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Section 1. Section 508.5, Code Suppl enent 1995, is anended
to read as foll ows:

508.5 CAPI TAL AND SURPLUS REQUI RED.

1. A stock life insurance conpany shall not be authorized
to transact business under this chapter with I ess than two
mllion five hundred thousand dollars capital stock fully paid
for in cash and two nmillion five hundred thousand dollars of
surplus paid in cash or invested as provided by law. A stock
Iife insurance conpany shall not increase its capital stock
unl ess the amount of the increase is fully paid in cash. The
stock shall be divided into shares of not |ess than one dollar
par value each. A stock life insurance conpany authorized to
do business in Iowa that undergoes a change of control as
defined under chapter 521A shall mmintain the nininmumcapita
and surplus requirenments mandated by this section

2.  Notwithstanding subsection 1, a stock life insurance
conpany, or any other life insurance conpany authorized to
transact business under this chapter shall conply with the
nm ni mum capital and surplus requirenents of this chapter or
chapter 521E, whichever is greater.

Sec. 2. Section 508.9, Code Supplenent 1995, is amended to
read as follows:

508.9 MJTUAL COVPANI ES — CONDI Tl ONS.

1. Level premiumand natural premiumlife insurance
conpani es organi zed under the | aws of this state upon the
mut ual plan shall, before issuing policies, have actua
applications on at |least two hundred and fifty lives for an
average anmount of one thousand dollars each. A list of the
applications giving the nane, age, residence, anmount of
i nsurance, and annual premni um of each applicant shall be filed
with the comni ssioner of insurance, and a deposit nmade with
t he conmi ssioner of an anobunt equal to three-fifths of the
whol e annual premumon the applications, in cash or the
securities required by section 508.5. |In addition, a deposit
of cash or securities of the character provided by |aw for the
i nvestnent of funds for |life insurance conpanies in the sum of
five million dollars shall be nmade with the conmi ssioner,
whi ch shall constitute a security fund for the protection of
policyholders. The contribution to the security fund shal
not give to contributors to the fund or to other persons any
voting or other power in the managenent of the affairs of the
conpany. The security fund may be repaid to the contributors
to the security fund with interest at six percent fromthe
date of contribution, at any time, in whole or in part, if the
repaynent does not reduce the surplus of the conpany bel ow t he
anmount of five mllion dollars and then only if consent in
witing for the repaynent is obtained fromthe conmm ssioner of
i nsurance. Upon conpliance with this section, the
conmmi ssioner shall issue to the nutual conpany the certificate
prescribed in this chapter. A mutual insurance conpany
aut hori zed to do business in Iowa that undergoes a change of
control as defined in chapter 521A shall mmintain the m nimum
surplus requirenent mandated by this section

2.  Notwithstanding subsection 1, a nutual insurance
conpany authorized to transact business under this chapter
shall conply with the m nimum surplus requirenents of this
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section or chapter 521E, whichever is greater.

Sec. 3. Section 515.8, Code Supplenent 1995, is amended to
read as foll ows:

515.8 PAI D-UP CAPI TAL REQUI RED.

1. An insurance conpany other than a life insurance
company shall not be incorporated to transact business upon
the stock plan with less than two mllion five hundred
thousand dollars capital, the entire anmount of which shall be
fully paid up in cash and invested as provided by law. An
i nsurance conpany other than a life insurance conpany shal
not increase its capital stock unless the ambunt of the
increase is fully paid up in cash. The stock shall be divided
into shares of not |ess than one dollar each. An insurance
conpany aut horized to do business in |lowa that undergoes a
change of control as defined under chapter 521A shall naintain
the mnimum capital requirenents mandated by this section

2.  Notwithstanding subsection 1, an insurance conpany,
other than a life insurance conpany, authorized to transact
busi ness under this chapter shall conmply with the nini num
capital requirenents of this section or chapter 521E
whi chever is greater

Sec. 4. Section 515.10, Code Supplement 1995, is anended
to read as foll ows:

515. 10 SURPLUS REQUI RED.

1. An insurance conpany other than a life insurance
conmpany shall have, in addition to the required paid-up
capital, a surplus in cash or invested in securities
aut horized by law of not less than two mllion five hundred
thousand dollars. An insurance conpany authorized to do
busi ness in lowa that undergoes a change of control as defined
under chapter 521A shall naintain the mnimum surplus
requi renents nmandated by this section.

2.  Notwithstanding subsection 1, an insurance conpany,
other than a life insurance conpany, authorized to transact
busi ness under this chapter shall conmply with the nini num
surplus requirenents of this section or chapter 521E
whi chever is greater

Sec. 5. Section 515.69, Code 1995, is anended to read as
fol l ows:

515. 69 FOREI GN COVPANI ES — CAPI TAL REQUI RED.

1. A stock insurance conpany organi zed under or by the
| aws of any other state or foreign governnent for the purpose
specified in this chapter, shall not, directly or indirectly,
take risks or transact business of insurance in this state
unl ess the conpany has two and one-half mllion dollars of
actual paid-up capital, and a surplus in cash or invested in
securities authorized by law of not |less than two and one-hal f
mllion dollars, exclusive of assets deposited in a state,
territory, district, or country for the special benefit or
security of those insured in that state, territory, district,
or country.

2.  Notwithstanding subsection 1, a stock insurance conpany

authorized to transact business under this section shal
conmply with the mninmum capital and surplus requirenents of
this section or chapter 521E, whichever is greater.

Sec. 6. Section 515.76, Code 1995, is anended to read as
foll ows:

515. 76 FOREI GN MUTUAL COWPANI ES — SURPLUS

1. Any nutual insurance conpany organi zed outside of this
state and aut horized to transact the business of insurance on
the mutual plan in any other state of the United States or in
the District of Colunbia, nmay be adnitted to this state and
aut horized to transact herein any of the kinds of insurance
authorized by its charter or articles of incorporation, when
so permitted by the provisions of this chapter, with the
powers and privileges and subject to the conditions and
limtations specified in said chapter; provided, however, such
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conmpany has conplied with all the statutory provisions which
require stock conpanies to file papers and to furnish
information and to subnit to exam nation, and is al so sol vent
according to the requirenents of this chapter and is possessed
of a surplus safely invested as foll ows:

n case of a nmutual conpany issuing policies for a

cash prem um wi thout an additional contingent liability equal
to or greater than the cash premium the surplus shall be at
| east two million dollars.

n case of any other such nmutual company issuing

policies for a cash prem umor paynent with an additiona
contingent liability equal to or greater than the cash prem um
or paynent, the surplus shall be such an anmount as the
commi ssi oner of insurance of lowa may require, but in no case
| ess than three hundred thousand dollars, provided that the
provisions of this section fixing a m nimum surplus of three
hundred t housand dollars shall not apply to conpani es now
admtted to do business in lowa; provided, further, that no
such mutual conpany shall be authorized to transact
conpensation insurance without a surplus of at |east three
hundred t housand dollars unless all liability for each
adjusted claimin this state, the paynent of any part of which
is deferred for nore than one year, shall be provided for by a
speci al deposit, in a trust conpany or a bank having fiduciary
powers, located in this state, which shall be a trust fund
appl i cabl e solely and exclusively to the paynent of the
conmpensation benefits for which such deposit is made, or shal
be reinsured in an authorized stock conpany, or in an

aut hori zed nutual conpany with a surplus of at |east three
hundr ed t housand dol | ars.

2. Notwithstanding subsection 1, a nmutual insurance
conpany authorized to transact business under this section
shall conply with the mnimum surplus requirenents of this
section or chapter 521E, whichever is greater.

Sec. 7. NEWSECTION. 515.12A ALTERNATIVE M NI MUM SURPLUS
LEVELS.

A mutual conpany authorized to transact business under this
chapter shall comply with the m ni mum surplus requirenents of
section 515.12 or chapter 521E, whichever is greater.

Sec. 8. Section 520.9, Code 1995, is anended to read as
foll ows:

520.9 STANDARD OF SOLVENCY

1. There shall at all times be nmintained as assets a sum
in cash, or in securities of the kind designated by the | aws
of the state where the principal office is |ocated for the
i nvest mrent of funds of insurance conpanies, equal to one
hundred percent of the net unearned prem uns or deposits
collected and credited to the account of subscribers, or
assets equal to fifty percent of the net annual deposits
collected and credited to the account of subscribers on
policies having one year or less to run and pro rata on those
for |l onger periods; in addition to which there shall be
mai ntai ned in cash, or in such securities, assets sufficient
to discharge all liabilities on all outstanding | osses arising
under policies issued, the same to be calculated in accordance
with the laws of the state relating to similar reserves for
compani es insuring simlar risks; provided that where the
assets on hand avail able for the paynent of |osses other than
determ ned | osses, do not equal two million dollars, al
liability for each determined |oss or claimdeferred for nore
than one year, shall be provided for by a special deposit in a
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trust conmpany or bank having fiduciary powers of the state in
which the principal office is |located, to be used in paynent
of conpensation benefits for disability; such deposit to be a
trust fund and applicable only to the purposes stated, or such
liability may be reinsured in authorized conpanies with a
surplus of at least two million dollars. For the purpose of
such reserves, net deposits shall be construed to nean the
advance paynents of subscribers after deducting the anount
specifically provided in the subscribers' agreements for
expenses. |If at any tine the assets so held in cash or such
securities shall be |less than required above, or less than two
mllion dollars, the subscribers or their attorney for them
shal | make up the deficiency within thirty days after notice
fromthe comni ssioner of insurance to do so. |n conputing the
assets required by this section, the ampunt specified in
section 520.4, subsection 7, shall be included.

2.  Notwithstanding subsection 1, a person issuing
reciprocal contracts and authorized to transact business under

this chapter shall conply with the m ni num surpl us
requirenents of this section or chapter 521E, whichever is

greater.

Sec. 9. NEWSECTION. 521E.1 DEFIN TIONS

As used in this chapter, unless the context otherw se
requires:

1. "Adjusted risk-based capital report” nmeans a risk-based
capital report adjusted by the conm ssioner pursuant to

section 521E. 2, subsection 5.
2. "Conm ssioner" neans the comn ssioner of insurance.
3. "Corrective order" neans an order issued by the

commi ssi oner of insurance specifying corrective actions which
t he conmi ssioner has determ ned are required.

4. "Donestic insurer" neans an insurance conpany domcil ed
inthis state and licensed to transact the business of
i nsurance under chapter 508, 515, or 520, except that it shall
not include any of the follow ng:

a. An agency, authority, or instrunentality of the United
States, its possessions and territories, the comonweal t h of
Puerto Rico, the District of Colunbia, or a state or politica
subdi vi sion of a state.

b. A fraternal benefit society organi zed under chapter
512B.

c. A nonprofit nedical, hospital, or dental service
corporation organi zed under chapter 514.

d. A county mnutual insurance association organized under
chapter 518

e. A nutual casualty assessment insurance association
organi zed under chapter 518A

f. A health nmintenance organi zation organi zed under
chapter 514B

5. "Filing date" nmeans March 1 of each year.

6. "Foreign insurer" nmeans an insurance conpany not
domiciled in this state which is licensed to transact the
busi ness of insurance in this state under chapter 508, 515, or
520.

7. "Life and health insurer" neans an insurance conmpany
i censed under chapter 508 or a licensed property and casualty
insurer witing only accident and health insurance under
chapter 515

8. "Negative trend" neans a negative trend over a period
of time as determined in accordance with the trend test
calculation included in the risk-based capital instructions.

9. "Property and casualty insurer" neans an insurance
company |icensed under chapter 515 but does not include
nmonol i ne nortgage guaranty insurers, financial guaranty
insurers, or title insurers.

10. "Revised risk-based capital plan" is a risk-based
capital plan which has been rejected by the conm ssioner and
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has been revised by the insurer, with or without the
conmi ssi oner's recomendati on.

11. "Risk-based capital instructions" neans the
instructions included in the risk-based capital report as
adopted by the national association of insurance
commi ssi oners, as such risk-based capital instructions may be
anended by the national association of insurance commi ssioners
fromtime to time in accordance with the procedures adopted by
the national association of insurance conm ssioners.

12. "Risk-based capital level" neans an insurer's conpany-
action-level risk-based capital, regulatory-action-|evel risk-
based capital, authorized-control-Ilevel risk-based capital, or
mandat ory-control -1 evel risk-based capital as follows:

a. "Conpany-action-|level risk-based capital" neans, with
respect to any insurer, the product of two and the insurer's
aut hori zed-control -1 evel risk-based capital

b. "Regulatory-action-level risk-based capital" neans the
product of one and one-half and the insurer's authorized-
control -1evel risk-based capital

c. "Authorized-control-level risk-based capital" means the
nurmber determnmi ned under the risk-based capital formula in
accordance with the risk-based capital instructions.

d. "Mandatory-control-level risk-based capital" neans the
product of seven-tenths and the insurer's authorized-control -
| evel risk-based capital

13. "Risk-based capital plan" neans a conprehensive
financial plan containing the elenments identified in section
521E. 3, subsection 2.

14. "Risk-based capital report"” neans the report required

to be prepared and submitted to the conm ssioner pursuant to
section 521E. 2.

15. "Total adjusted capital"” neans the sum of the
fol | owi ng:

a. An insurer's statutory capital and surplus.

b. Such other itens, if any, as identified in the risk-
based capital instructions.

Sec. 10. NEWSECTION. 521E. 2 RISK-BASED CAPI TAL REPORTS.

1. A donestic insurer, on or prior to the filing date,
shal | prepare and subnit to the commissioner a report of the
insurer's risk-based capital level as of the end of the
cal endar year imrediately preceding the filing date, in a form
and containing the infornmation required by the risk-based
capital instructions. A donmestic insurer shall also file its
ri sk-based capital report with both of the foll ow ng:

a. The national association of insurance comr ssioners.

b. The insurance comi ssioner in each state in which the
insurer is authorized to do business, if such insurance
conmmi ssioner has notified the insurer of its request in
witing. Upon receipt of the witten request, the insurer
shall file its risk-based capital report with the requesting
commi ssioner by no later than the later of the follow ng:

(1) Fifteen days fromthe receipt of the witten request.

(2) The filing date.

2. Alife and health insurer's risk-based capital shall be
determ ned pursuant to the formula set forth in the risk-based
capital instructions. The formula shall take into account al
of the follow ng, and may be adjusted, as deened appropriate
by the conmm ssioner, for the covariance between the follow ng:

a. The risk with respect to the insurer's assets.

b. The risk of adverse insurance experience with respect
to the insurer's liabilities and obligations.

c. The interest rate risk with respect to the insurer's
busi ness.

d. Al other business risks and other relevant risks as
identified in the risk-based capital instructions, determ ned
in each case by applying the factors in the manner provided
for in the risk-based capital instructions.



3. A property and casualty insurer's risk-based capital
shal |l be determined pursuant to the forrmula set forth in the
ri sk-based capital instructions. The fornmula shall take into
account all of the followi ng, and may be adjusted, as deened
appropriate by the conmi ssioner, for the covariance between
the foll ow ng:

a. Asset risk

b. Credit risk.

c. Underwiting risk.

d. Al other business risks and other relevant risks as
identified in the risk-based capital instructions, determ ned
in each case by applying the factors in the manner provided
for in the risk-based capital instructions.

4. An insurer shall seek to naintain capital above the
ri sk-based capital levels required by this chapter.

5. A risk-based capital report filed by a donestic insurer
whi ch in the judgnent of the comm ssioner is inaccurate, shal
be adjusted by the comn ssioner to correct the inaccuracy.
The conmi ssioner shall notify the insurer of the adjustnent.

The notice shall contain a statenment of the reason for the
adj ust nent .
Sec. 11. NEWSECTION. 521E. 3 COVPANY-ACTI ON- LEVEL EVENT
1. "Company-action-|level event" neans any of the
fol | owi ng:

a. The filing of a risk-based capital report by an insurer
whi ch indicates either of the follow ng:

(1) For an insurer other than a Iife and health insurer,
the insurer's total adjusted capital is greater than or equa
to its regulatory-action-level risk-based capital but |ess
than its conpany-action-Ilevel risk-based capital

(2) For alife and health insurer, the insurer's tota
adjusted capital is greater than or equal to its conpany-
action-level risk-based capital but |ess than the product of
its authorized-control-1level risk-based capital and two and
one-hal f, and has a negative trend.

b. Notification by the comii ssioner to the insurer of an
adj usted risk-based capital report that indicates an event in
par agraph "a", provided the insurer does not challenge the
adj usted risk-based capital report and request a hearing
pursuant to section 521E. 7.

c. |If a hearing is requested pursuant to section 521E. 7,
notification by the comm ssioner to the insurer after the
hearing that the conmi ssioner has rejected the insurer's
chal | enge of the adjusted risk-based capital report indicating
an event in paragraph "a".

2. Upon the occurrence of a conpany-action-Ievel event,
the insurer shall prepare and submit to the comm ssioner a
ri sk-based capital plan which shall include all of the
fol | owi ng:

a. ldentification of the conditions which contributed to
t he conpany-action-1|evel event.

b. Proposed corrective actions which the insurer intends
to inmplenment and which are expected to result in the
elimnation of the conpany-action-|evel event.

c. Projections of the insurer's financial results for the
current year and at |east the four succeeding years, including
projections of statutory operating income, net inconeg,
capital, and surplus. Projections shall be provided assum ng
the absence of the proposed corrective actions and assum ng
the inplenentati on of the proposed corrective actions. The
proj ections for both new and renewal business may include
separate projections for each mgjor line of business and
separately identify each significant inconme, expense, and
benefit conponent.

d. ldentification of the prinmary assunptions inpacting the
insurer's projections and the sensitivity of the projections
to the assunptions.
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e. ldentification of the quality of, and probl ens
associ ated with, the insurer's business, including but not
limted to its assets, anticipated business growh and
associ ated surplus strain, extraordinary exposure to risk, mx
of business, and use of reinsurance, if any, in each case.

3. The risk-based capital plan shall be submtted within
forty-five days of the conpany-action-level event, or, if the
i nsurer requests a hearing pursuant to section 521E. 7 for the
pur pose of challenging the adjusted risk-based capital report,
within forty-five days after notification to the insurer that
the conmi ssioner, after hearing, has rejected the insurer's
chal | enge.

4. Wthin sixty days after the subm ssion by an insurer of
a risk-based capital plan to the conmi ssioner, the
conmi ssioner shall notify the insurer whether the risk-based
capital plan shall be inplenented or, in the judgnent of the
comm ssioner, is unsatisfactory. |[|f the conm ssioner
determ nes the risk-based capital plan is unsatisfactory, the
notification to the insurer shall set forth the reasons for
the deternination, and nay set forth proposed revisions which
in the judgnment of the conm ssioner will render the risk-based
capital plan satisfactory. Upon the receipt of notification
fromthe comi ssioner pursuant to this subsection, the insurer
shal | prepare a revised risk-based capital plan, which may
i ncorporate by reference any revisions proposed by the
conmmi ssioner, and subnmit the revised risk-based capital plan
to the conmissioner within forty-five days of the receipt of
notification fromthe comi ssioner of the conm ssioner's
determ nation that the risk-based capital plan is
unsatisfactory, or, if the insurer requests a hearing pursuant
to section 521E. 7 for the purpose of challenging the
commi ssioner's determination, within forty-five days after
notification to the insurer that the conmi ssioner, after
hearing, has rejected the insurer's chall enge.

5. After notification of the insurer by the conm ssioner
that the insurer's risk-based capital plan or revised risk-
based capital plan is unsatisfactory, the conm ssioner, at the
commi ssioner's discretion and subject to the insurer's right
to a hearing pursuant to section 521E. 7, may specify in the
notification that the notification constitutes a regul atory-
action-level event.

6. A donestic insurer that files a risk-based capital plan
or revised risk-based capital plan with the conm ssioner shal
file a copy of the risk-based capital plan or revised risk-
based capital plan with the insurance comm ssioner in a state
in which the insurer is authorized to do business if both of
the foll owi ng apply:

a. The other state has a provision substantially simlar
to section 521E. 8, subsection 1, with respect to the
confidentiality and availability of such plans.

b. The insurance comi ssioner of that state has notified
the insurer in witing of its request to receive a copy of the
ri sk-based capital plan or revised risk-based capital plan
Upon receipt of the witten request, the insurer shall file a
copy of the risk-based capital plan or revised risk-based
capital plan with the requesting conm ssioner by no later than
the later of the follow ng:

(1) Fifteen days fromthe receipt of the witten request.

(2) The date on which the risk-based capital plan or

revi sed risk-based capital plan is filed pursuant to
subsection 3 or 4, as applicable.

Sec. 12. NEW SECTION. 521E. 4 REGULATORY-ACTI ON- LEVEL
EVENT.

1. "Regul atory-action-level event" neans any of the
fol | owi ng:

a. The filing of a risk-based capital report by the
i nsurer which indicates that the insurer's total adjusted



capital is greater than or equal to its authorized-control -
| evel risk-based capital but less than its regul atory-action-
| evel risk-based capital

b. Notification by the comri ssioner to an insurer of an
adj usted risk-based capital report that indicates the event in
par agraph "a", provided the insurer does not challenge the
adj usted risk-based capital report and request a hearing
pursuant to section 521E. 7.

c. After a hearing pursuant to section 521E. 7,
notification by the conmm ssioner to the insurer that the
commi ssioner has rejected the insurer's challenge of the
adj usted risk-based capital report indicating the event in
par agraph "a".

d. Failure of the insurer to file a risk-based capita
report by the filing date, unless the insurer has provided an
explanation for the failure which is satisfactory to the
commi ssioner and has cured the failure within ten days after
the filing date.

e. Failure of the insurer to submt a risk-based capita
plan to the conmi ssioner within the tine period set forth in
section 521E. 3, subsection 3.

f. Notification by the comm ssioner to the insurer of both
of the follow ng

(1) The risk-based capital plan or revised risk-based
capital plan submtted by the insurer, in the judgment of the
commi ssioner, is unsatisfactory.

(2) Notification pursuant to this paragraph constitutes a
regul atory-action-1evel event with respect to the insurer,
provi ded the insurer has not chall enged the determ nation
pursuant to section 521E. 7, subsection 7.

g. After a hearing pursuant to section 521E. 7,
notification by the conm ssioner to the insurer that the
commi ssioner has rejected the insurer's challenge of the
determ nati on nmade by the commi ssioner pursuant to paragraph
B

h. Notification by the conm ssioner to the insurer that
the insurer has failed to adhere to the insurer's risk-based
capital plan or revised risk-based capital plan, but only if
the failure has a substantial adverse effect on the ability of
the insurer to elimnate the conpany-action-Ievel event
pursuant to the insurer's risk-based capital plan or revised
ri sk-based capital plan and the comm ssioner has so stated in
the notification. However, notification by the comr ssioner
pursuant to this paragraph does not constitute a conpany-
action-level event if the insurer has challenged the
determ nati on of the comn ssioner pursuant to section 521E. 7.

i. After a hearing pursuant to section 521E. 7
notification by the conm ssioner to the insurer that the
commi ssioner has rejected the insurer's challenge of the
conmi ssioner's determination pursuant to paragraph "h"

2. In the event of a regulatory-action-level event the
commi ssioner shall do all of the follow ng

a. Require the insurer to prepare and submit a risk-based
capital plan or a revised risk-based capital plan, as
appl i cabl e.

b. Performan exam nation or analysis of the assets,
liabilities, and operations of the insurer, including a review
of its risk-based capital plan or revised risk-based capita

pl an, as deenmed necessary by the conm ssioner.

c. Subsequent to the examination or analysis pursuant to
paragraph "b", issue a corrective order.

3. In determining the corrective actions to be specified,

t he conmi ssioner shall take into account factors the
conmmi ssi oner deens to be relevant with respect to the insurer
based upon the conm ssioner's exam nation or analysis of the
assets, liabilities, and operations of the insurer, including
but not Iimted to, the results of any sensitivity tests



undert aken pursuant to the risk-based capital instructions.
The risk-based capital plan or revised risk-based capital plan
shal|l be submitted within forty-five days after the occurrence
of the regulatory-action-Ilevel event, except as follows:

a. |If the insurer challenges an adjusted risk-based
capital report pursuant to section 521E. 7, and in the judgment
of the commissioner the challenge is not frivolous, within
forty-five days after the notification to the insurer that the
conmi ssioner, after a hearing pursuant to section 521E. 7, has
rejected the insurer's chall enge.

b. If the insurer challenges a revised risk-based capita
pl an pursuant to section 521E.7, and in the judgnent of the
commi ssioner the challenge is not frivolous, within forty-five
days after the notification to the insurer that the
commi ssioner, after a hearing pursuant to section 521E. 7, has
rejected the insurer's chall enge.

4. The conmmi ssioner nmay retain actuaries, investnent
experts, and other consultants as deenmed necessary by the
commi ssioner to review the insurer's risk-based capital plan
or revised risk-based capital plan; exam ne or analyze the
assets, liabilities, and operations of the insurer; and assi st
in the fornmulation of the corrective order with respect to the
insurer. Fees of the actuaries, investnment experts, or other
consul tants retained by the conm ssioner shall be paid by the
i nsurer subject to the review or exam nation

Sec. 13. NEWSECTION. 521E. 5 AUTHORI ZED- CONTROL- LEVEL
EVENT.

1. "Authorized-control-level event" means any of the
fol | owi ng:

a. The filing of a risk-based capital report by the
i nsurer which indicates that the insurer's total adjusted
capital is greater than or equal to its nandatory-control -
| evel risk-based capital but less than its authorized-control -
| evel risk-based capital

b. Notification by the commi ssioner to an insurer of an
adj usted risk-based capital report that indicates the event in
paragraph "a", provided the insurer does not challenge the
adj usted risk-based capital report and request a hearing
pursuant to section 521E. 7.

c. After a hearing pursuant to section 521E. 7,
notification by the conm ssioner to the insurer that the
commi ssioner has rejected the insurer's challenge of the
adj usted risk-based capital report indicating the event in
paragraph "a".

d. Failure of the insurer to respond to a corrective order
in a nmanner satisfactory to the comm ssioner, unless the
i nsurer has chall enged the corrective order pursuant to
section 521E. 7

e. Failure of the insurer to respond to the corrective
order in a manner satisfactory to the comn ssioner after the
i nsurer has chall enged the corrective order pursuant to
section 521E. 7, and the conm ssioner, after a hearing pursuant
to section 521E. 7, has rejected the challenge or nodified the
corrective order.

2. In the event of an authorized-control-level event the
conmi ssi oner shall do either of the foll ow ng:

a. Take action as required pursuant to section 521E. 4 in
the sane nanner as if a regulatory-action-|level event has
occurred.

b. Take action as necessary to cause the insurer to be
pl aced under supervision or other regulatory control under
chapter 507C, if the comnr ssioner deens such action to be in
the best interests of the policyholders and creditors of the
insurer and of the public. |If the comm ssioner takes action
pursuant to this paragraph, the authorized-control-Ilevel event
i s deenmed sufficient grounds for the comm ssioner to take
action pursuant to chapter 507C, and the conm ssioner has the



rights, powers, and duties with respect to the insurer as set
forth in chapter 507C. |If the conmi ssioner takes action under
this paragraph pursuant to an adjusted risk-based capital
report, the insurer is entitled to the protections afforded to
i nsurers under the provisions of chapter 17A relating to
sumary proceedi ngs.

Sec. 14. NEWSECTION. 521E. 6 MANDATORY- CONTROL- LEVEL
EVENT.

1. "Mandatory-control-level event" neans any of the
foll owi ng events:

a. The filing of a risk-based capital report which
indicates that an insurer's total adjusted capital is |ess
than its nandatory-control-1level risk-based capital

b. Notification by the comrissioner to an insurer of an
adj usted risk-based capital report that indicates the event in
paragraph "a", provided the insurer does not challenge the
adj usted risk-based capital report and request a hearing
pursuant to section 521E. 7.

c. After a hearing pursuant to section 521E. 7,
notification by the comm ssioner to the insurer that the
conmi ssioner has rejected the insurer's challenge of the
adj usted risk-based capital report indicating the event in
paragraph "a".

2. In the event of a mandatory-control-1level event the
conmi ssioner shall do the follow ng

a. Wth respect to a life insurer, take action as
necessary to place the insurer under supervision or other
regul atory control under chapter 507C. |[|f the conm ssioner
takes action pursuant to this paragraph, the nandatory-
control -1evel event is deened sufficient grounds for the
commi ssioner to take action pursuant to chapter 507C, and the
commi ssi oner shall have the rights, powers, and duties with
respect to the insurer as set forth in chapter 507C. If the
commi ssi oner takes action pursuant to an adjusted risk-based
capital report, the insurer is entitled to the protections of
chapter 17A pertaining to summary proceedi ngs.

Not wi t hst andi ng the provi sions of this paragraph, the
commi ssi oner may forego any action pursuant to this paragraph
for up to ninety days after the mandatory-control-1evel event
if the comm ssioner finds a reasonabl e expectation exists that
the mandatory-control -1 evel event may be elimnated within the
ni nety-day peri od.

b. Wth respect to a property and casualty insurer, take
action as necessary to place the insurer under supervision or
other regulatory control under chapter 507C, or, in the case
of an insurer which is no longer witing business and which is
running off its existing business, the comm ssioner may all ow
the insurer to continue its run-off under the supervision of
the conmi ssioner. |In either event, the nmandatory-control -
| evel event is deenmed sufficient grounds for the conmm ssioner
to take action under chapter 507C and the commi ssioner shal
have the rights, powers, and duties with respect to the
insurer as set forth in chapter 507C. |If the conm ssioner
takes action pursuant to an adjusted risk-based capita
report, the insurer is entitled to the protections of chapter
17A pertaining to summary proceedi ngs. Notw t hstanding the
provi sions of this paragraph, the conm ssioner may forego
action for up to ninety days after the mandatory-control -l eve
event if the conmi ssioner finds a reasonabl e expectation
exi sts that the mandatory-control -l evel event may be
elimnated within the ninety-day peri od.

Sec. 15. NEW SECTION. 521E. 7 CONFI DENTI AL HEARI NGS.

1. An insurer shall notify the comm ssioner of the
insurer's request for a confidential hearing within five days
after the occurrence of any of the foll ow ng:

a. Notification to an insurer by the conm ssioner of an
adj usted risk-based capital report.



b. Notification to an insurer by the comm ssioner of both
of the follow ng

(1) The insurer's risk-based capital plan or revised risk-
based capital plan is unsatisfactory.

(2) That the notification pursuant to this paragraph
constitutes a regul atory-action-level event with respect to
the insurer.

c. Notification to an insurer by the conm ssioner that the
insurer has failed to adhere to its risk-based capital plan or
revi sed risk-based capital plan and that the failure has a
substantial adverse effect on the ability of the insurer to
elim nate the conpany-action-level event in accordance with
its risk-based capital plan or revised risk-based capital
pl an.

d. Notification to an insurer by the comn ssioner of a
corrective order with respect to the insurer.

2. An insurer receiving a notification pursuant to
subsection 1 is entitled to a confidential hearing before the
i nsurance division, at which the insurer may chall enge a
determ nation or action by the conm ssioner. Upon receipt of
the insurer's request for a hearing, the comm ssioner shal
set a date for the hearing, which shall be no Iess than ten or
nore than thirty days after the date of the insurer's request.

Sec. 16. NEWSECTION. 521E. 8 CONFIDENTIALITY — USE OF
REPORTS AND | NFORVATI ON — PROHI BI TI ON ON ANNOUNCEMENTS —
PRCHI BI TI ON ON USE | N RATENMAKI NG

1. A risk-based capital report, to the extent the
information in the report is not required to be set forth in a
publicly avail abl e annual statenent schedule, or a risk-based
capital plan, including the results or report of any
exam nation or analysis of an insurer performed pursuant to
this chapter, and any corrective order issued by the
comm ssi oner pursuant to an examination or analysis, with
respect to a donestic insurer or foreign insurer, which are
filed with the comm ssioner, are deened not to be public
records under chapter 22 and are privileged and confidential.
This information shall not be nmade public and is not subject
to subpoena, other than by the comm ssioner, and then only for
the purpose of enforcenent actions taken by the comn ssioner
pursuant to this chapter or any other provision of the
i nsurance laws of this state.

2. The conparison of an insurer's total adjusted capita
to any of its risk-based capital levels is a regulatory tool
whi ch may indicate the need for possible corrective action
with respect to the insurer, and is not to be used as a neans
to rank insurers generally.

3. Except as otherw se required under this chapter or as
required of a publicly held conpany by the United States
securities and exchange conmi ssion or other regulatory agency,
the publication or dissenmination in any manner of an
announcenent or statenent which contains an assertion,
representation, or statenent with regard to the risk-based
capital levels of an insurer, or of a conponent derived in the
cal cul ation, by an insurer, agent, broker, or other person
engaged in any manner in the business of insurance which would
be misleading, is prohibited. However, if a materially false
statenment conparing an insurer's total adjusted capital to its
ri sk-based capital levels or a msleading conparison of any
other anpbunt to the insurer's risk-based capital levels is
publ i shed or disseminated in any manner and if the insurer is
abl e to denponstrate to the conm ssioner with substantial proof
that the statenent is false, misleading, or inappropriate, as
the case may be, the insurer may publish an announcement in a
witten publication for the sole purpose of rebutting the
materially fal se, msleading, or inappropriate statenent.

4. The risk-based capital instructions, risk-based capital
reports, adjusted risk-based capital reports, risk-based



capital plans, and revised risk-based capital plans shall be
sol ely used by the conm ssioner in nonitoring the solvency of
insurers and the need for possible corrective action with
respect to insurers. The risk-based capital instructions,

ri sk-based capital reports, adjusted risk-based capita
reports, risk-based capital plans, and revised risk-based
capital plans shall not be used by the conm ssioner for

rat emaki ng and shall not be considered or introduced as
evidence in any rate proceeding or used by the conm ssioner to
cal cul ate or derive any el enents of an appropriate prem um
level or rate of return for any line of insurance which an
insurer or any affiliate is authorized to wite.

5. Aviolation of this section by an insurer, agent,
broker, or other person engaged in any manner in the business
of insurance constitutes an unfair trade practice under
chapter 507B.

Sec. 17. NEWSECTION. 521E. 9 SUPPLEMENTAL PROVI SI ONS —
RULES — EXEMPTI ON.

1. The provisions of this chapter are supplenental to any
other provisions of the laws of this state, and shall not
preclude or limt any other powers or duties of the
commi ssi oner under such laws, including, but not limted to,
chapter 507C.

2. The conmi ssioner nay adopt rul es pursuant to chapter
17A necessary for the admi nistration of this chapter.

3. The conmi ssioner nmay exenpt fromthe application of
this chapter any donestic property and casualty insurer which
satisfies all of the follow ng:

a. Wites direct business only in this state.

b. Wites direct annual premiuns of one nillion dollars or
| ess.

c. Does not assume reinsurance in excess of five percent
of direct premuns witten.

Sec. 18. NEW SECTION. 521E.10 FORElI GN | NSURERS

1. A foreign insurer, upon the witten request of the
conmi ssi oner, shall subnmit to the comm ssioner a risk-based
capital report as of the end of the cal endar year just ended
by the later of the follow ng:

a. The filing date.

b. Fifteen days after the request is received by the
foreign insurer.

A foreign insurer, upon the witten request of the
commi ssi oner, shall pronptly subnit to the comni ssioner a copy
of any risk-based capital plan that is filed with the
i nsurance comm ssi oner of any other state.

2. In the event of a conpany-action-Ilevel event,
regul atory-action-level event, or authorized-control-Ieve
event with respect to a foreign insurer as determ ned under
the risk-based capital statute applicable in the state of
domcile of the insurer, or, if no risk-based capital statute
isin force in that state, under the provisions of this
chapter, and if the insurance conmi ssioner of the state of
domicile of the foreign insurer fails to require the foreign
insurer to file a risk-based capital plan in the manner
speci fied under that state's risk-based capital statute, or
if no risk-based capital statute is in force in that state,
pursuant to section 521E. 2, the conm ssioner may require the
foreign insurer to file a risk-based capital plan with the
comm ssioner. The failure of the foreign insurer to file a
ri sk-based capital plan with the conm ssioner shall be
sufficient grounds for the conm ssioner to order the insurer
to cease and desist fromwiting new insurance business in
this state.

3. In the event of a nmandatory-control-level event wth
respect to a foreign insurer, if a domciliary receiver has
not been appointed with respect to the foreign insurer under
the rehabilitation and |iquidation statute applicable in the



state of domicile of the foreign insurer, the comr ssioner may
make application to the district court as permtted under
chapter 507C with respect to the liquidation of property of
foreign insurers found in this state, and the occurrence of
the mandatory-control -1 evel event shall be considered adequate
grounds for the application.

Sec. 19. NEWSECTION. 521E. 11 | MVUNITY.

No liability shall arise on the part of, and no cause of
action shall arise against, the conm ssioner or the insurance
division or its enployees or agents for an action taken in the
exerci se of powers or performance of duties under this
chapter.

Sec. 20. NEWSECTION. 521E. 12 EFFECT OF NOTI CES

Notice by the conmmi ssioner to an insurer which nmay result
in regulatory action under this chapter is effective upon
being sent if transnmitted by certified mail, or in the case of
any other transm ssion is effective upon the insurer's receipt
of the notice

Sec. 21. APPLI CABILITY.

1. Notwithstanding the provisions of this Act, for risk-
based capital reports to be filed in 1997 by a life insurance
company, the follow ng shall apply:

a. The conmi ssioner shall take no regulatory action
pursuant to this chapter as the result of a risk-based capital
report which indicates a conpany-action-|evel event.

b. The conmi ssioner shall take the regulatory action
provi ded for under section 521E. 3 upon the submi ssion of a
ri sk-based capital report which indicates a regul atory-action-
| evel event under section 521E. 4, subsection 1, paragraph "a",
"b", or "c".

c. The commi ssioner shall take the regulatory action
provi ded for under section 521E. 4 upon the subm ssion of a
ri sk-based capital report which indicates a regul atory-action-
| evel event under section 521E. 4, subsection 1, paragraphs "d"
through "i".

d. The conmi ssioner shall take the regulatory action
provi ded for under section 521E. 5 upon the subm ssion of a
ri sk-based capital report which indicates a mandatory-control -
| evel event under section 521E. 6.

2. Notwi thstanding the provisions of this Act, for risk-
based capital reports to be filed in 1997 by a property and
casualty insurance conpany, the follow ng shall apply:

a. The conmi ssioner shall take no regulatory action
pursuant to this chapter as the result of a risk-based capital
report which indicates a conpany-action-|level event.

b. The conmi ssioner shall take the regulatory action
provi ded for under section 521E. 3 upon the subm ssion of a
ri sk-based capital report which indicates a regulatory action
| evel event under section 521E. 4, subsection 1, paragraph "a",
"b", or "c".

c. The conmi ssioner shall take the regulatory action
provi ded for under section 521E. 4 upon the submni ssion of a
ri sk-based capital report which indicates a regul atory-action-
| evel event under section 521E. 4, subsection 1, paragraphs "d"
through "i".

d. The commi ssioner shall take the regulatory action
provided for under section 521E.5 upon the subm ssion of a
ri sk-based capital report which indicates a mandatory contro
| evel event under section 521E. 6.

EXPLANATI ON
This bill relates to neasures of risk-based capital for
purposes of regulating insurance conpanies in this state. The
bill establishes a new chapter 521E
New section 515.12A is created and sections 508.5 (stock
life insurance conpany), 508.9 (nutual life insurance

conpany), 515.8 (insurance conpany other than life insurance
conpany), 515.10 (insurance conpany other than life insurance



conmpany), 515.12 (nutual insurance conpany other than nutua
I'ife insurance conpany), 515.69 (foreign stock insurance
conpany other than life insurance conpany), 515.76 (foreign
mut ual insurance conpany other than |life insurance conpany),
and 520.9 (reciprocals) are anended to provide that capital
and surplus requirements for insurers subject to those
sections are the greater of the capital and surplus

requi rements identified in those sections or the applicable
capital and surplus requirenments under chapter 521E

New section 521E. 1 establishes the definitions of terms
used in the bill

New section 521E. 2 requires a donestic insurer to annually
file with the comm ssioner a report of the insurer's risk-
based capital |evel as of the end of a calendar year. In
addition to the insurance conmm ssioner, the report is to be
filed with the national association of insurance conm ssioners
and with the insurance conm ssioner in each state in which the
i nsurance conpany is authorized to do business. The section
defines how the risk-based capital is deternined for a life
and health insurer, and a property and casualty insurer.

New section 521E. 3 establishes and defines a conmpany-
action-level event and the steps which the insurer nust take
as a result of the event.

New section 521E. 4 establishes and defines a regul atory-
action-level event and steps which the insurer nust take as a
result of the event.

New section 521E. 5 establishes and defines an authorized-
control -1evel event. Upon the occurrence of an authorized-
control -1evel event, the conm ssioner nmay take action in the
same manner as if a regul atory-action-Ilevel event has
occurred, or may take action to place the insurer under
supervi sion or other regulatory control.

New section 521E. 6 establishes and defines a nandatory-
control -1evel event. Upon the occurrence of a mandatory-
control -1evel event, the conmi ssioner is to take the necessary
action to place the insurer under supervision or other
regul atory control

New section 521E. 7 establishes the right of an insurer to
request a hearing upon receipt of the insurer of notification
by the commi ssioner of an adjusted risk-based capital report,
or notification by the conm ssioner that an insurer's risk-
based capital plan or revised risk-based capital plan is
unsatisfactory and that the notification constitutes a
regul atory-action-level event with respect to the insurer.

New section 521E. 8 provides that all risk-based capita
reports are confidential and provides that such reports are
not to be used or introduced as evidence with regard to any
rate proceeding. A violation of this section constitutes an
unfair trade practice

New section 521E. 9 exenpts a donestic property and casualty
insurer fromthe application of the chapter if the insurer
wites direct business only in this state, wites direct
annual prem unms of no nore than $1 million, and does not
assune reinsurance in an anobunt in excess of five percent of
the insurer's direct witten prem um

New section 521E. 10 establi shes the manner in which the
chapter applies to foreign insurers

New section 521E. 11 provides that the conm ssioner,

i nsurance division, and enpl oyees and agents of the division
do not incur liability as the result of any action taken in
the exercise of powers or perfornmance of duties under chapter
521E.

New section 521E. 12 provides that notice by the
commi ssioner to an insurer which may result in regulatory
action under chapter 521E is effective upon being sent if
transmitted by certified mail, or in the case of any other
transm ssion is effective upon the insurer's receipt of the



noti ce.
The | ast section of the bill provides for a phased-in
application of the bill

BACKGROUND STATEMENT
SUBM TTED BY THE AGENCY

Ri sk-based capital is a nmethod of measuring the m ni mum
anount of capital appropriate for an insurance conpany to
support its overall business operations in consideration of
its size and risk profile. It provides a nmeans of setting the
capital requirenent in which the degree of risk taken by the
insurer is the primary determinant. Mjor risk categories
i nclude asset risk, insurance risk, interest rate risk, credit
risk, underwiting risk, and business risk.

lowa's current capital and surplus standard is $5 mllion
Ri sk-based capital provides for additional capita
requi renents for those insurers which elect to assune greater
I evel s of risk

The bill requires an insurer to make an annual filing with
the insurance division detailing its risk-based capital |eve
and provides a nechanismfor the division to nonitor capita
| evel s and take appropriate regulatory action as necessary.

The bill applies to all domestic and foreign life/health
and property/casualty conpani es doing business in lowa. It
does not, however, apply to county or state mutual insurers
I'i censed under |owa Code chapter 518 or 518A, HMOs, or
fraternal benefit societies.
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