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THE APPARENT PROBLEM: 

The legislature recently enacted a set of bills aimed 
at making the state's insurance regulations 
sufficiently consistent with model legislation 
promoted by the National Association of Insurance 
Commissioners (NAIC) to warrant the state being 
accredited by the NAIC. The bills dealt, in general, 
with safeguarding the financial stability and 
soundness of insurance companies and were 
typically described as "solvency" legislation. 
Reportedly, if a state's insurance regulatory 
apparatus does not receive NAIC accreditation, the 
companies based there will be at a competitive 
disadvantage when doing business in other states. 
A number of amendments have been proposed 
already to the extensive and complicated legislation 
recently passed, some due to technical errors and 
omissions in the bills. 

THE CONTENT OF THE BILL: 

The bill would amend the Insurance Code to make 
a number of follow-up amendments to recently 
passed legislation dealing with insurance company 
solvency. 

• The chart placed into Section 408 by Public Act 
226 of 1994 showing the amount of paid-in capital 
or surplus or assets domestic, foreign, and alien 
insurers would need to maintain to transact 
insurance in the state was reportedly defective and 
would be replaced by an accurate chart. 

• New provisions regarding how reserves for certain 
life insurance policies or contracts are to be 
determined differentiate between policies issued 
before January 1, 1995, and those issued on or after 
January 1, 1995. The bill would make the salient 
date January 1, 1996. 

ACCREDITATION FOLLOW-UP 

House Bill 5309 as enrolled 
Public Act 443 of 1994 
Third Analysis (1-18-95) 

Sponsor: Rep. Bill Martin 
House Committee: Insurance 
Senate Committee: Commerce 

(Discharged) 

• Certain transactions between a domestic insurance 
company and any entity in its holding company 
system can only be entered into if the insurance 
commissioner is notified in advance. This includes 
loans or extensions of credit if the transaction was 
equal to or greater than the lesser of three percent 
of the insurer's assets or 25 percent of capital and 
surplus as of December 31 of the immediately 
pre«ding year. The bill would also include loans or 
extensions of credit to third parties who were not 
affiliates where the insurer made the loan or 
extension of credit with the agreement or 
understanding that the proceeds, in whole or 
substantial part, were to be used to make loans or 
extensions of credit to, or to purchase assets ot or 
to make investments in, any affiliate of the insurer 
making the loans or extensions of credit. 

• The new act specified that the ordinary 
shareholder dividends of domestic insurers could be 
declared or paid only from earned surplus, unless 
the commissioner approved the dividend prior to 
payment. The bill would add that the commissioner 
would have to consider whether the dividend would 
be paid from the insurer's net gain from operations 
if the insurer was a life insurer or the insurer's net 
income if the insurer was not a life insurer, for the 
12-month period ending December 31 of the 
immediately preceding year. 

• The commissioner is charged with reviewing each 
year the ordinary shareholder dividends paid by 
domestic insurers to determine whether the 
insurer's surplus following such dividends is 
reasonable in relation to its outstanding liabilities 
and adequate to its needs so it complies with the 
code. The new act requires certain factors be 
considered by the commissioner in conducting the 
review and making the determination. This includes 
the quality of the insurer's earnings and the extent 
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to which the reported earnings include extraordinary 
items; the bill would specify that "reserve 
destrengthening" would be one of those items. 

• Also, the act requires a domestic insurer that is a 
member of an insurance holding company and that 
declares a dividend to report the dividend to the 
commissioner within 5 days after declaring the 
dividend and at least 10 business days before the 
payment. The act says the commissioner may enter 
an order prohibiting the payment of the dividend if 
he or she determined that the insurer's surplus as 
regards policyholders is not reasonable in relation to 
outstanding liabilities and is not adequate to its 
financial needs so that it will not continue to comply 
with code provisions. The bill would delete that 
provision. 

• In Chapter 2 of the code, which deals with powers 
of the office of insurance commissioner, the 
commissioner is authorized to conduct examinations 
of the books, records, documents, and papers of 
insurance companies, and certain confidentiality 
requirements are imposed. The bill would specify 
that the confidentiality requirements do not apply in 
any proceeding or action brought against or by an 
insurance company. 

• Section 8110 of the code permits the 
commissioner to file a petition in Ingham County 
Circuit Court alleging, with respect to a domestic 
insurer, that grounds exist justifying a court order 
for a formal delinquency proceeding, and the 
section describes what the court should do in such 
circumstances. The bill would specify that the cost 
of using a visiting or retired judge assigned to the 
circuit court in a delinquency~related proceeding 
would be an expense of administration of the 
proceeding and would be reimbursable from the 
estate of the insurance company if the assignment 
was made because the estate of the insurance 
company involved was of such si7.e or complexity to 
require additional resources to conduct the 
proceeding expeditiously so as to protect to fullest 
extent possible the interests of the insurer, its 
policyholders, its creditors, and the public. 

• Section 8141a prescribes the order of priority for 
payment of special deposit claims in a receivership. 
The bill would grant the claims of Michigan 
policyholders, claimants of those policyholders, 
Michigan beneficiaries of insurance contracts owned 
by non-Michigan residents, and other Michigan 
claimants of the insurer a higher priority than the 

claims of non-Michigan policyholders, claimants, 
and beneficiaries. (The highest priority is to the 
receiver for the costs and expenses of receivership 
and to the guaranty association for the costs and 
expenses of administration with respect to the 
payment of claims.) 

MCL 500.408 et al. 

FISCAL IMPUCA.TIONS: 

There is no information at present. 

ARGUMENTS: 

For: 
The bill would provide several "clean-up" 
amendments to recently enacted legislation 
regulating the solvency of insurance companies. It 
would delay for one year new standards on how 
reserves for certain life insurance policies are to be 
determined. It would strengthen protections against 
loans within a holding company system by 
preventing a loan to a non-affiliated entity where 
the proceeds would then go back to a holding 
company affiliate. It would correct a defective chart 
recently placed in the Insurance Code. Other 
amendments relate to delinquency and receivership 
actions against insurance companies. 
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