PRINTER S NO. 1967

THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 1670 %%

I NTRODUCED BY JOSEPHS, FREIND, MJURPHY, TANGRETTI, MAI ALE

VAN HORNE, M CHLOVI C, CARN, BUTKOVI TZ, MNALLY, ULI ANA,
GLADECK, LaGROTTA, VEON, MELI O COLAI ZZO, GANNCN, GODSHALL,
WAMBACH, JAMES, DURHAM VROON AND DEMPSEY, JUNE 12, 1991

REFERRED TO COVM TTEE ON | NSURANCE, JUNE 12, 1991

AN ACT

Amendi ng the act of May 17, 1921 (P.L.682, No.284), entitled "An

act relating to insurance; anending, revising, and
consolidating the | aw providing for the incorporation of

i nsurance conpani es, and the regul ati on, supervision, and
protection of hone and foreign insurance conpani es, LI oyds
associ ations, reciprocal and inter-insurance exchanges, and
fire insurance rating bureaus, and the regul ati on and

supervi sion of insurance carried by such conpani es,

associ ations, and exchanges, including insurance carried by
the State Workmen' s | nsurance Fund; providing penalties; and
repealing existing laws," further providing for the purposes
of incorporation, for capital stock, surplus, investnents and
ot her financial requirenents, for reinsurance and for certain
annual reports; providing for business transacted with
broker-controll ed property and casualty insurers and for

i nsurance hol di ng conpani es; inplenenting the R sk Retention
Amendnent s of 1986; providing for regulation by the Insurance
Departnment of risk retention groups and purchasi ng groups
doi ng business in this Conmonweal th; further providing for
the taxation of risk retention groups and purchasi ng groups;
providing for the regulation of the placing of insurance on
risks located in this Commonwealth with insurers not |icensed
to transact insurance business in this Conmonwealt h;
providing for a life and heal th insurance guaranty

associ ation; providing for certain fees and for civil and
crimnal penalties; and making repeals.

The General Assenbly of the Conmonweal th of Pennsyl vani a

her eby enacts as foll ows:

Section 1. Section 202 of the act of May 17, 1921 (P.L.682,



No. 284), known as The Insurance Conpany Law of 1921, is anended
by addi ng a subsection to read:

Section 202. Purposes for Wich Conpani es May Be
I ncorporated; Underwiting Powers.--* * *

(h) (1) No donestic stock fire, stock nmarine, stock fire

and nmarine, or stock casualty insurance conpany shall issue a

policy containing an aggregate limt on any one risk in an

anount exceedi ng ten per centum (10% of its capital and

surplus, unless it shall be protected in excess of that anpunt

by rei nsurance or collateral. This collateral may be in the form

the National Associ ati on of |nsurance Conm Sssioners and

qualifying as adnitted assets.

(iii) (A) dean, irrevocable, unconditional |letters of

credit and credit agreenents i ssued or confirned by a qualified

United States financial institution no later than the thirty-

first day of Decenber in respect of the year for which filing is

bei ng nade, and in the possession of the insurance conpany on or

before the filing date of its annual statenent.

(B) Letters of credit agreenents neeti ng appli cabl e

standards of issuer acceptability as of the dates of their

i ssuance or confirmation shall, notwi thstanding the i ssuing or

confirmng institution's subsequent failure to neet applicable

standards of issuer acceptability, continue to be acceptabl e as

collateral until their expiration, extension, renewal,

nodi fi cati on or amendnent, whichever first occurs.

(iv) Any other formof collateral acceptable to the

| nsur ance Conmi SSi oner .
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(2) The term"qualified Untied States financial institution"

when used in this subsecti on neans an instituti on which neets

the foll owi ng qualifications:

(i) |Is organized or, in the case of a United States office

of a foreign banki ng organi zati on, |icensed, under the | aws of

the United States or any state thereof.

(ii) |Is reqgulated, supervi sed and exani ned by United States

Federal or state authorities having requlatory authority over

banks and trust conpani es.

(iii) Has been determ ned by either the | nsurance

Conmmi ssi oner or the Securities Valuation Ofice of the Nati onal

Associ ati on of | nsurance Conmmi ssioners to neet such standards of

financial condition and standi ng as are consi dered necessary and

appropriate to requlate the quality of financial institutions

whose letters of credit will be acceptable to the | nsurance

Conmmi ssi oner .

Section 2. Section 206(d) and (e) of the act, anmended or
added July 2, 1953 (P.L.331, No.74), Novenber 27, 1968
(P.L.1118, No.349), July 9, 1976 (P.L.948, No.184) and June 19,
1981 (P.L.94, No.33), are anended to read:

Section 206. M ninmum Capital Stock and Fi nanci al
Requi renents To Do Business.--* * *

(d) Conpani es organi zed under this act to insure lives on
t he nmutual plan nmust have applications for insurance, to the
amount of one million dollars ($1,000,000), by not |less than
four hundred persons. Conpani es organi zed under this act to
insure lives on the nutual plan nust al so have a guarantee
capital, before commenci ng business, of not less than [five

hundred thousand dollars ($500,000)] two nmillion dollars

($2,000,000), and shall rmaintain uninpaired a policyhol ders'
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surplus of [two hundred fifty thousand dollars ($250,000)] one

mllion dollars ($1,000,000) out of guarantee capital, surplus,

or any conbi nation thereof.

(e) Mutual conpanies, other than nmutual |ife conpani es and
other than title insurance conpanies, [hereafter organized under
this act, and existing nutual conpanies which determ ne to add]

whi ch seek a certificate of authority to transact a |line or

I ines of insurance business shall conply with the follow ng
condi ti ons:

(1) Each such conmpany shall hold bona fide applications for
at | east twenty (20) policies, to be issued pronptly and
simul taneously to at |east twenty (20) policyhol ders or nenbers
upon not | ess than two hundred (200) separate risks, each within
the maxi mnum single risk described herein, upon the granting of
the certificate of authority to do busi ness.

(2) The "maxi mum single risk” shall not exceed three tines
the average risk or one percentum (1% of the total insurance
applied for, whichever is the greater.

(3) It shall have collected at |east an annual cash prem um
upon each of such applications, which premiumshall be held in
cash [or securities in which such insurance conpanies are

authorized to invest.] in _an interest-bearing account

established in the nane of the insurance conpany at fi nanci al

institutions located in this Commonwealth. I n the case of

conmpani es organi zed for any of the purposes nentioned in

par agraphs (1) or (2) or (3) of subdivision (b) of section two
hundred two of this act, the [said cash prem uns, together wth
any] sum or suns of noney [which may be] advanced under section
ei ght hundred nine of this act, shall amount to not |ess than

twenty-five thousand dol |l ars ($25,000) for the purpose nentioned
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i n each nunbered paragraph of subdivision (b). If organized for
all of the purposes nentioned in paragraphs (1), (2) and (3) of
subdi vi sion (b) of section two hundred two of this act, the
[said cash prem uns, together with any] sum or suns of nobney
[which may be] advanced under section eight hundred nine of this
act, shall anount to not less than fifty thousand doll ars
($50,000). In the case of conpanies organized for any one of the
pur poses nentioned in subdivision (c) of said section two
hundred two, except paragraphs (1), (4), (11) and (14), the
[said cash prem uns collected, together with any] sum or suns of
noney advanced under the said section eight hundred nine, shal
amount to not | ess than ten thousand dollars ($10,000) for the
pur pose nentioned in each nunbered paragraph of said subdivision
(c). In the case of conpanies authorized to i ssue non-assessabl e
policies of insurance for the purposes nentioned in clause (11)
or clause (14), subdivision (c) of section two hundred and two
(202) of the act, the [said cash prem uns collected, together

wi th any] sumor suns of noney advanced under the said section
ei ght hundred nine, shall anpbunt to not |ess than seven hundred
fifty thousand dollars ($750,000). For the purpose nmentioned in
ei t her nunbered paragraph (1) or (4) of said subdivision (c),
such anount shall be not Il ess than twenty-five thousand dollars
($25,000): Provided, That in no event shall a conpany be

organi zed for any of the purposes nentioned in said subdivision
(c) unless the [anmount collected as prem uns, together with the]
sum or sums of noney advanced under said section ei ght hundred
nine, shall amount to not less than fifty thousand dollars

($50, 000); nor shall a conpany be organi zed for all of the

pur poses nentioned in said subdivision (c) except paragraph (11)

or (14) unless the [cash prem uns so collected and the] sum or
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sums of noney so advanced shall anmount to not |less than three
hundred fifty thousand dollars ($350, 000).

(4) In the case of conpani es hereafter organi zed [under this
act] for the purposes nentioned in subdivisions (b) and (c) of
section two hundred two of this act, each such conpany shal
neet the requirenents of paragraphs (1) and (2) of subdivision
(e) of this section, and the required sumof [the cash prem uns
col |l ected and] noney advanced under said section eight hundred
nine shall not be |less than the aggregate of the suns required
under paragraph (3) of subdivision (e) of this section for the
pur poses for which the conpany is to be incorporated.

(5) For the purpose of transacting enployer's liability and
wor knen' s conpensati on i nsurance, the application shall cover
not | ess than five thousand (5, 000) enpl oyes, each such enpl oye
bei ng considered a separate risk for determ ning the nmaxi mnum
single risk.

(6) Each conpany writing non-assessabl e policies shal
mai ntai n uni npaired so nmuch of its surplus as is equal to the
m ni mum capital required for stock conpani es authorized to
transact the sane class or classes of insurance; each conpany
witing assessable policies shall maintain uninpaired fifty per
centum (50% of its required surplus.

* x *

Section 3. The act is anmended by adding a section to read:

Section 206.2. Additional Capital and Surplus.--(a) In

addition to the mini num capital and surplus required for an

i nsurance conpany to qualify for authority to transact one or

nore of the classes of insurance set out in section 202 of this

act, the I nsurance Conmni ssioner shall have the authority to

requi re additional capital and surplus based upon the nature,
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type and vol une of insurance a conpany i S transacti ng or

proposes to transact.

(b) Wienever the | nsurance Conm Sssioner believes, from

evi dence satisfactory to him that an i nsurance conpany has

failed to meet the capital and surplus required by this section,

the | nsurance Conmi ssioner may, in his discretion:

(1) disapprove an insurance conpany's request for a

certificate of authority, or anmendnent thereto; or

(2) otherwise restrict, as provided by |law, a conpany's

authority to transact business within this Conmmopnweal t h.

Before the | nsurance Conmi ssi oner shall take any action as above

set forth, he shall give witten notice to the conpany stating

specifically the nature of the proposed action and within thirty

(30) days fromthe date of mailing of such notice to the

conpany, such conpany may nake written application to the

| nsur ance Conmi ssioner for a hearing thereon, and such hearing

shall be held within thirty (30) days after recei pt of such

appli cati on.

Section 4. Section 319.1 of the act, added Decenber 3, 1975
(P.L.474, No.139), is anended to read:

Section 319.1. Reinsurance Credits.--(a) Unless an
unlicensed reinsurer is qualified to accept reinsurance from
insurers licensed in this Conmonweal th, no credit shall be
allowed as an adnmitted asset or as a reduction of liability
relative to risks ceded by such licensed insurers. Qualified
reinsurers are those neeting the conditions for reinsurers
speci fied by the conm ssioner, in his discretion, and incl uded
on a list of qualified reinsurers published and periodically
revi ewed by said comm ssioner.

(b) A reduction fromliability for the rei nsurance ceded by
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a donestic insurer to an assum ng i nsurer which is not a

qualified reinsurer in accordance with this section shall be

allowed in an amount not exceeding the liabilities carried by

the cedi ng i nsurer and such reducti on shall be in the anpunt of

funds held by or on behalf of the ceding insurer, including

funds held in trust for the ceding i nsurer, under a reinsurance

contract with such assunming i nsurer as security for the paynent

of obligations thereunder, if such security is held in the

United States subject to withdrawal solely by, and under the

excl usive control of, the ceding insurer; or, in the case of a

trust, held in a qualified United States financial institution,

as defined in subsection (g)(2). This security may be in the

form of :

(2) Securities listed by a securities valuation office of a

nati onal associ ati on of insurance conm SSsi oners, or any

successor thereto, and qualifying as admtted assets.

(3) (i) dean, irrevocable, unconditional letters of credit

i ssued or confirned by a qualified United States fi nanci al

institution, as defined in subsection (g)(1), no |later than the

thirty-first day of Decenber in respect of the year for which

filing is being nade, and in the possession of the cedi ng

conpany on or before the filing date of its annual statenent.

(ii) Letters of credit neeting applicabl e standards of

i ssuer acceptability as of the dates of their issuance or

confirmation shall, notw thstandi ng the i ssuing or confirm ng

institution's subsequent failure to neet applicabl e standards of

i ssuer acceptability, continue to be acceptable as security

until their expiration, extension, renewal, nodification or

anendnent, whi chever first occurs.
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(4) Any other formof security acceptable to the |nsurance

Commi ssi oner .

[(a) Reserve Credit for Liability Assumed.--] (c) No credit
shall be allowed as an admtted asset or as a deduction from
liability, to any ceding conpany for reinsurance unless the
rei nsurance i s payable to such conpany or its statutory
I i qui dator by the assum ng conpany on the basis of the liability
of the ceding conpany under contract or contracts reinsured
wi t hout di m nution because of insolvency of the ceding conpany.

[(b) Paynent by the Assum ng Conpany.--] (d) No such credit
shall be allowed for reinsurance unless the reinsurance
agreenent provides that paynent by the conpany shall be nade
directly to the ceding conpany or to its |iquidator, receiver,
or statutory successor.

(e) No credit shall be allowed as an adnitted asset or as a

reduction in liability if the gross reserves established by the

ceding i nsurer do not include provision for the policy benefits

agai nst which the ceding insurer is being i ndemmified by the

rei nsurer.

(f) The |Insurance Departnent nmay pronul gate one or nore

requlations to limt or prohibit the credit which a donestic

i nsurer nay take as an adnitted asset or as a reduction in

liability with respect to reinsurance ceded on any fi nanci al

statenents filed with the | nsurance Departnent.

(g) (1) The term"qualified United States fi nanci al

instituti on" when used in this section neans an institution

whi ch meets the foll owi ng qualifications:

(i) |Is organized or, in the case of a United States office

of a foreign banki ng organi zati on, |icensed, under the | aws of

the United States or any state thereof.
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(ii) |Is reqgulated, supervi sed and exani ned by United States

Federal or state authorities having requlatory authority over

banks and trust conpani es.

(iii) Has been deternm ned by either the | nsurance

Conmmi ssi oner or the Securities Valuation Ofice of the Nati onal

Associ ati on of | nsurance Conmi ssioners or a successor thereto to

meet such standards of financial condition and standi ng as are

consi dered necessary and appropriate to requlate the quality of

financial institutions whose letters of credit will be

acceptable to the | nsurance Commi ssi oner.

(2) The term"qualified United States financial institution"

al so neans, for the purposes of the provisions of this act

specifying those institutions that are eligible to act as a

fiduciary of a trust, an institution that neets the foll ow ng

qual i fi cati ons:

(i) |Is organized or, in the case of a United States branch

or agency office of a foreign banki ng organi zati on, |icensed,

under the |laws of the United States or any state thereof and has

been granted authority to operate with fiduciary powers.

(ii) |Is requl ated, supervi sed and exam ned by Federal or

state authorities having requl atory authority over banks and

trust conpani es.

Section 5. Section 320 of the act, anended June 20, 1947
(P.L.683, No.295), is anended to read:

Section 320. Annual and Other Reports; Penalties.--(a)
Every stock and nmutual insurance conpany, association, and
exchange, doi ng business in this Commonweal th, shall annually,
on or before the first day of March, file in the office of the

| nsurance Conmi ssioner and with a nati onal associ ati on of

i nsurance conm Sssioners a statenent which shall exhibit its
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financial condition on the thirty-first day of Decenber of the
previ ous year, and its business of that year and shall, within
thirty days after requested by the |Insurance Comm ssi oner,

[render] file with the Insurance Conm ssioner and with a

nati onal associati on of insurance conmm ssi oners such additi onal

statenment or statenments concerning its affairs and financia
condition as the Insurance Conm ssioner may, in his discretion,
require. The Insurance Conm ssioner shall [furnish to each of

t he i nsurance conpani es, associ ations, and exchanges bl anks, in

such formas he may adopt, for their statenment] require each

i nsurance conpany, associ ati on, and exchange to report its

financial condition on the annual statenent conventi on bl anks,

in such formas adopted by a national associ ati on of insurance

commi ssioners and shall, upon witten reqguest, furnish such

bl anks for their conveni ence; and [he] may make such changes,

fromtime to tinme, in the formof the sanme as shall seem|[to
hinml best adapted to elicit fromthema true exhibit of their
financial condition.

(b) Insurance conpani es of foreign governnents, doing
business in this Cormmonweal th, shall be required to return only
t he busi ness done in the United States, and the assets held by
and for themw thin the United States for the protection of
pol i cyhol ders therein.

(c) In the absence of actual malice, nenbers of a nati onal

associ ati on of insurance conm ssioners, its duly authorized

commi ttees, subcommittees, and task forces, its del egates and

enpl oyes, and all others charged with the responsibility of

collecting, review ng, analyzing and di ssenm nati ng the

i nformati on devel oped fromthe filing of the annual statenent

conventi on bl anks shall be acting as agents of the | nsurance
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Commi ssi oner under the authority of this act and shall not be

subject to civil liability for libel, slander or any other cause

of action by virtue of their collection, review and anal ysis or

di sseni nation of the data and i nformati on collected fromthe

filings required hereunder.

(d) Al financial analysis ratios and exani nati on synopses

concerni ng i nsurance conpanies that are submtted to the

| nsur ance Departnent by a nati onal associ ati on of insurance

commi ssioners' infornmati on system are confidenti al and nay not

be di scl osed by the | nsurance Departnent.

(e) (1) Any conpany, association, or exchange, which
negl ects to make and file its annual statenent, or other
statenments that may be required, in the formor within the tine
herein provided shall forfeit a sumnot to exceed [one hundred

dollars ($100)] two hundred dollars ($200) for each day during

whi ch such negl ect continues, and, upon notice by the
conmmi ssioner, its authority to do new business shall cease while
such default conti nues.

(2) For wilfully making a fal se annual or other statenent
required by |law, an insurance conpany, association or exchange,
and the persons nmaking oath to or subscribing the sane, shal
several ly be punished by a fine of not |less than [five hundred
dollars ($500) nor nore than five thousand dollars ($5,000)] one

t housand dollars ($1,000) nor nore than ten thousand doll ars

statenment shall be guilty of perjury.

(3) The | nsurance Conmi ssi oner may suspend, revoke or refuse

to renew the certificate of authority of any insurer failing to

file its annual statenent when due.

Section 6. Section 322(d) of the act, anended Cctober 4,
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1978 (P.L.1009, No.216), is anended to read:

Section 322. Amendnment of Charter.--* * *

(d) A nutual insurance conpany, other than |ife or title,
shall be permtted to anend its charter to include any or all of
t he kinds of insurance included in section 202, subdivisions (b)
and (c), if its total assets less net liability for |osses, for
expenses and for unearned prem umreserve [for those prem uns
recei ved on nonassessabl e policies] are not |ess than the
m ni mum [ prem uns] surplus specified in section 206 (e) for the
i ncorporation of new conpani es, w thout the necessity of
obtai ning or of holding any application or of issuing any policy
as specified in section 206 (e) for the incorporation of new
compani es.

* %k

Section 7. The act is anmended by adding a section to read:

Section 322.1. Contributions to Surplus.--(a) Any director,

officer, person, corporation or other entity may advance to a

donesti ¢ stock i nsurance conpany or nutual |life insurance

conpany, in exchange for a surplus note, any sum or suns of

noney necessary for the purpose of its business or to enable it

to conply with any of the requirenents of law |If, as a result

of such advance, the director, officer, person, corporati on or

other entity is presuned to secure control, as that termis

defined in Article XIl of this act, the advance can only be nade

after the director, officer, person, corporation or other entity

provides a filing to the | nsurance Conmi ssi oner in accordance

with the provisions of Article XIl of this act.

(b)Y The surplus note and i nterest thereon shall not be a

liability or claimagai nst the conpany or any of its assets,

except as specified in this section. Paynents of principal
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and/or interest can only be made from the unassi gned surpl us of

the insurer and nust be subordi nated to paynment of all other

liabilities of the insurer. If unassi gned surplus is

i nsufficient and the insurer is unable to nake paynents of

princi pal and/or interest in a given year, the interest earned

for that year will be forfeited and cannot be paid i n subsequent

vears unl ess the insurer establishes unpaid i nterest as a

liability in each annual and quarterly statenent filed with the

| nsur ance Conmi SSi oner .

(c) No conm ssions, pronption expenses or finders fees shal

be paid in connection with the advance of such noney to the

conpany.

(d) Such conpany shall, prior to any transacti on, provide

the | nsurance Conmni ssioner with such evidence as he may, by

requl ati on, prescri be concerning the recei pt of any such advance

or the maki ng of any paynents, whether of principal or interest,

on account thereof.

Section 8. Sections 337.6 and 337.7 of the act are repeal ed.

Section 9. Sections 404.1, 404.2(10) and (17) and 406(f) of
the act, anended or added June 11, 1986 (P.L.226, No.64), are
amended to read:

Section 404.1. Investnment Regulations.--(a) Any donestic
conpany may invest its funds as provided in this act and not
ot herwi se. Notwi t hstandi ng the provisions of this act, the
I nsurance Conmmi ssioner may, after notice and hearing, order a
or discontinue certain investnment practices, to the extent that

t he conm ssioner finds that such investnents or investnent

practi ces endanger the sol vency of the conpany. The investnents

of a foreign conpany shall be as permtted by the investnent

19910H1670B1967 - 14 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

laws of its state of domicile if such |laws are substantially

simlar to that provided by this act.

(b) No investnent or |oan (except loans on |ife policies) or
an investnment practice shall be nade or engaged in by any
donmesti c conmpany unl ess the sane has been authorized or ratified
by the board of directors or by a comrittee thereof charged with
the duty of supervising investnents and | oans. No such conpany
shall subscribe to or participate in any underwiting of the
purchase or sale of securities or property or enter into any
agreenent to withhold fromsale any of its property, but the
di sposition of its property shall be at all times within the
control of the board of directors. Any agreenent or contract
providing for the | awful disposition of property, wherein such
di sposition may be determned at the option of a third person at
some specified future price or condition or specified tine or
upon demand, shall be construed to be within the control of the
board of directors. Nothing contained in this section shal
prevent the board of directors of any such conpany from
depositing any of its securities with a commttee appointed for
t he purpose of protecting the interest of security hol ders or
with authorities of any state or country where it is necessary
to do so in order to secure permssion to transact its
appropriate business therein; and nothing contained in this
section shall prevent the board of directors of such conpany
from depositing securities as collateral for the securing of any
bond required for the business of the conpany.

(c) Any donestic conpany subject to the provisions of this

act is required to have a formal investnent plan which shall be

updat ed on an annual basis as authorized by the board of

directors. The investnent plan shall include, at a mininum a
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description of the investnent strateqy of the conpany desi gned

to provide for liguidity and diversity of the investnent

portfolio. The investnent plan, and such other information as

the | nsurance Departnent may require in order to deternine the

i npact of the investnent plan on the solvency of the conpany,

shall be made avail able to the | nsurance Departnent during the

course of a financial condition exanm nati on conducted in

accordance with the |l aws pertaining to the conduct of

exani nati ons.

Section 404.2. Investnent.--Subject to the provisions of
sections 405.2 and 406.1, the assets of any life insurance
conpany organi zed under the laws of this Comonweal th shall be
invested in the follow ng classes of investnent, provided the
val ue of which, as determ ned for annual statenent purposes, but
in no event in excess of cost, shall not exceed the specified
per cent age of such conpany's assets as of the thirty-first day
of Decenber next preceding the date of investnent:

* %k

(10) Equity interests:

(i) Investnents (other than investnments provided for in
section 406, clauses (11) and (13) of this section 404.2 and
investments in subsidiaries as provided for in section 405.2(c))
in comon stocks, |limted partnership interests, trust
certificates (except equipnment trust certificates described in
cl ause (5)) or other equity interests (other than preferred
st ocks) of corporations, joint-stock associations, business
trusts, business partnershi ps and business joint ventures
i ncor porated, organized or existing under the laws of the United
States, or of any state, district or territory thereof.

(i1i) Stocks or shares of any regul ated i nvestnment conpany
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which is registered as an investnent conpany under the Federal

I nvest nent Conpany Act of 1940 (54 Stat 789, 15 U.S.C. 88 80a-1
to 80a-52, 107), as, fromtine to tinme, anended, and whi ch has
no preferred stock, bonds, |oans or any other outstanding
securities having preference or priority as to the assets or
earnings over its common stock at the date of purchase.

(i) Investments under this clause shall not exceed twenty-
five per centum (25% of such conpany's admtted assets, and no
investnment in any single corporation or entity contenpl ated by
this clause shall exceed five per centum (5% of such conpany's
adm tted assets.

(iv) Limted partnership interests under this cl ause shal

not exceed ten per centum (10% of the conpany's adm tted assets

in the aggregate. A conpany nmay not invest npre than ten per

centum (10% of its capital and surplus in any one such limted

part ner ship.

* * %

(17) (i) Investnents shall be valued in accordance with the
publ i shed val uati on standards of [the National Association of

I nsurance Conmi ssioners.] a national association of insurance

conmi ssioners. Securities investnents as to which [the National

Associ ation of Insurance Comm ssioners] a national association

of insurance commi ssioners has not published val uati on standards

inits valuation of securities manual or its successor
publ i cation shall be valued as foll ows:

(A) Any investnment by any insurer that is not val ued by
[ St andar ds] standards published by [the National Association of

I nsurance Commi ssioners] a national association of insurance

conmi ssioners shall, at the tinme of acquisition, be submtted to

[the National Association of Insurance Comm ssioners] a national
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associ ati on of insurance conm ssioners for eval uati on.

(B) Oher securities investnments shall be valued in
accordance with regul ati ons pronul gated by the Insurance
Commi ssi oner pursuant to subclause (iv) of this clause.

(i1i) Oher investnents, including real property, shall be
val ued in accordance with regul ati ons promul gated by the
I nsurance Conmmi ssioner pursuant to subclause (iv) of this
cl ause, but in no event shall such other investnents be val ued
at nore than their purchase price. Purchase price for rea
property includes capitalized permanent inprovenents, |ess
depreci ation spread evenly over the |ife of the property or, at
the option of the conpany, |ess depreciation conputed on any
basis permtted under the Internal Revenue Code of 1954 (68A
Stat. 3, 26 UUS.C. 8 1 et seq.) and regul ations thereunder. Such
i nvestnments that have been affected by [permanent declines] an

i mpai rnent, other than a tenporary decline, in value shall be

val ued at not nore than their market val ue.

(i) Any investnent, including real property, not purchased
by a conpany but acquired in satisfaction of a debt or
ot herwi se, shall be valued in accordance with the [applicable
procedures for that type of investnment contained in this
section. For purposes of applying the valuation procedures, the
purchase price shall be deened to be the market val ue at the
time the investnent is acquired or, in the case of any
i nvestnment acquired in satisfaction of debt, the amobunt of the
debt (including interest, taxes and expenses), whichever anount

is less.] accounting procedures and practices devel oped by a

nati onal associ ati on of insurance conmi ssioners as required by

the law relating to the filing of annual financial statenent

19910H1670B1967 - 18 -
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(iv) The Insurance Conm ssioner may pronul gate rul es and
regul ations for determ ning and cal cul ating values to be used in
financial statenents submitted to the Insurance Departnent for
i nvestments not subject [published National Association of

I nsurance Conmi ssioners'] to valuation standards published by a

nati onal associ ati on of insurance comm SSi oners.

Section 406. Real Estate Which May Be Purchased, Held or
Conveyed. - - Subj ect to the provisions of section four hundred
six, point one, it shall be lawful for any life insurance
conpany, organi zed under the laws of this Commonweal th, directly
or indirectly, alone or together with one or nore persons or
entities, to purchase, receive, hold and convey, real estate or
any interest therein:

* %k

(f) Purchased, |eased or owned for residential, business,
commercial or industrial use, or for devel opnent, inprovenent,
mai nt enance or construction and mai nt enance. [ Provided that

i nvestments] The aggregate cost of investnents in uninproved

real estate under this subsection (f) shall not, however, exceed

the | esser of ten per centum (10% of the conpany's adnitted

assets or forty-five per centum (45% of its capital and

surplus. Investnents under this subsection (f), including

investnments in limted partnership interests or other entities
where said entities are engaged primarily in holding real estate
or interests therein under this subsection and corporations

whi ch are engaged primarily in holding real estate or interests
therein as defined in this subsection and the majority of whose
voting securities are owned directly or indirectly through one
or nore intermediaries, shall not exceed twenty-five per centum

(25% of such conpany's admtted assets.
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Section 10. Section 419 of the act, anmended July 28, 1959
(P.L.580, No.189), is anended to read:

Section 419. Certain Conpani es Heretofore Organi zed May Cone
wi thin Provisions of Act.--Every conpany incorporated or
rei ncorporated under the act of April twenty-eighth, one
t housand ni ne hundred and three (Panphlet Laws, three hundred
twenty-nine), entitled "An act to provide for the incorporation
and regul ati on of corporations for the purpose of making
i nsurance upon the health of individuals, and agai nst personal
injury and di sabl enent and death therein; limting the anmount
for which such corporations may issue policies, and providing
the manner in which certain existing corporations my becone
rei ncorporated under this act,"” or under the act of Apri
twentieth, one thousand ni ne hundred twenty-seven (Panphl et
Laws, three hundred seventeen), entitled "An act authori zing
certain existing beneficial or protective societies, heretofore
i ncorporated, to reincorporate for the purpose of making
i nsurance upon the health of individuals and agai nst personal
injury and di sabl enent and death; regul ati ng such corporations
and limting the anount for which corporations may issue
policies; and inposing a tax on gross prem uns of conpanies
rei ncorporated under the provisions of this act,” or under the
act of June twenty-fourth, one thousand nine hundred thirty-nine
(Panphl et Laws, six hundred eighty-six), entitled "An act
authorizing certain existing beneficial or protective societies,
heretof ore incorporated, to reincorporate as limted life
i nsurance conpani es for the purpose of making insurance upon the
heal t h of individuals and agai nst personal injury and
di sabl ement and death; regul ating such corporations and limting

t he amount for which such corporations may issue policies," or
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under any subsequent act, authorizing certain existing

i ncor porated beneficial or protective societies to
reincorporate, or to nmerge and reincorporate as limted life

i nsurance conpani es, or under the act of July 15, 1957 (P.L.
929), entitled "An act authorizing the incorporation of limted
life insurance conpanies for the purpose of issuing insurance
upon the health of individuals and agai nst personal injury and
di sabl enment and deat h, includi ng endowrent insurance; regul ating
such conpanies and |limting the amounts for which such conpani es

may issue policies,” [having in the case of a stock conpany a
capital of not less than three hundred thousand doll ars

($300, 000), and a surplus at |least equal to fifty per centum of
the capital, or having, in the case of a nutual conpany,
insurance in force in an aggregate amount of not |ess than one
mllion dollars ($1,000,000), on not |less than four hundred
persons and a surplus of not |ess than two hundred thousand
dol I ars ($200,000),] may, notw thstanding any limtation to the
contrary, established by any act of Assenbly or by the
provisions of its charter, issue policies insuring the Iives of
persons, and every insurance appertaining thereto, may grant and
di spose of annuities, and may insure agai nst personal injury,

di sabl enent or death resulting fromtraveling or general

acci dents, and agai nst di sablenment resulting from sickness, and

every insurance appertaining thereto, as specified in

subdi vision (a) [clause one (1)] clauses one (1) and tw (2) of

conpany has and nmai ntains the capital and surplus required of

stock and nmutual insurers under sections 206 and 206.2 of this

act.

Section 11. Section 516 of the act is anended to read:
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Section 516. Capital of Foreign Conpanies.--Stock fire,
stock marine, and stock fire and marine insurance conpanies, of
other States and foreign governnents, to be licensed to do, in
this Commonweal th, any one of the classes of business nentioned
in section two hundred and two (202), subdivision (b) of this
act, nust have a paid up and safely invested capital and
surplus, if a conpany of any other State, or a deposit in the
United States, if a conpany of a foreign governnment, of not |ess
than [two hundred thousand dollars ($200,000); and, if to do al
of the classes of business nentioned in section two hundred and
two (202), subdivision (b) of this act, a paid up capital or
deposit of not |less than four hundred thousand dollars

(%400, 000)] that required of donestic insurers to be authorized

to transact the class or classes of business.

Section 12. Sections 518B, 518C(a)(7), 518D(b) and (c) and
519(e) of the act, amended or added Decenber 22, 1989 (P.L.755,
No. 106), are anmended to read:

Section 518B. Investnent Regul ations.--(a) Any donestic
conpany may invest its funds in sound investnents as provided in
this act and not otherw se. Notw thstandi ng the provisions of
this act, the Insurance Conm ssioner may, after notice and
heari ng, order a donestic conmpany to limt or wthdraw from
certain investnments, or discontinue certain investnent
practices, to the extent that the |Insurance Conm ssioner finds

that such investnments or investnment practices are unsound or nmay

endanger the solvency of the conmpany. The investnents of a

forei gn conpany shall be as pernmitted by the i nvestnent | aws of

its state of domcile if such | aws are substantially simlar to

that provided by this act. No i nvestnent or | oan or an

i nvestment practice shall be nade or engaged in by any donmestic
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conpany unl ess the sane has been authorized or ratified by the
board of directors or by a conmttee thereof charged with the
duty of supervising investnments and | oans. No such conpany shal
subscribe to or participate in any underwiting of the purchase
or sale of securities or property or enter into any agreenent to
wi thhold fromsale any of its property, but the disposition of
its property shall be at all tines within the control of the
board of directors. Any agreenent or contract providing for the
| awf ul di sposition of property wherein such disposition may be
determ ned at the option of a third person at sonme specified
future price or condition or specified tinme or upon demand shal
be construed to be within the control of the board of directors.
Not hi ng contained in this section shall prevent the board of
directors of any such conpany from depositing any of its
securities with a cormmttee appointed for the purpose of
protecting the interest of security holders or with authorities
of any state or country where it is necessary to do so in order
to secure perm ssion to transact its appropriate business
therein; and nothing contained in this section shall prevent the
board of directors of such conpany from depositing securities as
collateral for the securing of any bond required for the

busi ness of the conpany.

(b)Y Any donestic conpany subject to the provisions of this

act is required to have a formal investnent plan which shall be

updat ed on an annual basis as authorized by the board of

directors. The investnent plan shall include, at a mininum a

description of the investnent strateqy of the conpany desi gned

to provide for liguidity and diversity of the investnent

portfolio. The investnent plan, and such other information as

the | nsurance Departnent may require in order to deternine the
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i npact of the investnent plan on the solvency of the conpany,

shall be made avail able to the | nsurance Departnent during the

course of a financial condition exanm nati on conducted in

accordance with the |l aws pertaining to the conduct of

exani nati ons.

Section 518C. Eligible Investnents.--(a) Every donmestic
stock fire, stock marine or stock fire and marine insurance
conpany shall invest and keep invested all its funds in sound
i nvest ments enuner ated bel ow, except such cash as may be
required in the transaction of its business. Such investnents
shal I incl ude:

* %k

(7) Tangible personal property or fixtures or interest
t herei n, however evidenced, as an investnment for the production

of inconme. |Investnents under this subsection shall not exceed

fifteen per centum (15% of the conpany's admtted assets.

* * %

Section 518D. Valuation of Investnents.--* * *

(b) Oher investnents, including real property, shall be
val ued in accordance with regul ati ons promul gated by the
I nsurance Conmi ssioner pursuant to subsection (d) of this
section, but in no event shall such other investnents be val ued
at nore than their purchase price. Purchase price for rea
property includes capitalized permanent inprovenents, |ess
depreci ation spread evenly over the |ife of the property or, at
the option of the conpany, |ess depreciation conputed on any
basis permtted under the United States Internal Revenue Code of
1954 (68A Stat. 3, 26 US.C. 8 1 et seq.) and regul ati ons
t hereunder. Such investnents that have been affected by

[ permanent declines] an inpairnent, other than a tenporary
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decline, in value shall be valued at not nore than their narket
(c) Any investnent, including real property, not purchased

by a conpany but acquired in satisfaction of a debt or otherw se

shall be valued in accordance with the [applicabl e procedures

for that type of investnent contained in this section. For

pur poses of applying the valuation procedures, the purchase

price shall be deened to be the market value at the tinme the

investnment is acquired or in the case of any investnent acquired

in satisfaction of debt, the anmount of the debt, including

i nterest, taxes and expenses, whichever anmount is |ess.]

accounti ng procedures and practi ces devel oped by a nati onal

associ ati on of insurance conm SSioners as required by the | aw

relating to the filing of annual financial statenent bl anks.

* * %

Section 519. Real Estate Which May Be Acquired, Held, and
Conveyed. -- A donestic stock fire, stock marine, or stock fire
and marine insurance conpany may, directly or indirectly, alone
or in conbination with one or nore other persons or entities
(except that no donestic stock fire, stock marine, or stock fire
and marine insurance conpany nmay participate in a general
partnership), acquire by purchase, | ease or otherw se or
receive, hold, or convey real estate, or any interest therein:

* %k

(e) As an investnent for the production of income or capital
appreciation, or so acquired for devel opnent, inprovenent,
mai nt enance or construction and mai ntenance for such investnent

pur poses. Provided that the aggregate cost of investnents in

uni nproved real estate under this clause (e) shall not exceed

the | esser of ten per centum (10% of the conpany's adnitted
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assets or forty-five per centum (45% of its capital and

Section 13. The act is anended by adding a section to read:

Section 519.1. Additional |nvestnment Authority for

Subsidiaries.--(a) As used in this section the foll owi ng words

and phrases shall have the neani ngs given to themin this

subsecti on:

"]l nsurance conpany" or "insurer" includes any conpany,

associ ati on or exchange authorized to conduct an insurance

business in the jurisdiction of its donmicile.

"Omer" or "holder" of securities of a specified person is

one who owns any security of such person, including conmbn

stock, preferred stock, debt obligati ons and any other security

convertible into or evidencing the right to acquire any of the

foregoing.

"Person" is an individual, corporation, partnershinp,

associ ation, joint-stock conpany, business trust, uni ncorporated

organi zation, any sinmlar entity or any conbi nati on of the

f oregoi ng acting in concert.

"Subsi di ary" shall nean only a corporation in which another

person owns or holds, with the power to vote directly or through

one or nore internediaries, a majority of the outstandi ng voting

securities. A person whose busi ness consists prinmarily of real

property and interests therein shall not be deened a subsidiary

for the purposes of determning the volune limtations set forth

in clause (1) of subsection (c) of this section. A person which

is controll ed by another person solely as a result of the

tenporary assunpti on of control by the owner of securities upon

t he happeni ng of a prescri bed event of default shall not be

deened a subsidiary or affiliate for purposes of this section,
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if such securities are di sposed of within five (5) years from

the date of acquisition, unless such period is extended by the

| nsur ance Conmi ssioner to enable the owner to di spose of such

securities in a reasonable and orderly nmanner.

"Voting security" neans stock of any class or any ownership

i nterest having the power to elect the directors, trustees or

managenent of a person, other than securities having such power

only by reason of the happeni ng of a conti ngency.

(b) Any donestic stock fire, stock marine or stock fire and

mari ne i nsurance conpany, either by itself or in cooperation

with one or nore persons, nmay, in addition to any authority to

acquire or hold securities in corporati ons provided for

el sewhere in this act, organize or acquire one or nore

subsi di ari es. Such subsi di ari es may conduct any ki nd of busi ness

or busi nesses, and their authority to do so shall not be limted

by reason of the fact that they are subsidiaries of a donestic

stock fire, stock marine or stock fire and mari ne i nsurance

conpany. No donmestic stock fire, stock nmarine or stock fire and

mari ne i nsurance conpany shall be deened to be authorized to

participate in or to forma general partnership with any other

(c) (1) At no tinme shall a donestic stock fire, stock

mari ne or stock fire and nari ne i nsurance conpany nake an

i nvestnent in any subsidiary which will bring the aggregate

value of its investnents, as determ ned for annual statenent

pur poses but not in excess of cost, in all subsidiaries under

this subsection to an anpunt in excess of twenty-five per centum

(259 of its total adnmitted assets as of the i nmedi ately

preceding thirty-first day of Decenber. |In determ ning the

anount of investnents of any donestic stock fire, stock marine
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or stock fire and nmari ne i nsurance conpany in subsidiaries for

pur poses of this subsection, there shall be included investnents

made directly by such i nsurance conmpany and, if such investnent

is nade by another subsidiary, then to the extent that funds for

such i nvestnents are provided by the i nsurance conpany for such

(2) The limtations set forth in clause (1) of this

subsection shall not apply to i nvestnents in any subsidiary

(i) An insurance conpany.

(ii) A holding conpany to the extent its busi ness consi sts

of the holding of the stock of, or otherwi se controlling, its

own subsi di ari es.

(iii) A corporation whose business prinmarily consists of

direct or indirect ownership, operati on or nmanagenent of assets

aut hori zed as i nvestnents pursuant to sections 518C and 519.

(iv) A conpany engaged in any conbinati on of the activities

descri bed in subclauses (i), (ii) and (iii) of this cl ause.

| nvest nents nade pursuant to subcl ause (i) shall not be

restricted in anount provided that after such i nvestnment, as

cal cul ated for annual statenent purposes, the insurer's surplus

will be reasonable in relation to the insurer's outstandi ng

liabilities and adequate to its financial needs. |nvestnents

made pursuant to subclause (ii), or to the extent applicable in

this subclause, shall in additi on not be subject to any

limtati ons on the anount of a donestic stock fire, stock narine

or stock fire and nmari ne i nsurance conpany's assets provi ded for

under any other provision of this act and whi ch nm ght otherw se

be applicabl e: Provided, however, That such stock fire, stock

mari ne or stock fire and nari ne i nsurance conpany's investnents,
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to the extent that such stock fire, stock marine or stock fire

and nari ne i nsurance conpany provided the funds therefor, in

each of the subsidiaries of such holdi ng conpany shall be

subject to the limtations, if any, applicable to such

investnent as if the holding conpany's interest in each such

subsidiary were instead owned directly by the stock fire, stock

mari ne or stock fire and nari ne i nsurance conpany. | nvestnents

made pursuant to subclause (iii), or, to the extent applicable,

this subcl ause, shall be counted in determning the limtations

contai ned in applicable subsecti ons of sections 518C and 519:

Provi ded, however, That the val ue as cal cul ated for annual

st at enent purposes, but not in excess of the cost thereof, of

such i nvestnment shall include only funds provided by the

i nsurance conpany therefor. | nvestnments nade i n ot her

subsi di ari es of such stock fire, stock marine or stock fire and

mari ne i nsurance conpany by any subsidiary described in

subcl auses (i), (ii), (iii) and this subcl ause or by a person

whose business primarily consists of direct or indirect

owner shi p, operati on or nmanagenent of real property and interest

therein under section 519 shall be deened i nvestnents nade by

t he i nsurance conpany only to the extent the funds for such

i nvest nent were provided by such i nsurance conpany.

(d) No restrictions, prohibitions or linmtations contai ned

in this act otherwi se applicable to i nvestnents of donestic

stock fire, stock marine or stock fire and mari ne i nsurers shal

be applicable to i nvestnents in common stock, preferred stock,

debt obligations or other securities of subsidi ari es nade

pur suant to subsection (c) of this section; nor shall the

addi ti onal investnent authority granted by said subsecti on (c)

have the effect of restricting, prohibiting or limting the
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ri ghts of a donestic stock fire, stock marine or stock fire and

mari ne insurer to make i nvestnents pernitted under any other

section of this act.

(e) Whether any investnent nade pursuant to subsection (c)

of this section neets, at any tinme thereafter, the applicable

requi renents thereof is to be determ ned when such investnent is

made, taking into account the then outstandi ng princi pal bal ance

on all previous investnents in debt obligations and the val ue,

but not in excess of the cost thereof, of all previous

i nvestnents in equity securities as cal cul ated for annual

statenent purposes. In calculating the anpbunt of such

i nvestnents, there shall be included, as determ ned for annual

st at enent pur poses:

(1) Total net nobneys or other consi derati on expended and

obligati ons assuned in the acquisition or formati on of a

subsidiary, including all organi zati onal expenses and

contri butions to capital and surplus of such subsidi ary whet her

or not represented by the purchase of capital stock or issuance

of other securities.

(2) Al ampbunts expended by the donestic stock fire, stock

mari ne or stock fire and nari ne i nsurance conpany in acquiring

addi ti onal common stock, preferred stock debt obligati ons, and

other securities and all contributions to the capital or

surplus, or a subsidiary subsequent to its acquisition or

f ormati on.

(f) |If a donestic stock fire, stock marine or stock fire and

mari ne i nsurer ceases to own, directly or indirectly through one

or nore internediaries, a mpjority of the voting securities of a

subsi diary held pursuant to subsection (c) of this section, it

shal | di spose of any i nvestnment therein made pursuant to such
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subsection within five (5) years fromthe tinme of the cessati on

of control or within such further tine as the conm ssi oner nay

prescri be, unless, at any tine after such i nvestnent shall have

been nmade, such investnent shall have net the requirenents for

i nvest nent under any other section of this act.

Section 14. Section 601 of the act is anmended to read:
Section 601. Financial Requirements of Foreign Conpanies.--
Stock casualty insurance conpanies of other States and foreign
governnments, organized to transact any of the cl asses of
i nsurance nentioned in subdivision (c), section tw hundred and
two (202) of this act, in order to be licensed to do business in
this Commonweal th, nust have a paid up and safely invested

capital and surplus, if a conpany of another State, or a deposit

inthe United States, if a conpany of a foreign governnent, of
at | east the anount required in this act for [Pennsylvani a]
donesti c conpanies. [Nothing contained in this act shall prevent
any foreign stock life insurance conpany now engaged in the

busi ness of accident and sickness or liability insurance, or
both, fromcontinuing the sanme, if the anount of its paid up
capital shall be equal to the amobunt required of a domestic
conpany to transact the business of |ife insurance, and at | east
fifty thousand dollars for each of the other classes of

i nsurance undert aken. ]

Section 15. The act is anended by adding a section to read:

Secti on 755. | nvestnment Plan.--Any title i nsurance conpany

subject to the provisions of this act is required to have a

formal investnent plan which shall be updated on an annual basi s

as authorized by the board of directors. The investnent pl an

shall include, at a mnimum a description of the investnent

strategy of the conpany designed to provide for liquidity and
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diversity of the investnent portfolio. The investnment plan, and

such other infornmation as the | nsurance Departnment nay require

in order to determ ne the i npact of the investnent plan on the

sol vency of the conpany, shall be nade avail able to the

| nsur ance Departnent during the course of a financial condition

exan nati on conducted in accordance with the | aws pertaining to

t he conduct of exani nati ons.

Section 16. Section 1004(d) of the act, anended June 24,
1939 (P.L.683, No.318), is anended to read:

Section 1004. Declaration To Be Filed with Insurance
Commi ssi oner; Contents.--Such subscribers, so contracting anong
t hensel ves, shall, through their attorney, file with the
I nsurance Conmmi ssioner of this Commonweal th a decl aration
verified by the oath of such attorney, setting forth:

* x *

(d) A copy of the formof power of attorney, or other
authority of such attorney, under which such insurance is to be
ef fected or exchanged, and which shall provide that the
liability of the subscribers, exchanging contracts of indemity,
shall make provision for contingent liability, equal to not |ess
t han one additional annual prem um or deposit charged: Provided,
however, That where an exchange has a surplus equal to the
[ m nimun] capital and surplus required of a stock insurance
conpany transacting the sanme kind or kinds of business, its
power of attorney need not provide for such contingent liability
of subscribers, and such exchange, so long as it nmintains such
surplus, may issue to its subscribers policies or contracts
wi t hout contingent liability.

* * %

Section 17. Article XI of the act is repeal ed.
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Section 18. The act is anended by adding articles to read:

ARTI CLE XI.

BROKER CONTRCOLLED PROPERTY AND CASUALTY | NSURERS

Section 1101. Definitions.--As used in this article the

foll owi ng words and phrases shall have the nmeani ngs given to

themin this section:

"Broker." A person, copartnership or corporation, not an

officer or agent of the conpany, associ ati on or exchange

i nterested, who or which, for conpensation, acts or aids in any

manner in obtaining i nsurance for a person other than hinself or

itself. An attorney-in-fact authorized by and acting for the

subscri bers of a reciprocal insurer or inter-insurance exchange

under powers of attorney shall not be considered a broker for

t he purposes of this article.

"Commi ssioner." The | nsurance Conmi ssi oner of the

Commpnweal t h.

"Control" or "controlled." The possession, direct or

indirect, of the power to direct or cause the direction of the

managenent and policies of a person, whether through the

ownershi p of voting securities, by contract other than a

contract for goods or nonnmanagenent services or otherw se.

Control shall be presuned to exist if any person directly or

indirectly, owns, controls, holds with the power to vote or

hol ds proxi es representing a majority of the outstandi ng voting

securities of any other person. No person shall be deened to

control another person solely by reason of being an officer or

director of such other person. The | nsurance Departnent nay

deterni ne upon applicati on that any person does not or will not

upon the taking of sone proposed acti on control another person.

The | nsurance Conmi ssi oner may prospectively revoke or nodify
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this determ nation, after the notice and opportunity to be

heard; whenever in his judgnent revocation or nodification is

consistent with this article.

"Departnent."” The | nsurance Departnent of the Commonweal th.

"]l ndependent casualty actuary." A casualty actuary who is a

menber in good standi ng of the Ameri can Acadeny of Actuari es and

who is not affiliated with, nor an enploye, a principal, nor the

direct or indirect owner of, or in any way controll ed by an

i nsurer or broker.

"Li censed property or casualty insurer" or "insurer." Any

person, firm association or corporation duly |licensed to

transact a property or casualty i nsurance business in this

Commpnweal th and whi ch i ssues policies covered by the act of

Novenmber 25, 1970 (P.L.716, No.232), known as "The Pennsyl vani a

| nsur ance Quaranty Association Act." The following, inter alia,

are not deened to be |licensed property or casualty insurers for

t he purposes of this article:

(1) Al nonadnmitted insurers.

(2) Al risk retention groups as defined in the Superfund

Anendnment s and Reaut hori zati on Act of 1986 (Public Law 99-499,

100 Stat. 1613) and Article XlIIl of this act.

(3) Al residual market pools and joint underwiting

authorities or associ ati ons.

(4) Al captive insurers, which shall include, but not be

limted to, insurance conpani es owned by another organi zati on

whose excl usive purpose is to insure risks of the parent

organi zation and affiliated conpanies or, in the case of qgroups

and associ ati ons, i nsurance organi zati ons owned by the insureds

whose excl usive purpose is to insure risks of nenber

organi zati ons or group nenbers and their affili ates.
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"Rei nsurance internediary." Any person, firm associati on or

corporation which acts as a broker in soliciting, neqgotiating or

procuri ng the nmaki ng of any rei nsurance contract or binder on

behalf of a ceding insurer, or acts as a broker in accepti ng any

rei nsurance contract or binder on behalf of an assum ng i nsurer.

"Violation." A finding by the |Insurance Departnment of any

one or nore of the foll ow ng:

(1) The controlling broker did not materially conmply with

section 1102.

(2) The controlled insurer, with respect to busi ness pl aced

by the controlling broker, engaged in a pattern of chargi ng

prem uns that were | ower than those bei ng charged by such

i nsurer or other insurers for simlar risks witten during the

sane period and pl aced by noncontrolling brokers. Wen

deterni ni ng whether premiuns were | ower than those prevailing in

the market, the | nsurance Departnent shall take into

consi deration applicable industry or actuarial standards at the

tinme the busi ness was witten.

(3) The controlling broker failed to nmaintain records

sufficient:

(i) to denpnstrate that such broker's dealings with its

controlled insurer were fair and equitable and in conpliance

with the provisions of Article Xll;: and

(ii) to accurately disclose the nature and details of its

transactions with the controlled insurer, including such

information as i s necessary to support the charges or fees to

the respective parties.

(4) The controlled insurer, with respect to busi ness pl aced

by the controlling broker either failed to establish or devi at ed

fromits underwiting procedures.
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(5) The controlled insurer's capitalization at the tine the

busi ness was pl aced by the controlling broker and with respect

to such business was not in conpliance with criteria established

by the | nsurance Departnent or otherwi se by the insurance | aws

or reqgul ations of this Commpnweal t h.

(6) The controlling broker or the controlled insurer fail ed

to substantially conply with the provisions of Article XlI| and

any rules and requl ations rel ati ve thereto.

Section 1102. Limtati on on Busi ness Placed with Controll ed

Insurer.--(a) No broker which has control of a |licensed

property or casualty insurer may directly or indirectly pl ace

busi ness with such insurer in any transacti on in whi ch such

broker, at the tinme the business is placed, is acting as such on

behal f of the insured for any conpensati on, conm SSion or other

thing of value, unless the requirenents of this section are net,

including all of the foll ow ng:

(1) There is a witten contract between the controlling

broker and the insurer which contract has been approved by the

board of directors of the insurer.

(2) The broker, prior to the effective date of the policy,

delivers witten notice to the prospective insured di scl osing

the rel ati onshi p between that broker and the controll ed i nsurer.

Thi s di sclosure, signed by the insured, shall be retained in the

underwriting file until the filing of the report on the

exan nati on covering the period in which the coverage is in

effect. If, however, the business is placed through a subbroker

who is not a controlling broker, the controlling broker shal

retain in its records a signed conmmtnent fromthe subbroker

that the subbroker is aware of the rel ati onshi p between the

i nsurer and the broker and that the subbroker has or will notify
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t he i nsur ed.

(3) Al funds collected for the account of the insurer by

the controlling broker are paid, net of conm SSions,

cancel | ati ons and other adjustments, to the insurer no | ess

often than quarterly.

(b) In addition to any other required | oss reserve

certification, the controlled i nsurer shall annually on the

first day of April of each year, file with the departnent an

opi ni on of an i ndependent casualty actuary reporting | oss ratios

for each line of business witten and attesting to the adequacy

of 1 oss reserves established for | osses i ncurred and outstandi ng

as of year-end, including incurred but not reported, on business

pl aced by such broker.

(c) The controlled insurer shall annually report to the

departnent the anount of conm ssions paid to the broker, the

per cent age such anmount represents of the net premuns witten

and conpar abl e anounts and percentage paid to noncontrolling

brokers for placenents of the sane ki nds of insurance.

(d) Every controlled insurer shall have an audit conm ttee

of the board of directors conposed of several directors. Prior

to approval of the annual financial statenent, the audit

comm ttee shall neet with managenent, the insurer's i ndependent

certified public accountants, and an i ndependent casualty

actuary to review the adequacy of the insurer's | 0oss reserves.

(e) No reinsurance internediary which has control of an

assuning insurer may directly or indirectly place business with

such insurer in any transaction in whi ch such rei nsurance

internediary is acting as a broker on behalf of the ceding

insurer. No reinsurance i nternedi ary which has control of a

ceding insurer may directly or indirectly accept busi ness from
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such insurer in any transaction in which the reinsurance

internediary is acting as a broker on behalf of the assunm ng

i nsurer. The prohibitions in this subsection shall not apply to

a reinsurance internedi ary which nmakes a full and conpl ete

witten disclosure to the parties of its relationship with the

assuning or ceding insurer prior to conpletion of the

transacti on.

Section 1103. Liability of Controlling Broker in the Event

of Insolvency of Controlled Insurer.--(a) |f the departnent has

reason to believe that a controlling broker has commtted or is

comm tting an act which could be deternmined to be a violation,

as defined in section 1101, it shall serve upon the controlling

broker a statenent of the charges and notice of a hearing to be

conducted in accordance with 2 Pa.C.S. (relating to

admi ni strative | aw and procedure) at a tine not less than thirty

(30) days after the service of the notice and at a pl ace fi xed

in the notice.

(b) At this hearing, the departnent nust establish that the

controlling broker committed the violation. The controlling

br oker shall have an opportunity to be heard and to present

evi dence rebutting the charges and to establish that the

i nsol vency of the controlled insurer arose out of events not

attributable to the violation. The decision, determ nati on or

order of the departnent shall be subject to judicial revi ew

pursuant to 2 Pa.C. S.

(c) Upon a finding that the controlling broker commtted a

violation and the controlling broker failed to establish that

such violation did not substantially contribute to the

i nsol vency, the controlling broker shall reinburse the

Pennsyl vani a | nsurance Guaranty Associ ati on or Pennsyl vania Life
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and Heal th | nsurance Guaranty Associ ation for all paynents nade

for | osses, |oss adjustnent and adnmi ni strati ve expenses on the

busi ness pl aced by such broker in excess of gross earned

prem uns and i nvestnent i ncone earned on prem uns and | 0ss

reserves for such busi ness.

Section 1104. O her Penalties Applicable.--Nothing in this

article shall affect the right of the departnent to i npose any

ot her penalties provided for in the insurance |laws of this

Commpnweal t h.

Secti on 1105. Ri ghts of Certain Parties not Affected.--

Not hi ng contained in this article is intended to or shall in any

manner alter or affect rights of policyhol ders, claimants,

creditors or other third parties.

ARTI CLE XI'|

I NSURANCE HOLDI NG COVPANI ES.

Secti on 1201. Definitions.--As used in this article the

foll owi ng words and phrases shall have the nmeani ngs given to

themin this section:

"Affiliate." A person that directly or indirectly through

one or nore internediaries, controls or is controlled by, or is

under conmbn control with, the person specified.

"Commi ssioner." The | nsurance Conmi ssi oner of the

Commpnweal t h.

"Control," "controlling," "controlled by" and "under conmnmbn

control with." The possession, direct or indirect, of the power

to direct or cause the directi on of the managenent and polici es

of a person, whether through the ownership of voting securities,

by contract other than a commercial contract for goods or

nonmanagenent services, or otherw se, unless the power is the

result of an official position with or corporate office held by
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the person. Control shall be presuned to exist if any person,

directly or indirectly, owns, controls, holds with the power to

vote, or holds proxies representing, ten per centum (10% or

nore of the voting securities of any other person. This

presunpti on may be rebutted by a showi ng that control does not

exist in fact. The |Insurance Departnent may determ ne, after

furnishing all persons in interest notice and opportunity to be

heard and nmaki ng specific findings of fact to support such

deternmination, that control exists in fact, notw thstandi ng the

absence of a presunption to that effect.

"Departnent."” The | nsurance Departnent of the Commonweal th.

"Earned surplus." The portion of the surplus that represents

the net earnings, gains or profits, after deducti on of al

| osses, that have not been distributed to the sharehol ders as

di vidends, or transferred to stated capital or capital surplus

or applied to other purposes pernmitted by | aw, but does not

i ncl ude unrealized appreci ati on of assets.

"l nsurance hol di ng conpany system" Two or nore affiliated

persons, one or nore of which is an insurer.

"I nsurer." Any conpany, associ ati on or exchange authori zed

by the | nsurance Commi ssioner to transact the busi ness of

i nsurance in this Commonweal th except that the term shall not

i ncl ude:

(1) the Commpbnweal th or any agency or instrunentality

(2) agencies, authorities or instrunentalities of the United

States, its possessions and territories, the Commonweal th of

Puerto Rico, the District of Colunbia or a state or political

subdi vi si on;

(3) fraternal benefit societies; or
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(4) nonprofit nedical and hospital service associ ati ons.

"Person." An individual, a corporation, a partnership, an

associ ation, a joint stock conpany, a trust, an uni ncorporated

organi zation, any simlar entity or any conbi nati on of the

joint venture partnership exclusively engaged i n owni nq,

managi ng, | easi ng or devel oping real or tangi bl e personal

property.

1

2

3

4

5 foregoing acting in concert. The termshall not include any

6

7

8

9 "Security holder." One who owns any security of a specified

10 person, including conmon stock, preferred stock, debt

11 obligati ons and any other security convertible into or

12 evidencing the right to acquire any of the foregoing.

13 "Subsidiary." An affiliate of a specified person controll ed

14 by another person directly or indirectly through one or nore

15 internediari es.

16 "Voting security." |Includes any security convertible into or

17 evidencing a right to acquire a voting security.

18 Section 1202. Acquisition of Control of or Merger with

19 Donestic Insurer.--(a) (1) No person other than the issuer

20 shall make a tender offer for or a request or invitation for

21 tenders of, or enter into any agreenent to exchange securities

22 or, seek to acquire, or acquire, in the open nmarket or

23 otherwi se, any voting security of a donestic insurer if, after

24 the consummati on thereof, such person would, directly or

25 indirectly, or by conversion or by exercise of any right to

26 acquire, be in control of such insurer, and no person shal

27 enter into an agreenent to nmerge with or otherwi se to acquire

28 control of a donestic insurer or any person controlling a

29 donestic insurer unless, at the tine any such offer, request, or

30 invitation is nade or any such agreenent is entered into, or
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prior to the acqui sition of such securities if no offer or

agreenent is involved, such person has filed with the depart nent

and has sent to such insurer, a statenent containing the

information required by this section and such offer, request,

invitati on, agreenment or acquisSition has been approved by the

departnent in the manner herei nafter prescri bed.

(2) For purposes of this section, a "donestic insurer" shal

i ncl ude any person controlling a domestic insurer unless such

person as determ ned by the departnent is either directly or

through its affiliates primarily engaged i n busi ness ot her than

t he busi ness of insurance. Such person shall, however, file a

preacqui sition notification with the departnent containing the

i nformation set forth in section 1203(c)(2) thirty (30) days

prior to the proposed effective date of the acquisition. Failure

to file is subject to section 1203(e)(3). For purposes of this

section, "person" shall not include any securities broker

holding, in the usual and customary nmanner, |ess than twenty per

centum (20% of the voting securities of an insurance conpany or

of any person which controls an i nsurance conpany.

(b) The statenent to be filed with the departnent under this

section shall be nade under oath or affirmati on and shal

contain the followi ng i nformati on:

(1) The nane and address of each person by whom or on whose

behal f the nerger or other acquisition of control referred to in

subsection (a) is to be effected, hereinafter called "acquiring

party," and

(i) if such person is an individual, his principal

occupation and all offices and positions held during the past

five years, and any conviction of crines other than ninor

traffic violations during the past ten years; or
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(ii) if such person is not an individual, a report of the

nature of its business operations during the past five years or

for such | esser period as the person and any predecessors

t hereof shall have been in existence; an infornmative description

of the business intended to be done by the person and the

person's subsidiaries; and a list of all individuals who are or

who have been sel ected to becone directors or executive officers

of the person, or who performor will performfunctions

appropriate to those positions. This list shall include for each

i ndi vidual the informati on required by subparagraph (i).

(2) The source, nature and anpunt of the consi derati on used

or to be used in effecting the nerger or other acquisition of

control, a description of any transacti on wherein funds were or

are to be obtained for any such purpose, including any pl edge of

the insurer's stock, or the stock of any of its subsidiaries or

controlling affiliates, and the identity of persons furni shing

such consi derati on, provided, however, that where a source of

such consideration is a loan nade in the | ender's ordinary

course of business, the identity of the | ender shall renmin

confidential, if the person filing such statenent so requests.

(3) Fully audited financial information as to the earni ngs

and financial condition of each acquiring party for the

preceding five fiscal years of each such acquiring party, or for

such | esser period as such acquiring party and any predecessors

t hereof shall have been in existence, and sim |l ar unaudited

informati on as of a date not earlier than ninety (90) days prior

to the filing of the statenent.

(4) Any plans or proposals which each acquiring party nmay

have to |liquidate such insurer, to sell its assets or nerge or

consolidate it with any person, or to nake any other nateri al
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change in its business or corporate structure or nmanagenent.

(5) The nunber of shares of any security referred to in

subsection (a) which each acquiring party proposes to acquire,

and the terns of the offer, request, invitation, agreenent or

acqui sition referred to in subsection (a), and a statenent as to

the nethod by which the fairness of the proposal was arrived.

(6) The ampbunt of each class of any security referred to in

subsection (a) which is beneficially owned or concerni ng which

there is a right to acquire beneficial ownership by each

acquiring party.

(7)) A full description of any contracts, arrangenents or

under st andi ngs with respect to any security referred to in

subsection (a) in which any acquiring party is involved,

including, but not linted to, transfer of any of the

securities, joint ventures, | oan or option arrangenents, puts or

call s, guarantees of | oans, guarantees agai nst | oss or

qguar antees of profits, division of |osses or profits, or the

gi ving or wi thhol ding of proxies. Such description shal

identify the persons with whom such contracts, arrangenents or

under st andi ngs have been entered into.

(8) A description of the purchase of any security referred

to in subsection (a) during the twel ve cal endar nonths precedi ng

the filing of the statenent, by any acquiring party, incl uding

the dates of purchase, nanes of the purchasers and consi derati on

paid or agreed to be paid therefor.

(9) A description of any recommendati ons to purchase any

security referred to in subsection (a) made during the twel ve

cal endar nonths preceding the filing of the statement, by any

acquiring party, or by anyone based upon interviews or at the

suggesti on of such acquiring party.
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(10) Copies of all tender offers for, requests, or

invitations for tenders of, exchange offers for, and aqgreenents

to acquire or exchange any securities referred to in subsecti on

(a) and, if distributed, of additional soliciting materi al

rel ati ng thereto.

(11) The term of any aqgreenent, contract or understandi ng

made with or proposed to be nade with any broker-dealer as to

solicitation of securities referred to in subsection (a) for

tender and the anpunt of any fees, conm ssions or other

conpensation to be paid to broker-dealers with regard thereto.

(12) Such additional information as the departnent may by

rule or reqgul ati on prescri be as necessary or appropriate for the

protecti on of policyholders of the insurer or in the public

i nt erest.

(c) |If the person required to file the statenent referred to

in subsection (a) is a partnership, |linmted partnership,

syndi cate or other group, the departnent may require that the

information called for by subsection (b)(1) through (12) shal

be given with respect to each partner of such partnership or

limted partnership, each nenber of such syndicate or group and

each person who controls such partner or nenber. |If any such

partner, nenber or person is a corporation, or the person

required to file the statenent referred to i n subsection (a) is

a corporation, the departnent may require that the i nfornmation

called for by subsection (b)(1) through (12) shall be given with

respect to such corporati on, each officer and director of such

corporation, and each person who is directly or indirectly the

beneficial owner of nore than ten per centum (10% of the

out st andi ng voting securities of such corporation.

(d) |If any material change occurs in the facts set forth in
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the statenment filed with the departnent and sent to such insurer

pursuant to this section, an anendnent setting forth such

change, together with copies of all docunents and other nmteri al

rel evant to such change, shall be filed with the departnent and

sent to such insurer within two (2) business days after the

person | earns of such change.

(e) |If any offer, request, invitation, agreenent or

acqui sition referred to in subsection (a) is proposed to be nade

by neans of a registrati on statenent under the Securities Act of

1933 (48 Stat. 74, 15 U.S.C. § 77a et sed.), or in circunstances

requiring the disclosure of simlar infornmati on under the

Securities Exchange Act of 1934 (48 Stat. 881, 15 U.S.C. § 78a

et seqg.), or under a State law requiring simlar reqistration or

di scl osure, the person required to file the statenent referred

to in subsection (a) may utilize such docunents in furni shing

the information called for by that statenent.

(f) (1) The departnent shall approve any nerger or other

acqui sition of control referred to in subsection (a) unless it

finds any of the foll ow ng:

(i) After the change of control, the donestic insurer

referred to in subsection (a) would not be able to satisfy the

requi renents for the i ssuance of a license to wite the line or

lines of insurance for which it is presently |icensed.

(ii) The effect of the nerger or other acquisition of

control would be to substantially | essen conpetition in

i nsurance in this Commonwealth or tend to create a nonopoly

therein. In applying the conpetitive standard in this

subpar agr aph:

(A) the informational requirenents of section 1203(c)(2) and

the standards of section 1203(d)(2) shall apply:;
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(B) the nerger or other acquisition shall not be di sapproved

if the departnent finds that any of the situations nmeeting the

criteria provided by section 1203(d)(3) exist; and

(C) the departnent nmay condition the approval of the nerqger

or other acquisition on the renoval of the basis of di sapproval

within a specified period of tine.

(iii) The financial condition of any acquiring party i s such

as mght jeopardize the financial stability of the insurer or

prejudice the interest of its policyhol ders.

(iv) The plans or proposals which the acquiring party has to

liquidate the insurer, sell its assets or consolidate or nerge

it wwth any person, or to nmake any other naterial change in its

busi ness or corporate structure or managenent, are unfair and

unr easonabl e to policyholders of the insurer and not in the

public interest.

(v) The conpetence, experience and inteqgrity of those

persons who woul d control the operation of the insurer are such

that it would not be in the interest of policyholders of the

i nsurer and of the public to permt the nerger or other

acqui sition of control.

(vi) The acquisition is likely to be hazardous or

prejudicial to the insurance buyi ng public.

(2) |If the nmerger or other acquisition of control is

approved, the departnent shall so notify the person filing the

statenent and the i nsurer whose stock i s proposed to be

acqui red, and such a determ nation is hereafter referred to as

an approving determ nati on. Notice shall al so be gi ven by the

departnent of any determ nation which is not an approvi ng

deternmination. |If an approving deternm nation is made by the

departnent, and not otherw se, the proposed of fer and
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acqui sition may thereafter be made and consunmated on the terns

and conditions and in the manner described in the statenent and

subj ect to such conditions as nay be prescri bed by the

departnent as herei nafter provided. An approvi ng deterni nation

by the departnent shall be deened to extend to offers or

acqui siti ons made pursuant thereto within one year foll owi ng the

date of determ nation. The departnent nmay, as a condition of its

approvi ng determ nation, require the inclusion in any offer of

provisions requiring the offer to remai n open a specified

mni mnum | ength of tine, permtting w thdrawal of shares

deposited prior to the tine the offeror becones bound to

consunmat e the acquisition, and requiring pro rata acceptance of

any shares deposited pursuant to the offer. The departnent shal

hold a hearing before naking the determ nation required by this

subsection if, within ten (10) days following the filing with

the departnment of the statenment, witten request for the hol di ng

of such hearing is nade either by the person proposi ng to nake

the acqui sition, by the insurer whose stock is proposed to be

acquired, or, if such issuer is not an insurer, by the insurance

conpany controll ed by such i ssuer. O herw se the departnent

shall determine in its discretion whether such a heari ng shal

be held. Thirty (30) days' notice of any such hearing shall be

gi ven to the person proposing to make the acquisition, to the

i ssuer whose stock is proposed to be acquired and, if such

issuer is not an insurer, to the insurance conpany controll ed by

such issuer. Notice of any such hearing shall also be given to

such ot her persons, if any, as the departnent nay deterni ne.

(3) The departnent nmay retain at the acquiring person's

expense any attorneys, actuaries, accountants and ot her experts

not otherwi se a part of the departnment's staff as may be
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reasonably necessary to assi st the departnent in review ng the

pr oposed acqui sition of control.

(g) The provisions of this section shall not apply to any

offer, request, invitation, agreenent or acquisition which the

departnent by order shall exenpt therefrom as:

(1) not having been nade or entered into for the purpose and

not having the effect of changing or influencing the control of

a donestic insurer; or

(2) as otherwi se not conprehended within the purposes of

this section.

(h) The follow ng shall constitute a violation of this

secti on:

(1) the failure to file any statenment, anendnent or other

material required to be filed pursuant to subsection (a) or (b):

or

(2) the effectuation or any attenpt to effectuate an

acqui sition of control of, or merger with, a donmestic insurer

unl ess the departnment has given its approval thereto.

Section 1203. Acquisitions Involving Insurers not O herw se

Covered.--(a) As used in this section the foll owi ng words and

phrases shall have the neanings given to themin this

subsecti on:

"Acquisition." Any agreenent, arrangenent or activity the

consunmati on of which results in a person acquiring, directly or

indirectly, the control of another person and includes, but is

not limted to, the acquisition of voting securities, the

acqui sition of assets, bul k rei nsurance and nergers.

"I nvol ved insurer." Includes an i nsurer which either

acquires or is acquired, is affiliated with an acquirer or

acquired or is the result of a merger.

19910H1670B1967 - 49 -



1
2
3
4
5
6
-
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

(b)Y (1) Except as exenpted in paragraph (2), this section

applies to any acquisition in which there is a change in control

of an insurer authorized to do business in this Commonweal t h.

(2) This section shall not apply to any of the foll ow ng:

(i) An acquisition subject to approval or di sapproval by the

departnent pursuant to section 1202.

(ii) A purchase of securities solely for investnent purposes

so |l ong as such securities are not used by voting or otherw se

to cause or attenpt to cause the substantial | esseni ng of

conpetition in any insurance market in this Commonwealth. If a

pur chase of securities results in a presunption of control as

described in the definition of "control" in section 1101, it is

not solely for investnent purposes unless the insurance

departnent of the insurer's state of domcile accepts a

di sclaimer of control or affirmatively finds that control does

not exi st and such disclainer action or affirmative finding i s

communi cated by the donmiciliary i nsurance departnment to the

| nsur ance Departnent of the Conmbnweal t h.

(iii) The acquisition of a person by another person when

both persons are neither directly nor through affiliates

primarily engaged in the busi ness of insurance, if

preacqui sition notification is filed with the departnent in

accordance with subsection (c)(2) thirty (30) days prior to the

proposed effective date of the acqui siti on. However, such

preacqui sition notification is not required for exclusion from

this section if the acquisition would ot herwi se be excluded from

this section by this paragraph.

(iv) The acquisition of already affili ated persons.

(v) An acquisition if, as an imedi ate result of the

acqui sition:
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(A in no market would the conbi ned nmarket share of the

i nvol ved i nsurers exceed five per centum (5% of the total

(B) there would be no increase in any narket share; or

(C) in no market woul d:

(1) the conbi ned market share of the involved insurers

exceeds twel ve per centum (129% of the total market:; and

(11) the market share increases by nore than two per centum

(299 of the total narket

For the purpose of this subparagraph, a market neans direct

witten i nsurance premumin this Conmmonwealth for a |line of

busi ness as contained in the annual statenent required to be

filed by insurers |licensed to do business in this Conmbnweal t h.

(vi) An acquisition for which a preacquisition notification

woul d be required pursuant to this section due solely to the

resulting effect on the ocean nmari ne i nsurance |ine of business.

(vii) An acquisition of an insurer whose doniciliary

i nsurance departnment affirmatively finds that such insurer is in

failing condition; there is a lack of feasible alternative to

i mprovi ng such condition; the public benefits of inproving such

insurer's condition through the acqui siti on exceed the public

benefits that would arise fromnot | essening conpetition; and

such findings are conmmuni cated by the domciliary insurance

departnent to the | nsurance Departnent of the Commobnweal th.

(3) Sections 1210(b) and (c) and 1212 shall not apply to

acqui sitions provided for in this subsection.

(c) (1) An acquisition covered by subsection (b) may be

subject to an order pursuant to subsection (e) unless the

acquiring person files a preacquisition notification and the

wai ti ng peri od has expired. The acquired person nay file a
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preacqui sition notification. The departnent shall give

confidential treatnent to informati on submtted under this

subsection in the sane manner provided in section 1208.

(2) The preacquisition notification shall be in such form

and contain such information as prescri bed by a nati onal

associ ati on of insurance conm ssioners relating to those narkets

whi ch, under subsection (b)(2)(v), cause the acquisition not to

be exenpted fromthe provisions of this section. The departnent

may require such additional material and information as it deens

necessary to determ ne whether the proposed acquisition, if

consunmat ed, would violate the conpetitive standard of

subsection (d). The required i nfornmati on may i ncl ude an opi ni on

of an econonmi st as to the conpetitive i npact of the acquisition

in this Commonweal th acconpani ed by a sunmary of the educati on

and experi ence of such person indicating his or her ability to

render an i nforned opinion.

(3) The waiting period required shall begin on the date of

recei pt by the departnent of a preacquisition notification and

shall end on the earlier of the thirtieth day after the date of

such receipt, or termnation of the waiting period by the

departnent. Prior to the end of the waiting period, the

departnent on a one-tine basis may require the subm ssi on of

addi ti onal needed information relevant to the proposed

acqui sition, in which event the waiting period shall end on the

earlier of the thirtieth day after recei pt of such additi onal

i nformati on by the departnent or term nation of the waiting

peri od by the departnent.

(d) (1) The departnent nay enter an order under subsection

(e)(1) with respect to an acquisition if there is substanti al

evidence that the effect of the acquisition may be substantially

19910H1670B1967 - 52 -



1 to lessen conpetition in any line of insurance in this

2 Commonwealth or tend to create a nonopoly therein or if the

3 insurer fails to file adequate information in conpliance with
4 subsection (c).

5 (2) In determning whether a proposed acquisition would

6 violate the conpetitive standard of paragraph (1), the

7 departnent shall consider the follow ng:

8 (i) Any acquisition covered under subsection (b) involving
9 two or nore insurers conpeting in the sane narket is prinma facie
10 evidence of violation of the conpetitive standards as foll ows:
11 (A) if the market is highly concentrated and the invol ved
12 insurers possess the follow ng shares of the market:

13 | nsurer A | nsurer B

14 4% 4% or nore

15 10% 2% or _nore

16 15% 1% or nore; or

17 (B) if the market is not highly concentrated and the

18 involved insurers possess the follow ng shares of the market:
19 | nsurer A | nsurer B
20 5% 5% or nore
21 10% 4% or _nore
22 15% 3% or nore
23 19% 1% or nore.
24 A highly concentrated nmarket is one in which the share of the
25 four largest insurers is seventy-five per centum (75% or nore
26 of the market. Percentages not shown in the tables are
27 interpolated proportionately to the percentages that are shown.
28 |If nore than two insurers are involved, exceeding the total of
29 the two columms in the table is prima facie evidence of

30 violation of the conpetitive standard in paragraph (1). For the
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pur pose of this subparaqgraph, the insurer with the | argest share

of the market shall be deened to be insurer A.

(ii) There is a significant trend toward i ncreased

concentrati on when the aggregate nmarket share of any qgroupi ng of

the |largest insurers in the nmarket, fromthe two |largest to the

ei ght | argest, has increased by seven per centum (7% or nore of

the market over a period of tine extending from any base year

five to ten years prior to the acquisition up to the tine of the

acqui sition. Any acqui sition or nerger covered under subsection

(b) involving two or nore insurers conpeting in the sane narket

is prina facie evidence of violation of the conpetitive standard

in paragraph (1) if:

(A) there is a significant trend toward i ncreased

concentration in the narket:

(B) one of the insurers involved is one of the insurers in a

groupi ng of such large insurers showing the requisite i ncrease

in the narket share; and

(C) another involved insurer's market is two per centum (2%

(iii) For the purposes of this paragraph:

(A) The term"insurer" includes any conpany or group of

conpani es under conmmbn nanagenent, ownership or control.

(B) The term "market" neans the rel evant product and

geoqr aphi cal markets. In determ ning the rel evant product and

geoqr aphi cal markets, the departnent shall give due

consi deration to, anpong other things, the definitions or

quidelines, if any, pronul gated by a nati onal associ ati on of

i nsurance conmi ssioners and to information, if any, subnitted by

parties to the acquisition. In the absence of sufficient

information to the contrary, the rel evant product market is
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assuned to be the direct witten i nsurance premumfor a |line of

busi ness, such |line being that used in the annual statenent

required to be filed by insurers doing business in this

Commpnweal th and the rel evant geoqgraphi cal market is assuned to

be this Conmbnweal t h.

(C) The burden of showing prinma facie evidence of violation

of the conpetitive standard rests upon the conm SSi oner.

(iv) Even though an acquisition is not prinma facie violative

of the conpetitive standard under subparagraphs (i) and (ii),

the departnment nmy establish the requisite anti conpetitive

ef fect based upon other substantial evidence. Even though an

acquisition is prinma facie violative of the conpetitive standard

under subparagraphs (i) and (ii), a party nay establish the

absence of the requisite anticonpetitive effect based upon ot her

substanti al evidence. Relevant factors in nmaki ng a determn nati on

under this paragraph include, but are not limted to, the

foll owi ng: market shares, volatility of ranking of narket

| eaders, nunber of conpetitors, concentration, trend of

concentration in the industry and ease of entry and exit into

t he market.

(3) An order may not be entered under subsection (e)(1) if:

(i) the acquisition will vyield substantial econom es of

scal e or econonies in resource utilization that cannot be

feasi bly achieved in any other way, and the public benefits

whi ch woul d ari se from such econoni es exceed the public benefits

whi ch woul d arise fromnot | essening conpetition; or

(ii) the acquisition will substantially increase the

avai lability of insurance, and the public benefits of such

i ncrease exceed the public benefits which would arise from not

| esseni ng conpetition.
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(e) (1) (i) If an acquisition violates the standards of

this section, the departnent nay enter an order:

(A requiring an involved insurer to cease and desist from

doi ng business in this Commonwealth with respect to the |line or

li nes of insurance involved in the violation; or

(B) denying the application of an acquired or acquiring

insurer for a license to do business in this Commpbnweal t h.

(ii) Such an order shall be issued in conpliance with 2

Pa.C.S. (relating to adm nistrative | aw and procedure).

(iii) An order pursuant to this paragraph shall not apply if

the acquisition is not consumrat ed.

(2) Any person who violates a cease and desi st order of the

departnent under paragraph (1) and while such order is in

effect, may, after notice and heari ng and upon order of the

departnent, be subject at the discretion of the departnent to

either or both of the foll ow ng:

(i) Acivil penalty of not nore than ten thousand doll ars

($10, 000) for every day of violation.

(ii) Suspension or revocation of such person's |license.

(3) Any insurer or other person who fails to make any filing

required by this section and who also fails to denonstrate a

good faith effort to conply with any such filing requirenent

shall be subject to a civil penalty not to exceed fifty thousand

doll ars ($50, 000).

Secti on 1204. Regi stration of Insurers.--(a) (1) Every

i nsurer which is authorized to do business in this Comonweal th

and which is a nmenber of an insurance hol di ng conpany system

shall register with the departnent, except a foreign insurer

subject to reqgistration requirenents and standards adopted by

statute or requlation in the jurisdiction of its donicile which
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are substantially simlar to those contained in sections 1204

and 1205(a)(1) and (2), (b) and (d). Each registered insurer

shall keep current the information required to be disclosed in

its reqgistration statenent by reporting all material changes or

additions within fifteen (15) days after the end of the npnth in

which it |learns of each such change or additi on.

(2) Any insurer which is subject to reqgistrati on under this

section shall reqgister within fifteen (15) days after it becones

subject to reqgistration, and annually thereafter by the thirty-

first day of March of each year for the previous cal endar year

unl ess the departnment for good cause shown extends the tine for

regi stration, and then within such extended ti ne. The depart nent

may require any insurer authorized to do business in this

Commpnweal th which is a nenber of a hol di ng conpany system and

which is not subject to reqgistrati on under this section, to

furnish a copy of the registrati on statenent, the summuary

specified in subsection (c) or other information filed by such

i nsurance conpany with the i nsurance requl atory authority of its

domiciliary jurisdiction.

(b)Y Every insurer subject to registration shall file the

regi strati on statement on a form prescri bed by a nati onal

associ ati on of insurance conm ssioners, which shall contain al

of the followi ng current information:

(1) The capital structure, general financial condition,

owner shi p and managenent of the insurer and any person

controlling the insurer.

(2) The identity and rel ati onship of every nenber of the

i nsurance hol di ng conpany system

(3) Al of the follow ng agreenents in force and

transactions currently outstandi ng or which have occurred during
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the | ast cal endar year between such insurer and its affiliates:

(i) Loans and other investnents, and the purchase, sale or

exchange of securities of an affiliate by the insurer or of the

i nsurer by an affili ate.

(ii) Purchases, sales or exchange of assets.

(iii) Transactions not in the ordi nary course of busi ness.

(iv) @Quarantees or undertakings for the benefit of an

affiliate which result in an actual conti ngent exposure of the

insurer's assets to liability, other than i nsurance contracts

entered into in the ordinary course of the insurer's business.

(v) Al nmanagenent aqgreenents, service contracts and al

cost-shari ng arrangenents.

(vi) Reinsurance agreenents.

(vii) D vidends and other distributions to sharehol ders.

(viii) Consolidated tax all ocati on agreenents.

(4) Any pledge of the insurer's stock, including stock of

any subsidiary or controlling affiliate, for a | oan nade to any

menber of the insurance hol di ng conpany system

(5) Any other matters concerning transacti ons bet ween

regi stered insurers and any affiliates as nay be included from

tine to time in any reqgistrati on forns adopted or approved by

t he depart nent.

(c) Al registration statenents shall contain a summary

outlining all itens in the current reqi strati on statenent

representi ng changes fromthe prior reqgi strati on statenent.

(d) No information need be di sclosed on the registrati on

statenent filed pursuant to subsection (b) if such information

is not naterial for the purposes of this section. Unless the

departnent by rule, reqgulation or order provides otherw se;

sal es, purchases, exchanges, | oans or extensions of credit,
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i nvestnents, or guarantees involving one-half of one per centum

(0.5% or less of an insurer's admtted assets as of the thirty-

first day of Decenber next precedi ng shall not be deened

material for purposes of this section.

(e) Subject to section 1205(b), each reqi stered insurer

shall report to the departnment all dividends and ot her

distributions to shareholders within fifteen (15) busi ness days

foll owi ng the decl arati on thereof.

(f) Any person within an i nsurance hol di ng conpany system

subject to reqgistration shall be required to provide conpl ete

and accurate information to an insurer, where such i nfornmation

is reasonably necessary to enable the insurer to conply with the

provisions of this article.

(g) The departnent shall termnate the reqi stration of any

i nsurer whi ch denonstrates that it no longer is a nenber of an

i nsurance hol di ng conpany system

(h) The departnent nmay require or allow two or nore

affiliated insurers subject to reqgistrati on hereunder to file a

consol i dated reqgi strati on statenent.

(i) The departnent nmay all ow an i nsurer which is authorized

to do business in this Commonweal th and which is part of an

i nsurance hol di ng conpany systemto reqgi ster on behalf of any

affiliated insurer which is required to regi ster under

subsection (a) and to file all information and nmateri al required

to be filed under this section.

({) The provisions of this section shall not apply to any

insurer, infornmation or transaction if and to the extent that

the departnment by rule, reqgul ation or order shall exenpt the

sane fromthe provisions of this section.

(k) Any person may file with the departnent a discl ai ner of
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affiliation with any authorized i nsurer or such a discl ai ner nay

be filed by such insurer or any nenber of an i nsurance hol di ng

conpany system The disclainer shall fully disclose all nmateri al

rel ati onshi ps and bases for affiliati on between such person and

such insurer as well as the basis for disclaimng such

affiliation. After a disclainer has been filed, the insurer

shall be relieved of any duty to reqgi ster or report under this

section which nmay arise out of the insurer's relationship with

such person unless and until the departnent disallows such a

di scl ai ner. The departnent shall disall ow such a disclainer only

after furnishing all parties in interest with notice and

opportunity to be heard and after nmki ng specific findi ngs of

fact to support such di sall owance.

(1) The failure to file a reqgistrati on statenent or any

sunmary of the reqgistration statenent thereto required by this

section within the tinme specified for such filing shall be a

violation of this section.

Secti on 1205. Standards and Managenent of an Insurer wi thin

a Hol di ng Conpany System--(a) (1) Transactions within a

hol di ng conpany systemto which an insurer subject to

registration is a party shall be subject to all of the foll ow ng

st andar ds:

(i) The ternms shall be fair and reasonabl e.

(ii) Charges or fees for services perforned shall be

r easonabl e.

(iii) Expenses incurred and paynment recei ved shall be

allocated to the insurer in conformty with custonmary i nsurance

accounti ng practices consistently applied and all cost-sharing

or expense all ocation arrangenents nust be formalized in witing

and aut horized by the board of directors of the donestic
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i nsurer.

(iv) The books, accounts and records of each party to al

such transacti ons shall be so maintained as to clearly and

accurately disclose the nature and details of the transacti ons,

i ncl udi ng such accounting infornation as i S necessary to support

t he reasonabl eness of the charges or fees to the respective

(v) The insurer's surplus as regards policyholders foll ow ng

any di vidends or distributions to shareholder affili ates shal

be reasonable in relation to the insurer's outstandi ng

liabilities and adequate to its financial needs.

(2) The follow ng transacti ons i nvolving a donestic insurer

and any person in its hol di ng conpany system nmay not be entered

into unless the insurer has notified the departnent in witing

of its intention to enter into such transaction at |least thirty

(30) days prior thereto, or such shorter period as the

departnent may pernit and the departnent has not di sapproved it

wi thin such peri od:

(i) Sales, purchases, exchanges, | oans or extensions of

credit, guarantees or investnents, including assets to be

recei ved by the donmestic insurer as contributions to its

surpl us, provided such transacti ons are equal to or exceed:

(A) with respect to nonlife insurers, the | esser of five per

centum (5% of the insurer's admtted assets or thirty-five per

centum (35% of surplus as regards policyhol ders;

(B) with respect to life insurers, three per centum (3% of

the insurer's admtted assets, each as of the thirty-first day

of Decenber next precedi ng.

(ii) Loans or extensions of credit to any person who i s not

an affiliate, where the i nsurer makes such | oans or extensi ons
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1 of credit with the agreenent or understanding that the proceeds
2 of such transactions, in whole or in substantial part, are to be
3 wused to nake | oans or extensions of credit to, to purchase

4 assets of, or to nake investnents in, any affiliate of the

5 insurer making such Ioans or extensions of credit provided such
6 transactions are equal to or exceed:

7 (A) with respect to nonlife insurers, the lesser of five per
8 centum (5% of the insurer's admtted assets or thirty-five per
9 centum (35% of surplus as regards policyhol ders;

10 (B) with respect to life insurers, three per centum (3% of
11 the insurer's adnmtted assets, each as of the thirty-first day
12 of Decenber next preceding.

13 (iii) For donestic insurers which have experienced a decline
14 in policyholder surplus in an anobunt of ten per centum (10% or
15 nore for two consecutive years and net | oss fromoperations in
16 both those years, reinsurance agreenents or nodifications

17 thereto in which the reinsurance prem umor_a change in the

18 insurer's liabilities equals or exceeds five per centum (5% of
19 the insurer's surplus as regards policyholders, as of the
20 thirty-first day of Decenber next preceding, including those
21 agreenents which may require as consideration the transfer of
22 assets froman insurer to a nonaffiliate, if an agreenent or
23 understandi ng exists between the insurer and nonaffiliate that
24 any portion of such assets will be transferred to one or nore
25 affiliates of the insurer. Nothing in this paragraph shal
26 affect or limt the requirenents and applicability of section 3
27 of the act of July 31, 1968 (P.L.941, No.288), entitled "An act
28 providing for reporting to the Insurance Conm ssioner by
29 donestic insurance conpani es, associations, or exchanges, of

30 certain conveyances of interests in the assets of such
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conpani es, associ ati ons, or exchanges."

(iv) Any material transactions, specified by regul ati on,

whi ch the departnent determ nes nmay adversely affect the

interests of the insurer's policyhol ders.

Not hing in this paragraph shall be deened to authorize or permt

any transactions which, in the case of an i nsurer not a nenber

of the sane hol di ng conpany system would be otherwi se contrary

(3) A donestic insurer nay not enter into transacti ons whi ch

are part of a plan or series of |like transactions with persons

within the hol ding conpany systemif the purpose of those

separate transactions is to avoid the statutory threshol d anopunt

and thus avoid the review that would occur otherwi se. |If the

departnent deterni nes that such separate transacti ons were

entered into over any twel ve-nonth period for such purpose, it

may exercise its authority under section 1211

(4) The departnent, in review ng transacti ons pursuant to

par agraph (2), shall consi der whether the transacti ons conply

with the standards set forth in paragraph (1) and whet her they

may adversely affect the interests of policyholders. The

departnent may retain at the insurer's expense any attorneys,

actuari es, accountants and ot her experts not otherwi se a part of

the departnment's staff as may be reasonably necessary to assi st

the departnment in reviewi ng the transacti on.

(5) The departnent shall be notified within thirty (30) days

of any investnment of the donestic insurer in any one corporation

if the total investnent in such corporati on by the insurance

hol di ng conpany system exceeds ten per centum (10% of such

corporations' voting securities.

(b)Y (1) No donestic insurer shall pay any extraordi nary
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dividend to its stockhol ders w thout prior approval of the

conmi Ssi oner .

(2) For purposes of this subsection, an extraordi nary

dividend is any dividend or other distribution which, together

with other dividends and distributions made within the precedi ng

twel ve (12) nonths, exceeds the | esser of:

(i) ten per centum (10% of such insurer's earned surplus as

regards policyholders as shown on its | ast annual statenent on

file with the conm ssi oner; or

(ii) the net gain fromoperations after dividends to

pol i cyhol ders and Federal incone taxes and before realized gai ns

or |l osses, of such insurer,if such insurer is alife insurer, or

the net investnent i ncone earned, excluding net realized capital

gains or losses, if such insurer is not a life insurer, for the

peri od covered by such statenent, but shall not include pro rata

di stributions of any class of the insurer's own securities.

(c) (1) Notwithstanding the control of a donestic insurer

by any person, the officers and directors of the insurer shal

not thereby be relieved of any obligation or liability to which

they woul d ot herwi se be subject by |law and the insurer shall be

managed so as to assure its separate operating identity

consistent with this article.

(2) Nothing herein shall preclude a donestic insurer from

havi ng or shari ng a conmbn nanagenent or cooperative or joint

use of personnel, property or services with one or nore other

per sons under arrangenents neeting the standards of subsection

(a)(1).

(3) Not less than one-third of the directors of a donestic

i nsurer, and not | ess than one-third of the nenbers of each

commttee of the board of directors of any donestic insurer
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shal|l be persons who are not officers or enpl oyes of such

i nsurer or of any entity controlling, controlled by, or under

commpn control with such i nsurer and who are not benefi ci al

owners of a controlling interest in the voting stock of such

i nsurer or any such entity. At | east one such person nust be

i ncluded in any quorum for the transacti on of busi ness at any

meeting of the board of directors or any conmittee thereof.

(4) The board of directors of a donestic insurer shal

establi sh one or nore comm ttees conprised solely of directors

who are not officers or enployes of the insurer or of any entity

controlling, controlled by, or under conmbn control with the

i nsurer and who are not beneficial owners of a controlling

interest in the voting stock of the insurer or any such entity.

The conmittee or commttees shall have responsibility for

reconmendi ng the sel ecti on of i ndependent certified public

accountants, reviewing the insurer's financial condition, the

scope and results of the i ndependent audit and any i nternal

audi t, nom nating candi dates for director for el ection by

shar ehol ders or policyhol ders, eval uati ng the perfornance of

officers deened to be principal officers of the insurer and

recommendi ng to the board of directors the sel ecti on and

conpensation of the principal officers.

(5) The provisions of paragraphs (3) and (4) shall not apply

to a donestic insurer if the person controlling such insurer is

an insurer or a publicly held corporati on having a board of

directors and committees thereof which already neet the

requi renents of paragraphs (3) and (4).

(d) For purposes of this article, in detern ni ng whet her an

insurer's surplus as reqgards policyholders is reasonable in

relation to the insurer's outstanding liabilities and adequate
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to its financial needs, the follow ng factors, anpng ot hers,

shal | be consi der ed:

(1) The size of the insurer as neasured by its assets,

capi tal and surplus, reserves, premumwitings, insurance in

force and other appropriate criteria.

(2) The extent to which the insurer's business is

di versified anong the several |ines of insurance.

(3) The nunber and size of risks insured in each |ine of

busi ness.

(4) The extent of the geographical dispersion of the

i nsurer's insured risks.

(5) The nature and extent of the insurer's reinsurance

(6) The quality, diversification and liquidity of the

i nsurer's investnent portfolio.

(7)) The recent past and projected future trend in the size

of the insurer's investnent portfolio.

(8) The surplus as reqgards policyhol ders nmi ntai ned by ot her

conpar abl e i nsurers.

(9) The adequacy of the insurer's reserves.

(10) The quality and liquidity of investnents in affili ates.

The departnment nay treat any such investnent as a di sal | owed

asset for purposes of determ ning the adequacy of surplus as

regards policyhol ders whenever in its judgnent such investnent

SO warrants.

Secti on 1206. Regul ati ons to restrict pyran di ng.--The

commi ssi oner may adopt requl ati ons desi gned to prevent an

i nsurer frompyram di ng subsidiaries to a degree that, in the

j udgnent of the conmi ssioner, would be materially adverse to the

interests of policyholders, subscribers and the people of this
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Commpnweal t h.

Secti on 1207. Exam nation.--(a) Subject to the limtation

contained in this section and in addition to the powers which

the departnment has under law relating to the exam nati on of

i nsurers, the departnent shall al so have the power to order any

i nsurer regi stered under section 1204 to produce such records,

books or other informati on papers in the possession of the

insurer or its affiliates as are reasonably necessary to

ascertain the financial condition of such insurer or to

deternine conpliance with this article. In the event an insurer

fails to conply with such order, the departnent shall have the

power to exanine affiliates to obtain this information.

(b)Y The departnent nmay retain at the reqi stered insurer's

expense such attorneys, actuaries, accountants and other experts

not otherwi se a part of the departnent's staff as shall be

reasonably necessary to assist in the conduct of the exan nation

under subsection (a). Any persons so retai ned shall be under the

direction and control of the comm ssioner and shall act in a

purely advi sory capacity.

(c) Each registered i nsurer produci ng for exan nati on

records, books and papers pursuant to subsection (a) shall be

liable for and shall pay the expense of such exani nati on as

provided for in Article | X of the act of May 17, 1921 (P.L. 789,

No. 285), known as "The | nsurance Departnent Act of one thousand

ni ne hundred and twenty-one."

Section 1208. Confidential Treatnent.--Al information,

docunents and copi es thereof obtained by or disclosed to the

departnent or any other person in the course of an exani nation

or investigati on nade pursuant to section 1207 and al

i nformati on reported pursuant to sections 1204 and 1205 shall be
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gi ven confidential treatnent and shall not be subject to

subpoena and shall not be made public by the departnent or any

ot her person, except to i nsurance departnents of other states,

wi thout the prior witten consent of the insurer to which it

pertai ns unl ess the departnent, after giving the insurer and its

affiliates who would be affected thereby, notice and opportunity

to be heard, determnes that the i nterest of policyhol ders,

shar ehol ders or the public will be served by the publication

thereof, in which event it may publish all or any part thereof

in such nanner as he nmay deem appropri at e.

Secti on 1209. Rul es and Requl ati ons.--The departnent nmay, in

t he manner provided by | aw, pronul gate the rul es and

requl ati ons, and may i ssue such orders as are necessary to carry

out this article.

Section 1210. I njuncti ons and Certain Prohibitions.--(a)

VWhenever it appears to the departnent that any i nsurer or any

director, officer, enploye or agent thereof has committed or is

about to conmmt a violation of this article or of any rule,

requl ati on or order issued by the departnent hereunder, the

departnent may apply to the Commonweal th Court for an order

enj oi ni ng such i nsurer or such director, officer, enploye or

agent thereof fromviolating or continuing to violate this

article or any such rule, requl ation or order, and for such

other equitable relief as the nature of the case and the

interest of the insurer's policyholders, creditors and

shar ehol ders or the public may require.

(b) No security which is the subject of any agreenment or

arrangenent regardi ng acquisition, or which is acquired or to be

acquired, in contravention of the provisions of this article or

of any rule, requlation or order issued by the departnent
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her eunder may be voted at any sharehol der's neeting, or nay be

counted for quorum purposes, and any acti on of sharehol ders

requiring the affirmati ve vote of a percentage of shares nay be

t aken as though such securities were not issued and outstandi ng;

but no action taken at any such neeting shall be invalidated by

the voting of such securities, unless the acti on would

materially affect control of the insurer or unless the courts of

this Commonweal th have so ordered. |If an insurer or the

departnent has reason to believe that any security of the

i nsurer has been or is about to be acquired in contraventi on of

the provisions of this article or of any rule, requl ati on or

order issued by the departnent hereunder, the insurer or the

departnent may apply to the Commonweal th Court to enjoin any

offer, request, invitation, agreenent or acquisSition nade in

contravention of section 1202, or any rule, requl ati on or order

i ssued by the departnent thereunder to enjoin the voting of any

security so acquired, to void any vote of such security already

cast at any neeti ng of sharehol ders and for such other equitable

relief as the nature of the case and the interest of the

i nsurer's policyholders, creditors and sharehol ders or the

public nay require.

(c) |In any case where a person has acquired or i s proposing

to acquire any voting securities in violation of this article or

any rule, regul ati on or order issued by the departnent

her eunder, the Commonweal th Court may, on such notice as the

court deens appropriate, upon the application of the insurer or

the departnment seize or sequester any voting securities of the

i nsurer owned directly or indirectly by such person, and i ssue

such order with respect thereto as nay be appropriate to

effectuate the provisions of this article.
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(d) Notw thstandi ng any other provisions of law for the

pur poses of this article, the situs of the ownership of the

securities of donestic insurers shall be deened to be in this

Commpnweal t h.

Section 1211. Sanctions.--(a) Any insurer failing, w thout

just cause, to file any reqgistration statenent as required in

this article shall be required, after notice and hearing, to pay

a penalty not to exceed five hundred ($500) doll ars for each

day's delay. The nmaxi num penalty under this section is twenty-

five thousand ($25,000) dollars. The departnent nmay reduce the

penalty if the insurer denpnstrates to the departnent that the

i mposition of the penalty would constitute a financial hardship

to the insurer.

(b)Y Every director or officer of an insurance hol di ng

conpany system who knowi ngly violates, participates in, or

assents to, or who knowingly shall pernmt any of the officers or

agents of the insurer to engage in transacti ons or mnake

i nvest nents whi ch have not been properly reported or subnitted

pursuant to section 1204(a) or 1205(a)(2) and (b), or which

violate this article shall pay, in their individual capacity, a

civil forfeiture of not nore than twenty-five thousand ($25, 000)

dollars per violation, after notice and hearing before the

departnent. In determ ning the amount of the civil forfeiture,

the departnment shall take into account the appropri ateness of

the forfeiture with respect to the gravity of the violation, the

hi story of previous violations, and such other matters as

justice may require.

(c) Wienever it appears to the departnent that any insurer

subject to this article or any director, officer, enploye or

agent thereof has engaged in any transaction or entered into a
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contract which is subject to section 1205 and whi ch woul d not

have been approved had such approval been requested, the

departnent may order the insurer to cease and desist i nmedi ately

any further activity under the transaction or contract. After

noti ce and hearing the departnent may al so order the insurer to

voi d any such contracts and restore the status quo if such

action is in the best interest of the policyhol ders, creditors

or the public.

(d) Whenever it appears to the departnent that any insurer

or any director, officer, enploye or agent thereof has conmitted

a wilful violation of this article, the departnent nmay cause

crimnal proceedings to be instituted in the common pl eas court

for the county in which the principal office of the insurer is

| ocated or if such insurer has no such office in this State,

then in any other court having jurisdiction agai nst such i nsurer

or the responsible director, officer, enploye or agent thereof.

Any insurer which wilfully violates this article nmay be fi ned

not nore than one hundred thousand ($100, 000) dollars. Any

i ndi vidual who wilfully violates this article may be fined in

his individual capacity not nore than fifty thousand ($50, 000)

dollars or be inprisoned for not nore than one to three years,

(e) Any officer, director or enploye of an i nsurance hol di ng

conpany systemwho wilfully and knowi ngly subscri bes to or nakes

or causes to be nade any fal se statenents or fal se reports or

false filings with the intent to deceive the departnent in the

performance of its duties under this article shall, upon

convi ction, be sentenced to pay a fine of one hundred thousand

($100, 000) dollars or to i nprisonnent for not nore than three

vears, or both. Any fines inposed shall be paid by the officer,
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director or enploye in his individual capacity.

Section 1212. Recei vershi p. --Whenever it appears to the

departnent that any person has committed a violation of this

article which so inpairs the financial condition of a donestic

insurer as to threaten i nsol vency or nake the further

transacti on of business by it hazardous to its policyhol ders,

creditors, shareholders or the public, the departnent nay

proceed, in the manner provided by |law, to take possessi on of

the property of such donestic insurer and to conduct the

busi ness t her eof.

Section 1213. Recovery.--(a) |If an order for |iquidation or

rehabilitation of a donestic insurer has been entered, the

statutory |iqui dator appoi nted under such order shall have a

ri ght to recover on behalf of the insurer:

(i) fromany parent corporation or hol ding conpany or person

or affiliate who otherwi se controlled the insurer, the anpunt of

di stributions, other than the distributi ons of shares of the

sane class of stock, paid by the insurer on its capital stock;

or

(ii) any paynent in the formof a bonus, termn nation

settl enent or extraordinary lunp sum sal ary adj ustnent nade by

the insurer or its subsidiaries to a director, officer or

enpl oye, where the distribution or paynent pursuant to this

subsection is nade at any tine during the one year precedi ng the

petition for |iquidation, conservation or rehabilitation, as the

case nmay be, subject to the limtati ons of subsections (b), (c)

and (d).

(b)Y No such distribution shall be recoverable if the parent

or affiliate shows that when paid such distributi on was | awf ul

and reasonabl e, and that the insurer did not know and coul d not
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reasonably have known that such distributi on m ght adversely

affect the ability of the insurer to fulfill its contractual

obl i gati ons.

(c) Any person who was a parent corporati on or hol di ng

conpany or a person who ot herwi se controlled the i nsurer or

affiliate at the tine such distributions were paid shall be

liable up to the amount of distributions or paynents under

subsection (a) such person recei ved. Any person who ot herw se

controlled the insurer at the tinme such distributions were

decl ared shall be liable up to the anount of distributions he

woul d have received if they had been paid i nmediately. If two or

nore persons are liable with respect to the sane distri buti ons,

they shall be jointly and severally |iable.

(d) The nmaxi rum anmount recoverabl e under this section shal

be the anpbunt needed in excess of all other avail abl e assets of

the inpaired or insolvent insurer to pay the contractual

obligations of the inpaired or insolvent insurer and to

rei nburse any guaranty funds.

(e) To the extent that any person |iable under subsection

(c) of this section is insolvent or otherwise fails to pay

clainse due fromit pursuant to that subsection, its parent

corporation or holding conpany or person who ot herw se

controlled it at the tine the distributi on was paid, shall be

jointly and severally liable for any resulting deficiency in the

anount recovered from such parent corporation or hol di ng conpany

or person who otherwi se controlled it.

Section 1214. Revocati on, Suspensi on or Nonrenewal of

Insurer's License.--Wenever it appears to the departnent that

any person has conmitted a violation of this article which nakes

the conti nued operation of an insurer contrary to the interests
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of policyholders or the public, the departnent may, after qiving

noti ce and an opportunity to be heard, deternine to suspend,

revoke or refuse to renew such insurer's license or authority to

do business in this Conmmbnweal th for such period as it finds is

required for the protection of policyholders or the public. Any

such determ nati on shall be acconpani ed by specific findi ngs of

fact and concl usi ons of | aw.

ARTI CLE Xl

Rl SK_RETENTI ON

Section 1301. Statenent of Purpose.--The purpose of this

article is to requlate the formati on and operation of risk

retenti on groups and purchasing groups in this Commonweal th

formed pursuant to the Ri sk Retenti on Anendnents of 1986 (Public

Law 99-563, 100 Stat. 3170) to the extent pernmitted by such | aw

Secti on 1302. Definitions.--As used in this article the

foll owi ng words and phrases shall have the nmeani ngs given to

themin this section:

"Actuary." An individual who has denpnstrated to the

sati sfaction of the departnment that the individual has the

educati onal background necessary for the practice of actuari al

sci ence.

"Adm tted insurer." An insurer with a valid certificate of

authority to do i nsurance business in this Conmmopnweal t h.

"Commi ssioner." The | nsurance Conmi ssi oner of the

Commpnweal t h.

"Conpl eted operations liability." Liability arising out of

the install ati on, mai ntenance or repair of any product at a site

which is not owned or controll ed by:

(1) any person who perforns that work; or

(2) any person who hires an i ndependent contractor to
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perform that work;

but shall include liability for activities which are conpl eted

or abandoned before the date of the occurrence giving rise to

the liability.

"Departnent."” The | nsurance Departnent of the Commonweal th.

"Doi ng busi ness." Those acts which constitute the doi ng of

i nsurance business in this Commonwealth as set forth in section

208(b) of the act of May 17, 1921 (P.L. 789, No.285), known as

"The | nsurance Departnent Act of one thousand ni ne hundred and

twenty-one," except that risk retenti on groups and purchasi ng

groups are not doi ng busi ness when responding to a request for

coverage received directly from a Pennsyl vani a resi dent and not

as a result of solicitation.

"Domicile." For purposes of deternmining the state in which a

purchasing group is donmciled, the term neans the foll ow ng:

(1) For a corporation, the state in which the purchasi ng

group i s incor por at ed.

(2) For an unincorporated entity, the state of its principal

pl ace of busi ness.

"Eligible surplus lines insurer." A nonadmtted insurer

doi ng business in this Commpbnwealth in conformance with Article

XV,

"Hazardous financial condition." A condition in which, based

on its present or reasonably antici pated financial condition, a

ri sk retenti on group, although not yet financially inpaired or

insolvent, is unlikely to be abl e:

(1) to neet obligations to policyholders with respect to

known cl ai n8 and reasonably anticipated cl ai ns; or

(2) to pay other obligations in the nornal course of

busi ness.
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"I nsurance." Prinmary insurance, excess insurance,

rei nsurance, surplus lines insurance and any ot her arrangenent

for shifting and distributing risk which is determ ned to be

i nsurance under the laws of this Commonweal t h.

"Liability."

(1) The termneans leqgal liability for damages (i ncl udi ng

costs of defense, |eqgal costs and fees and other clains

expenses) because of injuries to other persons, damage to their

property, or other danmage or | oss to such other persons

resulting fromor arising out of:

(i) any business (whether profit or nonprofit), trade,

product, services (including professional services), prenises or

operati ons; or

(ii) any activity of any state or | ocal governnent, or any

agency or political subdivision thereof.

(2) The term does not include personal risk liability and an

enployer's liability with respect to its enpl oyes other than

legal liability under the Enpl oyers' Liability Act (45 U S. C. §

51 et seq.).

"Nonadm tted insurer." An insurer that does not have a

certificate of authority to do i nsurance business in this

Commpnweal th. The term i ncl udes i nsurance exchanges authori zed

under | aws of vari ous states.

"Personal risk liability." Aliability for damages because

of infjury to any person, danmage to property or other |oss or

damage resulting fromany personal, fanmlial or household

responsibilities or activities, rather than from

responsi bilities or activities referred to in the definition of

“liability."

"Plan of operation or a feasibility study." An anal ysis
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whi ch presents the expected activities and results of a risk

retention group, including, at a mninum all of the foll ow ng:

(1) Information sufficient to verify that its nenbers are

engaged i n busi nesses or activities simlar or related with

respect to the liability to which such nenbers are exposed by

virtue of any related, sinmlar or conmon busi ness, trade,

product, services, prenises or operations.

(2) For each state in which it intends to operate, the

cover ages, deducti bles, coverage limts, rates and rating

classification systens for each kind of liability i nsurance the

group intends to offer.

(3) Historical and expected | oss experi ence of the proposed

menbers and nati onal experience of simlar exposures to the

extent that this experience is reasonably avail abl e.

(4) Pro forma financial statenents and projections.

(5) Appropriate opinions by a qualified, independent

casualty actuary, including a determ nati on of m ni num pren um

or participation |levels required to conmence operati ons and to

prevent a hazardous financial condition.

(6) Ildentification of nanagenent, underwiting and cl ai ns

procedures, narketing nethods, manageri al oversi ght net hods,

i nvest nent policies and rei nsurance agreenents.

(7) The states in which the risk retention group intends to

operate or is currently operating.

(8) Such other matters as may be prescri bed by the

departnent for liability insurance conpani es aut hori zed by the

i nsurance |l aws of the state in which the risk retention group i s

chartered.

"Product liability." Liability for dannges because of any

personal injury, death, enotional harm consequenti al econonic
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damage or property dannge (i ncludi ng danages resulting fromthe

| oss of use of property) arising out of the manufacture, design,

i mportation, distribution, packagi ng, | abeling, | ease or sal e of

a product. The term does not include the liability of any person

for these damages if the product involved was in the possessi on

of such a person when the incident giving rise to the claim

occurred.

"Pur chasi ng group." Any group which:

(1) has as one of its purposes the purchase of liability

i nsurance on a group basis;

(2) purchases such insurance only for its group nenmbers and

only to cover their sinmlar or related liability exposure, as

descri bed i n paragraph (3):

(3) is conposed of nenbers whose busi nesses or activities

are simlar or related with respect to the liability to which

menbers are exposed by virtue of any related, sim/lar or conmmpbn

busi ness, trade, product, services, prenises or operations; and

(4) is domciled in any state.

"Risk retention group." Any corporation or other limted

liability associ ati on:

(1) whose primary activity consists of assuni ng and

spreading all, or any portion, of the liability exposure of its

group nenbers;

(2) which is organi zed for the primary purpose of conducting

the activity descri bed under paragraph (1);
(3) which

(i) is chartered and |licensed as an i nsurance conpany to

wite liability i nsurance and authorized to engage in the

busi ness of insurance under the | aws of any state; or

(ii) before January 1, 1985, was chartered or |icensed and
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aut hori zed to engage in the busi ness of insurance under the | aws

of Bernuda or the Caynan | sl ands and, before such date, had

certified to the i nsurance departnent of at | east one state that

it satisfied the capitalization requirenents of such state,

except that any such group shall be considered to be a risk

retention group only if it has been engaged i n busi ness

conti nuously since such date and only for the purpose of

continuing to provide i nsurance to cover product liability or

conpl eted operations liability, as such terns were defined in

the Product Liability Risk Retention Act of 1981 (Public Law 97-

45, 95 Stat. 949), before the date of the enactnent of the Ri sk

Ret enti on Anendnents of 1986 (Public Law 99-563, 100 Stat.

3170) ;

(4) which does not exclude any person from nenbership in the

group solely to provide for nenbers of such a group a

conpetitive advantage over such a person;

(5) which

(i) has as its owners only persons who conpri se the

menbership of the risk retention group and who are provi ded

i nsurance by such group; or

(ii) has as its sole owner an organi zati on which has as its

menbers only persons who conprise the nenbership of the risk

retenti on group and whi ch organi zati on has as its owners only

persons who conpri se the nenbership of the risk retenti on group

and who are provided i nsurance by the risk retenti on group;

(6) whose nenbers are engaged in busi nesses or activities

simlar or related with respect to the liability of which such

menbers are exposed by virtue of any related, sim/lar or commpn

busi ness trade, product, services, prenises or operations;

(7) whose activities do not include the provision of
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i nsurance other than:

(i) liability insurance for assum ng and spreading all or

any portion of the liability of its group nenbers; and

(ii) reinsurance with respect to the liability of any other

ri sk retention group (or any nenbers of such other risk

retenti on group) which is engaged i n busi nesses or activities so

that the group or nenber neets the requirenent described in

par agraph (6) for menbership in the risk retention group which

provi des such rei nsurance; and

(8) the nane of which includes the phrase "R sk Retention

"State." Any state of the United States or the District of

Col unbi a.

Secti on 1303. Ri sk Retenti on G-oups Chartered in this

Commpnweal th.--(a) A donestic risk retention group shall,

pursuant to this act and the act of May 17, 1921 (P.L. 789,

No. 285), known as "The | nsurance Departnent Act of one thousand

ni ne hundred and twenty-one," be chartered and |icensed as a

donestic fire or casualty insurance conpany to wite only

liability i nsurance pursuant to this article and, except as

provi ded el sewhere in this article, shall conply with all the

|l aws, rules, regul ati ons and requirenents applicable to such

i nsurers chartered and licensed in this Conmbnwealth and with

section 1304 to the extent that such requirenments are not a

limtation of |laws, rules, requl ations or requirenments of this

Commpnweal t h.

(b) Before it may offer insurance in any state, each

donestic risk retention group shall also submt for approval to

the department a plan of operation or a feasibility study. In

the event of any subsequent material change in any item of the
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pl an of operation or feasibility study, the risk retenti on group

shall submt an appropriate revision within ten (10) days of any

such change. The group shall not offer any additi onal kinds of

liability insurance in this Commpbnwealth or in any other state

until a revision of such plan or study is approved by the

depart nent.

(c) The provisions of subsection (b), relating to the

subm ssion of a plan of operation or feasibility study, shal

not apply with respect to any kind or classification of

liability i nsurance which:

(1) was defined in the Product Liability R sk Retenti on Act

of 1981 (Public Law 97-45, 95 Stat. 949), before October 27,

1986; and

(2) was offered before such date by any risk retenti on group

whi ch had been chartered and operating for not |ess than three

vears before such date.

(d) At the tine of filing its application for charter, the

ri sk retention group shall provide to the departnent in sunmary

formthe follow ng informtion:

(1) The identity of the initial nenbers of the group.

(2) The identity of those individuals who organi zed t he

group or who will provide adm ni strati ve services or otherw se

i nfl uence or control the activities of the qgroup.

(3) The ampbunt and nature of initial capitalization.

(4) The coverages to be afforded.

(5) The states in which the group i ntends to operate.

Secti on 1304. R sk Retenti on Groups not Chartered in this

Commpnweal th.--(a) A risk retention group chartered and

licensed in a state other than this Commbnweal th and seeking to

do business as a risk retention group in this Commonweal th shal
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comply with the laws of this Commonweal th, as provided in this

secti on.

(b) Before doing business in this Commonweal th, a risk

retenti on group shall subnit to the departnent all of the

(1) A statenent identifying the state or states in which the

risk retention group is chartered and |licensed as an i nsurance

conpany to wite liability insurance, the charter date, its

pri nci pal place of busi ness and such other information,

including informati on on its nenbershi p, as the departnent nay

require to verify that the risk retention group is qualified

under the definition of "risk retenti on group” in section 1302.

(2) A copy of its plan of operations or a feasibility study

and copies of all revisions of such plan or study subnmitted to

the state in which the risk retention group is chartered and

li censed, provided that the provision relating to the subni ssi on

of a plan of operation or a feasibility study shall not apply

with respect to any kind or classification of liability

i nsurance whi ch:

(i) was defined in the Product Liability R sk Retenti on Act

of 1981 (Public Law 97-45, 95 Stat. 949 et seq.) before Cctober

27, 1986; and

(ii) was offered before such date by any risk retenti on

group whi ch had been chartered and was operating for not | ess

than three years before such date.

(3) A copy of the npbst recent annual statenent as descri bed

in subsection (d)(1).

(4) (i) A statenment of registration for which a filing fee

shal|l be i nmposed, whi ch statenent appoints the departnent as its

agent for the purpose of receiving service of | egal docunents or
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(ii) The appoi ntment of the departnment shall be acconpani ed

by witten designati on of the nane and address of the officer,

agent or other person to whom such process shall be forwarded by

the department or its deputy on behalf of such risk retention

group. In the event such designation is changed, a new

certificate of designation shall be filed with the departnent

within ten (10) days of such change.

(iii) Service of process upon a risk retenti on group

pursuant to this paraqgraph shall be nade by serving the

departnent, or any deputy thereof or any sal ari ed enpl oye of the

depart nent whom t he departnent desi gnates for such purpose, with

two copies thereof and the paynent of a fee to be published by

notice in the Pennsylvania Bulletin. The departnent shal

forward a copy of such process by registered or certified nai

to the risk retention group at the address given in its witten

certificate of designation and shall keep a record of al

process so served upon him Service of process so made shall be

deened nmade within the territorial jurisdiction of any court in

this Conmonweal t h.

(c) The risk retention group shall subnit a copy of any

revision to its plan of operation or feasibility study required

by section 1303(b) at the sane tinme that such revision is

submtted to the departnent of its chartering state.

(d) Any risk retention group doing business in this

Commpnweal th shall subnmit annually to the departnent, on or

before March 1, all of the foll ow ng:

(1) A copy of the group's financial statenent submtted to

the state in which the risk retention group is chartered and

li censed, which shall be certified by an i ndependent public

19910H1670B1967 - 83 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

accountant and shall contain a statenent of opinion on | oss and

| oss adj ust nent expense reserves nmade by an actuary or a

qualified | oss reserve specialist.

(2) A copy of the npbst recent exam nation of the risk

retention group as certified by the departnent or public

official conducting the exam nati on.

(3) Upon request by the departnent, a copy of any

i nformati on or docunment pertaining to any outside audit

perforned with respect to the risk retenti on group.

(4) Such information as nay be required to verify its

continuing qualification as a ri sk retenti on group, as defi ned

in section 1302.

(e) If arisk retention group is found to be in a hazardous

financial condition by any court of conpetent jurisdiction, the

ri sk retention group shall subnit a copy of the court order to

the departnment within ten (10) days of the date of the order.

(f) Arisk retention group shall be liable for a fine of two

hundred ($200) doll ars per day of delinguency for either of the

(1) Failure to file the annual statenent as provided by | aw

on the first day of March, except that, for good cause shown,

the departnment nay grant, after witten request, a reasonabl e

extension of tinme within which such statenent may be fil ed.

(2) Failure to submt to the departnment a copy of the order

of a court of conpetent jurisdiction finding the risk retention

group to be in a hazardous financial condition or financially

impaired within ten (10) days of the date of such order.

(g) (1) Each risk retention group shall be liable for the

paynent of prem umtaxes and taxes on premnm uns of direct

busi ness for risks resident or located within this Comonweal th
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and shall report to the departnment the gross direct pren uns,

|l ess returns thereon, witten for risks resident or |ocated

within this Commonweal th. Such risk retenti on group shall be

subject to taxati on and any applicable fines and penalties

related thereto on the sane basis as a foreign admtted i nsurer,

pursuant to section 902 of the act of March 4, 1971 (P.L. 6,

No.2), known as the "Tax Reform Code of 1971."

(2) To the extent that |icensed agents, brokers or surpl us

li nes agents with Pennsylvania |licenses are utilized pursuant to

section 1305, they shall report to the departnent the prem uns

for direct business for risks resident or |located within this

Commpnweal th whi ch such |icensees have placed with or on behal f

of arisk retention group not chartered and licensed in this

Commpnweal t h.

(h) Any risk retention group and its agents and

representatives shall conply with the act of July 22, 1974

(P.L.589, No.205), known as the "Unfair | nsurance Practices

Act," insofar as its provisions apply to unfair clains practices

and deceptive, false or fraudul ent practices. However, if the

departnent seeks an injunction regardi ng such conduct, the

i njuncti on nust be obtained froma court of conpetent

jurisdiction.

(i) Any risk retention group shall subnmt to an exam nati on

by the | nsurance Departnent of the Cormonwealth to deternmine its

financial condition if the departnent of the jurisdiction in

whi ch the group is chartered and |icensed has not initiated an

exanm nation or does not initiate an exanination within sixty

(60) days after a request by the | nsurance Conm ssioner of the

Commpnweal th. Any such exam nati on shall be coordi nated with

other jurisdictions to the extent feasible in order to avoid
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unjustified repetition and shall be conducted in an expediti ous

manner and i n accordance with an exam nati on handbook approved

by a nati onal associ ati on of insurance conni SSi oners.

(i) The terns of any insurance policy issued by such risk

retenti on group shall not provide or be construed to provide

i nsurance policy coverage prohi bited generally by state statute

or declared unl awful by the hi ghest court of the state whose | aw

applies to such policy.

(k) Arisk retention group doing business in this

Commpnweal th shall conply with a |lawful order issued in a

vol untary di ssol ution proceeding or in a delinguency proceedi ng

commenced by a state i nsurance departnent if there has been a

finding of hazardous fi nancial condition or financial inpairnent

after an exam nati on under subsection (i).

(1) Any risk retenti on groups doi ng business in this

Commpnweal th prior to the enactnent of this article shall,

within thirty (30) days after the effective date of this

article, conply with the provisions of this section.

(mM A risk retention group which violates any provision of

this article shall be subject to fines and penalti es applicable

to admtted i nsurers generally, including revocation of its

ri ght to do business in this Commbnweal t h.

Secti on 1305. Noti ce and Prohi bited Acts.--(a) Every

application formfor insurance froma risk retenti on group and

every policy issued by a risk retention group shall contain, in

ten-point type on the front page and the decl arati on page, the

foll owi ng noti ce:

This policy is issued by yvour risk retention group. Your

ri sk retenti on group nmay not be subject to all of the
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i nsurance | aws and requl ati ons of your state. State

i nsurance i nsol vency quaranty funds are not avail able for

vour risk retenti on group.

(b) The following acts by a risk retenti on group are hereby

pr ohi bi t ed:

(1) The solicitation or sale of insurance by a risk

retenti on group to any person who is not eligible for nenbership

in such group

(2) The solicitation or sale of insurance by, or operation

of, arisk retention group that has been found by a court of

conpetent jurisdiction to be in a hazardous financi al condition

or financially inpaired.

(c) No risk retention groups shall be allowed to do busi ness

in this Commponwealth if an i nsurance conpany is directly or

indirectly a nenber or owner of such risk retention group, other

than in the case of a risk retention group all of whose nenbers

are i nsurance conpani es.

Section 1306. @uaranty Funds and Conpul sory Associ ati ons. - -

(a) No risk retention group shall be required or pernitted to

join or contribute financially to any i nsurance i nsol vency

quaranty fund, or simlar nechanism in this Commonweal th, nor

shall any risk retention group, or its insureds or clainants

against its insureds, receive any benefit fromany such fund for

clains arising under the insurance policies issued by such risk

retenti on group.

(b)Y When a purchasi ng group obtains i nsurance covering its

menbers' risks froman insurer not admitted in this Commbnweal th

or froma risk retenti on group, no such risks, wherever resident

or |l ocated, shall be covered by any i nsurance guaranty fund or

simlar nmechanismin this Commonweal t h.
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(c) When a purchasi ng group obtains i nsurance covering its

menbers' risks froman adnitted i nsurer, only covered cl ai ns as

defined in the act of Novenber 25, 1970 (P.L.716, No.232), known

as "The Pennsyl vani a | nsurance Guaranty Associ ati on Act," shal

be covered by the State quaranty fund.

(d) The departnent nmay require ri sk retenti on groups not

chartered in this Commbpnweal th to partici pate, and nmay exenpt

donestic risk retenti on groups from participation, in any

mechani sm est abl i shed or authorized under the |laws of this

Commpnweal th for the equitabl e apporti onnent anong i nsurers of

liability i nsurance | osses and expenses i ncurred on policies

witten through such nmechani snt and such risk retenti on groups

shall submt sufficient information to the departnent to enabl e

the departnment to apportion on a nondi scrimnatory basis the

ri sk retention group's proportionate share of such | osses and

Section 1307. Countersi gnatures not Required.--A policy of

i nsurance i ssued by a risk retention group to any nmenber of that

group or by an insurer to a purchasi ng group or any nenber of a

pur chasi ng group shall not be required to be countersi gned by an

i nsurance agent or broker residing in this Commpbnweal t h.

Secti on 1308. Exenption.--(a) A purchasing group and its

i nsurer or insurers shall be subject to all applicable | aws of

this Commonweal th, except that the purchasing group and its

i nsurer or insurers shall be exenpt, in reqgard to liability

i nsurance for the purchasing group, fromany |aw that woul d do

any of the foll ow ng:

(1) Prohibit the establi shnent of a purchasi ng group.

(2) WMake it unlawful for an insurer to provide or offer to

provi de i nsurance on a basis providing, to a purchasi ng group or
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its nenbers, advantages, based on their | oss and expense

experi ence, not afforded to other persons with respect to rates,

policy forns, coverages or other matters.

(3) Prohibit a purchasing group or its nenbers from

pur chasi ng i nsurance on a group basis descri bed in paragraph

(2).

(4) Prohibit a purchasing group from obtai ni ng i nsurance on

a group basis because the group has not been in existence for a

m ni num period of tine or because any nenber has not bel onged to

the group for a m ni nrum period of tine.

(5) Require that a purchasi ng group nust have a m ni num

nunber of nenbers, conmmbn ownership or affiliation, or a certain

| egal form

(6) Require that a certain percentage of a purchasi ng group

must obtain i nsurance on a group basis.

(7) Oherw se discrinmnate agai nst a purchasi ng group or any

of its nenbers.

(b)Y An insurer shall be exenpt fromany |laws of this

Commpnweal th which prohibits providing or offering to provide,

to a purchasing group or its nenbers, advantages, based on their

| oss and expense experience, not afforded to other persons wth

respect to rates, policy forns, coverages or other matters.

Secti on 1309. Noti ce and Regi strati on Requirenents.--(a) A

pur chasi ng group which intends to do business in this

Commpnweal th shall, prior to doi ng such busi ness, furnish notice

to the departnent which notice shall do all of the foll ow ng:

(1) Ildentify the state in which the group is dom cil ed.

(2) ldentify the principal place of business of the group.

(3) ldentify all other states in which the group intends to

do busi ness or is doi ng business.
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9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

(4) Specify the kinds and classifications of liability

i nsurance whi ch the purchasi ng group i ntends to purchase.

(5) Specify the nethod by which, and the person or persons,

i f any, through whom insurance will be offered to its nenbers

whose risks are resident or located in this Conmbnweal th.

(6) ldentify the nanes and chartering jurisdictions of the

i nsurance conpany or conpanies from which the group i ntends to

purchase its insurance.

(7)) Confirmthat the insurer fromwhi ch the purchasi ng group

i ntends to purchase i nsurance has filed with the departnent,

pursuant to section 354, and all other provi sions of insurance

| aws, rules and reqgul ati ons governi ng policy formand rate

standards, the rates and forns it intends to use to provide

coverage for the risks resident in this Commbnweal t h.

(8) Provide such other informati on as nay be required by the

departnent to verify that the purchasing group is qualified

under the definition of "purchasing group" in section 1302.

(b)Y A purchasing group shall notify the departnent within

ten (10) days as to any subsequent changes in any of the itens

set forth in subsection (a).

(c) Each purchasing group which is required to give notice

pur suant to subsection (a) shall also furnish such i nformati on

as nay be required by the departnent to do any of the foll ow ng:

(1) Verify that the entity qualifies as a purchasi ng group.

(2) Determne the |ocation of the purchasi ng group.

(3) Determ ne appropriate tax treatnent.

(d) (1) The purchasing group shall subnmit a statenent of

regi stration, for which a filing fee shall be inposed, which

desi gnates the departnent as its agent solely for the purpose of

recei ving service of |egal docunents or process.
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(2) The designation of the departnment shall be acconpani ed

by witten designati on of the nane and address of the officer,

agent or other person to whom such process shall be forwarded by

the department or its deputy on behalf of such purchasi ng group.

In the event such designation is changed, a new certificate of

desi gnation shall be filed with the departnent within ten (10)

days of such change.

(3) Service of process upon a purchasi ng group pursuant to

this subsecti on shall be made by serving the departnent, any

deputy thereof or any sal ari ed enpl oye of the departnent whom

t he department desi gnates for such purpose with two copi es

t hereof and the paynent of a fee to be published by notice in

t he Pennsyl vania Bulletin. The departnent shall forward a copy

of such process by reqgistered or certified mail to the

purchasi ng group at the address given in its witten certificate

of designation, and shall keep a record of all process so served

upon him Service of process so made shall be deened nade w thin

the territorial jurisdiction of any court in this Conmbnweal t h.

(4) Such requirenments shall not apply in the case of a

pur chasi ng group whi ch only purchases i nsurance that was

aut hori zed under the Products Liability R sk Retenti on Act of

1981 (Public Law 97-45, 95 Stat. 949): and

(i) which in any state of the United States:

(A was domciled before April 1, 1986; and

(B) is donmiciled on and after Cctober 27, 1986; and
(ii) which:

(A) before Cctober 27, 1986, purchased i nsurance from an

i nsurance conpany licensed in any state;

(B) since Cctober 27, 1986, purchased its i nsurance from an

i nsurance conpany licensed in any state;
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(C) was a purchasing group under the requirenents of the

Product Liability Ri sk Retenti on Act of 1981 before COctober 27,

(D) does not purchase i nsurance that was not authorized for

Cct ober 27, 1986.

(e) Any purchasi ng group whi ch was doi ng business in this

Commpnweal th prior to the enactnment of this act shall, within

1
2
3
4
5 purposes of an exenption under that article, as in effect before
6
7
8
9

thirty (30) days after the effective date of this article,

10 furnish notice to the departnent pursuant to the provisions of

11 subsection (a) and furnish such informati on as may be required

12 pursuant to subsections (b), (c) and (d).

13 Secti on 1310. Restricti ons on | nsurance Purchased by

14 Purchasing Groups.--(a) A purchasing group nmay purchase

15 liability insurance for its nenbers who are residents of this

16 Commonweal th only from

17 (1) arisk retention group chartered and licensed in this

18 Commonweal t h;

19 (2) an admitted insurer;

20 (3) arisk retention group not chartered and |licensed in

21 this Commonweal th whi ch has conplied with section 1303; or

22 (4) an eligible surplus lines insurer if the liability

23 insurance is obtained through surplus |ines agents acting

24 pursuant to Article Xl V.

25 (b) The terns of any liability insurance policy obtai ned by

26 a purchasing group shall not provide or be construed to provide

27 insurance coverage prohi bited generally by state statute or

28 declared unl awful by the hi ghest court of the state whose | aw

29 applies to such policy. If the laws of this Commonweal th apply

30 to an insurance policy obtained by a purchasi ng group, the terns
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of that policy shall not provide or be construed to provide

i nsurance coverage prohi bited generally by state statute or

decl ared unl awful by the hi ghest court of this Commonweal th

whi ch has construed such cover age.

(c) A purchasing group which obtains liability insurance

froma nonadnitted insurer that is an eligible surplus |ines

insurer in this Commonwealth or froma risk retention group

shall informeach of the nmenbers of such purchasi ng group which

has a risk resident or located in this Commpnweal th that such

risk is not protected by an i nsurance insolvency guaranty fund

in this Commonweal th, and that such risk retention group or such

nonadnmi tted i nsurer may not be subject to all insurance | aws and

requl ati ons of this Conmmbpnweal t h.

(d) No purchasi ng group nay purchase i nsurance providing for

a deductible or self-insured retenti on applicable to the group

as a whol e; however, coverage may provide for a deductible or

self-insured retenti on applicable to individual nenbers.

(e) Purchases of insurance by purchasi ng groups are subject

to the same standards regardi ng aggregate linmts which are

applicable to all purchases of group insurance.

Section 1311. | nsur ance Conpany | nterest in Purchasing

G oups Doi ng Business in this Conmonweal th Prohibited. --No

insurer, or director, officer or enploye of an insurer, nay have

any interest in a purchasing group doing business in this

Commpnweal th. Prohibited interest includes, but is not limted

to, soliciting nenbers for the purchasi ng group, and bel ongi ng

to the purchasing group as a nenber, provided that nothing in

this section will prohibit a purchasi ng group conposed entirely

of insurers, or directors, officers or enployes of insurers, if

coverage is obtained froma conpany not related to the group
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Section 1312. Taxation of Prem uns Pai d by Purchasing

Groups.--(a) (1) Premuns paid for coverage obtai ned from

adm tted insurers and ri sk retenti on groups doi ng busi ness in

this Commonweal th shall be taxed on the sane basis as prem uns

paid to admtted i nsurers under section 902 of the act of March

4. 1971 (P.L.6, No.2), known as the "Tax Reform Code of 1971."

(2) Prenmiuns paid for coverage obtained froma nonadnitted

insurer in conpliance with this article shall be taxed at the

rate applicable to premiuns paid to surplus |lines insurers

pursuant to section 1421(a).

(b) (1) To the extent that the purchasing group or its

menbers pay prem uns for coverage of risks resident or |ocated

within this Commonwealth to adnmitted i nsurers or risk retention

groups doi ng business in this Commonweal th, the insurer or risk

retenti on group receiving those premuns i s responsi ble for

remtting the tax to the Departnent of Revenue.

(2) To the extent that the purchasing group or its menbers

pay prem uns for coverage of risks resident or |ocated within

this Commonwealth to a nonadnmitted i nsurer, the surplus |ines

agent who pl aces the business shall collect and remt the taxes

for prem uns.

(3) To the extent a surplus |ines agent does not effect

coverage, the purchasing group shall collect and renmit the tax

for coverage of risks resident or located in this Conmbnweal t h.

To the extent the purchasi ng group does not remt the tax, the

pur chasi ng group shall informeach menber of the responsibility

for individual renmttance of the tax.

Section 1313. Adninistrative and Procedural Authority

Regardi ng R sk Retenti on Groups and Purchasi ng G oups. --The
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departnent is authorized to nmake use of any of the powers

est abl i shed under the i nsurance |l aws of this Commonweal th to

enforce the laws of this Commpbnweal th not specifically preenpted

by the R sk Retenti on Anendnents of 1986 (Public Law 99-563, 100

Stat. 3170), including the departnent's adm ni strative authority

to i nvestigate, issue subpoenas, conduct depositi ons and

heari ngs, i ssue orders, inpose penalties and seek injunctive

relief. Wth regard to any i nvestigati on, adm ni Sstrative

proceedings or litigation, the departnent nay rely on the

procedural |laws of this Conmmonweal th. The injunctive authority

of the departnment in regard to risk retention groups is

restricted by the requirenent that any i njunction be i ssued by a

court of conpetent jurisdiction.

Secti on 1314. Duty of Agent or Broker to Obtain License.--

(a) (1) No person, firm association or corporation shall act

or aid in any manner in soliciting, negotiating or procuring

liability insurance in this Commonwealth for a risk retention

group unl ess such person, firm associati on or corporation is

li censed either as an i nsurance agent in accordance with section

603 of the act of May 17, 1921 (P.L.789, No.285), known as "The

| nsur ance Departnent Act of one thousand ni ne hundred and

twenty-one," or as an insurance broker in accordance w th

section 622 of "The | nsurance Departnent Act of one thousand

ni ne hundred and twenty-one."

(2) No person, firm association or corporation shall act or

aid in any nmanner in negotiating or procuring liability

i nsurance in this Commonweal th for a purchasi ng group or for any

of its nmenbers froman admtted insurer or a risk retention

group unl ess such person, firm associ ati on or corporation is

li censed either as an i nsurance agent in accordance with section
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603 of "The | nsurance Departnent Act of one thousand ni ne

hundred and twenty-one," or as an insurance broker in accordance

with section 622 of "The | nsurance Departnent Act of one

t housand ni ne hundred and twenty-one."

(b) (1) No person, firm association or corporation shal

act or aid in any nanner in negotiating or procuring liability

i nsurance froma nonadnmitted i nsurer on behalf of a purchasi ng

group unl ess such person, firm association or corporation is

licensed as a surplus lines agent in accordance with section

(2) Notwi thstandi ng the provisions of section 1415, a

nonresi dent of this Commbnweal th who acts in this Commonweal th

solely on behalf of a purchasing group in obtaining liability

i nsurance wth a nonadnitted insurer is exenpt fromthe

requi renents of maintaining an office in this Conmmonwealth in

order to obtain a surplus lines agent's license for the limted

pur pose of effecting coverage for such purchasi ng group.

(c) Every person, firm association or corporation |licensed

pursuant to the provisions of this section shall inform each

prospective i nsured of the provisions of the notice required by

section 1305(a) in the case of a risk retenti on group and by

section 1310(c) in the case of a purchasi ng group.

(d) This section shall not apply to officers or sal aried

enpl oyes of any risk retention group or purchasi ng group who do

not solicit, negotiate or place risks.

Secti on 1315. Fi nanci al Responsibility.--(a) Wenever,

pursuant to the laws of this Conmmonwealth or any local |law, a

denonstration of financial responsibility is required as a

condition for obtaining a license or permt to undertake

specified activities, if any such requirenent nay be satisfied
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only by obtaining i nsurance coverage froman admtted i nsurer or

nonadmi tted insurer that qualifies as an eligible surplus |ines

i nsurer, such requirenent nmay not be satisfied by purchasi ng

i nsurance froma risk retention group not chartered and |i censed

in this Commonweal th or through a purchasi ng group whi ch has

pur chased coverage froma risk retenti on group not chartered and

licensed in this Commonweal th.

(b) Any risk retention group and any i nsurer who transacts

t he busi ness of insurance in this Commonwealth with a purchasi ng

group or its nmenbers shall not be exenpt fromthe policy formor

coverage requirenents of 75 Pa.C.S. Ch. 17 (relating to

financial responsibility).

Section 1316. Order of United States District Court.--An

order issued by any district court of the United States

enjoining a risk retention group fromsoliciting or selling

i nsurance, or operating in any state, or in all states or in any

territory or possession of the United States, upon a finding

that such a group is in a hazardous financial or financially

i mpai red condition shall be enforceable in the courts of this

Commpnweal t h.

ARTICLE XIV

SURPLUS LI NES

Secti on 1401. Pur pose. --The purpose of this article is to

protect the public interest by:

(1) Protecting persons seeking insurance in this

Commpnweal t h.

(2) Permtting surplus lines insurance to be placed with

reputable and financially sound nonadmtted i nsurers and

exported fromthis Commpnweal th pursuant to this article.

(3) Establishing a system of regul ati on which will permt
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orderly access to surplus lines insurance in this Commbnweal th

and encouragi ng i nsurers to make new and i nnovati ve types of

i nsurance avail able to consuners in this Conmbnweal t h.

(4) Protecting revenues of this Commonweal t h.

Secti on 1402. Definitions.--As used in this article the

foll owi ng words and phrases shall have the nmeani ngs given to

themin this section:

"Admitted insurer." An insurer licensed to do an insurance

busi ness in this Commonweal t h.

"Capital." The term as used in the financial requirenents

of section 1405, neans funds paid for stock or other evidence of

"Commi ssioner." The | nsurance Conmi ssi oner of the

Commpnweal t h.

"Departnent."” The | nsurance Departnent of the Commonweal th.

"Eligible surplus lines insurer." A nonadmtted insurer with

which a surplus lines |licensee nay pl ace surplus |lines insurance

under secti on 1404.

"Export." To place surplus lines insurance with either a

nonadnmi tted insurer or an eligible surplus lines insurer in

accordance with this article.

"I ndependent!|y procured i nsurance." Any insurance which a

resident of this Commonweal th directly neqgoti ates, purchases,

continues or renews fromeither a nonadmtted i nsurer or an

eliqgible surplus lines insurer without securing the services of

an i nsurance agent, broker or surplus lines |icensee, whether

the agent or broker holds a resident or nonresident |icense

i ssued by the departnent.

"Kind of insurance." One of the types of insurance required

to be reported in the annual statenent which nust be filed with
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the departnment by admitted i nsurers.

"Nonadnmitted insurer." An insurer not authorized and not

li censed to do an i nsurance business in this Commonweal th. The

termincludes i nsurance exchanges as aut hori zed under the | aws

of vari ous st ates.

"Produci ng broker." The broker dealing directly with the

party seeki ng i nsurance.

"Pur chasi ng group." An entity forned to purchase liability

i nsurance under the Ri sk Retention Arendnents of 1986 (Public

Law 99-563, 100 Stat. 3170).

"Risk retention group.”" An insurer organi zed to do busi ness

under the R sk Retenti on Anendnents of 1986 (Public Law 99-563,

100 Stat. 3170).

"Surplus." The term as used in the financial requirenents

of section 1405, neans funds over and above liabilities and

capital of the conpany for the protection of its policyhol ders.

"Surplus lines insurance.” Any insurance of risks resident,

| ocated or to be perforned in this Commonweal th, permtted to be

pl aced through a surplus lines |licensee with a nonadnitted

insurer eligible to accept such i nsurance, other than

rei nsurance, wet mari ne and transportati on i nsurance,

i ndependently procured i nsurance, |life and health i nsurance and

annui ti es and coverage obtained fromrisk retenti on groups under

the Ri sk Retenti on Anendnents of 1986 (Public Law 99-563, 100

Stat. 3170).

"Surplus lines licensee." An individual, partnership or

corporation |licensed under section 1415 to place surplus |ines

i nsurance with nonadnmitted insurers eliqgible to accept such

i Nsur ance.

"Wet nmarine and transportation i nsurance." Any of the
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(1) | nsurance upon vessels, crafts or hulls and of interests

therein or with rel ation thereto.

(2) Insurance of marine builder's risks, nmarine war risks

and contracts of nmarine protection and i ndemmity i nsurance.

(3) Insurance of freights and di shursenents pertaining to a

subj ect of insurance comng within this definition.

(4) |Insurance of personal property and interest therein, in

the course of exportation fromor inportation into any country,

or in the course of transportati on coastw se or on inland

waters, including transportation by |and, water or air from

point of origin to final destination, in connection with any and

all risks or periods of navigation, transit or transportation,

and whil e being prepared for and while awaiting shi pnent, and

duri ng any del ays, transshi pnent or reshi pnent incident thereto.

Section 1403. Acting for or Aiding Nonadnitted | nsurers. --

(a) No person in this Commbpnweal th shall directly or indirectly

act as agent for, or otherw se represent or aid on behal f of

anot her, any nonadnitted insurer in the solicitation,

negoti ati on, procurenent or effectuati on of insurance, or

renewal s thereof, or forwardi ng of applications, or delivery of

policies or contracts or inspection of risks, or fixing of

rates, or investigation or adjustnent of clains or | osses, or

collection or forwarding of prem uns, or in any other nmnner

represent or assist such insurer in the transacti on of

i Nsur ance.

(b)Y |If the nonadmtted insurer is not an eligi ble surplus

lines insurer and fails to pay a claimor |oss within the

provi sions of the insurance contract, a person who assi sted or

in any nanner aided, directly or indirectly, in the procurenent
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of the insurance contract shall be liable to the insured for the

full anpunt payabl e under the provi sions of the insurance

contract.

(c) This section does not apply to any of the foll ow ng:

(1) Surplus lines insurance if it is effected and witten

pursuant to this article.

(2) Insurance effected with a nonadm tted i nsurer pursuant

to sections 1406 and 1410.

(3) Transactions for which a certificate of authority to do

busi ness is not required of an insurer under the insurance | aws

of this Commopnweal t h.

(4) Rei nsurance.

(5) Wet nmarine and transportati on i nsurance.

(6) Transactions subsequent to i ssuance of a policy not

covering donestic risks at time of issuance and |lawfully

solicited, witten or delivered outside of this Conmbnweal th.

(7) Transactions involving risk retenti on groups chartered

and |icensed outside of this Commonweal t h.

Secti on 1404. Pl acement of Surplus Lines |nsurance.--

| nsurance nmay be procured through a surplus lines |icensee from

nonadnmitted insurers if the followi ng requirenents are net:

(1) Each insurer is an eligible surplus lines insurer.

(2) The placenent satisfies the criteria set forth in at

| east one of the foll owi ng subpar agr aphs:

(i) The full anmpunt or kind of insurance cannot be obtai ned

fromadmtted i nsurers. Such full anmpunt or kind of insurance,

or any portion thereof, may be procured fromeligi bl e surplus

lines insurers, provided that a diligent search is made anbng

the admtted insurers who are witing the particul ar ki nd of

i nsurance in this Commonweal t h.

19910H1670B1967 - 101 -



(ii) The full anmpount or kind of insurance cannot be obtai ned

fromany admtted i nsurers because no such insurers are witing

t hat ki nd of insurance.

(iii) The kind of insurance sought to be obtained from

adm tted insurers requires a uni que form of coverage not

available in the adm tted narket.

(3) The policy or contract formused by the i nsurer does not

differ materially frompolicies or contracts custonmarily used by

adm tted insurers for the kind of insurance involved. Coverage

may be placed in an eliqgible surplus lines insurer using a

uni que formor policy designed for the kind of insurance if a

copy of such formis filed with the departnent by the surpl us

lines licensee desiring to use it sinultaneously with the

affidavit required by section 1409.

(4) Al other requirenents of this article are net.

Secti on 1405. Requi renents for Eligi ble Surplus Lines

Insurers.--(a) No surplus lines |icensee shall place any

coverage with a nonadnmitted i nsurer unless, at the tine of

pl acenent, such nonadmnmi tted i nsurer

(1) |Is of good repute and financial inteqrity.

(2) CQualifies under any of the foll owi ng subpar agr aphs:

(i) Has policyhol der surplus equal to or greater than two

tinmes the m ninum capital and surplus required to be fully

licensed in this Coommponweal th. Two years fromthe effective date

of this article is granted to all ow those nonadm tted i nsurers

which are eligible surplus lines insurers on the effective date

of this article to achieve this capital and surplus requirenent.

If an alien insurer, as defined by the act of Decenber 10, 1974

(P.L.804, No.266), referred to as the Alien |nsurer

Donestication Law, it shall naintain in the United States an
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irrevocable trust fund in either a nati onal bank or a nmenber of

the Federal Reserve System in an anpunt not | ess than that

currently required by a national associ ati on of insurance

conmmi ssioners for the protection of all of its policyholders in

the United States, and such trust fund consists of cash,

securities, letters of credit or investnents of substantially

the sane character and quality as those which are eligible

i nvestnents for admtted i nsurers authorized to wite |ike kinds

of insurance in this Commonweal th. Such trust fund will be in

addition to the capital and surplus required in this

subpar agr aph and shall have an expiration date which at no tine

shall be |l ess than five years.

(ii) |Is any unincorporated group of alien individual

insurers that maintains a trust fund of not |less than fifty

mllion ($50, 000, 000) dollars as security to the full anpunt

thereof for all policyholders and creditors in the United States

of each nenber of the group. Such trust funds shall |ikew se

conmply with the terns and conditi ons established in subparagraph

(i) for alien insurers.

(iii) |Is an insurance exchange created by the | aws of

i ndi vidual states that nmintains capital and surplus, or the

substanti al equival ent thereof, of not less than fifteen mllion

($15, 000, 000) dollars in the aggregate. For insurance exchanges

whi ch mai ntain funds for the protection of all insurance

exchange policyhol ders, each individual syndicate shall nmintain

m ni num capi tal and surplus, or the substantial equival ent

thereof, of not less than one nmllion five hundred thousand

($1, 500, 000) dollars. In the event the i nsurance exchange does

not nmaintain funds for the protection of all insurance exchange

pol i cyhol ders, each individual syndicate shall neet the m ni num
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capi tal and surplus requirenents of subparagraph (i).

(3) Has provided to the departnent a copy of its current

annual financial statenent certified by such insurer, such

statenent to be provided no nore than thirty (30) days after the

date required for filing an annual financial statenent in its

domiciliary jurisdiction and which is either:

(i) certified by the requlatory authority in the domcile of

the insurer; or

(ii) certified by an accounting or auditing firmlicensed in

the jurisdiction of the insurer's domcile.

In the case of an insurance exchange, the statenent may be an

agqregate statenent of all underwriting syndi cates operating

during the period reported.

(b)) In addition to neeting the requirenents in subsection

(a), a nonadm tted i nsurer shall be an eliqgible surplus |ines

insurer if it appears on the nost recent list of eligible

surplus lines insurers published by the departnent fromtine to

tinme but at | east semannually. Nothing in this secti on shal

require the departnment to place or maintain the nane of any

nonadnmitted insurer on the list of eliqgible surplus |ines

i nsurers.

Section 1406. O her Nonadnmitted |Insurers.--Only that

portion, not to exceed twenty-five per centum (25%, of any risk

eliqgible for export for which the full anpunt of coverage i S not

procurable fromeither adnmtted i nsurers or eligible surplus

lines insurers may be placed with any other nonadm tted i nsurer

whi ch does not appear on the list of eligible surplus |ines

i nsurers published by the departnent pursuant to section 1405(b)

but nonet hel ess neets the requirenents set forth in section

1405(a) and any requl ati ons of the departnent. The surplus |ines
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|i censee seeking to provide coverage through a nonadnitted

i nsurer which is not an eligible surplus lines insurer shal

make a filing specifying the anobunt and percentage of each risk

along with a full explanation of why the ri sk could not be

pl aced with adnmtted or eligible surplus |lines insurers and

nam ng the nonadm tted i nsurer with which placenent is intended.

At the tine of presenting a quotation to the insured, the

surplus lines |licensee shall present to the insured, or to the

produci ng broker, witten notice that a portion of the insurance

will be placed with such nonadnitted i nsurer.

Section 1407. Wthdrawal of Eligibility froma Surplus Lines

Insurer.--1f at any tinme the departnent has reason to believe

that an eligible surplus lines insurer:

(1) is in unsound financial condition;

(2) is no longer eliqgible under secti on 1405;

(3) has wilfully violated the |aws of this Commpbnweal t h; or

(4) does not nmake reasonably pronpt paynent of just | osses

and clains in this Commbpnweal th or el sewhere;

the department nay declare it ineligible. The departnent shal

pronptly nmail notice of all such decl arati ons to each surpl us

lines licensee and, in the event the departnent's action is

based upon paragraph (4), the notice shall be i ssued at | east

thirty (30) days prior to the effective date of the w t hdrawal

of eligibility.

Section 1408. Surplus Lines Licensee's Duty to Notify

Insured.--At the tine of presenting a quotation to the insured,

the surplus lines |licensee shall present to the insured, or to

t he produci ng broker, witten notice that the i nsurance, or a

porti on thereof, involves placenent with nonadnmtted i nsurers.

The |icensee shall, either directly or through the producing
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broker, give notice to the insured that:

(1) the insurer with which the |icensee pl aces the insurance

is not |licensed by the Pennsyl vani a | nsurance Departnent and i s

subject to its limted requl ati on; and

(2) in the event of the insolvency of an eligi bl e surplus

lines insurer, losses will not be paid by the Pennsyl vani a

| nsur ance @Quar anty Associ ati on.

Secti on 1409. Decl arations.--(a) In the case of each

pl acenent of insurance in accordance with this article:

(1) Wthin thirty (30) days after the surplus lines |icensee

has pl aced i nsurance with an eligible surplus |lines insurer, the

pr oduci ng broker must execute and forward to the surplus |ines

licensee a witten statenent, in a form prescri bed by the

departnent, declaring that:

(i) Adligent effort to procure the desired coverage from

adm tted i nsurers was nnde.

(ii) The insured was expressly advised, in witing, prior to

pl acenent of the insurance that:

(A) the insurer with whomthe insurance is to be placed is

not adnmitted to transact business in this Conmbnwealth and is

subject to limted requl ati on by the departnment; and

(B) in the event of the insolvency of the insurer, |osses

will not be paid by the Pennsyl vani a | nsurance Guaranty

Associ ati on.

This witten declaration shall be open to public inspection.

(2) Wthin forty-five (45) days after i nsurance has been

placed in an eligible surplus lines insurer, the surplus |lines

li censee shall file with the departnent a witten decl arati on of

his | ack of know edge of how the coverage coul d have been

procured fromadmtted i nsurers. The surplus lines |icensee
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shal |l sinultaneously file the witten declarati on of the

produci ng broker, as set forth in paragraph (1).

(3) In a particular transacti on where the produci ng broker

and surplus lines licensee are one in the sane entity, he shal

execute both decl arati ons.

(b) Subsection (a) shall not apply to any i nsurance whi ch

has been pl aced conti nuously with an eliqgible surplus |ines

insurer for a period of at | east three consecutive vyears

i mmedi ately precedi ng the current placenent. However, within

forty-five (45) days after insurance has been placed with an

eligible surplus lines insurer, the surplus lines |icensee shal

file with the departnent his witten declaration on a form

prescri bed by the departnent.

Secti on 1410. Exenpt Risks.--(a) The diligent search

requi renents of section 1404(2), the reporting requirenents of

section 1409(a) and the twenty-five per centum (25% limtation

of section 1406 are not applicable to pl acenents of insurance

with nonadmitted insurers for risks of an i nsured which neets at

| east three of the foll owi ng requirenments:

(1) The insured enploys a full-time ri sk nanager or

contracts for services froma qualified ri sk managenent service.

(2) The insured has gross sales in excess of one hundred

mllion ($100, 000, 000) doll ars.

(3) The insured reqularly enploys in excess of 250 full-tine

enpl oyes.

(4) The insured has assets in excess of one hundred nmillion

($100, 000, 000) dol | ars.

(5) The insured has i nsurance prem uns for property and

casual ty i nsurance, excluding enpl oye benefits, in excess of two

hundred fifty thousand ($250,000) doll ars.
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(6) The insured is seeking insurance for risks resident,

| ocated or to be perforned in one or nore states other than this

Commpnweal th, and the portion of the total risk ascribable to

states other than this Commonweal th exceeds fifty per centum

(509 .
(b)Y (1) The diligent search requirenent of section 1404(2)

and the reporting requirenents of section 1409(a) are not

applicable to placenents of insurance with eligible surplus

lines insurers for:

(i) Risks of nenbers of a purchasi ng group established under

the Ri sk Retenti on Anendnents of 1986 (Public Law 99-563, 100

Stat. 3170) if all of the insured nenbers of the purchasing

group are covered under its group policy or if the nenbers are

addi ti onal nanmed i nsureds under the group's policy.

(ii) Risks of nenbers of a risk retenti on group established

under the R sk Retenti on Anendnents of 1986.

(2) Wthin forty-five (45) days after i nsurance has been

pl aced with an eligible surplus lines insurer for nenbers of a

pur chasi ng group or risk retention groups by a surplus |ines

li censee, the |licensee shall file with the departnment his

witten declaration, reporting the transacti on on a form

prescri bed by the departnent.

Section 1411. Surplus Lines Advisory Organi zations.--(a) A

surplus |lines advi sory organi zati on of surplus lines |icensees

may be forned to:

(1) Facilitate and encourage conpliance by its nenbers with

the laws of this Commpbnwealth and the rul es and requl ati ons of

the departnment relative to surplus |lines insurance.

(2) Provide neans for the exam nati on, which shall renmin

confidential, of all surplus |lines coverages witten by its
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menbers to determ ne whether such coverages conply with such

| aws and requl ati ons.

(3) Communicate with organi zati ons of admtted insurers with

respect to the proper use of the surplus |lines nmarket.

(4) Receive and dissenminate to its nenbers i nformati on

relative to surplus |lines insurance.

(b)Y The functions of the organi zati on shall in no way

suppl ant or del egate current requlatory authority of the

departnent to adm nister the provisions of this article.

(c) Each such advi sory organi zation shall file with the

departnent for approval:

(1) A copy of its constitution, its articles of agreement or

association or its certificate of incorporation.

(2) A copy of its bylaws, rules and requl ati ons gover ni ng

its activities.

(3) A-current list of its nenbers.

(4) The nane and address of a resident of this Commonweal th

upon whom notices or orders of the departnent or processes

i ssued at its direction nay be served.

(5) An agreenent that the departnent nay exani ne such

advi sory organi zation in accordance with the provisions of this

secti on.

(d) The departnent shall, at | east once every four years,

make or cause to be nade an exam nati on of each such advi sory

organi zati on. The reasonabl e cost of any such exani nati on shal

be paid by the advi sory organi zati on upon presentation to it by

the department of a detail ed account of each cost. The officers,

managers, agents and enpl oyes of such advi sory organi zati on nay

be exanmi ned at any tine, under oath, and shall exhibit al

books, records, accounts, docunents or aqgreenents governing its
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met hod of operation. The departnent shall furnish two copi es of

the exam nation report to the advi sory organi zati on exani ned and

shall notify such organi zation that it may, within twenty (20)

days thereof, request a hearing on the report or on any facts or

reconmendati ons therein. |If the departnent finds such advi sory

organi zati on or any nenber thereof to be in violation of this

article, it may i ssue a cease and desi st order requiring the

di sconti nuance of such violation and nay i npose any ot her

penalties as set forth in this article.

(e) The departnent nmay contract with a surplus |ines

advi sory organi zati on to render advi ce and assi stance in

carrying out the purposes of this article. The services

perforned by the advi sory organi zati on pursuant to such contract

may be funded by a stanping fee assessed on each surplus |ines

pol i cyhol der whose policy is submtted to the advi sory

organi zati on. The stanping fee shall be established by the board

of governors of the advi sory organi zation, fromtine to tine,

and shall be subject to approval by the departnent.

(f) The advisory organi zati on nmay subnit reports and nmake

reconmendati ons to the departnent regardi ng the financi al

condition of any eliqgible surplus lines insurer. These reports

and recommendati ons shall not be considered to be public

i nformati on or subject to any Federal or State freedom of

information | aw. There shall be no liability on the part of, nor

shal|l any cause of action of any nature be sustai ned agai nst,

eliqgible surplus lines insurers, the advi sory organi zati on or

its nenbers, agents, enployes or directors, or the departnent or

aut hori zed representati ves of the departnent, for statenents and

any reports or reconmmendati ons made by themin good faith under

this section.
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(g) By order of the departnent, a surplus lines |icensee nay

be conpelled to join an advi sory organi zati on as a condi ti on of

continued |licensure under this article.

Section 1412. Evi dence of |nsurance.--(a) Upon pl aci ng

surplus lines insurance, the surplus lines |icensee shal

deliver to the insured or the produci ng broker the contract of

i nsurance. |f the contract of insurance is not i medi ately

avai |l abl e, a cover note, binder or other evidence of insurance

shall be delivered by the surplus lines |licensee to the insured

or the produci ng broker and shall, at a m ni num show the

descri ption and | ocati on of the subject of insurance, coverages,

i ncluding any material linmtations other than those in standard

fornms, the premiumand rate charged and taxes to be coll ected

fromthe insured, the nane and address of the insured and the

eliqgible surplus lines insurer and other nonadm tted insurer

i nvol ved under section 1406 and proportion of the risk assuned

by each, and the nane of the surplus lines |icensee.

(b) No surplus lines |licensee shall bind or provide evidence

of insurance unl ess he has authority fromthe eligi bl e surpl us

lines insurer or other nonadmtted i nsurer to bind the risk or

has received information fromthe insurer in the regqul ar course

of business that it has assuned the ri sk.

(c) |If, after delivery of any such evi dence of insurance,

there is any change in the identity of the eligible surplus

lines insurer, or the proportion of the risk assuned by any

nonadnmi tted i nsurer, or any other material change in coverage as

stated in the surplus lines |licensee's original evidence of

i nsurance, or any other nmaterial change as to the insurance

coverage so evidenced, the surplus lines |licensee shall pronptly

i ssue and deliver to the insured or to the original produci ng
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broker an appropri ate substitute for, or endorsenent of, the

ori gi nal document accurately showi ng the current status of the

coverage and the i nsurer responsi bl e thereunder.

(d) Every evidence of insurance negoti ated, placed or

procured under the provisions of this article i ssued by the

surplus lines |licensee shall bear the nane of the |icensee and

the following |l egend in 10-point type: "The insurer which has

i ssued this insurance is not |licensed by the Pennsyl vani a

| nsur ance Departnent and is subject to linmted requlation. This

i nsurance i s NOT covered by the Pennsyl vani a | nsurance GQuaranty

Associ ati on."

Section 1413. Valid Surplus Lines |nsurance.--Contracts of

i nsurance procured under this article shall be valid and

enforceable as to all parties. Nothing in this article shall be

interpreted to prevent an insured fromenforcing his rights

under the terns and conditions of a contract of insurance

entered into in violation of this article.

Secti on 1414. Ef fect of Paynent to Surplus Lines Licensee.--

A paynment of premiumto the produci ng broker or to a surpl us

lines |licensee acting for a person other than hinself in

negoti ati ng, continuing or review ng any contract of insurance

under this article shall be deened to be paynent to the insurer,

what ever conditions or stipulations may be inserted in the

contract notw t hst andi ng.

Secti on 1415. Li censi ng of Surplus Lines Licensee.--(a) No

agent or broker licensed by the departnent shall transact

surplus lines insurance with any nonadm tted i nsurer unl ess such

agent or broker possesses a valid surplus |lines agent's |icense

i ssued by the departnent.

(b)Y The departnent shall issue a surplus |lines agent's
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license to any resident of this Commonweal th who is a qualified

hol der of a current property and casualty broker's |license, but

only when the broker has conplied with the foll ow ng:

(1) Renmtted the license fee to the departnent.

(2) Subnitted a properly conpleted |icense applicati on on a

form supplied by the departnent.

(3) Passed a qualifying exam nati on approved by the

departnent, except that all holders of a license prior to the

effective date of this article shall be deened to have passed

such an exani nati on.

(4) Filed with the departnent, and nai ntai ned concurrent

with the termof the license, in force and uninpaired, a bond in

favor of the Commpbnweal th of Pennsylvania in the penal sum of at

| east fifty thousand ($50,000) dollars, aggreqgate liability,

with corporate sureties approved by the departnent. The bond

shall be conditioned that the surplus lines |licensee wl|

conduct business in accordance with the provisions of this

article and will pronptly remt the taxes as provided by | aw. No

bond shall be term nated except for nonpaynent of prem uns.

Term nation notice shall be given to the surplus lines |icensee

and to the departnent at least thirty (30) days prior to the

term nati on date.

(c) Corporations and partnerships shall be eligible to be

resident surplus lines |licensees, upon the foll owi ng conditions:

(1) The corporation or partnership |licensee shall |ist al

enpl oyes, including at | east one active officer or partner, who

have satisfied the requirenents of this article to becone

surplus lines |icensees.

(2) Only those enpl oyes resident in this Conmonweal t h

holding a certificate of eligibility may transact surplus |ines
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i NsSur ance.

(d) Each surplus lines |license shall expire on the | ast day

of February of each year and shall be renewed before March 1 of

each year upon paynent of the annual fee, in conpliance with

ot her provisions of this section. Any surplus lines |icensee who

fails to apply for renewal of a |license before expiration of the

current license shall pay a penalty of two tines the |license fee

and be subject to other penalties as provided by | aw before his

license will be renewed.

Section 1416. Surplus Lines Licensees May Accept Busi ness

fromBrokers.--A surplus lines |licensee may ori gi nate surpl us

li nes i nsurance or accept such insurance from any broker duly

li censed as to the kind or kinds of insurance involved, and the

surplus lines |licensee may conpensate such broker therefor.

Section 1417. Conpliance with Law by Two or Mre Surpl us

Li nes Licensees.--(a) Wwen two or nore surplus lines |licensees

are involved in a transaction subject to this article, the

surplus lines licensee dealing directly with or closest to the

insured i s responsi ble for conpliance with sections 1404, 1408,

1409, 1412, 1419 and 1421.

(b)Y This provision shall not serve to relieve any surpl us

lines licensee involved in any transacti on subject to this

article fromconpliance with any other section of this article.

Section 1418. Surplus Lines Licensee w th Bindi ng

Aut hority.--Any surplus lines |licensee who is granted bindi ng or

underwriting authority by an eligible surplus |lines insurer

shall be subject to requl ati ons and rul es pronul gated, fromtine

to tine, by the departnent.

Secti on 1419. Records of Surplus Lines Licensee.--(a) Each

surplus lines |licensee shall keep in its office in this
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1 Commonwealth a full and true record of each surplus |lines

2 insurance contract placed by or through it, including a copy of
3 the policy, certificate, cover note or other evidence of

4 insurance, showi ng such of the following itenms as nmay be

5 applicable:

6 (1) Amount of the insurance and perils insured.

7 (2) Brief description of the risk insured and its |ocation.
8 (3) Goss prem um charged.

9 (4) Any return prenm um paid.

10 (5) Rate of premi umcharged for each risk insured.

11 (6) Effective date and terns of the contract.

12 (7) Nane and address of the insured.

13 (8) Nane and address of the eligible surplus lines insurer
14 and any nonadnitted insured involved pursuant to section 1406.
15 (9) Amunt of tax and other suns to be collected fromthe
16 insured.

17 (10) ldentity of the producing broker, any confirmng

18 correspondence fromthe insurer or its representative and the
19 application.
20 (11) A copy of the witten notice required by section 1408.
21 (b) The record of each contract shall be kept open at al
22 reasonable tinmes to exam nation by the departnment w thout notice
23 for a period of not less than five years follow ng tern nation
24 of the contract.
25 Section 1420. Monthly Reports.--Wthin thirty (30) days
26 following the end of each nonth, each surplus lines |licensee
27 shall file with the departnent, on forns prescribed by the
28 departnent, a verified report in duplicate of all surplus |ines
29 insurance transacted during the precedi ng nonth.
30 Section 1421. Surplus Lines Tax.--(a) There is hereby
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levied a tax of three per centum (3% on all prem uns charged

for insurance which is placed with either an eliqgi bl e surpl us

lines insurer (other than a risk retenti on group) or other

nonadnmi tted i nsurer in accordance with this article, such taxes

to be based on the gross prem uns charged | ess any return

premiuns. This tax shall be in addition to the full anmnount of

the gross prem um charged by the insurer for the i nsurance. The

tax on any unearned portion of the premiumshall be returned to

t he i nsur ed.

(b) Neither the surplus lines |licensee, nor the produci ng

broker, shall pay directly or indirectly such tax or any portion

thereof, either as an i nducenent to the insured to purchase the

i nsurance or for any other reason.

(c) The surplus lines licensee shall collect fromthe

i nsured or the produci ng broker the anount of the tax at the

tinme of delivery of the initial policy, cover note or other

evi dence of insurance or at such tine thereafter as is

reasonably consistent with normal credit terns customary in the

busi ness. Each surplus lines |licensee shall, on or before

January 31 of each vyear, file with the Departnment of Revenue a

report of all transactions involving the placenent of insurance

with either an eligible surplus |lines insurer or other

nonadmi tted i nsurers during the previous cal endar year. The

report shall set forth the nane of the insured, identification

of the insurer, the type of insurance, gross prem uns charged

|l ess any return premuns all owed and the tax due as provided in

this section. The remttance for the taxes due shall acconpany

this report. Such report shall be nade on forns prescri bed and

furni shed by the Departnent of Revenue. A copy of the report

shall be filed with the comm ssi oner by the surplus |ines
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| i censee.

(d) In the event that a pl acenent of insurance invol ves

subj ects of insurance resident, |located or to be perforned in

one or nore states other than this Conmpbnweal th, then the

prem um taxes provided for in this section shall be |l evied only

on that portion of the prem umreasonably ascri bable to that

portion of the risk situated in this Commbnweal t h.

(e) Wth respect to i nsurance placed with or i ssued by a

ri sk retention group which is an eligible surplus |lines insurer,

there is hereby levied a tax of two per centum (2% on al

prem uns charged for risks resident, |ocated or to be perforned

in this Commpnweal th. The risk retenti on group shall be

responsi ble for the paynent of the taxes levied in this article

in accordance with procedures set forth in Article Xl I1.

(f) The settlenent and resettl enent of taxes i nposed by this

article, including the granting of extensions of tinme to file

reports and the rights of the taxpayers to present and prosecute

a petition for resettlenent, a petition for review or an appeal

to court or to file a petition for refund and the i nposition of

i nterest and penalties, shall be governed by the provisions of

the act of March 4, 1971 (P.L.6, No.2), known as the "Tax Reform

Code of 1971," as approved in the case of capital stock and

franchi se t axes.

Section 1422. Tax on | ndependently Procured |nsurance. --The

tax provided by section 1421(a) is i nposed upon an i nsured who

procures i nsurance on a subject of insurance resident, |ocated

or to be perfornmed in this Commonwealth froma nonadnitted

i nsurer or continues or renews such insurance, other than

i nsurance procured through a surplus lines |icensee in

accordance with this article. The insured shall, within thirty
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(30) days after the date when such i nsurance was procured,

conti nued or renewed, report such transaction on forns

prescri bed by the Departnent of Revenue. This report shall set

forth the informati on required of surplus lines |icensees as

required in section 1421(c). The tax of three per centum (3%

shall be paid on the date the report is due as provided in this

section. If the i ndependently procured insurance covers ri sks

resident, |ocated or to be perforned in one or nore states other

than this Commonweal th, the premi um taxes shall be prorated in

accordance with provisions in section 1421(d). A copy of such

report shall be filed with the conmm ssi oner by the insured.

Secti on 1423. Suspensi on, Revocati on or Nonrenewal of

Surplus Lines Licensee's License.--The departnent may suspend,

revoke or refuse to renew the |license of a surplus |ines

li censee after notice and a hearing, as provi ded under the

applicable provision of the laws of this Commpbnweal th, upon any

one or nore of the foll owi ng grounds:

(1) Renpval of the resident surplus lines |icensee's office

fromthis Commonweal th.

(2) Renpval of the resident surplus lines |licensee's

accounts and records fromthis Conmmonweal th during the peri od

duri ng whi ch such accounts and records are required to be

mai nt ai ned under section 1419.

(3) Cdosing of the surplus lines |licensee's office for a

period of nore than thirty (30) busi ness days, unl ess perni ssion

is granted by the departnent.

(4) Failure to make and file required reports.

(5) Failure to transnmit required tax on surplus |ines

(6) Failure to maintain required bonds.
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(7) Failure to remit prenmuns due insurers or return

prem uns due insureds in the normal course of business and

within reasonable tine limts.

(8) Violation of any provision of this article.

(9) For any other cause for which an i nsurance agent's or

broker's |icense could be deni ed, revoked or suspended or

ref used upon renewal .

Section 1424. Service of Process in Actions Agai nst Surpl us

Lines Insurer.--(a) An eliqgible surplus lines insurer may be

sued upon any cause of action arising in this Conmonweal th under

any surplus lines i nsurance contract nade by it or evidence of

i nsurance i ssued or delivered by the surplus lines |icensee.

Servi ce of process shall be made pursuant to the procedures

provided by 42 Pa.C.S. Ch.53 Subch. B (relating to interstate

and i nternational procedure). Any such policy delivered by the

surplus lines |licensee shall contain a provision stating the

substance of this section and desi gnati ng the person to whom

process shall be mail ed.

(b)Y Each nonadmitted i nsurer accepting surplus |ines

i nsurance shall be deened thereby to have subjected itself to

accepti ng service of process under 42 Pa.C.S. Ch.53 Subch. B

(c) The service of process procedures provided in this

section are in addition to any other nethods provided by | aw for

servi ce of process upon i nsurers.

Secti on 1425. Penalties.--(a) Any surplus lines |icensee

who, in this Commonweal th, represents or aids a nonadmtted

insurer in violation of this article conmts a m sdemeanor of

the third degree and shall, upon conviction, be sentenced to pay

a fine of not nore than one thousand ($1,000) doll ars.

(b)) In addition to any other penalty provided for in
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subsection (a) or otherw se provided by | aw, including any

suspensi on, revocation or refusal to renew a |license, any

person, firm association or corporation violating any provision

of this article shall be liable to a civil penalty not exceedi ng

one thousand ($1,000) dollars for the first offense, and not

exceedi ng two thousand ($2,000) dollars for each succeedi ng

of f ense.

(c) The penalties in this section are not excl usive

renedi es. Penalties may al so be assessed under the act of July

22, 1974 (P.L.589, No.205), known as the "Unfair |nsurance

Practices Act," and any other applicabl e statute.

ARTI CLE XV.

LI FE AND HEALTH | NSURANCE

GUARANTY ASSOCI ATl ON

Secti on 1501. Pur pose. --The purpose of this article is to

protect, subject to certain linmtations, the persons specified

in section 1503(a) against failure in the perfornmnce of

contractual obligations, under |life and health insurance

policies and annuity contracts specified in section 1503(b),

because of the inpairnent or insolvency of the nenber insurer

that i ssued the policies or contracts. To provide this

protecti on, an association of insurers is created to pay

benefits and to conti nue coverages as linmted herein, and

menbers of the association are subject to assessnent to provide

funds to carry out the purpose of this article.

Secti on 1502. Definitions.--As used in this article the

foll owi ng words and phrases shall have the nmeani ngs given to

themin this section:

"Account." Any of the two accounts created under section
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"Associ ation." The Pennsylvania Life and Health | nsurance

Guar anty Associ ati on created under secti on 1504.

"Commi ssioner." The | nsurance Conmi ssi oner of the

Commpnweal t h.

"Contractual obligation." Any obligati on under a policy or

contract or certificate under a group policy or contract, or

portion thereof, for which coverage is provi ded under section

"Covered policy." Any policy or contract within the scope of

this article under section 1503.

"Departnent."” The | nsurance Departnent of the Commonweal th.

"Enpl oyee Retirenent | ncone Security Act of 1974" or "ERI SA."

The Enpl oyee Retirenent | nconme Security Act of 1974 (Public Law

93-406, 29 U.S.C. 8§ 1001 et seq.).

"Inmpaired insurer." A nenber insurer which, after the

effective date of this article, is not an insolvent insurer,

and;

(1) is deened by the | nsurance Comm ssioner to be potentially

unable to fulfill its contractual obligations; or

(2) is placed under an order of rehabilitati on or

conservation by a court of conpetent jurisdiction.

"I nsol vent insurer." A nenber insurer which after the

effective date of this article is placed under an order of

i quidation by a court of conpetent jurisdiction with a finding

of insol vency.

"I nternal Revenue Code of 1986." The |Internal Revenue Code

of 1986 (Public Law 99-514, 26 U S.C. § 1 et seq.).

"Menber insurer." Any insurer licensed or which holds a

certificate of authority to transact in this Commonweal th any

ki nd of insurance for which coverage is provi ded under section
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1503 and i ncludes any insurer whose |license or certificate of

authority in this Commbnweal th may have been suspended, revoked,

not renewed or voluntarily withdrawn. The term does not incl ude

any of the foll ow ng:

(1) A nonprofit hospital or nedical service organi zation

(2) A health mai ntenance organi zati on.

(3) A fraternal benefit society.

(4) A nandatory State pooling pl an.

(5) A nutual assessnent conpany or any entity that operates

on an assessnent basi s.

(6) An insurance exchange.

(7) Any entity simlar to any of the above.

"Moody's Corporate Bond Yield Average." The Mnthly Average

Cor porates as published by Mody's | nvestors Service, Inc., or

any successor thereto.

"Person." Any individual, corporation, partnershinp,

associ ati on or voluntary organi zati on.

"Premiuns." The anounts recei ved on covered policies or

contracts | ess prem uns, considerati ons and deposits returned

t hereon, and | ess di vidends and experi ence credits thereon. The

term does not include any anmounts received for any policies or

contracts or for the portions of any policies or contracts for

whi ch coverage i s not provided under section 1503(b) except that

assessabl e prem um shall not be reduced on account of sections

1503(b)(2)(ii) relating to interest limtati ons and

1503(c)(1)(ii) relating to limtations with respect to any one

i ndi vidual, any one partici pant and any one contract hol der. The

term does not include any premuns in excess of five nmllion

($5, 000, 000) dollars on any unal |l ocated annuity contract not

i ssued under a governnental retirenent plan established under
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section 401, 403(b) or 457 of the Internal Revenue Code of 1986

(Public Law 99-514, 26 U S.C. 8 1 et seq.).

"Resident." Any person who resides in this Comonweal th at

the tine a nenber insurer is deternined to be an i npaired or

i nsol vent insurer and to whom a contractual obligation is owed.

A person nay be a resident of only one state, which in the case

of a person other than a natural person shall be its principal

pl ace of busi ness.

"Suppl enental contract." Any agreenent entered into for the

di stribution of policy or contract proceeds.

"Unal | ocated annuity contract.”" Any annuity contract or

group annuity certificate which is not issued to and owned by an

i ndi vidual, except to the extent of any annuity benefits

guaranteed to an individual by an i nsurer under such contract or

certificate.

Section 1503. Coverage and Limtations.--(a) This article

shal | provide coverage to the foll owi ng persons for the policies

and contracts specified in subsection (b):

(1) To persons who, reqgardl ess of where they reside, except

for nonresident certificate hol ders under group policies or

contracts, are the beneficiaries, assignees or payees of the

per sons covered under paragraph (2).

(2) To persons who are owners of or certificate hol ders

under these policies or contracts or, in the case of unall ocated

annuity contracts, to the persons who are the contract hol ders,

(i) are residents; or

(ii) are not residents, but only under all of the foll ow ng

condi ti ons:

(A the insurers which i ssued such policies or contracts are

19910H1670B1967 - 123 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

domiciled in this Conmmbnweal t h;

(B) such insurers never held a |license or certificate of

authority in the states in which such persons reside;

(C) these states have associations simlar to the

associ ation created by this article; and

(D) these persons are not eligible for coverage by those

associ ati ons.

(b)Y (1) This article shall provide coverage to the persons

specified in subsection (a) for direct, nongroup life, health,

annui ty and suppl enental policies or contracts, for certificates

under direct group policies and contracts, and for unall ocated

annuity contracts i ssued by nenber insurers, except as |limted

by this article. Annuity contracts and certificates under qgroup

annuity contracts include, but are not limted to, quaranteed

i nvest nent contracts, deposit adm nistrati on contracts,

unal | ocated fundi ng agreenents, allocated fundi ng agr eenents,

structured settl enent agreenents, lottery contracts and any

i mmedi ate or deferred annuity contracts.

(2) This article shall not provide coverage for any of the

(i) Any portion of a policy or contract not guaranteed by

the insurer, or under which the risk is borne by the policy or

contract hol der.

(ii) Any policy or contract of reinsurance, unless

assunption certificates have been issued.

(iii) Any portion of a policy or contract to the extent that

the rate of interest on which it is based:

(A) averaged over the period of four (4) years prior to the

date on which the associ ati on becones obligated with respect to

such policy or contract, exceeds a rate of interest determ ned
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by subtracting two (2) percentage points from Mboody's Corporate

Bond Yi eld Average averaged for the sane four-year period or for

such | esser period if the policy or contract was issued | ess

than four (4) vyears before the associ ati on becane obli gated; and

(B) on and after the date on which the associ ati on becones

obligated with respect to such policy or contract, exceeds the

rate of interest determ ned by subtracting three (3) percentage

poi nts from Mbody's Corporate Bond Yield Aver age as nost

recently avail abl e.

(iv) Any plan or program of an enpl oyer, associ ati on or

simlar entity to provide life, health or annuity benefits to

its enpl oyes or nenbers to the extent that such plan or program

is self-funded or uninsured, including, but not limted to,

benefits payabl e by an enpl oyer, association or simlar entity

(A a Miultiple Enmpl oyer Wel fare Arrangenent as defined in

section 514 of the Enpl oyee Retirenent | ncone Security Act of

1974,

(B) a mnimum prem um group i nsurance pl an;

(C) a stop-loss group i nsurance plan; or

(D) an admi nistrative services only contract.

(v) Any portion of a policy or contract to the extent that

it provides dividends or experience rating credits, or provides

that any fees or all owances to be paid to any person, incl uding

the policyhol der or contract holder, in connection with the

service to or adm nistrati on of such policy or contract.

(vi) Any policy or contract issued in this Commpbnwealth by a

menber insurer at a tine when it was not |licensed or did not

have a certificate of authority to i ssue such policy or contract

in this Conmpbnweal t h.
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(vii) Any unallocated annuity contract i ssued to an enpl oye

benefit plan protected under the Federal Pensi on Benefit

Guar anty Cor por ati on.

(viii) Any portion of any unall ocated annuity contract which

is not issued to or in connection with a specific enploye, union

or associ ation of natural persons benefit plan or a gover nnent

(c) (1) The benefits for which the associ ati on may becone

liable shall in no event exceed the | esser of:

(i) the contractual obligations for which the insurer is

l'i able or woul d have been liable if it were not an inpaired or

i nsol vent insurer; or

(ii) (A Wth respect to any one life, regardl ess of the

nunber of policies or contracts, the follow ng shall apply:

(1) Three hundred thousand ($300,000) dollars in life

i nsurance death benefits, but not nore than one hundred thousand

($100, 000) dollars in net cash surrender and net cash w t hdr awal

values for life insurance.

(1) One hundred thousand ($100,000) dollars in health

i nsurance benefits, including any net cash surrender and net

cash w thdrawal val ues.

(11'1)Y Three hundred thousand ($300,000) dollars in annuity

benefits, including one hundred thousand ($100, 000) dollars in

net cash surrender and net cash w thdrawal val ues.

(B) Wth respect to each individual participating in a

governnental retirenent plan established under secti on 401,

403(b) or 457 of the Internal Revenue Code of 1986 covered by an

unal | ocated annuity contract or the beneficiaries of each such

i ndi vidual if deceased, in the aggreqgate, three hundred thousand

($300, 000) dollars in annuity benefits, including one hundred
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t housand ($100, 000) dollars in net cash surrender and net cash

wi t hdr awal val ues.

(C) Wth respect to any one contract hol der covered by any

unal | ocated annuity contract not included in clause (B), five

mllion ($5,000,000) dollars in benefits, irrespective of the

nunber of such contracts held by that contract hol der.

(2) The association shall not, however, be |liable to expend

nore than three hundred thousand ($300,000) dollars in the

aggregate with respect to any one indivi dual under subpar agraph

(ii)(A) and (B) of paragraph (1).

Section 1504. Creation of Association.--(a) There is hereby

created a nonprofit, uni ncorporated association to be known as

the Pennsyl vania Life and Health | nsurance Guaranty Associ ati on.

Al nmenber insurers shall be and remain nenbers of the

association as a condition of their authority to transact

i nsurance in this Commonweal th. The associ ati on shall perform

its functi ons under the plan of operati on established and

approved under section 1509 and shall exercise its powers

t hrough a board of directors established under secti on 1505. For

pur poses of admi ni strati on and assessnent the associ ati on shal

mai ntain two accounts:

(1) The life insurance and annuity account which incl udes

the foll owi ng subaccounts:

(i) Life insurance account.

(ii) Annuity account.

(iii) Unallocated annuity account which shall include

contracts qualified under section 403(b) of the Internal Revenue

Code of 1986.

(2) The health i nsurance account.

(b)Y The association shall cone under the i nmedi ate

19910H1670B1967 - 127 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

supervi sion of the conm ssioner and shall be subject to the

applicabl e provi sions of the insurance |aws of this

Commpnweal th. Meetings or records of the associ ati on nay be

opened to the public upon npjority vote of the board of

directors of the associ ati on.

Secti on 1505. Board of Directors.--(a) The board of

directors of the associ ation shall consist of not |ess than five

(5) nor nore than nine (9) nenber insurers serving terns as

established in the plan of operation. The nenbers of the board

shal|l be sel ected by nenber insurers subject to the approval of

t he conm ssi oner. Vacancies on the board shall be filled for the

remai ning period of the termby a majority vote of the rennining

board nenbers, subject to the approval of the conm ssioner. To

select the initial board of directors, and initially organize

t he associ ati on, the conm ssi oner shall give notice to al

menber insurers of the tine and pl ace of the organi zati onal

meeting. In determning voting rights at the organi zati onal

meeti ng, each nenber insurer shall be entitled to one (1) vote

in person or by proxy. |If the board of directors is not sel ected

within sixty (60) days after notice of the organi zati onal

meeting, the conm ssi oner nay appoint the initial nmenbers.

(b)Y |In approving selections or in appointing nenbers to the

board, the conm ssi oner shall consider, anpng ot her things,

whet her all nenber insurers are fairly represented.

(c) Menbers of the board nmay be rei nbursed fromthe assets

of the associ ati on for expenses incurred by them as nenbers of

the board of directors but nmenbers of the board shall not

ot herwi se be conpensated by the association for their services.

Secti on 1506. Powers and Duties of Association.--(a) |If a

menber insurer is an i npaired donestic insurer, the associ ati on
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may, in its discretion, and subject to any conditions inposed by

t he associ ation that do not inpair the contractual obligations

of the inpaired insurer, that are approved by the conmni ssi oner,

and that are, except in cases of court-ordered conservati on or

rehabilitation, al so approved by the inpaired i nsurer:

(1) quarantee, assune or reinsure, or cause to be

guar ant eed, assuned or reinsured, any or all of the policies or

contracts of the inpaired i nsurer;

(2) provide such noneys, pl edges, notes, quarantees or other

nmeans as are proper to effectuate paragraph (1) and assure

paynent of the contractual obligations of the inpaired insurer

pendi ng acti on under paraqraph (1): or

(3) loan noney to the inpaired insurer.

(b)Y (1) |If a nenber insurer is an inpaired i nsurer, whether

donestic, foreign or alien, and the insurer is not paying clainms

tinmely; then subject to the preconditi ons specified i n paragraph

(2), the association shall, in its discretion, either:

(i) take any of the actions specified in subsection (a),

subject to the conditions therein; or

(ii) provide substitute benefits in lieu of the contractual

obligations of the inpaired insurer solely for health cl ai ns,

peri odi ¢ annuity benefit paynents, death benefits, suppl enental

benefits, and cash withdrawals for policy or contract owners who

petition therefor under clains of energency or hardship in

accordance with standards proposed by the associ ati on and

approved by the conmmi ssi oner.

(2) The association shall be subject to the requirenents of

par agraph (1) only if:

(i) the laws of its state of domcile provide that until al

paynents of or on account of the inpaired insurer's contractual
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obligations by all quaranty associ ations, along with all

expenses thereof and interest on all such paynents and expenses,

shal|l have been repaid to the quaranty associ ati ons or a pl an of

repaynent by the inpaired i nsurer shall have been approved by

t he guaranty associ ati ons:

(A) the delinquency proceedi ng shall not be di sm ssed;

(B) neither the inpaired insurer nor its assets shall be

returned to the control of its shareholders or private

managenent ;

(C) it shall not be permtted to solicit or accept new

busi ness or have any suspended or revoked |icense restored;

(ii) in the case where the inpaired insurer is a donestic

insurer, it has been placed under an order of rehabilitati on by

a court of conmpetent jurisdiction in this Commonweal th; or

(iii) in the case where the inpaired insurer is a foreign or

alien insurer, it has been prohibited fromsoliciting or

accepti ng new business in this Commonweal th, its certificate of

aut hority has been suspended or revoked in this Commonweal t h,

and a petition for rehabilitation or |iquidation has been fil ed

in a court of conpetent jurisdiction in its state of donmicile by

t he conm ssi oner of the state.

(c) |If a nmenber insurer is an insolvent insurer, the

association shall, in its discretion, either:

(1) quarantee, assune or reinsure, or cause to be

qguar ant eed, assuned or reinsured, the policies or contracts of

the insol vent insurer;

(2) assure paynent of the contractual obligations of the

i nsol vent insurer, and provide such noneys, pl edges, quarantees

or other neans as are reasonably necessary to di scharge such
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(3) with respect only to life and health i nsurance poli ci es,

provi de benefits and coverages in accordance with subsecti on

(d).
(d) (1) Wen proceedi ng under subsection (b)(21)(ii) or

(c)(3), the association shall, with respect to only life and

health i nsurance policies, do all of the foll ow ng:

(i) Assure paynent of benefits for premuns identical to the

prem uns and benefits (except for terns of conversion and

renewabi lity) that woul d have been payabl e under the policies of

the insolvent insurer, for clains incurred as foll ows:

(A) Wth respect to group policies, not |later than the

earlier of the next renewal date under such policies or

contracts or forty-five (45) days, but in no event |ess than

thirty (30) days, after the date on which the associ ati on

becones obligated with respect to such policies.

(B) Wth respect to individual policies, not |ater than the

earlier of the next renewal date (if any) under such policies or

one year, but in no event less than thirty (30) days, fromthe

date on which the associ ati on becones obligated with respect to

such poli ci es.

(ii) WMake diligent efforts to provide all known insureds or

group policyholders with respect to group policies thirty (30)

days notice of the ternination of the benefits provided.

(iii) Wth respect to individual policies, nake available to

each known i nsured, or owner if other than the insured, and with

respect to an individual fornmerly insured under a group policy

who is not eligible for repl acenent group coverage, nake

avai | abl e substitute coverage on an individual basis in

accordance with the provisions of paragraph (4), if the insureds

had a right under |law or the term nated policy to convert
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coverage to individual coverage or to conti nue an i ndivi dual

policy in force until a specified age or for a specified tine,

during which the insurer had no right unilaterally to nake

changes in any provision of the policy or had a right only to

make changes in prenm um by cl ass.

(2) (i) |In providing the substitute coverage required under

paragraph (1)(iii), the association may offer either to rei ssue

the term nated coverage or to i ssue an alternative policy.

(ii) Aternative or reissued policies shall be offered

wi thout requiring evidence of insurability, and shall not

provide for any waiting period or exclusion that woul d not have

applied under the terni nated policy.

(iii) The association nay reinsure any alternative or

rei ssued policy.

(3) (i) Aternative policies adopted by the associ ati on

shall be subject to the approval of the conm ssioner. The

associ ati on may adopt alternative policies of various types for

future i ssuance without regard to any particul ar i npai rnent or

i nsol vency.

(ii) Aternative policies shall contain at | east the m ni num

statutory provisions required in this Commonweal th and provi de

benefits that shall not be unreasonable in relation to the

prem um charged. The associ ati on shall set the premumin

accordance with a table of rates which it shall adopt. The

premium shall reflect the anpbunt of insurance to be provi ded and

the age and class of risk of each insured, but shall not refl ect

any changes in the health of the insured after the origi nal

policy was | ast underwitten.

(iii) Any alternative policy issued by the associ ati on shal

provi de coverage of a type simlar to that of the policy issued
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by the inpaired or insolvent insurer, as determ ned by the

associ ati on.

(4) |If the association elects to rei ssue tern nated cover age

at a premumrate different fromthat charged under the

term nated policy, the prem umshall be set by the associ ati on

in accordance with the anpbunt of insurance provided and the age

and class of risk, subject to approval of the comm ssi oner or by

a court of conpetent jurisdiction.

(5) The association's obligations with respect to coverage

under any policy of the inpaired or insolvent insurer or under

any rei ssued or alternative policy shall cease on the date such

coverage or policy is replaced by another simlar policy by the

pol i cyhol der, the insured or the associ ati on.

(e) When proceedi ng under subsection (b)(1)(ii) or (c) with

respect to any policy or contract carryi ng guaranteed mnm ni num

interest rates, the associ ati on shall assure the payment or

crediting of a rate of interest consistent with section

1503(b) (2) (iii).

(f) Nonpaynent of premiuns within thirty-one (31) days after

the date required under the terns of any guaranteed, assuned,

alternative or reissued policy or contract or substitute

coverage shall term nate the association's obli gati ons under

such policy or coverage under this article with respect to such

policy or coverage, except with respect to any clains incurred

or any net cash surrender val ue which nmay be due in accordance

with the provisions of this article.

(g) Premuns due for coverage after entry of an order of

i qui dati on of an insolvent insurer shall belong to and be

payable at the direction of the associ ati on, and the associ ati on

shall be liable for unearned prem uns due to policy or contract
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owners arising after the entry of such order.

(h) The protection provided by this article shall not apply

where any quaranty protection is provided to residents of this

Commpnweal th by the |laws of the donmiciliary state or

jurisdiction of the inpaired or insolvent insurer other than

this Conmonweal t h.

(i) In carrying out its duties under subsections (b) and (c)

and subject to approval by the court, the associ ati on nay do the

(1) | npose permanent policy or contract |liens in connection

wi th any quarantee, assunption or reinsurance agreenent, if the

associ ation finds that the anpunts whi ch can be assessed under

this article are |l ess than the anbunts needed to assure full and

pronpt performance of the association's duties under this act,

or that the econonmic or financial conditions as they affect

menber insurers are sufficiently adverse to render the

i mpositi on of such pernmanent policy or contract liens, to be in

the public interest.

(2) |Inpose tenporary noratoriuns or |liens on paynents of

cash values and policy | oans, or any other right to w thdraw

funds held in conjunction with policies or contracts, in

addition to any contractual provisions for deferral of cash or

policy | oan val ue.

(j) |If the association fails to act within a reasonabl e

period of tinme as provided in subsections (b)(1)(ii), (c) and

(d) the conmm ssioner shall have the powers and duties of the

associ ation under this article with respect to i npaired or

i nsol vent insurers.

(k) The associati on nmay render assistance and advice to the

conmmi ssi oner, upon his request, concerning rehabilitation,
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paynent of cl ains, conti nuance of coverage, or the perfornance

of other contractual obligations of any i npaired or insolvent

i nsurer.

(1) The association shall have standi ng to appear before any

court in this Commonweal th with jurisdiction over an i npaired or

i nsol vent i nsurer concerning which the association is or nay

becone obligated under this article. Such standi ng shall extend

to all matters gernmane to the powers and duties of the

associ ation, including, but not linmted to, proposals for

rei nsuring, nodi fying or guaranteeing the policies or contracts

of the inpaired or insolvent insurer and the determ nati on of

the policies or contracts and contractual obligations. The

associ ation shall also have the right to appear or intervene

before a court in another state with jurisdiction over an

i mpai red or insolvent insurer for which the association is or

may becone obligated or with jurisdiction over a third party

agai nst whom the associ ati on may have ri ghts through subrogati on

of the insurer's policyhol ders.

(m (1) Any person receiving benefits under this article

shall be deened to have assigned the rights under, and any

causes of action relating to, the covered policy or contract to

the association to the extent of the benefits recei ved because

of this article, whether the benefits are paynents of or on

account of contractual obligations, continuation of coverage or

provi si on of substitute or alternative coverages. The

associ ation may require an assignnent to it of such rights and

cause of action by any payee, policy or contract owner,

beneficiary, insured or annuitant as a conditi on precedent to

the recei pt of any rights or benefits conferred by this article

upon _such person.
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(2) The subrogation rights of the associ ati on under this

subsection shall have the same priority agai nst the assets of

the inpaired or insolvent insurer as that possessed by the

person entitled to receive benefits under this article.

(3) In addition to paragraphs (1) and (2), the associ ati on

shall have all conmmpbn | aw ri ghts of subrogati on and any ot her

equi table or | egal renedy whi ch woul d have been available to the

i npai red or insolvent insurer or holder of a policy or contract

with respect to such policy or contracts.

(n) The association may do the foll ow ng:

(1) Enter into such contracts as are necessary or proper to

carry out the provisions and purposes of this article.

(2) Sue or be sued, including taking any | egal actions

necessary or proper to recover any unpaid assessnents under

section 1507 and to settle clains or potential clains against

it.

(3) Borrow noney to effect the purposes of this article; any

notes or other evidence of indebtedness of the associ ati on not

in default shall be |l egal investnents for donestic insurers and

may be carried as adnitted assets.

(4) Enploy or retain such persons as are necessary to handl e

the financial transactions of the association, and to perform

such ot her functions as becone necessary or proper under this

article.

(5) Take such | egal action as nmay be necessary to avoid

paynent of i nproper cl ains.

(6) Exercise, for the purposes of this article and to the

extent approved by the conm ssioner, the powers of a donestic

life or health insurer, but in no case nay the associ ati on i ssue

i nsurance policies or annuity contracts other than those issued
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to performits obligations under this article.

(0) The association nmay join an organi zati on of one or nore

other state associations of simlar purposes, to further the

pur poses and adm ni ster the powers and duties of the

associ ati on.

Secti on 1507. Assessnents.--(a) For the purpose of

provi di ng the funds necessary to carry out the powers and duties

of the association, the board of directors shall assess the

menber insurers, separately for each account, at such tine and

for such amobunts as the board finds necessary. Assessnents shal

be due not less than thirty (30) days after prior witten notice

to the nenber insurers and shall accrue interest at ei ght per

centum (8% per annum on and after the due date.

(b) There shall be two assessnents, as foll ows:

(1) Cass A assessnments shall be made for the purpose of

meeti ng adm ni strative and | egal costs and ot her expenses and

exan nati ons conducted under the authority of section 1510(e).

Cl ass A assessnments nay be nade whether or not related to a

particul ar i npaired or insolvent insurer.

(2) Cass B assessnents shall be made to the extent

necessary to carry out the powers and duties of the associ ati on

under section 1506 with regard to an i npaired or an insol vent

i nsurer.

(c) (1) The anpunt of any Cl ass A assessnent shall be

deterni ned by the board and may be nade on a pro rata or non-pro

rata basis. If pro rata, the board may provide that it be

credited against future C ass B assessnents. A non-pro rata

assessnent shall not exceed two hundred ($200) doll ars per

menber insurer in any one cal endar year. The anpbunt of any C ass

B assessnent shall be all ocated for assessnent purposes anong
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the accounts pursuant to an allocation formula which may be

based on the prem uns or reserves of the inpaired or insolvent

i nsurer or any other standard deened by the board in its sole

di scretion as being fair and reasonabl e under the circunstances.

(2) Cass B assessnments agai nst nenber insurers for each

account and subaccount shall be in the proportion that the

prem uns received on business in this Conmmbnweal th by each

assessed nenber insurer for policies or contracts covered by

each account for the three (3) nost recent cal endar years for

which information is avail able precedi ng the year in which the

i nsurer becane inpaired or insolvent, as the case may be, bears

to such prem uns received on business in this Conmbnweal th for

such cal endar years by all assessed nenber insurers.

(3) Assessnents for funds to neet the requirenents of the

association with respect to an i npaired or insolvent insurer

shall not be nmade until necessary to i npl ement the purposes of

this article. Classification of assessnents under subsection (b)

and conputati on of assessnents under this subsection shall be

made with a reasonabl e degree of accuracy, recogni zi ng that

exact determ nati ons nay not al ways be possi bl e.

(d) The association nmay abate or defer, in whole or in part,

the assessnment of a nenber insurer if, in the opinion of the

board, paynent of the assessnent woul d endanger the ability of

the nmenber insurer to fulfill its contractual obligations. In

the event an assessnent agai nst a nenber insurer is abated, or

deferred in whole or in part, the anpunt by whi ch such

assessnent is abated or deferred may be assessed agai nst the

ot her nenber insurers in a manner consistent with the basis for

assessnents set forth in this section.

(e) (1) The total of all assessnents upon a nenber insurer
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for the life and annuity account and for each subaccount

t hereunder shall not in any one (1) cal endar year exceed two per

centum (2% and for the health account shall not in any one (1)

cal endar year exceed two per centum (2% of such insurer's

average prem uns received in this Conmbnweal th on the policies

and contracts covered by the account during the three (3)

cal endar years preceding the yvear in which the i nsurer becane an

i mpai red or insolvent insurer. |If the nmaxi num assessnent,

together with the other assets of the association in any

account, does not provide in any one (1) vyear in either account

an anpunt sufficient to carry out the responsibilities of the

associ ation, the necessary additi onal funds shall be assessed as

soon thereafter as permtted by this article.

(2) The board may provide in the plan of operation a nethod

of allocating funds anpng cl ai s, whether relating to one or

nore i npaired or insolvent insurers, when the nmaxi mum assessnent

will be insufficient to cover antici pated cl ai ns.

(3) If a one per centum (1% assessnent for any subaccount

of the life and annuity account in any one (1) year does not

provi de an anopunt sufficient to carry out the responsibilities

of the associ ati on, then pursuant to subsection (c)(2), the

board shall access all subaccounts of the life and annuity

account for the necessary additi onal anpunt, subject to the

maxi num stated i n subsection (e)(1).

(f) The board may, by an equitable nethod as established in

the plan of operation, refund to nenber insurers, in proportion

to the contribution of each insurer to that account, the anpunt

by which the assets of the account exceed the anpunt the board

finds is necessary to carry out during the conm ng year the

obligations of the association with regard to that account,
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i ncl udi ng assets accrui ng from assi gnnent, subrogati on, net

reali zed gains and i ncone frominvestnents. A reasonabl e anpunt

may be retained in any account to provide funds for the

conti nui ng expenses of the associ ation and for future | osses.

(g) It shall be proper for any nenber insurer, in

deternmining its premiumrates and policyowner dividends as to

any kind of insurance within the scope of this article, to

consi der the amount reasonably necessary to neet its assessnent

obligations under this article, provided that such i nsurer has

not elected to take tax credits as provided in section 1511(a).

(h) The association shall issue to each i nsurer payi ng an

assessnent under this article, other than class A assessnent, a

certificate of contribution, in a formprescri bed by the

commi ssioner, for the anpbunt of the assessnent so paid. Al

outstanding certificates shall be of equal dignity and priority

w thout reference to amounts or dates of issue. A certificate of

contri bution may be shown by the insurer in its financi al

statenent as an asset in such formand for such anount, if any,

and period of tine as the conm SSi oner nay approve.

Secti on 1508. Pl an of Operation.--(a) (1) The associ ati on

shall submt to the conm ssioner a plan of operati on and any

anendnents thereto necessary or suitable to assure the fair,

reasonabl e and equi tabl e adm ni strati on of the associ ati on. The

pl an of operation and any anendnents thereto shall becone

effecti ve upon the conmi ssioner's witten approval or unl ess he

has not di sapproved it within thirty (30) days.

(2) |If the association fails to submt a suitable plan of

operation within one hundred twenty (120) days foll owi ng the

effective date of this article or if at any tinme thereafter the

association fails to submt suitable anendnents to the plan, the
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commi ssi oner shall, after notice and heari ng, adopt and

pronul gate such reasonable rules as are necessary or advi sabl e

to effectuate the provisions of this article. Such rul es shal

continue in force until nodified by the conm ssi oner or

super seded by a plan submtted by the associ ati on and appr oved

by the conmni ssi oner.

(b) Al nenber insurers shall comply with the pl an of

(c) The plan of operation shall, in addition to requirenents

enunerated el sewhere in this article, contain the foll ow ng:

(1) Establish procedures for handling the assets of the

associ ati on.

(2) Establish the anount and net hod of rei nbursing menbers

of the board of directors under secti on 1505.

(3) Establish reqgular places and tinmes for neetings,

i ncl udi ng tel ephone conference calls of the board of directors.

(4) Establish procedures for records to be kept of al

financial transactions of the association, its agents, and the

board of directors.

(5) Establish the procedures whereby sel ections for the

board of directors will be nmade and subnitted to the

conmi Ssi oner .

(6) Establish any additi onal procedures for assessnents

under secti on 1507.

(7)) Contain additional provisions necessary or proper for

the execution of the powers and duties of the associ ati on.

(d) The plan of operation nay provide that any or all powers

and duties of the associ ati on, except those under sections

1506(n) (3) and 1507, are delegated to a corporati on, associ ati on

or other organi zati on which perforns or will perform functions
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simlar to those of this association, or its equivalent, in two

or nore states. Such a corporation, association or organi zati on

shall be rei nbursed for any paynents nade on behalf of the

associ ati on and shall be paid for its performnce of any

function of the association. A del egation under this subsecti on

shall take effect only with the approval of both the board of

directors and the conmni ssioner, and nay be nade only to a

corporation, associ ati on or organi zati on whi ch extends

protecti on not substantially | ess favorable and effective than

that provided by this article.

Secti on 1509. Powers and Duties of the Conmi ssi oner.--(a)

In addition to the powers and duties enunerated el sewhere in

this article, the conm ssioner shall:

(1) Upon request of the board of directors, provide the

association with a statenent of the premiuns in this and any

ot her appropriate states for each nenber insurer.

(2) When an inpairnent is declared and the anpbunt of the

impai rnent is deternm ned, serve a denmand upon the inpaired

i nsurer to nmake good the inpairnent within a reasonable tine;

notice to the inpaired i nsurer shall constitute notice to its

sharehol ders, if any; the failure of the insurer to pronptly

conply with such denand shall not excuse the associ ati on from

the performance of its powers and duties under this act.

(3) In any liquidation or rehabilitati on proceedi ng

i nvol ving a donestic insurer, be appointed as the |i qui dator or

rehabilitator

(b)Y The conm ssioner nmay suspend or revoke, after notice and

hearing, the certificate of authority to transact insurance in

this Commonweal th of any nenber insurer which fails to pay an

assessnent when due or fails to conply with the plan of
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operation. As an alternative, the conm ssioner may | evy a

forfeiture on any nenber insurer which fails to pay an

assessnent when due. Such forfeiture shall not exceed five per

centum (5% of the unpaid assessnent per nonth, but no

forfeiture shall be | ess than one hundred ($100) doll ars per

(c) Any action of the board of directors or the associ ati on

may be appeal ed to the conmi ssioner by any nenber insurer if

such appeal is taken within sixty (60) days of the final action

bei ng appealed. |If a nenber conpany i s appealing an assessnent,

t he anpbunt assessed shall be paid to the associ ati on and

avai |l abl e to neet associ ati on obligations during the pendancy of

an appeal. |If the appeal on the assessnent is upheld, the anpunt

paid in error or excess shall be returned to the nenber conpany.

Any final action or order of the conm ssioner shall be subject

to judicial reviewin a court of conpetent jurisdiction.

(d) The liquidator, rehabilitator or conservator of any

impai red insurer may notify all interested persons of the effect

of this article.

Secti on 1510. Preventi on of |Insolvencies.--(a) To aid in

the detecti on and prevention of insurer insolvencies or

i mpai rnments, it shall be the duty of the conni ssi oner:

(1) To notify the conmi ssioners of all the other states,

territories of the United States and the District of Col unbia

when he takes any of the follow ng acti ons agai nst a nenber

i nsurer:

(i) revocation of |license;

(ii) suspension of license; or

(iii) nekes any formal order that such conpany restrict its

premiumwiting, obtain additional contributions to surpl us,
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wi thdraw fromthe Commonweal th, reinsure all or any part of its

busi ness, or increase capital, surplus or any other account for

the security of policyholders or creditors.

This notice shall be mailed to all conm ssioners within thirty

(30) days followi ng the acti on taken or the date on whi ch such

acti on occurs.

(2) To report to the board of directors when he has taken

any of the actions set forth in paragraph (1) or has recei ved a

report fromany other conmni ssioner indicating that any such

acti on has been taken in another state. Such report to the board

of directors shall contain all significant details of the action

taken or the report recei ved from anot her conmmi ssi oner.

(3) To report to the board of directors when he has

reasonabl e cause to believe from any exani nati on, whet her

conpl eted or in process, of any nenber conpany that such conpany

may be an i npaired or insolvent insurer.

(4) To furnish to a nati onal associ ati on of insurance

commi ssioners financial statenments as required by the | nsurance

Departnment and |istings of conpanies not included in the ratios

devel oped by a nati onal associ ati on of i nsurance conni SSi oners,

and the board may use the informati on contained therein in

carrying out its duties and responsibilities under this section.

Such report and the informati on contai ned therein shall be kept

confidential by the board of directors until such tine as nade

public by the comm ssi oner or other | awful authority.

(b)Y The conm ssioner nmay seek the advi ce and reconmendati ons

of the board of directors concerning any matter affecting his

duties and responsibilities regardi ng the financial condition of

menber insurers and conpani es seeki ng adm ssion to transact

i nsurance business in this Commpbnweal t h.

19910H1670B1967 - 144 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

(c) The board of directors may, upon najority vote, nake

reports and recomendati ons to the conm ssi oner upon any nmatter

gernane to the solvency, liquidation, rehabilitati on or

conservation of any nenber insurer or gernmane to the sol vency of

any conpany seeking to do an i nsurance business in this

Commpnweal th. Such reports and reconmmendati ons shall not be

consi dered public docunents.

(d) It shall be the duty of the board of directors, upon

majority vote, to notify the conm ssi oner of any information

i ndi cati ng any nenber insurer may be an i npaired or insolvent

i nsurer.

(e) (1) The board of directors may, upon nmpjority vote,

request that the conmi ssi oner order an exani nati on of any nenber

i nsurer which the board in good faith believes may be an

i mpai red or insolvent insurer. Wthin thirty (30) days of the

recei pt of such request, the conmm ssi oner shall begi n such

exanm nati on. The exani nati on may be conducted by such persons as

t he conm ssi oner desi gnates. The cost of such exam nati on shal

be paid by the associ ati on and the exam nati on report shall be

treated as are other exam nation reports. In no event shall such

exan nation report be rel eased to the board of directors prior

to its release to the public, but this shall not preclude the

conmmi ssi oner from conplying with subsection (a).

(2) The conm ssioner shall notify the board of directors

when the exanmi nation is conpl eted. The request for an

exanm nation shall be kept on file by the conm ssi oner but it

shall not be open to public inspection prior to the rel ease of

the exam nation report to the public.

(f) The board of directors may, upon najority vote, nake

reconmendati ons to the conni ssioner for the detection and
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preventi on of insurer insolvencies.

(g) The board of directors shall, at the concl usion of any

i nsurer insolvency in which the associ ati on was obligated to pay

covered clains, prepare a report to the conm ssi oner contai ni ng

such information as it may have in its possessi on bearing on the

hi story and causes of such insol vency. The board shall cooperate

with the boards of directors of guaranty associ ati ons i n other

states in preparing a report on the history and causes of

i nsol vency of a particular insurer, and nay adopt by reference

any report prepared by such other associ ati ons.

Section 1511. Credits for Assessnents Paid.--(a) A nenber

i nsurer nay offset against its premumtax liability to this

Commpnweal th an assessnent described in section 1508(h) to the

extent of twenty per centum (209 of the anpunt of such

assessnent for each of the five (5) cal endar years foll owi ng the

vear in which such assessnent was paid. I n the event a nmenber

i nsurer shoul d cease doi ng busi ness, all uncredited assessnents

may be credited against its premumtax liability for the year

it ceases doi ng business. Tax credits shall not be taken when an

i nsurer has elected to i nclude such assessnents pursuant to a

ratefiling as provided in section 1507(q).

(b)Y Any suns which are acquired by refund, pursuant to

section 1508(f), fromthe associ ati on by nenber insurers, and

whi ch have theretof ore been offset agai nst prem umtaxes as

provided in subsection (a), shall be paid by such insurers to

this Commonwealth in such manner as the tax authoriti es nay

require. The associ ation shall notify the conm ssioner that such

ref unds have been nade.

Secti on 1512. M scel | aneous Provisions.--(a) Nothing in

this article shall be construed to reduce the liability for
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unpai d assessnents of the insureds of an inpaired or insolvent

i nsurer operating under a plan with assessnent liability.

(b) Records shall be kept of all negotiati ons and neeti ngs

in which the association or its representatives are involved to

di scuss the activities of the association in carrying out its

powers and duties under section 1506. Records of such

negoti ati ons or neetings shall be made public only upon the

termnation of a liquidation, rehabilitation or conservation

proceedi ng i nvolving the inpaired or insolvent insurer, upon the

term nation of the inpairnent or insolvency of the insurer, or

upon the order of a court of conpetent jurisdiction. Nothing in

this subsection shall limt the duty of the association to

render a report of its activities under section 1513.

(c) For the purpose of carrying out its obligations under

this article, the association shall be deened to be a creditor

of the inpaired or insolvent insurer to the extent of assets

attributable to covered policies reduced by any anmounts to which

the association is entitled as subrogee pursuant to section

1506. Assets of the inpaired or insolvent insurer attributable

to covered policies shall be used to continue all covered

policies and pay all contractual obligations of the inpaired or

i nsol vent insurer as required by this article. Assets

attributable to covered policies, as used in this subsection,

are that proportion of the assets which the reserves that shoul d

have been established for such policies bear to the reserves

t hat shoul d have been established for all policies of insurance

witten by the inpaired or insolvent insurer.

(d) (1) Prior to the ternmination of any |iquidation,

rehabilitati on or conservati on proceedi nqg, the court nmay take

into consideration the contributions of the respective parties,
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i ncl udi ng the associ ati on, the sharehol ders and poli cyowners of

the insolvent insurer, and any other party with a bona fide

interest, in nmaking an equitable distribution of the ownership

ri ghts of such insolvent insurer. In such a determ nation,

consi deration shall be given to the welfare of the policyhol ders

of the continui ng or successor insurer.

(2) No distribution to stockholders, if any, of an inpaired

or insolvent insurer shall be made until and unl ess the total

anmount of valid clains of the association with interest thereon

for funds expended in carrying out its powers and duti es under

section 1506 with respect to such i nsurer have been fully

recovered by the associ ati on.

(e) (1) |If an order for liquidation or rehabilitati on of an

insurer domciled in this Commobnweal th has been entered, the

recei ver appoi nted under such order shall have a right to

recover on behalf of the insurer, fromany affiliate that

controlled it, the anpunt of distributions, other than stock

di vidends paid by the insurer on its capital stock, nade at any

tinme during the five (5) years preceding the petition for

i quidati on or rehabilitati on subject to the limtati ons of

par agr aphs (2) to (4).

(2) No such distribution shall be recoverable if the insurer

shows that when paid the distribution was | awful and reasonabl e,

and that the insurer did not know and could not reasonably have

known that the distribution m ght adversely affect the ability

of the insurer to fulfill its contractual obligations.

(3) Any person who was an affiliate that controll ed the

insurer at the tinme the distributions were paid shall be |iable

up to the anount of distributions he received. Any person who

was an affiliate that controlled the insurer at the tinme the
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di stri butions were declared, shall be liable up to the anpunt of

di stri buti ons he would have received if they had been paid

i Mmedi ately. If two or nore persons are liable with respect to

the sane distributions, they shall be jointly and severally

i abl e.

(4) The nmaxi rum anmount recoverabl e under this subsecti on

shall be the anpbunt needed in excess of all other avail able

assets of the insolvent insurer to pay the contractua

obligations of the insolvent insurer.

(5) |If any person |liable under paragraph (3) is insolvent,

all its affiliates that controlled it at the tinme distribution

was paid, shall be jointly and severally liable for any

resulting deficiency in the anpbunt recovered fromthe insol vent

affiliate.

Secti on 1513. Exam nati on of the Associ ati on and Annual

Report.--The associ ation shall be subject to exani nati on and

requl ati on by the conmmi ssi oner. The board of directors shal

submt to the conmi ssi oner each year, not |ater than one hundred

twenty (120) days after the association's fiscal year, a

financial report in a form approved by the comm ssi oner and a

report of its activities during the preceding fiscal year.

Section 1514. Tax Exenptions.--The associ ati on shall be

exenpt from paynent of all fees and all taxes levied by this

Commpnweal th or any of its subdivisions, except taxes |evied on

real property.

Secti on 1515. I muni ty. --There shall be no liability on the

part of and no cause of action of any nature shall arise agai nst

any nenber insurer or its agents or enpl oyes, the associ ati on or

its agents or enpl oyes, nenbers of the board of directors, or

t he conm ssioner or his representatives, for any acti on or
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om ssion by themtaken in good faith in the perfornmance of their

powers and duties under this article. Such i munity shall extend

to the participation in any organi zati on of one or nore other

state associ ations of simlar purposes and to any such

organi zation and its agents or enpl oyes.

Section 1516. Stay of Proceedi ngs and Reopeni ng Def aul t

Judgnents.--All proceedings in which the insolvent insurer is a

party in any court in this Commponwealth shall be stayed sixty

(60) days fromthe date an order of |liquidation, rehabilitation

or conservation is final to permt proper |egal action by the

associ ation on any natters germane to its powers or duties. As

to judgnent under any deci sion, order, verdict or finding based

on default, the associati on nay apply to have such judgnent set

aside by the sanme court that made such judgnent and shall be

pernmitted to defend agai nst such suit on the nerits.

Secti on 1517. Pr ohi bi ted Adverti senent or | nsurance Cuaranty

Associ ation Act in Insurance Sales.--(a) No person, including

an insurer, agent or affiliate of an insurer shall nake,

publish, dissem nate, circulate, or place before the public, or

cause directly or indirectly, to be nade, published,

di sseni nated, circul ated or placed before the public, in any

newspaper, nagazi ne or other publication, or in the formof a

notice, circular, panphlet, letter or poster, or over any radio

station or television station, or in any other way, any

adverti senent, announcenent or statenent, witten or oral, which

uses the exi stence of the association for the purpose of sales,

solicitation or inducenent to purchase any form of insurance

covered by this article. Provided, however, that this section

shall not apply to the associ ati on or any other entity which

does not sell or solicit insurance.

19910H1670B1967 - 150 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

(b)Y Wthin one hundred ei ghty (180) days of the effective

date of this article, the associ ati on shall prepare a sunmary

docunent descri bi ng the general purposes and current linmtations

of the article and conplying with subsection (c). This docunent

shoul d be subnmitted to the conmi ssi oner for approval. Sixty (60)

days after receiving such approval, no insurer may deliver a

policy or contract described in section 1503(b)(1) to a

pol i cyhol der or contract hol der, unless the docunent is

delivered to the policyhol der or contract holder prior to or at

the tine of delivery of the policy or contract except if

subsection (d) applies. The docunent shoul d al so be avail abl e

upon request by a policyholder. The distribution, delivery or

contents or interpretation of this docunent shall not nean that

either the policy or the contract or the hol der thereof would be

covered in the event of the inpairnent or insolvency of a nenber

i nsurer. The descri pti on docunent shall be revised by the

associ ati on as anendnents to the article may require. Failure to

recei ve this docunent does not give the policyhol der, contract

hol der, certificate holder or insured any greater rights than

those stated in this article.

(c) The docunent prepared under subsection (b) shall contain

a clear and conspi cuous disclainmer on its face. The conmi SSi oner

shal|l promul gate a requl ati on establi shing the form and cont ent

of the disclainmer. The di scl ai ner shall:

(1) State the name and address of the associ ati on and

depart nent.

(2) Proninently warn the policyhol der or contract hol der

that the associ ati on may not cover the policy or, if coverage is

avai lable, it will be subject to substantial limtati ons and

excl usi ons and conditi oned on conti nued residence in this

19910H1670B1967 - 151 -



© o0 N oo o A~ wWw N P

N RN R R R R R R R R R R
N P O ©O 00 N OO0 0o b W N +— O

23
24
25
26
27
28
29

Commpnweal t h.

(3) State that the insurer and its agents are prohibited by

| aw from usi ng the exi stence of the associ ati on for the purpose

of sales, solicitation or inducenent to purchase any form of

i NsSur ance.

(4) Enphasi ze that the policyhol der or contract hol der

should not rely on coverage under the associ ati on when sel ecti ng

an insurer.

(5) Provide other infornation as directed by the

conmi Ssi oner .

(d) No insurer or agent nmay deliver a policy or contract

descri bed in section 1503(b)(1) and excl uded under section

1503(b)(2) from coverage under this article unless the insurer

or agent, prior to or at the tine of delivery, gives the

pol i cyhol der or contract holder a separate witten notice which

clearly and conspi cuously discloses that the policy or contract

is not covered by the associ ati on. The conmi ssi oner shall by

requl ati on specify the formand content of the notice.

Secti on 1518. Prospecti ve Application.--This article shal

not apply to any insurer which is insolvent or unable to fulfil

its contractual obligations on the effective date of this

article.

Section 19. The following acts and parts of acts are
r epeal ed:

Act of January 24, 1966 (1965 P.L.1509, No.531), referred to
as the Surplus Lines |Insurance Law.

Act of Novenber 26, 1978 (P.L.1188, No.280), known as the

Life and Heal th I nsurance Guaranty Association Act.

Section 20. This act shall take effect in 120 days.
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