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A BILL FOR

1 An Act relating to a life insurance company's investment of
funds for legal reserve purposes.
BE IT ENACTED BY THE GENERAL&ASSEMBLY OF THE STATE OF IOWA:
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Section 1. Section 508.6, Code 1981, is amended to read
as follows:

508.6 DEPOSIT OF SECURITIES--CERTIFICATE. Such securities
shall be deposited with the commissioner of insurance aand

when-suek or at such places as the commissioner may designate.

when the deposit is made and evidence furnished, by affidavit
or otherwise, satisfactory to¢ the commissioner, that the
capital stock is all fully paid and the company possessed

of the surplus required and that the company is the actual

and unqualified owner of the securities representing the paid-
up capital stock or other funds of the company, and all laws
have been complied with, ke the commissioner shall 1ssue &e

suekh the company the certificate hereinafter provided for
in this chapter.
Sec. 2. Section 5il1.8, subsection 14, Code 1981, 1s amended
to read as follows:
14. URBAN REAL ESTATE AND PERSONAL PROPERTY. Personal
or real property or both perserpai-er-real-prepexty located

within the United States or the Dominion of Canada, other
than real property used or to be used primarily for
agricultural, horticultural, ranching or mining purposes,
which produces income or which by suitable improvement will
produce incomer-previded,-however--that. However, personal

property acquired under the-previsiens-eof this subsection
za shall be acguired for the purpose of entering into a
contract for the sale or for a use thereef under which the
contractual payments may reasonably be expected tc result
in the recovery of the investment and an investment return
within the anticipated useful life of the property. Legal
title to aweh the real property may be acguired subject to
a contract of sale. ZThe-term-ireai: ""Real properiv” as used

A Y,

in this subsection skali-~inelude includes a leasencld of real

estate, an undivided interest in a leasenold of re:zl estate,
a

and an _undivided interest in the fee title of rzal est
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this subsection shatl are not pe eligible in excess c¢f ten
percent of the legal reserve.

Sec. 3. Section 511.8, subsection 16, unnumbered paragraph
1, Code 1981, 1s amended to read as follows:

Securities in an amount not less than the legal reserve
as defined in this section shall be deposited and sueh the
deposit maintained with the commissioner of insurance+-ard
it~ghati-be~the-duty-of-the-eonmissioner-to-designate-sueh
plaves-for~-the-keeping-ef-said-depesizEs or at such places

as the commissioner may designate as will properly safeguard
the-same them. There may be included in the deposit an amount

of cash on hand not in excess of five percent of the deposit
required, sueh that deposit to be evidenced by a certified
check, certificate of deposit, or other evidence satisfactory
to the commissioner of insurance. Deposits of securities
may be made in excess of the amounts required hexeby by this
section. Ne A stock company organized under the laws of this
state shall not be required to make suwekh a deposit until the
legal reserve, as ascertained by the commissiocner, exceeds
the amcunt deposited by it as capital. Real estate may be
made a part of the deposit by furnishing evidence of ownership
satisfactory to the commissioner and by conveying the real
estate to the commissioner or his the commissioner's successors
in office by warranty deed:-sa:d-real-estate-te-be-heid-by
the. The commissioner and his the successors in office shall
hold the real estate in trust for the benefit of the
policyholders of the company or members of the association.
Real estate mortgage loans and policy loans may be made a
part of the deposit by filing a verified statement of the
loans with the commissioner, which statement ska#i-be is
subject to check at the discretion of the commissioner.

sec. 4. Section 511.8, subsection 18, Code 1981, 1is amended
by striking the section and inserting in lieu thereof the

following:
18. COMMON STOCKS OR SHARES,
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a. Common stocks or shares issued by solvent corporations
or instituticns are eligible if the total investment in stocks
or shares in the corporations or instituticns does rnot exceed
ten percent of legal reserve provided not more than one-half
percent cof the legal reserve is invested in stocks or shares
of any one corporation. However, the stocks or shares shall
be listed or admitted to trading on a securities exchange
in the United States or shall be publicly held and traded
in the "over~the-counter market" and market quotations shall
be readily available, and further, the investment shall not

reate a conflict of interest for an officer or director of
the company between the insurance company and the corporation
whose stocks or shares are purchased.

b. Common stocks or shares in a subsidiary corporation,
the acgquisition or purchase of which is authorized by section
508.33 are eligible if the total investment in these stocks
or shares does not exceed five percent of the legal reserve.
These stocks or shares are eligible even if the stocks or
shares are not listed or admitted to trading on a securities
exchange in the United States and are not publicly held and
have not peen traded in the "over-the-counter market". The
stocks or shares shall be valued at their book value.

Sec. 5. Section 511.8, Code 1981, is amended by adding
the following new subsection:

NEW SUBSECTION. Use of custodian banks, clearing
corporations and the federal reserve book-entry system.

a. As used in this subsection:

(1) "Clearing corporation' means a corporation as defined
in section 554.8102, subsection 3.

(2) "Custodian bank" means a federal or state bank or
trust company regulated under the Iowa banking laws or the
federal reserve system, which maintains an account in its
name in a clearing corporation and acts as custodian of
securities ownad by a domestic insurer.

(3) "Federal reserve book-entry system" means the
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coemputerized system sponsored by the United States department
of the treasury and certain agencies and instrumentalities

of tha United States for holding and transferyxing securities
of the United States government and 1ts agencieg and
instrumentalities, in the federal reserve banks through
national banks, state banks, ¢r trust companies, which either
are members of the federal reserve system or otherwise have
access to the computerized systems.

b. Securities deposited by a domestic insurance company
with a custodian pank, or redeposited by a custodian bank
with a clearing corporation, or held in the federal reserve
book-entry system may be used to meet the deposit reguirements
of subsection 16. The commissioner shall adopt rules necessary
to implement this section which:

{1) Establish guidelines on which the commissionexr deter-
mines whether a custodian bank qualifies as a bank in which
securrties owned by an insurer may be deposited for the puxpose
of satisfying the requirements of subsection 16.

(2) Designate those clearing corporations 1in which
securities owned by insurers may be deposited.

{3) Set forth provisions that custodian agreements executed
between custodian banks and insurers shall contain. These
shall include provisions stating that minimum deposit levels
shall be maintained and that the parties agree securitles
in deposits with custodian banks shall vest in the state in
accordance with sections 508.17 and 508.18 whenever proceedings
under those sections are instituted.

{(4) Establish other safeguards applicable to the use of
custodian banks and clearing corporations by insurers which
the commissioner believes necessary to protect the
policyholders of the insurers.

c. A security owned by a domestic insurer and deposited
in a custodian bank or clearing corporation does not qualify
for purposes of its legal reserve deposit unless the custodian

bank and clearing corporation are approved by the commlssioner
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for that purpose.
EXPLANATION

This bill makes certain changes in the life insurance
investment provisions of section 511.8. Section 2 expressly
allows a life insurance company to hold an undivided interest
in the fee title or an undivided interest in a leasehold in
real estate for legal reserve purposas. Section 4 allows
2 company's investment in stock of its subsidiaries te gualify
for legal reserve purposes even 1f the stock is neither
publicly held nor traded. These investments gualify oniy
to the extent of five percent of the company's legal reserve.
Section 5 aliows a life insurance company to use systemg which
do not require physical delivery of security certificates
for holding and transferring securities. Sections 1 and 3
provide that the commissioner of insurance may designate
places, other than with the commissioner, where securities
may be deposited. The bill takes effect July 1 following
1ts enactment.

LSB 34505 69
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SENATE FILE 2742

AN ACT
RELATING TO A LIFE I[HSURANCE COMPANY'S INVESTMENT CE FUNDE
FOR LEGAL RESERVE PURPOSES.

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TOWA:

Section 1. Section 508 6, Ccde 1981, 1s anended to read
as follows:

“0u .6 DEPOSIT OF SECURITIES--CERITFICATE. Such securities
shall be deposited with tne cemmissicner of insurance and
whan-sweh or at such places_as _the commigsloner may designate.

or otherwise, satisfactory to the comnissioner, that the
capita. stock is all fully paid and the corpany possessed

of the surplus reguired and that the company is the actual

end unqualified owner of the gsecurities representing the paid-
up capital stock or olher funds of the company, and all laws
kave beer. complicd with, he the commissionet shall issue %o

svweh Lhe company the certificate neratnafter provided for
in this chaptes.

sec. 7. Section 511.8, subsectich l4. Code 1981, 1is amended
to read as follows:

14. URBAN REAL ASTATE AND ZERSONAL PROPERTY . versonal
or recal property or both persemak-of-reaal-preperty tocated
within the United States or the Dominion of Canada, other
tnan real property used or to be used primar:ly for
agricul<urai, herticultural, ranching ©r mining purposce,
which preduces income or which by suitable Lmprovement will
Droduse nNConGr-providedr-heweverr—that. However, personal
property aczquired under the-provisiens-o4 this subsection
#s shall ke acquired for the purpose of entering 1nto a
contract for the sale or for a use thereef under which the
contractual payments may reasonably be expected to result
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in the recovery of the investment and an 1nvestment return
within the anticipated useful life of the property. Legal
title to swen the real property may be acguired subject to
a contract of sale. %he-term-Uread "Real property" as used

estate, an undivided interest in a leasehold of real estate,
and an undivided interesi in the fee title of real estate,

Investments made-in-aeesrdanse-with-the-proviatens-sf undexr
this subsection shaitl are not be eligible in excess of ten
percent of the legal reserve.

sec. 3. Section %11.8, subsection 16, unnumbered paragraph
1, Code 1981, 1s amended to read as fellows:

Securities in an amount not less than the legal reserve
as defined in this section shall be deposited and sueh Lhe
deposit naintained with the cormissioner of insurances;-and
sh-oRAki-bu-Ehe-duty-of-tho-gemriparoncy-to-denigrate-oueh
praves-fer-the-keeping-of-satd-depesses or at such places
as the cormissioner may designate as will propecly safeguard

the-nane then. There may be included in the deposit an amount
of cash on hand not in excess of five percent of the deposit
required, oueh that deposit to be evidenced by a certified
chack, certificate of degosit, cr ather evidence satisfactory
to the commissioner of insurance. DCeposits of securitles

may be made in excess of the amdunts regquired heveby by
section. Neé A stock company organized under the laws of this
state shall not be reguired to make wweh a deposit until the
legal reserve. as ascertained by the commissioner, exceeds

the amount deposited by it as capitai. Real estate may be
rade a part of the deposit by furnishing evidence of ownership
satisfactory to the comsmissioner and by conveying the real
sstate to the commissloner or his the commissioner's SUCCESBOrS
in cftice by warranty decdr-satd-reai-eestate-to-be-neitd-by
€khe. The comnmissioner and mte the successors in office shall
nold the real estate in trust for the benefit of the

policyholders of the company or menmbers of the association,
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Real estate mortgage loans and policy loans may be made a
part of the deposit by filing a verified statement of the
loans with the commissioner, which statement shaii-be is
subject to check at the discretion of the commissioner.

Sec. 4. Section $11.8, subsection 18, Code 1981, is amended
by striking the section and inserting in lieu thereof the
following:

18, COMMON STOCKS OR SHARES.

a. Common stocks or shares issued by solvent corporations
or institutions are eligible if the total investment in stocks
or shares in the corporations or institutions does not exceed
ten percent of legal reserve provided not more than one-half
percent of the legal reserve is invested in stocks or shates
of any one corporation. However, the stocks or shares shall
be listed or adnitted to trading on a securitles exchanhge
in the United States or shall be publicly held and traded
in the “over-the-counter market" and market quotations shall
be readily available, and further, the investment shall not
create a conflict of interest for an officer or director of
the company betwesen the insurance company and the corporation
whose stocks or sharee are purchased.

b. Common stocks or shares in a subsidiary corporation,
the acquisition or purchase of which is authorized by section
508.33 are eligible i1f the total investment in these stocks
or shares does not exceed five percent of the legal reserve.
These stocks or shares are eligible even if the stocke or
shares are not listed or admitted to trading on a securities
exchange in the United States and are not publicly held and
have not beaen traded in the “over-the-~counter market". The
stocks or shares shall be valued at their book value.

Sec, S. Section 511.8, Code 1981, is amended by adding
the following new subsection:

NEW SUBSECTION. Use of custodian banks., clearing
corporations and the federal reserve book-entry system.

Senate File 2242, P. 4

a. As used in this subsection:

{1) "Clearing corporation" means a corporation as defined
in section 554.8102, subsection 3.

(2) “Custodian bank" means a fedexal or state bank or
trust company requlated under the lowa banking laws or the
federal reserve system, which maintains an account in its
name in & clearing corporation and acte as custodian of
gsecurities owned by a domestic insurer.

(3] "Federal reserve book-entry system" means the
computerized system sponsored by the United States department
of the treasury and certain agehcies and instrumentalities
of the United States for holding and transtferring securities
of the United States government and 1ts agencies and,
instrumentalities, in the federal reserve banks through
national banks, state banks, or trust companies, which either
are members of the federal reserve system or otherwise have
access to the computerized systems.

b. Securities deposited by a domestic inhsurance company
with a custodian bank, or redeposited by a custodian bank
with a clearing corporation, or held in the federal reserve
book-entry system mnay be used to meet the deposit requirements
of subsection L6. The commissioner shall adopt rules necessary
to implement this section which:

(1] Establish guidelines on which the commissioner deter-
mines whether a custodian bank qualifies as a bank in which
securities owned by an insurer may be deposited for the purpose
of satisfying the requirements of subsection 16,

{2) Designate those clearinhg corporations in which
securities owned by insurers may be deposited.

{3) set forth provisions that custodian agreements executed
between custodian banks and insurers shall contain. These
shall include provisions stating that minimum deposit levels
shall be maintained and that the parties agree securities
in deposits with custodian banks shall vest in the state in
accordance with sections 508.17 and 508.18 whenever proceedings
under thosc sections are instituted.
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(4) Establish other safeguards applicable to the use of
custodian banks and clearing corporations by insurers which
the commissioner believes necessary to protect the
policyholders of the insurers.

€. A security owned by a domestic insurer and deposited
in a custodian bank or clearing corporation does not qualify
for purposes of 1ts legal reserve deposit unless the custodian
bank and clearing corporation are approved by the commissioner

for that purpose.

TERRY E. BRANSTAD
President of the Senate

DELWYN STROMER
Speakex of the House

I hereby certify that this bill originated in the Senate and
15 known as Senate File 2242, Sixty-ninth General Assembly.

K. MARIE TBAYER
Secretary of the Senate
Approved \A& 3\'}’ , 1982
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