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Act relating to the finarcial supervisionr and solvency
oversight of insurance companies by the commissioner of
insuranrce and accreditation of the insurance division as an
approved insurance regu.ator by the national association of
insurance commissioners, imposing civil liability, authorizing
administrative and criminal penalties, and providing effective

dates and applicability provisions.
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Section 1. NEW SECTION. 510.1A SHORT Ti7if.

Thils chapter may be cited as the "Managing General Agents
Act.”

Sec. 2. NFEW SECTION. 510.2A DEFINITIONS.

As used in this chapter, uniess tne context oiherwise
requires:

1. MActuary" means a person who iz a newber in good
stancing of the BMme:ican acade of actoaries,

2. "Cormissioner"” means th commissioner of insurance.

3. MTnsurer"™ means a person duly licensed in this state as
a1 1fsurance corpany pursuant to Title XX,

1. <. "Managing gencral agent? means atly persct who

engages 10 ail of the following:

#
a

}-2

Negctiates and binds ceding reinsurance contracis on

"1

GLotphe insuranece

penal{ of an insurer or mdnages ali or

business of an insurer, includ: ng the managemen. cf a separa=ze
diviairon, depariient, or underwriLing ofifice, anG who acts ag
ne

ent tor such insurer whezher Xnows as 3 danagil

g3

Ty

oA

(s

agent, manager, or cther similar term or ticlae.

(2} With or without authority and either separalely or
Logatner with atfiliates, direcoly or indirecily produces, and
unGerrites, an arlunt 0f gross direct writien Cremlu equal
t0 or dreaier than five percent of the policyholder surpius In
any one guarier oY year as reported in the lags. annual
statemnent of the lnsurer,

{?} Encages in either or both of the following:

{a} Adjusts or pays clalis in excess of an amount
determined by the commissicrer.

(b} MNegotiates reinsurance on behalf o n

0. Managing general agent dces not inciude any of the
following:

{1} An employee cf the insurer.

(2} A manager of a United States branch of an alien .

insurer who resides in this countr ¥

-]1-



(] - 1=

~J o

o W

13

A
1

15

[ I R T o
FE e B ¥ s « B N+ A

b

23
25
26
27
28
29
30

1
i

32
33
34
35

R

{3} An underwriting manager whe, pursuant to contrace,

manages all iInsurance operations of the insurer, who is un
common control with the insurer, subject tc chapter %204
relating to the regulation ¢f insurance holding comoany

» and who 1s not compensated based upon the veolame

%

s

premiums written.

{4} An insurance company, 1la ccnnecilon with the
acceptance or rejection of reinsurance or a bilock of business

{S) The atrornev-in-fact authorized by or acting for the
subscribers of a reciprocal 1nsurer or interinsurance exchange
under power of attorney.

5. "Underwrite" means the autheority Lo accept or reject
risk on behalf of the insurer.

Sec. 3. NEW SECTION. 5.0.3A LICENSURE REQUTRED -- BOND.

1. A perscrn shall not act in the capacity ol a managing
generai agen: with respect to risks located in thig state for
an insurer licensed 1n tnig state unless the person is a
licensed producer in this state.

2. A person shall not act in the capacity of a managing
general agent representing an insurer domiciled in this state
with respect to risks located outside this state uniess the
persor is licensed as a resident or nonresident producer in
thig state pursuant to the provisions of this chapter.

3. The commissloner may require a bond for each company
represented by a managing general agent in an amount
acceptable to the commissioner for the protection of the
insurer.

4. The commlssioner may reguire a inanaglng general agen-
to maintain an errors and omissions policy.

Sec. 4. NEW SCECTION. 510.4 REQUIRZD CONTRACT PROVISTONS
-~ LIMITATIONS.

. A person acting in the capacity of a managing genera.
agent shall not place business with an Insurer unliess a
written contract 1s in force between the pariies which sets

forth the responsibilities of each party. If both parties

-2-
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sharve responsibility for a particular function, the contract
must specify the division of such responsibilities, and must
contain, at a minimum, all of the following provisions:

a. The insurer may terminate the contract for cause upon
written notice to the managing general agent. The Insurer may
suspend the underwriting authority of a managing general agent
during the pendency of any dispute regarding the cause for
termination. The insurer shall advise the commissioner of a
terminatlion or a suspension pursuant to this paragraph.

b. A managing general agent shall rencder accounts to the
insurer detailing all transactions and remit all funds due
under the contract to the insurer on not less than a monthiy

basis.

)—a

c. All funds collected for the account of an insurer shail

be held by a managing gerera: agent in a fiducliary capacity in

a bank which 1s a member of the federal reserve system. Thi

account shall be used for all paymenis on behalf of tne . |
surer., A managing general agent may retain no more than

three months estimated claims payments and alilocated loss

adiustment expenses,

T
ot

d. Separate records of business written by & managing
general agent shall be maintained. An insurer shall have
access ard a right to copy all accounts and records related to
the 1nsurer's husiness in a form usable by the insurer and the
commlssioner shall have access to all booxs, bank accounts,
and records of a maraging general agent in a form usable %o
the commissioner. Such records shail be retained at least

unt il after completion by the insurance division of the nex:

triennial examinatior of the insurer.

1

e. Appropriate underwriting guideliines including, but no

limited to, the tollowinrg:

(1) The maximum a2hnrual premium volume.
(2) The basis of the rates to be charged.
{3) The types cf risks which may be written,

{43} Maximum limits of liability.

_3_
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(5} Applicable exclusions.

(6) Territorial limitacions. p
{7) Policy cancellation provisions.
(8) The maximum lengtin or duration of the policy periaodd.
The insurer may cancel or refuse to renew any policy of
insurance produced or underwrltten by a managing general
agent, subject to the applicable iaws and rules concerning the
canceliation and nonrenewal of insurance policies.

2., Permissibpble provisions in a contract and their
regquirements :include the foliowing:

a. It the contract permits a managing gencrai agent to
settlie claims on behalf of the insurer all of the following
requirements apply:

(1) All claims reported mus:t be reported by the managing
general agent to the insurer in a2 timely manner.

(2) A copy of the claim file must be sent o the 1nsurer
at 1ts request or as soon as the managing general agent knows
that the claim meets one or more of the following conditions:

(a) The claim has the potential to exceed an amount
determined by the commissioner or exceeds the limit set by the
insurer, whichever 1s less,

{b) The claim involves a coverage dispute,

{c) The claim may exceed the claims settlement authority
of the managing general agent.

(d) The claim is open for more than six months.

rt
~
e

{(e) The claim is closed by payment of an amount sec by
commissioner or an amount set by the insurer, whichever is
less.

{3y All claim £iles shall be the joint property of the
1nsurer and the managing general agent. However, upon an
order of liqguidation of the insurer the files become the sole
property of the insurer or its estate. The managing genera:
agent shall have reasonable access to and the right to copy
the files on a timely basis.

{4) Any settlement authority granted to the managing

-4-
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general agent may be terminated for cause upon the insurer's
written notice to the managing general agent or upon the
termiralion of the contract. “he insurer may suspend Lhe
seltlement authority durirng tne pendency of any dispute
regarding the cause for termination.

b. If electronic claims files are in existence, tne

c .
Sier OF

(9]
T
-
"
v
]
L

contract must address the timely transoission
the data contained in the files,

c. It the coniract provides o
profits by rhe managireg genera:d agen
general agent has the authority to determire rhe amount of
interim profits by eéstablishing loss vescrves, by controlling
ciaim paymentz, or by determining the amour:t of interim
preftits in any other manner, interim profits shall net be paid
to =he maraging gereral agent until cne year afte: they are
parnec Yor property insurance busiress and Fioes VEATS ai ber
Phey arve carned for casualty insurance busincss, and no SR
Yhe interin profits have beon veriflied Dursuant Lo sectior

0.%.

S$- A managing general! agent shall not o any ol ohe

5
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TachuIlatlve agreements S the Tontiacih with the lneuro:

voriains relinsurvance underwricirg guidelines including, for
=3

Dorht reincurance assured ang ceded, a lisc of reinsyiers wish

whoh such autonatic agreemenos are in ol {ecn, -ne coOvVeIages

and

o

and emounts ov percentages that may be reinsure
corwilssion schedules.

D. Commit the insurer to parti

e
Q
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o
7]
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reinsurance syrdicates.
¢. Appoint any producer without assuring that the pr
is lawfully licensed to transac: the type cf ne

which the producer is appointed.
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insurer, pay ¢r commit

d. Without prior approval of ¢

he
the insurer to pay a claim over a specified amount, ne%t of
reingsurance, which exceeds one percent of the policyhoider's
surplus of the insurer as of December 31 of the previous
calendar vyear.

e. Cecllect any payment from a reinsurer ¢r commit ihe
insurer to any claim settlement with a reinsurer without prior
approval of the insurer. If prior approval 1s given, a report
must be promptly forwarded by the managing general agent to
the 1nsurer.

f. Permit 1ts subproducer to serve on the 1insurer's bcard
of directors.

g. Jointly employ an individual who is employed by the
insurer.

h. Appoint a submanaging general agent.

Sec. 5. HNEW SECTION, 510.5 DUTIES OF INSURERS.

1. An insurer shall have on file an incdependent financial

examination, in a form acceptable to the commissiconer, of each
managing general agent with which the insurer does or has done
business.

2. If a managing general agent establishes 1053 reserves,
the insurer shall arrually obtain the opinicn of an actuary
attesting to the adequacy of 1c¢ss reserves estavlished for
losses incurred and ocutstanding on business produced by a
managing general agent. This 1s 1n addition to any other
required loss reserve cercification.

3. An insurer shall periodically, but at least semi-
annually, conduct an on-site review of the underwriting ana
claims processing operations ¢of each managing general agent
with which the insurer is currentiy doirg business,

4. Binding authority for all reinsurance contracts or
participation in insurance or reinsurance syndicates chall
rest with an officer of the insurer, who is not affiliated
with the managing general agent.
£

5. Within thirty days of entering into or termination of &

_6._
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contract with a managing general agent, the insurer shall
provide written notification of the appointment or termination
to the commissioner. A notice of appcintment of a managing
general agent must include a statement of duties which the
appilcant 15 expected to perform on behalf of the insurer, the
lines of insurance for which the applicant is to bhe authorized
to act, and any other information the commissioner may
request.

6. An i1nsurer shall review 1ts books and records each
quarter and determine 1I any producer, as defined by section
5:0A. 2, has become, by coperaticn of section 510.2, subsection
3, a2 managing general agent as defined in that section. If
the insurer determines that a producer has become a managing
genera: agent by operation of section $106.2, subsection 3, Yhe
insurer shall promptly notify the producer and the
commissioner of such determination and the insurer and
procducer shall fully comply with the provisicns of this
chapter within thirty days.

7. An insurer shall not appeint fo its board of directaors
an officer, directer, employee, producer, or contrcliling
shareholder of a managing general agent of the insurer. This
suosection shall not apply to relationships governed by
chapter L21A relating to the regulation of insurance company
nowding systems, or, 1f applicable, by chapter 5.0A relating

o the regulation of producer controlled property and casuaity
insurers.
Sec. 6. NIW SECTION, 510.6 EXAMINATION AUTHORITY.
The acts of a wmanaging gereral sgent are conside
the acts of the insurer on whoese behalf a maraging general
agent 18 acting. A wmanaging generai agent may be examined as
if 1t were the insurer.
Sec. 7. NEW SECTION. 53i0.7 PENALTIES AND LIABIL
i. If the commissioner f£inds, after a hearing con
accordance with chapter 17A, cthat any perscn nas violated one

Or more provisions of this chapter, the commissioner ray order

-7 -
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owned by another organization for

one ¢or more of the followinrg:

a. For each separate violation, the imposition of an
administrative penaity of not more tharn ten thousand doliars.
b. Revocation or suspension of the producer's license.

c. Reimbursement by the managing general agent of the
insurer, the rehabilitator, or the liquidator of the insurer
for any losses Incurred by the insurer caused by a violaticn
of this chapter committed by the managing general agent.

2. The decision, determinatzion, or corder ¢f the
comm:issloner pursuant to subsection 1 is subject to judicilal
review pursuant to chapter 17A.

3. This section does not affect the right of the
commissioner to lmpose any other penalties provided for under
Title XX.

4. This chap:ter is not interded to anc¢ shall not in any
manner limit or restrict the rights of policynolders,
claimants, and auditors.

Sec. 8. NEW SECTION. 510.8 RULES AND REGULATIONS.

The commissioner may adopt ruliles, pursuant to chapter (74,
as necessary or convenient for the implementation and
administration of this chapter.

Sec. 9. NEW SECTION. 510.9 EXEMPTION.

A managing general agent who conmplies with sectionsg 510.1
through 510.8 for a block of business, shall not also be
required to comply with sections 510,20 and 510.21 with regard
te the same block of business.

DIVISION I
Sec. 10. NEW SECTION. 510A.1 SHORT TITLL.

T
T

This chapter shall be known and may be cl:ted as

e
9]
cr

"Producer Controlled Property and Casualty Insurer
Sec. 11, NEW SECTION. 510A.2 DEFINITIONS.

As used in this chapter, unless the ccntext otherwise

requires:
1. "Captive insurer" means an insurance conmpany which is

the exclusive purpose of

...8_
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lnsuring risks of the organization and any affiliated company,
y ¥

or in the case of groups and associations; an insurance
organization cwned by the insureds for the excliusive purpose
of insuring risks cof group and asscciation members and any
affiliates.

2. "Control" means the possession, direct or indirect, of
the power to direct or cause the direction of rhe management
and policies of a person, whether through the ownership of
veting securities, by contract otner than a coniract {or gocds
or nonmanagement services, or otherwise. Control shall be

rresumed o cxist if any person, directly or indirectly, owns,

e
contrels, holds with the powers to vere or helds praozxies
representing a4 majerity of the cutstanding voling securit les
of any other person. A perscn is not desmed Lo control
anotner perscy solelv by reason 0f being an cfficer or
director of the other perso

3.0 "Independent casuality actuary” mears a casualiy actuary
WG is oA nember ol the American academy of actuaries and who

Lo e R : H : : LR i . 1 - fe e
LG o marloan ?'T"".Lu 2a, Drincioal toe civect oOr indiract ovnoer
£ L '3 Nt

SUoalitivated wrth, of 1n any wey contyollod by tae fagures
D ompoducer
CLooenasT prlpesty and cEscualiy o insurart oo Tinsnves

neans & nasson Lleensad Lo IrannAach a propeity and casua o

S ANOT DLsSLNess Tothiz state and wialch izzsues pollicies
coveyed By ochantay 0873, whicrs 2stabilshoes tha ‘nourancs
THATADLY a880071 20100 fce “Cllowing are noi dlvensed poopurtby
AN Cariialiy srzurers FTol ohie purposes O0f this chaotor

L. ATL risk reftention groups a3 defined in the
und Amendments Reaulhncrizartion Act of 1386
99-499, 100 Stat. 1581} (1986), the fedaral 2isi Rer
L30U.5.C. 3901 et seq. {1987 & Supp. -986), or ch

. ALl residual market pools and olat underwriting
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5. "Producer"” means an insurance broker or any otner
person when such person acts or aids in any manner in
soliciting, negotiating, or procuring the making of an
insurance contract on behalf of an insured, who is not that
person, for any compensation, commission, or other thing of

value. "Producer" does nct irclude an exclusive agent or an
independent agent acting on behalf of the controlied insurer
or any subagent or representative of such agent, who acts as
such in the scilcltation of, negotlation for, or procuremenrt
or making of an insurance coniract, if the agent, subagen:z, oOr
representative is not also acting in the capaclity of an
insurance broker in the same transaction.

6. "Reinsurance intermedliary” means a person who acts as a
producer in soliciting, negotiating, or procuring the making
of a reinsurance contract or binder on behaif of a ceding
insurer, cr acts as a producer :in accepling a reiasurance
contract or birnder on behalf of an assuming insurer.

7. "Viclation" means a finding by the commissioner that
one or nore of the following has occurred:

a. The controlling producer nas not materially complied
with section S10A.3.

b. The controlled insurer, with respect to busliness placed
by the contreolling producer, has engaged in a pattern of
charging premiums that were lower than those being charged by
the insurer or other insurers for simijar risks written during
the same period and placed by noncontrolling producers. When
determining whether premiums were lower than those preva:ling
in the markef, the commissioner shall take into consideration
applicable industry or actuarial standards at the time the
business was written.

¢. The controlling procducer failed to maintain records,
sufficient to demonstrate that the producer's dealings with
its controlled :insurer were fair and equitable and in
compliance with chapter 521A or to accurately disclose the

nature and details of its transactions with the controlled

_10_
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insurer, including such information as is necessary to support
the charges or fees to the respective parties,

d¢. The controlled insurer either failed to estabiish, or
deviated from, its underwriting procedires wizh respect =0
business placed by the controlling preducer.

e, The controlled irsurer's capitalization at the tine the

business was placed by the controiling producar and wirh
respect to such business was not in compliance @with criterig
established by the commissioner or with Title XY¥.

£. The controlling producer or the conirollied insurer
falied 1o substantially comply with chapter SZLA.

Sec. 12. NEW SECTION, 510A.3 LIMITATION ON BUSINESS
PLACED WITH CONTROLLLD INSURER.

i. A producer which has controi of
casvaliy insurer shall not divectly or indirecily place

treny with fhe angsuser in any Lran
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cournlssion, 00U Sther
ol owing condllions are satsfiod:

&, A writien contract, which s aubiscr bn the
comiiSsioncs s raview and apnroval, hag boon snn=2red Laio
netycnn bne conurolilne producer and the insurer which nas
secn dpproved by the heoard of directors of the iasurer and
Uiled with the conmissicner.

b. The producer, prior to the effective date ¢f any
poiiey, deiivers written notice o the prospective iasured
disclosing the relationship bDetween the producer and :the
ceontroiied insurer, Thne disclosure notice shall be signed by
‘ne insured and retained in the underwrlizing file unci. th

O =h@ reporl On examinalion ¢overing the period in

'
-
X9

which the coverage is !n effaci . iiowever, if the business is

olaced through an ent of the producer who 1s not a

_,
U]

wontrelling producer, the controlling producer shall retain in

the controlling producer's recaords a signed commltment Sron



W M

OO® - S

—
<

[
[

—4

—

— bt —a

[P

[

(%)
[URE oS |

35

the agent of the producer that the agent of the producer i3

aware of the relatlonship between the insurer and the producer
and that the agent of the producer has or will notlify the
insured of the relationship.

c. All funds collecrted f{or the account of the lnsurer bv
the controlling producer, after commission payments,
cancellations, and other adjustments are made, must be paid to
the insurer at least quarterly.

2. In additien to any other required loss reserve
certification, the control.ed insurer, on April 1 of each
year, shall annually file with the commissioner an opinicn of
an indeperdent casualty actuary, or of another independent
loss reserve specialist acceptabie to the commissioner,
reporting loss ratios for each line of business wriltten and
attesting to the adequacy of loss reserves established for
losses incurred and outstanding as of the end cf the year,
inciuding incurred losses not reported, on business placed by
the producer.

1

3. The controlled insurer shall annually repcrt

l-h‘:

o IhR
commissioner the amount of commissions paid to the producer,
the percentage such amount represents of the nel premiums
written, and comparable amounts and percentages pald to
noncontrolling producers for placements of the same kinds of
insurance.

4. B controlled insurer must establish an audit comnittee
of the board of directors composed of independent directors.
Prior to approval of the annuail financial statement, the audit
committee shall meet with management, the insurer's
independent certified public accountants, and an independent
casualty actuary, or another independent loss reserve
specialist acceptable to the commissioner, to review the
adequacy of the insurer's loss reserves,

5. A reinsurance intermediary which has control of an
assuming insurer shall not directly or :indirectly place

business with tne assuming insurer in any transaction in which

_12_
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such relnsurance intermediary is acting as a broker on benalf
of the ceding irsurer. A reinsgurance interrediary which has
control of a cedirg insurer shall not directiy or indirectly

aceept business from the ceding insurer in any sransaction in

ta

which such reinsurance intermediar Yy 1s acting as a producer on
oehailf of the assuming insurer. The prohibitions in Lhig
subsection shall not apply to a reinsuranca intermediary which
makes a full and complete written disclosure te the parties of

nship with the assuming or ceding insurer prio: to
completion of the transaction,.

Sec. 13. NEW_SLECT TON. 510A.4 LIABILITY OF CONTROLLING
PRODUC 5 THID EVENT OF INSOLVENCY OF CONTROLLED INSURER.

.ooa. 1 the comtissiorer has reason to beilove that s
controlling producer has committed or is CCmMltting an act

hich could be determined to be a violation, as defiped in
section 310A.2, the commissioncr shall serve LOON tne
conteoliing producer in the manner provided by chapie
Shatement o ihe charges and notice of & tearing o be
conductad on gocoardance with chapter 17A,

. At such hearing. the commissioner wua’l Ccatablish what,
the conirolling producer engaged in a violation,: as defined in
section 5108.2.  The concrolling producer sha'll have an
oppOrtunily o weard and Lo prosent evidencs recutting the
charges and U0 estebiish tha:n the insolvency of the controlled
insuresr arcse out of events not attribuiable to Lhe violation,

The decision, determination, or order of the comuiss igner is
vV

o)
_
¥
}_l
"
D

sublect to judi view pursuant to chapter 174.
¢. Upon a finding, pursuant to this section, that the

controlling producer committed a viclation and the contr rolling

-l

A

o b
L (A M

o

4

producer {ailed to establi hat the violat.on
e

t
substarctially contribut the insolvency, the controliling
producer shail reimburse the stace guaranty funds, creaced
pursuant co cnapter 51SB for all paymenis made for L0585,
ioss adjustment, and administrative experses on the businessg

placed by the producer in excess of Gross earned premiums and

-13-
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investment income earned on premiums and loss reserves for
such business.

d. This section does not affect the right of the
commissioner to 1mpose any other penalties provided for urnde
Title XX.

2. This chapter does not alter or affect the rights of
policyholders, claimants, creditors, or other third parties,

DIVISION III

Sec. 14, NEW SECTION. 521B.1 SHORT TITLE.

This chapter shall be known and may be cited as the "Credit

for Reinsurance Act."
Sec. 15. NfW SECTION. 521B.2 CREDIT ALLOWED A DOMESTIC
CEDING INSURER.

Credit for reinsurance is allowed a domestic ceding insuver

as either ar asset or a deduction from liability on account of
reinsurance ceded only if the reinsurer meets the requirenments
of subsection 1, 2, 3, 4, or 5. If£ the reinsurer meets the
requirements of subsection 3 or 4, the requizements of
subsection 6 must also be met.

1. Credit is allowed if the reinsurance is ceded to an
assuming lnsurer which 1s licensed to transact the pusiness of
reinsurance in this state.

2. Credit is allowed if the reinsurance is ceded to an
assuming insurer which is accredited as & reinsurer 1in this
state. An accredited reinsurer is onre which satisfies all of
the following conditions:

a. Files with the commissioner evidence of submission to
the jurisdiction of this state.

. Submits to the authcrity of this state to examine i:ts
books and records.

c. Is licensed to transact relnsurance 1n at iesast one
state, or in the case of a United States brancn of an alien
assuming insurer, 1s entered through and licensed to transact
the business of reinsurance in at least one state.

d. Files annually with the commissioner a copy of its

-14-
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annual statement filed with the insurance department of its

state of domicile and a copy of its most recent audited
financial statement and does either of the following:
(1) #™Maintalns a surplus with respect Lo policyholders in
an atcunt which ig not less than twenty million dollars and
whose accreditation has ncot beesn denied by the commissicner

within ninety days of its submission to the Jurisdiction of

this state,

{2) Maintains a surplius with respect to pecliceynoiders :in

an amount iess than twenty iillicn decliars and whcse

accreditation has been approved by tne commissioner. Credit

-

shall not be allewed a domestic ceding 1nsurer, if t

accrediration oI the assuming insurer 1S revcked Dy the

commissioner after notice and

To qitalify 25 an accredited reinsurer, an assumlng insure:
npst mearn all of the requirements and the standards sern foorh
in this subsection. If the commissicner determines that the
Assuming insucer has falled Lo continue to meetl any of thege

tH OV standards, Lng
nolice and hearing raveoxke scaradliatlon of ihe

insurer.,

Thisg seciion dess nol apply Lo rzinsurance cedod and
assumed pursuan. L0 poolling arrdangements amony Insurers in one

sane holding company systerm.

is ceded to an

-
<
4

. a. Credit is allowed 1Lf the reinsurance

assuming insurer which is domiciled and licensed in, or in the
it

case of a lnited States branch of an alien assuming insurer,
13 entered through a state which employs standards regarding
credit for reinsurance substantially similar to those
applicable under this secticn, and the assuming insurer or
United States branch of an aiien assuming insurer does both of
the following:

{1} HMaintains a surplus with respect to policyholders in
an amount not less than twen:ty million dollars.

(2} Submits to the authority of this state to examine its

_15_
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books and records.

b. However, the requirement of paragraph "a", subparagraph
{1}, does not apply to relnsurance cedeéd and assumed pursuant
to a pooling arrangement among insurers in the same holding
coinpany system.

4. a. Credit 1s allowed if the reinsurance is ceded to an
assuming insurer which maintains a trust fund in a qualif:ied
United States finrancial institution, as defined in section
521B.4, subsection 2, for the payment c¢f the valid claims cf

its United States policyholders and ceding insurers, their

assigns, and successors in interest. The assuming insurer

shall report annually to the commissioner information
substantially the same as that required to be reported on the
natienal association of insurance commissioners' annual
statement form by licensed insurers tc éenaple the commissicner
to determine the sufficiency of the trust fund. In the case
of a single assuming insurer, the trust shall consist of a
trusted account representing the liabilities of the assuming
insurer attributable to business written in the United States
and, in addition, the assuming insurer shall maintain a
trusted surplus of not less than twenty million dollars. 1In
the case of a group of individual unincorporated underwriters,
the trust shall consist of a trusted account representing the
liabilities of the group attributable to business written in
the United States and, in addition, the group shall maintain a
trusted surplus of which one hundred million dollars shail be
held jointly for the benefit of United States ceding insurers
of any member of the group. The group shall make available to
the commissioner an annual certification of the solvency of
each underwriter by the group's demiciliary regulator and its
independent public accountants.

b. In the case of a group of incorporated insurers under
common administration which complies with the filing
requirements contained in paragraph "a", which is under the

supervision of the department of trade and industry of the

..16....
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United Kingdom, which submits to the authority of this state .
to examine 1ts books and records and bears the expense of the
examinaticen, and which has aggregate policyholders' surplus cf

at least ten billion dollars, the trusi shall be irn an amount

equal to the several liabilities of the group attributable to

busiress written in the United States., The g¢group shall a‘so

maintain a joint trusteed surplus of which cne hundred miliion

moorr

dcilars shail ke held jointly for the benefiz 0f lUinited States

ceding insurersg ¢f any member of the group, ané each member of
the group shall make available fo the commissioner an annua:l
certification of the member’s solvency by the member’s
domiciliary regulatcr and 1zs independent public accountant.

c. Such trust shall be established in a form approved by
the commissioner., The trust instrument shall provide that

ontested claims are valtd and enforceable upon the final

C
order of any court of competent zurisdict:icn in the United

States. The trust vests legal title o its asscts in tne .
trusiees of the trust for its United States policyholders ang

PRI H . P y ey P - d  y H 1. (PR
TOAING LNsSeTers: their a%81GNS, NG SUCCRE2EGTS LN 1nrerosi.

The rrust oand the assuming insurer are subjoct o axanination
nes $ ot ! - N P AP . ith N T B TS. BN
asodeieraninad by the commissioner, fhe htrust described in

thiis paragraph must remain in e

£
assuming insurer has ouvistanding c¢bli

reinsurance agreements subiect to the trus

r

d. No later than February 28 of each yzar the trusrtees of

-~

the trust shall report to the commissioner in writing serti:

-

o0

forth the balance of the trust and listing the trust's
investments at the end of the preceding calendar year and
shall certafy the date of terminaticn of the trust, if so

not expire prior o

p—
P

pianned, or cernify that the trust sha
the following December 31i.
5. Credit is allowed if the reinsurance is ceded to an
assuming insurer not meeting the reguirements of subsection 1,
2, 3, or 4, but only with respect to the insurance of risks .

iocated in a jurisdiction where such reinsurance is required

_.17_
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by applicable law or regqulation of that jurisdiction. For
purposes of this subsection, jurisdiction refers to a
jurisdiction other than the United States, and any «tate,
district, or territory of the United States. This subsgecti:
allows credit to ceding insurers which are mandated by such
jurisdiction to cede reinsurance to state owned or controlicd
lnsurance Cr reinsurance companies or to participdate in pocis,
guaranty funds, or joint underwriting associations.

6. a. If the assuming insurer 1s not licensed or
accredited to transact insurance ¢r reinsurance in this state,
the credit permitted by subsection 3 or 4, is not allowed
unless the assuming insurer agrees in the reinsurance
agreements to both of the following:

(1) That in the event of the failure of the assuming
insurer to perform its obligations under the terms of the
reinsurance agreenert, the assuming .nsurer, at the reguest
the ceding insurer, shall submit to the jurisdiction of any
court of competent jurisdiction in any state of the United
States, shall comply with all requiremrents necessary to give
such ccurt jurisdiction, ané shall abide by the tinal dec:isian
of such court or of any appellate court in the event of an
appeal.

(2)y That the commissiconer or an attorney designated in the
agreement is the true and lawful attorney of the assuming
insurer upon whom may be served any rawful process 1in any
action, suit, or proceeding instituted by or on behalf of the
ceding company.

b. This subsection 1is not intended to conflict with or
override the obligation of the parties to a reinsuyrance
agreement to arbitrate their disputes, if such an oblication
is created in the agreement.

Sec. 16é. NEW SECTION. 521B.3 REDUCTION FROM LIABILTITY
FOR REINSURANCE CEDED BY A DOMESTIC INSURER TO AN ASSUMING
INSURER.

A reduction from liability for the reinsurance ceded by a

_18_
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domestic insurer to an assuming insurer not meeting the
requirements of section 5213.2 is aliowed in an amount not
exceeding the liabilities carried by the ceding insurer and
the reduction shall! be in tpe amount of funds held by or on
behaif of the ceding insurer; including funds keld .n trust

» under a reinsurance cortract with the

L1

For the ceding irsure
AssumMing Insurer as security for the payment of spligations
under the reinsurance contract, if such security is neld in
the United States subiject to withdrawal sol teiy by, and under

the exclusive cortrcl) of, the ceding insurer, or in the case

h
e

=Y
[y

—

of a trust, held in a qualified United States financ
institation, as defined in section 32°R.4, subsectilin 2. This
Security may be held in the form of any of the roilowing:

i. Casnh.

2. Securities listed by tLhe securities vaiuation office of
the national association of inzurance commissioners andg
qualifying as admitced assets.

3. Clean, irrevocabdle, uncenditional letters ofF credit,
rssucd or confirped by a qualified Uniced Startes financial
PRSLirteiion, as dofired In section S4iB.4, subcceorian 2. C

wade, and irn the possession of ke ceding insursy on or befcre
the 7filing date of its annual stacerert.

retters of credlt meating applicable standards o
accepravisity as of the dates of zhelr issuance or
confirmation snall, notwithstanding the sutseqguent faliure of
the lssuing or confirming irstitution or subzequen: fallure oo

=

iy, continu? oo

[

i

o

a

o

meet aponlicabie standards of issusr accent

Y
7T i

o

avlon, extension,

r:

e acceptahble as security uniil their Sxpl
renewal, medification, or amendment, whichever Sirst cocours.,
4. Any otnher form of Security acceptable 0 the
commlssioner.
Sec. 17. NEW SEZCTION, 5218.4 QUALIFIED UNITED STATES
FINANCTAL INSTITUTIONS.

1. For purposes Gf this chapter, a "qualified United

-19_
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States financial institution" means an institution that

satisfies all of the following conditions:

a. The financial institution is organized or licensed
under the laws of the United States or any state of the Un:
States,

b. The financial institution is regulated, supervised, and

examined by federal or state authorities having re

J
o
—
s3]
it
:
re

e

authority over banks and trust companies.

¢. The firancial institution has beer determined by elther
the commissioner, or the securities valuation office of the
national association of insurance commissioners, to meet such
standards of financial condition and standing as are
censidered necessary and appropriate to regulate the quality
of financial institutions whose letters of credit wilit be
acceptable to the commissioner.

2. A "qualified Unlted States financial instizution”
means, for purposes of those prowvisicns of this chapter
specifying those institutions that are eligible to ach as a
fiduciary of a trust, an institutlon that is both cf the
following:

a. Organized or licensed under the laws of the United
States or any state of the United States, and has been granted
authority to operate with fiduciary powers.

b. Regulated, supervised, and examined by federal or state
authorities having regulatory authority over banks and trust
companies.

Sec. 18, NEW SECTION. 5218.5 RULES.

The commissiorer may adopt ruies, pursuant to ¢
as necessary or convenient to administer this chapt
DIVISION IV
Sec. 19. NEW SECTION. 521C.1 SHORT TITLE.
This chapter shalil be known and may be cited as the
"Reinsurance Intermediary Model Act."
Sec. 20. NEW SECTION., 521C.2 EFINITIONS.

As used in this chapter, unless the context otherwise

_20_
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requires:

L. "Actuary" means a person who is a member in gocd
standing of the American academy of actuaries.

2. "Controlling person" means a person who directiy or
Iindirectly has the power to direct or cause to be directed,
the management, control, or aczivities of the reinsurance
Iintermediary.

3. "Insurer” means a person licensed o traansact the
biusiness of insurance in this sta<e.

4. "Licensed producer" means an agent, broker, or
reinsurance intermediary iicensed pursuant o tne applicable

provision of the insurance iaw of any jurilsdicticn.

5. "Relnsurance intermediary” means a reinsurasce
intermediary-broker or reinsurance intermedlary-manager.

a
6. “Reinsurance intermediary-broker" means a perscn, okher
whan an officer or empioyee of the ceding insurer, who
solicits, nego-iates, or places reinsurance Cessions or
C

relrocesslons on ben insurer withiour *he

a
AUCROTIEY Or power to bind roinsurance o behall ot ihe ceding
insurer.

7. "Reinsurance intermediary-manager® means a person whe
has authority to bind or manage ail or parit ol the assumed
reinsurance business of a reinsurer, including the management
e separzve diviasion. department, or underwriiing oflice,
and acts as an ageat for the relnsurer whethor Xoowen 3s a
reinsurance inTerrediary-manager or MANAGEY, OY KaOwD by any
otber similar term or title. Howzver, for rhe Lurpeses of
thi.s chapter, fne {oliowing persons shall not be considered z
reinsurance intermediary-manager, with respect e rhe
relnsurer:

4. An emp.oyee of the reinsurer.

b. A manager of a United States branch of an alien
reiasurer who resides in this country.

C. An underwriting manager who, pursuant to contract,
manages all the reinsurance operations of the reinsurer, who

_21_




1s under common control with the reinsurer, subiect to chapter
S21A relating to the regulation of insurance holding company
systems, and who 1s net compensated hased upon the volume of
premiums wrltten,

d. The manager of a group, association, pool, or
organization of insurers who engages in jolnt uncderwriting
joint reinsurance and whe 1s supject tc examination by the
insurance commissioner of the state in which the manager’'s

principal business cffice 1s located.

Lo e B o e~ T v e e O I B

8. "Reinsurer" means a person licensed in this staze as a

——

reinsurer with t! Ll it ume reinsurance.
nsure th the atthority to assume reinsuranc

=
-

9, "To be in wviclation" means that the reinsurance

[
o M

intermediary, insurer, ot reinsurer for whom the reinsurance

Intermediary was acting failed %o substantially comply with

[

the provisions of this chapter.

)
(B4

10, "Qualified United States financial ingtitution’' means
an institution that satisfies ail of the foilowing conditions:

a. The firancial institution 1s organized or licensed
under the laws of the United States or any state ot
States.

b. The financial 1nstitution is regulated, supervised, ang
examined by federal cor state authorities having regula:zory
authority over banks and trust conpanies,

c. The financial institution has been dezermined by eilther
the commissioner, or the securities valuation office of the
national assoclation of lnsurance commiss:ioners, to meet such
standards of financial condition and standing as are
considered necessary and appropriate to regulate the quality
of firnancial institutions whose letters of credit will be
acceptable to the cocmmissioner.

Sec. 21. NEW SECTION. 521C.3 LICENSURE.

1. A person shall not act as a relnsurance ilntermedlary-

broker in this state If the person maintains an office in this
state or another state individually or as a member or emnployee

of a firm or association, or as an officer, director, or

_22_
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employee of a corporation, unless the person is a licensed
producer in this state or another state having a ‘aw
substaniially similar to this law, or the persosn is 1icensed
in this state as a nonresident reinsurance intermediary.

2. & person shall not act as a reinsurance ntermediary-
manager 1n any of t{he following circumstances:

a. Where the reinsgrer is domiciled In Lhis state, uniess

e

the person s a licensed producer 1o this statc

state

N

. Where the person maintains an cfflce in
individually or as a member or empioyee of a firm or
association, or as an officer, director, or emplioyee of a
corporatlion in tnis state, unless the person 1s a licensed
vroducer in thlis state,

c. Where Lhe person would be acting In another stats for a
nondomestic insurer, unless the person s a licensed producer
1 rnis state or 1n anclher sraie having a law substantialiy

asimilar to this law, r is licensed in Ehis stale as a

nongesident reinsurance inlerneciary,

3. The commiggiconer may requ.rc & reinsirance
rlermediary-manager suebiecl to suhsection 2 Lo 3o oone Lrowore

b Faintaln an errors and omligsions oclicy th &n ancunt
coceptable 1O che Commissioner
4, a. The commissioner may lssue a rejinsurance

intermadiary license to a person who has complied wich the
reguirenents of this chapter. Any such license issued tc a
Firm or associacion will authorize all the members of the firm
or association and any designated employees Lo act as
relnsurance intermediaries under the license, and all such
persons snali be named in the application and any supplerents

to the application. A license issued to a corporation shall

...23_
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authorize all of the officers, and any designated employees
and directors of the corporation to act as reinsurance
intermediaries on behalf of the corporation, and all such
persons shall be named 1n the application and any supplemen:t .
to the application.

b. If the applicant for a reinsurance intermediary licen:e
is a nonresident, such applicant, as a condition precedent o
receiving or holding a license, shail designate the
commissioner as agent for service of process, and also shall
furnish the commissioner with the name ard address of a
resident of this state upon whom notices or orders of the

commissioner or process affecting such nonresident reinsurance

intermediary may be served. The licensee shalli promptiy
t

notify the commissioner in writing of a change cf the
designated agent Ifor service of process, and the change
becomes effective upon acknowledgement by the comnmissioner.

5. The commissioner may refuse to issue a reinsurance
intermediary license 1£, in the commissioner's judgment, any
of the tollowing conditions are present:

a. The applicant, any one named in the appli
member, principal, officer, or direcior of th
not trustworthy.

b. A ceontrolling person of such applicant is
trustworthy to act as a reinsurance intermediary.

¢. Conditions present in paragrapn "a" or "b" rhave given
cause for revocatlon or suspension <f a license, or a person
referred to in paragraph "a" or "b" has failed to comply with
any prerequisite for the i1ssuance of a license.

Upon written request, the commissioner shall furnish a
written summary of the basis for refusal to issue a licernse,
which document is privileged and not subject o disclosure
under chapter 22.

6. A licensed attorney in this state when acting in a
professional capacity as an attorney 1is exempt from the

requirements of this section.
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Sec. 22. NEW SECTION. 521C.4 REQUIRED CONTRACY
PROVISTONS -- REINSURANCE INTERMEDIARY-BROKERS.

Transactions between a reinsurance Intermediary-broker and
the 1nsurer that the reinsurance intermediary-broker
represents in such capacity shall only be entered into
pursuant to a written authorization, specifying the
respensibilities of each party. The authorization shall, at a
minimui, contain provisions that satisfy all of the following
tequirements:

1. The 1lnsurer may terminate the authority oI the
reinsurance intermediary-broker at any time.

2. The reinsurance intermediary-broker shall rend
accounts Lo the insurer accurately detailing all material
transactions, including information necessary t¢ supp

u
commissions, charges, and other fees received by, or owing, to

the reinsurance intermediary-broker, and snhall remit all funds

due to the insurer within thirty days of receipt.

"~

3. All fynds collected €or the account of the insurer
shall be held by the reinsurance intermediary-broker in a
tiduciary capacity in a bank, as defined in section 524.103,

1. The reinsurance intermediary-broker shall comply with
section 5721C,5.

5. The reinsurance interaediary-broker shatll conply with
bhe written standards established by the insurer for the
cession or retrocession of all risks.

5. Tne reinsurance intermediary-broker shali disciose to
the insurer any relationship wicth any reinsurer to whicn
business will be ceded or retroceded.

Sec., 23. NEW SECTIQﬁ. 521C.5 BOOKS AND RECORDS -- RE-
TNSURANCE INTERMLLIARY BROKERS.

t. Tor a minimum of ten years after expiration of ecach
contract of relnsurance transacted by the reinsurance
interrediary~broker, the reinsurance intermediary-broker shall
keep a complete record for each transaction showing all of the

foliowing:

._25-.
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a. The type of contract, limits, urnderwriting
restrictions, classes or risks, and territory.

b. The period of coverage, including effective and
evpiration dates, cancelilation provisions, and notics reg...
of cancellation.

c. The repcrting and settlement reguirements cf balancei.

d. The rate used to compute the relnsurance premium,

e. 'The names and addresses of assuming reinsurers.

£. The rates of all reinsurance cecmmissions, inciuding tne
commissions on any retrocessions handled by the reinsurance
intermediary-broker.

g. Al: related correspondence and memoranda.

h. Proof of placement.

:. The details regarding retrccessions handled by the

retnsurance intermediary-broker incliuding the identity of

LY

retrocessionaires and percencage of each contract assumed ©
ceded.

j. PFirancial records, including but not limited to,
premium and loss accounts.

k. It the reinsurance intermediary-broker procures 2
reinsurance ccntract on benaif of a licensed ceding 1nsurer
one or both of the following ghall be included in the record:

(1) Directly from any assuning reinsurer, wrltten evidence
that the assuming relinsurer has agreed to assume the risk.

(2)y I1f placed through a representative ¢f the assuming
reinsurer, other than an empioyee, written evidence that the
assuming relnsurer has delegated binding authcrity to the
representative.

2. The insurer has a right cf access and the right to cop
and audit all accounts and records maintained by the
reinsurance intermediary-broxer related to its business in a
form usable by the insurer.

Sec. 24. NEW SECTION. 521C.6 DUTIES OF INSURERS
UTILIZING THE SERVICES OF A REINSURANCE INTERMEDIARY-BROKER.

1. An insurer shall not engage the services ot a person,

_26_.
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firm, association, or corporation to act as a reinsurance
intermediary-broker on its behalf unless the person is
iticensed as required by section 521C.3, subsection 1.

2. Ar insurer shall not employ an indlwvidual who is
enploved by a reinsurance Intermedlary~-broker with which the
Insurer transacts business, uniess such reinsurance
intermediary-broker 1s under common control with the insurer
avd subject to chapter S21A reiating to the reguiaticon of
insurance compdany hoiding systemns,

Y. The insurer shall annualiy obtain a copy o0f statements
of the f£inancial condifion of each reinsurance intermediary-
broker with which the insurer transacts husiness,

sec. 25. NIEW SECTION. 521€C.7 REQUIRFD CONTRACT
PROVISIONS -- REINSURANCE [NTERMEDIARY-MANAGHERS.

Transactioens between a reingurance intermediary-manager and
the reinsurer that the reinsurance initeraediary-menager
represents in such capacity shall only be entercd into
pursuant to a wrilthten contract, speclfying the

r

responsibilities of each party, which shall be approved by the
t

(a3

¥

b=
~

reinsurer's board of dircctors, At leas iriy days phefore
the reinsurer assumes or cedes business fhrough o reinsgurance
internediary-managor, a Lrue ¢opy of the approeved conbtract
shall be filed with the commissioner for approval by the
commissioner. The centract, at a minimum, shall! contain the
foilowlng provisions;:

L. the reinsurer may terminate the coentract for cause upon
writien notice to the reinsurance intermediary-manager., The
reinsurer may suspend the authority of the reinsurance
internediary-manager tc assume oOr cede business durleg the
pendency of any dispute regarding the cause for termination.

2. The relnsurance 1intermediary-manager shall render
acounts to the reinsurer accurately detailing all material
Lransactions, including information necessary to support aill
commissions, charges, and other fees received by, or owing to

the reinsurance intermediary-manager, and shall remit all

_27_
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funds due under the ceontract to the reinsurer on not less
a monthly basis.

J. All funds collected for the reinsurer's account sha
pe held by the reinsurance intermediary-manager in a f{:duci
capacity in a pank which 1s a qualified United States
tfinancial institution, as defined in section %2;C.2. The
reinsurance intermedlary-manager mav retain no more than three

months estimated claims paymernts and ailocated loss adiustient
expenses, The reinsurance intermediary-marager shall maintain
a separate bank account for each reinsurer that the
reinsurance intermediary-manager represents.

1. For at least ten years after expiraticn of each
contract of re:insurance iransacted by the reinsurance
intermediary-manager, the reinsurance intermedlary-manager
shall keep a complete record for each transaction showing al:l
of the following:

a. Tre type of contract, limite, underwriting
restricilons, classes or risgxs, ard territory.

b. The period of coverage, includirg effective and

expiration dates, cancellation provigions and notice reguired

of cancellation, and disposition of outstanding rescrves on
covered risks.

¢. The reporting and settlement requirements of baiances.

d. The rate used to compute the relnsurance premium.

e. The names and addresses of reinsurers.

f. The rates of all reinsurance commissions, inclucing the
commisslons on any retrocessions handled by the reinsurance
interimediary-marager.

g. Any relared correspondence and memoranda.

h. Proof cf placement.

1. The detalls regarding retrccessions handled by the
reinsurance lntermediary-manager, as permitred by section
521C.9, subsection 4, including the identity of
retrocessionaires and percentage of each contract assumed or

ceded.
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3. FPinancial records, including but not limited to, .
premium and loss accounts.
k. If the reinsurance intermediary-manage: places a
einsurance contract on behalf of a ceding insurer one or both
of the following shall be inciuded in the record:

(1) Directly from any assuming reinsurer, written evidence

LS B o2 TRV 3 B U S

that the assuming reinsurer has agreed to assume the risk.

X

(2) If placed through a representative of the assuming

o

reinsurer, other than an employee, written evidence thnat the

—
fons

assuming reinsurer nhas delegated binding authority to the

(o]
—

representative.

5

5. %he reinsurer has a right of access and the right o

—
]

copy all accounts and records maintained by the reinsurance

—
La

14 intermediary-manager related to its business in a form uysable

15 by the reinsurer.

16 6. The contract cannot be assigned in whele or in part by
17 the reinsurance intermediary-manager. .
19 7. The reinsurance intermediary-manager shall comply with

19 the written underwriting and rating standards established by
20 the insurer f[or the acceptance, rejection, or cession of all
21 risks.

22 8. The contract shall set forth the rates, terms, and

23 purposes of commissions, charges, and other fees which the

24 reinsurance 1ntermediary-manager may levy against the

25 rewnsurer,

26 9. If the contract permits the reinsurance intermediary-
27 manager to settle claims on behalf of the reinsurer, all of

28 the following apply:

29 a. Al claims shall be reported tc the reinsuzer in a

30 timely manner.

31 b. A copy ¢f the claim fi1le shall he sent t0 the reinsurer
32 at its reguest or as soon as it becomes known that the claim
33 meets any or all of the following conditions:

34 {1) The claim has the potential to exceed the lesser of an .
35 amount determined by the commissioner or the limit set by the
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reinsurer.

(2) The claim involves a coverage dispute.

(3) The claim may exceed the claims settlement authorit:

the reinsurance intermedlary-manager.

{d) The claim is open for more than six months,

(5) The claim i1s closed by payment of the lesser ¢f an
amount set by the commissioner or an amount set by the
reinsurer.

c. All cilaim files shall hbe the joinit propevty of the
reinsurer and reinsurance intermedliary-manager. Howaver, upon
an order of liquidat:ion of the reinsurer the files shail
become the sole property of the reinsurer or its estate. The
reinsurance intermediary-manaqger shall have reasorable accoess
to and the right to copy the files on a timelv basis.

d. Any setilement authoricy granted to the reinsurance
intermediary-manager may be terminated for cause upon tihe
reinsurer's wrizten notice ¢ the reinsurance ntercediary-
manager or upon the termination of the contraczt. The
reinsurer may suspend the settlement authority
pendency of the dispute regarding the cause of

10. If the contract provides for a sharing
profits by the reinsurance intermedlary-manager
profits shall not be paid until one year after the end of cach
underwriting period for properiy insurance business and five
years after the end of each underwriting pervigd for casualty
insurance ousiness, or a later period as determined by the

commissioner for each type of 1nsurance, but in no case until

the adequacy of reserves on remaining claims has peen verified

pursuant to section 521C.9, subsection 3.

11. The reinsurance internediary-manager chall annually
provide the relnsurer with a statement of 1ts Ifinancial
condition prepared by an indepencent certified accountant.

12. The reinsurer shall pericdically, but not less than
semlannua:zly, conduct an on-site review of the underwriting

and claims processing operations of the reinsurance
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intermediary-manager.

13. The reinsurance intermediary-manager shall dlsclose to
the reinsurer any relationshlp the reinsurance intermediary-
manager has with any ilnsurer pricr to cedlng Or assuming any
biisiness with the Iinsurer pursuant to this contract.

14, The acts of the reinsurance intermediary-mmanager are
deemed to be tne acts of the reinsurer on whose behalf the
reinsurance intermedlary-manager 1s acting,

Sec. 26. NEW SECTION. 521C.8 PROEIBITED ACTS.

The reinsurance 1ntermediary-manager shall net do any of
the following:

1. Bind retrocescions on behalf of the relnsurer, except
that the reinsurance intermediary-manager may bind facultative
retrocessions pursuant to obligatcry facuitative agreementg if
the contract with the reinsurer containg reinsurance
underwriting guigelines for such retrocessions. The
guidelines shall include a list of reinsurers witihlh which the
automatic agreements are in effect, and for each reinsurer,
the coverages and amounts or percentages that may be
reinsured, and commission schedules.

2. Commit the reinsurer tc participate 1 reinsurance
syndicates.

o
=

el
[

st

r
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n

3. Appoint any producer without LG that the preducer
' i

einsurance for which the

m

is licensed to transact the type of
producer is appointed.

4. Without prior approval ot the reinsurevr, pay or commit
the reinsurer to pay a claim, or a net amount of
retrocessions, that exceeds the lesser of an amount specified
by the reinsurer or one percent of the reinsurers
policyholder's surpius as of December 31 of the last complete
calendar year.

5. Collect any payment from a retrocezssionaire or commit
the reinsurer t¢o any claim settiement with a retrocessionaire,
without prior approval of the reinsurer. If prior approval is

glven, a report must be promptly forwarded to the reinsurer.

i
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II. 1 6. Jointly employ an individuai who is employed by the
2 reinsurer,.
3 7. Appoint an agent of a reinsurance intermediary-manager.
4 Sec. 27. NZW SCCTION, 521C.9 DUTIES OF REIINSURERY

5 UTILIZING THE SERVICES OF A REINSURANCE INTERMEDIARY-MANACE.

6 1. A reinsurer shall not engage the services ¢f a perscn
7 to act as a reinsurance intermedliary-manager on its behatil
8 unless the person is licensed as reguired by section 52iC.3,

9 subsection 2.
19 2. The reinsurer shall annual.ly ocbtain a copvy of
11 statements of the firanclal conditiorn of each relngurance

i2 intermediary-marager wheom the reinsurer has engaged pursuant
13 to subsection 1. The statementis of financial cendition shall
14 be prepared by an indepenrdent certified acccuntant tn a form

1% acceptable to the commissioner.

e 1. [f a relnsurance intermediary-manager estaplisnes icoss
‘ {7 reserves, the reinsurer shall annually cbtain the opinicn of
18 an actuary attesting to the adequacy 0f loss rescrves

19 tablished for losses incurred and ouis:tanding on business

20 oduced by the reinsurance intermediary-manager. This

F

055

[

21 opiniun snhall be in addition to any cther required

22 reserve certification.
23 4, Binding authority for all retrocessional contracts or
24 participation in reinsurance syndicates shall rest winh an

25 officer of the reinsurer who stall not be affiliated with the

26 reinsurance intermediary-manager.

27 5. Within thirty days of termination of a contract with a
28 reinsurance i1ntermediary-manager, the reinsurer shall provide

29 written notification of the termination ¢o the commissioner.

30 6. A reinsurer shall not appoint to 1ts board of directors
L any officer, director, employee, controlling sharehcider, or

32 an agent of a producer of its reinsurance intermediary-

33 manager. This subsection shali not apply to relationships

34 governed by chapter 521A relating to the regulation of

35 insurance company holding systems or, if appiicablie, governed

_32_
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by chapter 510A relating to the regulation of producer
controlled property and casualty insurers.

Sec. 28. NW SECTION. 52:iC.10 EXAMINATION AUTHORITY.

1. A reinsurance Intermediary is subject to examination by
the commissioner, The commissioner shall have access 1C ail
books, bank accounts, and records of the reinsurance
intermediary in a form usable o the commissicner.

2. A reinsurance intermediary-manager mey be examined as
1f 1t were the reinsurer.

Sec. 29. NEW SECTION. 52:1C.11 PENALTIZS AND LIABILITIES.

t. A reirnsurance intermediary, insurer, or :2in
by the commissioner, after a hearing conducted ir accordanc
with chapter 17A, to be in violation of this chapte
subject to one or more of :the following:

a. TFor each separate viclatlon, a clvii penaity in an
amount not exceeding ten thousand dollars.

b. Revocation or suspension cf the license of the
relnsurance intermediary.

c. If a violaticn was committed by the reinsurance
intermediary, restitution by the reinsurance intermediary to
the insurer, reinsurer, rehabiiitator., or liquidator of the
insurer or reinsurer for the neg losses incurred by the
insurer or reinsurer attributable to the violatlion.

2. A decision, determination, or order of the commissicner
made or entered pursuant to subsection 1 is subject to
judicial review pursuant to chapter 174,

3. This section does not affect the right of the
commissioner to impose any other penalties provided in Title
XX.

4. This chapter shall not ip any manner limit or restrict
the rights of policyhoiders, claimants, crediters, or other
third parties, or confer any rights to such persons.

Sec. 30, NEW SECTION. 521C.12 RULES,

The commisslioner may adopt rules, pursuant to chapter 17A,

as necessary or convenient for the administration of this
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DIVISION V
Sec. 31. Secticon 505.4, Code 199i, s amernded by addinc

the following new unnumbered paragraph:
NEW UNNUMBERED PARAGRAPH. The commissioner may appeint &

deputy commissioner for supervision whom the commissicner mav
appolnt as supervisory or specliail deputv pursuant to chapter
507C and who shall perform such cther duties as may be
assigned by the commissloner. The deputy commissioner for
supervision shall receive a salary to be fixed by the
commissioner. The deputy commissioner for supervision shall
be an exempt employee under sechion 19A.3, subsection 7.

Sec. 32. Secticn 505.7, Code 1891, 1s amended by adding
the following new urnnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The annua. sa.arles of the

exariner

D
ren

AL
deputy commissioner for supervisicns and the chil
appointed pursuant to section 507.4A shall be expenses of
examlnaticn of 1nsurance companies and shall be charged to
insurance companies examined on a proporrionate basis as
provided by rule acdopted by tne commissioner. Insurance
companles examined shall pay the proportion of the salaries of
the deputy commissioner £or supervision and the chief examiner
charged to them as part of the costs of examination as

provided 1n section 507.8.

Sec. 33. NEW SECTION., 507.4A CHIEF ZXAMINER,
The commissioner may appolnt a chief examiner who shall
supervise insurance company examinations and perform such

other dutlies as may be assigned by the commissicner. The
chief examiner shall receive a salary to be fixed by the
commissioner. The chief examiner shall be an exenpt emplovee
under section 19A.3, subsection 17.

€ec. 34. Section 507.14, Code 1991, is amended by adding
the following new unnumbered paragraphs:

NEW UNNUMBERED PARAGRAPH. A report of an examination of a

domestic or foreign insurer which is preliminary under the
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rules of the divisicon is not a public record under chapter 22
excepl when sought by the insurer to which the report relates
or an insurance regu:ator of another state, and is privileged
ard confidential in any judicial or administrative proceeding.

NEW UNNUMBERED PARAGRAPH. A firancial startement filed by

an employer self-insuring workers' compensation liability
pursuant to section 87.11, or the workirg papers ol an
examiner or the division in connection with calculating
appropriate security and reserves for thne self-insurec
employer are not public records under chapter 22 except when

sought by the employer to which the financial statement or

re
o

wOrking papers re.ate or an lasurance or workers' compensatlion

self-insurance regu.ator of another state, and are privileged
and confidential in any judicial or adminisirative proceecding.
The financial information of a ncnpublicly traded employer
which self-insures for workers' compensation liab
pursuaent to section 87.11 1s protected asg proprieta
secrets to the extent consistent with the commission
duties to oversee the security of self-insured workers
compensation liability.

Sec. 35. Secticn 507C.12, Code 1991, is amended by adding
the following unnumbered paragraph:

NEW UNNGMBERED PARAGRAPH. If the petiticn alleges that

extraordinary clrecumstances e€xist and thal there 1s imminent
substantial risk tc the insurer's solvency 1f the insurer is
not immediately placed into rehabilitation, tne court may
issue, ex parte and without a hearing, the requested order of
rehabilitation. An 1lnsurer subject to an ex parte order under
this section may petition the court after the issuance of the
order for a hearing and review of the order. The court shali
hold the hearing and review not more than fifteen days after
the request. A hearing under this section may be held
privately in chambers. Upon the request of the insurer, the
hearing shall be held privately in chambers.

Sec. 36. Section 508.11, subsection 43, Code 1991, is
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amended to read as follows:
3. All other information as required by the nationa:l
assoc:atlion of i1nsurance commisslioners' annual statement

biank. The annual statement blank shall be prepared in

accordance with instructions prescribed by the commisg oo

~finarcia! informraticn refiected in the annual report st

be kept and prepared in accordance with acccunting

and procedures prescribed by the commissicner. The

-

commissioner may adopt by reference the annual statemen:t

nandbook _and the accounting practices and procedures manua. of

the national asscciation of insurance commissiorers.

Sec., 37. Sechion 508C.8, Code 1991, is amended by adding
the following naw zubsechion:
NEW SUBSECTION. 1A. If a domestic, fored or alier

insurer is an ingolvent insvrer, sup) 0 the approval of
the commlssioner, the associaticon srnall

a. Guarantee, assume, or reinsure, or sause Lo be
guaranteed, assumed, or reinsured the covered policies of the
insolvent lnsurer,

b. Assure payment of the conrntractual ool:ications of the
insolvent insurer.

¢. Provide moneys, pliedges, nstes, guarantess, or other
means as reasonably necessary to discharge the duties
descrived in this subsection.

Sec. 38. Secticn 11.8, Cocde 199:, 1s anmended by accding
the following new unnumbered paragraph after unnumberecd
paragraph 1:

NEW UNNUMBERED PARAGRAPH. The lnvestmeat pregrams
developed by companies, shall take into account the satety of
the company‘s principa:, investment yield ard retur:n,
stabllity in the value of the investmen:z, and ligquidirty
necessary to meet the company's expected business needs
investment diversiflcation.

Sec. 39. Section 5148.25, Code 1991, is amended by

striking the section and inserting in lieu therecf the
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following:

514B.25 FINANCIALLY IMPAIRED OR INSOLVENT HEALTH
MAINTFNANCE ORGANIZATIONS.

The provisions of chapter 507C shall apply to nealth
malntenance organizations, which shall be considered insurers
for the purposes of chapter 507C.

Sec. 40. Section 515.35, subsection 4, paragraph e, Code
1991, is amended by adding the foliowing new unnumbered
parayraph:

NEW UNNUMBERED PARAGRAPH. Aggregate invesiments in pelow

investment grade bonds shall not exceed five percent of
assets.

Sec. 41. Section 515.63, unnumbered paragraph 16, Ccde
1991, is amended to read as follcgws:

Fifteenth -- All other information as required bv the
national association of Insurance commiszioners’ annual

statement blank. The annual statement blank shall be prepared

in accordance with instructicons prescribed by the

¥

commissioner. All financjal informaticn reflected in the

annuai report shall pe kept and prepared in accordance with

accounting practices and procedures prescribed by the

commissioner. The commissioner may adopt by reference the

annual statement handbcok and the accounting practices and

procedures manual of the national agsociat:ion o7 Ilnsurance

commissioners.
Sec., 42. Section 515.119, Code 1991, iz amended by

striking the secticn and inserting in lieu thereof the
follewing:

515.119 COMPLIANCE WITH [.AW -- CHANCE CF ARTICLES.

An 1insurance company organized under this chapter, or doing
business in, this state, or aay foreign cr alien company doing
business in this state, shal.: conform to the provisions of
this chapter and ail other laws of this state applicable to
the insurance company.

Sec. 43. Sectlon %1SB.2, subsection 3, unnumbered




paragraph 2, Ccde 1991, is amended by striking the paracrau:

and inserting in lieu thereof the following:

3A. "Covered claim"” does not include any amount 48
follows:

a. That is due any reinsurer, insurer, insurance pool,
underwriting association, ¢r other group assuming insurance
risks, as subrcgation, coantributicn, or indemnity recoveries,
or otherwise,

b. That constitutes the portisr 5f

insured's deductible or self-insured ntion.

¢c. That is a claim for unearned premium calculated on a
retrospectlive basis, experlence-rated plan, or premium sabiecr
to adjustment after termination of the pelicy.

d. That is due an attorney, adjuster, or witness as fees
for services rendered to the insolivent insur:

e. That is a fine, peraliy, interestc, or
exenplary damages.

L. That corstituzes a4 clain under a poiicy i1ssued by

L

tnsolvent insurer with a deductible or self-insured re-enticn

of two hundrea thousgsand dollars or rore. tlowever, such a

claim shall be considered a covered claim, if 25 of the
deadline set for the filing of claims agains: the inasclvent
insurer of its liquidator, the insurzd 1s a debtor under 11
U.S5.C. § 701 et seq.

Notwithstanding the lettered paragraphs of this subsection,
a person 1s not vreventec from presenting a noncovered claim
to the lnsolvent 1nsurer or itg liquidator, but the rnoncovered
claim shall not be asserted against any other person,
including the person to whom berefits were paid or i
of the insolvent insurer, except f[o the extent that the
13 outside the coverage of the policy 1ssued by the insol
insurer.

Sec. 44. Section 5158B.5, subsecticn 2, Code (991, i:
amended by adding the following new paragraph:

NEW PARAGRAPH. h. Request that all future payments of
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workers' compensation weekly benefits, medical expenses, or .

other payments under chapter 85, 85A, 85B, 86, or 87 be

comuuted to a present lump sum and upon the payment of which,
either to the claimant or to a licensed insurer for purchase
of an annuity or other periodic payment pian for the benelit
of the claimant, the employer and the association shall be
discharged from all further liability for the workers'
compensation claim. Notwithstanding the provisions of section
85.4%5%, any future payment of medical expenses, weekly
compensation benefits, or other payment by the association
under this chapter pursuant to chapter 85, 83A, 85B, 86, or
87, is deemed an undue expense, hardshilp, oOr inconvenience
upon the employer for purposes of a full commutation pursuant
to section 85.45, subsection 2, and the industrial
commissioner shall fix the lump suw of the probable Iuture
medical expenses and weekly compensation penefits capltaiized
at their present value upon the basis cf interest at the rate .
provided in gsection 535.2 for court judgments and decrees,

Sec. 45. Section 515B.9, subsection 1, Code 1991, is
amended to read as follows:

. Any perscn naving a claim under ancother pelicy, which
claim arises out of the same facts which give rise to a
covered claim, shati-be is first required tc exhaust the
person‘s right under the policy. Any amount recovered or
recoverable by & person under another insurance policy shall

be credited against the liability of the association ander

r

sectlon 515B.5, subsection 1, paracgraph "a". For purposes o
this section, another insurance policy means a policy issued
by any insurance comrpany, whether a member 1nsurer or not,
which policy insures against any of the types of risks =er
forth-tn-sectron-515-48;-erxcept-these-types—cé-riaka-sec-Eareh
ra-sectton-5i57487-2ubaection-Sy-paragrapn-“alt;-and insu:ed by
an_insurance company authorizec¢ to write insurance under
chapter 5i5, 5i16A, or 520, or comparable statutes of ancther .

state, excepl those types oI risks set forth in chapters 508

.._'39._
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Sec. 46. Sectlion 5i6A.3, unnumbered paragraph 2,
1991, 15 amended to read as follows:

An insurer's lnsolvency protection sharr-be L
only to accidents occurring during a policy pericd in
its insured's unirsured motorist coverage (5 in effsct
only 1f the liability insurer of the tort-fea
at the time of such an acc:dent er-pecompes-ingy
ene-year-gfter-such-an-acesdent,

Sec. 47. Section 5.8.17, Coce 1991, 1is amendca by adding
the followlng new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. Reinsurance coverage chtainea by
a county mutual insurance association shall noul expose the
assoclation to a loss of more than fifteen percent from
surpius in any calendar year.

Sec. 48. Section 521A.Z, subsection 3, paragraph a,
urnumbered paragraph 1, Code 1991, is amended to read as
{ollows:

Tnvest, 1n common stock, preferred stock, debt ohliigat:icns,
and other securities of one or more subsidiaries, amouints

the insurer’'s

assets or fifty percent of the insurer's surplus as regards
policyholders, if after the investments the insurer's surpius

insurer's outstanding liabiiities ard adequate t¢ its

as regards policyholders will be ieasonable 1n reliatios to
aY

financial needs. In calcuiating the amount of th
investments, investments in domestic or foreign insurance
subsidiaries shall be excluded and both of the following shall
be 1ncluded:

Sec. 49. Section 521A.3, subsection 4, paragréapn b, Code
1991, is amended to read as follows:

b. The public nearing referred to in raragraph "a" of-tmis
aubseettem shall be held within thirty days after tne
statement required by subsectiocn 1 efé-thtz-seectien is filed,

and at least twenty days' notice thereof of the puolic hearing
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shall be given by the commissioner to the person filing the
statement. Not less than seven days' notice of such the
public hearing shall be given by the person filing the
statement to the insurer and to such other persons as may be
designated by the commissioner. Phe-insgrer-shati-give-saeh
notiee-ta-tts-securityhotdersr The commissioner shall make 4
determination within thirty days after the conclusion of zneh
the hearing. At sweh the hearing, the person fliling the
statement, the insurer, any person to whom notice of hearing
was sent, and any otner person whose interests may be affected
thereby shall have the right to present evidence, examine anrd
cross-examine witnesses, and offer oral ard written arguments
and in connection therewith shall be entitled to conduct
discovery proceedings 1in the same manner as is presently
allowed in the district court of this state. All discovery
proceedings shall be concluded not later than three days prior
to the commencement of the pubiic hearing. ‘

Sec. 50, Section 521A.3, subsection 5, Code 1991, 1is
amended py striking the subsection,

Sec. S51. Section 521A.4, subsection 2, unnrumbered
paragraph 1, Ccde 1991, is amended to read as follows:

Every insurer subject to registration shall file a
registration statement on a form provided prescribed by the

commissioner, which may be a form provided by the nationai

association of insurance commissioners, which shell contain

current information about:
Sec. 52. Section 521A.4, subsecticn 2, paragraph ¢, Code
1981, is amended by adding the following new subparagraph:

NEW SUBPARAGRAPH. (8) J{onsolidated tax allocation

agreements,

Sec. 31, Sectien 5213.4, Code

b
wl
Vo]
[
-
-
[¢a]
[
oy
an)
o3
(o
a
O
o
<
o]
[
jo¥)
—
&

the foullowing new subsection:
NEW SUBSE TION. 3A. REPORTING QOF DIVIDENDS TO
SHAREHOLDERS. Subilect teo section 521A.5, subsection 3, a

registered insurer shall report to the commissioner all
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divicdends and other distributions to shareholders within
f:fteen days following the declaration of the dividend
distributions.

Sec. 54, Section 521A.5, subsection 1, paragraph b,

unnumbered paragrapn 1, Code 13991, is amended to read a:

foilows:

A domestic insurer and a perscen in 1ts noiding company
system shall not enter into any cf the foliovwing transact.o
between each other involving amounts equal fto or exceeding
greater lesser of {ive percent of the insurer's xdmitted
assets or twenty-five percent of the surplus as regards
poticyholders as of the nexit preceding December 3., unleszs the

inrention o enter into the transaction at least thi CoGays

domestic inscvrer notifies the commissioner in writing of i+«
It
o

prior to enfering into the transacrtion or within a shorter

time permiited by the commissioner and the commissioner hal

net disapproved cf the transaction within the time per.od:
Sec. H3. Sectlion 521A.10, Code 1991, 1s anended

the following new subsection:

NEW SUBSECTION. 1A. a. A direc

insurance holding company system who cces ényv 2f the Icilowi:
is subject to the civil penalty imposed urnder paragraph "b":

(1) Knowlngly vartilcipates 1n or asgsents to transactions
or lnvestments which have not been properliy reported or
submitted pursuant to section 321A.4 or section 521A.5,
subsection 1, paragraph "b".

{2) Knowingly permits any of the officers or agents of an
insurer to engage 1in transactions or make investments which
have not been properly reported or subnmitted pursuant to
section 521A.4 or section 521A.5, subsection 1, paragraph "b".

(3) Knowingly violates any other praovision of this
chapter.

0. An officer or director of an insurance holding ccmpany
system who commits any of the acts or omissions listed in

paragraph "a" shall pay. in the person's individual capaciiy,
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a civil penalty of not more than one thousand dollars per
violation, after notice and hearing before the commissioner.
In determining the amount of the civil penalty, the

commissioner shall take 1nto account the appropriateness of

the penalty with respect to the gravity of the violation, the
history of previous violations, and such other matters as
justice may require.

Sec. 56. Section 521A.10, Code 1991, 13 amended by adding
the following new subsection:

NEW SUBSECTION. 4. A director or cofficer, or employee of

an insurance holding company system whe wilifully and

knowingly subscribes to or makes or causes to be made any

+

false statements, faise reports, or faise filings with the
C g

¢

intent to deceive the commissioner in the performance of the

commissioner's duties under this chapter 1s gquilty of a class

"D" felony. Any fines 1lmposed shall be paid by the director,

officer, or employee in the person's individual capacity.
DIVISICN VI

Sec. 7. Section 507.12, Code 1991, is amended to rezad as
follows:

507.12 PROCEDURE AGAINST LIFE COMPANIES.

In case of companles organized under the provisions of
chapter 508, satd the officers shall proceed as provided in
seccions 588:t7-te 506.18 and 508.19.

Sec. 58. Sectlion 508.19, Coce 1991, is amended to read as
follows:

508.19 SECURITIES,

The securitiles that are on deposit of a defaulting or
insolvent company, or a company against which proceedings are
pending under sectieons-568r-1i7-and secticn 508.18, shall ves:
in the state for the benefit of all policyhelders of the
company.

Sec. 59. Section 511.8, subsection 16, unnumbered

paragraphs 2 and 4, Code 1991, are amended to read as foiilows:

n

The securities comprising the deposit of a company or
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association against which proceedings are pending under
secttenrs-568-17-and section 508.18 shall vest 1n the siate
the benefit of all policyholders of the company or
assoclation.

Companies or assoclations naving securities or fifnle o
real estate on deposit with the commissioner of jrsurance
shail have the right tc ccollect ail dividends, interest, rent,

or other income thereon from the deposit unless proceedings

against seeh the company or asscclation are pending under
aectron3-588<17-and section 508.18, in which event the
commissioner shall collect such interest, dividends, rent, or
other income and add the same to the deposii.

Sec. 50. Section 511.8, subsection 2i, paragraph b,
subparagrapnh (3), Code 1991, is amended to read as follocws:

{3) Set forth prcvisicns chat custodian agreements

~

n custodlan kanrks and Lnsurers shall contaln,
t

executed betwe

e
These shall inclucde provisicns stating that minimum deposit

ievels shall be mainitained and that the parties agree
securities in deposits with custodian barnks shall vest in the
state in acccrdance with seettens-588-17-and secticn H038.:8
whencver proceedings under these-sectrene that sectlion are
instituted.

Sec. 61. Sectilons 507.11i, 508.17, 510.1, and 516.8%
through 515.87, Code 1991, are repealed,.

DIVISION VII

Sec. 62. Sections 1 through 9, the model managing genera:
agents Act, division I of this Act, take effec:t July 1, 199L.
Ar insurer shall not contirue to utilize the services of a
managing general agent on or after Juiy 1, 19%i1,
otherwise provided in the Act, unless such utili
compliance with division I of this Acxt, regardless
on which the original contract was entered into wit
managing general agent. An insurer which on the effecti
date of this Act has in effect a contract with a managin

general agent shall give written notification to the
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commissioner of the name of the managing general agent and the
relationship between the insurer and the managing general
agent within thirty days of the effective date of this Act and
shall comply with sections 1 through 9 of this Act within
thirty days of the effective date of rules adopted by the
commissioner lmplemernting the managing general agents Act.

Sec. 63. Sections 10 through 13, the producer controlied
property and casualty insurer Act, divisien II c¢i this Act,
take effect July 1, 1991. An lnsurer cor producer subject to
divisiorn II of this Act shall not continue, renew, or 1nitiate
a contract, or piace business on cr after July 1, 1991, unless
in compliance with division II of this Act, regardless of tne
date on which the original contract was entered into between
the partiles,

Sec, 64. Secticns 14 through 18, the model credit ftor
reinsurance Act, divisien III of this Act, shall apply to all
cessions and retrocessions under reinsurance agreements with
an inception, anniversary, or renewal date not eariler than
six months after the effective date of this Act.

Sec. 65. Sections 19 through 30, the reinsurance
intermecdiary model Act, division IV of this Act, take effect
July L, 1992L. An insurer or reinsurer shall not continue to
utillze the services of a reinsurance intermediary on or after
Juiy 1, 1991, unless utillization is in compliance with
division IV of this Act.

EXPLANATION
Division 1 of this biil adopts the NAIC mcdel "Managing
Gengral Bgents (MGAY} Act," which is required for NAILC
tion of the insurance division as an approved
latcr. The MGA Act requires all managing
general ageats b ensed. The bill wouid reguire that a
written contract between 4 managing generai agent and the

e filed with the insurance division., The bill

[

0 re

e

L

%]

<
[
4

ulres

he insurer to monitor and control a managing general

1

t
agent'’'s activities. The bill limits the amount of insurer
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funds that the managing general agent may nolad and requires
sufficient records tc be mairntained by fhe managing generui

2

agent, The bill requires the ‘nsurer to conduct semianmu:.:!}

" M .
Producer

cn-site reviews of the uncderwriting ardé claims processes,
Division ITI of this bill adopts the NAJC mcdel
Controiied Property and Casualty Insurer Act," as a
prerequisite for accreditation of the division. The mode? Nt
requires brokers and managers to pe licensed as insurance
producers and 1imits the business placed with a controlled
insurer. The bill also impeses liabiiity on the controiling
producer in the event c¢f the insolvency of the conirolle
insurer. The bill 1mposes sirict recordkeeping and reporting
ctandards. The bilil prohibits ~he reinsurance marage. from
binding retrscessions in most instances and committing the
reinsurer to participate .n reinsurance syndicates. The

relnsurer 1s required to obtailn annzal, 1ndependently orepared
S Y ! k

o,

financial statements from its relasurance manager an
certification of ross reserves on business prodiced by the
manager.

Division III sets out strict standards for receiving
financial credit for ceded reinsurance. Division III adopis
the NAIC model "Credit for Reinsurance Act,"” and would denvy
credit for ceded reinsurance unless the assuming company is
licensed to transact reinsurance in -he domiciliary state of
the ceding company, the assuming company is an accredited
reinsyirer in the domiciliary state of the ceding company, or
the assuming company is domiciled In a state which employs
standards regarding credit for reinsurance substantiaily
similar to the reguirements under the biil. The nodel Act
would require the assuming company o malntaln capita: and
surplus equal to or exceeding $20,000,000. To become an
accredited reinsurer of the ceding company's state of
domicile, the assuming company would have to subwmit to the
authority to examine i+s books and records, be licensed to

transact insurance <r reinsurance in at least one state, and
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file its financial statements with that state. Enactment of .
this model Act 1s required for accreditation of the insurance
division by the NAIC as an approved insurance regulator.
Division IV of this bill adopts the NAIC's "Reinsurance
Intermediary Mode! Act,"” and reguires certain brckers and
managers engaged in reinsurance activities to be licensed as
insurance producers. This bill imposes strict recordkeeping
and reperting standards. This bill prohibits the reinsurance
manager from binding retrocessions in most instances and
committing the reinsurer to participate in reinsurance
syndicates. The reinsurer is required to obialin annual,
independently prepared financial statements from its
reinsurance manager and certification of loss reserves on

business produced by the manager. Division IV further

authorizes the commissigner to examine a reinsurance
16 intermediary's books and records. The bill provides that the
17 reinsurance manager's acts are deemed the acts of the company
18 on whose behalf the relnsurance manager is acting. This bill
19 also gives the commissioner the right to order the reinsurance
20 intermediary to make restitution for net losses incurred
21 attributable to violations as provided in this bill. The
22 "Reinsurance Intermediary Model Act" 1s required for the
73 irsurance division to be accredited as an approved regulator
24 bv the NAIC.

25 Division V of this bill amends vartious existing Code

26 provisions also related to solvency and accreditation.

27 Sections 31 through 33 authorize the commissioner to

29 sa
3G b

13 Section 34 changes the confidentialiny of axamination

28 zppoint a chief examiner and a deputy for supervisicn. The
laries for each are to he set by the commissioner and naid
y

the lnsurance industry as an exaninaticn expense.

L)
[g9]

reports Co reports wiaich are merely prelimirary under the

rules of the division, specifically 191 iAC 1.3(11), %.1.

Reports are considered preliminary when ihe twenty-day pericd .
for demanding 2 hearing nas not expired or when a hearing has

Las )
da L

ot
N
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been demanded but not held or no decisiorn issued pursuant o a

hearing. The section also grants similar protection Lo the
financial statemenrts and related proprietary flnancial

infeormation filed with the division by empliloyers which sel”
wsure for workers' compensation liability pursuant to zec!
7.1

1

(]

s

Secticon 35 provides for the 1ssuance of an ex parte order

]

of rehabilitation without a hearing against an insurer in
financially hazardous cendiziocn.

Sections 36 and 41 requlre that annuail statement blanks ne
prepared 1n accerdance with the NAIC instructions handboor and
that statutes regardlng annua: Statemeni planks refer to the
NAIC accounting practices ané progcedures manuat. The secuvions
also set starndarcds for deterpining what are acdmitzed ard
ncnadmitted assets by reference To NAXY accounilng standards.

Section 37 reinstates subsection 2 of section 308C.8 as it
existed prior to repeal during the 1990 Session.

Section 38 cornverts existing section 511.8 from a depos.t
requirement intc an investment sfiandard.

Section 39 conforms the procedure tfor handiirg an impaired
or insolvent health maintenance organization (HEMC) 2 (hat
applicable to other insurers.

Secticn 40 imposes a five-percent-of-assgets limitation upun
the junxk bond investments of a property and casua:ity insurer.

Section 42 grants the insurance division, aite:r notice ang
hearing, the authcrity to issue a cease and cesist order or
imncse a fine 1f a domestic or forelan company fails to adhere
to lowa law.

Section 43 restates the existing Code subsection with no
substantive change.

Section 44 limits the future cbligartion of the proparty and
casualty guaranty fund to pay certain ciaims, by authorizing
the claim to be valued at its estimated opreseni value, te
permit the association to clese an insolvency.

Section 45 amends an existing condition providing that a
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person does not have a claim against the guaranty fund 1if the
person can recover their loss under a policy from anolher non-
life insurer by restating the definition of insurance.

Section 46 alters the conditicns under which the guaranty
fund would pay for an uninsured motorist claim.

Section 47 limits a county mutual insurer's financial
exposure to risk of loss in connection with relnsurance
coverage to 15 percent of surplus with any one reinsurer.

Sections 48 through 56 revise the lnsurance compary holding
system Act, chapter 521A, to increase the cversight and
penaltles applicable to holding company transactions which do
not comply with state law. Section 48 impcses additioral
investment restrictions on domestic insurers with regard to
investments in related companies, either subsidiaries or
affiliates. Sections 49 and 50 eliminate the reguirement of
notice and mailing to securityholders of a demestic insurer,
¢ince review of an acguisition from the standpoint of security
holders 1is not accepted as permissible state acticn under
federal law. Sections 51 through 54 contform the Icwa Act with
details of the NAIC model and brcaden the discicsure and scope
of approval of the insurance division over company
transactions. Sections 3% and 56 amend the penalties for
viclation of the Iowa Act, in conformance with the NAIC model
Act. The lowa Act was originally based on a prior version of
the NAIC medel, and tnese revislions subscantially conform
fowa's Act to the current model Act.

Jivision YI repeais certain Coge sec e
conforming changes. Secticns 37 through 60 imake conk
changes necessary asz ]
Section 61 repeails se
515%.87. reiating to :the procedure for deagling with an
insolvent insurer. The provision is in conflict with later
adopted chapter S07C governing the supervision of impaired or
tnsclvent insurers.

Division VII, sections 62 through 65, applies special




1 effective date or applicability conditions on the model Acts
2 contained in divisions 1 through IV.
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SENATE FILE 518

5-3210

amend Senate File 518 as follows: :

1. Page 7, lines 1} and 12, by striking the word
and figures "510.2z, subsection 3" -and inserting the
following: "510.2A, subsection 4",

2. Page 7, line 14, by striking the word and
figures "510.2, subsection 3" and inserting the
following: "510.2A, subsection 4".

3. Page 8, line 23, by striking the figure
"510.1" and inserting the following: “510.1A".

10 4. Page 15, lines 27 and 28, by striking the
11 words "insurer, is entered through" and inserting the
12 following: “insurer is entered through,”.
13 5. Page 15, line 34, by inserting after the word
14 "amount" the following: "of".
15 6. Page 37, line 31, by striking the words "in,
16 this" and inserting the following: "in this".

By MICHAEL E. GRONSTAL

W)U e g

S-3210 FILED MARCH 27, 1991
byér @A?
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Passed Senate, Date

SSB 300
DMMERCE
SENATE/HOUSE FILEff;Z}§/

BY (PROPOSED DEPARTMENT OF
COMMERCE/INSURANCE DIVISION
BILL)

Passed House, Date

Vote: Ayes Nays
Approved

Vote: Ayes Nays

A BILL FOR

An Act relating to the financial supervision and solvency

oversight of insurance companies by the commissioner of

insurance and accreditation of the insurance division as an

approved insurance regulator by the national association of

insurance commissioners, imposing civil liability, authorizing
administrative and criminal penalties, and providing effective

dates and applicability provisions.
8 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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DIVISION I
Section 1. NEW SECTION. 5S07E.1 SHORT TITLE.
This chapter shall be known and may be cited as the

"Nonadmitted Insurance Act."”

Sec. 2. NEW SECTION. 507E.2 PURPOSES.

Insurance transactions with nonadmitted insurers are so
affected with a public interest as to require regulation,
taxation, supervision, and control of such transactions and
matters relating to those transactions, as provided in this
chapter, in order to further all of the following:

l. Protect the insureds and claimants of this state in
transactions involving the purchase of insurance from insurers

not authorized to transact business in this state.

2. Assure the availability of insurance coverage for the
public, to the extent that insurance is not available from
admitted insurers, or from eligible surplus lines insurers
through surplus lines licensees,

3. Protect the revenues of this state.

4. Protect regulated, admitted insurers from unregulated
and unfair competition by nonadmitted insurers.

S. Regulate and supervise the effectuation of nonadmitted
insurance in accordance with the laws of this state and Pub.
L. No. 15, known as the federal McCarran Act. '

6. Maintain reliable insurance markets,

Sec. 3. NEW SECTION, S07E.3 DEFINITIONS.

As used in this chapter, unless the context otherwise

requires:

1. "Admitted insurer” means an insurer licensed to
transact the business of insurance in this state.

2. "Commissioner" means the commissioner of insurance.

3. "Eligible surplus lines insurer" means a nonadmitted
insurer with which a surplus lines licensee may place surplus
lines insurance under Iowa law.

4. "Export" means to place surplus lines insurance with a

nonadmitted insurer.




W N b WwoN e

5. "“Nonadmitted insurer® means an insurer not licensed to
transact the business ¢of insurance in this state or an

insurance exchange as authorized to transact business under
the laws of various states.

6. "Producing broker" means the individual broker or agent
dealing directly with the party seeking insurance.

7. "Surplus lines insurance” means any insurance in this
state of risks resident, located, or to be performed in this
state, permitted to be placed through a surplus lines licensee
with a nonadmitted insurer eligible to accept such insurance,

OLNEl than E¢ingurance, wet marine and transportation

insurance, insurance independently procured, and life and
health insurance and annuities.

8. "Surplus lines licensee” means a person licensed under
Iowa law to place insurance of risks resident, located, or to
be performed in this state with nonadmitted insurers eligible
to accept such insurance.

9. "Wet marine and transportation insurance" means one or
more of the following:

a. Insurance against loss or damage to a vessel, craft,
hull, and interests related to or within the vessel, craft, or
hull.

b. Insurance against loss or damage related to marine
builder's risks, marine war risks, and contracts of marine
protection and indemnity insurance.

c. Insurance against loss or damage to freight and
disbursements related to a subject of insurance defined in
this subsection.

d. Insurance against loss or damage to personal property

‘and interests in personal property., in the course of

exportation from or importation into any country, or in the
course of transportation coastwise or on island waters,
including transportation by land, water, or air from point of
origin to final destination, in connection with any and all
risks or perils of navigation, transit, or transportation, and

-2
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while being prepared for and while awaiting shipment, and
during any delays, transshipment, or reshipment incident to
shipment.

Sec. 4. NEW SECTION. 5S07E.4 ACTING FOR OR AIDING NON-
ADMITTED INSURERS PROHIBITED -- EXCEPTIONS.

1. A person shall not, directly or indirectly, act as an
agent for, or otherwise represent or aid on behalf of another,

any nonadmitted insurer in the solicitation, negotiation,
procurement, or effectuation of insurance, or renewal of
insurance, or forwarding of applications, or delivery of

policies or contracts or inspection of risks, or fixing of
rates, or investigation or adjustment of claims or losses, or
collection or forwarding of premiums, or in any other manner
represent or assist the nonadmitted insurer in the transaction
of insurance.

2. This section does not apply to any of the following:

a. Matters authorized by the commissioner under chapter
S507A.

b. Surplus lines insurance if it is effected and written
under sections 515.147 through 515.1489.

c¢. Transactions for which a certificate of authority to do
business is not required of an insurer under the insurance
laws of this state,.

d. Relnsurance.

e. The property and coperation of railroads or aircraft
engaged in interstate or foreign commerce, insurance of
vessels, crafts or hulls, cargoes, marine builder's risks,
marine protection and indemnity, or other risks including
strikes and war risks commonly insured under ocean or wet
marine policy forms.

f. Life insurance, health insurance, and annuities when
solicited solely by mail or when not solicited, negotiated, or
procured in this state.

g. Transactions subsequent to issuance of a policy not
covering domestic risks at the time of issuance, and lawfully

-3




solicited, written, or delivered outside this state.
3., A person who represents or aids a nonadmitted insurer |
in viclation of this section is subject to the penalties
provided. An insurance contract entered into in violation of
this section shall not preclude the insured from enforcing the
insured's rights under the contract of insurance in accordance
with the terms and provisions of the contract of insurance.
4. If the unauthorized insurer fails to pay a claim or
loss within the provisions of the insurance contract, a person
who assisted or in any manner aided directly or indirectly in

O ~ N bW e

Land
(=

11 the procurement of the insurance contract, is liable to the
12 insured for the full amount under the provisions of the

13 insurance contract.

14 Sec, 5. NEW SECTION. 507E.5 SUITS BY NONADMITTED

15 INSURERS.

16 A nonadmitted insurer shall not commence or maintain any
17 action in law or eqguity in this state to enforce any right

arising out of any insurance transaction in this state except

ﬁi =
[
v}

19 with respect to any of the following:

20 1. Claims under policies lawfully written in this state.
21 2. Liquidation of assets and liabilities of the insurer,
22 other than collection of new premium, resulting from the

23 former authorized operations of the insurer in this state.

24 3. Transactions subsequent to the issuance of a pelicy not
25 covering domestic risks at the time of issuance, and lawfully

o)
=4

solicited, written, or delivered outside this state.
4. Surplus lines coverages exported in accordance with
sections 515,147 through 515.149.

NN
X -

29 5. Reinsurance.
30 6. The continuation and servicing of life insurance,
31 health insurance policies, or annuity contracts remaining in

force as to residents of this state where the insurer has
withdrawn from the state and is not transacting new insurance

w W W
= W

in this state.
35 7. Servicing of a policy written by an admitted insurer in
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a state to which the insured has moved but in which the
company is not licensed, until the term of the policy expires.

8. Claims under policies covering wet marine and
transportation insurance.

Sec. 6. NEW SECTION. 507E.,& INSURANCE INDEPENDENTLY
PROCURED -- DUTY TO REPORT AND PAY TAX.

1. An insured in this state who procures, continues, or

renews insurance with a nonadmitted insurer on a risk or
exposure located or to be performed in whole or in part in
this state, other than insurance procured through a surplus
lines licensee pursuant to sections 515.147 through 515.149,
within thirty days after the date such insurance was procured,
continued, or renewed, shall file a written report of the
procurement with the commissioner upon forms prescribed by the
commissioner, showing the name and address of the insured or
insureds, name and address of the insurer, the subject of the
insurance, a general description of the coverage, the amount
of premium currently charged for the insurance, and other
pertinent information as is reascnably requested by the
commissioner.

2. Gross premiums charged for the insurance, less any
return premiums, are subject to a tax at the rate of two
percent. At the time of filing the report required in
subsection 1, the insured shall pay the tax to the department
of revenue and finance, which shall deposit the tax in the
insurance division's revolving fund.

3. 1If an independently procured policy covers risks or
exposures only partially located or to be performed in this
state, the tax payable shall be computed on the portion of the
premium properly attributable to the risks or exposures
located or to be performed in this state.

4. This section does not abrogate or modify, and shall not
be construed or deemed to abrogate or modify, any provisions
of section S507E.4 or 507E.5, or any other provision of this
chapter,
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5. This section does not apply to life insurance, health

insurance, or annuities.
DIVISION II

Sec. 7. NEW SECTION. 510.1A SHORT TITLE.

This chapter may be cited as the "Managing General Agents
Act."

Sec. 8. NEW SECTION. 510.2A DEFINITIONS.

As used in this chapter, unless the context otherwise
requires:

1. "Actuary"” means a person who is a member in good
standing of the American academy of actuaries.

2. "Commissioner" means the commissioner of insurance.

3. "Insurer" means a person duly licensed in this state as
an insurance company pursuant to Title XX.

4. a. "Managing general agent" means any person who
engages in all of the following: .

(1) Negotiates and binds ceding reinsurance contracts on
behalf of an insurer or manages all or part of the insurance
business of an insurer, including the management of a separate
division, department, or underwriting office, and who acts as
an agent for such insurer whether known as a managing general
agent, manager, or other similar term or title,

(2) With or without authority and either separately or
together with affiliates, directly or indirectly produces, and
underwrites, an amount of gross direct written premium equal
to or greater than five percent of the policyholder surplus in
any one guarter or year as reported in the last annual
statement of the insurer. '

(3) Engages in either or both of the following:

(a) Adjusts or pays claims in excess of an amount
determined by the commissiocner.

(b) Negotiates reinsurance on behalf of the insurer.

b. Managing general agent does not include any of the
following:

(1) An employee of the insurer.

-6-
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(2) A manager of a United States branch of an alien
insurer who resides in this country.

(3) An underwriting manager who, pursuant to contract,
manages all insurance operations of the insurer, who is under
common control with the insurer, subject to chapter 521A
relating to the regulation of insurance holding company
systems, and who is not compensated based upon the volume of
premiums written.

(4) An insurance company, in connection with the
acceptance or rejection of reinsurance on a block of business.
(5) The attorney-in-fact authorized by or acting for the
subscribers of a reciprocal insurer or interinsurance exchange

under power of attorney.

5. "Underwrite” means the authority to accept or reject
risk on behalf of the insurer.

Sec. 9. NEW SECTION, 510.3A LICENSURE REQUIRED -- BOND.

1. A person shall not act in the capacity of a managing
general agent with respect to risks located in this state for
an insurer licensed in this state unless the person is a

licensed producer in this state.

2. A person shall not act in the capacity of a managing
general agent representing an insurer domiciled in this state
with respect to risks located outside this state unless the
person is licensed as a resident or nonresident producer in
this state pursuant to the provisions of this chapter.

3. The commissioner may require a bond for each company
represented by a managing general agent in an amount
acceptablé to the commissioner for the protection of the

insurer.
4. The commissioner may require a managing general agent
to maintain an errors and omissions policy.

Sec. 10. NEW SECTION. 510.4 REQUIRED CONTRACT PROVISIONS

-~ LIMITATIONS,
1. A person acting in the capacity ¢of a managing general

agent shall not place business with an insurer unless a

_7..,
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written contract is in force between the parties which sets
forth the responsibilities of each party. If both parties
share responsibility for a particular function, the contract
must specify the division of such responsibilities, and must
contain, at a minimum, all of the following provisions:

a. The insurer may terminate the contract for cause upon
written notice to the managing general agent. The insurer may
suspend the underwriting authority of a2 managing general agent
during the pendency of any dispute regarding the cause for
termination. The insurer shall advise the commissioner of a
termination or a suspension pursuant to this paragraph.

b. A managing general agent shall render accounts to the

insurer detailing all transactions and remit all funds due

under the contract to the insurer on not less than a monthly
basis.

¢. All funds collected for the account of an insurer shall
be held by a managing general agent in a fiduciary capacity in
a bank which is a member of the federal reserve system. This
account shall be used for all payments on behalf of the
insurer. A managing general agent may retain no more than
three months estimated claims payments and allocated loss
adjustment expenses.

d. Separate records of business written by a managing
general agent shall be maintained. An insurer shall have
access and a right to copy all accounts and records related to
the insurer's business in a form usable by the insurer and the
commissioner shall have access to all books, bank accounts,
and records of a managing general agent in a form usable to
the commissioner. Such records shall be retained at least
until after completion by the insurance division of the next
triennial examination of the insurer.

e. Appropriate underwriting guidelines including, but not
limited to, the following:

(1) The maximum annual premium volume.

{2) The basis of the rates to be charged.

_8._
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{3} The types of risks which may be written.

{4) Maximum iimits of liability.

(5) Applicable exclusions.

(6) Territorial limitations.

(7) Policy cancellation provisions.

(8) The maximum length or duration of the policy period.

The insurer may cancel or refuse to renew any policy of
insurance produced or underwritten by a managing general
agent, subject to the applicable laws and rules concerning the
cancellation and nonrenewal of insurance policies.

2. Permissible provisions in a contract and their
requirements include the following:

a. If the contract permits'a managing general agent to
settle claims on behalf of the insurer all of the following
requirements apply:

(1) All claims reported must be reported by the managing
general agent to the insurer in a timely manner.

{(2) A copy of the claim file must be sent to the insurer
at its request or as soon as the managing general agent knows
that the claim meets one or more of the following conditions:

{(a) The claim has the potential to exceed an amount
determined by the commissioner or exceeds the limit set by the
insurer, whichever is less.

(b) The claim involves a coverage dispute.

{c) The claim may exceed the claims settlement authority
of the managing general agent.

{d) The claim is open for more than six months.

(e) The claim is closed by payment of an amount set by the
commissioner or an amount set by the insurer, whichever is
less.

{3) All claim files shall be the joint property of the
insurer and the managing general agent. However, upon an
order of liquidation of the insurer the files become the sole
property of the insurer or its estate. The managing general
agent shall have reasonable access to and the right to copy
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the files on a timely basis.

{(4) Any settlement authority granted to the managing
general agent may be terminated for cause upon the insurer's
written notice to the managing general agent or upon the
termination of the contract. The insurer may suspend the
settlement authority during the pendency of any dispute
regarding the cause for termination.

b. If electronic claims files are in existence, the
contract must address the timely transmission or transfer of
the data contained in the files. |

c¢. If the contract provides for a sharing of interim
profits by the managing general agent, and the managing
general agent has the authority to determine the amount of
interim profits by establishing loss reserves, by controlling
claim payments, or by determining the amount of interim
profits in any other manner, interim profits shall not be paid
to the managing general agent until one year after they are
earned for property insurance business and five years after
they are earned for casualty insurance business, and not until
the interim profits have been verified pursuant to section
510.5.

3. A managing general agent shall not do any of the
following:

a. Bind reinsurance or retrocessions on behalf of the
insurer, except that a managing general agent may bind
facultative reinsurance contracts pursuant to obligatory
facultative agreements if the contract with the insurer
contains reinsurance underwriting guidelines including, for
both reinsurance assumed and ceded, a list of reinsurers with
which such automatic agreements are in effect, the coverages
and amounts or percentages that may be reinsured, and
commission schedules.

b. Commit the insurer to participate in insurance or
reinsurance syndicates.

c. Appoint any producer without assuring that the producer

-10~
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is lawfully licensed to transact the type of insurance for
which the producer is appointed.

d. Without prior approval of the insurer, pay or commit
the insurer to pay a claim over a specified amount, net of
reinsurance, which exceeds one percent of the policyholder's
surplus of the insurer as of December 31 of the previous
calendar year.

e. Collect any payment from a reinsurer or ccmmit the
insurer to any claim settlement with a reinsurer without prior
approval of the insurer. If prior approval is given, a report
must be promptly forwarded by the managing general agent to
the insurer.

f. Permit its subproducer to serve on the insurer's board
of directors.

g. Jointly employ an individual who is employed by the
insurer.

h. Appoint a submanaging general agent.

Sec. 1ll1. NEW SECTION. S510.5 DUTIES OF INSURERS.

1. An insurer shall have on file an independent financial
examination, in a form acceptable to the commissioner, of each
managing general agent with which the insurer does or has done

business.

2. If a managing general agent establishes loss reserves,
the insurer shall annually obtain the opinion of an actuary
attesting to the adequacy of loss reserves established for
losses incurred and outstanding on business produced by a
managing general agent. This 1s in addition to any other
required loss reserve certification.

3. An insurer shall periodically, but at least semi-
annually, conduct an on-site review of the underwriting and
claims processing operations of each managing general agent
with which the insurer is currently doing business.

4. Binding authority for all reinsurance contracts or
participation in insurance or reinsurance syndicates shall
rest with an officer of the insurer, who is not affiliated
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with the managing general agent.
S. Within thirty days of entering into or termination of a

contract with a managing general agent, the insurer shall
provide written notification of the appointment or termination
to the commissioner. A notice of appointment of a managing
general agent must include a statement of duties which the
applicant is expected to perform on behalf of the insurer, the
lines of insurance for which the applicant is to be authorized
to act, and any other information the commissioner may

request.
6. An insurer shall review its books and records each
quarter and determine if any producer, as defined by section

510A.2, has become, by operation of section 510.,2, subsection
3, a managing general agent as defined in that section. If
the insurer determines that a producer has become a managing
general agent by operation of section 510.2, subsection 3, the
insurer shall promptly notify the producer and the
commissioner of such determination and the insurer and
producer shall fully comply with the provisions of this
chapter within thirty days.

7. An insurer shall not appoint to its board of directors
an officer, director, empleoyee, producer, or controlling
shareholder of a managing general agent of the insurer., This
subsection shall not apply to relationships governed by
chapter 521A relating to the regulation of insurance company
holding systems, or, if applicable, by chapter 510A relating
to the regulation of producer controlled property and casualty

insurers.
Sec. 12. NEW SECTION. 510.6 EXAMINATION AUTHORITY.
The acts of a managing general agent are considered to be

the acts of the insurer on whose behalf a managing general
agent is acting. A managing general agent may be examined as
1f it were the insurer.,
Sec. 13. NEW SECTION. S510.7 PENALTIES AND LIABILITIES.
1. If the commissioner finds, after a hearing conducted in
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accordance with chapter 17A, that any person has violated one
or more provisions of this chapter, the commissioner may order
one or more of the following:

a. For each separate violation, the imposition of an
administrative penalty of not more than ten thousand dollars.
b. Revocatlion or suspension of the producer's license.
€. Reimbursement by the managing general agent of the
insurer, the rehabilitator, or the liquidator of the insurer
for any losses incurred by the insurer caused by a violation

of this chapter committed by the managing general agent,

2. The decision, determination, or order of the
commissioner pursuant to subsection 1 is subject to judicial
review pursuant to chapter 1l7A.

3. This section does not affect the right of the
commissioner to impose any other penalties provided for under
Title XX.

4, This chapter is not intended to and shall not in any
manner limit or restrict the rights of policyholders,
claimants, and auditors,

Sec., 14. NEW SECTION. 510.8 RULES AND REGULATIONS.

The commissioner may adopt rules, pursuant to chapter 17A,

as necessary or convenient for the implementation and
administration of this chapter.

Sec. 15. NEW SECTION. 510.9 EXEMPTION,

A managing general agent who complies with sectiocns 510.1
through 510.8 for a block of business, shall not also be
required to comply with sections 510.20 and 510.21 with regard

to the same block of business.
DIVISION III
Sec. 16. NEW SECTION. 510A.1 SHORT TITLE.
This chapter shall be known and may be cited as the

“Producer Controlled Property and Casualty Insurer Act."
Sec. 17. NEW SECTION. S510A.2 DEFPINITIONS.
As used in this chapter, unless the context otherwise

requires:
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1. "Captive insurer"” means an insurance company which is
owned by another organization for the exclusive purpose of
insuring risks of the organization and any affiliated company,
or in the case of groups and associations, an insurance

organization owned by the insureds for the exclusive purpose
of insuring risks of group and association members and any
affiliates.

2. "Control" means the possession, direct or indirect, of
the power to direct or cause the direction of the management
and policies of a person, whether through the ownership of
voting securities, by contract other than a contract for goods
or nonmanagement services, or otherwise, Control shall be
presumed to exist if any person, directly or indirectly, owns,
controls, holds with the powers to vote or holds proxies
representing a majority of the outstanding voting securities
of any other person. A person 1s not deemed to control
another person solely by reason of being an officer or
director of the other person.

3. "Independent casualty actuary" means a casualty actuary
who is a member of the American academy of actuaries and who
is not an employee, principal, the direct or indirect owner
of, affiliated with, or in any way controlled by the insurer
or producer.

4. "Licensed property and casualty insurer" or "insurer"
means a person licensed to transact a property and casualty
insurance business in this state and which issues policies
covered by chapter 515B, which establishes the insurance
guaranty association. The following are not licensed property
and casualty insurers for the purposes of this chapter:

a. All nonadmitted insurers.

b. All risk retention groups as defined in the federal
Superfund Amendments Reauthorization Act of 1986, Pub. L. No.
99-499, 100 Stat. 1613 (1986), the federal Risk Retention Act,
15 U.S.C. 3901 et seqg. (1982 & Supp. 1986), or chapter S515E.

c. All residual market pools and joint underwriting
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authorities or assoclations.,

d. All captive insurers.

5. "Producer” means an inguianeS DIOKEI Of any other
person when such person acts or aids in any manner in
soliciting, negotiating, or procuring the making of an
insurance contract on behalf of an insured, who is not that
persen, for any compensation, commission, or other thing of
value. "Producer" does not include an exclusive agent or an
independent agent acting on behalf of the controlled insurer
or any subagent or representative of such agent, who acts as
such in the solicitation of, negotiation for, or procurement

or making of an insurance contract, if the agent, subagent, or

representative is not also acting in the capacity of an
insurance broker in the same transaction.

6. "Reinsurance intermediary” means a person who acts as a

producer in soliciting, negotiating, or procuring the making
of a reinsurance contract or binder on behalf of a ceding
insurer, or acts as a producer in accepting a reinsurance
contract or binder on behalf of an assuming insurer,

7. "“Violation" means a finding by the commissioner that
one or more of the following has occurred:

a. The controlling producer has not materially complied
with section 510A.3.

b. The controlled insurer, with respect to business placed

by the controlling producer, has engaged in a pattern of

charging premiums that were lower than those being charged by
the insurer or other insurers for similar risks written during
the same period and placed by noncontrolling producers. When

determining whether premiums were lower than those prevailing

in the market, the commissioner shall take into consideration

applicable industry or actuarial standards at the time the
business was written.

c. The controlling producer failed to maintain records,
sufficient to demonstrate that the producer's dealings with
its controlled insurer were fair and equitable and in
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compliance with chapter 521A or to accurately disclose the

nature and details of its transactions with the controlled
insurer, including such information as is necessary to support
the charges or fees to the respective parties.

d. The controlled insurer either failed to establish, or
deviated from, its underwriting procedures with respect to
business placed by the controlling producer.

e. The controlled insurer's capitalization at the time the
business was placed by the controlling producer and with
respect to such business was not in compliance with criteria
established by the commissioner or with Title XX.

f. The controlling producer or the controlled insurer
failed to substantially comply with chapter 521A.

Sec. 18. NEW SECTION. 510A.3 LIMITATION ON BUSINESS
PLACED WITH CONTROLLED INSURER.

1. A producer which has control of a licensed property and

casualty insurer shall not directly or indirectly place
business with the insurer in any transaction in which the
producer, at the time the business is placed, is acting as a
producer on behalf of the insured for any compensation,
commission, or other thing of value, unless all of the
following conditions are satisfied:

a. A written contract, which is subject to the
commissioner's review and approval, has been entered into
between the controlling producer and the insurer which has
been approved by the board of directors of the insurer and
filed with the commissioner.

b. The producer, prior to the effective date of any
policy, delivers written notice to the prospective insured
disclosing the relationship between the producer and the
controlled insurer, The disclosure notice shall be signed by
the insured and retained in the underwriting file until the
filing of the report on examination covering the pericd in
which the coverage is in effect. However, if the business is
placed through an agent of the producer who is not a
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controlling producer, the controlling producer shall retain in
the controlling producer's records a signed commitment from
the agent of the producer that the agent of the producer is
aware of the relationship between the insurer and the producer
and that the agent of the producer has or will notify the
insured of the relationship.

c. All funds collected for the account of the insurer by
the controlling producer, after commission payments,
cancellations, and other adjustments are made, must be paid to
the insurer at least quarterly.

2. In addition to any other required loss reserve
certification, the controlled insurer, on April 1 of each
year, shall annually file with the commissioner an opinion of
an independent casualty actuary, or of another independent
loss reserve specialist acceptable to the commissioner,
reporting loss ratios for each line of business written and
attesting to the adequacy of loss reserves established for
losses incurred and outstanding as of the end of the year,
including incurred losses not reported, on business placed by
the producer.

3. The controlled insurer shall annually report to the
commissicner the amount of commissions paid to the producer,
the percentage such amount represents of the net premjiums
written, and comparable amounts and percentages paid to
noncontrolling producers for placements of the same kinds of
insurance.

4. A controlled insurer must establish an audit committee
of the board of directors composed of independent directors.
Prior to approval of the annual financial statement, the audit
committee shall meet with management, the insurer's
independent certified public accountants, and an independent
casualty actuary, or another independent loss reserve
specialist acceptable to the commissioner, to review the
adequacy of the insurer's loss reserves,

5. A reinsurance intermediary which has control of an
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assuming insurer shall not directly or indirectly place

business with the assuming insurer in any transaction in which

such reinsurance intermediary is acting as a broker on behalf
of the ceding insurer. A reinsurance intermediary which has
control of a ceding insurer shall not directly or indirectly
accept business from the ceding insurer in any transaction in
which such reinsurance intermediary is acting as a producer on
behalf of the assuming insurer. The prohibitions in this
subsection shall not apply to a reinsurance intermediary which
makes a full and complete written disclosure to the parties of
its relationship with the assuming or ceding insurer prior to
completion of the transaction.

Sec, 19. NEW SECTION. 510A.4 LIABILITY OF CONTROLLING
PRODUCER IN THE EVENT OF INSOLVENCY OF CONTROLLED INSURER.

1. a. If the commissioner has reason to believe that a
controlling producer has committed or is committing an act

which could be determined to be a violation, as defined in
section S510A.2, the commissioner shall serve upon the
controlling producer in the manner provided by chapter 17A, a
statement of the charges and notice of a hearing to be
conducted in accordance with chapter 17a,

b. At such hearing, the commissioner must establish that
the controlling producer engaged in a violation, as defined in
section 510A.2. The controlling producer shall have an
opportunity to be heard and to present evidence rebutting the
charges and to establish that the insolvency of the controlled
insurer arose out of events not attributable to the viplation.
The decision, determination, or order of the commissioner is
subject to judicial review pursuant to chapter 17A.

¢. Upon a finding, pursuant to this section, that the
controlling producer committed a violation and the controlling
producer failed to establish that the violation did not
substantially contribute to the insolvency, the controlling
producer shall reimburse the state guaranty funds, created
pursuant to chapter 515B for all payments made for losses,
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loss adjustment, and administrative expenses on the business
placed by the producer in excess of gross earned premiums and
investment income earned on premiums and loss reserves for
such business.

d. This section does not affect the right of the
commissioner to impose any other penalties provided for under
Title XX.

2. This chapter does not alter or affect the rights of
pclicyholders, claimants, creditors, or other third parties.

DIVISION IV
Sec. 20. NEW SECTION. 521B.1 SHORT TITLE.
This chapter shall be known and may be cited as the "Credit

for Reinsurance Act."
Sec. 21. NEW SECTION. 6S521B.2 CREDIT ALLOWED A DOMESTIC

CEDING INSURER.
Credit for reinsurance is allowed a domestic ceding insurer

as either an asset or a deduction from liability on account of
reinsurance ceded only if the reinsurer meets the requirements
of subsection 1, 2, 3, 4, or 5. 1If the reinsurer meets the
requirements of subsection 3 or 4, the requirements of
subsection 6 must also be met.

1. Credit is allowed if the reinsurance is ceded to an
assuming insurer which is licensed to transact the business of
reinsurance in this state.

2. Credit is allowed if the reinsurance is ceded to an
assuming insurer which is accredited as a reinsurer in this
state. An accredited reinsurer is one which satisfies all of
the following conditions:

a. Files with the commissioner evidence of submission to
the jurisdiction of this state.

b. Submits to the authority of this state to examine its
books and records.

¢. Is licensed to transact reinsurance in at least one
state, or in the case of a United States branch ¢f an alien
assuming insurer, is entered through and licensed to transact
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the business of reinsurance in at least one state.

d. Files annually with the commissioner a copy of its
annual statement filed with the insurance department of its
state of domicile and a copy of its most recent audited
financial statement and does either of the following:

{1) Maintains a surplus with respect to policyholders in
an amount which is not less than twenty million dollars and
whose accreditation has not been denied by the commissioner
within ninety days of its submission to the jurisdiction of
this state.

{2) Maintains a surplus with respect to policyholders in
an amount less than twenty million dollars and whose
accreditation has been approved by the commissioner, Credit
shall not be allowed a domestic ceding insurer, if the
accreditation of the assuming insurer is revoked by the
commissioner after notice and hearing.

To qualify as an accredited reinsurer, an assuming insurer
must meet all of the requirements and the standards set forth
in this subsection. If the commissioner determines that the
assuming insurer has failed to continue to meet any of these
requirements or standards, the commissioner may upon written
notice and hearing revoke accreditation of the assuming
insurer.

This section does not apply to reinsurance ceded and
assumed pursuant to pooling arrangements among insurers in the
same holding company system.

3. a. Credit is allowed if the reinsurance is ceded to an

assuming insurer which is domiciled and licensed in, or in the

case of a United States branch of an alien assuming insurer,
is entered through a state which employs standards regarding
credit for reinsurance substantially similar to those
applicable under this section, and the assuming insurer or
United States branch of an alien assuming insurer does both of
the following:

(1) Maintains a surplus with respect to policyholders in
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an amount not less than twenty million dollars.

(2) Submits to the authority of this state to examine its
books and records.

b. However, the requirement of paragraph "a", subparagraph
{1), does not apply to reinsurance ceded and assumed pursuant
to a pooling arrangement among insurers in the same holding
company systemn.

4. a. Credit is allowed if the reinsurance is ceded to an
assuming insurer which maintains a trust fund in a qualified
United States financial institution, as defined in section
521B.4, subsection 2, for the payment of the valid claims of
its United States policyholders and ceding insurers, their
assigns, and successors in interest. The assuming insurer
shall report annually to the commissioner information
substantially the same as that required to be reported on the
national association of insurance commissioners' annual
statement form by licensed insurers toc enable the commissioner
to determine the sufficiency of the trust fund. In the case
of a single assuming insurer, the trust shall consist of a
trusted account representing the liabilities of the assuming
insurer attributable to business written in the United States
and, in addition, the assuming insurer shall maintain a
trusted surplus of not less than twenty million dollars. 1In
the case of a group of individual unincorporated underwriters,
the trust shall consist of a trusted account representing the
liabilities of the group attributable to business written in
the United States and, in addition, the group shall maintain a
trusted surplus of which one hundred million dollars shall be
held jointly for the benefit of United States ceding insurers
of any member of the group. The group shall make available to
the commissioner an annual certification of the solvency of
each underwriter by the group's domiciliary regulator and its
independent public accountants.

b, In the case of a group of incorporated insurers under
common administration which complies with the filing
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requirements contained in paragraph "a", which is under the
supervision of the department of trade and industry of the
United Kingdom, which submits to the authority of this state
to examine its books and records and bears the expense of the
examination, and which has aggregate policyholders' surplus of
at least ten billion dollars, the trust shall be in an amount
equal to the several liabilities of the group attributable to
business written in the United States. The group shall also
maintain a joint trusteed surplus of which one hundred million
dollars shall be held jointly for the benefit of United States
ceding insurers of any member of the group, and each member of
the group shall make available to the commissioner an annual
certification of the member's solvency by the member's
domiciliary regulator and its independent public accountant.

¢. Such trust shall be established in a form approved by
the commissioner. The trust instrument shall provide that
contested claims are valid and enforceable upon the final
order of any court of competent jurisdiction in the United
States. The trust vests legal title to its assets in the
trustees of the trust for its United States policyholders and
ceding insurers, their assigns, and successors in interest,
The trust and the assuming insurer are subject to examination
as determined by the commissioner. The trust described in
this paragraph must remain in effect for as long as the
assuming insurer has outstanding obligations due under the
reinsurance agreements subject to the trust.

d. No later than February 28 of each year the trustees of
the trust shall report to the commissioner in writing setting
forth the balance of the trust and listing the trust’'s
investments at the end of the preceding calendar year and
shall certify the date of termination of the trust, if so
planned, or certify that the trust shall not expire prior to
the following December 31.

5. Credit is allowed if the reinsurance is ceded to an
assuming insurer not meeting the requirements of subsecticon 1,
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2, 3, or 4, but only with respect to the insurance of risks .

located in a jurisdiction where such reinsurance is required
by applicable law or regulation of that jurisdiction. For
purposes of this subsection, jurisdiction refers to a
jurisdiction-other than the United States, and any state,
district, or territory of the United States. This subsection
allows credit to ceding insurers which are mandated by such a
jurisdiction to cede reinsurance to state owned or controlled
insurance or reinsurance companies or to participate in pools,
guaranty funds, or joint underwriting associations.

6. a. If the assuming insurer is not licensed or
accredited toc transact insurance or reinsurance in this state,
the credit permitted by subsection 3 or 4, is not allowed
unless the assuming insurer agrees in the reinsurance
agreements to both of the following:

(1) That in the event of the failure of the assuming
insurer to perform its obligations under the terms of the
reinsurance agreement, the assuming insurer, at the request of .
the ceding insurer, shall submit to the jurisdiction of any
court of competent jurisdiction in any state of the United
States, shall comply with all requirements necessary to give
such court jurisdiction, and shall abide by the final decision
of such court or of any appellate court in the event of an
appeal.

(2) That the commissioner or an attorney designated in the
agreement is the true and lawful attorney of the assunming
insurer upon whom may be served any lawful process in any
action, suit, or proceeding instituted by or on behalf of the
ceding company.

b. This subsection is not intended to conflict with or
override the obligation of the parties to a reinsurance
agreement to arbitrate their disputes, if such an obligation
is created in the agreement.

Sec. 22. NEW SECTION. 521B.3 REDUCTION FROM LIABILITY .
FOR REINSURANCE CEDED BY A DOMESTIC INSURER TO AN ASSUMING

-23-




INSURER.

A reduction from liability for the reinsurance ceded by a
domestic insurer to an assuming insurer not meeting the
requirements of section 521B.2 is allowed in an amount not
exceeding the liabilities carried by the ceding insurer and
the reduction shall be in the amount of funds held by or on
behalf of the ceding insurer, including funds held in trust
for the ceding insurer, under a reinsurance contract with the
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assuming insurer as security for the payment of obligations
under the reinsurance contract, if such security is held in
the United States subject to withdrawal solely by, and under
the exclusive control of, the ceding insurer, or in the case
of a trust, held in a qualified United States financial
institution, as defined in section 521B.4, subsection 2. This

T
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security may be held in the form of any of the following:

1. Cash.

2. Securities listed by the securities valuation office of
the national association of insurance commissioners and

e
™ 3

et
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gualifying as admitted assets.
3. C(Clean, irrevocable, unconditiconal letters of credit,

[ B
e ]

issued or confirmed by a qualified United States financial
institution, as defined in section 521B.4, subsection 2, no
later than December 31 of the year for which filing is being
made, and in the possession of the ceding insurer on or before
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the filing date of its annual statement.
Letters of credit meeting applicable standards of issuer

N
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acceptability as of the dates of their issuance or
confirmation shall, notwithstanding the subsequent failure of
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the issuing or confirming institution or subsequent failure to
meet applicable standards of issuer acceptability, continue to
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- o

be acceptable as security until their expiration, extension,
renewal, modification, or amendment, whichever first occurs.

W W
w b

4. Any other form of security acceptable to the

[N
L

commissioner.
M35 Sec. ‘23. NEW SECTION. 521B.4 QUALIFIED UNITED STATES
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FINANCIAL INSTITUTIONS.

1. For purposes of this chapter, a "qualified United
States financial institution” means an institution that
satisfies all of the following conditions:

a. The financial institution is organized or licensed
under the laws of the United States or any state of the Unitead
States.

b. The financial institution is requlated, supervised, and
examined by federal or state authorities having regulatory
authority over banks and trust companies.

¢. The financial institution has been determined by either
the commissioner, or the securities wvaluation office of the
national association of insurance commissioners, to meet such
standards of financial condition and standing as are
considered necessary and appropriate to regulate the quality
of financial institutions whose letters of credit will be
acceptable to the commissioner.

2. A "qualified United States financial institution®
means, for purposes of those provisions of this chapter
specifying those institutions that are eligible to act as a
fiduciary of a trust, an institution that is both of the

following:
a. Organized or licensed under the laws of the United
States or any state of the United States, and has been granted

authority to operate with fiduciary powers.

b. Regulated, supervised, and examined by federal or state
authorities having regulatory authority over banks and trust
companies.

Sec. 24. NEW SECTION. 521B.5 RULES.

The commissioner may adopt rules, pursuant to chapter 174,

as necessary or convenient to administer this chapter.
DIVISION V
Sec. 25. NEW SECTION. 521C.1 SHORT TITLE.
This chapter shall be known and may be cited as the

"Reinsurance Intermediary Model Act."
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Sec. 26, NEW SECTION. 521C.2 DEFINITIONS.

As used in this chapter, unless the context otherwise

reguires:

1. "“Actuary" means a person who is a member in good
standing of the American academy of actuaries.

2. "Controlling person" means a person who directly or
indirectly has the power to direct or cause to be directed,
the management, control, or activities of the reinsurance
intermediary.

3. "Insurer" means a person licensed to transact the
business of insurance in this state.

4. "Licensed producer" means an agent, broker, or
reinsurance intermediary licensed pursuant to the applicable
provision of the insurance law of any jurisdiction.

5. "Reinsurance intermediary” means a reinsurance
intermediary-broker or a reinsurance intermediary-manager.

6. "Reinsurance intermediary-broker" means a person, other
than an officer or employee of the ceding insurer, who
solicits, negotiates, or places reinsurance cessilOns oOr
retrocessions on behalf of a ceding insurer without the
authority or power to bind reinsurance on behalf of the ceding
insurer.

7. "Reinsurance intermediary-manager" means a person who
has authority to bind or manage all or part of the assumed
reinsurance business of a reinsurer, including the management
of a separate division, department, or underwriting office,
and acts as an agent for the reinsurer whether known as a
reinsurance intermediary-manager or manager, or known by any
other similar term or title, However, for the purposes of
this chapter, the following persons shall not be considered a
reinsurance intermediary-manager, with respect to the
reinsurer:

a. An employee of the reinsurer.

b. A manager of a United States branch of an alien
reinsurer who resides in this country.
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C. An undervriting Mifager who, pursuant to contract,
manages all the reinsurance operations of the reinsurer, who
is under common control with the reinsurer, subject to chapter
521A relating to the regulation of insurance holding company
systems, and who is not compensated based upon the volume of
premiums written.

d. The manager of a group, association, pool, or
crganization of insurers who engages in joint underwriting or
joint reinsurance and who is subject to examination by the
insurance commissioner of the state in which the manager's
principal business office is located.

8. "Reinsurer" means a person licensed in this state as a
reinsurer with the authority to assume reinsurance.

9. "To be in violation" means that the reinsurance
intermediary, insurer, or reinsurer for whom the reinsurance
intermediary was acting failed to substantially comply with
the provisions of this chapter.

10, "Qualified United States financial institution” means
an institution that satisfies all of the following conditions:

a. The financial institution is organized or licensed
under the laws of the United States or any state of the United
States.

b. The financial institution is regulated, supervised, and
examined by federal or state authorities having regulatory
authority over banks and trust companies.

c. The financial institution has been determined by either
the commissioner, or the securities valuation office of the
national association of insurance commissioners, to meet such
standards of financial condition and standing as are
considered necessary and appropriate to regulate the quality
of financial institutions whose letters of credit will be
acceptable to the commissioner,

Sec, 27. NEW SECTION. 521C.3 LICENSURE.

1. A person shall not act as a reinsurance intermediary-

broker in this state if the person maintains an office 1in this
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state or another state individually or as a member or employee
of a firm or association, or as an officer, director, or

employee of a corporation, unless the person is a licensed

producer in this state or another state having a law
substantially similar to this law, or the person is licensed
in this state as a nonresident reinsurance intermediary.

2. A person shall not act as a reinsurance intermediary-
manager in any of the following circumstances:

a. Wwhere the reinsurer is domiciled in this state, unless
the person is a licensed producer in this state.

b. Where the person maintains an office in this state
individually or as a member or employee of a firm or '
association, or as an officer, director, or employee of a
corporation in this state, unless the person is a licensed
producer in this state.

c. Where the person would be acting in another state for a
nondomestic insurer, unless the person is a licensed producer
in this state or in another state having a law substantially
similar to this law, or is licensed in this state as a
nonresident reinsurance intermediary.

3. The commissioner may require a reinsurance
intermediary-manager subject to subsection 2 to do one or more
of the following:

a. File a bond in an amount determined by the commissioner
from an insurer acceptable to the commissioner for the
protection of each reinsurer represented by the reinsurance
intermediary-manager.

b. Maintain an errors and omissions policy in an amount
acceptable to the commissioner.

4. a. The commissioner may issue a reinsurance
intermediary license to a person who has complied with the
requirements of this chapter. Any such license issued to a
firm or association will authorize all the members of the firm
or association and any designated employees to act as
reinsurance intermediaries under the license, and all such
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persons shall be named in the application and any supplements
to the application. A license issued to a corporation shall
authorize all of the officers, and any designated employees
and directors of the corporation to act as reinsurance
intermediaries on behalf of the corporation, and all such
persons shall be named in the application and any supplements
to the application.

b. If the applicant for a reinsurance intermediary license
1s a nonresident, such applicant, as a condition precedent to
receiving or holding a license, shall designate the
commissioner as agent for service of process, and also shall
furnish the commissioner with the name and address of a
resident of this state upon whom notices or orders of the
commissioner or process affecting such nonresident reinsurance
intermediary may be served. The licensee shall promptly
notify the commissioner in writing of a change of the
designated agent for service of process, and the change
becomes effective upon acknowledgement by the commissioner.

5. The commissioner may refuse to issue a reinsurance
intermediary license if, in the commissioner's judgment, any
of the following conditions are present:

a. The applicant, any one named in the application, or any
member, principal, officer, or director of the applicant, is
not trustworthy.

b. A controlling person of such applicant is not
trustworthy to act as a reinsurance intermediary.

c. Conditions present in paragraph "a" or "b" have given
cause for revocation or suspension of a license, or a person
referred to in paragraph "a" or "b" has failed to comply with
any prerequisite for the issuance of a license.

Upon written request, the commissioner shall furnish a
written summary of the basis for refusal to issue a license,
which document is privileged and not subject to disclosure
under chapter 22.

6. A licensed attorney in this state when acting in a
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professional capacity as an attorney is exempt from the
requirements of this section.

Sec. 28. NEW SECTION. 521C.4 REQUIRED CONTRACT
PROVISIONS -- REINSURANCE INTERMEDIARY-BROKERS.

Transactions between a reinsurance intermediary-broker and

the insurer that the reinsurance intermediary-broker
represents in such capacity shall only be entered into
pursuant to a written authorization, specifying the
responsibilities of each party. The authorization shall, at a
minimum, contain provisions that satisfy all of the following
requirements:

1. The 1lnsurer may terminate the authority of the
reinsurance intermediary-broker at any time.

2. The reinsurance intermediary-broker shall render
accounts to the insurer accurately detailing all material
transactions, including information necessary to support all
commissions, charges, and other fees received by, or owing, to
the reinsurance intermediary-broker, and shall remit all funds
due to the insurer within thirty days of receipt.

3. All funds collected for the account of the insurer
shall be held by the reinsurance intermediary-broker in a
fiduciary capacity in a bank, as defined in section 524.3,

4. The reinsurance intermediary-broker shall comply with
section 521C.5.

5. The reinsurance intermediary-broker shall comply with
the written standards established by the insurer for the
cession or retrocession of all risks.

6. The reinsurance intermediary-broker shall disclose to

the insurer any relationship with any reinsurer to which
business will be ceded or retroceded.

Sec. 29. NEW SECTION., 521C.5 BOOKS AND RECORDS -- RE-
INSURANCE INTERMEDIARY BROKERS.

1. For a minimum of ten years after expiration of each

contract of reinsurance transacted by the reinsurance
intermediary-broker, the reinsurance intermediary-broker shall

_30_




O O~ O v S W N

W W W W W w0 RN RN RN NN R e e
o W O W 0~ bW O WS bW N O

keep a complete record for each transaction showing all of the
following: '

a. The type of contract, limits, underwriting
restrictions, classes or risks, and territory.

b. The period of ceoverage, including effective and
expiration dates, cancellation provisions, and notice required
of cancellation.

¢. The reporting and settlement requirements of balances.

d. The rate used to compute the reinsurance premium.

e. The names and addresses of assuming reinsurers.

f. The rates of all reinsurance commissions, including the
commissions on any retrocessions handled by the reinsurance
intermediary-broker.

g. All related correspondence and memoranda.

h. Proof of placement.

i. The details regarding retrocessions handled by the
reinsurance intermediary-broker including the identity of
retrocessionaires and percentage of each contract assumed or

ceded.
j. Financial records, including but not limited to,
premium and loss accounts,

k. If the reinsurance intermediary-broker procures a
reinsurance contract on behalf of a licensed ceding insurer
one or both of the following shall be included in the record:

(1) Directly from any assuming reinsurer, written evidence
that the assuming reinsurer has agreed to assume the risk.

(2) 1If placed through a representative of the assuming
reinsurer, other than an employee, written evidence that the
assuming reinsurer has delegated binding authority to the

representative,
2. The insurer has a right of access and the right to copy
and audit all accounts and records maintained by the

reinsurance intermediary-broker related to its business in a
form usable by the insurer,
Sec. 30. NEW SECTION, 521C.6 DUTIES OF INSURERS
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UTILIZING THE SERVICES OF A REINSURANCE INTERMEDIARY-BROKER.
1. An insurer shall not engage the services of a person,
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firm, assoclation, or corporation to act as a reinsurance
intermediary-broker on its behalf unless the person 1is
licensed as required by section 521C.3, subsection 1.

2. An insurer shall not employ an individual who is
employed by a reinsurance intermediary-broker with which the
insurer transacts business, unless such reinsurance

|3

intermediary-broker is under common control with the insurer
and subject to chapter 521A relating to the regulation of
insurance company holding systems,

3. The insurer shall annually obtain a copy of statements
of the financial condition of each reinsurance intermediary-
broker with which the insurer transacts business.

Sec. 31. NEW SECTION. 521C.7 REQUIRED CONTRACT
PROVISIONS -- REINSURANCE INTERMEDIARY-MANAGERS.

Transactions between a reinsurance intermediary-manager and
the reinsurer that the reinsurance intermediary-manager

e
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represents in such capacity shall only be entered into
pursuant to a written contract, specifying the
responsibilities of each party, which shall be approved by the
reinsurer’'s board of directors. At least thirty days before
the reinsurer assumes or cedes business through a reinsurance
intermediary-manager, a true copy of the approved contract
shall be filed with the commissioner for approval by the
commissioner. The contract, at a minimum, shall contain the
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following provisions:
l. The reinsurer may terminate the contract for cause upon
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written notice to the reinsurance intermediary-manager. The
reinsurer may suspend the authority of the reinsurance
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intermediary-manager to assume or cede business during the
pendency of any dispute regarding the cause for terminatioen.
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2. The reinsurance intermediary-manager shall render
accounts to the reinsurer accurately detailing all material
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transactions, including information necessary to support all
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commissions, charges, and other fees received by, or owing to
the reinsurance intermediary-manager, and shall remit all
funds due under the contract to the reinsurer on not less than
a monthly basis.

3. All funds collected for the reinsurer's account shall
be held by the reinsurance intermediary-manager in a fiduciary
capacity in a bank which is a qualified United States
financial institution, as defined in section 521C.2. The
reinsurance intermediary-manager may retain no more than three
months estimated claims payments and allocated loss adjustment
expenses. The reinsurance intermediary-manager shall maintain
a separate bank account for each reinsurer that the
reinsurance intermediary-manager represents.

4. For at least ten years after expiration of each
contract of reinsurance transacted by the reinsurance
intermediary-manager, the reinsurance intermediary-manager
shall keep a complete record for each transaction showing all
of the following:

a. The type of contract, limits, underwriting
restrictions, classes or risks, and territory.

b. The pericd of coverage, including effective and
expiration dates, cancellation provisions and notice required
of cancellation, and disposition of outstanding reserves on
covered risks.

¢. The reporting and settlement requirements of balances.

d. The rate used to compute the reinsurance premium.

e. The names and addresses of reinsurers.

f. The rates of all reinsurance commissions, including the
commissions on any retrocessions handled by the reinsurance
intermediary-manager.

g. Any related correspondence and memoranda.

h. Proof of placement.

i. The details regarding retrocessions handled by the
reinsurance intermediary-manager, as permitted by section
521C.9, subsection 4, including the identity of
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retrocessionaires and percentage of each contract assumed or

ceded.

j. Financial records, including but not limited to,
premium and loss accounts.

k. TIf the reinsurance intermediary-manager places a
reinsurance contract on behalf of a ceding insurer one or both
of the following shall be included in the record:

(1) Directly from any assuming reinsurer, written evidence
that the assuming reinsurer has agreed to assume the risk.

(2) If placed through a representative of the assuming
reinsurer, other than an employee, written evidence that the
assuming reinsurer has delegated binding authority to the

representative.
5. The reinsurer has a right of access and the right to

copy all accounts and records maintained by the reinsurance \

intermediary-manager related to its business in a form usable ‘

by the reinsurer. 1
6. The contract cannot be assigned in whole or in part by

the reinsurance intermediary-manager.
7. The reinsurance intermediary-manager shall comply with

the written underwriting and rating standards established by

the insurer for the acceptance, rejection, or cession of all

risks.
8. The contract shall set forth the rates, terms, and
purposes of commissions, charges, and other fees which the

reinsurance intermediary-manager may levy against the
reinsurer.

9. If the contract permits the reinsurance intermediary-
manager to settle claims on behalf of the reinsurer, all of
the following apply:

&. All claims shall be reported to the reinsurer in a
timely manner.

b. A copy of the claim file shall be sent to the reinsurer
at its request or as soon as it becomes known that the ‘claim
meets any or all of the following conditions:
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(1) The claim has the potential to exceed the lesser of an
amount determined by the commissioner or the limit set by the
reinsurer.

{2} The claim involves a coverage dispute.

{3) The claim may exceed the claims settlement authority
of the reinsurance intermediary-manager.

{4) The claim is open for more than six months.

(5) The claim is closed by payment of the lesser of an
amount set by the commissioner or an amount set by the
reinsurer.

c. All claim files shall be the joint property of the
reinsurer and reinsurance intermediary-manager. However, upon
an order of liquidation of the reinsurer the files shall
become the sole property of the reinsurer or its estate. The
reinsurance intermediary-manager shall have reasonable access
to and the right to copy the files on a timely basis.

d. Any settlement authority granted to the reinsurance
intermediary-manager may be terminated for cause upon the
reinsurer’'s written notice to the reinsurance intermediary-
manager or upon the termination of the contract. The
reinsurer may suspend the settlement authority during the
pendency of the dispute regarding the cause of termination.

10. If the contract provides for a sharing of interim
profits by the reinsurance intermediary-manager, interim
profits shall not be paid until one year after the end of each
underwriting period for property insurance business and five
yvyears after the end of each underwriting period for casualty

insurance business, or a later period as determined by the

commissioner for each type of insurance, but in no case until
the adequacy of reserves on remaining claims has been verified
pursuant to section 521C.9, subsection 3.

ll. The reinsurance intermediary-manager shall annually
provide the reinsurer with a statement of its financial
condition prepared by an independent certified accountant.

12. The reinsurer shall periodically, but not less than
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semiannually, conduct an on-site review of the underwriting
and claims processing operations of the reinsurance
intermediary~manager.

13. The reinsurance intermediary-manager shall disclose to
the reinsurer any relationship the reinsurance intermediary-
manager has with any insurer prior to ceding or assuming any
business with the insurer pursuant to this contract.

14, The acts of the reinsurance intermediary-manager are
deemed to be the acts of the reinsurer on whose behalf the
reinsurance intermediary-manager is acting.

Sec. 32. NEW SECTION. 521C.8 PROEIBITED ACTS.

The reinsurance intermediary-manager shall not do any of

the following:

1. Bind retrocessions on behalf of the reinsurer, except
that the reinsurance intermediary-manager may bind facultative
retrocessions pursuant to obligatory facultative agreements if
the contract with the reinsurer contains reinsurance
underwriting guidelines for such retrocessions. The
guidelines shall include a list of reinsurers with which the
automatic agreements are in effect, and for each reinsurer,
the coverages and amounts or percentages that may be
reinsured, and commission schedules.

2. Commit the reinsurer to participaté in reinsurance
syndicates.

3. APPoint any Producer without assuring that the producer

is licensed to transact the type of reinsurance for which the {
producer is appointed.

4. Without prior approval of the reinsurer, pay or commit
the reinsurer to pay a claim, or a net amount of
retrocessions, that exceeds the lesser of an amount specified
by the reinsurer or one percent of the reinsurer's
policyholder's surplus as of December 31 of the last complete
calendar year.

5. Collect any payment from a retrocessionaire or commit
the reinsurer to any claim settlement with a retrocessionaire,
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without prior approval of the reinsurer. If prior approval is
given, a report must be promptly forwarded to the reinsurer.
6. Jointly employ an individual who is employed by the
reinsurer.
7. Appoint an agent of a reinsurance intermediary-manager.
Sec. 33. NEW SECTION. 521C.9 DUTIES OF REINSURERS
UTILIZING THE SERVICES OF A REINSURANCE INTERMEDIARY-MANAGER.
l. A reinsurer shall not engage the services of a person
to act as a reinsurance intermediary-manager on its behalf
unless the person is licensed as reqguired by section 521C.3,

subsection 2.

2, The reinsurer shall annually obtain a copy of
statements of the financial condition of each reinsurance
intermediary-manager whom the reinsurer has engaged pursuant
to subsection 1. The statements of financial condition shall
be prepared by an independent certified accountant in a form
acceptable to the commissioner.

3. If a reinsurance intermediary-manager establishes loss
reserves, the reinsurer shall annually obtain the opinion of
an actuary attesting to the adequacy of loss reserves
established for losses incurred and outstanding on business
produced by the reinsurance intermediary-manager. This
opinion shall be in addition to any other required loss

reserve certification.

4. Binding authority for all retrocessional contracts or
participation in reinsurance syndicates shall rest with an
officer of the reinsurer who shall not be affiliated with the
reinsurance intermediary-manager.

5. Within thirty days of termination of a contract with a
reinsurance intermediary-manager, the reinsurer shall provide
written notification of the termination to the commissioner.

6. A reinsurer shall not appoint to its board of directors
any officer, director, employee, controlling shareholder, or
an agent of a producer of its reinsurance intermediary-
manager. This subsection shall not apply to relationships

-37~




W 0 ~ O N B W N

NNMMNWNMNNNNNMNNHHHl-'t—'l--‘l-'!-‘i-‘l’-"
B b WO W o O S W N O WD O~ W s WO O

governed by chapter 521A relating to the regulation of
insurance company holding systems or, if applicable, governed
by chapter 510A relating to the regulation of producer
controlled property and casualty insurers.

Sec. 34. NEW SECTION. 521C.10 EXAMINATION AUTHORITY.

1. A reinsurance intermediary is subject to examination by

the commissioner. The commissioner shall have access to all
boocks, bank accounts, and records of the reinsurance
intermediary in a form usable to the commissioner.

2. A reinsurance intermediéry—manager may be examined as
if it were the reinsurer.

Sec. 35. NEW SECTION. 521C.l1 PENALTIES AND LIABILITIES.

l. A reinsurance intermediary, insurer, or reinsurer found
by the commissioner, after a hearing conducted in accordance
with chapter 17A, to be in violation of this chapter is
subject to one or more of the following:

a. For each separate violation, a civil penalty in an
amount not exceeding ten thousand dollars.

b. Revocation or suspension of the license of the
reinsurance intermediary.

c¢. If a violation was committed by the reinsurance
intermediary, restitution by the reinsurance intermediary to
the insurer, reinsurer, rehabilitator, or liquidator of the
insurer or reinsurer for the net losses incurred by the
insurer or reinsurer attributable to the violation.

2. A decision, determination, or order of the commissioner
made or entered pursuant to subsection 1 is subject to
Judicial review pursuant to chapter 17A.

3. This section does not affect the right of the
commissioner to impose any other penalties provided in Title
XX.

4. This chapter shall not in any manner limit or restrict
the rights of policyholders, claimants, creditors, or other
third parties, or confer any rights to such persons.

Sec. 36. NEW SECTION, 521C.12 RULES.
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The commissioner may adopt rules, pursuant to chapter 17A, .
as necessary or convenient for the administration of this

chapter.
DIVISION VI

Sec. 37. Section 505.4, Code 1991, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH, The commissioner may appeoint a
deputy commissioner for supervision whom the commissioner may

appoint as supervisory or special deputy pursuant to chapter
507C and who shall perform such other duties as may be
assigned by the commissioner. The deputy commissioner for
supervision shall receive a salary to be fixed by the
commissioner. The deputy commissioner for supervision shall
be an exempt employee under section 19A.3, subsection 17.

Sec. 38. Section 505.7, Code 1991, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The annual salaries of the
deputy commissioner for supervision and the chief examiner .
appointed pursuant to section 507.5 shall be expenses of
examination of insurance companies and shall be charged to

insurance companies examined on a proportionate basis as
provided by rule adopted by the commissioner. Insurance
companies examined shall pay the proportion of the salaries of
the deputy commissioner for supervision and the chief examiner
charged to them as part of the costs of examination as
provided in section 507.8.

Sec. 39. NEW SECTION. 507.4A CHIEF EXAMINER.

The commissiconer may appoint a chief examiner who shall

supervise insurance company examinations and perform such
other duties as may be assigned by the commissioner. The
chief examiner shall receive a salary to be fixed by the
commissioner. The chief examiner shall be an exempt employee
under section 19A.3, subsection 17.
Sec. 40. Section 507.14, Code 1991, is amended by adding .
the following new unnumbered paragraphs: ‘
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NEW UNNUMBERED PARAGRAPH. A report of an examination of a

domestic or foreign insurer which is preliminary under the

rules of the division is not a public record under chapter 22
except when sought by the insurer to which the report relates
or an insurance regulator of another state, and is privileged
and confidential in any judicial or administrative proceeding.

NEW UNNUMBERED PARAGRAPH. A financial statement filed by
an employer self-insuring workers' compensation liability

pursuant to section 87.11, or the working papers of an
examiner or the division in connection with calculating
appropriate security and reserves for the self-insured
employer are not public records under chapter 22 except when
sought by the employer to which the financial statement or
working papers relate or an insurance or workers' compensation
self~insurance regulator of another state, and are privileged
and confidential in any judicial or administrative proceeding.
The financial information o% a nonpublicly traded employer
which self-insures for workers' compensation liability
pursuant to section 87.11 is protected as proprietary trade
secrets to the extent consistent with the commissioner's
duties to oversee the security of self-insured workers'
compensation liability.

Sec. 41. Section 507C.12, Code 1991, is amended by adding
the following unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. If the petition alleges that
extraordinary circumstances exist and that there is imminent

substantial risk to the insurer's solvency if the insurer is
not immediately placed into rehabilitation, the court may
issue, ex parte and without a hearing, the requested order of
rehabilitation. An insurer subject to an ex parte order under
this section may petition the court after the issuance of the
order for a hearing and review of the order. The court shall
hold the hearing and review not more than fifteen days after
the request. A hearing under this section may be held
privately in chambers. Upon the request of the insurer, the
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hearing shall be held privately in chambers.
Sec. 42. Section 508.11, subsection 43, Code 1991, 1is

amended to read as follows:

43. All other information as required by the national
association of insurance commissioners' annual statement
blank. The annual statement blank shall be prepared in

accordance with instructions prescribed by the commissioner.
All financial information reflected in the annual report shall

be kept and prepared in accordance with accounting practices

and procedures prescribed by the commissioner. The

commissioner may adopt by reference the annual statement
handbook and the accounting practices and procedures manual of

the national association of insurance commissioners.

Sec. 43. Section 508C.8, Code 1931, is amended by adding
the following new subsection:

NEW SUBSECTION. 1A. If a domestic, foreign, or alien
insurer is an insolvent insurer, subject to the approval of

the commissioner, the association shall:

a. Guarantee, assume, or reinsure, or cause to be
guaranteed, assumed, or reinsured the covered policies of the
insclvent insurer.

b. Assure payment of the contractual obligations of the
insolvent insurer.

c. Provide moneys, pledges, notes, guarantees, or other
means as reasconably necessary to discharge the duties
described in this subsection.

Sec. 44, Section 511.8, Code 1991, is amended by adding
the following new unnumbered paragraph after unnumbered
paragraph 1l:

NEW UNNUMBERED PARAGRAPH. The investment programs
developed by companies, shall take into account the safety of

the company's principal investment yield and growth, stability
in the value of the investment, and liquidity necessary to
meet the company's expected business needs and investment
diversification.
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Sec. 45, Section 514B.25, Code 1991, is amended by
striking the section and inserting in lieu thereof the
following:

514B.25 FINANCIALLY IMPAIRED OR INSOLVENT HEALTH
MATINTENANCE ORGANIZATIONS.

The provisions of chapter 507C shall apply to health
maintenance organizations, which shall be considered insurers
for the purposes of chapter 507C.

Sec. 46, Section 515.35, subsection 4, paragraph d, Code
1991, is amended by adding the following new unnumbered
paragraph:

NEW UNNUMBERED PARAGRAPH. Aggregate investments in below
investment grade bonds shall not exceed five percent of

assets.

Sec. 47. Section 515,63, unnumbered paragraph 16, Cocde
1991, 1is amended to read as follows:

Fifteenth -- All other information as required by the
national association of insurance commissioners' annual
statement blank. The annual statement blank shall be prepared
in accordance with instructions prescribed by the

commigsioner. All financial information reflected in the
annual report shall be kept and prepared in accordance with

accounting practices and procedures prescribed by the

commissioner. The commissioner may adopt by reference the

annual statement handbook and the accounting practices and

procedures manual of the national association of insurance

commissioners.
Sec. 4B. Section 515.119, Code 1991, is amended by
striking the section and inserting in lieu thereof the

following:

515.119 COMPLIANCE WITH LAW -~ CHANGE OF ARTICLES.

An insurance company organized under this chapter, or doing
business in, this state, or any foreign or alien company doing
business in this state, shall conform to the provisions of
this chapter and all other laws of this state applicable to
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the insurance company.

Sec. 49. Section 515B.2, subsection 3, unnumbered
paragraph 2, Code 1991, is amended by striking the paragraph
and inserting in lieu thereof the following:

3A. "Covered claim" does not include any amount as
follows:

a. That is due any reinsurer, insurer, insurance pool,
underwriting association, or other group assuming insurance
risks, as subrogation, contribution, or indemnity recoveries,
or otherwise.

b. That constitutes the portion of a claim that is within
an insured's deductible or self-insured retention.

¢. That 1s a claim for unearned premium calculated on a
retrospective basis, experience-rated plan, or premium subject
to adjustment after termination of the policy.

d. That is due an attorney, adjuster, or witness as fees
for services rendered to the insolvent insurer.

e. That is a fine, penalty, interest, or punitive or
exemplary damages.

f. That constitutes a claim under a policy issued by an
insolvent insurer with a deductible or self-insured retention
of two hundred thousand dollars or more. However, such a
claim shall be considered a covered claim, if as of the
deadline set for the filing of claims against the insolvent
insurer of its ligquidator, the insured is a debtor under 11
U.S5.C. § 701 et seq. _

Notwithstanding the lettered paragraphs of this subsection,
a person is not prevented from presenting a noncovered claim
to the insolvent insurer or its liquidator, but the noncovered
claim shall not be asserted against any other person,
including the person to whom benefits were paid or the insured
of the insolvent insurer, except to the extent that the claim
1s outside the coverage of the policy issued by the insolvent
insurer,

Sec. 50. Section S515B.5, subsection 2, Code 1991, is
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amended by adding the following new paragraph:

NEW PARAGRARH: Ko REQUESt that @bl futuis payments ¢f
workers' compensation weekly benefits, medical expenses, or
other payments under chapter 85, 85A, 85B, 86, or 87 be
commuted to a present lump sum and upon the payment of which,
either to the claimant or to a licensed insurer for purchase

of an annuity or other periodic payment plan for the bernefit
of the claimant, the employer and the association shall be
discharged from all further liability for the workers'
compensation claim. Notwithstanding the provisions of section
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85.45, any future payment of medical expenses, weekly
compensation benefits, or other payment by the association
under this chapter pursuant to chapter 85, 85A, 85B, 86, or
87, is deemed an undue expense, hardship, or inconvenience
upon the employer for purposes of a full commutation pursuant
to section 85.45, subsection 2, and the industrial
commissioner shall fix the lump sum of the probable future
medical expenses and weekly compensation benefits capitalized
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at their present value upon the basis of interest at the rate
provided in section 535.3 for court judgments and decrees.

Sec. 51. Section 515B.9, subsection 1, Code 1991, is
amended to read as follows:

1. Any person having a claim under another policy, which
c¢laim arises out of the same facts which give rise to a
covered claim, shaii-be is first required to exhaust the
person's right under the policy. Any amount recovered or
recoverable by a person under another insurance policy shall
be credited against the liability of the association under
section 515B.5, subsection 1, paragraph "a". FPor purposes of
this section, another insurance policy means a policy issued
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by any insurance company, whether a member insurer or not,
which policy insures against any of the types of risks see
forth-in-section-5157487-except-those-types-of-risks-set-£foreh
tn-section-5:5-487-subsection-5;-paragraph-2al;-and insured by
an insurance company authorized to write insurance under
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chapter 513, 516&, or 520, or comparable statutes of another
state, except those types of risks set forth in chapters 508
and S514.

Sec. 52. Section 516A.3, unnumbered paragraph 2, Code
1991, is amended to read as follows:

An insurer's insolvency protection shaii-be is applicable
only to accidents occurring during a policy period in which
its insured's uninsured motorist coverage is in effect and
only if the liability insurer of the tort-feasor is insolvent
at the time of such an accident or-becomes-inseivent-within
one-year-after-such-an-acecident.

Sec. 53. Section 518.17, Code 1991, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. Reinsurance coverage obtained by

a county mutual insurance association shall not expose the
association to a loss of more than fifteen percent from
surplus in any calendar vyear.

Sec. 54. Section 521A.2, subsection 3, paragraph a,
unnumbered paragraph 1, Code 1991, is amended to read as
follows:

Invest, in common stock, preferred stock, debt obligations,
and other securities of one or more subsidiaries, amounts
which do not exceed the lesser of ten percent of the insurer's
assets or fifty percent of the insurer's surplus as regards
policyholders, if after the investments the insurer's surplus
as regards policyholders will be reasonable in relation to the

insurer's outstanding liabilities and adequate to its
financial needs. For purposes of this section "subsidiaries”
includes "affiliates". 1In calculating the amount of the
investments, investments in domestic or foreign insurance
subsidiaries shall be excluded and both of the following shall
be included:

Sec. 55. Section 521A.3, subsection 4, paragraph b, Code
1981, is amended to read as follows:

b. The public hearing referred to in paragraph "a" ef-this
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subsectton shall be held within thirty days after the
statement required by subsection 1 ef-this-sectien is filed,
and at least twenty days' notice theresof of the public hearing
shall be given by the commissioner to the person filing the
statement. Not less than seven days' notice of sueh the
public hearing shall be given by the person filing the
statement to the insurer and to such other persons as may be
designated by the commissioner. %®he-insurer-shati-give-sueh
nettee-to-tes-securityhotderss The commissioner shall make a
determination within thirty days after the conclusion of sueh
the hearing. At sueh the hearing, the person filing the
statement, the insurer, any person to whom notice of hearing
was sent, and any other person whose interests may be affected
thereby shall have the right to present evidence, examine and
cross-examine witnesses, and offer oral and written arguments
and in connection therewith shall be entitled to conduct
discovery proceedings in the same manner as 1s presently
allowed in the district court of this state. All discovery
proceedings shall be concluded not later than three days prior
to the commencement of the public hearing.

Sec. 56. Section 521A.3, subsection 5, Code 1991, is
amended by striking the subsection.

Sec. 57. Section 521A.4, subsection 2, unnumbered
paragraph 1, Code 1991, 1s amended to read as follows:

Every insurer subject to registration shall file a
registration statement on a form previded prescribed by the
commissioner, which may be a form provided by the national

association of insurance commissioners, which shall contain

current information about:

Sec. 58. Section S521A.4, subsection 2, paragraph ¢, Code
1991, is amended by adding the following new subparagraph:

NEW SUBPARAGRAPE. (8) Consolidated tax allocation
agreements.

Sec. 59. Section 521A.4, Code 1991, is amended by adding

the following new subsection:
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NEW SUBSECTION. 3A. REPORTING OF DIVIDENDS TO
SHAREHOLDERS. Subject to section 521A.5, subsection 3, a
registered insurer shall report to the commissicner all

dividends and other distributions to shareholders within
fifteen days following the declaration of the dividends or
distributions.

Sec. 60. Section 521A.5, subsection 1, paragraph b,
unnumbered paragraph 1, Code 1991, is amended to read as
follows:

A domestic insurer and a person in its holding company
system shall not enter into any of the following transacticns
between each other involving amounts equal to or exceeding the
greakrer lesser of five percent of the insurer's admitted
assets or twenty-five percent of the surplus as regards
policyholders as of the next preceding December 31, unless the
domestic insurer notifies the commissioner in writing of 1its
intention to enter into the transaction at least thirty days
prior to entering into the transaction or within a shorter
time permitted by the commissioner and the commissioner has
not disapproved of the transaction within the time period:

Sec. 61. Section 521A.10, Code 1991, is amended by adding
the following new subsection:

NEW SUBSECTION. 1A, a. A director or officer of an
insurance holding company system who does any of the following

is subject to the c¢ivil penalty imposed under paragraph "b":

(1) Knowingly participates in or assents to transactions
or investments which have not been properly reported or
submitted pursuant to section 521A.4 or section 521A4.5,
subsection 1, paragraph "b".

{2) Knowingly permits any of the officers or agents of an
insurer to engage in transactions or make investments which
have not been properly reported or submitted pursuant to
section 521A.4 or section S21A.S5, subsection 1, paragraph "b".

(3) Knowingly viclates any other provision of this
chapter.
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b. An officer or director of an insurance holding company
system who commits any of the acts or omissions listed in
paragraph "a" shall pay, in the person's individual capacity,
a civil penalty of not more than one thousand dollars per
violation, after notice and hearing before the commissioner.
in determining the amount of the civil penalty, the
commissioner shall take into account the appropriateness of
the penalty with respect to the gravity of the violation, the
history of previous violations, and such other matters as
justice may require.

Sec. 62. Section 521A.10, Code 1991, is amended by adding
the following new subsection:

NEW SUBSECTION., 4. A director or officer, or employee of
an insurance holding company system who willfully and

knowingly subscribes to or makes or causes to be made any

false statements, false reports, or false filings with the

intent to deceive the commissioner in the performance of the

commissioner's duties under this chapter is guilty of a class

"D" felony. Any fines imposed shall be paid by the director,

officer, or employee in the person's individual capacity.
DIVISION VII

Sec. 63. Section 507.12, Code 1991, is amended to read as
follows: ‘

507.12 PROCEDURE AGAINST LIFE COMPANIES.

In case of companies organized under the provisions of
chapter 508, sazd the officers shall proceed as provided in
sections 568-37-teo 508.18 and 508.19.

Sec. 64. Section 508.19, Code 1991, is amended to read as

follows:

508.19 SECURITIES.

The securities that are on deposit of a defaulting or
insolvent company, or a company against which proceedings are
pending under seections-588-313-and section 508.18, shall vest
in the state for the benefit of all policyholders of the

company.
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Sec.  65. Section 511.8, subsection 16, unnumbered
paragraphs 2 and 4, Ccde 1991, are amendéd toc read as follows:

The securities comprising the deposit of a company or
association against which proceedings are pending under
sectrons-5688-17-and section 508.18 shall vest in the state for
the benefit of all policyholders of the company or
association.

Companies or associations having securities or title to
real estate on deposit with the commissioner of insurance
shall have the right to collect all dividends, interest, rent,
or other income theresn from the deposit unless proceedings
against sued the company or association are pending under
sections-588<73F-and section 508.18, in which event the
commissioner shall collect such interest, dividends, rent, or
other income and add the same to the deposit.

Sec., 66. Section 511.8, subsection 21, paragraph b,
subparagraph (3), Code 1991, is amended to read as follows:

(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 sect:ions-568:1%-and section 508.18
whenever proceedings under those-sections that section are

instituted.

Sec. 67. Sections 507.11, 508.17, 510.1, and 515.85
through 515.87, Code 1991, are repealed.

DIVISION VIII

Sec. 68, Sections 7 through 15, the model managing general
agents Act, division II of this Act, take effect July 1, 1991.
An insurer shall not continue to utilize the services of a
managing general agent on or after July 1, 1991, except as
otherwise provided in the Act, unless such utilization is in
compliance with division II of this Act, regardless of the
date con which the original contract was entered into with the
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managing general agent. An insurer which on the effective
date of this Act has in effect a contract with a managing
general agent shall give written notification to the
commissioner of the name of the managing general agent and the
relationship between the insurer and the managing general

Agank wikhi bhivky days Af bha affaabiva daba aF WAiA Dok And
shall comply with sections 7 through 15 of this Act within
thirty days of the effective date of rules adopted by the
commissioner implementing the managing general agents Act.

Sec. 69. Sections 16 through 19, the producer controlled
property and casualty insurer Act, division III of this Act,
take effect July 1, 1991. An insurer or producer subject to
division III of this Act shall not continue, renew, or
initiate a contract, or place business on or after July 1,
1991, unless in compliance with division III of this Act,
regardless of the date on which the original contract was
entered into between the parties.

Sec. 70. Sections 20 through 24, the model credit for
reinsurance Act, division IV of this Act, shall apply to all
cessions and retrocessions under reinsurance agreements with
an inception, anniversary, or renewal date not earlier than
six months after the effective date of this Act.

Sec. 71. Sections 25 through 36, the reinsurance
intermediary model Act, division V of this Act, take effect
July 1, 1991. An insurer or reinsurer shall not continue to
utilize the services of a reinsurance intermediary on or after
July 1, 1991, unless utilization is in compliance with
division V of this Act.

EXPLANATION

Division I of this bill adopts the national association of
insurance commissioners (NAIC) model "Nonadmitted Insurance
Act," a prerequisite for accreditation of the insurance
division as an approved regulator by the NAIC.

Division II of this bill adopts the NAIC model "Managing
General Agents (MGA) Act," which is required for NAIC
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accreditation of the insurance division as an approved
insurance regulator. The MGA Act requires all managing
general agents to be licensed. The bill would require that a

written contract between a managing general agent and the
insurer be filed with the insurance division. The bill
requires the insurer to monitor and control a managing general
agent's activities. The bill limits the amount of insurer
funds that the managing general agent may hold and requires
sufficient records to be maintained by the managing general
agent., The bill requires the insurer to conduct semiannual
on-site reviews of the underwriting and claims processes,

Division II1I of this bill adopts the NAIC model "Producer
Controlled Property and Casualty Insurer Act," as a
prerequisite for accreditation of the division. The model Act
requires brokers and managers tc be licensed as insurance
producers and limits the business placed with a controlled
insurer. The bill also imposes liability on the controlling
producer in the event of the insolvency of the controlled
insurer. The bill imposes strict recordkeeping and reporting
standards. The bill prohibits the reinsurance manager from
binding retrocessions in most instances and committing the
reinsurer to participate in reinsurance syndicates. The
reinsurer is reqguired to obtain annual, independently.prepared
financial statements from its reinsurance manager and
certification of loss reserves on business produced by the
manager.

Division IV sets out strict standards for receiving
financial credit for ceded reinsurance. Division IV adopts
the NAIC model "Credit for Reinsurance Act," and would deny
credit for ceded reinsurance unless the assuming company is
licensed to transact reinsurance in the domiciliary state of
the ceding company, the assuming company is an accredited
reinsurer in the domiciliary state of the ceding company, or
the assuming company is domiciled in a state which employs

standards regarding credit for reinsurance substantially
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similar to the requirements under the bill, The model Act
would require the assuming company to maintain capital and
surplus equal to or exceeding $20,000,000. To become an
accredited reinsurer of the ceding company's state of
domicile, the assuming company would have to submit to the
authority to examine its books and reccords, be licensed to
transact insurance or reinsurance in at least one state, and
file its financial statements with that state. Enactment of
this model Act is required for accreditation of the insurance
division by the NAIC as an approved insurance regulator.

Division V of this bill adopts the NAIC's "Reinsurance
Intermediary Model Act," and requires certain brokers and
managers engaged in reinsurance activities to be licensed as
insurance producers. This bill imposes strict recordkeeping
and reporting standards. This bill prohibits the reinsurance
manager from binding retrocessions in most instances and
committing the reinsurer to participate in reinsurance
syndicates. The reinsurer is required to obtain annual,
independently prepared financial statements from its
reinsurance manager and certification of loss reserves on
business produced by the manager. Division V further
authorizes the commissioner to examine a reinsurance
intermediary's books and records. The bill provides that the
reinsurance manager's acts are deemed the acts of the company
on whose behalf the reinsurance manager is acting. This bill
also gives the commissioner the right to order the reinsurance
intermediary to make restitution for net losses incurred
attributable to viclations as provided in this bill. The
"Reinsurance Intermediary Model Act" is required for the
insurance division to be accredited as an approved regulator
by the NAIC,

Division VI of this bill amends various existing Code
provisions also related to solvency and accreditation.

Sections 37 through 39 authorize the commissioner to
appeint a chief examiner and a deputy for supervision. The
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salaries for each are to be set by the commissioner and paid
by the irnsurance industry as an examination expense.

Section 40 changes the confidentiality of examination
reports to reports which are merely preliminary under the
rules of the division, specifically 191 IAC 1.3(1ll), 5.1.
Reports are considered preliminary when the twenty-day period
for demanding a hearing has not expired or when a hearing has
been demanded but not held or no decision issued pursuant to a
hearing. The section also grants similar protection to the
financial statements and related proprietary financial
information filed with the division by employers which self-
insure for workers' compensation liability pursuant to section
87.11,

Section 41 provides for the issuance of an ex parte order
of rehabilitation without a hearing against an insurer in a.
financially hazardous condition.

Sections 42 and 47 require that annual statement blanks be
prepared in accordance with the NAIC instructions handbook and

that statutes regarding annual statement blanks refer to the
NAIC accounting practices and procedures manual. The sections

also set standards for determining what are admitted and
nonadmitted assets by reference to NAIC accounting standards.

Section 43 reinstates subsection 2 of section 508C.8 as it
existed prior to repeal during the 1990 Session.

Section 44 converts existing section 511.8 from a deposit
requirement into an investment standard.

Section 45 conforms the procedure for handling an impaired
or insolvent health maintenance organization (HMO) to that
applicable to other insurers.

Section 46 imposes a five-percent-of-assets limitation upon
the junk bond investments of a property and casualty insurer.

Section 48 grants the insurance division, after notice and
hearing, the authority to issue a cease and desist order or
impose a fine if a domestic or foreign company fails to adhere
to Iowa law,




W ® ~ h N s W

Section 49 restates the existing Code subsection with no
substantive change.

Section 50 limits the future obligation of the property and
casualty guaranty fund to pay certain claims, by authorizing
the claim to be valued at its estimated present value, to
permit the association to close an insolvency.

Section 51 amends an existing condition providing that a
person does not have a claim against the guaranty fund if the
person can recover their loss under a policy from another non-
life insurer by restating the definition of insurance.

Section 52 alters the conditions under which the guaranty
fund would pay for an uninsured motorist claim.

Section 53 limits a county mutual insurer's financial
exposure to risk of loss in connection with reinsurance
coverage to 15 percent of surplus with any one reinsurer.

Sections 54 through 62 revise the insurance company holding
system Act, chapter 521A, to increase the oversight and

penalties applicable to holding company transactions which do

not comply with state law. Section 54 imposes additional
investment restrictions on domestic insurers with regard to
investments in related companies, either subsidiaries or
affiliates. Sections 55 and 56 eliminate the requirement of
notice and mailing to securityholders of a domestic insurer,
since review of an acquisition from the standpoint of security
holders is not accepted as permissible state action under
federal law. Sections 57 through 60 conform the Iowa Act with
details of the NAIC model and broaden the disclosure and scope
of approval of the insurance division over company
transactions, Sections 61 and 62 amend the penalties for
violation of the Iowa Act, in conformance with the NAIC model
Act. The Iowa Act was originally based on a prior version of
the NAIC model, and these revisions substantially conform
Iowa's Act to the current model Act.

Division VII repeals certain Code sections and makes
conforming changes. Sections 63 through 66 make conforming
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changes necessary as a result of the repeals in section 67.
Section 67 repeals sections 507.11, 508.17, and 515.85 through
515.87, relating to the procedure for dealing with an
insolvent insurer. The provision is in conflict with later
adopted chapter 3507C governing the supervision of impaired or
insolvent insurers.

Division VIII, sections 68 through 71, applies special
effective date or applicability conditions on the model Acts
contained in divisions I through V.

BACKGROUND STATEMENT
SUBMITTED BY THE AGENCY

The national association of insurance commissioners (NAIC)
has initiated a program to accredit state insurance
departments as approved insurance regulators. The program 1is
in part a response to criticism of the lack of uniformity of
solvency standards between the states. The NAIC minimum
standards for accreditation require a state to enact certain
NAIC model Acts which relate to solvency and financial
oversight. The first five divisions of this bill are model
Acts required for accreditation which Iowa has not yet
enacted. Most are relatively recent, being responses to
problems discovered in the course of several major 1980's
insurer insolvencies, so Iowa's failure to previously enact
them does not reflect badly on the state. Division VI
incorporates required changes to existing Iowa law based upon
an initial review by the NAIC and the division's solvency task
force. Given Iowa's lead role in insurance, accreditation 1s
essential, so the insurance division respectfully requests the
general assembly to adopt the required minimum standards and
strengthened solvency provisions as submitted in this proposed
bill. Under the accreditation standards adopted, and in light
of the intended goal -- uniformity -- material deviation from
the models may result in Iowa's failure to be accredited.
Failure to be accredited would particularly hdrt Towa's
insurance development efforts, especially with international
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insurers. The solvency package in this proposed bill is the
division's highest priority this legislative session.

Division I is necessary for the accreditation of the
insurance division by the NAIC as an approved regulator.
Division I adopts the NAIC model nonadmitted insurance Act,
and grants the insurance division greater authority to deal
with nonadmitted insurers. Nonadmitted insurers are a problem
because they do not conform to state requirements and
policyholders are not protected by the state's guaranty funds.
Control of improper insurance activities is necessary to
assure strict and fair regulation of insurers subject to state
standards.

Division II, the NAIC "Model Managing General Agents Act,”
is required for the accreditation of the Insurance Division by
the NAIC. On a national scale, over 40 percent of insurance
company insolvencies have involved managing general agents.
Some managing general agents have not complied with proper
underwriting standards and have insured individuals whom the
insurance companies would have refused to insure. These
managing general agents place insurance companies at risk when
they engage in "cleansheeting" practices and do not disclose
accurate information regarding the persons to whom they sell
policies. This bill would closely monitor managing general
agents' activities in this state and thereby encourage
trustworthy underwriting practices. The primary concern with
managing general agents is that they derive income from
commissions but also engage in the acceptance of risk.
Experience has proven some managing general agents are willing
to accept risk on behalf of an insurer which may endanger the
company's solvency, in order to receive the short-term
compensation from commissions.

Division III would adopt the NAIC model "Producer
Controlled Property and Casualty Insurer Act," as a
prerequisite for accreditation of the insurance division. The
model Act would require brokers and managers to be licensed as
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insurance producers and limit the business placed with a
controlled insurer. It also imposes liability on the
controlling producer in the event of the insolvency of the
controlled insurer. The bill would impose strict
recordkeeping and reporting standards. The bill would
prohibit the reinsurance manager from binding retrocessions in
most instances and committing the reinsurer to participate in
reinsurance syndicates. The reinsurer would be required to
obtain annual, independently prepared financial statements
from its reinsurance manager and certification of loss
reserves on business produced by the manager. Producer
controlled insurance companies are captives of another
controlling producer, and are frequently used to contain risk
a parent company -is not willing to carry on the parent's
books. This model Act addresses the potential for abuse of
the guaranty fund system by imposing a higher degree of
responsibility upon the controlling producer or parent for the
captive insurer's activities, and assists the commissioner to
oversee such arrangements by requiring notice be given to the
commissioner that a control relationship exists, and the terms
of that relationship.

Division IV, the NAIC model "Credit for Reinsurance Act,"
is required for accreditation of the insurance division by the
NAIC. There is a nationwide problem with reinsurers not being
able to pay reinsurance claims on demand. The provisions of
this bill ensure that assuming companies receiving credit for
reinsurance have met certain standards that would indicate
that the assuming companies are economically stable and
managed in compliance with the law. In one California
insolvency, Mission, as much as 40 percent of the reinsurance
credited on the books prior to the insolvency has proven to be
uncollectible.

Adoption of Division V is also necessary for the
accreditation of the insurance division by the NAIC. Division
V is the NAIC's "Reinsurance Intermediary Mcodel Act," and it
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will regulate activities of reinsurance intermediaries in an
effort to protect insurance companies seeking reinsurance from
reinsurers that cannot pay claims upon demand. Reinsurance
can be placed directly with a reinsurer by a company, or
through a broker. The reinsurance intermediary act
compliments the credit for reinsurance model Act of Division
IV, by requiring the broker to provide and maintain adequate
records to permit the application of the credit for
reinsurance Act.

Division VI covers variocus amendments related to solvency
which are not new model acts required for accreditation.
Including:

Recent concerns over insurance solvency have highlighted
the inflexibility of the current solvency oversight system and
the limited resources available to the commissioner to turn a
troubled company around. The commissioner must now depend
upon expensive, private attorneys, actuaries, and consultants,
hired by the hour, to intervene late in the process -~
normally too late. The burden of the current intervention
system falls on three groups: First the insurance division,
is forced to react to crises rather than solving problems
while still solvable through early intervention., The division
pays for emergencies through shifting personnel, resources,
and money from normal duties to solvency intervention. The
work forgone by such shifting never gets done. Second,
insurance companies pay through guaranty fund assessments for
failed companies when intervention came too late and for the
high administrative costs of relying upon private contractors.
(Similar to the current indigent defense problems -- public
defenders are less expensive and more experienced.) Third,
state taxpayers and consumers pay through lost tax revenue due
to the premium tax offset and through losses on insurance
investments in failed companies (remember the guaranty funds
only secure the minimum obligations, and do not necessarily
preserve market rates of return}).
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Sections 36 through 38 propose a lower cost, more efficient
alternatives by strong "early intervention" with troubled
companies (before conservation, rehabilitation, or liquidation
action 1s necessitated). Intervention work would be
internalized within the division, rather than its continuance
with private consultants, actuaries, and attorneys (reducing
overall costs dramatically). The insurance industry would
fund all costs within the division as an examination expense.
The reform is revenue neutral to the general fund, while in
reality saving significant dollars for Iowa. Savers include:
the industry {lower guaranty fund assessments to do the work
inside the division), state taxpayers (due to the premium tax
offset for guaranty fund assessments), and state insurance
consumers (better solvency monitoring). The proposal will
also increase the strength of the domestic industry, and
retain jobs that might otherwise be lost due to the collapse
of Iowa insurers.

Section 39 adopts the NAIC gecgraphical expense
reimbursement plan for examinations conducted out of state,
such as zone examinations of a company in which examiners from
several states concentrate on a particular company
simultaneously. The commissioner is authorized to bill the
actual and necessary expenses incurred out of state directly
to the company which is the subject of the exam. This section
is particularly important to assure proper oversight of
companies located out of state, including lowa's growing
community of international insurers, and also relates to the
increased supervision of reinsurance and reinsurance
intermediaries, many of whom are located internationally. The
expenses of an examination are paid directly by the company
being examined, and not by the state's general fund. This
section improves the ability of Iowa's examiners to conduct
examinations outside the state to assure compliance and
solvency by assuring reimbursement of the examiners for their
actual and necessary expenses.

-59-




Section 40 makes examination reports confidential because
these reports contain proprietary information, which if were
not treated as confidential, would give an unfair advantage to
insurance companies competing with the insurance company
covered in the report. If these reports are not treated as
confidential, then insurance companies (in particular, weak
insurance companies) may become insolvent due to raiding by
other insurance companies or customers leaving insurance
companies for their competitors' coverage. This section
treats examination of insurance companies as confidential
following the confidentiality standard set out in the
examination of banks. The section also grants similar
confidentiality to the proprietary financial information filed
by workers' compensation self-insurers pursuant to section
87.11.

Section 41 amends Code section 507C.12, relating to the
issuance of an order for rehabilitation against an insurer in
a financially hazardous condition. The current Code language
is unclear as to whether the order may be issued ex parte and
without hearing, the usual procedure for financial regulators
(like state and federal bank and thrift requlators} to assume
supervisory authority over institutions whose solvency is
threatened. This section clearly provides the authority for
an ex parte order, with hearing after the fact to 5e held in
closed chambers at the commissioner's request. Situations
frequently occur where issuance of an order in this fashion is
necessary for protection of the insurer's policyholders.
Procedural protections, in the form of provisions for
expedited and closed hearing assure constitutional due
process.

As a part of a project reacting to the rising number of
insurer insolvencies in recent years, the NAIC is evaluating
on a state-by-state basis the statutes and rules which all
states have empowering them to regulate insurers' financial
solvency. Ultimately the NAIC plans to certify or accredit

_60_




W o~ N B g N

W W W W W W N R RN R R R R R B R b e R S et e
L LR S S B T o = T~ S+ - B B e L SV I A O B S N S~ I V= T - B B« "R ¥ , TR O P R S SV

each state's insurance regulator depending on its ability to
effectively requlate financial solvency. The initial critique
of Iowa observed that Iowa fails to expressly require that the
statement blank be prepared in accordance with the NAIC
instructions handbook and that Iowa statutes fail to reference
the NAIC accounting practices and procedures manual. A
further criticism of Iowa statutes is that they fail to set
any standards for determining what are admitted and non-
admitted assets. Sections 42 and 47 satisfy these
accreditation standards. Because the standards for admitted
versus nonadmitted assets are complex, and are subject to
change by the NAIC, a reference to the appropriate NAIC manual
is made in lieu of incorporating each standard item by item.

Section 43 restores subsection 2 of section 508C.8 as it
appeared in the 1989 Code. The subsection was inadvertently
repealed in 1990 Iowa Acts, chapter 1234, H.F. 2320.
Subsection 2 pertained to the obligation of the life and
health guaranty association when an insurer is "insolvent"” as
opposed to when it is "impaired". In the case of
"insolvency", there must be a mandatory obligation of the
association to pay policyholders, while, with an "impairment",
it is sufficient if the association simply has discretion to
pay them. Prior to H.F. 2320, no provision existed to give
the association the flexibility to deal with an "impaired"
company and the amendment in section 24 of H.F. 2320 creating
that authority was appropriate. However, the provision in
section 508C.8 for insurers which are insolvent should not
have been repealed.

Section 44 responds to concerns by the NAIC that existing
section 511.8 fails to consider liquidating of investments of
life companies by focusing only upon the deposit of minimum
surplus. This section converts the deposit reguirement into
an investment standard to assure adequate liquidity and
collectibility in the event of an insolvency, and thus
satisfies this accreditation requirement,
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Section 45 conforms the administration of a health
maintenance organization (HMO) insolvency to that applicable
to a standard health insurer. No need exists for the special
procedure currently provided and repealed by this section.
Further, the existing HMO procedure is arguably more limiting
and offers less protections to covered members than chapter
507C.

Section 46 imposes a two-percent-of-assets cap upon the
junk bond investments of a property and casualty insurer,

Life and health insurers are subject to restrictions on below
investment grade securities {(junk bonds) elsewhere., While the
investment patterns of property and casualty insurers vary
significantly from life and health insurers (where the primary
focus on junk bond investments has been), it was believed that
some limitation other than mere peer pressure was appropriate.

Section 48 broadens the procedure to be utilized against
domestic and foreign insurers who fail to comply with Iowa's
financial and other requirements. Presently, the division
would be limited to proceeding against a domestic company
under chapter 507C if it failed to, for example, maintain
adequate capital and surplus or otherwise abide by Iowa law or
against a foreign company by revoking or suspending 1its
license to do business in the state. This amendment would
give the insurance division, after notice and hearing, the
power to issue a cease and desist order or impose a fine if
the domestic or foreign company failed to adhere to Iowa law.
The section's change is purely procedural. It does not
extraterritorially make foreign companies subject to the
requirements of Iowa law uniquely applicable to domestic
insurers., A foreign insyrer is subject only to the laws
otherwise applicable to a foreign insurer.

Section 49 restates an existing Code paragraph governing
claims not subject to payment by the property and casualty
insurance guaranty fund, by reorganizing the existing law in a
different format. The new language is intended to be more
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readily understood. No material change in the substantive law
is intended.

Section 50 limits the future obligation of the property and
casualty guaranty fund to pay certain claims, by authorizing
the claim to be valued at its estimated present value, to
permit the association to close an insolvency. Liquidators of
defunct insurers by necessity set dates by which all claims
must be paid and will not honor claims based on reserved, but
unpaid amounts. (There must be a fixed amount of claims for
calculating the distribution of assets to claimants.) As a
result, under current law, the association could lose a part
of its claim against the liquidator if a claim is lafer
submitted for payment which was known in advance, but simply
not quantified on a timely basis, This section would allow
the association to pay its full liability, based on the
present value, and then present its full claim to the
liquidator.

Section 51 revises an existing provision limiting
eligibility for compensation from the property and casualty
guaranty fund if the person's claim is covered by another
policy from a nonlife insurer. The internal reference to
define "other insurance" is changed to more narrowly define
insurance,

Section 52 amends the conditions under which an uninsured
motorist claim may be paid by the guaranty fund. The existing
condition may be read to require a claim be made within one
year of the insurer's insolvency, potentially leaving an
injured person with no recourse if the date of insolvency is
past one year after the occurrence of the accident, even if
the claim remains unpaid.

Sections 54 through 62 revise the insurance company holding
system Act, chapter 521A to increase the oversight and
penalties applicable to holding company transactions which do
not comply with state law. For instance, section 52 imposes
additional investment restrictions on domestic insurers with
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regard to investments in related companies, either
subsidiaries or affiliates. Sections 53 and 54 eliminate the
requirement of notice and mailing to security holders of a
domestic insurer, since review of an acquisition from the
standpoint of security holders is not accepted as permissible
state action under federal law. Sections 55 through 58
conform the Iowa Act with details of the NAIC model and
broaden the disclosure and scope of approval of the division
over company transactions. Sections 59 and 60 stiffen the
penalties for violation of the Iowa Act, in conformance with
the NAIC model Act. The Iowa Act was originally based on a
prior version of the NAIC model, and these revisions
substantially conform Iowa's Act to the current model Act.
The updates are required for accreditation of the Iowa
insurance division.

Section 53 imposes a new limitation on reinsurance for
county mutuals., County mutuals have lower minimum surplus and
capital requirements than other types of property and casualty
insurers. Because of their relatively smaller base of
capital, county mutuals are even more sensitive to large
losses from whatever source. This bill limits the risk of
single, exposure to reinsurance losses to no more than 15
percent from surplus in any one calendar year. Section 51 is
part of the division's general program of increased stringency
of solvency standards and financial oversight for insurers to
avoid future problems.

Section 67 repeals older Code sections which were
supersede& by the later enactment of chapter 507C, governing
the supervision of impaired or insolvent insurers. Chapter
507C is an NAIC model Act required for accreditation of the
Iowa division as an approved insurance regulator.

LSB 1267DP 74
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SENMATE FILE 518

AN ACT

RELATING TO THE FINANCIAL SUPERVISION AND SOLVENCY
OVERSIGHT OP INSURANCE COMPANIES BY THBE COMMISSIONER
OF IMSURANCE AND ACCREDITATION OF THE INSURANCE DIVISION
AS AN APPROVED INSURAMCE REGULATOR BY THEE NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS, IMPOSING
CIVIL LIABILITY, AUTHORIZING AOMINISTRATIVE AKD CRIMINAL
PEMALTIES, AND PROVIDING EFPECTIVE DATES AND APPLICABILITY
PROVISIONS.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

DIVISION [

Section L. NEW SECTION. 510.1A SHORT TITLE.

This chapter may be cited as the "Managing General Agents
Act."

Sec., 2. MNEW SECTION., S510.2A DEFINITIONS.

As used in this chapter, unless the context otherwise
requires:

1. "Actuaty" means a person who s a member in good
standing of the Anecican academy of actuaries,

2. "Commissionec® means the commlssioner of insurance.

3. T"Insurar"” means a person duly licensed in this state as
an insurance company pucsuant to Title XX.

4, a. "Managing general agent™ means any person who
engages in all of the following:

fSenate Pile 518, p. 2

(1) WNegotlates and binda ceding reinsurance contracts on
behalf of an insurer or manages all or part of the insurance
businesa of an insuzer., Including the management of a separate
division, department, or underwelting office, and who acts as
an agent for such insurer whether known as a managlng genecal
agent, manager, or other similar term or title.

{2) With or without authority and either separately or
together with afflliates, directly or indirectly produces, and
underwrites, an amount of groes direct written premium equal
to or greater than five percent of the policyholder surplus in
any one quarter ot year as reportad in the last annual
statement of the Ilnsurer. )

(31 Engages Lln elther or both of the following:

{a) Adjusts or pays claims in excese of an amount
determined by the commismioner.

(b) MHegotlates celnsurance on behalf of the insurer.

b. Managing general agent does not include any of the
following:

{l] An employee of the insurer.

(2} A manager of a United States branch of an alien
insurer who resides in thls country.

(3) An underwriting manager who, pursuant to contract,
manages all insurance operatlons of the lnsurer, who is under
common control with the insurer, subject to chapter 521A
relating to the regulatlon of insurance holdlag company
systema, and who Ls not compansated based upon the volume of
premiums written.

[4) An I{nsurance company, In connection with the
acceptance or rejection of relnsurance on a block of business.
(5} The attornasy-in-€fact authorized by or actling Eoar the
subscribers of a reciprocal insurer or interinsurance exchange

under power of attorney.

5. "Underwrite" means the authority to accept or reject
tiak on behalf of the lngurer.

Sec. 3. MEW SECTION. 510.3A LICENSURE REQUIRED -- BOWD.
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1. A peraon shall not act ln the capacity of a managing
general agent with respect to risks located Ln this state for
an insurer licensed in thia state unless the person is a
licensed producer ln this state.

2. A person shall not act in the capacity of a managlng
general agent representing an ineurer domiciled in this state
with respect to rlsks located outslde this state unless the
person is licensed as a cesident or noncasident producer 1n
this state pursuant to the provialons of this chapter.

3. The commnissloner may require a bond for each company
represented by a managlng general agent in an amount
acceptable to the coomiasioner for the protection of the
{nsurar.

&, The commissloner may requlire a managlng general agent
to maintaln an ercrors and omisslons polley.

Sec. 4. MNEW SECTION, 510.4 REQUIRED COMTRACT PROVISIONS
-- LIMITATIONS,

1. A person acting in the capacity of a managing general
agent shall not place business with an lnsucrer unless a
wrltten contract 1s in force between the parties which sets
forth the responsibllities of each party. If both parties
share responsibility Eor a particular tunctlon, the contract
must specify the divislon of such responsibilities, and must
contain, at & minimum, all of the following proviaions:

a. The insurer may terminate the contract for cause upon
wcitten notlce to the managing general agent. The lnasurer may
auspend the underwriting authority of a managlng general agent
during the pendency of any dispute regarding the cause tor
termination. The insurer shall advise the commissioner of a
tecmination or a suspension pursuant to this paragraph.

b. A managing genecal agent shall render accounts to the
insurer detailing all transactions and remit all funds due
under the contract to the insurer om not less than a monthly
basis.

¢. ALl funds collected for the account of an insurer shall
be held by a managing general agent in a fiduclary capacity in
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a bank which 18 a member of the Eederal resecve system. This
account shall be used for all payments on behalf of the
insurec. A managing general agent may retaln no more than
three months' estimated clalms payments and allocated loss
adjustment expenses.

d. Separate cecords of buslness written by a managlng
general agent shall be maintalned., An insurer shall have
access and a rlght to copy all accounts and records related to
the lneurer's business in a form usable by the insurer and the
comalssioner shall have access to all booka, bank accounts,
and records of a managing general agent in a form usable to
the commlssloner. Such records shall be retained at least
until after completlon by the Llnsurance division of the next
triennial examination of the insurer.

e, Appropriate underwriting guildelines including, but not
limited to, the following:

(1) The maximum annual premium volume.

(2) The basis oFf the rates to be charged.

(3] The types of risks which may be written.

(4) Maximum limits of liabllity.

{5) Appllcable excluslons.

{6) Territorial limitations,

{7) Pollcy cancellation provislons.

(8} The maximum leagth or duration of the pollcy period.

The insucer may cancel or refuse to renew any pollcy of
insurance produced or undecwcitten by a sanaging generat
agent, subject to the applicable laws and rules concerning the
cancellatlon and noncenewal of insurance policles,

2. Permisalble provisions Ln a contract and thelr
trequirements include the following:

a. 1€ the contract permits a managing general agent to
settle claims on behalf of the insurer all of the tollowing
requirements apply:

{1) All claims reportad must be reported by the managing
general agent to the lneucer ln a timely manner.
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{2) A copy of the claim file must be sent to the insurer
at its request or as soon as the managing ganeral agent knows
that the claim meets one or more of the following conditions:

{(a) The claim has the potentlal to exceed an amount
detarmined by the commissioner or exceeds the limit set by the
insucer, whichever la less.

(b) The claim involves a coverage dispute.

{c) The claim may exceed the claims settlement authority
of the managing general agent,

(d] The claim is open for more than slx months.

(e] The clatm is clomed by payment of an amount set by the
commissioner or an amount set by the insucer, whichever ls
less,

{3) All claim files shall be the jolnt property of the
inaurer and the managing general agent. However, upon an
order of llquidation of the insurer the flles become the sole
property of the insurer or its estate. The managing general
agent shall have reasonable access to and the right to copy
the files on a tlmely basis.

{4) Any settlement. authority granted to the managing
general agent may be terminated for cause upon the insurer's
weltten notice to the managing genecal agent ot upon the
terminatlon of the contract. The insurer may suspend the
settlement authority during the pendency of any diapute
regarding the cauvse for termination.

b. IF electronic claims files are in existence, tha
contract must address the timely transmlssion or tranafer of
the data contained in the Elles,

¢. If the contract provides for a sharing of interim
profita by the managing general agent, and the managing
general agent has the authority to determine the amount of
interim profits by establishing loss reserves, by controlling
claim payrments, or by determining the amount of intecim
protita in any other manner, interim profits shall not be paid
to the managing general agent until one year after they are
earned for property insurance business and five years after
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they are earned for casualty insurance business, and not untlil
the interim profits have been verified pursuant to sectlon
%10.5.

3. A managing general agent shall not do any of the
Eollowing:

a. Bind relnsurance or retrocessions on behalf of the
Ingurer, except that a managing general agent may bind
facultative relnsurance contracts putsuant to obligatory
facultative agreements L1f the contract wlth the insurer
containg relnsurance underwrlting guidelines including, for
both reinsurance asaumed and ceded, a 1list of relnsurers with
which such automatic agreements are in effect, the coverages
and amounts or percentages that may be relnsured, and
commission schedules,

b. Cosmlit the lnsuter to pacticipate im insurance or
reinsurance syndlcates.

¢, Appoint ahy producee without assuring that the producer
is lawfully licensed to transact the type of insurance for
which the producer Lls appointed.

d. Without prior approval of the insurer, pay or commit
the insurer to pay a clalm over a specified amount, net of
relnsurance, which exceeds one percent of the policyholder's
surplus of the insurer aa of December 31 of the previous
calendar year.

e, Collect any payment from a relnsurer or commit the
insurer to any claim settlement with a reinsurer without prior
apptoval of the insurer. If prlor approval ls glven, a repork
must be promptly forwarded by the managing general agent to
the lnsurer.

. Permit its subproducer to serve on the insurer'se board
of directors.

9. Jointly employ an individual who ls employed by the
ilnsurer.

h. Appolint a submanaging general agent.

Sec. 5. MHEW SECTION. 510.5 DUTIES OF [NSURERS.
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1., An lnsurer shall have on file an independent fimancial
examlnation, in a form acceptable to tha commisslioner, of each
managing genecal agent with which the insurer does or has done
businesse.

2. 1f a managing general agent establishes loss reserves,
the Insurer shall annually obtaln the oplnion of an actuaty
attesring to the adeguacy of loss reserves eatablished for
losses incutced and outstanding on business produced by a
managlng genecal agent. This is in addlition to any other
cequired loss reserve certification.

3. An insurer shall periocdically, but at least semi-
annually, conduct an on-site review of the undetwriting and
claims processing operations of each managing general agent
with which the insurer is curcently doing business,

4. Binding authority for all reinsurance contracts or
participation in lnsurance or treinsurance syndicates shall
reat with an officer of the insurer, who is not atfiliated
with the managing general agent.

5. Within thicty days of entering into or termination of a
contract with a managing gemecal agent, the insurec shall
provide written notification of the appointment ocr termination
to the commissioner. A notice of appointment of a managing
general agent must include a statement of duties which the
applicant is expected to perform on behalf of the insurer, the
lines of insurance focr which the applicant is to be authorized
to act, and any other informatlion the cormlseioner may
request.

§. An insurer shall review its books and records each
quarter and determine if any producer, as defined by section
510A.2, has become, by operation of section $10.2, subsection
1, a mamaging genecal agent as defined in that section., L€
the insurer determines that a producer has becone a managlng
general agent by operation of section 510.2, subsection 3, the
insurer shall promptly notify the producec and the
commissioner of such determination and the insurer and
producer shall fully comply with the provisions of thls
chapter within thirty days.
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9. An insurer shall not appoint to its board of directors
an officer, dlrector, employee, producer, or controlling
shareholder of a managlng general agent of the inaurer. Thls
aubsection shall not apply to relationships governed by
chapter $21A relating to the regulation of insurance company
holding systems, or, if appllcable, by chapter S10A relating
to the regulatlon of producer controlled property and casualty
insurecs.

Sec. §. MNEW SECTION. 510.6 EXAMINATION AUTHORITY.

The acta of a managlng general agent are considered to be
the acts of the insurer on whose behalf a managing general
agent is actlng. A managing general agent may be examined as
Lf it were the insurer.

Sec. 7. MNEW SECTION. 510.71 PENALTIES AND LIABILITIES.

1. 1f the commisaioner €inds, after a hearing conducted in
accordance with chapter 17A, that any person has violated one
or more provisions of this chapter, the commisgioner may order
one or more of the following:

a. For each sepatate violation, the imposition of an
adminlstrative penalty of not more than ten thousand dollars.
b. Revocation or suspension of the producer's license.

c. Reimbursement by the managing general agent of the
insurer, the rehabllitator, or the Llgquidator of the insurec
tor any losses incurred by the lnsurer caused by a violation
of this chapter committed by the managing general agent.

2. The decision, determination, or order of the
commisaloner pucrsuant to subsection 1 is subject to judicial
review pursuant to chapter 17A.

3. This section does not affect the right of the
commissioner to impose any other penalties provided for under
Title XX.

4. This chapter is not intended to and ahall not In any
manner limit or reatrict the cights of policyholders,
ctaimants, and audltors.

Sec., 8, MEW SECTION. $10.8 PRULES AND REGULATIONS.
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The commisslonec may adopt rules, pursuant to chapter 174,
as necessary or convenlent for the implenentation and
administration of this chapter.

Sec. 9. NEW SECTION, 510.9 EKEMPTION.

A managing general agent who complies with sections 510.1
through 510.8 for a block of business, shall not also be
tequired to comply with sectlons 510.20 and 510.21 with regard
to the same block of business.

DIVISION II

Sec. 10. NEH SECTION, S10A.1 SHORT TITLE.

This chapter shall be known and may be cited as the
“producer Controlled Property and Casualty Insurer Act."

Sec. 1i. NEW SECTION. 510A,2 DOEFINLTIONS.

As used in thls chapter, unless the context otherwise
requires:

1. “Captive ingurer" means an lneuraance company which is
owned by another organization tor the exclugsive putpose of
insuring risks of the organization and any atfiliated company,
or in the case of groups and agsociations, an insurance
organlzation owned by the insureda for the exclusive purpose
of insuring risks of group and association members and any
afflitiates.

2. "Control" means the possession, direct or iadirect, of
the power to direct ocr cause the direcrion of the management
and policles of a person, whether through the ownership of
voting securities, by contract other than a contract for goods
ot nonmanagement secvices, or othetwise. Contyol shall be
presumed to exist if any person, directly or indirectly, owns,
controls, holds with the powetrs to vote or holds proxies
representing a majority of the outstanding voting securitied
of any other person. A petson is not deemed to control
another peraon sclely by reason of being an officer or
dicector of the other person.

3. "Independent casualty actuary" means a casualty actuary
who is a member of the Amecican academy of actuaries and who
is not an employee, principal, the direct ot indlrect owner
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of, affillated with, or in any wvay controlled by the insurer
ot producec.

4. "Licensed property and casualty lnsurer” or *{insurer”
means a person llicensed to transact a property and casualty
insurance busineas in this state and which issues policles
covered by chapter 5158, which establiahea the insurance
guaranty assoclation. The following are not licensed property
and casualty insurers for the purposes of this chapter:

a. All nonadmitted insurers.

b. All risk retention groups as defined in the federal
Superfund Amendments Reauthorization Act of 1986, Pub. L. No.
99-499, 100 Stat., 1613 (1986}, the fedecal Risk Retentlon Act,
1§ U.S.C., 3901 et seg. {1982 & Supp. 1386), or chapter SL15E.

c. All reaidual market pools and joinmt undervweiting
authorities or assoclations,

d. All captlve lnsurers.

5. "producer® means an insurance broker or an} other
person when such person acts or aids in any maaner in
soliciting, negotiating, or procuring the making of an
insurance contract on behalf of an insured, who is not that
peraon, for any compensatlon, cormission, or other thing of
value. "Producet” does not include an exclusive agent or an
independent agenkt acting on behalf of the controlled insurer
or any subagent ot tepresentative of such agent, who acts as
such in the sollcitation of, negotlation for, or procurement
or making of an insurance contract, Lé the agent, subagent, ot
representative is not also acting in the capacity of an
insurance broker Ln the same transaction.

§. "Reinsurance internediary” means a person who acts as a
producer in solliclting, negotiating, ot procurlng the making
of a reinsurance contract or blnder on behalf of a ceding
lnaurer, or acts as a producer ln accepting a reinsurance
contract or biader on behalf of an assuming insurer.

7. "Violation" means a finding by the commissioner that
one or more of the Eollowing has occurred:
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a. ‘The controlling producer has not matecially complied
with section S10A.3.

b. The controlied insurer, wilth respect to business placed
by the controlling producer, has engaged in a pattern of
charging premiums that were lover than those being charged by
the Lnsurer ot other insurers for similar vrisks written during
the same period and placed by noncontrolling producers. When
determining whether premiums were lower than those prevailing
in the macrket, the commissioner shall take lato conslderatlon
applicable industry ot actuarial standards at the time the
business was written. )

¢. The controlling producer failed to maintain cecords,
sufficient to demonstrate that the producer's deallngs with
its controlled lnsucer were fair and equitable and in
compliance with chapter 521A or to accurately disclose the
natuze and details of its transactions with the controlled
Insuter, Including such information as is necessary to support
the charges or Eces to the respective parties.

d. The controlled insurer eithec failed to establish, or
deviatad from, its underwtiting proceduces with respect to
business placed by the controlling producer.

e. The controlled insurer's capitalization at the time the
business was placed by the controlling producer and with
respect to such business was not in compliance wlth criteria
established by the commissioner or with Title XX.

f. The controlling producer or the controlled insurer
Failed to substantially comply with chaptecr S521A.

Sec. 12. HEW SECTION. 510A.3 LIMITATION ON BUSINESS
PLACED WITH CONTROLLED INSURER.

1. A producer which has control of a licensed property and
casualty insurec shall not directly or indirectly place
business with the insurer in any transaction Lln which the
producer, at the time the businesas is placed, is acting as a
producer on behalf of the insured for any compensation,
commisslon, or other thing of value, unless all of the
following conditions are satisfied:
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a. A written contract, which is subject to the
commissioner's review and apptoval, has been entered Iinto
between the controlling producer and the insurer which has
been approved by the board of dlrectors of the insurer and
tlied with the commissioner,

b. The producer, ptior to the effectlve date of any
policy, delivers written notice to the prospective inaured
dlaclosing the relatlonship betveen the producer and the
controlled lnsurer. The disclosure notlce shall be signed by
the insured and retalned Lln the undecwriting Elle until the
€iling of the report on examination covering the perlod In
which the coverage is in effect. However, i€ the busineas is
placed through an agent of the producer who is not a
controlling producer, the controlling producer shall retain in
the conttolling producer's records a signed commitment from
the agent of the producer that the agent of the producer is
aware of the relationship between the insurer and the producer
and that the agent of the producer has ot will notify the
inaured of the relationshlip.

c. All Eunds collected for the account of the insurer by
the controlling producer, after commission payments,
cancellations, and other adjustments are made, must be pald to
the insurer at least quartecly.

2. In additlon to any other reguired loss reserve
certification, the controlled insurer, on April 1 of each
year, shall annually Eile with the commissioner an opinion of
an independent casualty actuary, or of another Lndependent
loss reserve speciallst acceptable to the commlasioner,
repocting loss catios for each line of business wrlktten and
attesting to the adequacy of loss reserves egtablished tor
losases incurred and outatanding as of the end of the year,
including incurred losses not teported, on businesas placed by
the producer.

3. The controlled lngsurec shall annually report to the
commisaioner the amount of commisslons paid to the producer,
the percentage such amount represents of the net premiums
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weiteen, and compatrable amounts and peccentages paid to
noncontrolling producers for placemente of the same kinds of
ingurance.

4. A controliled insucer must establish an audlit committee
of the board of directors coaposed of {ndependent dicectors.
Prior to approval of the annual financlal statement, the audit
commlttee shall meet with management, the 1lnsurer's
independent certified public accountants, and an independent
casualty actuary, or another Independent loas reserve
speciallist acceptable to the commiasioner, to review the
adequacy of the insurer’s loss regserves.

5. A reinsurance intermediary which has control of an
assuming Insurer shall not dicectly or indirectly place
business wlth the assuming insucer in any transactien in which
such reinsurance lntermediacy {a acting as a broker on behalf
of the ceding lnsurer. A teinsurance intermediary which has
control of a ceding inaurer shall not directly or indirectly
accept business from the ceding insurer In any trangaction ia
which such reinsurance intermediary is acting as a producer on
behalf of the assuming insuter. The prohibitions in this
subsection shall not apply to 4 reingurance intermediary which
makesg a full and complete written disclosure to the parcties of
its relationship with the assuning or ceding insurer prior to
completion of the transaction.

Sec. 13. MNEW SECTIOM. 510A.4 LIABILITY OP CONTROLLING
PRODUCER LM THE EVENT OF INSOLVENCY OF CONTROLLED INSURER,

1. &, If the commissioner has reason to belicve that a
controlling producer has committed or is committing an act
which could he determined to be a violatlon, as defined in
section S10A.2, the commissioner shall serve upon the
controlling producer in the manner provided by chapter 17A, a
statenent of the charges and notice of a hearing to be
conducted in accordance with chaptec 17A. '

b. At such hearing, the coesmissiconer must establish that
the controlling producer enqaged in a violation, as defined in
gection SLOA.2. The contcolling producer shall have an
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opportunity to be heard and toc preaent evidence rebutting the
charges and to establish that the insolvency of the controlled
insurer acrcge ocut of events not attributable to the viclation,
The decision, determination, ocr order of the commissioner is
subject to judiclal revliew pursuant to chapter 17A.

¢. Upon a finding, putsuant to this section, that the
controlling producet comnltted a violatlon and the controlling
producer falled to establish that the viclation did not
substantially contribute to the insolvency, the controlllng
producer shall reimburse the atate guaranty funds, created
pursuant to chapter 515B for all payments made for loases,
loss adjustmeat, and administrative expenses on the business
placed by the producer in excess of gross eacned premiums and
investment income earned on premiums and leoss reserves [or
such bualness.

d. Thls section doea not affect the cight of the
commisasioner to impose any other penalties provided for under
Title XX.

2. This chapter does not alter or affect the rights of
policyholders, claimants, creditors, or other thicd parties.

DIVISION III

Sec. 14. NHEW SECTION. S21B.) SHORT TITLE.

This chapter shall be known and may be cited as the “"Credit
€or Reinsurance Act."

Sec., 15. HNEW SECTION. 521B.2 CREDIT ALLOWED A DOMESTIC
CEDING INSURER,

Credit for reinsurance 1ls allowed a domestic ceding insurer
a8 either an asset or a deduction from liabllity on account of
reinsucance ceded only Lf the celasurer meets the requirements
of subsectlion 1, 2, 3, 4, or S. 1f the reinsurer meets the
requitements of subsection 3 or 4, the requirements of
subsectton § must also be met.

1. Credit is allowed if the reinsurance is ceded to an
aasuming ingurer which is llcensed to transact the buainess of
reiasucance in this state.
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2. Credit is allowed Lf the relnsurance is ceded to an
assuming insurer which ia accredited as a reinsurer in this
state. An accredited reinsurec is one which satisfies all of
the Eollowing conditions:

a. Flles with the comnissioner evidence of submisslon to
the jurisdiction of this state.

b. Submits to the authorlty of thls state to examine its
hooks and records.

¢. 18 licensed to transact reinsurance ln at least one
atate, or in the case of a Unlted States branch of an alien
agsuming insurer, is entered through and llcensed to transact
the business of reinsurance in at least one state.

d. Files annually with the commissioner a copy of its
annual statement flled with the insurance department of its
atate of domlcile and a copy of its most recent audited
financlal statement and does either of the followlng:

(1] Malntains a surplus with respect to policyholders in
an amount which is not less than twenty million dollars and
whose accreditation has not been denied by the commissionar
within ninety days of its submisaion to the jurisdiction of
this state,

{2} Maintains a surplus with respect to policyholders in
an amount lesa than tweaty million dollars and whose
acceeditation has. been approved by the commissioner. Credit
shall not be alloved a domestic ceding insurer, if the
accreditation of the assuming insurer is revoked by the
commissioner after notice and hearing.

To qualify as an accredited reinsurer, an assuming Lnsurec
must meet all of the requirements and the standards set forth
in this subsection. If the commissioner determines that the
asguming lnsurer has failed to continue to meet any of these
requitements or standards, the commissioner may upon weitten
notice and hearing revoke accreditation of the assuming
insurer.

This section does not apply to reinsurance ceded and
assymed pursuant to pooling arrangerents among insurers in the
same holding ccmpany System,
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3. a. Credit le allowed if the reinsurance is ceded to an
asauming lnsurer which is domiciled and licensed in, ot In the
case of a Unlted States branch of an alien assuming insurer,
is entered through a state which employs standards regarding
credlt for reinsurance subatantially similar to thosge
applicable under this section, and the assuming insurer ot
Unlted States branch of an alien assuming insurer does both of
the following:

(1) Haintalns a surplus with respect to policyholders ln
an amount not less than twenty million dollars.

{2) Submits to the authority of this state to examlne lte
books and records.

b. However, the requlrement of paragcraph "a“, subparagraph
(1), does not apply to reinsurance ceded and assumed pursuant
to a pooling arrangemeat among insurers in the sama holdlng
conpany system.

4. a. Credit is allowed 1f the reinsurance Is ceded to an
assuming insurer which maintains a trust fund in a qualified
United States financial institution, as defined in section
5218.4, subsection 2, €or the payment of the valid claims of
ita United States policyholders and ceding insurecs, their
asgsigns, and successars in interest. The assuming insurer
shall report annually to the commissioner information
substantially the same as that reguired to be reported on the
national association of insurance commissioners' annual
statement form by licensed insurers to enable the commisslonecr
to determine the sufficlency of the trust fund, [n the case
of a single assuming insurer, the trust shall consist of a
trusted account representing the liabllities of the assuming
insurer attrtbutable to business written in the United States
and, in addlrion, the assuming insurer shall maintain a
trusted surplus of not less than twenty million dollacs. In
the case of a group of individual unincorporated underwrlters,
the trust shall conslst of a trusted account representing the
llabilities of the group attributable to business written in
the United States and, in addition, the group shall malntaln a
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trusted surplua of which one hundred million dollars ghall be
held dointly Eor the benefit of United States ceding insurers
of any member of the group, The group shall make available to
the commisaioner an annual certification of the sclvepncy of
each underwsiter by the group's domiciliary regulator and its
independent public accountants,

b. In the case of a group of incorporated insurers under
common administration which complles with the fillng
requirements contained in paragrcaph “"a®, which is under the
supervislon of the department of trade and ladustry of the
United Kingdom, which submits to the authority of this state
to examine its books and tecords and bears the expense of the
examination, and which has aggregate pollicyholders' surplus of
at leaat ten billion dollars, the trust shall be in an amount
equal to the several liabilitles of the group attributable to
businegs writtea in the United States. The group shall also
maintain a joint trusteed sutplus of which one hundred million
dollars shall be held jointly for the benefit of United States
cedlng lnsurecs of any member of the group, and each member of
the group shall make available to the conmissioner an annual
certification of the member's solvency by the member's
domiciliary requlator and its independent public accountant.

e. Such trust shall be established in a form approved by
the commiasioner. The trust instrument shall provide that
contested clalma are valid and enforceable upon the final
otder of any court of competent jurisdiction in the United
Statea., The trust vests legal title to its assets in the
trustees of the trust for its United States policyholders and
ceding insurers, their assigna, and successors in interest.
The trust and the assuming ingsurec 4dce subject to examination
as determined by the commissioner. The trust described in
this patagraph must remain in effect for as long as the
assuming insurer has outstandiag cbligations due under the
reinsyrance agreements subject to the trust,

d. Mo later than Febtuaty 28 of each year the trustees of
the trust ghall repoct to the commissioner in writing setting

forth the balance of the trust and listing the trust's
investments at the end of the preceding calendar year and
ahall certify the date of terminatlon of the trust, Lf ao
planned, or certify that the trust shall not axpire prior to
the following December 31,

$. Credlt is allowed If the reinaurance 1s ceded to an
agsuming insurer not meeting the requirements of subsection 1,
2, 3, or 4, but only with respect to the insurance of risks
located in a jurisdiction whece such reinsurance le required
by applicable law or regulation of that jurisdiction, P¥or
purpcses of this subsection, jurisdiction refers to a
jurisdiction other than the United Statea, and any state,
dlstrict, oc tercitory of the United States. This subsection
allows credit to ceding insurers which are mandated by such a
jurisdiction to cede reingurance to state owned or controlled
insurance or reinsurance companles or to particlpate in pools,
guaranty funds, or jolnt underwciting associations.

6. a. If the assuming insdrec {3 not licensed or
accredited to transact ingurance or reinsurance in this state,
the credit permitted by subsection 31 or 4, is not allowed
unieasg the agsuming iasucer agrees la the reinsurance
agreementa to both of the following:

(1) That in the event of the failure of the assuming
tngurer to perform its obligations under the terms of the
reinaurance agreement, the asauming insurer, at the request of
the ceding insurer, shall submlt to the jurisdiction of any
court of competent jurisdliction in any atate of the United
States, shall comply with all requirements necessary to give
syuch court Jjurisdiction, and shall abide by the final decision
of such court or of any appellate court in the event of an
appeal.

(2} That the commissloner or an attorney designated in the
agreement i3 the true and lawful attorney of the assuming
insurer upon vhom may be secved any lawful process in any
action, sult, or proceeding instituted by or on behalf of the
ceding company.

15 49
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b. Thia subsection 18 not intended to conflict with or
override the obligation of the parties to a reinsurance
agreeaent to atbltrate thelr dlaputes, Lf such an obllgation
1s created in the agreement.

Sec. 16. NEW SECTIOM. 521B.3 REDUCTION FROM LIABILITY
FOR REINSURANCE CEDED BY A DOMESTIC INSURER TO AN ASSUMING
INSURER., .

A reduction €rom liabllity for the reinsurance ceded by a
domestic insurer to an assuming ingurer not meeting the
requirements of sectlion 5218.2 L3 allowed in an amount not
exceading the llabilitles carried by the ceding insurer and
the reduction shall he in the amount of funds held by or on
behale of the ceding insurer, lncluding funds held in trust
for the ceding lnsurer, under a reinsurance contract with the
assuming insurer as security for the payment of obllgations
under the reinsurance contract, if such security is held in
the Unlted States subject to withdrawal solely by. and under
the exclusive control of, the ceding insurer, or in the case
of a truat, held in a qualified United States £inancial
institution, as deflned in section 521B.4, subsection 2, This
asecucity may be held in the form of any of the following:

1. <Cash,

2. Securities listed by the securitles valuatlon office of
the national association of ingsurance commissioners and
qualltying ae admitted assets,

3. Clean, irrevocable, unconditional letters of credit,
issued or contirmed by a qualltied United States financial
institution, as defined in section 521B,4, subsection 2, no
later than December 31 of the year for which Filing is being

made, and in the poasession of the ceding insurer on or before
the filing date of its annual statement.

Letters of credit meeting applicable standards of issuer
acceptability as of the dates of their issuance or
confirmation shall, notwithstanding the subsequent failure of
the laguing or conflrming institution or subsequent fallure to
meet applicable standards of issuer acceptablility, continue to
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be acceptable as secucrity until their expiration, extension,
renewal, modification, or amendment, whichever first occurs.

4. Any other form of security acceptable to the
commissioner, .

Sec., 17, MNEW SECTION., 521B.4 QUALIFIED UNITED STATES
FINANCIAL INSTITUTIONS.

l. For purposes of this chapter, a "qualified United
States financlal inatitution" means an insatitution that
satisfles all of the followlng conditions:

a. The financial institutlon is organlzed or licensed
under the laws of the United States or any state of the United
States.

b. The financial lastitution is regulated, supecrvised, and
examined by federal or state authoritlies having reqgulatory
authority over banks and trust companies.

c. The financial institution hags been determined by either
the commissioner, or the securlties valuation office of the
natiomal association of lnsucrance commissioners, Lo meet such
standards of financial condition and standing as are
considered necessary and appropriate to regulate the quality
of financlal institutions whose letters of credit will be
acceptable to the commissioner.

2. A "qualitied United States Cinancial institution®
means, tor purposes of those provialons of this chapter
specifying those institutions that are eligible to act as a
€iduciary of a trust, an institution that is both of the
following:

a. Organized or licensed under the laws of the United
States or any state of the United States, and has been granted
authority to operate «ith flduciary powers.

b. Regulated, supervised, and examined by federal or state
authorities having regulatory authority over banks and trcust
companies.

Sec. 18. NEW SECTION, 521B.5 RULES.

The commisaioner may adopt rulea, pursuant to chapter 17A,
as necessary or convenient to adminlster this chapter.

DIVISION TV
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Sec, 19. NEW SECTION. 52iC.1 SHORT TITLE.

This chapter shall be known and may be cited as the
"Relnsurance Intecreediacry Model Act."

Sec. 20. MNEW SECTION. 521C.2 DEFINITIONS.

As used in this chapter, unless the context otherwise
tequires;

L. "Actuary” meany a person who im a membet in good
standing of the American academy of actuaries.

2. “Controlling person" means a person who directly or
indizectly has the power to direct or cavse to be directed,
the management, contrecl, or actlvities of the relnsurance
intermediary.

J. "lnsuret" means a person licensed to transact the
business of insurance in this state.

§. “Licensed producer” means an agent, broker, ot
reinsyrance intermediary licensed pursvant to the applicable
provision of the insurance law of any jurisdiction.

5. “Reinsurance intermediary® mpans a reinsurance
intermediary~-broker or a reinsurance intermediary-manager.

6. "Reinsurance intermediary-broker" means a person, other
than an officer or employee of the ceding insurer. whe
solicits, negotiates, or places teinsurance cegssions or
cretcocesgions on behalf of a ceding insucer without the
authority or power to bind reinsurance on behalf of the ceding
insucer.,

7. "Relnsurance intermediary-manager® means a person who
has authority to bind or manage all ot part of the assumed
ceinsurance business of a ceinsurer, including the management
of a gseparate division, department, or underwtiting office.
and acts a5 an agent for the reinsurey whether known as a
reinsurance intermedlary-manager or manager, or known by any
other similar rerm or title. However, for the purposes of
this chapter, the €ollowing persons shall not be consideced a
treingurance intermediacy-manager, with cespect to the
caingucer:

a. An employee of the reansurer.
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b. A macager of a Unlted States branch of an alien
reinsurer whe resides in thls country.

¢. An underwriting manager who, pursuant to contract,
manages all the reinsurance operaticns of the relinaurer, who
L8 under common conktrol with the reinsurer, subject to chapter
52}A relating to the regulation of insurance holding company
systems, and who is not compensated based upon the volume of
premliums written.

d, The manager of a gtoup, assoctation, pool, or
organization of insurers wvho engages in joint underwriting or
Joint reinsurance and who is subject to examination by the
insurance commissioner of the atate in which the manager's
principal business offlice is located.

8. “Reinsurer” means a person liceansed in this state as a
reinsurer with the authority to assume relnsurance.

9. "To be In violation" means that the reinsurance
intermedliaty, insurer, or ceingucrer for whom the reinsurance
intermediary was acting failed to substantially comply with
the provigions of this chapter.

10. "Qualified United States financial institution”™ means
an institution that satisfies all of the following conditions:

a. The financial institution is organited or licensed
under the laws of the United States or any state of the Uniced
States,

b. The Einmancial inatitution is regulated, supervised, and
examined by federal or state authorities having regulatory
authority over banks and trust companiea.

c. The financial institution has been datecmined by elther
the commissioner, or the securities valuation office of the
national association of insurance commissioners, to meet such
standacds of €inancial condition and standing as are
considered necessary and appropriate to regulate the quality
of financial institutions whose letters of credit will be
acceptable to the commissioner.

Seac. 21. HEW SECTION., 521C.3 LICENSURE.

gLs 45
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1. A person shall not act as a reinsurance intecmediary-
broker in this state if the pecrson maintains an office Lln this
astate or another state lndividually or as a member or employee
of a firm or assoclation, or as an officer, dlrector, or
employee of a corporation, unless the person ls a licensed
producer in this state or another state having a law
subatantially similar to this law, or the person is licensed
in this state as a nontesldent reinsurance intermedlary.

2, A person shall not act as a reinsurance intermedlary-
manager in any of the following clrcumstances:

a. Where the reinsurer is domiciled in this state, unless
the person 1s a licensed producer in thla state,

b, Where the person maintaing an office in this state
indlvidually or as a member or employee of a firm or
assocliation, ot as an officer, director, or employee of a
corporation ln this state, unless the pecrson ls a licenaed
producer in this atate.

¢. Where the person would be acting in another state for a
nondomestic insurer, unless the person is a licensed producer
in this state or in amother atate having a law substantially
similar to this law, or is licensed in this state as a
nonresident relnsurance intermediacy.

3. The commissioner may require a reinsurance
intermedlary-manager subject to subsection 2 to do one or more
of the followlag:

a. File a bond in an amount determined by the commlssioner
from an insucer acceptable to the commissioner for the
protectlon of each reinsurec represented by the ceinsurance
intermediary-manager.

b. Maintaln an errors and omissions policy in an amount
acceptable to the commissioner.

4., a. The cocmissioner may issue a reinsurance
intermediary llcense to 4 person who has complied with the
requirements of this chapter. Any such license istued to a
fiem or assoclation will authorize all the members of the flrm
or assoclation and any designated employees to act as

Senate File 518, p. 24

reinsurance Intermediarles undec the license, and all such

persons shall be named in the applicatlion and any supplements
to the application., A license issued to a corporation ahall
authorize all of the officers, and any designated employees
and directors of the corporation to act as relnsurance
intermediaries on behalf of the corporation, and all such
persons shall be named in the appllcation and any supplements
to the applicatlon,

b. 1f the applicant Efor a reingsurance intermediary llcense
is a noncesident, such applicant, as a conditlion precedent to
tecelving or holding a license, shatl designate the
coemlissioner as agent for service of process, and also shall
furnish the commissioner with the name and address of a
cesident of this state upon whom notlces or orders of the
commissioner or process affecting such nonresident reinsurance
intermediary may be served. The licensee shall promptly
notify the commissioner in weiting of a change of the
designated agent for service of process, and the change
becores effectlve upon acknowledgment by the commissioner.

5. The cosmiasioner may refuse to iasue a reinsurance
intermediary llcense L€, in the commissioner's judgment, any
of the following conditlons are present:

a. The applicant, any one named in the appllcation, or any
member, pcinclpal, offlcer, ot director of the applicaat, ls
not trustworthy.

b. A controlling person of such applicant is not
trustworthy to act as a relnsurance intecrmediary.

c. Conditions present 1n paragraph "a" or "b™ have given
cause fFor revocation or suspension of a license, or a person
referred to in paragraph "a" or "b" has failed to comply with
any prerequisite for the lasuance of a license.

Upon written request, the commissionec shall furnish a
weltten summary of the basis for refusal to issuwe a llicense,
which document is privileged and not subject to disclosuce
under chapter 22.
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6. A licensed attorney in this atate when acting in a
professlonal capaclty as an attorney ls exempt from the
requicementa of this sectlion.

Sec, 22, NEA SECTION. 521C.4 REQUIRED CONTRACT
PROVISIONS -- REINSURAWCE INTERMEDIARY-BROKERS.

Transactions between a relinsurance intermediary-broker and
the insurer that the ceinsurance intecrmediary-broker
tepresents ln such capaclity shall only be entered into
pursvant to » wrlitten authorlzation, specifylng the
regpongibilitlies of each party. The authorlzation ehall, at a
minimum, contaln provisions that satiasfy all of the following
regquirements:

1. The insurer may terminate the authocity of the
relnsurance lntermediary-broker at any time.

2. The reinsurance intermediacry-broker shall render
accounts to the insurer accurately detailing all material
transactiona, including information necessary to support all
commisgions, charges, and other fees received by, or owing, to
the rejinsurance lntetmediary-broket, and shall remit all Eunds
due to the ingurer within thirty daya of receipt,

3. All funds collected for the account of the insurer
shall be held by the reingsurance intermediary-broker in a
fiduciary capacity in a bank, as defined in sectlion 524.103.

4, The cejinsurance intermediary-broker shall comply with
section 521C.5.

S. The reinsvrance intermediary-broker shall comply with
the written standarda eatablished by the insurer for the
cession or retrocession of all rigka.

6. The reinsurance intermediary-broker shall diaclose to
the insuter any relationship with any reinsucer to which
business will bhe ceded or retroceded.

$ec. 23, NEW SECTION. 521C.5 BOOKS AND RECORDS ~- RE-
[NSURANCE INTERMEDIARY BROKERS.

1. For a minimun of ten yedra after expitation of each
conttact of reinsurance yransacted by the reinsuyrance
intermediary-broker, the roingurance intermediary-broker shall
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keep a complete record for each transactlon showling all of the
following:

a. fThe type of contract, limlts, underwrlting
restrictions, classes or risks, and territory.

b. The period of coverage, including effegctive and
expiration dates, cancellation provisions, and notice required
of cancellatlon.

¢. The reporting and settlement requirements of balances.

d, The rate uped to compute the relnsurance premjum.

e. The namea and addresses of assusing reinsurers,

£. The tates of all reinsurance commissions, including the
commissions on any retrocessions handled hy the relnsurance
internediary~broker.

g. All related correspondence and memoranda.

h. Proof of placement.

i. The detalls regarding retrocessionas handied by the
reinsurance intermediary-broker locluding the identity of
retrocessionaires and percentage of each contract assumed or
ceded,

j. Plnancial records, including but not limited to,
premium and loss accounts.

k. 1If the reinsurance intermediacry-broker procures a
reingurance contract on behalf of a llcensed ceding insurer
ane or both of the following shall be lncluded in the record:

(1} Directly from any assuming relngurer, written evidance
that the assuming reinsurer has agreed to asgume the riek.

[2) If placed through a representative of the assuming
reingsurer, other than an employee, written evidence that the
assuming reinsurer has delegated binding authority to the
representative.

2, The insurer has a right of access and the right to copy
and audlt all accounts and records maintained by the
reinsurance intermediacy-broker related to its business in a
form usable by the insurer.

Sec. 24. REW SECTION. 521C.6 DUTIES OF IHSURERS
UTILIZING THE SBRVICES OF A REINBURAHCE INTERMEDIARY-BROKER.

Qe A4S
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1. An lnsurer shall not engage the services of a person,
Elem, azssociation, or corporation to act as a reingurance
intermediary-broker on its behalf unless the person le
licensed aa required by sectlon 521C.3, subsection 1.

2. An ineurer shall not employ an ilndividual who is
employed by & reinsurance tntermediary-broker with which the
insurer transacts business, unlees such reinsurance
intermediary-broker is under common control with the lnsurer
and subject to chapter S21A relating to the requlation of
insurance company holding systems,

3. The insurer shall annually obtaln a copy of statements
of the €inanclal condition of each reinsurance intermediary-
broker with which the insurer transacts business,

Sec, 25. HEW SECTIOM., 521C.7 REQUIRED CONTRACT
PROVISIONS -- REINSURANCE INTERMED IARY -MAMAGERS,

Transactions between a reinsurance lntermediary-manager and
the reinsurer that the reinsurance lntermediary-manager
tepresents in such capacity shall only be entered into
putsuant to a written contract, specifying the
responsibilities of each party, which shall be approved by the
ceinsuter's board of directors. At least thirty days before
the reinsurer agsumes or cedes business through a reinsurance
intermediary-manager, a true copy of the apptoved contract
ahall be €iled with the commisaioner for approval by the
cormisslonar. The contract, at a minimum, shall contaln the
following provisions:

L. The ceinsurer may tecminate the contract for cause upon
weltten notice to the reinsurance intermediary-manager. The
reinsurer may suspend the authority of the reingsurance
intetmediary-manager to asaume or cede business during the
pendency of any dispute regarding the cause for termination.

2. The reinsurance intermediary-manager shall cender
accounts to the reinsurer accurately detailing all material
transactions, includlng information necessary to support all
commiasslons, charges, and other fees recelved by, or owlng to
the reinsurance intermediary-manager, and shall remit all
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€unds due under the contract to the reinsurer on not less than
a monthly basls.

3. All funds collected for the reinsurer’s account shall
be held by the ceinsurance intecmediary-managec in a fiduciary
capacity in a bank which 1a a gualified Unlted States
tinancial institution, as defined in sectlon 521C.2. The
retnsurance intermediary-manager may retain no more than three
months estlmated clalms paymenta and allocated loes adjustsent
axpenses, The veingurance intermedlary-manager ahall maintain
a separate bank account for each relnsurer that the
teinsurance intermediary-manager representsa.

4. For at least ten years aftec expiration of each
contract of relnsurance transacted by the reinsurance
intermediary-manager, the reinsurance intermediary-manager
ghall keep a complete record for each transaction showling all
of the following:

a. The type of contract, limits, underwriting
restrictions, classes or risks, and territory.

b. The period of coverage, including effective and
expicration dates, cancellation provisions and notice required
of cancellation, and disposition of outstanding resecves on
covered risks.

c. The ceporting and settlement requlrements of balances.

d. The rate used to compute the reinsurance premium,

e. The names and addresses of reilnsurers,

£. The cates of all relnsurance commissions, includlng the

commissions on any retroceasions handled by the reinsurance
lntermediary-manaqger.,

g. Any related correspondence and memocanda.

h. Proof of placement.

i. The detalls reqgarding retrocesslons handled by the
ceinsurance intermedlary-manager, as permitted by sectlion
521C.9, subsection 4, including the identity of
retrocesslonaires and percentage of each contract assuned or
ceded.
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j. Ploancial records, lncludlng but not limited to,
premium and loss accounts.

k. IE the reinsurance Intermedlary-manager places a
reinsurance contract on behalf of a ceding lnsurer one or both
of the following shall be included in the cecord:

{}) Dlrectly from any assuming reinsurer, written evidence
that the assuyming relnsurer has agreed to assume the risk.

(2} 1f placed through a representative of the asguming
telnsurer, other than an employee, written evidence that the
assuming relnsurer has delegated binding authority to the
cepresentative.

5. The reinsurer has a right of access and the right to
copy all accounts and cecords maintalned by the relnsurance
intermedlary-manager related ro Llts business in a form usable
by the reinsurec.

6. The contract camnot be aassigned in whole or in part by
the ceinsucance intermediacy-manager.

7. The reinsurance intecrmediary-manager shall comply with
the wrltten underwriting and rating standards established by
the insurer for the acceptance, cejection, or cession of all
risks.

B. The contract shall set forth the rates, terms, and
purposes of commissions, chacges, and other fees which the
reinsurance intermediary-manager may levy agalinst the
reinsurer,

9. If the contract permits the reinsurance intermediary-~
manager to settle claims on behalf of the relnsurer, all of
the following apply:

a. All claimg ahall be reported to the reinsuret in a
timely mamaner. )

b, A copy of the claim file shall be sent to the relnsurer
at its request or as soon as it becomes known that the claim
meets any or all of the following conditions:

(1) The claim hag the potential to exceed the lesser of an
dmount determined by the commissionec or the limit ser by the
reingurec,

{2] The claim lavolves a coverage dispute.
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{3} The clalm may exceed the claims settlement authority
of the relnsurance lntermsdlary-manager.

{4} The clalm is open For more than slx months,

(5} The claim 13 closed by payment of the lesger of an
anount set by the commlgsloner or an amount set by the
reingurer.

c. All claim files shall be the doint property of the
reinaurer and relinsurance interpediary-manager. Bowever, upan
an order of lliquidation of the relpsurer rhe files shall
beccme the sole property of the reinsurer or its estate., The
reinsurance intermedtary-msnager shall have reasonable access
to and the right to copy the flles on a tlmely basjs,

d. Any settlement authority qranted to the reinsurance
intermediary-manager may be tecminated for cause upon the
reinsurer’s written notice to the reiasurance intermediary-
manager of upon the tecrmination of the contract. The
relnsurer may suspend the settlement authocrity during khe
pendency of the dispute cegarding the cause of termination,

10. 1If the contract provides for a aharing cof Interim
profits by the reinsutance intetmediary-manager, laterim
profita shall not be paid uantil one year after the end of each
undetwriting period for propecty insurance business and five
years after the end of each underwriting period for casualty
insurance business, ot a later pericd as determined by the
commissloner for each type of i(nsurance, but in no case until
the adequacy of reserves on remalning claims has been vecified
pursuant to section 521C.9, subsection 3.

11. The reinsurance intermediary-manager shsll annually
provide the relnsurec with a statement of ity €inancial
condition prepared by an independent certified accountant.

12. The reinsurer shall periodically, but not less than
semiannually, conduct an on-site review oF the vaderwriting
and claims proceasing operations of the reinsurance
intermediary-manager.

13. The reinsurance intermediary-manager shall disclose to
the reinsuter any telationship the reinsurance intermediary-
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manager has with any iasurer prlor to ceding or assuming any
business with the i{nsuter pursuant to this contract.

14. The acts of the relnsurance intermediary-manager are
deemed to be the acts of the reinsurer on whose behalf the
relnsurance Intermedlary-manager ls acting.

dec. 26. MNEW SECTION. $521C.8 PROHIBITED ACTS.

The relnsurance intermediary-manager shall not do any of
the Following:

1. Bind retrocesslons on behalf of the reinsurer, except
that the reinsurance lntermedlacy-manager may bind facultative
retrocessions pursuant to oblligatory facultative agreements if
the contract with the relnsurer contains reinsurance
underweiting qutdelines €or such retrocessions. The
guidelines shall include a list of reinsurers with which the
automatic agreements are in effect, and for each reinsurer,
the coverages and amounts or percentages that may be
teinsured, and commission schedules.

2. Commit the teinsurer to pacticipate in reingsurance

syndicates.

3. Appoint any producer without assuring that the producer
is licensed to transact the type of reinsucance for which the
producer is appointed.

4. Without prior approval of the ceinsurer, pay or commit
tha reinsurer to pay a c¢laim, or a net amount of
retrocessions, that exceeds the lesser of an amount specifled
by the reinsurer or one percent of the relnsurer's
policyholder's surplus as of Decembar 31 of the last complete
calendar year.

$. Collect any payrent from a cetrocessionaite or commit
the ceinsurer to any claim settlement with a retrocessionairce,
without priotr approval of the reinsurer. [f prior approval is
given, a report must be proqptly forwarded to the reinsucer.

6. Jointly employ an individual who is employed by the
teingucer.

7. Appoint an agent of a relnsurance intermediacy-managet.
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Sec, 27. NEW _SECTION. 521C.9 ODUTIES OF REINSURERS
UTILIZING THE SERVICES OF A REINSURANCE INTERMEDIARY-MANAGER,

1. A reinsurer shall not engage the services of a person
to act am a reinsurance intermediary-manager on lLts behalt
unless the person is Licensed as requlired by aectlon 521C.13,
subsection 2.

2. The relnsurer shall annually obtaln a copy of
atatements of the financial condition of each reinsurance
Intermediary-manager whom the relnsurer has engaged pursuvant
to subsectlon 1. The statements of financlal condition shall
be prepared by an independent certifled accountant in a form
acceptable to the commlissloner.

3. 1f a reinsurance lntermediary-manager eatablighes loss
reserves, tha relnsurer shall annually obtain the opinion of
an actuary attesting to the adequacy of loss reserves
eatablished for losses incurced and outstanding on buslness
produced by the reinsuvance intermediary-managec. This
opinion shall be in addition to aay other requlred loss
reserve certification.

4. PRinding authority for all retrocessional contracts oc
participation in reinsurance syndicates shall cest with an
officer of the reinsurer who shall not be affiiiated with the
teinsurance intermediary-managec.

5. wWithin thicty days of termlmation of a contract with a
reinsurance integrmediacry-manager, the reinsurer ashall provide
written notification of the termination to the commisslioner.

6. A reinsurer shall not appeint to its board of directors
any officer, director, employee, contcolling shareholder, or
an agent of a producer of its reingurance intermediary-
manager. This subsection shall not apply to relationships
governed by chapter 521A relating to the regulation of
inaurance company holding systems or, if applicable, governed
by chapter S10A relating to the requlation of producer
controlled property and casualty insurers.

Sec. 28. MEW SECTION. S521C.10 EXAMINATION AUTHORITY .
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1. A relnaurance intecmedlary 1ls subject to examinatlion by
the commissioner. The compmisaloner shall have access to all
booka, bank accounts, and records of the reinsurance
intermediary in a form usable to the commissioner.

2. A reinsurance intecrmedjary-manager may be examlned as
if it were the velnaurer.

Sec, 219, NEW SECTION. 521C,11 PENALTIBS AND LIABILITIES.

1. A relnsurance intermediaty, insurer, Or reinsucer found
by the commisaloner, after a hearing conducted in accordance
with chapter 17A, to be (n violation of thia chapter is
subject to one or more of the following:

a. For each separate violation, a civll penalty in an
amount not exceeding ten thousand dollats.

b, Revocatlon or suspension of the licenase of the
reinsurance intermediary.

¢. [f a violation was committed by the reiasucance
intermediary, restitution by the reinsurance intermedlary to
the insurer, reinsyrer, rehabilitator, or liquidator of the
lnsurer or reingurer for the net losses incurred by the
insuter ot reinsuter attributable to the viclation.

2. A decision, determination, or order of the commissionec
made or entered pursuant to subsection 1 is subject to
judicial review pursuant to chapter 17A.

3. This section does not affect the right of the
commisaioner to lmpose any other penaltles provided in Title
XX,

4. This chapter shall not in any manner limit or reatrict
the rlghts of policybolders, claimants, creditors, or other
third patrties, or confer any cights to such persons.

Sec. 30. MNEW_SECTION. 521C.12 RULES,

The comnissioner may adoot rules, pursuant to chapter 174,
as necegsaty or convenient for the administration of thisg
chapter,

OIvISION ¥

Sec. 11, Section 505.4, Code 1991, is amended by adding

the following new unnumbered paragtraph:
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NEW UNNUMBERED PARAGRAPH., The commigsioner may appoint a
deputy commissloner Eor supervislon whom the commisasioner may
appoint as supervisory or special deputy pursuant to chapter
S07C and who shall perform such other duties as may be
assigned by the commisasioner. The deputy coamissloner for
superviaion shall recelve a aalary to be Eixed by the
conrmiaslioner. The deputy comuisaloner for supervision shall
be an exempt employee under sectlon 19A.3, subsmection 17,

Sec. 32. Sectlon 505.7, Code 1991, is amended by adding
the followlng new unnumbered paragraph:

NEW UHNUMBERED PARACRAPH. The annual salaries of the
deputy commisaioner Eor supervision and the chief examiner
appolated pursuvant tc ssction 507.4A shall be expenses of
examination of insurance coopanles and shall be charged to
insurance companies examined on a proportionate basis as
provided by rule adopted by the commissioner. Insucance
companies examined shall pay the proportion of the salaries of
the deputy commissioner for aupervision and the chiel examinet
charged to them as part of the costs of examination as
provided in section 507.8.

Sec. 33, HEW _SECTION. 507.4A CHIBF EXAMINER,

The commissioner may appoint a chief examiner who shall
supaervise insucance company examinations and perform such
other dutles as may be asaigned by the coomissloner. The
chief examiner shall veceive a salary to be flxed by the
commisaioner. The chief examiner shall be an exempt emplayee
under section 19A.3, subgection 17.

Sec. 34, Section 507.14, Code 1991, is amended by adding
the following new unnumbered paragraphs:

NEW UNNUMBERED PARAGRAPH. A report of an examination of a
domestic or foreign insurer which is preliminary undet the
rules of the division is not a public record under chapter 22
except when ascught by the insurec to which the ceport relates
ot an insurance regulator of anothet state, and is privileged
and confidential in any judicial ocr adminlsteative proceeding.

816 4S
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MEW UHNUMBERED PARAGRAPH., A Cimancial statement filed by
an employer self-lnsuring workers' compensation liability
pursuant to section B7.11, or the working papers of an

examiner or the division in connection with calculating
appropriate secucrlty and ceserves for the self-insured
enployer are not public records undet chapter 22 except when
sought by the employer to which the finmancial statement or
working papers relate or an Insurance or workers' compensation
gelf-insurance requlator of apother state, and are privileged
and confideatial In any judicial or administrative proceeding.
The Elnancial information of a nonpubllicly traded employer
which gself-ingures for workers' compensation liability
putsuant to section 87.11 is protected as proprietary trade
secrets to the extent consistent with the cormissioner's
duyties to oversee the security of self-insured workers'
compensation liabjlity.

Sec. 3%. Section S07C.12, Code 1991, is amended by adding
the following unnumbered paragraph:

NEW_UNNUMBERED PARAGRAPH. If the petition alleges thau
extcaordinacy ciccumstances exist and that there is imminent
substantial tisk to the insurer's solvency if the insurer is
not immediately placed into rehabilitation, the court may
issue, ex parte and without a hearing, the requested ocder of
rehabilitation. An insurer subject to an ex parte order under
this section may petition the court after the isguance of the
order for a hearing and review of the order., The court shall
hold the hearing and ceview not more than €ifteen days after
the request., A hearing under this section may be bheld
privarely in chambers. Upon the cequest of the insurer, the
hearing shall be held privately in chambers.

Sec. 6. Section 508.11, subsectlion 43, Code 1991, 1s
amended to read as follows:

43, All other informaticon &3 required by the national
association of insurance commiasioners' anmual statement
blank. The annual statement blank shall be prepared in
accordance with instructions prescribed by the commissioner,

All financial information reflected in the annual report shall
be kept and prepared In accordance with accounting practices
and procedures prescribed by the commisgioner. The
commissioner may adopt by reference the annual statement
handbook and the accounting practices and procedures manual of

the natiopal assoclation of insurance commissioners.

Sec. 37. Section 508C.8, Code 1991, is amended by adding
the tollowing new subsection:

HEW SUBSECTICN. 1A. If a domestic, foreign, or allen
insurer is an insolvent insurer, subject tc the approval of
the commissloner, the associatlon shall:

a. Guarantee, assume, or reinsure, or cause to be
guaranteed, assumed, or reinsuted the covered pelicies of the
Lnsolvent ingsurer.

b. Assure payment of the contractual obligationas of the
ingsolvent insurer.

¢. Provide moneys. pledges, notes., guarantees, or other
means as creasonably necessary to discharge the dutjes
described in this suybsection.

Sec. )8, Section 511.8, Code 1991, is ameaded by adding
the following new unnumbered paragraph after unnumbeced
paragraph 1:

HEW UNNUMBERED PARAGRAPH. The investment programs
developed by companies, shall take into account the safety of
the company's principal, investment yield and retuctn,
stability in the value of the investment, and liquidity
necessary to meet the company's expected business needs and
investment diversification.

Sec, 39. Section 514B.25, Code 1991, is ameanded by
gtriking the section and inaerting in lieu thereof the
following:

5148.25 FIMANCIALLY [HMPAIRED O INSOLVENT HEALTH
MATINTENANCE ORGANIZATIONS.

The provisions of chapter S07C shall apply toc health
maintenance organizations, which shall be considered insurers
for the purposes of chapter 507C.
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Sec. 40. Section 515.3%, subasection 4, paragraph e, Code
1991, lg amended by adding the fpllowing mew unnumbered
paragraph:

HEW UNNUMBERED PARAGRAPH. Aggregate investments in below
investment grade bonds shall not exceed five percent of
asgets,

Sec. 41, Sectlon 515.63, unnumbered paragraph 16, Code
1991, is amended to read as follows:

Pitteenth -- All other information as reguired by the
national assoclation of insurance commisasloners’ annual
statement blank. The anpual statement blank shall he prepatved
in_accordance with (nstructions prescribed by the
commissioner. All financial information reflected in the

annual report shall be kept and prepared in accordance with

accountling practices and proceducres prescribed by the

commigsioner. The commissloner may adopt by reference the

annual statement handbook and the accounting practices and

pfocedures manual of the national association of insurance

commigsigners,

Sec. 42. Section 515.119, Code 1991, is amended by
stciking the section and insecting in lieu theceof the
{following:

§15.119 COMPLIANCE WITH LAW -- CHANGE OF ARTICLES.

An ingurance company organized under this chapter, or doing
business in, this state, or any foreign or alien company doing
buginess in this state, shall conform to the provisions of
this chapter and all othet laws of this state applicable to
the insurance company.

Sec. 43. Sectlon SL5H.2, subsection 3}, unnumbered
paragraph 2, Code 1991, is amended by striking the paragraph
and inserting in lieu thereof the following:

JA. "Covered claim" does not include any amount as
follows:

a. That is due any reimaurer, insucrer, insurance pcol,
undervriting association, or other group assuming insuraance
risks, as swbrogation, contribution, ot indemnity recoveries,
or othefwise,
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b. That constiktutes the portion of a claim that {9 within
an insured’s deductible or self-inaured retention.

c. That is a claim for unearned premium calculated on a
retrospective basis, experlence~rated plan, or premium subject
to adjustment after terminatlion of the policy.

d. That is due an attorney, adjuster, ot witness as fees
for services rendered to the Insolvent insurer.

e. That is a fine, penalky., interest, or punitive or
exemplary damages,

€. That constltutes a claim under a policy issued by an
insoclvent insurer with a deductlble or self-insured retention
of two hundred thousand dollars or more. However, such a
claim shall be considered a covered claim, If ag of the
deadline set for the Eillng of claims against the insolvent
insurer of irs liquidator, the lnsured is a debtor under 11
U.s.C. § 70) et seq.

Notwithstanding the lettered paragraphs of this subsection,
a person is not prevented from presenting a noncovered claim
to the insolvent insurer or ita ligquidator, but rhe noncovered
claim shall not be agserted against any other pecson,
including the person to whom benefita were paid or the insured
of the lnsclvent insvrer, except to the extent that the claim
is outside the coverage of the policy lssued by the insclvent
insucer.

Sec. 44. Sectlion 515R.5, subsection 2, Code 1991, is
amended by adding the following new paragraph:

HEW PARAGRAPH. h. Request that all future payments of
workets' compensation weekly bepefits, medical expenses, or
other payments under chapter 85, 85A, 85B, 86, or 87 be
comuuted to a present lump sum and upon the payment of which,
either to the claimant or to a licensed insurer for purchase
©f an anpuity or other pericdic payment plan for the benefit
of the claimant, the employer and the asscciation shall be
discharqged €rom all further liabllity for the workers'
compensation claim. HNotwithatanding the provisions of sectlon
85.45, any Cfuture payment of medical expenses, weekly

o1¢ 3¢
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compensation beneflts, or other payment by the assoclation
uader thls chaptecr pursuant to chapter 835, 85A, 858, 85, or
87, Ls deemed an undue expense, hardship, oc inconvenience
upon the employer for purposes of a full commutation pursuant
to sectlon 85.45, subsection 2, and the industrial
cormlasioner shail flx the lump sum of the probable futuce
medlcal expenses and weekly compensation bhenefita capitalized
at thelc present value upon the basis of interest at the rate
provided in saction 535.3 for court judgments and decrees.

Sec. 4%. Section 5158.9, subsection 1, Code 1991, is
amended to read as follows:

1. Any person having a claim under another policy. which
claim arises out of the same facts which give rise to a
coverad claim, shati-be is first required to exhaust the
pergson's right under the policy. Any amount recovered or
recoverable by a person under another insurance policy shall
be credited against the liability of the association under
section 5158.5, subsection 1, paragraph "a*. For purposes Of
this section, another insurance policy means a policy issued
by any infurance cOmpany. whether a member insurer or oot,
which policy insures against any of the types of risks sed
Eorth—in-sectien-si5v48r-excepb—these—types—oé—rfshs-set-ﬁoreh
tn-seerion-535:487-subsectton-5y-paragraph-tati-and ingured by
an_insurance company authorized to weite insurance under
chapter 515, S16A, or 520, or comparable statutes of another
state, except those types of risks set forth in chapters 508
and S14.

Sec. 46, Section S16A.3, unnumbered patragraph 2, Code
1991, is amended to read as follows:

An insurer's insolvency protecktion shati-be 13 applicable
only to accidents occurring during a policy period 1n which
its insured's uninsured motorist coverage is in effect and
only 1€ the liability insurer of the tort-feasor is insolvent
at the time of such an accident sr-becomes-insolvent-withrn
one-year-nftee-auch-an-eccident.
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Sec. 47. Section §18.17, Code 1391, is amended by adding
the following new unnhumbered paraéraph:

NEW UNHUMBERED PARAGRAPK. Reinsurance coverage obtained by
a county mutual lnsurance assoclatlon ahall not expose the
assoclation to a loss of more than fifteen percent Erom

gurplua in any calendar year.

gec. 48. Sectlon S21A.2, subsection 3, pacagraph a.
unnunbered pacagraph 1, Code 19%1, ia amended to read as
tollows:

Invest, in common stock, preferred stock, debt obligations,
and other securities of one or more subsidiarles, amounte
which do not exceed the lesser of ten percent of the insurec's
assets or tifty percent of the ingurer’'s surplus as tegards
policyholders, if after the investments the insurer‘s sucrplus
as regards policyholders will be reasonable in relation to the
insurer's outstandlng liabilities and adequate to its

financial needs. In calculating the amount of -the
investments, investments in domestic or foreign insucance
subsidiaries shall be excluded and both of the following shall
be included:

gec. 49. Section 521A.3, subsection 4, paragraph b, Ccde
1991, ls amended to cead as Eollows:

b. The public hearing ceferred to in paragraph "a" of-this
subseerion shall be held within thirty days after the
statement required by subsection 1 of-ehis-aection is filed,
and at least twenty days' notice thereoé of the public hearing
shall be given by the commigsioner to the person filing the
statemant. Mot less than seven days' notice of such the
puﬁlic nhearing shall be given by the person filing the

statement to the Lnsurer and to such other persons as may be
designated by the commissicner. Fhe-tnsurer-shati-give-such
nstice-to-tte-secarityholderss The commissionet shall make a
determination within thirty days after the conclusion of sueh
the hearing. AL such the hearing, the person tiling the
atatement, the insurer, any person to whom notice of hearing
was szent, and any other person whose lnterests may be affected
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thereby shall have the right to present evidence, examine and
crosa-examine witnesses, and offer oral and writren argusents
and In connection therewith shall be entitled to conduct
discovery proceedlngs in the same manner aa is presently
aliowed in the district court of this state. All discovery
proceedlings shall be concluded not later than three days prioct
to the commencement of the public hearing.

Sec. SO0. Section 521A.3, subssction 5, Code 1951, ls
amended by etriking the subsection.

Sec., 5I. Sectlon 521A.4, subsection 2, unnumbered
paragraph 1, Code 1991, la amended to read as follows:

Every insurer subject to reglstratlon shall File a
registration statement on a form previded prescribed by the
comnissioner, which may be a form provided by the anational
agsociation of lnsurance commigsioners, which shall coatain
current information about:

Sec. $2. Section $21A.4, subsection 2, patagcaph ¢, Code
1991, is arended by adding the following new subparagtaph:

HEW SUBPARAGRAPH. (8) Consclidated tax allocation
agreements,

Sec. 53. Section $21A.4, Cqde 1991, 1s amended by adding
the following new subsection:

NEW SUBSECTION. 3A. REPORTING OF DIVIDENDS TO
SHAREROLDERS. Subject to section S21A.5, subsection 3, a
registered Insucec shall report to the comaissioner all
dividends and other distributions to shareholders within
fifteen days following the declaration of the dividends or
distributions.

Sec. 54. Sectlon 521A.%, subsection 1, paragraph b,
uanumbered paragraph 1, Code 1991, is amended to read as
fallows:

A domestie insucer and a person in its holding company
system ghall not enter ianto any of the following transactions
between gach other involving amounts equal to or exceeding the
greater lesser of five percent of the insurer's admitted
asdels or twenty-five percent of the surplus as regards
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policyholders as of the next preceding December 31, unless the
domestic tnsurec notifies the commissioner in writing of its
intention to enter into the transaction ar least thirty days
prior to entering into the transaction or within a shorter
time permitted by the commi{ssloner and the commlssloner has
not disapproved of the transaction within the time period:

Sec. 55, Sectlon 521A.10, Code 1991, is anended by adding
the following new subsection:

NEW SUBSECTION. 1A, a, A dirvector or officec of an
insurance holding company system who does any of the following
is subject to the civll penalty lmposed under paragraph “bH~:

{1) HKnowlngly participates in or assents to tranaactions
or investuents which have not been properly reported ot
gubnitted pursuant to gection 521A.4 or secticn 521A.5,
subsection 1, paragraph "b",

[2) Xnowingly permits any of the officers or agents of an
insurer to engage In ttansactlons_o: make klnvestments which
have not been properly veported or submitted pursuant to
section 521A.4 or sectlon S21A.%5, subsection 1, paragqcaph "b".

[3) Knowingly viclates any cother ptovisicon of this
chapter.

b. An officer or dlrector of an ilnsurance holding company
system who commits any of the acts or omissions listed in
pacragraph “a" ghall pay, ip the person's |ndividual capacity,
a4 civil penalty of not more than one thovsand dollars per
violation, after notice and hearing before the commissioner.
In determining the amount of the civil penalty, the
comnissioner shall take intoc account the appropriatepess of
the penalty with respect to the gravity of the viclation, the
hlstory of previous vioclationa, and such other matters aa
justice may require.

Sec. 56. Section $21A.10, Code 1991, is amended by adding
the following new subsection:

NEW SUBSECTION. 4. A directecr or officer, or employee of
an lnsurance holdlng company aystem who willfully and
knowingly subscribes to or makes or causes to be made any
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falase statements, false teports, or false tilings with the

Intent to decelve the commissioner in the performance of the

commlssloner's duties under this chapter is quilty of a class

"g" felony. Any fines imposed shall be pald by the dlrector,

ofElcer, ot employee in the person's lndividual capaclty.
pIvisIon VI

Sec. 57. Sectlon 507,12, Code 1991, is amended to read as
followet

507.12 PROCEDURE AGAINST LIFE COMPANIES.

In case of companies otganized under the provialona of
chapter 508, said the officers shall proceed as provided Ln
sections 568-:7-to 508.18 and 508,19,

Sec. 58. Section 508.19, Code 1991, ls amended to read as
follows:

508.19 SECURITIES.

The securities that are on deposit of a defaulting or
insolvent company, or a company against which proceedings are

in the state for the benefit of all policyholders of the
company.

Sec. %9. Section $11.8, subsection 16, unnumbered
paragraphe 2 and 4, Code 1991, are amended to read as follows:

The securities comprising the deposit of a company or
association against which proceedings are pending undec
sections-508-17-and section 508.18 shall vest in the state for
the benefit of all policyholders of the company oc
association,

Companies or associations having securities or title to
real estate on deposit with the commissioner of Lnsurance
shall have the right to collect all dividends, intereskt, rent,

or other income thereon from the deposit unless proceedings

against sueh the company ot association ace pending wndet
sections-588:17-and section 508.18, in which event the
commissioner shall collect such interest, dividends, rent, or
other income and add the same to the deposit.
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Sec. 60. Section 511.8, subsection 21, paragraph b,
subpacagraph (3}, Code 1991, i{s amended to read as9 followa:

{3) Set forth provisions that custodian agreements
executed between custodian banks and insurecrs shall contain.
These shall lnclude proviaions stating that minimun deposit
levels ahall be maintained and that the parties agree
securities in deposlts with custodian banks shall vest in the
state in accordance with seetions-588-17-and section 508.18
whenaver proceedings undec those-sections that section are
instituted.

Sec. 61. Sections 507,11, 508.17, 510.1, and 515,85
through 515.87, Code 1991, are repealed.

DIVISION VII

Sec. 62, Sectlons 1 through 9, the model managlng general
agents Act, division I of this Act, take effect July 1, 1991,
An insurer shall not continue to utillze the secvices of a
managing general agent on or after July 1, 1991, except as
otherwise provided in the Act. unless such utilization is in
compliance with division 1 of this Act, regacdless of the date
on which the orlginal contract was entered into with the
managing general agent, An insurer which on the effective
date of this Act has tn effect a contract with a managing
general agent shall glve written notiflcation to the
commisaloner of the name of the managing general agent and the
telationship between the insurer and the managing general
agent withln thirty days of the effective date of this Act and
shall comply with sections L through 9 of this Act within
thirty days of the effective date of rules adopted by the
commissioner lmplementing the managing general agents Act,

Sec. 63. Sections 10 through 13, the producer controlled
property and casualty insurer Act, division Il of this Act,
take effect July 1, 1991, An insurer or producer subject to
divislon II of thiy Act shall not contiowe, renew, or initiate
a contract, or place business on or after July L, 1991, unlesa
in compliance wlth division II of this Act. cragardless of the
date on which the orlginal contract was entered Lnto between
the parties,
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‘ Sec. 64. Sections 14 through 18, the model credit for

reinsurance Act, division III of this Act, shall apply to all
cessions and retrocessions under reinsurance agreements with
an inception, anniversary, or renewal date not earlier than
six months after the effective date of this Act.

Sec. 65. Sections 19 through 30, the reinsurance

intermediary model Act, division IV of this Act, take effect
July 1, 1991. An insurer or reinsurer shall not continue to
utilize the services of a reinsurance intermediary on or after
July 1, 1991, unless utilization is in compliance with
division IV of this Aact. '
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