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HB 5927, As Passed Senate, June 4, 2002

SENATE SUBSTI TUTE FOR
HOUSE BI LL NO. 5927

A bill to anmend 1956 PA 218, entitled
"The insurance code of 1956,"
by amendi ng sections 901, 912, 914, 916, 917, 917a, 918, 922,
924, 932, 934, 938, 942, 943, 944, 946, and 947
(MCL 500.901, 500.912, 500.914, 500.916, 500.917, 500.917a,
500. 918, 500.922, 500.924, 500.932, 500.934, 500.938, 500.942,
500. 943, 500. 944, 500.946, and 500.947), sections 901, 917, 943,
and 946 as anended and section 917a as added by 1994 PA 226,
section 922 as anmended by 1991 PA 79, and section 942 as anended
by 1984 PA 90, and by addi ng section 902.
THE PEOPLE OF THE STATE OF M CHI GAN ENACT:
Sec. 901. (1) Each DOVESTI C i nsurer —atthortzet—to—transact

he busi - Lo _ andeact I

| — . Ceg gl fo o -
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) I et E . ey ) I
States—+fFthei+nsurer—hkas— SHALL MAI NTAIN assets in cash or as

defined in this chapter in a total anmpbunt at |east equal to the

sumof its liabilities including its reserves as required by this
act, plus an amount equal to the | esser of the FOLLOW NG

(A) THE m ni num capital and surplus required to be nain-
tai ned by sections 408 and 410. —et—

(B) ONE OF THE FOLLOW NG

(1) FOR A FRATERNAL BENEFI T SOCI ETY REGULATED UNDER
CHAPTER 81A, $1, 000, 000. 00.

(ii) $7, 000, 000. 00.

(2) For purposes of neeting the assets required by subsec-
tion (1), the follow ng apply:

(a) The value of all conputers shall not exceed 2% of the
assets required by subsection (1) and the val ue of each conputer
shall not exceed the original cost of the conmputer anortized over
a period not to exceed 5— 3 years. For purposes of this sec-
tion, "conputer"” means an el ectronic data processing system com
posed of 1 or nore conponents, that utilizes storage and process-
i ng mechani zati on and has a direct automatic neans of input and
output, including, but not limted to, central processing units,
data i nput/output channels, main storage or nenory, and periph-
eral devices for systens control, data input, output, or

tenporary or permanent storage of information, and associ ated

H06968' 02 (S-1)
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1 reusable nedia required by these devices and operating systens
2 software.
3 (b) Title insurers may include their net investnent in their
4 title plant.
5 (c) Assets described in sections 946 and 947 that are encum
6 bered with prior liens that affect the salability of the asset to
7 a material extent shall not be used to satisfy the requirenents
8 of subsection (1). For purposes of this subdivision, |iens that
9 do not affect the salability of the asset to a material extent

10 are real estate taxes or assessnents that are not delinquent,

11 liens against an asset for which an insurer is insured against

12 loss by title insurance, and any other liens that in the aggre-
13 gate are not in excess of 5% of the fair market val ue of the

14 asset. Assets described in sections 946 and 947 shall not be

15 wused to satisfy nore than 20% of the requirenents of subsection
16 (1). This subdivision does not apply to assets described in sec-
17 tion 942,

18 (d) Anpunts receivable from broker/deal ers regi stered under
19 the securities exchange act of 1934, chapter 404, 48 Stat. 881,
20 or fromthe issuer of a security or asset in connection with the
21 disposition of assets qualified to satisfy subsection (1) may be
22 included, provided the anbunt is not nore than 5 business days
23 past the date of disposition.

24 (e) Assets not otherw se defined in this chapter nmay be used
25 as qualified assets for purposes of subsection (1) if the assets
26 are rated investnment grade by a securities rating organization

27 approved by the comm ssioner.
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(F) NO MORE THAN 20% OF THE ASSETS REQUI RED BY SUBSECTI ON
(1) SHALL BE HI GH YI ELD, H GH RI SK OBLI GATIONS. AS USED IN THI S
SUBDI VI SI ON, "HI GH YI ELD, H GH RI SK OBLI GATI ONS" MEANS OBLI GA-
TIONS THAT ARE NOT IN 1 OF THE TOP 2 NUMBERED CLASSI FI CATI ONS OF
BONDS REPORTED I N THE | NSURER S ANNUAL FI NANCI AL STATEMENT ON A
FORM APPROVED BY THE COWM SSI ONER

(3) The sumof the liabilities and reserves conputed for
pur poses of this section nmay be reduced by 1 or nore of the
fol | ow ng:

(a) A reinsurance bal ance recoverable or other credit due
froma reinsurer that conplies with existing or other applicable
rules or orders pronul gated or issued by the comm ssioner, to the
extent that the bal ance recoverable or other credit due may be
used to offset a liability as authorized in an insurer's annual
statement concerning its affairs filed pursuant to section 438.

(b) Policy loans secured by policies included in the liabil-
ities and reserves but not in excess of the cash surrender val ue
of the policies.

(c) Premumnotes secured by letters of credit, security
trust funds, or unearned prem umreserves.

(d) The net anmount of insurance prem uns and annuity consi d-
erations booked but deferred and not yet due. Reduction under
this subdivision shall not be allowed for credit Iife and credit
accident and health prem uns deferred and uncol | ected, whether
i ndi vi dual or group, except as allowed pursuant to

subdi vision (e).

H06968' 02 (S-1)
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(e) Anpbunts receivable froman agent, agency, policyhol der,
or other person that does not have control of nore than 10% of
all the insurer's agents' bal ances, and that is not affiliated
With the insurer on policies with an effective date not nore than
1 nonth old to the extent that the amounts are offset by unearned
prem um reserves on the sane policies.

(f) Anpunts receivable froma person to the extent the
anounts offset liabilities or anbunts payable to that person.
Recei vabl es and payables with respect to reinsurance may be
allowed so long as the reinsurance contract has a right of offset
provi sion. A reduction under this subdivision shall not be
al l owed for agents' bal ances or uncoll ected prem uns as defined
by subdivision (e).

(4) Assets, liabilities, and reserves under subsection (1)
shal | exclude assets, liabilities, and reserves included in sepa-
rate accounts established in accordance with section 925. The
val ue of incone due and accrued in respect to assets required by
subsection (1) may be included in the total anpbunt. The assets
shal |l not be valued at nore than the actual value as ascertained
in a manner approved by the conm ssioner, except those assets
described in sections 912, 914, 918, 934, 938, and 942 that have
a fixed termand rate, if anply secured and not in default as to
princi pal and interest which may be valued as follows: if pur-
chased at par, the par value; if purchased above or bel ow par, on
the basis of the purchase price adjusted so as to bring the val ue
to par at maturity and so as to yield in the neantine the

effective rate of interest at which the purchase was nmade. The

H06968' 02 (S-1)
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purchase price shall not be taken at a higher figure than the
actual market value at the tinme of purchase.

(5) The conm ssioner may permt other assets not specifi-
cally described in this section to be used as qualified assets
for purposes of subsection (1), as long as the assets are finan-
cially equivalent to those assets described in sections 910 to
947, are approved by the comm ssioner as adequate as to quality
and liquidity to secure the liabilities they support, and are
val ued in a manner approved by the comm ssioner.

(6) No nore than 5% of the assets required by subsection (1)
shall be invested in, |oaned to, receivable from secured by,
| eased or rented to, or deposited with 1 person or 1 group of
affiliated persons or invested in 1 parcel of real estate. In
calculating this restriction, the foll ow ng apply:

(a) For purposes of this section, each issue of
nor t gage- backed securities secured by residential nortgage pools
and rated investnent grade by a securities rating organization
approved by the comm ssioner, and each issue of asset-backed
security rated investnment grade by a securities rating organiza-
tion approved by the comm ssioner, shall be considered a separate
person regardl ess of other obligations issued by the sanme or
affiliated issuer.

(b) This restriction does not apply to nortgage-rel ated
securities issued by the federal home | oan nortgage corporation

or the federal national nortgage association.

H06968' 02 (S-1)
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(c) This restriction does not apply to the extent that the
principal and interest are fully guaranteed by the United States
or any state.

(d) This restriction does not apply to assets invested in,
| oaned to, receivable from secured by, |eased or rented to, or
deposited with an affiliate of the insurer that is authorized to
transact insurance in any state or Canada.

(e) For an alien insurer that is an insurer authorized to
transact the business of life insurance, for purposes of this
subsection the 5% restriction applies to the total assets of the
i nsurer, excluding assets included in separate accounts, as
reported in the total business annual statenent filed by the
insurer with its domciliary authority.

(f) This restriction does not apply to the value of a nonin-
surance affiliate that is owned solely by the insurer as
described in subsection (7)(c).

(g) This restriction does not apply to the value of a nonin-
surance affiliate that is not owned solely by the insurer if the
val ue of the noninsurance affiliate is determ ned in accordance
W th procedures approved by the conm ssioner and if the invest-
ment in the noninsurance affiliate is approved by the conm s-
sioner as adequate in quality and liquidity to secure the liabil-
ities of the insurer.

(7) The assets referred to in subsection (1) shall not
i nclude assets invested in, |oaned to, receivable from secured
by, leased or rented to, or deposited with a person that is,

directly or indirectly, owned or controlled by the insurer or

H06968' 02 (S-1)
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that, directly or indirectly, owns, controls, or is affiliated
wWith the insurer as control is defined in section 115, except as
fol | ows:

(a) Anpunts receivable from secured by, |eased or rented
to, or deposited with an insurer affiliated with the insurer nmay
be included if the anmount receivable is not nore than 90 days
past due and its affiliated insurer conplies with this section.

(b) Anpunts invested in an affiliated publicly traded
i nvest ment conpany that is registered and regul ated under the
i nvest ment conpany act of 1940, title | of chapter 686, 54
Stat. 789, 15 U.S.C. —86a—1to6—86a~64— 80a-1 TO 80a-3 AND 80a-4
TO 80a- 64, may be included.

(c) The value of a noninsurance affiliate that is owned
solely by the insurer may be included. The value of the nonin-
surance affiliate shall be the value of all assets qualifying
under this section in excess of the assets required by this sec-
tion, but shall not exceed the value determ ned by the securities
val uation office of the national association of insurance
conmm ssioners. |In support of the noninsurance affiliate's val ue,
the insurer shall submt to the conm ssioner an audited financi al
statement for the noninsurance affiliate supplenented with a |ist
of qualifying assets and associ ated val ues.

(d) Anpunts invested in a noninsurance affiliate that is not
owned solely by the insurer may be included if the investnent in
t he noninsurance affiliate is approved by the comm ssioner as
adequate in quality and liquidity to secure the liabilities of

the insurer. The value of the noninsurance affiliate shall be

H06968' 02 (S-1)
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the val ue determ ned in accordance with procedures adopted by the
conmi ssi oner.

(e) The assets required by subsection (1) may include the
val ue of anounts invested in or |loaned to an affiliate authorized
to transact insurance in any state or in Canada in an anount
equal to the assets that would qualify for conpliance with this
section that are held by the affiliate and are in excess of the
anount of assets that would be required for the affiliate by this
section, prorated to reflect the extent of the insurer's invest-
ment in or loans to the affiliate. QUALIFIED ASSETS FOR PURPOSES
OF SUBSECTI ON (1) I NCLUDE LOANS, OTHER THAN SURPLUS NOTES, TO AN
AFFI LI ATE AUTHORI ZED TO TRANSACT | NSURANCE | N ANY STATE OR I N
CANADA PROVI DED THAT THE AFFI LI ATE HAS ASSETS | N EXCESS OF THE
AMOUNT OF ASSETS THAT ARE REQUI RED FOR THE AFFI LI ATE UNDER SUB-
SECTION (1). WTH THE COW SSI ONER S APPROVAL, SURPLUS NOTES MAY
BE TREATED AS AN | NVESTMENT FOR PURPOSES OF THI S SECTI ON.

(f) Anpbunts | oaned to a noninsurance affiliate —that—=s
owretd—sotety—by—the—+nsurer— nmay be included if the | oans are
rated i nvestnent grade by a securities rating organi zation
approved by the comm ssioner. The insurer shall submt docunen-
tation satisfactory to the conm ssioner in support of the invest-
ment grade rating.

(8) An insurer may conply with this section if the insurer
el ects to provide alternative security to M chigan policyhol ders
and claimants satisfactory to the conm ssioner or elects to
deposit funds or securities of the kind described in section 912,

or other securities acceptable to the conm ssioner, registered in

H06968' 02 (S-1)
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the nane of the state treasurer of M chigan,

10

desi gnat ed as

exclusively held and deposited for the sole benefit of M chigan

pol i cyhol ders, cl ai mants,

and creditors pursuant to

section 8141a, in an anount, at market val ue, consi dered adequate

by the comm ssioner to secure M chigan policyhol ders, but not

| ess than the greater of the aggregate sum of 100% of M chi gan

direct unpaid | osses and unpai d | oss adjustnent expense plus 100%

of M chigan direct unearned prem uns and policy and contract

reserves or the direct premunms witten in Mchigan during the

nmost recent 12 nonths available in fil ed statenents. Direct

unpai d | osses and unpaid | oss adjustnent expenses shall include a

provi sion for incurred but not

| oss adj ustnent expense.

and shall be subject to special

reported | osses and associ at ed

The deposit shall be a special deposit

deposit clainms for the benefit of

M chi gan policyhol ders and cl ai mants pursuant to section 8141la.

The deposit of funds required by this subsection shall be

i ncreased by adjustnent each quarter.

A decrease to the depos-

ited fund may be made annually only upon a satisfactory show ng

by the insurer to the comm ssioner that a decrease in the deposit

is justified. The conmm ssioner

may require the special deposits

set forth in this subsection as a condition for any insurer to

transact insurance in this state if the comm ssioner finds that a

speci al deposit is necessary for the protection of M chigan poli -

cyhol ders and cl ai mant s.

(9) Conpliance with

insurer, fund, or fraterna

transact the business of

H06968' 02 (S-1)
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HB 5927, As Passed Senate, June 4, 2002

House Bill No. 5927 11
conply shall limt the insurer, fund, or fraternal benefit
soci ety under the remainder of this act. If, at any tinme foll ow

ing conpliance with the requirenents of this section, an insurer,
fund, or fraternal benefit society fails to maintain conpliance,
t he conm ssioner shall notify the insurer, fund, or fraternal
benefit society that it has failed to maintain conpliance with
this section. Wthin 30 business days after notification by the
comm ssi oner of nonconpliance with the provisions of this sec-
tion, an insurer shall file a plan to restore conpliance with
this section. Failure of the insurer to file a plan shall create
a presunption that the insurer is not safe, reliable, and enti-
tled to public confidence. The conm ssioner, upon witten
request by the insurer, may grant a period of time wthin which
to restore conpliance. The period of tinme nmay be granted only if
the comm ssioner is satisfied the insurer is safe, reliable, and
entitled to public confidence; is satisfied the insurer would
suffer a material financial |loss froman inmedi ate forced conver-
sion of its assets; and approves the plan filed by the insurer
for restoring conpliance within the tinme granted. |If the plan is
not approved by the comm ssioner, or if the plan is approved,
and, at the end of 1 year the insurer still does not conply with
the requirenents of this section, the comm ssioner may grant
additional tinme to conply, or the conmm ssioner may suspend,
revoke, or limt the certificate of authority of the insurer pur-
suant to section 436

(10) The requirements of this section constitute a discrete

determ nation of financial solidity and liquidity and are not

H06968' 02 (S-1)
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intended to apply to other provisions of this act with respect to
financial condition or to the accounting practices and procedures
governing the preparation of financial statenments pursuant to
section 438.

SEC. 902. (1) EXCEPT AS OTHERW SE PROVI DED I N
SECTI ONS 942(7), (10), AND (11), 943(2), AND 946(4), TH S CHAPTER
DOES NOT PROH BI' T THE | NVESTMENT OF A DOVESTI C | NSURER S CAPI TAL
AND SURPLUS I N ANY ASSET OTHERW SE PERM TTED TO BE HELD BY ANY
OTHER PERSON OR CORPCRATI ON UNDER THE LAWS OF THI S STATE, PRO-
VI DED THE DOVESTI C | NSURER MAI NTAI NS QUALI FI ED ASSETS AS
DESCRI BED IN THI S CHAPTER I N THE AMOUNTS SPECI FI ED I N
SECTI ON 901

(2) AS USED IN THI' S SECTI ON, "QUALI FI ED ASSETS" MEANS CASH
AND THOSE ASSETS DESCRI BED | N SECTI ONS 910 TO 947

Sec. 912. (1) —An—tnsurer—rayt+nvest—+ts—Funrds— QUALI FI ED
ASSETS FOR PURPOSES OF SECTI ON 901 | NCLUDE ALL OF THE FOLLOW NG

(a) I'n the bonds or other evidences of indebtedness of the
United States, or of the dom nion of Canada, or any state,
province, or territory or public instrumentality of the United
States, or the dom nion of Canada, or in the valid public debt,
bonds, or other evidence of indebtedness of any city, county,
townshi p, village, school district, or any other political subdi-
vi sion having the power to |evy taxes, of any state or territory
of the United States or province of the dom nion of Canada, if
the state, province, nmunicipality, or other political subdivision
has not, in the 3 years preceding the tinme of such investnent,
failed to pay its debt or any part —thereef— OF | TS DEBT or the

H06968' 02 (S-1)



HB 5927, As Passed Senate, June 4, 2002

House Bill No. 5927 13
i nterest due —thereen— ON THE DEBT, or any part —thereef— OF THE
| NTEREST DUE ON THE DEBT. Delay, not exceeding 6 nonths, in the
paynment of any installnment of principal or interest shall not be
construed as failure to pay.

(b) I'n the bonds or other evidences of indebtedness of any
political subdivision of the United States, or any state or
county —theretrn— IN THE UNI TED STATES, or any agency, public
instrunmentality, or authority created by the United States, or
any state or county —theretn— |IN THE UNI TED STATES, or any polit-
i cal subdivision —thereef— OF THE STATE OR COUNTY, if, by statu-
tory or other |legal requirenents, —steh— THOSE obligations are
payabl e, as to both principal and interest, from adequate speci al
revenues pl edged or otherw se appropriated or by law required to
be provided for the purpose of —steh— paynent.

(c) I'n —stweh— governnental securities of this or any foreign
governnent, or governmental subdivisions or authorities or
instrunmentalities, —thereef— not otherw se provided for —hererr-

as—tay—be—it+st—approvetd—by—the—commsstonrer—and— IN TH S SECTI ON
subject to —steh— THE [imtati ons —as—are—heretrn— I N

SUBDI VI SIONS (A) AND (B) prescribed for other —governrenrt—and
murtetpat— GOVERNMENTAL securities.

(2) A DOVESTI C I NSURER S | NVESTMENT | N GOVERNMENTAL SECURI -
TIES IS SUBJECT TO THE LI M TATI ONS | N SECTI ON 901(2) (F).

Sec. 914. —Ant+nAstrer—mray—t+navest—+ts—Funds—+n— QUALI FI ED
ASSETS FOR PURPOSES OF SECTI ON 901 | NCLUDE bonds or other securi-

ties, the interest of which is guaranteed by the United States

H06968' 02 (S-1)
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governnent pursuant to any act of congress —heretofore—of
hereafter— enacted BEFORE, ON, OR AFTER JANUARY 1, 1957.

Sec. 916. —Whenever— |F any agency or corporation —shat
be— IS established by the federal government — with authority
to purchase, discount, or |oan noney upon the security of real
estate nortgages but —+egui+es— REQUI RI NG nmenber ship or ownership
of capital stock in —steh— THAT federal agency or corporation —+#
order—that— FOR any insurer organized under the laws of this
state —fay— TO avail itself of the full privileges of selling,
redi scounting, or borrow ng noney upon —steh— THOSE nort gages,

t hen —sueh—inAsurer—shatt—be—atuthortzed—tobuy not—exceeting——such—
QUALI FI ED ASSETS FOR PURPOSES OF SECTI ON 901 | NCLUDE THE anount

of —steh— capital stock —as— THAT is required by —stueh— THE fed-
eral law or the rules of the governing body of —steh— THE federal
agency or corporation.

Sec. 917. (1) —An—tnsurer—rayt+nvest—A— QUALI FI ED ASSETS
FOR PURPOSES OF SECTI ON 901 | NCLUDE nort gage- backed securities
backed by pools of residential nortgages and rated investnent
grade by a securities rating organization approved by the
conmm ssioner. Any securities described in section 106 of title |
of the secondary nortgage market enhancenent act of 1984, Public
Law 98-440, 15 U.S.C. 77r-1, shall be subject to all the limta-
tions prescribed by this chapter for investnents not guaranteed
by the full faith and credit of the United States.

(2) As used in this section, "nortgage-backed securities”
means securities representing an ownership interest in, or as to

whi ch paynents are secured directly or indirectly by, a pool of

H06968' 02 (S-1)
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nort gages or by the cash flows generated by a pool of nortgages
and shall include, but are not limted to, nortgage pass-through
securities and collateralized nortgage obligations.

Sec. 917a. (1) As used in this section:

(a) "Asset-backed securities" neans securities, other than
t hose governed by section 917, representing |loans to, participa-
tions in loans to, or equity interests in a person that has as
its primary activity the acquisition and hol ding of assets,
directly or through a trustee, for the benefit of its debt or
equity holders and includes, but is not limted to, structured
securities, pass-through certificates, and other securitized
obl i gati ons.

(b) "Assets" nmeans pools of assets consisting of either
i nterest bearing obligations or contractual obligations repre-
senting the right to receive paynent fromthe assets.

(c) "Structured securities" neans asset-backed securities
that have been divided into 2 or nore classes where the paynent
of interest on or principal of any class of the securities has
been allocated in a manner that may not be directly proportional
to interest or principal received by the issuer of the securities
on the underlying assets.

(d) "Pass-through certificate" neans an asset-backed securi -
ty, whether or not nortgage-rel ated, where the paynent of inter-
est or principal on the security is directly proportional to
interest or principal received by the issuer of the security on

t he underlyi ng assets.

H06968' 02 (S-1)
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(2) o T ped

secttor—90H6)—an—+nsurer—ray—+navest—+a— QUALI FI ED ASSETS FOR
PURPOSES OF SECTI ON 901 | NCLUDE asset - backed securities that are

rated i nvestnent grade by a securities rating organi zation
approved by the comm ssioner. Asset-backed securities that are
secured by or represent an undivided interest in a single asset
or pool of assets or in the cash flows generated by those assets,
including without limtation, structured securities and
pass-through certificates, are subject to all the limtations
prescribed by this chapter for investnents not guaranteed by the
full faith and credit of the United States.

Sec. 918. —An—+nsurer—mray—t+navest—+a— QUALI FI ED ASSETS FOR
PURPOSES OF SECTI ON 901 | NCLUDE | awful Iy authorized obligations
i ssued, assuned, or guaranteed by any solvent institution created
or existing under the laws of the United States or of any state,
district, or territory —thereof— OF THE UNI TED STATES, or of —the
BPemnAtron—of— Canada or any provi nce —thereof5—whieh— OF CANADA
THAT are not in default as to principal or interest and —whith—
THAT are qualified under any of the follow ng cl auses:

(A) 3)— bligations secured by the nortgage of property or
t he pl edge of adequate collateral if, during any 3, including the
last 2, of the 5 fiscal years next preceding the tinme of invest-
ment, the net earnings of the issuing, assum ng, or guaranteeing
institution available for fixed charges, as determ ned in accord-
ance with standard accounting practice, —shatH+— have been not
|l ess than the total of its fixed charges for such year on an

overall basis nor less than 1-1/2 tinmes its fixed charges for

H06968' 02 (S-1)



© 00 N o o~ W N P

N N DD DN DNMNDNDN PP P P P PP PPk
o O A WO N PP O © 00N OO 0ol WDN - O

HB 5927, As Passed Senate, June 4, 2002
House Bill No. 5927 17

such year on a priority basis after excluding interest

requi rements on obligations junior to such issue as to security.

(B) 2— In equipnment trust certificates of railroad com
pani es organi zed under the |laws of any state of the United States
or of —thePbemntron—of— Canada or of any province —thereof— OF
CANADA, payable within 20 years fromtheir date of issue, in
annual or —sem—anntat— SEM ANNUAL i nstal | nents, begi nni ng not
|ater than the fifth year after such date, and which certificates
are a first lien on the specific equi pnent pledged as security
for the paynent —thereof— which are either the direct obligations
of —steh— THE railroad conpani es or guaranteed by them or are
executed by trustees holding title to the equi pnent. ——

(C —3)— Fixed interest bearing obligations other than
t hose described i n —€etauses{H—and—{2)y—aboeve— SUBD VI SI ONS (A)
AND (B), if the net earnings of the issuing, assum ng, or guaran-
teeing institution available for fixed charges during each of any
3, including the last 2, of the 5 fiscal years next preceding the
time of investnent, shall have been not less than 1-1/2 tinmes the

total of its fixed charges for such year.

Sec. 922. —(1)—Exeept—as—otherwseprovided—+n

stbsectton—{(2)—an—t+nsurer—ray—purehase— QUALI FI ED ASSETS FOR
PURPOSES OF SECTI ON 901 | NCLUDE stocks, bonds, and ot her evidence

of indebtedness of solvent corporations as approved by its board
of directors or a conmttee of the board entrusted with the

i nvestment of the conpany's funds. The insurer may hold the
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st ocks, bonds, and ot her evidences of indebtedness as an

i nvest nent .

Sec. 924. —An—i+nsurer—mray—t+navest—+a— QUALI FI ED ASSETS FOR
PURPOSES OF SECTI ON 901 | NCLUDE preferred stocks of any conpany

organi zed under the laws of the United States, a state of the
United States, or the District of Colunbia, if —steh— THE conpany
has continuously and regularly paid the dividends provided for by
—steh— THE preferred stock during the 5 years preceding the

i nvestment; except that with respect to preferred stocks issued
W thin —steh— THE 5-year period, the —foregorngtreguiremrents—as
to— di vi dend paynents —shatH—appty— REQUI REMENT APPLIES only from
the date of issuance, and in —steh— THOSE cases the net earnings
of the conpany and its subsidiaries available for fixed charges
of the conpany and its subsidiaries and the net earnings of any
predecessor organi zations and their subsidiaries, if any, avail-
able for fixed charges of —stueh— THE predecessor organizations
and their subsidiaries, nust have averaged an anpunt per annum
for the 5 fiscal years preceding the maki ng of the investnent at

| east equal to 2 tines the total of the annual interest charges

(including anortization of debt discount and expense) and
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di vi dends guaranteed, if any, and the preferred divi dend
requi rement on a pro forma basis.

Sec. 932. —An—i+nsurer—mray—+navest—+a— QUALI FI ED ASSETS FOR
PURPOSES OF SECTI ON 901 | NCLUDE shares of any building and | oan
associ ation or savings and | oan association, either state
chartered or federally chartered.

Sec. 934. —Ani+nAsturer—mrayt+navest—+a—the— QUALI FI ED ASSETS
FOR PURPOSES OF SECTI ON 901 | NCLUDE farm | oan bonds, consolidated
or otherwi se, issued by the federal |and banks pursuant to the
federal farmloan act, as anended; in collateral trust debentures
or other simlar obligations, consolidated or otherw se, issued
by federal intermediate credit banks pursuant to the federal farm
| oan act, as anmended; in debentures, consolidated or otherw se,

i ssued by the central bank for cooperatives or banks for coopera-
tives pursuant to the farmcredit act of 1933, as anended; in
obligations issued pursuant to the provisions of the federal hone
| oan bank act, approved July 22, 1932, as anended; and in

i nterest-bearing obligations of the federal savings and | oan

i nsurance corporation issued pursuant to title 4 of the national
housi ng act, approved June 27, 1934, as anended.

Sec. 938. —An—tnAstrer—mray—tnvest—Funrds— QUALI FI ED ASSETS
FOR PURPOSES OF SECTI ON 901 | NCLUDE ALL OF THE FOLLOW NG

(A —3)—+n—any— ANY negoti abl e paper or other evidence of
i ndebt edness secured by any of the classes of securities in which

—steh— i nsurance conpanies may |lawully invest —thet+— funds pur-
suant to sections 912 —(federal—state—runretpal—and—Foretrgh
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governrent—obHgattons)— and 918. —(obtgatt+ens—of—sotvent
corpotrattons—and—+nast+tutt+ons)y—

(B) —2)—Ypoen—rnegottablte— NEGOTI ABLE notes secured by pl edge
of stock of national or state banks, which have a surplus equal
in amount to 25% of the paid in capital stock —Provided,—Fhat
steh— PROVI DED THOSE | oans —shatH— DO not exceed 85% of the
mar ket val ue of the stock —— and —that— the total anmount of the
| oan on bank secured coll ateral —shat+— DOES not exceed 15% of
the capital and surplus of the insurance conpany.

(CO —3)—+— FOR other than a life insurer, —+f— |oans
secured as collateral by corporate stocks and securities eligible
for investment under section 922 —(eorporate—stocks,—bonds)— but
no | oan shall be made of nore than 50% of the fair market val ue
of —steh— THOSE stocks and securiti es.

Sec. 942. (1) —An—tnsurer—ray—t+nvest—+A— QUALI FI ED ASSETS
FOR PURPOSES OF SECTI ON 901 I NCLUDE real estate | oans secured by
first liens upon inproved or inconme bearing real estate, includ-
ing also inproved farm and and i nproved busi ness and residenti al
properties, —— or —whreh— THAT are secured by first nortgages or
deeds of trust on |easehold estates having an unexpired term
equivalent to the termof the nortgage, inclusive of the termor
terms —whieh— THAT nmay be provi ded by enforceabl e options of
renewal . ——vatcant— VACANT property, at |east 60% of which is
under contract of sale and the contract or contracts in connec-
tion therewith trusteed or pledged as additional collateral,
—shat+—be—<constdered— | S i nconme bearing real estate within the

meani ng of this section.
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(2) Real estate —shatHt—rot—bedeered—tobe— IS NOT
encunbered within the neaning of this section —when— BECAUSE | T
| S subject to lease in whole or in part —whereby— AND rents or
profits are reserved to the owner —— or —whern— BECAUSE IT IS
subject to an easenent for a right of way.

(3) Aloan secured by real estate shall be in the form of
obl i gati ons secured by nortgage, trust deed, or other such
i nstrunment upon real estate, and an insurer may purchase an obli -
gation so secured when the entire amount of the obligation is
sold to the insurer, except that an insurer may purchase a part
of an obligation if the investnment of each participant is not
| ess than $50,000.00 at the tine of the insurer's investment, if
all other participants are insurers, banks, —e+— savings and | oan
associ ati ons, OR ANY OTHER FI NANCI AL | NSTI TUTI ON AS THAT TERM | S
DEFI NED | N THE GRAMM LEACH- BLI LEY ACT, PUBLIC LAW 106-102, 113
STAT. 1338, 12 U. S.C. 1811, and if the entire indebtedness of
which participation is a part would qualify under the provisions
of this section, and either the insurer holds a senior participa-
tion, giving it substantially the rights of a first nortgagee, or
each participation is of equal rank.

(4) —Fhe—ammount— EXCEPT AS OTHERW SE PROVI DED IN THI S SUB-
SECTI ON, ANY PORTI ON of a | oan —shatH—roet—exeeed— THAT EXCEEDS
66- 2/ 3% of the appraised value, at the tinme of the |oan, of the
real estate constituting or offered as security and —steh—atoan
shatH—not—bermrade—for—atonger—termthan—5years—execept—that—{a)
a— ANY LOAN THE TERM OF WHI CH EXCEEDS 5 YEARS | S NOT A QUALI FI ED
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ASSET FOR PURPOSES OF SECTI ON 901. HOWEVER, THE FOLLOW NG LOANS
ARE QUALI FI ED ASSETS FOR THE PURPOSES OF SECTI ON 901:

(A) Aloan on land inproved with permanent buil di ngs used
for agriculture or pasture —fay—be—+mde— in an anount not to
exceed 75% of the appraised value, at the tinme of the |oan, of
the real estate constituting or offered as security if the |oan
is secured by an anortized nortgage, deed of trust, or other
i nstrunment under the terns of which the installnment paynments are
sufficient to anortize on not to exceed an annual basis of 40% or
nore of the principal of the loan wwthin a period of not nore
than 10 years. —fb)y—a—

(B) Aloan on single famly residential property —fay—be
fragte— i n an amobunt not to exceed 80% of the appraised val ue, at
the tine of the loan, of the real estate offered as security, if
the loan is secured by a nortgage, deed of trust, or other
instrument for a termof not nore than 35 years. ——ang—(€c)r
reans—ray—be—rade—

(C) SUBJECT TO SUBSECTION (6), A LOAN ON MULTI FAM LY RESI -
DENTI AL PROPERTY | N AN AMOUNT NOT TO EXCEED 85% OF THE APPRAI SED
VALUE, AT THE TIME OF THE LOAN, OF THE REAL ESTATE OFFERED AS
SECURITY, IF THE LOAN | S SECURED BY A MORTGAGE, DEED OF TRUST, OR
OTHER | NSTRUVENT FOR A TERM OF NOT MORE THAN 35 YEARS.

(D) A LOAN in an amount not to exceed 75% of the appraised
value of the real estate offered as security and for a term not
| onger than 35 years, if the real estate is inproved if it is not

used for agriculture or pasture, and if the loan is secured by a
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nort gage, deed of trust, or other instrunent for a term of not
nmore than 35 years.

(5) The —foregoing— limtations and restrictions —shat+— I N
SUBSECTI ON (4) DO not apply to real estate |oans —whieh— THAT are
i nsured under the provisions of title —2— Il of the national
housi ng act, CHAPTER 847, 48 STAT. 1247, 12 U. S.C. 1707 TO 1709,
1710 TO 17159, 1715k TO 1715r, AND 1715t TO 1715z-1, by the fed-
eral housing adm nistration, —e+— to | oans insured under the
Canadi an national housing act of 1954 by the central nortgage and
housi ng corporation, —ner— ORto real estate |oans —whieh— THAT
are guaranteed as to principal by the United States government or
Canadi an governnment or an agency or instrunentality —thereef— OF
THE UNI TED STATES OR CANADI AN GOVERNMENT.

(6) I'F THE TOTAL AMOUNT OF MULTI FAM LY RESI DENTI AL LOANS
THAT EXCEED 75% OF THE APPRAI SED VALUE OF THE REAL ESTATE OFFERED
AS SECURI TY FOR THOSE LOANS IS GREATER THAN 20% OF AN | NSURER S
MORTGAGE PORTFOLI O, THE PORTI ON OF THOSE LOANS THAT EXCEED 75% OF
THE APPRAI SED VALUE SHALL NOT BE TREATED AS A QUALI FI ED ASSET FOR
PURPOSES OF SECTI ON 901.

(7) —€5)— An insurer shall not make any such | oan unl ess an
appr ai sal —shatH+—rave— HAS been nmade in witing by a conpetent
appr ai ser appointed or enployed by the insurer and filed with the
i nvestment commttee authorized to approve the | oan.

(8) —f6y—Ar—tnsurer—ray purehase— QUALI FI ED ASSETS FOR THE
PURPOSES OF SECTI ON 901 I NCLUDE a | oan or certificate of partici-
pation secured by a |loan nmade on a single-famly residential

property in an amobunt not to exceed 95% of the appraised val ue,
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at the tinme of the loan, of the real estate offered as security,
if the loan is secured by a nortgage, deed of trust, or other
instrument for a termof not nore than 35 years, and the loan is
insured by a private nortgage insurer approved by the federal
home | oan nortgage corporation and the federal national nortgage
association and is licensed to do business in the state of

M chi gan.

(9) —H—An—insurer—may—+nvest—a— QUALI FI ED ASSETS FOR THE
PURPOSES OF SECTI ON 901 | NCLUDE real estate |oans —whieh— THAT do
not qualify as first nortgages as —def+rned— DESCRI BED in
subsections (1) and (3). —+fthetotal— TOTAL i nvestnents THAT
MAY BE TREATED AS QUALI FI ED ASSETS under this subsection —do—
SHALL not exceed 25%of the insurer's total investments in real
estate | oans as —def+ned— DESCRI BED i n subsections (1) and (3).

(10) A DOMESTI C I NSURER SHALL NOT | NVEST MORE THAN 10% OF
| TS SURPLUS | N REAL ESTATE LOANS THAT EXCEED THE APPRAI SED VALUE
LI M TATI ONS UNDER SUBSECTI ON (4), (6), OR (8) UNLESS THE REAL
ESTATE LOAN | S THE RESULT OF A RESTRUCTURI NG OF AN EXI STI NG REAL
ESTATE LOAN AND THE | NSURER PROVI DES WRI TTEN NOTI CE TO THE COM
M SSI ONER ON OR BEFORE THE DATE OF THE RESTRUCTURI NG THE COM
M SSI ONER MAY | NCREASE THE 10% | NVESTMENT LIM T OF THI' S SECTI ON
TO 20% FOR AN | NSURER WHO DEMONSTRATES TO THE COWM SSI ONER S SAT-
| SFACTI ON THE SOUNDNESS OF A PARTI CULAR | NVESTMENT OR | NVESTMENT
STRATEGY THAT WOULD CAUSE THE | NSURER TO EXCEED THE LOWER LIM T.
| F THE LOANS UNDER THI S SUBSECTI ON EXCEED 5% OF AN | NSURER S
ASSETS W THI N ANY 12- MONTH PERI OD, NO OTHER LOANS MAY BE MADE
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PURSUANT TO THI S SUBSECTI ON EXCEPT W TH THE COWM SSI ONER' S PRI OR
APPROVAL.
(11) A DOMESTI C I NSURER SHALL NOT | NVEST MORE THAN 20% OF
| TS MORTGAGE PORTFOLI O | N MULTI FAM LY RESI DENTI AL MORTGAGES THAT
EXCEED 75% OF THE APPRAI SED VALUE, AT THE TIME OF THE LOAN, OF
THE REAL ESTATE OFFERED AS SECURI TY.

Sec. 943. —(hH—An—tnAsHrer—ayt+Rvest—A—itnanctat—futures

H06968' 02 (S-1)



© 00 N o o0~ W N P

N N DD NN NMNDNN PP P P PP PPk
o O A WO N P O © 00N OO 0o W N P O

HB 5927, As Passed Senate, June 4, 2002

House Bill No. 5927 26
g dedi b o) ) e

Lieo e bor . I

et I I ; o] | TN
(1) QUALI FI ED ASSETS FOR PURPOSES OF SECTI ON 901 | NCLUDE

DERI VATI VE | NSTRUMENTS ONLY | F THE I NSURER | S ABLE TO DEMONSTRATE
TO THE COMM SSI ONER THROUGH CASH FLOW TESTI NG OR OTHER APPROPRI -
ATE ANALYSES BOTH THE | NTENDED HEDGA NG CHARACTERI STI CS AND THE
ONGO NG EFFECTI VENESS OF THE DERI VATI VE TRANSACTI ON OR COVBI NA-
TI ON OF TRANSACTI ONS.

(2) BEFORE ENGAG NG | N A DERI VATI VE TRANSACTI ON AND W TH
BOARD COF DI RECTOR APPROVAL, A DOMVESTI C | NSURER SHALL DO ALL OF
THE FOLLOW NG
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1 (A) ESTABLI SH WRI TTEN GUI DELI NES TO BE USED FOR EFFECTI NG OR
2 MAI NTAI NI NG DERI VATI VE TRANSACTI ONS. THE GUI DELI NES SHALL BE

3 AVAI LABLE TO THE COW SSI ONER ON REQUEST AND SHALL MEET ALL OF

4 THE FOLLOW NG

5 (1) ADDRESS | NVESTMENT OR, | F APPLI CABLE, UNDERWRI Tl NG

6 OBJECTI VES AND RI SK CONSTRAINTS, SUCH AS CREDIT RISK LIMTS.

7 (1i)) ADDRESS PERM SSI BLE DERI VATI VE TRANSACTI ONS AND THE

8 RELATI ONSHI P OF THOSE TRANSACTI ONS TO | TS OPERATI ONS.

9 (i) REQUI RE COVPLI ANCE W TH | NTERNAL CONTROL PROCEDURES.

10 (B) HAVE A SYSTEM FOR DETERM NI NG WHETHER A DERI VATI VE

11 I NSTRUMENT USED I N A HEDGE NG OR REPLI CATI ON TRANSACTION | S

12 EFFECTI VE.

13 (C HAVE A CREDI T RI SK MANAGEMENT SYSTEM FOR

14 OVER- THE- COUNTER DERI VATI VE TRANSACTI ONS THAT MEASURES CREDI T

15 RI SK EXPOSURE USI NG COUNTER PARTY EXPOSURE AMOUNT.

16 (D) DETERM NE WHETHER THE | NSURER HAS ADEQUATE PROFESSI ONAL
17 PERSONNEL, TECHNI CAL EXPERTI SE, AND SYSTEMS TO | MPLEMENT | NVEST-
18 MENT PRACTI CES | NVOLVI NG DERI VATI VES.

19 (E) DETERM NE THAT THE DERI VATI VE PROGRAM | S PRUDENT AND

20 THAT THE LEVEL OF RI SK | S APPROPRI ATE FOR THE | NSURER d VEN THE
21 LEVEL OF CAPI TALI ZATI ON AND EXPERTI SE AVAI LABLE TO THE | NSURER
22 (3) EXCEPT AS PROVIDED I N SECTI ON 222(7), WRI TTEN GUI DELI NES
23 PREPARED PURSUANT TO SUBSECTION (2), I'F FURNI SHED TO THE COW S-
24 SI ONER, ARE CONFI DENTI AL AND PRI VI LEGED, ARE NOT SUBJECT TO THE
25 FREEDOM OF | NFORVATI ON ACT, 1976 PA 442, MCL 15.231 TO 15. 246,

26 ARE NOT SUBJECT TO SUBPOENA, AND ARE NOT SUBJECT TO DI SCOVERY OR
27 ADM SSI BLE I N EVI DENCE | N ANY PRI VATE Cl VIL ACTI O\
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(4) —3)— The comm ssioner may promnul gate rules pursuant to
the adm ni strative procedures act of 1969, —-Act—No—306—06f—the
M-ehigan—Conptted—taws— 1969 PA 306, MCL 24.201 TO 24.328, to
i npl enent this section, including, but not limted to, the estab-
lishment of all of the follow ng:

(a) Financial solvency standards.

(b) Val uation standards.

(c) Reporting requirenents.
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(5) AN | NSURER SHALL | NCLUDE ALL COUNTER PARTY EXPOSURE
AMOUNTS | N DETERM NI NG COVPLI ANCE W TH THE LI M TATI ONS | N
SECTI ON 901(6) .

(6) I N MEASURI NG THE NET AMOUNT OF CREDI T RI SK EXPOSURE
USI NG COUNTER PARTY EXPOSURE AMOUNT, ALL OF THE FOLLOW NG APPLY:

(A) THE NET AMOUNT OF CREDI T RI SK EQUALS THE MARKET VALUE OF
THE OVER- THE- COUNTER DER! VATI VE | NSTRUMENT | F THE LI QUI DATI ON OF
THE DERI VATI VE | NSTRUVENT WOULD RESULT IN A FI NAL CASH PAYMENT TO
THE | NSURER OR ZERO | F THE LI QUI DATI ON OF THE DERI VATI VE | NSTRU-
MENT WOULD NOT RESULT IN A FI NAL CASH PAYMENT TO THE | NSURER

(B) | F OVER- THE- COUNTER DERI VATI VE | NSTRUVENTS ARE ENTERED
| NTO PURSUANT TO A WRI TTEN MASTER AGREEMENT THAT PROVI DES FOR
NETTI NG OF PAYMENTS OWED BY THE RESPECTI VE PARTIES, AND THE DOM -
Cl LI ARY JURI SDI CTI ON OF THE COUNTER PARTY |'S EI THER W THI N THE
UNI TED STATES OR, | F NOT W THI N THE UNI TED STATES, W THIN A FOR:
El GN JURI SDI CTI ON APPROVED AS ELI G BLE FOR NETTI NG, THE NET
AMOUNT OF CREDIT RISK | S THE GREATER OF ZERO OR THE NET SUM OF
THE MARKET VALUE OF THE OVER- THE- COUNTER DERI VATI VE | NSTRUVENTS
ENTERED | NTO PURSUANT TO THE AGREEMENT, THE LI QUI DATI ON OF W\HI CH
WOULD RESULT IN A FI NAL CASH PAYMENT TO THE | NSURER AND THE
MARKET VALUE OF THE OVER- THE- COUNTER DERI VATI VE | NSTRUVENTS
ENTERED | NTO PURSUANT TO THE AGREEMENT, THE LI QUI DATI ON OF W\HI CH
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WOULD RESULT I N A FI NAL CASH PAYMENT BY THE | NSURER TO THE
BUSI NESS ENTI TY.

(7) AS USED IN SUBSECTI ON (6), MARKET VALUE SHALL BE DETER-
M NED FOR OPEN TRANSACTI ONS AT THE END OF THE MOST RECENT QUARTER
OF THE I NSURER S FI SCAL YEAR AND SHALL BE REDUCED BY THE MARKET
VALUE OF ACCEPTABLE COLLATERAL HELD BY THE | NSURER OR PLACED I N
ESCROW BY 1 OR BOTH PARTI ES.

(8) AS USED IN THI S SECTI ON:

(A) "CAP'" MEANS AN AGREEMENT OBLI GATI NG THE SELLER TO MAKE
PAYMENTS TO THE BUYER W TH EACH PAYMENT BASED ON THE AMOUNT BY
VWH CH A REFERENCE PRI CE OR LEVEL OR THE PERFORMANCE OR VALUE OF 1
OR MORE UNDERLYI NG | NTERESTS EXCEEDS A PREDETERM NED NUMBER,
SOVETI MES CALLED THE STRI KE RATE OR STRI KE PRI CE.

(B) "COLLAR' MEANS AN AGREEMENT TO RECEI VE PAYMENTS AS THE
BUYER OF AN OPTI ON, CAP, OR FLOOR, AND TO MAKE PAYMENTS AS THE
SELLER OF A DI FFERENT OPTI ON, CAP, OR FLOOR.

(C) "COLLATERALI ZED MORTGAGE OBLI GATI ON* MEANS AN
ASSET- BACKED SECURI TY THAT HAS CASH FLOWAS ORI G NATI NG DI RECTLY OR
| NDI RECTLY FROM UNDERLYI NG MORTGAGE ASSETS.

(D) "COUNTER PARTY EXPOSURE AMOUNT" MEANS THE NET AMOUNT OF
CREDI T RI SK ATTRI BUTABLE TO A DERI VATI VE | NSTRUVENT ENTERED | NTO
W TH A BUSI NESS ENTI TY OTHER THAN THROUGH A QUALI FI ED EXCHANGE OR
QUALI FI ED FOREI GN EXCHANGE OR CLEARED THROUGH A QUALI FI ED CLEAR-
| NGHOUSE SUCH AS AN OVER- THE- COUNTER DERI VATI VE | NSTRUMENT.

(E) "DERIVATI VE | NSTRUVENT" MEANS ANY AGREEMENT, OPTION, OR
| NSTRUVENT, OR ANY SERI ES OR COMBI NATI ONS OF AN AGREEMENT,

OPTI ON, OR I NSTRUMENT TO MAKE OR TAKE DELI VERY OF, OR ASSUME OR
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RELI NQUI SH, A SPECI FI ED AMOUNT OF 1 OR MORE UNDERLYI NG | NTERESTS,
OR TO MAKE A CASH SETTLEMENT IN LIEU OF 1 OR MORE UNDERLYI NG
| NTERESTS, OR THAT HAS A PRI CE, PERFORVANCE, VALUE, OR CASH FLOW
BASED PRI MARI LY UPON THE ACTUAL OR EXPECTED PRI CE, YIELD, LEVEL,
PERFORVANCE, VALUE, OR CASH FLOW OF 1 OR MORE UNDERLYI NG
| NTERESTS. DERI VATI VE | NSTRUMENTS | NCLUDE OPTI ONS, WARRANTS,
CAPS, FLOORS, COLLARS, SWAPS, SWAPTI ONS, FORWARDS, FUTURES, AND
ANY OTHER SUBSTANTI ALLY SI M LAR AGREEMENTS, OPTI ONS, OR | NSTRU-
MENTS, OR ANY SERI ES OR COVBI NATI ONS AND ANY FURTHER AGREEMENTS,
OPTI ONS, OR | NSTRUMENTS | NCLUDED UNDER RULES PROMULGATED BY THE
COW SSI ONER. DERI VATI VE | NSTRUMENTS DO NOT | NCLUDE COLLATERAL-
| ZED MORTGAGE OBLI GATI ONS, OTHER ASSET- BACKED SECURI Tl ES,
PRI NCI PAL- PROTECTED STRUCTURED SECURI TI ES, OR | NSTRUMENTS THAT AN
I NSURER | S OTHERW SE PERM TTED TO | NVEST I N OR RECEI VE UNDER THI S
CHAPTER OTHER THAN UNDER THI S SECTI ON. THE SALE OR PURCHASE OF A
DERI VATI VE | NSTRUMENT BY AN | NSURER | N CONNECTI ON W TH A WRI TTEN
| NVESTMENT POLI CY THAT | NSULATES THE PURCHASER FROM THE RI SK OF
DEFAULT OF AN UNDERLYI NG FI NANCI AL | NSTRUVENT SHALL BE TREATED AS
A DERI VATI VE AND NOT AS | NSURANCE FOR PURPOSES OF THI S ACT.

(F) "DERI VATI VE TRANSACTI ON' MEANS A TRANSACTI ON | NVOLVI NG
THE USE OF 1 OR MORE DERI VATI VE | NSTRUMENTS. FOR PURPCSES OF
TH' S SECTI ON, DOLLAR ROLL TRANSACTI ONS, REPURCHASE TRANSACTI ONS,
REVERSE REPURCHASE TRANSACTI ONS, AND SECURI TI ES LENDI NG TRANSAC-
TI ONS ARE NOT DERI VATI VE TRANSACTI ONS.

(G "FLOOR' MEANS AN AGREEMENT OBLI GATI NG THE SELLER TO MAKE
PAYMENTS TO THE BUYER I N WHI CH EACH PAYMENT | S BASED ON THE
AMOUNT BY WHI CH A PREDETERM NED NUMBER, SOVETI MES CALLED THE
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FLOOR RATE OR PRI CE, EXCEEDS A REFERENCE PRI CE, LEVEL,
PERFORMANCE, OR VALUE OF 1 OR MORE UNDERLYI NG | NTERESTS.

(H "FORWARD' MEANS AN AGREEMENT, OTHER THAN A FUTURE, TO
MAKE OR TAKE DELI VERY IN THE FUTURE OF 1 OR MORE UNDERLYI NG
| NTERESTS, OR EFFECT A CASH SETTLEMENT, BASED ON THE ACTUAL OR
EXPECTED PRI CE, LEVEL, PERFORMANCE, OR VALUE OF THE UNDERLYI NG
| NTERESTS. FORWARD | NCLUDES SPOT TRANSACTI ONS EFFECTED W THI N
CUSTOVARY SETTLEMENT PERI ODS, WHEN- | SSUED PURCHASES, OR OTHER
SIM LAR CASH MARKET TRANSACTI ONS.

(') "FUTURE" MEANS AN AGREEMENT TRADED ON A FUTURES
EXCHANGE, TO MAKE OR TAKE DELI VERY OF, OR EFFECT A CASH SETTLE-
MENT BASED ON THE ACTUAL OR EXPECTED PRI CE, LEVEL, PERFORMANCE,
OR VALUE OF 1 OR MORE UNDERLYI NG | NTERESTS.

(J) "HEDG NG TRANSACTI ON' MEANS A DERI VATI VE TRANSACTI ON
THAT |I'S ENTERED | NTO AND MAI NTAI NED TO MANAGE THE RI SK OF A
CHANGE I N THE VALUE, YIELD, PRICE, CASH FLOWN OR QUANTITY OF
ASSETS OR LI ABI LI TIES THAT THE | NSURER HAS ACQUI RED OR | NCURRED
OR ANTI CI PATES ACQUI RI NG OR | NCURRI NG OR THE CURRENCY EXCHANGE
RATE RI SK RELATED TO ASSETS OR LI ABI LI TIES THAT AN | NSURER HAS
ACQUI RED OR | NCURRED OR ANTI CI PATES ACQUI RI NG OR | NCURRI NG.

(K) "OPTION' MEANS AN AGREEMENT d VI NG THE BUYER THE RI GHT
TO BUY OR RECEI VE, KNOAN AS A CALL OPTION, SELL OR DELI VER, KNOMN
AS A PUT OPTION, ENTER | NTO, EXTEND, OR TERM NATE OR EFFECT A
CASH SETTLEMENT BASED ON THE ACTUAL OR EXPECTED PRI CE, SPREAD,
LEVEL, PERFORMANCE, OR VALUE OF 1 OR MORE UNDERLYI NG | NTERESTS.

(1) "REPLI CATI ON TRANSACTI ON' MEANS A DERI VATI VE TRANSACTI ON
OR COVBI NATI ON OF DERI VATI VE TRANSACTI ONS EFFECTED EI THER
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SEPARATELY OR I N CONJUNCTI ON W TH CASH MARKET | NVESTMENTS
| NCLUDED I N THE | NSURER S | NVESTMENT PORTFOLI O I N ORDER TO REPLI -
CATE THE RI SKS AND RETURNS OF ANOTHER AUTHORI ZED TRANSACTI ON,
| NVESTMENT, OR | NSTRUMENT OR TO OPERATE AS A SUBSTI TUTE FOR CASH
MARKET TRANSACTI ONS. A DERI VATI VE TRANSACTI ON ENTERED | NTO BY
THE | NSURER AS A HEDA NG TRANSACTI ON |'S NOT A REPLI CATI ON
TRANSACTI ON.

(M "STRUCTURED SECURI TY" MEANS AN OBLI GATI ON WHOSE PRI NCI -
PAL OR | NTEREST PAYMENTS ARE DETERM NED PARTI ALLY OR ENTI RELY BY
REFERENCE TO AN | NDEX, MARKET, EVENT, OR ASSET UNRELATED TO THE
| SSUER S ABI LI TY TO PAY.

(N) "SWAP" MEANS AN AGREEMENT TO EXCHANGE OR TO NET PAYMENTS
AT 1 OR MORE TI MES BASED ON THE ACTUAL OR EXPECTED PRI CE, YI ELD,
LEVEL, PERFORMANCE, OR VALUE OF 1 OR MORE UNDERLYI NG | NTERESTS.

(O "SWAPTI ON' MEANS AN OPTI ON TO PURCHASE OR SELL A SWAP AT
A G VEN PRICE AND TIME OR AT A SERIES OF PRI CES AND TI MES. A
SWAPTI ON DOES NOT MEAN A SWAP W TH AN EMBEDDED OPTI ON.

(P) "UNDERLYI NG | NTEREST" MEANS THE ASSETS, LI ABILITIES,
OTHER | NTERESTS, OR A COMBI NATI ON OF ASSETS, LIABILITIES, OR
OTHER | NTERESTS UNDERLYI NG A DERI VATI VE | NSTRUMENT SUCH AS ANY 1
OR MORE SECURI TI ES, CURRENCI ES, RATES, | NDI CES, COMMCDI TI ES, OR
DERI VATI VE | NSTRUVENTS.

(Q "WARRANT" MEANS AN | NSTRUMENT THAT d VES THE HOLDER THE
Rl GHT TO PURCHASE OR SELL THE UNDERLYI NG | NTEREST AT A G VEN
PRI CE AND TI ME OR AT A SERIES OF PRI CES AND TI MES OUTLI NED I N THE
WARRANT AGREEMENT.
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(9) THE AMENDATORY ACT THAT ADDED THI S SUBSECTI ON DOES NOT
AFFECT THE VALI DI TY OF ANY DERI VATI VE TRANSACTI ON ENTERED | NTO OR
DERI VATI VE | NSTRUVENT ACQUI RED BY AN | NSURER BEFORE THE EFFECTI VE
DATE OF THE AMENDATORY ACT THAT ADDED THI S SUBSECTI ON
Sec. 944. —An—+nsurer—mray— QUALI FI ED ASSETS FOR PURPOSES OF
SECTI ON 901 i ncl ude —as—af—asset— the val ue of any anounts

recei vable frominsurers authorized to transact insurance in this

state.

Sec. 946. (1) —An—tnsurer—mray—+navest—+A— SUBJECT TO THE
LI M TATIONS I N SECTI ON 901, QUALI FI ED ASSETS FOR PURPOSES OF
SECTI ON 901 I NCLUDE a hone office, |ands, and buil di ngs ——and

revente— as fol | ows:

(a) Abuilding in which the insurer has its principal hone
of fice and the | and upon which the building stands.

(b) Real estate requisite for its accomodation in the con-
veni ent transaction of its business.

(c) Oher real estate requisite or desirable for the protec-
tion or enhancenment of the value of real estate described under
subdi vi sions (a) and (b).

(2) Any parcel of real estate acquired under this section
may i nclude excess space for rental to others or if the excess is
reasonably required in order to have a building that would be an
econom c unit.

(3) Real estate under this section nay be subject to a

nmor t gage.
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(4) Any real estate investnent under this section that would
result in a total real estate investnment in excess of 10% of a
donmestic insurer's capital and surplus shall not be made until a
certificate of perm ssion for the purchase or construction of the
property is granted by the conmm ssioner. The conmm ssioner may
requi re an appraisal of the property considered for investnent by
3 qualified appraisers, appointed by the comm ssioner for the
pur pose of the appraisal, and their certification to the conmm s-
sioner of a valuation of the property at |east equal to the
anount that is proposed to be invested in the property by the
i nsurer.

Sec. 947. (1) —An—tnAsurer—fayt+navest—na—and—hotd— SUBJECT
TO THE LI M TATI ONS | N SECTI ON 901, QUALI FI ED ASSETS FOR PURPOSES
OF SECTION 901 I NCLUDE real estate or any interest —theretf— IN
REAL ESTATE, acquired by —+t— THE | NSURER for the purpose, under
its franchise, of construction, devel opnent, maintenance,
operation, or |lease as an investnent for the production of
i ncome, or for the purpose, under its franchise, of constructing,
mai ntai ni ng, or operating housing projects including incidental
retail and service facilities.

(2) —An—tnAstrer—mray—t+navest—+ha—and—hotd—+nterests—+n— SUBJECT
TO THE LI M TATI ONS | N SECTI ON 901, QUALI FI ED ASSETS FOR PURPOSES
OF SECTION 901 I NCLUDE real estate conveyed or nortgaged —to—+t—
in good faith, by way of security for debts or in satisfaction
for debts, or purchased at sales on judgnments, decrees, or nort-
gages in favor of —stweh— THE insurer or acquired in the process

of settling clainms asserted under its policies.
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