 R ir he reinsurance icl nter into a
trust _agreement described in paragraph E _and _to
establish a trust account referred to in paragraph E
for th nefi £ th ing insurer d specifyin
wh r rabl r r ry r h rust
agreement i cover;

2 ipul h s ite in h trust
account be valued according to their current fair value

and may consist only of permitted investments:;

(3) Require the reinsurance vehicle, before depositing

assets with the trustee, to execute assignments or
endorsements in blank or to transfer legal title to the

trustee of all shares, obligations or any other assets
requiring assignments in order that the ceding insurer
or the trustee upon the direction of the ceding insurer
ma when r _nec ar n i an uch _assets
without consent or signature from the reinsurance
vehicle or any other entity:

Require th all settlemen f account between

the ceding insurer and the reinsurance vehicle be made

in cash or i ivalent; and

5 ipul h he reinsur vehicle and the
din insurer agree that the assets in the trust
cou referr in ragraph E and established

pursuant to the provisions of the contract may be
withdrawn by the ceding insurer at any time
notwithstanding any other provisions in the contract
and must be used and applied by the ceding insurer or
any _successQr by operation of law of the ceding
insurer, including, but not limited to, and subject to
the provigions of section 793, any liquidator,
rehabilitator, receiver or conservator of the ceding
i rer, with iminution f insolvency on
the part of the ceding insurer or the reinsurance
vehicle, only for the following purposes:
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trust accounts pursuant to Paragraph L for the
i i i r rsu the
rm f th ntr in mplian with this

s h r; an

T n her n h t cedin

i re laim r nder the ntract.

N. The contract entered into by the reinsurance vehicle may
contain provisions that give the reinsurance vehicle the
right to seek approval from the ceding insurer to withdraw

from the trust account referred to in paragraph E all or
rt of th t ntained in th rust account and to

transfer the assets to the reinsurance vehicle as long as:

(1) The reinsurance vehicle shall at the time of the
withdrawal replace the withdrawn assets with other
gualified assets having a fair value equal to the fair
value of the assets withdrawn and that meet the

requirements of section 795: and

2 After the withdrawals and transfer, the fair value
of the assets in the trust account referred to in
paragraph E securing the obligations of the
reinsurance vehicle under the contract is no less than
an ___amount needed to satisfy the full funding
requirement of the contract, The ceding insurer has
the sole discretion to determine whether these
provisions have been satisfied but may not unreasonably
nor arbitrarily withhold its approval,

0. The ntra m rovi h inv rs__in _the

reinsurance vehicle agree that any obligation to repay
principal, interest or dividends on the securities issued by
the reinsurance vehicle must be reduced upon the occurrence
of a triggering event, to the extent that the assets of the
reinsurance vehicle held in_ trust for the benefit of the
ceding insurer are remitted to the ceding ingurer _in
fulfillment of the obligations of the reinsurance vehicle

under th ntr .

P. A hel reinsurance hicl in trust must be
v t ir ir lue.

Q. The proceeds from the sale of securities by the
reinsurance vehicle to investors must be deposited with the

r ri in thi h r _and must held or
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invested by the trustee in accordance with the regquirements
of section 795,

R. A reinsurance vehicle organized under this subchapter
may engage only in fully funded contracts to support in full
the ceding insurer's exposures assumed by the reinsurance
vehicle., A contract must be indemnity-triggered unless the
superintendent adopts rules pursuant to section 797
authorizing nonindemnity-triggered contracts and addressing
the treatment of the portion of the risk that is
nonindemnity-based, including accounting, disclosure,
risk-based capital treatment and the manner in which risks
associated with a nonindemnity-based contract may be

evaluated man . Assets of the reinsurance vehicle
ma u O pay intere r her consideration on an
outstanding debt or other obligation of the reinsurance
vehicle and nothing in this paragraph may be construed or
interpreted to prevent a reinsurance vehicle from entering

into a swap agreement or other transaction that has the
effect of guaranteeing interest or other consideration.

S. In the special purpose reinsurance vehicle insurance

securitization, the contracts or other relating
documentation must contain provisions identifying __the
reinsurance vehicle that enters into the reinsurance
securitization and the contracts or other documentation must

clearly disclose that the assets of the reinsurance vehicle
and only those assets are available to pay the obligations

of that reinsurance vehicle, Notwithstanding this
aragraph, an ubject to the provisions of this bchapter
and any other applicable law, the failure to include such

language in the contracts or other documentation may not be

used as the sole basis by creditors, reinsurers or other

claimants to circumvent the provisions of this subchapter.

T. A reinsurance vehicle is not authorized to:

1 Issue r herwise administer rimar insurance
policies:
2 Hav n ligation o h licyholders or

reinsureds of the ceding insurer:

3 Enter in contract with a rson that is not
licensed or otherwise authorized to conduct the
business of insurance or reinsurance in at least its
state or country of domicile; or

(4) Assume or retain exposure to insurance or
reinsurance losses for its own account that is not
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initially fully funded by proceeds from an insurance
securitization that meets the requirements of this
subchapter.

U. At the cessation of business of a reinsurance vehicle,
the limited certificate of authority granted by the
superintendent under section 782 expires and the reinsurance
vehicle may no longer be authorized to conduct activities

pursuant to this subchapter wuntil a new certificate of
authority is issued pursuant to a new filing in accordance
with section 782.

v, It is unlawful for a reinsurance vehicle to lend or
otherwise invest or place in custody, trust or under
management any of its assets with or to borrow money or
receive a loan oy advance from, other than by issuance of
the securities pursuant to an insurance securitization, from
anyone convicted of a felony, anyone who is untrustworthy or
of known bad character or anyone convicted of a criminal
offense involving the conversion or misappropriation of
fiduciary funds or insurance accounts, theft, deceit, fraud,
misrepresentation or corruption.

§785. Powers

1. Powers. A special purpose reinsurance vehicle
authorized under this subchapter has the powers to enter into
contracts and to conduct other commercial activities necessary to
fulfill the purposes of this subchapter. These activities may
include, but are not limited to, entering into contracts, issuing
securities of the special purpose reinsurance vehicle and
complying with the terms of the contracts, entering into trust
agreements, swap agreements and any other agreements necessary_ to
effectuate an insurance securitization in compliance with the
limitations and pursuant to the authorities granted to the
reinsurance vehicle under this subchapter or the plan of
operation approved by the superintendent.

2, Bylaws. A special purpose reinsurance vehicle organized
or doing business under this subchapter is capable of suing or
being sued and may make or enforce contracts in relation to the
business of the reinsurance vehicle; may have and use a common
seal and in the name of the reinsurance vehicle or by a trustee
chosen by the board of directors is capable of taking,
purchasing, holding and disposing of real and personal property
for carrying into effect the purposes of its organigzation; and
may by its board of directors, trustees, officers or managers
make bylaws and amendments to the bylaws not inconsistent with
the laws or the constitution of this State or of the United
States. The bylaws must define the manner of electing directors,
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trustee r manager nd fficers of h reinsurance vehicle

together with their qualifications, duties and term of office.
§786. Affiliation
Notwithstanding the provisions of section 222, the special

purpose reinsurance vehicle, the special purpose reinsurance
vehicle organizer or subsequent debt or egquity investors in

special urpose reinsurance vehicle securities r n deeme
affiliates of the ceding insurer by virtue of the special purpose

reinsurance vehicle contract between the ceding insuyrer and the
reinsurance vehicle, the securities of the reinsurance vehicle or
related agreements necessary to implement the special purpose
reinsurance vehicle insurance securitization. The reinsurance
vehicle may not be controlled by, may not control and may not be
under common control with any ceding insurer that is a party to a

contract.

§787. Capitalization

A special purpose reinsurance vehicle must have minimum
initial capital of not less than $5,000. All of the initial
capital must be received by the reinsurance vehicle in cash. The

minimum initial capital required and all other funds of the
reinsurance vehicle in excess of its minimum initial capital.

including funds held in trust to secure the obligations of the

reinsurance vehicle pursuant to its special purpose reinsurance
vehicle contracts, must be invested as provided in section 795.

§788. Dividends

The special purpose reinsurance vehicle may not declare or

pay dividends in any form to its owners unless the dividends do
not. decrease the capital of the reinsurance vehicle below $5,000
and, after giving effect to the dividends, the assets of the
reinsurance vehicle, including assets held in trust pursuant to

the terms of the insurance securitization, must be sufficient to
meet its obligations. Except for dividends specifically provided
for in the approved plan of operation under section 782,
subsection 2, paragraph H, the prior approval of the
superintendent is required for any dividend paid during the term
of coverage or while the reinsurance vehicle has undischarged
obligations to the ceding insurer. The dividends may be declared
by the board of directors of the reinsurance vehicle if the
dividends would not violate the provisions of this subchapter or
the approved plan of operation and would not jeopardize the
fulfillment of the obligations of the reinsurance vehicle or the
trustee pursuant to the special purpose reinsurance vehicle
insurance securitization, the special purpose reinsurance vehicle
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contract or any related transaction. The provisions of section
222, subsections 11-A and 11-B do not apply to such dividends.

789. Recor fin ial r rts

1. Records. The records of the special purpose reinsurance
vehicle must be maintained in this State and must be available
for examination by the superintendent at any time. No later than
5 months after the end of the fiscal year of the reinsgurance
vehicle, the reinsurance vehicle shall file with the
superintendent an audit by a certified public accounting firm of
the financial statements of the reinsurance vehicle and the trust
accounts referred to in section 784, subsection 2, paragraph E.

2. atement £ operation. Each special urpose
reinsurance vehicle organized under this subchapter shall file

with the superintendent no later than March 1st of each year a
statement of operations, including a statement of income, a
balance sheet and a detailed 1listing of invested assets,
including identification of assets held in trust to secure the
reinsurance vehicle's obligations under the special purpose
reinsurance vehicle contract, for the year ending the prior
December 31st. The statements must be prepared in accordance

with statutory accounting principles consistent with section
901-A on forms required by the superintendent.

3. Financial statement. The special purpose reinsurance
vehicle shall keep its books and records in such manner that its

financial condition, affairs and operations can be ascertained
and S0 that its financial statements filed with the

superintendent can be readily verified and its compliance with
the provisions of this subchapter dJdetermined. The books and

records may be photographed, reproduced on film or stored and
reproduced electronically.

4. Preservation. All books, records, documents, accounts
and vouchers must be preserved and kept available in this State
for the purpose of examination and until authority to destroy or
otherwise dispose of the records is secured from the
superintendent, The original records ma however, be kept and
maintained outside this State if, according to a plan adopted by
the special purpose reinsurance vehicle's board of directors and
approved by the superintendent, it maintains suitable records in
lieu of the original records,

790. Officers d directors

The directors of a special purpose reinsurance vehicle shall
elect officers that they consider necessary to carry out the

purposes of the reinsurance vehicle pursuant to this subchapter.
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The provisions of Title 13-C, section 857 apply to the
indemnification of officers and directors of reinsurance vehicles
organized under this subchapter,

1. A in nt: 1 ion of officers:; dire ;o Each
special purpose reinsuran vehicl horiz do business in
thigs State shall notif h erin nt within d fter

the appointment or election of any new officers or directors.

2. Removal of officer; director. When the superintendent

determines that an officer or director does not meet the
standards set forth in this section, the superintendent shall,
after notice and rtunity for hearin fforded t he officer
or director, an fter findin hat the officer or director is
incompetent or untrustworth r of known b haracter rder the
removal f the rson. If the reinsuran vehicle not

comply with a removal order within 30 days, the superintendent

ma suspend that reinsurance vehicle's limite rtificate of

authority until such time as the order is complied with.

3. Loans with affiliate. The reinsurance vehicle may make
no loans to any special purpose reinsurance vehicle organizer,
owner, director, officer, manager or affiliate of the reinsurance
vehicle.

y791. Fees and es

A special purpose _reinsurance vehicle application under
section 782, subsgsection 2 is subject to the application fee
specified in section 601, subsection 1. A reinsurance vehicle is
also responsible for expenses and costs incurred by the bureau in
accordance with section 228. The reinsurance vehicle is not
subject to state premium or other taxes incidental to the
operation of its business as long as the business remains within
the limitations of this subchapter.

792. Dissolution

A_ special purpose reinsurance vehicle operating under this

subch er ma i lved at an im vote of its
directors under section 790 and after the action has been

approved by the superintendent. Voluntary dissolution may not be
effected or allowed until and unless all of the obligations of
the reinsurance vehicle pursuant to the insurance securitization

have been full nd finall tisfied pursuant to their terms.
In the case of voluntar issolution he is ition of the
affairs of the reinsurance vehicle, including the settlement of
all outstanding obligations, must be made by the officers or
directors of the reinsurance vehicle and when the ligquidation has
been completed and a final statement in acceptable form has been
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filed with and approved by the superintendent the provisions for
voluntary dissolution unde section 3484 must be followed to
dissolve the reinsurance vehicle.

793. Conservati rehabilitation or liqui ion

1. Authorized insurer. A special purpose reinsurance
vehicle is congidered n authorized insurer for urposes of
section 4351, subsection 1 and the provisions of chapter 57 apply
to a reinsurance vehicle except to the extent modified by this

section.

2. Grounds for action. Notwithstanding the provisions of
sections 4356 and 4357, the Superior Court may issue an order
authorizing the superintendent to conserve, rehabilitate or
liguidate a special purpose reinsurance vehicle domiciled in this
State only if the superintendent proves by clear and convincing
evidence or the reinsurance vehicle stipulates after notice and
opportunity for hearing that:

A, There has been embezzlement, wrongful sequestration,
dissipation or diversion of the assets of the reinsurance
vehicle intended to be used to pay amounts owed to the
ceding insurer or the holders of special purpose reinsurance
vehicle securities; or

B. _The reinsurance vehicle is insolvent and the holders of
a_majority in outstanding principal amount of each class of
special purpose reinsurance vehicle securities request or
consent to conservation, rehabilitation or liquidation under
this subchapter,

3. Receiver. Notwithstanding any contrary provision of
this Title, rules adopted under this Title or any other
applicable law, upon any order of conservation, rehabilitation or
ligquidation _of the special purpose reinsurance vehicle, a
receiver is bound to deal with the reinsurance vehicle's assets
and liabilities in accordance with the requirements under this
subchapter,

4. Recoverable amounts. With respect to amounts
recoverable under a special purpose_ reinsurance vehicle contract,

the amount recoverable by the receiver may not be reduced or
diminished as a result of the entry of an order of conservation,
rehabilitation or liquidation with respect to the ceding insurer,
notwithstanding any provisions to the contrary in the contracts

or other documentation governing the special purpose reinsurance
vehicle insurance securitization.
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A, Notwithstanding the provisions of chapter 57, an
application or petition in any delinquency proceeding
relating to a ceding insurer or any temporary restraining
order or injunction issued in any such proceeding may not
prohibit the transaction of any business by a reinsurance
vehicle, including any payment by a reinsurance vehicle made

T nt ial purpose reinsurance hicle securit
or any action or proceeding against a reinsurance vehicle or
its ets.

B. Notwithstanding the provisions of chapter 57, subchapter

2, the commencemen £ summar r ing or other interim
proceeding commenced prior to a formal delinquency

proceeding with respect to a reinsurance vehicle and any
order issued by the court in such proceeding may not
prohibit a reinsurance vehicle from making a payment
pursuant to a special purpose reinsurance vehicle security
or contract or from taking any action required to make the

aymenc .

5. Nonfraudulent transfer. Notwithstanding any other
provision of chapter 57 or other state law:

A. A_ receiver of a ceding insurer may not avoid a
nonfraudulent transfer by a ceding insurer to a special
purpose reinsurance vehicle of money or other property made
pursuant to a special purpose reinsurance vehicle contract;

and

B. A receiver of a special purpose reinsurance vehicle may
not void a nonfraudulent transfer by the reinsurance vehicle
of money or other property made to a ceding insurer pursuant
to a special purpose reinsurance vehicle contract or made to
or for the benefit of any holder of a special purpose
reinsurance vehicle security on account of the special
purpose reinsurance vehicle security.

6. Fulfillment of obligations. With the exception of the
fulfillment of the obligations under a special purpose
reinsurance vehicle contract and notwithstanding any other

provisions of this subchapter or other law of this State to the

contrary the assets of a special purpose reinsurance vehicle
including assets held in trust may not be consolidated with or
included in the estate of a ceding insurer in any delingquency
proceeding against the ceding insurer under this subchapter for

urpos incliudin without limitation istribution to
creditors of the ceding insurer.

7. Domiciliary receiver. Notwithstanding any other
provision of this subchapter:
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A. The domiciliary receiver of a special purpose
reinsurance vehicle domiciled in another state is vested by
operation of law with the title to all of the assets,
property, contracts and rights of action and all of the
books, accounts and other records of the reinsurance vehicle
located in this State. The domiciliary receiver has the
immediate right to recover all such vested property, assets
and causes of action of the reinsurance vehicle located in
this State.

B. An ancillary proceeding may not be commenced or
prosecuted in this State against a special purpose
reinsurance vehicle domiciled in another state.

§794. Not subject to guaranty funds; residual market or similar
arrangements

1. Guaranty funds. The special purpose reinsurance vehicle
or the activities, assets and obligations relating to the
reinsurance vehicle are not subject to the provisions of chapter
57, subchapter 3 or chapter 62 and a reinsurance vehicle may not
be assessed by or otherwise be required to contribute to any
guaranty fund or guaranty association in this State with respect
to the activities, assets or obligations of a reinsurance vehicle
or the ceding insurer.

2. Residual market. The special purpose reinsurance
vehicle may not be regquired to participate in any residual
market, so-called "FAIR" plan or other similar plan to provide
insurance coverage, take out policies, assume risks, make capital
contributions, pay or be otherwise obligated for assessments,
surcharges or fees or otherwise support or participate in such
plans or arrangements.

§795. Asset_and investment limitations

1. Assets. Assets of the special purpose reinsurance
vehicle held in trust to secure obligations under the special

purpose reinsurance vehicle contract must at all times be held in:

A, Cash and cash egquivalents;

B. Securities listed by the Securities Valuation Office of
the National Association of Commissioners or its successor
organization and qualifying as_admitted assets under
statutory accounting principles pursuant to section 901-A; or

c. Any other form of security acceptable to the

superintendent.
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2, Investment practices. In addition, the special purpose
reingsurance vehicle may enter into swap agreements or other
transactions that have the objective of leveling timing
differences in funding of upfront or ongoing transaction expenses
or managing credit or interest rate risk of the investments in
the trust to ensure that the investments are sufficient to ensure
payment or repayment of the securities and related interest or
principal payments igssued pursuant to a _special purpose
reinsurance vehicle insurance securitization transaction or the
reinsurance vehicle's obligations wunder the special purpose
reinsurance vehicle contract.

§796. No transaction of insurance business by investors in
securities

The securities issued by the special purpose reinsurance
vehicle pursuant to a special purpose reinsurance vehicle
insurance securitization are not deemed to be insurance or
reinsurance contracts. An _investor in such securities issued
pursuant to insurance securitization or any holder of such
securities may not by sole means of this investment or holding be
deemed to be transacting an_ insurance business in this State.
The underwriters or selling agents and their partners, directors,
officers, members, managers, employees, agents, representatives
and advisors involved in an insurance securitization are not
deemed to be conducting an insurance or reinsurance agency.
brokerage, intermediary, advisory or consulting business by
virtue of their activities in connection with the special purpose
reinsurance vehicle or with the insurance securitization.

§797. Authority to adopt rules

The superintendent may adopt rules necessary to effectuate
the purposes of this subchapter. Any rules so adopted do not
affect a special purpose reinsurance vehicle ingurance
securitization in effect at the time of adoption. Rules adopted
pursuant to this subchapter are routine technical rules as
defined in Title 5, chapter 375, subchapter 2-A.

§798. Exemption from insurance laws within limitations

1. Titles consistent. A special purpose reinsurance
vehicle is subject to chapters 1, 3 and 5 to the extent
consistent with this subchapter.

2. Provisions pnot applicable. No other provisions of this
Title are applicable to a special purpose reinsurance vehicle
organized under this subchapter, except as expressly provided in

this subchapter or in rules adopted by the superintendent

pursuant to section 797,
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SUMMARY

This bill permits establishment of special purpose
reinsurance vehicles and establishes a regulatory framework for
the oversight of activities related to special purpose
reinsurance vehicles. Special purpose reinsurance vehicles
provide insurers an option other than standard reinsurance as a
possible method of transferring risk at a time when insurers are
facing significant increases in reinsurance costs. The bill is
substantially similar to the National Association of Insurance
Commissioners' Special Purpose Reinsurance Vehicle Model Act and
would permit insurers access to special purpose reinsurance
vehicles in a marketplace other than those offshore insurance
markets where special purpose reinsurance vehicles are already
permitted.

A special ©purpose reinsurance vehicle is an entity
established for the exclusive purpose of facilitating the
securitization of the risk of one or more ceding insurers as a
means of accessing alternative sources of capital and achieving
the Dbenefits of securitization. Investors in fully funded
insurance securitization transactions provide funds that are
available to the special purpose reinsurance vehicle to secure
the aggregate 1limit under a special purpose reinsurance vehicle
contract that provides coverage against the occurrence of a
triggering event, The creation of special purpose reinsurance
vehicles is intended to achieve greater efficiencies in
conducting insurance securitizations, to diversify and broaden
insurers' access to sources of risk-bearing capital and to make
insurance securitization generally available on reasonable terms
to as many insurers as possible.

Page 25-LR1915(1)





