
SENATE BILL NO. 330 

INTRODUCED BY BECK, THOMAS, THAYER 

FEBRUARY 3, 1989 

FEBRUARY 11, 1989 

FEBRUARY 13, 1989 

FEBRUARY 14, 1989 

FEBRUARY 15, 1989 

FEBRUARY 16, 1989 

FEBRUARY 16, 1989 

FEBRUARY 20, 1989 

MARCH 3, 1989 

MARCH 6, 1989 

MARCH 7, 1989 

MARCH 11, 1989 

IN THE SENATE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON BUSINESS & INDUSTRY. 

FIRST READING. 

COMMITTEE RECOMMEND BILL 
DO PASS. REPORT ADOPTED. 

PRINTING REPORT. 

SECOND READING, DO PASS. 

ENGROSSING REPORT. 

THIRD READING, PASSED. 
AYES, 48; NOES, 0. 

TRANSMITTED TO HOUSE. 

IN THE HOUSE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON BUSINESS & ECONOMIC DEVELOPMENT. 

FIRST READING. 

COMMITTEE RECOMMEND BILL BE 
CONCURRED IN AS AMENDED. REPORT 
ADOPTED. 

SECOND READING, CONCURRED IN. 

THIRD READING, CONCURRED IN. 
AYES, 92; NOES, 4. 

RETURNED TO SENATE WITH AMENDMENTS. 

IN THE SENATE 

RECEIVED FROM HOUSE. 



MARCH 14, 1989 

MARCH 30, 1989 

APRIL 1, 1989 

APRIL 11, 1989 

APRIL 12, 1989 

SECOND READING, AMENDMENTS NOT 
CONCURRED IN. 

ON MOTION, CONFERENCE COMMITTEE 
REQUESTED AND APPOINTED. 

ON MOTION, CONFERENCE COMMITTEE 
DISSOLVED. 

ON MOTION, FREE CONFERENCE COMMITTEE 
REQUESTED AND APPOINTED. 

IN THE SENATE 

SECOND READING, FREE CONFERENCE 
COMMITTEE REPORT ADOPTED. 

THIRD READING, FREE CONFERENCE 
COMMITTEE REPORT ADOPTED. 

IN THE HOUSE 

SECOND READING, FREE CONFERENCE 
COMMITTEE REPORT ADOPTED. 

IN THE SENATE 

SENT TO ENROLLING. 

REPORTED CORRECTLY ENROLLED. 
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INTRODUCED BY 

A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING THE 

LAWS RELATING TO THE INSURANCE INDUSTRY; AUTHORIZING THE 

COMMISSIONER OF INSURANCE TO SUSPEND OR REVOKE AN INSURER'S 

CERTIFICATE OF AUTHORITY FOR FAILURE TO EMPLOY ONLY LICENSED 

INSURANCE AGENTS OR FAILURE TO SUPERVISE ITS INSURANCE 

AGENTS; REQUIRING HOLDING COMPANY SYSTEMS TO REGISTER 

PROPERLY AND TO PROVIDE ACCURATE INFORMATION TO THE 

COMMISSIONER OF INSURANCE ABOUT THEIR AFFILIATED COMPANIES' 

TRANSACTIONS; MODIFYING THE LAWS ALLOWING CREDIT FOR 

REINSURANCE; AND AMENDING SECTIONS 33-2-119, 33-2-1103, 

33-2-1105, 33-2-1106, 33-2-1111, 33-2-1113, 33-2-1120, AND 

33-2-1205, M.CA. II 

STATEMENT OF INTENT 

A statement of intent is required for this bill because 

[section 6(2)(a)(ii)(E)} authorizes the commissioner of 

insurance of the state of Montana to specify by rule a 

material transaction that adversely affects the interests of 

an insurer's policyholders and [section 8(9)] allows the 

commissioner to adopt rules implementing (sect ions 1 thrmigh 

8). The legislature intends that the rules the conunissioner 

adopts to implement this bill be designed principally to 

~ ...... ,, ..... ,_""'' 
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1 protect Montana insurance consumers. 

2 

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

4 Section 1. Section 33-2-119, MCA, is amended to read: 

5 "33-2-119. Suspension or revocation for violations and 

6 special grounds. (1) The conunissioner may, in his 

7 discretion, suspend or revoke an insurer's certificate of 

8 authority if, after a hearing thereon, he finds that the 

9 insurer has: 

10 (a) violated any lawful order of the commissioner or 

11 any provision of this code other than those for which 

12 suspension or revocation is mandatory; 

13 (b} reinsured more than 90% of its risks resident, 

14 located, or to be performed in Montana, in another insurer. 

15 In considering suspension or revocation, the commissioner 

16 shall consider all relevant factors, including whether: 

17 (i) after the reinsurance transaction all parties will 

18 be in compliance with Montana law; and 

19 (ii) the transaction will substantially reduce 

20 protection and service to Montana policyholders~l 

21 (c) transacted insurance in this state through an 

22 insurance agent who is not licensed under Title_ 33, ~-h_aE._t~r_ 

23 17; or 

24 (d) failed to supervise its insurance agents 

25 reasonably to assure -~h~ir compliance with t~_L~ codP..~ 

-2- INTRODUCED BILL 
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(2) The commissioner shall, after a hearing thereon, 

suspend or revoke an insurer's certificate of authority if 

he finds that the insurer·: 

(a) is in unsound condition or in such condition or 

using such methods or practices in the conduct of its 

business as to render its further transaction of insurance 

in Montana injurious or hazardous to its policyholders or to 

the public; 

(b) has refused to be examined or to produce its 

accounts, records, and files for examination or if any of 

its officers have refused to give information with respect 

to its affairs, when required by the commissioner; 

(c) has failed to pay any final judgment rendered 

against it in Montana within 30 days after the judgment 

became final; 

(d) with such frequency as to indicate its general 

business practice in Montana, has without just cause refused 

to pay ~ proper eia~m~ claim arising under its policies, 

whether a~y-~~eh the claim is in favor of an insured or is 

in favor of a third person with respect to the liability of 

an insured to ~~eh the third person, or without just cause 

compels ~tteh the insured or claimant to accept less than the 

amount due them him or to employ attorneys or to bring suit 

against the insurer or ~~eh--en insured to secure full 

payment or settlemen~ of such the claims; 
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(e) is affiliated with and under the same general 

management or interlocking directorate or ownership as 

another insurer which transacts direct insurance in Montana 

without having a certificate of authority therefor, except 

as permitted as to a surplus lines insurer under part 3 of 

this chapter. 

(3) The commissioner may, in his discretion and 

without advance notice or a hearing thereon, immediately 

suspend the certificate of authority of any insurer as to 

which proceedings for receivership, conservatorship, 

rehabilitation, or other delinquency proceedings have been 

conunenced in any state." 

Section 2. Section 33-2-1103, M.CA, is amended to read: 

"33-2-1103. Additional investment authority 

exemption from other investment restrictions 

determination of qualification divestiture. ( 1) In 

addition to investments in common stock, preferred stock, 

debt obligations, and other securities permitted under this 

part, a domestic insurer may also: 

(a) invest, in common 

obligations, and other 

stock, preferred stock, 

securities of one or 

debt 

more 

subsidiaries, amounts which do not exceed the lesser of 5~ 

10% of ~~en the insurer's assets or 50% of ~tleh the 

insurer's surplus as regards policyholders, provided that 

after stleh the investments the insurer's surplus as regards 

-4-
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policyholders will be reasonable in relation to the 

its 

the 

insurer's outstanding liabilities and adequate to 

amount of ~Heh financial needs. In calculating the 

investments, there ~ha~t must be included total net money~ 

money or other consideration expended and obligations 

assumed in the acquisition or formation of a subsidiary, 

including all organizational expenses and contributions to 

capital and surplus of ~~eh the subsidiary, whether or not 

represented by the purchase of capital stock or issuance of 

other securities, and all amounts expended in acquiring 

additional common stock, preferred stock, debt obligations, 

and other securities and all contributions to the capital or 

surplus of a subsidiary subsequent to its acquisition or 

formation. 

(b) if the insurer's total liabilities, as calculated 

for national association of insurance commissioners annual 

statement purposes, are less than 10% of assets, invest any 

amount in common stock, preferred stock, debt obligations, 

and other securities of one or more subsidiaries, provided 

that after ~tle~ the investment the insurer's surplus as 

regards policyholders, considering s~~~ the investment as if 

it were a disallowed asset, will be reasonable in relation 

to the insurer's outstanding liabilities and adequate to its 

financial needs; 

(c) invest any amount in common stock, preferred 
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stock, debt obligations, and other securities of one or more 

agrees to 

~t1eh the 

subsidiaries, provided that each ~ne~ subsidiary 

limit its investments in any asset so that 

investments will not cause the amount of the total 

investment of the insurer to exceed any of the investment 

limitations specified in this section. The total investment 

of the insurer ~hs~T ~ include: 

(i) any direct investment by the insurer in an asset; 

(ii) the insurer's proportionate share 

investment in an asset by any subsidiary of the 

which ~~ai:l--be is calculated by multiplyu1g the 

the subsidiary's investment by the percentaqe 

insurer's ownership of such subsidiary. 

(d) with the approval of the commissioner, 

of any 

insurer, 

amv-.~nt. of 

of the 

1nvest any 

a greater amount in coiTUTion stock, preferred stock, debt 

obligations, or other securities of one or more 

subsidiaries, provided that after ~tteh the investment, the 

insurer's 

reasonable 

surplus as 

in relation 

regards 

to the 

policyholders will be 

insurer's outstanding 

liabilities and adequate to its financial needs7~ 

tet--invese--eny--amettnt-in-the-eemmon-~tee~,-prefe~red 

~toekt--debt--ebT±~ation~,--e~--other--~eetlr±t±e~----o£---aMy 

sttb~idiary--~x~itlsive±y--e~9aqed--±~--heldin9--titi:e--to--e~ 

~oidin9-tit%e-to-and-managing-o~-Oeve±op±n9-~ea~-or-pe~~onat 

prorerty-±£,-afte~-eon~ide~in9-a~-a-di~6l±owed-a~~et-~o-mtleh 
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o£-the-~n~estmeftt-a~-is--represented--~y--~ttbsidiary--aseets 

whteh-~~-held-di~ee~Zy-by-~he-ins~rer-wottid-be-eonsidered-8s 

a---d~sa%iowed--asset,--~he--ins~rer~s--sttrp%~s--as--~egards 

poi~eyheiders--wiii--be--reasonabie--in--reiat±o~---te---the 

ins~rer~s---o~tstanding--liaeiiitie~--e~d--adeq~ate--to--it~ 

£ineneiai-needs-and-i£-£oliowin9-Stleh-in~estment-a±!--~otinq 

see~rities-o£-SHeh-scbsidiary-wouid-be-owned-by-the-insttrer~ 

(2) Investments in common stock, preferred stock, debt 

obligations, or other securities of subsidiaries made 

pursuant to subsection (1) hereof are not subject to any of 

the otherwise applicable restrictions or prohibitions 

contained in this part applicable to such investments of 

insurers. 

(3) Whether any investment pursuant to subsection (1) 

meets the applicable requirements thereof is to be 

determined immediately after ~tleh the investment is made, 

taking into account the then outstanding principal balance 

on all previous investments in debt obligations and the 

value of all previous investments in equity securities as of 

the date they were made. 

( 4 I If an insurer ceases to control a subsidiary, it 

shall dispose of any investment therein made pursuant to 

this section within 3 years from the time of the cessation 

of control or within such further time as the commissioner 

may prescribe, unless at any time after ~tleh the investment 
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shail--have-been is made, stteh the investment ~ha~~-ha~~-m~t 

~ the requirements for investment under any other 

section of this part and the insurer has notified the 

commissioner thereof." 

Section 3. Section 33-2-1105, MCA, is amended to read: 

"33-2-1105. Approval by commissioner hearings 

notice. (1) The commissioner shall approve any merger or 

other acquisition of control referred to in 33-2-1104(1) 

unless, after a public hearing thereon, he finds that: 

(a) after the change of control the domestic insurer 

referred to in 33-2-1104(1} would not be able to satisfy the 

requirements for the issuance of a license to write the line 

lines of insurance for which it is presently licensed; or 

(b) the effect of the merger or other acquisition of 

control would be substantially to lessen competition in 

1nsurance in this state or tend to create a monopoly 

therein; 

(c) the financial condition of any acquiring party ~~ 

the ~Heh-e~ might jeopardize the financial stability of 

insurer or prejudice the interest of its policyholders or 

the interests of any remaining securityholders who are 

unaffiliated with ~tteh the acquiring party; 

(d) the terms of the offer, request, invitation, 

agreement, or acquisition referred to in 33-2-1104(1) 

unfair and unredsonable to the securityholders of 

-8-
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insurer; 

(e) the plans or proposals which the acquiring party 

has to liquidate the insurer, sell its assets or consolidate 

or merge it with any person, or to make any other material 

change in its business or corporate structure or management 

are unfair and unreasonable to policyholders of the insurer 

and not in the public interest; 

(f) the competence, experience, and integrity of those 

persons who would control the operation of the insurer are 

such that it would not be in the interest of policyholders 

of the insurer and of the public to permit the merger or 

other acquisition of control. 

(2) The public hearing referred to in subsection (1) 

~ha%% ~~~ be held within 30 days after the statement 

required by 33-2-1104(1) is filed, and at least 20 days 

notice thereof ~hell must be given by the commissioner to 

the pers-on filing the statement. Not less than 7 days' 

notice of ~~en the public hearing sha*~ ~ust be given by the 

person filing the statement to the insurer and to ~~en other 

persons as may be designated by the commissioner. The 

insurer shall give ~oeh notice to its securityholders. The 

commissioner shall make a determination within 30 days after 

the conclusion of ~tleh the hearing. At stleh the hearing, the 

person filing the statement, the insurer, any person to whom 

notice of hearing was sent, and any other person whose 

-9-
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l interests may be affected thereby sha%1-have has the right 

2 to present evidence, examine and cross-examine witnesses, 

3 and offer oral and written arguments and in connection 

4 therewith shall--be is entitled to conduct discovery 

5 proceedings in the same manner as is presently allowed in 

6 the district court of this state. All discovery proceedings 

7 ~ha~l must be concluded not later than 3 days prior to the 

8 commencement of the public hearing. 

9 {3) All statements, amendments, or other material 

10 filed pursuant to subsections {l) through (4) of 33-2-1104 

11 and all notices of public hearings held pursuant to 

12 subsection {l) ~hall must be mailed by the insurer to its 

13 shareholders within 5 business days after the insurer has 

14 received ~~eh the statements, amendments, other material, or 

15 notices. The expenses of mailing ~ha~t must be borne by the 

16 person making the filing. As security for the payment of 

17 ~tteh the expenses, sttch the person shall file with the 

18 commissioner an acceptable bond or other deposit 1n an 

19 amount to be determined by the commissioner. 

20 l!l__The commissioner may retain at the acquir~~ 

21 party's expense any attorneys, actuarie.s, accountants,_anc!_ 

22 other expects not otherwise a par~.of the commissioner's . -----

23 staff as may be reasonably nece~sary to assist the -------

24 commissioner in reviewin~ the proposed acquisition of 

25 control. 11 
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Section 4. Section 33-2-1106, MCA, is amended to read: 

•JJ-2-1106. Exemptions -- violations -- jurisdiction. 

(1) The provisions of 33-2-1104, 33-2-1105, and this section 

shall do not apply to~ 

tat--8ny--o£fer~,-r~qHe~~~~-inv~tations,-a9reement~,-or 

aeq~isitien~-by-the-person-~ererred-to-in-sHbse~tion-t%t--oE 

33-2-~±94--o£--eny-•oting-seettrity-re£erred-to-in-sHb~eet±on 

tit--of--33-~-±±64---whieh,---±mmediateiy---prior---to---the 

~onsHmmation--of-sneh-offer,-reqttest,-invitation,-agreement, 

or-aeqtti~±tion7-was-not-i~stted-end-otttstandin9~ 

tbt--eny an offer, request, invitation, agreement, or 

acquisition which the commissioner by order shall exempt 

therefrom as: 

t~t~ not having been made or entered into fo~ the 

purpose and not having the effect of changing or influencing 

the control of a domestic insurer; or 

t~~t~ otherwise not comprehended within the purposes 

of 33-2-1104 and 33-2-1105. 

( 2) The following shaH---be are violations of 

33-2-1104, 33-2-1105, and this section: 

(a) the failure to file any statement, amendment, or 

other material required to be filed pursuant to subsections 

(l) through (4) of 33-2-1104; 

(b) the effectuation or any attempt to effectuate an 

acquisition of control of or merger with a domestic insurer 
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unless the commissioner has given his approval thereto. 

(3) The courts of this state are hereby vested with 

jurisdiction over every person not resident, domiciled, or 

authorized to do business in this state who files a 

statement with the commissioner under 33-2-1104 and over all 

actions involving eHeh the person arising out of violations 

of 33-2-1104, 33-2-1105, and this section, and each such 

person ~ha~i-be-deemed is considered to have performed acts 

equivalent to and constituting an appointment by such a 

person of the commissioner to be his true and lawful 

attorney upon whom may be served all lawful proces~ .:..n any 

action, suit, or proceeding arising out of violations of 

this section. Copies of all such lawful process ~hail must 

be served on the commissioner and transmitted by registered 

or certified mail by the commissioner to Stleh the person at 

his last=known add~ess.'' 

Section 5. Section 33-2-1111, MCA, is amended to read: 

"33-2-1111. Registration of insurers -- requisites 

termination. (l) Every insurer which is authorized to do 

business in this state and which is a member of an insurance 

holding company system shall register with the commissioner, 

except a foreign insurer subject tu disclosure requirements 

and standards adopted by statute or regulation in the 

jurisdiction of its domicile which are substantially similar 

to tho~e contained in this section. Any insurer which is 

-12-
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section shall register 

1971, or 15 days after it 

becomes subject to registration, whichever is later, unless 

the commissioner for good cause shown extends the time for 

registration, and then within such extended time. The 

commissioner may require any authorized insurer which is a 

member of a holding company system which is not subject to 

registration under this section to furnish a copy of the 

registration statement or other information filed by such 

insurance company with the insurance regulatory authority of 

domiciliary jurisdiction. 

(2) Every insurer subject to registration shall file 

with the commissioner, on or before April 30 each year, a 

registration statement on a form provided by the 

commissioner, which ~he~~ must contain current information 

about: 

(a) the capital structure, general financial 

condition, ownership, and management of the insurer and any 

person controlling the insurer; 

(b} the identity of every member of the insurance 

holding company system; 

(c) the following agreements in force, relationships 

subsisting, and transactions currently outstanding between 

such insurer and its affiliates: 

( i) loans, other investments, or purchases, sales, or 
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exchanges of securities of the affiliates by the insurer or 

of the insurer by its affiliates; 

(ii) purchases, sales, or exchanges of assets; 

{iii) transactions not in the ordinary course 

business; 

of 

(iv) guaranties or undertakings for the benefit of an 

affiliate which result in an actual contingent exposure of 

the insurer's assets to liability, other than insurance 

contracts entered into in the ordinary course of the 

insurer's business; 

(v) all management and service contracts and all 

cost-sharing arrangements, other than cost allocation 

arrangements 

principles; 

based upon generally accepted accounting 

(vi) reinsurance agreements covering all or 

substantially all of one or more lines of insurance of the 

ceding company; 

(vii) dividends 

shareholders; and 

and other distributions to 

{viii} consolidated tax allocation agreements; 

(d) any pledge of the insurer's st~ck, including stock 

of a subsidiary or controlling affiliate for a loan made to 

a member o~ the insurance holding company system; 

te:-t~ all matters concerning transactions between 

registered insurers and any affiliates as may be included 

-14-
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from time to time in any registration forms adopted or 

approved by the commissioner. 

(3) A registration statement must contain a summary 

outlining each item in the current registration statement 

that re~resents a change from the prior registration 

statement. 

t3ti!l No information need be disclosed on the 

registration statement filed pursuant to subsection (2) if 

such information is not material for the purposes of this 

section. Unless the commissioner by rule or order p~;ovides 

otherwise, sales, purchases, exchanges, loans or extensions 

of credit, or investments involving 1/2 of 1% or less of an 

insurer's admitted assets as of December 31 next preceding 

~~eii ~ not be deemed material for purposes of this 

section. 

.{2_) _A person within an insurance holding company 

system subject to registration shall~vide complete and 

accurate information to an insurer if the information is 

reasonably necessary to enable the insurer to comply with 

Title 33, chapter 2, part 11. 

t4t~ Each registered insurer shall keep current the 

information required to be disclosed in its registration 

statement by reporting all material changes or additions on 

amendment forms provided by the commissioner within 15 days 

·after the end of the month in which it learns of each such 
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change or addition,~ p~ovided7 --however 7--~ha~-sttbje~t-eo 

Except as provided in 33-2-1114, each registered insurer 

shall so report all dividends and other distributions to 

shareholders within 2 business days following the 

declaration thereof. 

tStill The corrunissioner shall terminate the 

registration of any insurer which demonstrates that it no 

longer is a member of an insurance holding company system. 

t6tl!l The commissioner may require or allow two or 

more affiliated insurers subject to registration hereunder 

file consolidated registration or statemPnt 
to a 

consolidated reports amending their consolidated 

registration statement or their individual registration 

statements. 

t~t~ The commissioner may allow an insurer which is 

authorized to do business in this state and which is part of 

an insurance holding company system to register on behalf of 

under any affiliated insurer which is required to register 

subsection (1) and to file all information and material 

required to be filed under this section." 

Section 6. section 33-2-1113, MCA, is amended to read: 

"33-2-1113. Transactions with affiliates -- standards. 

(1) Material transactions by registered insurers with their 

affiliates ~hall-be are subject to the following standards: 

(a) The terms 8haT~ must be fair and reasonable. 

-16-
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(b) Charges or fees for services performed must be 

reasonable. 

~xpenses incurred and payments rece_~ved must be 

allocated to the insurer in conformity with customary 

insurance accounting practices consistentl1 applied. 

tbt~ The books, accounts, and records of each party 

~~ail must be so maintained as to clearly and accurately 

disclose the precise nature and details of the transactions~ 

including such accounting information as is necessary to 

support the reasonableness of the charges or fees _to the 

respective parties. 

tet~ The insurer's surplus as regards policyholders 

following any dividends or distributions to shareholder 

affiliates sna±t must be reasonable in relation to the 

insurer's outstanding liabilities and adequate to 

financial needs. 

(2) (a) The following transactions involving 

its 

a 

domestic insurer and a person in its holding company system 

~at be entered into unless the insurer has notified the 

commissioner_in writing of its intention to enter into a 

transaction and the commissioner has not disapproved it 

within at le~st 30 days _prior to the transaction, or a 

shorter period as the commissioner may permit: 

(i) sales, purchases, exchanges, loans or extensions 

of credit, guaranties, or investments if, as of the prior 
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December 31, the transactions are equal to or exceed: 

(A) with respect to insurers other than life insurers, 

the lesser of 3% of the insurer's admitted assets or 25\ of 

its surplus as regards policyholders; and 

(B) with respect to life insurers, 3\ of the insurer's 

admitted ~ssets; 

(i!) loans or extensions of credit to a person who is 

not an affiliate if the insurer makes the loans or 

extensions of credit with the agreement or und~rstanding 

that the proceeds of the transactions, l_~w___!!~~o:r i!!_ 

substantial part, are to be used to make loans or --~-~~_sio~ 

of credit to, to purchase assets of, or to mak~inv~stments 

in an affiliate of the insurer making the loans or 

extensions of credit if such tran?actions, as of the prior 

Decem_ber 31, are equal to or exc_:_eed: 

(A) with respect to insurers other than life insurers, 

the lesser of 3% of the insurer's admitted assets or 25% of 

its surplus as regards policyholdetsi 

{B) with respect to life insurers. 3% of t~e insurer's 

admitted assets; 

(C) reinsurance agreements or modifications to 

reinsurance agreements in which the reinsurance premium_~ 

change in the insurer's ~iabilities equ~ls or excee~s 5% of 

the insurer's surplus as regards policyholders, as of the 

prior December 31, including thos~-~~_s t_hat may 

-18-
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require as consideration the transfer of assets from an 

insurer to a nonaffiliate, if an agreement or understanding 

exists between the insurer and nonaffiliate that a portion 

of the assets will be transferred to one or more affiliates 

of the insurer; 

(D) all management agreements, service contracts, and 

cost-sharing arrangements; and 

(E) any material transactions, specif_ied by rule, that 

the corrunissioner determines may adversely affe~~ the 

interests of the insurer's policyholders. 

{b) Nothing in this subsection {2) -~_considered to 

authori~e or permit a transaction that, in the case of an 

insurer that is not a member of the same holding company 

system, would otherwise be contrar.y to law. 

(3) A domestic insurer ~ ~~!-- enter into a 

transaction that is part ~~~lan or series of like 

transactions with a person within the holding company system 

if the purpose of those separate transactions is to avoid 

the statutory threshold amount review. If the commissioner 

determines that the separate transactions were entered i~to 

over a 12-month_l2.~i_od -~or the purpose of evading review, he 

may exercise his au~!!.~E.ity under 33-2-1120. 

j_'!l_~_The commissioner, in reviewing a transaction 

pursuant to ?ubsection ~ shall consider whether the 

transactio~_compl~ wit~_ !~e standards set forth in 
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subsection (1) and whether it may adversely affect the 

interests of a policyholder. 

(5) The commissioner must be notified within 30 days 

of an investmen~a domestic insurer in a corporation if 

the total investment. _ _in~~E'2.!.£0ration by the insurance 

holding company system exceeds 10% of the corporation's 

voting securities. 

t~t~ For purposes of this section, in determining 

whether an insurer's surplus as regards policyholders is 

reasonable in relation to the insurer's outstanding 

liabilities and adequate to its financial needs, the 

following factors, among others, ~na±± must be considered: 

(a) the size of the insurer as measured by its assets, 

capital and surplus, reserves, premium writings, insurance 

in force, and other appropriate criteria; 

(b) the extent to which the insurer's business 1s 

diversified among the several lines of insurance; 

(c) the number and size of risks insured in each line 

of business; 

{d) the extent of the geographical dispersion of the 

insurer's insured risks; 

(e) the nature and extent of the insurer's reinsurance 

program; 

(f) the quality, diversification, and liquidity of the 

insurer's investment portfolio; 
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1 (g) the ~ecent past and projected future trend in the 1 an investment that has not been properly reported or 

2 size of the insurer's surplus as regards policyholders; 2 submitted pursuant to 33-2-1111 or 33-2-1113 or that 

3 (h) the surplus as regards policyholders maintained by 3 violates any other provision of Title 33, chapter 2, part 

4 other comparable insurers; 4 11, shall, after notice and hearing, pay,_in his individual 

5 (i) the adequacy of the insurer's reserves; 5 capacity, a fine o_~ not more than $5,00(!_ for each _violation. 

6 (j) the quality and liquidity of investments in 6 To determine the amount o~f the fine, the commissioner shall 

7 subsidiaries made pursuant to 33-2-1104 through 33-2-1106. 7 consider the appropriateness of the fine with respect_.to the 

8 The commissioner may treat any such investment as a 8 gravity of the violation, the hist~ry of previous 

9 disallowed asset for purposes of determining the adequacy of 9 violations, and such other matters ~s justice rna~ require. 

10 surplus as regards policyholders whenever in his judgment 10 {3} If the commissioner determines that -~~~urer 

ll Stleh the investment so warrants.~ 11 subject to Title 33, chapter 2, part ll, ~_:}_i__re~tor, 

12 Section 7. Section 33-2-1120, MCA, is amended to read: 12 officer, employee, or agent. of _the insurer has engage__Q__~-~~ 

13 "33-2-1120. Criminal or civil proceedings pena~ty 
13 transaction or entered into a contract that is subject to 

14 penalties. (1) An insurer fa~ling without just ca~se to file 14 33-2-1113 and that would not have been approved_had approval 

15 a registration stateme~t as required in 33-2-llll shall, 15 been requested, the commissioner may order the insurer to 

16 after notice and hearing, pay a penalty of $~-Q_Q___!_~~c-~-~ 16 cease and desist irrunediately any further activity under that 

17 of delinquency. The maximum penalty under this subsec~ion is 17 transaction or contract. After notice and hear~ the 

18 $25,000. The commissioner may reduce the penalty if the 18 commissioner may also order t~e insure( to void the contract 

19 insurer demonstrates to the t7omrnissioner that the imposition 19 and restore the status guo_if such action is in the best 

20 of the penalty would constitute a financial hardship to the 20 lnterest of policyholders~ creditors, or the public. 

2l insurer. 21 l!l Whenever it appears to the commissioner that any 
-----

22 (2} A director or an officer of an insurance holding 22 insurer or any director, officer, employee, or agent thereof 

23 company system who knowingly v_iolates, participates in, or 23 has committed a willful violation of this p~rt, tt1e 

24 assents to_a transaction or who knowingly permits an o!ficer 24 commissioner may cause criminal proceedings to be instituted 

25 or_agent of the insurer to engage in a transaction or make 25 by the district court for the county in which the principa1 
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office of the insurer is located or if such insurer has no 

such office in the state, then by the district court for 

Lewis and Clark County against such insurer or the 

responsible director, officer, employee, or agent thereof. 

titlil Any insurer which willfully violates this part 

may be fined not more than $5 7 669 $25,000. 

t3t~ Any individual who willfully violates this part 

may be fined not more than $566 $5,000 or, if such willful 

violation involves the deliberate perpetration of a fraud 

upon the commissioner, imprisoned not more than 2 years or 

both." 

Section 8. Section 33-2-1205, MCA, is amended to read: 

"33-2-1205. Reinsurance -- limitations credit as 

asset. (1) An insurer may accept reinsurance only of such 

kinds of risks, and retain risk thereon within such limits, 

as it is otherwise authorized to insure. 

(2) An--±n~ttrer--mBy--~e±~~tlr~--aii--or--part--or--any 

part±ettiar-r±~k-w±th-any Credit for reinsurance is allowed a 

ceding insurer as either an asset o~- -~a-~ed~S".!:_!_sm from 

liability on account of ceded ~einsurance only if the 

reinsurance is ceded to a solvent insurer authorized to 

transact insurance in ~n~-or-mor~-~tate~ a state and ha.ving 

surplus to policyholders in an amount not less than the 

paid-in capital stock required of a domestic stock insurer 

transdcting like kinds of insurance. 

-23-
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1 (3) Ho-ered±t--sha~i--be Credit for reinsurance is 

2 allowed to an a ceding insurer, as an asset or a~ a 

3 deduction from liability, for reinsurance ceded to an alien 

4 insurer ~niess---sttch---a~±en---i"sttrer---ha~--~tlrpitt~--te 

5 po-:3:: ieyh.o:l:d.er s-± n-amottnt -not-ie~ s -than-- the- -pa ~d- i "- -eapi ta ± 

6 ~toek--reqtt±~ed-o£-a-domestie-3toe~-%~~ttrer-t~an3aet~n~-i±ke 

7 k±nd~-o£-±nstt~anee-and--±~--either--attthor~zed--to--traM~aet 

a insttranee--~n-at-±east-one-state-of-the-en±ted-States-or-has 

9 a~-attorney-±n-faet-re3ident-±n-the-Hn±ted-States-ttpon--whom 

10 serv±ee-of-ie9a:l:-proeess-may-be-madeo only if: 

ll (a) the reinsurance 1s ceded to an assumi.!!.9....J:.~ 

12 that maintains a trust fund in a United States bank or trust 

13 company for the payment of the valid claims of its United 

l4 States policyholders and ceding insurers and their assigns 

15 and successors in interest. The assuming insurer shall 

16 report annually to the commiss1oner information 

17 substantially the same as that required to ~~- reported on 

la the national association of insurance commissioners annual 

19 statement form by authorized ~n~~rers, to enable the 

20 commissioner to determin~ __ the sufficiency of the trust fund. 

21 In the case of a sing_~_~_assuminq insurer, the trust fund 

22 mus~_~9~sist of a trusteed account representing the assuming 

23 insurer 1 s liabilities attributable to business written in 

24 the United States and, in addition, must include a trusteed 

25 surplus of not less than $20 million. In the __ c;~e-~~-.---...9-.-9.!..~ 
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of individual unincorporated underwriters, the trust must 

consist of a trusteed account representing the group's 

liabilities attributable to business written in the United 

States and, in addition, include a trusteed surplus of not 

less than $100 million, and the _group shall make available 

to the commissioner an annual c~rtif~cation of the solvency 

of each underwriter provided by the group's domiciliary 

regulator and its independent public accountants. 

(i) The trust fund must be established in a, United 

States bank or trust company that is a member of the federal 

reserve system, in a form approved by the commissioner. The 

tru?t instrument must provide that contested claims are 

valid and enforceable upon the final or~er of a court of 

competent jurisdiction i~ the United States. The trust fund 

must vest legal title to its assets in the trustees of the 

trust fund for its United Stat~s polic~~lders and ceding 

insurers and their assigns and successors ~n interes~~ 

trust fund and the assuming insurer are subject to 

examination as determined by the commissioner. The trust 

fund described herein must remain in effect for as long a~ 

the assuming insurer has outstanding obligations due under 

the reinsurance agreements s"~bject to the trust fund. 

{ii) No later than February 28 of each year, the 

trustees of the trust fund shall report to the commissioner 

in writing, setting forth the balance 9f the trust fund and 
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listing the trust's investments at the preceding yearend, 

and shall certify the date of termination _9f the trust fund, 

if so planned, or certify that the trust fund will not 

expire before the following December 3_~ 

(b) the reinsurance is ceded to an a~.9_ __ ii!_surer 

not meeting the requirement~ of subsection (2} but 9nly with 

respect to the insurance of risks located in ju~_isdictions 

other than the United States where_ such reinsurance is 

required by applicable law or rule of that jurisdicti?~~ 

(4} (a) If the assuming insurer is not authori_~ed to 

transact insurance in this stat_e, the C?redit perm_~~ 

subsections (2) or _(3) is not allowed unless_ the as::;u~-~ 

insurer agrees in the reinsurance agreement: 

li_L that, if the assuming insurer fails to per~orrn its 

obligations under the terms of the re~nsurance ~eement, 

the assuming insurer, at the reque~t ~f the ceding insurer 

or its domiciliary liquidate~ or receiv~, will~ 

(A) submit to the jurisdiction of a co':'rt ot cc::mpetent 

jurisdiction in a state of the United StatesL 

(B) comply with all requirements nece~sary to give the 

court jurisdiction; and 

(C) abide by the final decision of the cour~--~f an 

appellate court 10 the event of an appeal; and 

(ii) to designate the commissioner or --~desi___9_!!~-~~-~ 

attorney ~s its att_9~~pon whom. ~awfu~_pE_ocess __ __f!I_~.Y be 
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se~ved in an action, suit, or proceeding instituted by or on 

behalf of the ceding insurer. 

(b) This provision is not intended to conflict with or 

override the obligation of the parties to a reinsurance 

agreement to arbitrate their disputes if the obligation is 

created in the agreement. 

(5) A reduction from liability for the reinsurance 

ceded to an assuming insurer not meeting the requirements of 

subsection (2) must be allowed in an amount not exceeding 

the liabilities carried by the ceding insurer. The reduction 

must 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 assuming 

insurer as security for the payment of obligations under the 

reinsurance contract, if the security is held in the United 

States subje<:_~ ___ _!~_ -~~~~awC!! -~ol~!_y_ __ Ey_ and under the 

exclusive control of the ceding insur~r. or, in the case of a 

trust, if ~he security);>~~!~~- in_<!__g_!"l_~te~ States bank or 

trust company that is a member of _the feder~ reser~ 

system. This security may be in the fo~m of: 

(a) cash; 

(b) securities listed by the security valuation office 

of the national association of insurance commissioners and 

~alifying as admitted assets; 

{c) clean, irrevocable, unconditional letters of 
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credit issued or confirmed in writing by a bank or trust 

company that is a member of the federal reserve system; or 

{d) any other form of security acceptable to the 

commissioner. 

t4tl&l Credit shall must be allowed as an asset or a~ 

a deduction from liability to any ~ ceding insurer for 

reinsurance ceded to an assuming insurer qualified therefor 

under the foregoing provisions of this seccion, except that 

no--~~eh credit shH±l may not be allowed unless the 

reinsurance is payable by the assuming insurer on the basis 

of the liability of the ceding insurer under the contracts 

reinsured without diminution because of the insolvency of 

the ceding insurer. 

t5ti21 Upon request of the commissioner, an insurer 

shall promptly inform the commissioner in writing of the 

cancellation or any other material change of any of its 

reinsurance treaties or arrangements. 

t6t~ This section ~h8ii doe~ not apply to wet marine 

and transportation insurance. 

(9) The commissioner may adopt rules implementing the 

provisions of this~~~ 

NEW SECTION. Section 9. Extension of authority. Any 

existing authority to make rules on the subject of the 

provisions of [this act] is extended tu the provisions of 

[this act]. 
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1 NEW SECTION. Section 10. Severability. If a part of 

2 (this act) is invalid, all valid parts that are severable 

3 from the invalid part remain in effect. If a part of [this 

4 act} is invalid in one or more of its applications, the part 

5 remains in effect in all valid applications that are 

6 severable from the invalid applications. 

-End-
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Approved by committee 
on Business and Indus try 

2 INTRODUCED BY tf!i]';;_~ 1 

3 

4 A. BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING THE 

5 LAWS RELATING TO THE INSURANCE INDUSTRY; AUTHORIZING THE 

6 COMMISSIONER OF INSURANCE TO SUSPEND OR REVOKE AN INSURER'S 

7 CERTIFICATE OF AUTHORITY FOR FAILURE TO EMPLOY ONLY LICENSED 

8 INSURANCE AGENTS OR FAILURE TO SUPERVISE ITS INSURANCE 

9 AGENTS; REQUIRING HOLDING COMPANY SYSTEMS TO REGISTER 

10 PROPERLY AND TO PROVIDE ACCURATE INFORMATION TO THE 

11 COMMISSIONER OF INSURANCE ABOUT THEIR AFFILIATED COMPANIES' 

12 TRANSACT IONS; MODIFYING THE LAWS ALLOWING CREDIT FOR 

13 REINSURANCE; AND AMENDING SECTIONS 33-2-119, 33-2-1103, 

14 33-2-1105, 33-2-1106, 33-2-1111, 33-2-1113, 33-2-1120, AND 

15 33-2-1205, MCA." 

16 

17 STATEMENT OF INTENT 

18 A statement of intent is required for this bill because 

19 (s@ction 6(2)(a)(ii)(E)} authorizes the commissioner of 

20 insuranc@ of the state of Montana to specify by rule a 

2l material transaction that adversely affects the interests of 

22 an insur@r's policyholders and {section 8{9)] allows th~ 

23 commissioner to adopt rules implementing (sections 1 through 

24 8). The legislature intends that the rules the commissioner 

25 adopts to implement this bill be designed principally to 

~ .......... , .. ,_" 

There are no changes on SB 330 and 
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to Introduced (white) copy for 
complete text. 
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] 

4 A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING THE 

5 LAWS RELATING TO THE INSURANCE INDUSTRY; AUTHORIZING THE 

6 COMMISSIONER OF INSURANCE TO SUSPEND OR REVOKE AN INSURER'S 

1 CERTIFICATE OF AUTHORITY FOR FAILURE TO EMPLOY ONLY LICENSED 

8 INSURANCE AGENTS OR FAILURE TO SUPERVISE ITS INSURANCE 

9 AGEN'I'S: REQUIRING HOLDING COMPANY SYSTEMS TO REGISTER 

10 PROPERLY AND TO PROVIDE ACCURATE INFORMATION TO THE 

11 COMMISSIONER OF INSURANCE ABOUT THEIR AFFILIATED COMPANIES' 

12 TRANSACTIONS; MODIFYING THE LAWS ALLOWING CREDIT FOR 

13 REINSURANCE: AND AMENDING SECTIONS 33-2-119, 33-2-110], 

14 33-2-1105, 33-2-1106, 33-2-1111, ll-2-1113, 33-2-1120, AND 

15 33-2-1205, MCA." 

16 

11 STATEMENT OF INTENT 

18 A statement of intent is requi~ed for this bill because 

19 (section 6(21(a)(ii)(E)l authorizes the commissioner of 

20 

21 

22 

insurance of the state of Montana to specify by rule a 

material transaction that adversely affects the interests of 

an insurer's policyholders and {section 819)) allows tne 

21 commissioner to adopt rules implementing (sections 1 throUgh 

24 8). The legislature intends that the rules the conmissioner 

25 adopts to implement this bill be designed principally to 
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LC 0904/01 

There is no change on SB 330 and will not 
be reprinted. Please refer to introduced 
(white) or second reading (yellow) for 
complete text. 

THIRD READING 
-2-

sa 3~o 



STANDING COMMITTEE REPORT 

March 3, 1989 

Page 1 of 1 

Mr. Speaker: We, the committee on Business and Economic 

Development report that SENATE BILL 330 (blue reference 

copy), with statement of intent included, be concurred in as 

amended. 

Signe 

[REP. THOMAS WILL CARRY THIS BILL 

And, that such amendments read: 

1. Title, lines 5 through 9. 
Following: "INDUSTRY1" on line 5 

HOUSE FLOOR] 

Strike: remainder of line 5 through "AGENTS;" on line 9 

2. Title, line 13. 
Strike: "33-2-119," 

3. Page 2, line 4. 
Strike: section 1 in its entirety 
Renumber: subsequent sections 

HOUSE 
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SENATE BILL NO. 330 

INTRODUCED BY BECK, THOMAS, THAYER 

A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING THE 

LAWS RELATING TO THE INSURANCE INDUSTRY; AH~H6Rf~fN6-~HE 

€6MM!SSi6NER-6P-fNSHRAN€E-~6-SHSPENB-9R-REV6KE-AN--iNSHRER"5 

€BR~iPf€A~B-6P-AH~H6Ri~¥-P6R-PAfbHRE-~6-EMPb6¥-6Nb¥-bf€£N5EB 

iHSHRAN€E--A6EN~S--6R--PAfbHRB--~6--5HPERVf5E--i~S-fNSHRAN€E 

ABEN~S~ REQUIRING HOLDING COMPANY SYSTEMS TO REGISTER 

PROPERLY AND TO PROVIDE ACCURATE INFORMATION TO THE 

COMMISSIONER OF INSURANCE ABOUT THEIR AFFILIATED COMPANIES' 

TRANSACTIONS; MODIFYING THE LAWS ALLOWING CREDIT FOR 

REINSURANCE; AND AMENDING SECTIONS 33-r-ii9, 33-2-1103, 

33-2-1105, 33-2-1106, 33-2-1111, 33-2-1113, 33-2-1120, AND 

33-2-1205, MCA. 11 

STATEMENT OF INTENT 

A statement of intent is required for this bill because 

[section 6(2)(a)(ii)(E)] authorizes the commissioner of 

insurance of the state of Montana to specify by rule a 

material transaction that adversely affects the interests of 

an insurer's policyholders and (section 8{9)1 allows the 

commissioner to adopt rules implementing (sections 1 through 

8). The legislature intends that the rules the commissioner 

adopts to implement this bill be designed principally to 
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protect Montana insurance consumers. 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Sec-tieR---h--s=t-i-o-n- --3-3---&-l-l-9-;--MG-Ac;- -;.,. -~l>ded -~-~ad:-

u33-~-%%9o--Stl~pension-o~-revoeatio~-fo~-v~oiation~-and 

~peeiai--9tOtl~d~.---t%t--~he--eommi~~ioner---may,---in---fti~ 

di~ereeion,--s~spend--o~--revoke-an-in~tlrer~s-eert±E±eate-o~ 

~tlthortty-±f,-after-a-hearin9-thereon,--he--£±nd~--that--ehe 

insljrer-has~ 

tat--vioiated--any--law~tll-order-of-the-eommissioner-or 

any-provision-oE--thi~--eode--other--than--those--for--which 

~tl~pension-er-revoeation-±s-mandato~y; 

tbt--~einsnred--more--tha~--96%--of-it~-ri~k~-residentT 

located,-or-to-be-per£ormed-in-Montana,-~n-another--insttrero 

Yn--eon~idering--Stl~pe~~ien--or-revoeation,-the-eommis~ioner 

~hal~-eons±der-all-relevant-faetors,-ineltldin9-whet~e~~ 

t±t--after-the-rein~ttranee-tran~aetion-all-partie~-w±ll 

be-±n-eemplianee-with-Montana-law~-and 

tiit-the---tran~aetion---w±rr---~nbstant±ally----reOtlee 

proteet+on-and-serviee-to-Montana-polieyholdersoz 

tct--tran~aeted--in~tlrance--in--this--~tate--th~ottgh-on 

i~~ttranee-~gent-who-~~-not-Z~ee~~ed-tlnd~r-Title-33,-~e~apter 

%T-;-or 

±__d t --fai l:~d--- to---!I~E_-~_rv±-~e---it!\---±n~t2 ranee- --ag~nt~ 

rea~o~e:bly-to-a !I Stl re- their ~t;_ompl i:anee- w± th ~this -eod.e--.-

-2- SB 330 
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t~t--~he-eomm±~sioner-shall,-af~e~-a--hear±ft~--thereon 7 

s~spend--or--revo~e-an-insttrer~s-eer~~fieate-ef-a~thority-i£ 

he-£±ne~-that-the-±ns~rer~ 

tat--±s-±n-ttnso~nd-eondition-or-in--stteh--eondieion--or 

~sing--soeh--methods--or--praetie~s--in--the--eondttet-o£-its 

bttsines~-as-to-render-its-fttrther-transaetion--o£--ins~ranee 

in-Mentana-injttr±o~s-or-hazardotls-to-its-polieyhorders-or-to 

tn@-p~b~ie7 

tht--has--refHsed--to--he--examined--or--to-prodnee-its 

aeeoHnts7-reeords,-and-£iles-£or-exam±nation-or--i£--any--o£ 

its--o££±eers--have-re£Hsed-to-gi~e-information-with-respeet 

to-its-a££airs,-when-~eqttired-by-~he-eemMiss±oner: 

tet--h~s-fa±led-~o--pay--any--final--j~dgment--rendered 

against--it--±n--Montene--with±n--39-day~-after-the-jttdgment 

beeame-finai~ 

tdt--with-s~eh-freq~e~ey-aa--to--indieate--its--9enerai 

b~siness-praetiee-in-Montana;-has-withont-j~st-ea~se-ref~sed 

to--pay ~ proper--era±~~ eia±m arising-~nder-its-poiie±es 7 

whether-any-stteh the eia±m-±s-±n-fa~or-of-an-in~~red--or--is 

in--favor-of-e-third-persen-with-respeet-to-the-liabtiity-ef 

an-insttred-to-etteh the third-person,-or-withottt--;ttst--eattse 

eompeis-stteh the inettred-er-e±aimant-to-aeeept-iess-than-the 

amottnt--dtte-them hi~ or-to-emp±oy-attorneys-or-to-bring-sttit 

against-the-insttrer--or--stteh--an--insttred--te--seettre--fttil 

payment-or-settlement-o£-stteh the e±aims; 
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tet--is--aff±liated--w±th--and--ttnder--the-eame-general 

man~gement--er--±~terioeKi~g--d±reetoraee--or--owftereh*~--as 

a~oth@r--ine~~e~-wh±en-e~an~aee~-d±reet-i~~~~a~e~-in-Mo~tane 

w·ieho~e-hav±n~-a-eert±£±eate-o£-o~eho~ity--therefor,--exee~t 

a~--perm~teed--as-to-a-~~~pi~~-iine~-insnrer-tlnder-part-3-o£ 

thi~-ehaptero 

t3t--~he--eommi~~~oner--may,--in--hi~--d±seret±on---and 

w±tho~~--ad~enee--net±ee--or--a-~ear±ng-thereon;-±~ed±a~eiy 

stt~pend-the-eerti£~eate-o£-attthor±ty-o£-any--in~~rer--as--to 

wh±en---proeeeding~---£or---reeei~er~h±p,---eon~er~ator~h±pr 

rehabii±~at±on;-or-other-dei±n~tteney-preeeed±ng~--na~e--been 

eommeneed-in-any-~tateou 

Section 1. Section 33-2-1103, MCA, is amended to read: 

"33-2-1103. Additional investment authority 

exemption from other investment restrictions 

determination of qualification divestiture. ( 1) In 

addition to investments in common stock, preferred stock, 

debt obligations, and other securities permitted under this 

part, a domestic insurer may also: 

(a) invest, in common stock, preferred stock, debt 

obligations, and other securities of one or more 

subsidiaries, amounts which do not exceed the lesser of 5' 

10\ of stteh th~ insurer's assets or 50\ of ~tleh the 

insurer's surplus as regards policyholders, provided that 

after stteh the investments the insurer's surplus as regards 
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policyholders will be reasonable in relation to the 

insurer•s outstanding liabilities and adequate to its 

financial needs. In calculating the amount of ~neh the 

investments, there ~hell ~u~ be included total net moftey~ 

mo~ or other consideration expended and obligations 

assumed in the acquisition or formation of a subsidiary, 

including all organizational expenses and contributions to 

capital and surplus of ~neh the subsidiary, whether or not 

represented by the purchase of capital stock or issuance of 

other securities, and all amounts expended in acquiring 

additional common stock, preferred stock, debt obligations, 

and other securities and all coqtributions to the capital or 

surplus of a subsidiary suhsequeli.t to its acquisition or 

formation. 

(b) if the insurer's total liabilities, as calculated 

for national association of insurance commissioners annual 

statement purposes, are less than 10% of assets, invest any 

amount in common stock, preferred stock, debt obligations, 

and other securities of one or more subsidiaries, provided 

that after s~ek the investment the insurer's surplus as 

regards policyholders, considering ~ttek the investment as if 

it were a disallowed asset, will be reasonable in relation 

to the insurer's outstanding liabilities and adequate to its 

financial needs; 

(C) invest any amount in common stock, preferred 
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stock, debt obligations, and other securities of one or more 

subsidiaries, provided that each ~~en subsidiary agrees to 

limit its investments in any asset so that s~ek the 

not cause the amount of the total investments 

investment 

will 

of the insurer to exceed any of the investment 

limitations specified in this section. The total investment 

of the insurer ~hall must include: 

(i) any direct investment by the insurer in an asset: 

(ii) the insurer's proportionate share of any 

investment in an asset by any subsidiary of the insurer, 

which ~hall--be is calculated by multiplying the amount of 

the subsidiary's investment by the percentage of the 

insurer's ownership of such subsidiary. 

{d) with the approval of the commissioner, invest any 

~ greater amount in common 

obligations, or other 

stock, preferred 

securities of 

stock, 

one or 

debt 

more 

subsidiaries, provided that after ~ueh the investment, the 

insurer's surplus as regards policyholders will be 

reasonable in relation to the insurer's outstanding 

liabilities and adequate to its financial needs;~ 

tet--in~e~t--any--amo~n~-t~-the-eommon-stoek,-~re£erred 

~toe~,--debt--obliga~±en~,--or--other--~ee~ritie~~--o£---any 

~uhs±d±ary--exelu~±vely--engaged--in--holdin9--tit~e--to--or 

holdin9-t±tle-to-and-mana9ing-or-de~elepin9-rea±-or-pe~~ona± 

proper~y-if,-after-eon~idertng-a~-a-d~~ailowed-a~~et-~o-m~ch 
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e£-the-inv~stment-8s-is--represertted--by--subeidiary--asseta 

whieh-if-heid-direetly-by-the-insurer-would-be-eonsidered-ea 

a---ft~saiiowed--asset,--tke--insurer~s--surpiu~--as--regards 

poiieyhoiders--wiii--be--rees~nabie--in--relet±on---te---the 

insurerLs---eutstandin9--i±ebiiit~es--end--edeqaete--to--its 

f±naneial-needs-and-if-foiiowin9-Sttch-in~estment-ail--~ot±n9 

seeHrities-o£-s~eM-subsidiery-wooid-be-ovneO-by-the-insHrero 

(2) Investments in common stock, preferred stock, debt 

obligations, or other securities of subsidiaries made 

pursuant to subsection (1) hereo£ are not subject to any of 

the otherwise applicable restrictions or prohibitions 

contained in this part applicable to such investments of 

insurers. 

(3) Whether any investment pursuant to subsection (1) 

meets the applicable requirements thereof is to be 

determined immediately after s~ch the investment is made, 

taking into account the then outstanding principal balance 

on all previous investments in debt obligations and the 

value of all previous investments in equity securities as of 

the date they were made. 

(4) If an insurer ceases to control a subsidiary, it 

shall dispose of any investment therein made pursuant to 

this section within 3 years from the time of the cessation 

of control or within such further time as the commissioner 

may prescribe, unless at any time after ~~eh the investment 
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she%%--he~e-been is made, sueh the investment ~n8i%-ftave-met 

~eets the requirements for investment under any other 

section of this part and the insurer has notified the 

commissioner thereof." 

Section 2. section 33-2-1105, MCA, is amended to read: 

"33-2-1105. Approval by commissioner hearings 

notice. 11) The commissioner shall approve any merger or 

other acquisition of control referred to in 33-2-1104(1) 

unless, after a public hearing thereon, he finds that: 

(a) after the change of control the domestic insurer 

referred to in 33-2-110411} would not be able to satisfy the 

requirements for the issuance of a license to write the line 

or lines of insurance for which it is presently licensed; 

(b) the effect of the merger or other acquisition of 

control would be substantially to lessen competition in 

insurance in this state or tend to create a monopoly 

therein; 

(c) the financial condition of any acquiring party is 

~tleh-as might jeopardize the financial stability of the 

1ns~:rer or prejudice the interest of its policyholders or 

the interests of any remaining securityholders who are 

unaffiliated with stteh the acquiring party; 

(d) the terms of the offer, request, invitation, 

agreement, or acquisition referred to in 33-2-1104(1) are 

unfair and Ullreasonable to the securityholders of the 
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insurer; 

(e) the plans or proposals which the acquiring party 

has to liquidate the insurer, sell its assets or consolidate 

or merge it with any person, or to make any other material 

change in its business or corporate structure or management 

are unfair and unreasonable to policyholders of the insurer 

and not in the public interest; 

{f) the competence, experience, and integrity of those 

persons who would control the operation of the insurer are 

such that it would not be in the interest of policyholders 

of the insurer and of the public to permit the merger or 

other acquisition of control. 

(2) The public hearing referred to in subsection (1} 

shall must be held within 30 days after the statement 

required by 33-2-1104(1) is filed, and at least 20 days 

notice thereof snail must be given by the commissioner to 

the person filing the statement. Not less than 7 days' 

notice of ~~eh the public hearing ~hall must be given by the 

person filing the statement to the insurer and to sneh other 

persons as may be designated by the commissioner. The 

insurer shall give stteh notice to its securityholders. The 

commissioner shall make a determination within 30 days after 

the conclusion of stteh-the hearing. At ~ueh the hearing, the 

person filing the statement, the insurer, any person to whom 

notice of hearing was sent, and any other person whose 
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interests may be affected thereby ~hell-ha~e has the right 

to present evidence, examine and cross-examine witnesses, 

and offer oral and written arguments and in connection 

therewith shall--be is entitled to conduct discovery 

proceedings in the same manner as is presently allowed in 

the district court of this state. All discovery proceedings 

sha±± must be concluded not later than 3 days prior to the 

commencement of the public hearing. 

(3} All statements, amendments, or other material 

filed pursuant to subsections (l) through (4} of 33-2-1104 

and all notices of public hearings held pursuant to 

subsection (l) ~na~~ ~be mailed by the insurer to its 

shareholders within 5 business days after the insurer has 

received ~tteh the statements, amendments, other material, or 

notices. The expenses of mailing ~na±~ ~~~be borne by the 

person making the filing. As security for the payment of 

~tlch the expenses, ~neh the person shall file with the 

commissioner an acceptable bond or other deposit in an 

amount to be determined by the commissioner. 

_L~_l The commissioner may retain at the acquiring 

party's expe~se any attorneys, actuaries, a~countants, and 

other exEerts not otherwise a part of. __ the commissioner's 

staff as may be reasonably ne~~~~~!~ assist the 

conunissioner i:, ~-e~_it:O"~~-~~ £Iopos~d acquisition of 

con_~rol." 
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Sect+on 3. Section 33-2-1106, MCA, is amended to read: 

~33-2-1106. Exemptions -- violations -- jurisdiction. 

(1} The provisions of 33-2-1104, 33-2-1105, and this section 

shall do not apply to~ 

tat--~ny--o£fe~s,-reqtl~~t~,-±n~±tat±ons,-a9reementsr-or 

seqtt~~ition~-by-the-per~on-re£erred-to-in-~tlbseetion-t±t--o£ 

33-%-%%94--o~--sny-votin9-seettrity-re£erred-to-ift-sttb~eet±on 

trt--of--33-Z-1194---whieh,---immed±ately---pr±or---to---the 

eons~mmation--of-s~eh-offerr-reqttest,-±n~±tat±on,-agreement 7 
or-aeq~±sit±on,-was-nee-±sstted-and-otttstanding~ 

tbt--any an offer, request, invitation, agreement, or 

acquisition which the commissioner by order shall exempt 

therefrom as: 

t±t~ not having been made or entered into for the 

purpose and not having the effect of changing or influencing 

the control of a domestic insurer; or 

ti±tiE} otherwise not comprehended within the purposes 

of 33-2-1104 and 33-2-1105. 

(2) The following ~hail---be ~ violations of 

33-2-1104, 33-2-1105, and this section: 

(a) the failure to file any statement, amendment, or 

other material required to be filed pursuant to subsections 

(1) through (4) of 33-2-1104; 

(b) the effectuation or any attempt to effectuate an 

acquisition of control of or merger with a domestic insurer 
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unless the commissioner has given his approval thereto. 

(3) The courts of this state are hereby vested with 

jurisdiction over every person not resident, domiciled, or 

authorized to do business in this state who files a 

statement with the commissioner under 33-2-1104 and over all 

actions involving ~n~h the person arising out of violations 

of 33-2-1104, 33-2-110~, and this section, and each such 

person ~he~~-be-deemed is considered to have performed acts 

equivalent to and constituting an appointment by such a 

person of the commissioner to be his true and lawful 

attorney upon whom may be served all lawful process in any 

action, suit, or proceeding ar1sing out of violations of 

this section. Copies of all such lawful process ~k~ii must 

be served on the commissioner and transmitted by ~egi~tered 

er certified mail by the commissioner to ~tle~ ~~e person at 

his last-known address." 

Section 4. Section 33-2-1111, MCA, is amended to read: 

"33~2~1111. Registration of insurers --- requisites 

termination. (1) Every insurer which is authorized to do 

busi11ess in this state and which is a member of an insurance 

holding company system shall register with the commissioner, 

except a foreign insurer subject to disclosure requirements 

and standards adopted by statute or regulation in the 

jurisdiction of its domicile which are substantially similar 

to those contained in this section. Any insurer which is 
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section shall register 

1971, or 15 days after it 

becomes subject to registration, whichever is later, unless 

the commissioner for good cause shown extends the time for 

registration, and then within such extended time. The 

commissioner may require any authorized insurer which is a 

member of a holding company system which is not subject to 

registration under this section to furnish a copy of the 

registration statement or other information filed by such 

insurance company with the insurance regulatory authority of 

domiciliary jurisdiction. 

(2) Every insurer subject to registration shall file 

with the commissioner, on or before April 30 each year, a 

registration statement on a form provided by the 

commissioner, which 8h8%~ must contain current information 

about: 

(a) the capital structure, general financial 

condition, ownership, and management of the insurer and any 

person controlling the insurer; 

(b) the identity of every member of the insurance 

holding company system; 

(C) the following agreements in force, relationships 

subsisting, and transactions currently outstanding between 

such insurer and its affiliates: 

(i) loans, other investments, or purchases, sales, or 
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exchanges of securities of the affiliates by the insurer or 

of the insurer by its affiliates; 

(ii} purchases, sales, or exchanges of assets; 

(iii) transactions not in the ordinary course of 

business; 

(iv) guaranties or undertakings for the benefit of an 

affiliate which result in an actual contingent exposure of 

the insurer's assets to liability, other than insurance 

contracts entered into in the ordinary course of the 

insurer's business; 

{v) all management and service contracts and all 

cost-sharing arrangements, other than cost allocation 

arrangements based upon generally accepted accounting 

principles; 

(vi) reinsurance agreements covering all or 

substantially all of one or more lines of insurance of the 

ceding company; 

(vii) dividends and other distributions __ _lQ 

shareholders; and 

}viii) consolidated tax allocation agreements; 

(d) any pledge of the insurer~s_stock, including stock 

of a subsidiary or controlling_~~i~iate for a loan made to 

a member of the insurance holding company system; 

tdt~ all matters concerning transactions between 

registered insurers and any affiliates as may be included 
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from time to time in any registration forms adopted or 

approved by the commissioner. 

~ registration statement must contain a summary 

outlining each item in the current registration statement 

that represents a change_ from the pr!or registration 

statement. 

t3tl!l No information need be disclosed on the 

registration statement filed pursuant to subsection (2) if 

such information is not material for the purposes of this 

section. Unless the commissioner by rule or order provides 

otherwise, sales, purchases, exchanges, loans or extensions 

of credit, or investments involving 1/2 of 1% or less of an 

insurer's admitted assets as of December 31 next preceding 

~ha~i ~ not be deemed material for purposes of this 

sect ion. 

~A pers~n within a~ insurance h~lding company 

system subject to registration shall prov~de complete and 

accurate information to an insurer if the information is 

reasonably necessary to enable the insurer t9 comply with 

Title 33, chapter 2, part 11. 

t4ti£1 Each registered insurer shall keep current the 

information required to be disclosed in its registration 

statement by reporting all material changes or additions on 

amendment forms provided by the commissioner within 15 days 

after the end of the month in which it learns of each such 
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provided,--however,--that-~ttbject-~o 

33-2-1114, each registered insurer 

dividends and other distributions to 

2 business days following the 

tStill The commissioner shall terminate the 

registration of any insurer which demonstrates that it no 

longer is a member of an insurance holding company system. 

f6t1!l The commissioner may require or allow two or 

more affiliated insurers subject to registration hereunder 

to file a consolidated registration statement or 

consolidated reports amending their consolidated 

registration statement or their individual registration 

statements. 

t?t~ The commissioner may allow an insurer which is 

authorized to do business in this state and which is part of 

an insurance holding company system to register on behalf of 

any affiliated insurer which 1s required to register under 

subsection (1} and to file all information and material 

required to be filed under this section.'' 

Section 5. Section 33-2-1113, MCA, is amended to read: 

"33-2-1113. Transactions with affiliates -- standards. 

(1) Material transactions by registered insurers with their 

affiliates sha.ii-be are subject to the following standards: 

(a) The terms shalT must be fair and reasonable. 
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1h> Charaes or fees for services performed must be 

Leasonable. 

(c} Expenses -~ncurrea and paymen~s rece1ved must be 

~!located to tne Insurer In ._conformitY wtth customary 

insurance accounting practices consistentiV applLed. 

tbt~ The books, accounts, and records of each oarty 

~ha}l ~ust be so ma1ntained as to clearly and accuratelv 

disclose the prectse nature and cteta1ls of the transactions, 

including such accounting informatton as is nece~~~ 

?-'!12.E_Ort the reasonaolene_ss of the cnaroes or fees to the 

:espectlve parttes. 

tet~ The Insurer's surplus as regards policvholders 

followinq any dividends or distributions to shareholder 

affiliates sh8±± must be reasonable 10 relation to the 

insurer's outstanding liabilities and adeauate to 

financial needs. 

its 

ill (a) The following transactions involving a 

domestic insurer and a person in its holding company system 

~not be entered into unless the insurer has notified the 

commissioner in writing of its intention to enter into a 

transaction and the commissioner has not disapproved it 

within at least 30 days prior to the transaction, or a 

shorter period as the commissioner m~ permit: 

(i) sales, purchases, exchanges, loans or extensions 

of credit, guaranties, or investments if, as of the prior 
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December _}1. the transactions are equ_al to or exceed: 

(A) with respect to insure_rs other than life insurer~ 

~he lesser of 3\ of the insurer's admitted ~ssets or 25\ of 

~ts~us as r~gards policy~olders; and 

{_~_L with respect to life insurers, __ ]% of the insurer's 

admi_t ted assets: 

(ii) loans or extensions of cre~it to a person who is 

not an affiliate if the insurer makes the loans or 

exte~_sions of credit with the ~~~ent or understa_nding 

t~at the proceeds of the tra.ns~'_;t i~-~~--Ln __ wh~l~____Q_£_ in 

substantia~ part, are to be used to rr·ake loans or extensions 

of cre!=l_~t to, to ourchase_ assets of, .~_r~ make investments 

in an affiliate of the insurer makina the loans or 

extensions of cre~it if such transactions. as of the ~~ior 

December 31, are eoual to or ~xceed: 

J~- with respect to insurers other than life insurers. 

the lesser of 3% of th~ insurer's admitted assets or 25% of 

its surplus as regards policyholders; 

(B) with respect to life_ in?_l.)rers, 3% of the insur:-er's 

adm}_!:_!.~~ ~ssets; 

(C) reinsurance agreements or modifications to 

reinsurance agreements ~n which the reinsurance premium or a 

change in_~he insurer'_~ liabilities equals or exceeds 5% of 

the in~u_rer's surplus as regdtds P?_lic__y!"tolders, as of the 

prior December 3l, _ _jncludi~g_ those agreements that may 
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require as consideration the transfer of assets from an 

insurer to a nonaf~i__!iate, if an agreement or understanding 

exists between __ ~he insurer and nonaffiliate that a portion 

of the assets will be transferred to one or more affiliates 

of the insurer; 

(D) all_~f??_g_eme_~.reements, service contracts, and 

cost-snartng arranq~ments; and 

(E) any ma~~~~al transactions, specified by rule, that 

the commissioner determines mav adversely affect thP 

interests of the insurer's oolicvholders. 

(b) Nothinq in this subsection C2l 1s considerert tn 

authorize or _ _Eermit a transaction that, in the case of an 

insurer that is not a __ rnember of the same hold1ng company 

svstem, would otherw1se be contrarv to law. 

ill__ A domestlC ~nsurer mav not enter 1nto a 

transaction ~-~at 1s oart ot a plan or series of likP 

transactions with a person within the hold1ng companv system 

if tne purpose of those sepdrate transact1ons -~.!_o avoic!_ 

th~_~ta~~threshold amount revlew. lr che comm1SSloner 

determines that the separate transactions were entered into 

over a 12-month period for the purpose of evading review, he 

may exercise his authority under 33-2-1120. 

1JJ The conuni~_iQ!l~r, __ in reviewing a transaction 

pursuant to subsection (2), shall consider whet~er the 

transaction complies with the standards set forth in 
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subsection ( 1) and whether 1 t may _ ~~-~.~E.~~l_y___~!_!-~ct the 

2 interests of a policyholaer. 

3 (5) The commissioner must be notified within l..Q_ __ days 

4 of an investment by a domestlc 1nsurer in a c~poration if 

5 the total investment in the corooratlon ov the ~-!:l~':!.!ance 

6 holdtng company system excee~s lUi ot the corporation's 

voLln9 securttie~. 

8 tii!t.f .... ~.J .r·or ourooses ot tnls secu.on. 1n determining 

• wnetner an 1nsurer·s surplus as regaras policyholders is 

lU reasonao!e 1n reiatlon to cne 1nsurer's outstanding 

11 liablll.tles ana adeauate to 1ts f1nancLal neeas, the 

12 follow1nq factors_, among others. shai± mus~ be considered: 

13 (al the size of tne 1nsurer as measurea nv 1ts assets, 

14 capttal ana suro!us, reserves, oremlurn wrlttnQs, 1nsurance 

lo tn rorce, ana otner appropr1ate cr1c~r1~ 

16 (bl tne extent to whict1 the insurer's business is 

17 d1versit1e<1 amono tne several i1nes ot 1nsurance~ 

18 (c) the nurnoer and stze or rlsKs insured ln each line 

H ot ouslness; 

20 (d) the extent ot tne geographical dispers1on of the 

21 1nsurer's insured risks; 

22 (el the nature and extent of the insurer's reinsurance 

23 program; 

24 (f) the quality, diversification, and liquidity of the 

25 insurer's investment portfolio; 
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(g) the recent past and projected future trend in the 

size of the insurer's surplus as reoards policyholders: 

(h} the surplus as regards policyholders ma1nca1ned by 

other comparable insurers: 

(i) the adeauacy of the insurer's reserves; 

{j) the qual1ty and liquidity of investments 1n 

subsidiaries made oursuant to 33-2-1104 thr~uqh 33-2-1106. 

The commlsSloner mav treat any sucn tnvestment as a 

disallowed asset: fer t:urposes or aer:erm1n1na the aoeouacv at 

surplus as reg~ras nol1cynolders wnenever 10 n1s 1udqment 

~1:2eh the 1nvestment so warrants," 

Section 6. :::..::etlan JJ-2-1120. MCA, is amenaea to reaa: 

"33-2-1120. CLiminal or civil proceedings !)el'l.a±ty 

penalties. (l) An tnsurer ta1ling w_!_thout_just cause to fi!~ 

~spstratton statement as _required 1n 33-2-llll shall, 

~~ter notice ana near1ng, pay a penalty of $100 for each day 

of delinquency. The max1mum penalty under t~is subsection is 

$25,000. The commiss1oner may reduce ~he penalty if the 

insurer demonstrates to the commissioner that the imposition 

of the penalty would constitute a financial hardshi~ to the 

insurer, 

(2) A director or an officer of an insurance holding 

company system who knowingly violates, part_icipates in, or 

assents to a transaction or who knowingly_permits an officer 

or agent of the insurer to engage in a transaction or make 
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an investment that has not been proper~_~ported or 

subm1tted pursuant to 3~~~~-~_33:]-1113 ~ that 

violates any other p~OVlSlOn~'rit~e 33, chapter ~, part 

l-~~0:~11. an:er not1ce ana_~-~9-~.r~ P?-~~n hls -~ndividual 

capacity, a tine_of not more than $5,000 tor each violation. 

·ro determ1ne the amount of the fine~ the ~omrnissioner shall 

~ons1aer tne appropr1atene?s or cne t1ne with respect to the 

9r~~~ or tne v1o1at1on, tne n1story ot preViOUS 

V1olatlons, and sucn otner ffi:~_tters as JUSt.l_ce may requ1re. 

!ll__lf the commission~r determines_ that an insurer 

?~~_t __ to 'l"1tle 33, _chaot~--~__part 11, or a director, 

vtti~_er, employee, or agent or t.ne 1nsurer nas e_~gaged in a 

'<..t.;nsactlon or entered 1nto a contract_cna_t 15 subject to 

33-2-1113 and that would not have been aoproyed nad approval 

~ten requestea, tne co~lSSloner may oraer tne 1nsurer to 

~case ana aes1st 1mmeotate1y any fu!tner actlVlty unaer that 

transaction or contract. After notice and h~aring, the 

commissioner may also order t~~ insurer to void ~he contract 

and restore the status q_uo if such action is in the best 

interest of policyholders, creditors, or ~he public. 

L!l Whenever it appears to the commissioner that any 

insurer or any director, officer, employee, or agent thereof 

has committed a willful violation of this part, the 

commissioner may cause criminal proceedings to be instituted 

by the district court for the county in which the principal 
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office of the insurer is located or if such insurer has no 

such office in the state, then by the district court for 

Lewis and Clark County against such insurer or the 

responsible director, officer, employee, or agent thereof. 

t~t~ Any insurer which willfully violates this part 

may be fined not more than $5 7 666 $25,000. 

t3t1!l Any individual who willfully v1olates th1s part 

may be f1ned not more than $566 $5,000 or, if such willful 

violation involves the deliberate perpetration of a fraud 

upon the commissioner, imprisoned not more than 2 years or 

both.'' 

Secbon 1. Sect1on 33-2-1205, MCA, is amended to read· 

•]J-2-1205. Reinsurance -- limitations -- credit as 

asset. (1) An insurer may accept reinsurance onlv of sue~ 

kinds of risks, and retain risk thereon within such limits. 

as it is otherwise authorized to insure. 

(2) An--±n~nrer--may--r~±n~u~e--~Yi--or--part--o£--any 

~artiecia~-~isk-with-arty Credit for reinsurance is allowed a 

cedins_insurer as either 

liability on account of 

r~insurance is ceded to a 

an asset or a deduction from 

ceded _ rei n~!~raJ]c~______Q!!!_y_ _ _if the 

solvent insurer authorized to 

transact insurance in one-or-more-!ltat:e!l a st~"-=-e and having 

surplus to policyholders in an amount not less than the 

paid-in capital stock required of a domestic stock insurer 

transacting like kinds of insurance. 
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(3) No-ered±t--shaii--be Credit for reinsurance is 

allowed to ~n a ced~ insurer, as an asset or ~s a 

deduction from liability, for reinsurance ceded to an alien 

insurer ~nies~---sueh---ai±e~---~ftstlrer---has--s~rpitt~--t~ 

poiicyhoiders-i~-amo~nt-~ot-~e~~-than--the--~aid-in--eapitai 

stoc~--reqttired-of-a-dome~t±e-~toek-in~tlrer-t:r~n~~etiftg-i*k~ 

kind~-ef-~nsttranee-and--i~--ei~her--etl~hort~ed--to--t~ansaet 

insttraftce--±n-a~-least-ofte-stete-of-~he-B"it:ed-States-er-he~ 

an-eeeerney-±rt-faet-re~~dent-in-tke-Bnited-States-ttpon--wftom 

ser~ice-of-±eqa±-proeess-may-be-made~ onlY_~~: 

la) the reinsurance is ceded tQ __ an assuming insurer 

that maintains a trust fund in a United States banK or trust --- -· ----

company for the oayment of the valid claims o~ ____ its United 

States oolicvholders and cedinq ins~_rers and their assigns 

and successors in interest. The assumina insurer shall 

report annually to the comrnissione~ info~mation 

substantially the same as that required to be reported on 

the national association of insurance commLssioners annual 

stdtement form by authorized ins~_E_ers, to enable the 

~ffi!t~is~ioner to determine the suff_!_t;~ency of the trust fund. 

In the case of a single assumi~g insurer, the trust fund 

must consist of a trusteed account re~resenting the assuming 

insurer's liabilities attributable to business written in 

the United States and, in addi~Jon, must include a trusteed 

surplus of not less than __ ~_,£Q~_~i_!_L~2~· In the case of a group 
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of individual unincorporated underwriters, the trust must 

consist of a trusteed account representing the group's 

liabilities attributable to business written in the United 

States and. in addition, include a trusteed surplus of not 

less than $100 million, and the group shall make available 

~ the commissioner an annual certification of the solvency 

of each underwriter provided ~he group's domiciliar~ 

regulator and i~s independent public accountants. 

~l The trust fund must be established in a United 

States bank or trust company tnat 1s a ~ember of the federal 

reserve system, 1n a torm approvea oy tne comm1sS10ner. The 

trust 1nstrument must prov1de that contested claims are 

valid and enforceable upon the final order of a court of 

competent jurisdiction in the United States. Jhe trust fund 

must vest legal title to its assets in the_trustees of the 

trust fund for its United States £Olicyholders and ceding 

insurers and their assigns and successors in interest. The 

trust fund and the ass~ming insurer are subject to 

examination as determined by the commissioner. The trust 

fund described herein must remain in effect for as long as 

the assuming insurer has outstanding obligations due under 

the reinsurance agreements subject to the trust fund. 

(ii) No later than February 28 of each year, the 

trustees of the trust fund shall report to the commissioner 

in writing, setting forth the balance of the trust fund and 
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1 isting the trust • s inves_tments at the preceding yE!_arend, 

and shall certify the date of termination of the t~ust fund, 

if so planned, or cert~fy that the trust fund will not 

~xpire before the followinQ D~cember 31. 

(b) the reinsurance is ceded to an ftssuminq insurer 

not meeting the requirements of subsection (2) but only with 

respect to the insurance of risks locatPd in jurisdictions 

other than the United State~ where such reinsurance is 

requi~ed by applicable law or rule of that jurisdiction. 

(4) (a) If the assuming insurer is not authorized to 

transact insurance in this state, the crea1t perm1ttea by 

subsections (2) or (3) is not_ allowed unless the a_ssu_~!!_g__ 

insurer agrees in the reinsu~~nce agreement: 

(i) that, if the assuming insurer fQi~~ to perform its 

obligations under the terms of the reinsurance agreement, 

the assuming insurer, at the request o~ the ceding insurer 

or its domiciliary liquidator or receiver, will: 

~ submit to the jurj~diction of a court of competent 

jurisdiction in a state of~~he United States; 

(~L comply with all requirements necessary to give the 

court jurisdiction; and 

(C) abide by the final decision of the court or of an 

appellate court in the event of an appeal; and 

(ii} to c!esiqnate the comm~~_§-~oner or a designated 

attorney as its attorney upon wh.'?_~ __ _lawful process may be 
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served in an action, suit, or proceeding instituted by or on 

beha-lf- of the ce-ding insurer 4 

(b) This provision is not intended to conflict with or 

override the obligation of the parties to a reinsurance 

agreement to arnitrate their disputes if the obligation is 

created in the agreemenc. 

(5) A reduction from liability for the re1nsurance 

ceaed to an assuming insurer not meet1nq tne requirements ot 

subsection (2J must oe a11owea ~n an amount not exceeding 

the liabilities ca,r r ied by the ced1ng 1nsurer. 'l'ne reauct1on 

must oe 1n tne amount or funds hela oy or on behalt ot the 

ce01n9 tnsurer, 1nclu01ng runds hela 1n trust ror tne ceding 

1nsurer unaer a reinsurance contract Wlth cne assum1ng 

1nsurer as secur~ty ror tne payment o_~ ODllgat:lons unaer the 

re1nsurance contract, 1t the security is held in the Un~ted 

States SU.O]ect t:o w1 thdrawa-1 solely by a-na under the 

exc~us1ve contra~ or tne cea1n9 Insurer or, 1n tne case at a 

trusL, 1t the security 1s held ~n a United States bank or 

trust company tnat 1s a memoer or tne teaera1 reserve 

system .. ~l'nls security may be In tne torm or~ 

(a) Cd.:=in; 

(b) securities llstea by the security valuation office 

or tne na-tional association of 1nsurance commissioners ana 

qualifying as admitted assets: 

(c) clean, irrevocabl~, uncondltional letters o[ 
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credit issued or confirmed in writing by a bank or trust 

company tha·t is a member of the federal reserve system; or 

(d) any othe·r form of security acceptable to the 

commissioner. 

t4t~ Credit sha±± must be allowed as an asset or as 

a deduction from liability to a~y ~ ceding insurer for 

reinsurance ceded to an assum1ng Insurer qualified therefor 

under the roregoing provisions or tnts sect1on, except that 

no--~tleh credit shal± may not be aliowed unless the 

reinsurance is pa-yable by the assum1ng: 1nsurer on the ba·sis 

of the liability of the cedinq insurer under the contracts 

re1nsured without diminution because of the insolvency of 

tne ceding 1nsuret. 

t5t11J Upon request at the comm1ss~oner. an insurer 

shall promptly inform the comm1ssloner in writing of the 

cancellation or any other mater1al cnange at any of its 

re1nsurance treaties or arrangements. 

t6tl!l This section shai+ does not apply to wet marine 

ana transportatiOn Insurance. 

{9) The commissioner may adopt rules implementing the 

provis1ons at this part.'' 

NEW SECTION. Section 8. Extension of authority. Any 

existing authority to make rules on the subject of the 

provisions of [this act} is extended to the provisions of 

[this act]. 
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1 NEW SECTION. Section 9. Severability. If a part of 

2 [this act] is invalid, all valid parts that are severable 

3 from the invalid part rema~n 10 ettect. If a part ot lthis 

4 act) is invalid in one or more ot 1~s app!tcattons, Lne part 

5 remains in etrect tn a11 valid appltcattons that are 

6 severable tram the tnvaita app!tcattons. 

-~nd-
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COIIrBRBIICZ COKKZTTBI RIPORY 

KR PRBSZDBIIT AIID HR. SPBAK&R 

Report llo. 1 
pa9e 1 of 2 

Karch 18, lt89 

We, your rree Conference Coaaittee on SB 338 aet and reco•aend 
that tbia Conference Co••ittee report be adopted and that SS 338 
(reference copy -- eal•on) 
be a•ended aa indicated in the ZIISTRUCYZOIIS. 

roa THI SUATII /} 

:;JM?? IL~A:. 
r. 

(' 

R~ .Jv.JtZ."' 
s.ii:- llilli ... 

roR THI HOUSI 

~Yho .. s' 

We Cona14ered. ~be Houaa co .. ittea on Business and Bcoaoaic 
DeYelopaent aaen~enta to sa 338 (third readin9 copy -- blue) da~d 
March 3, 1189. 

IISTRUCTZOIISo Strike• Tbe Houae.co .. ittee on Buaineaa and Bconoaic 
Developaenta aaend•enta Moe. 2 and 3 in tbeir entirety. 

Aaend sa 338 (reference copy-- aalaonl aa follow•• 

1. Title, line 13. 
rollowtng. ·aa e 119,• 
Znaart• "33-2-119," 

2. Pa9e •· 
Pollovin91 line 12 
Insert• •sectioa 1. Section 33-2-119, KCA, is a.ended to read• 

"33-2-11,. 8uapena1on or re.oca~ion for Yiolationa aad 
apecial oro.ada. ( 1) Yhe coaiaaioner aay, in biB dhcretion, 
suapend or revoke an insurer•• certificate of authority it, after 
a bearin9 tboreon, be finde tbat tbe in•urer baeo 

(a) violated any lawful order of tbe co .. inionar or any 
provision of tbi• code other than thoae for vhicb euepenaion or 
revocation is •andatory, 

continued 

COIIrZRZIICI COKKZYYBB, 88 338 
pa9e 2 of 2 

Karch 18,1t8t 

(b) reineured •ore than 98\ of ita riaka reaident, looated, 
or to be perfor••d in Montana, in ano~her inaurer. In conaidering 
auapenaion or revocation, the coa•taaioner aball coneider all 
relevant factore, includin9 vbatbaro 

(i) after the reinaurance traneaction all partiee will be in 
coapliance with Montana law, and 

liil tbe traneaction will eubatantially reduce protection and 
service to Montana policyholders. 

(2) ~he co .. iaaioner shall, after a bearinv thereon, auapend 
or revoke an insurer's certificate of authority if be finda tbat 
the inaurer• 

(a) ie in unaound condition or in euch condition or uain9 
such aethoda or prac't.icea in the conduct of ita buaineaa aa to 
render ita further transaction of inaurance in Montana injurious 
or bazardoua to ita policyholder• or to tba public; 

(b) baa refused to be exa.ined or to produce ita accounts, 
recorda, and files for ezaainatton or if any of ita officers bava 
refused to give inforaation with respect to 1 ta affairs, wban 
required by tbe coaaiaeioner; 

(c) baa failed to pay any final jud9aent rendered a9ainat it 
in Montana within 38 daya after tbe judg•ent beca•e final; 

ldl witb eucb frequency aa to indicate ita general buaine•• 
practice in Montana, baa without juat cauae refuaed to pay &proper 
~ s.lAJr.a ariatnv under ita policies, whether aa] eaeh 1bJ. clai• 
ia in faYor of an inaured or ia in favor of a tbird peraon vitb 
reapect to tbe liability of an inaured to ~ ~ tbird peraon, 
or vitbout just cause coapela _. .tu. insured or claiaant to 
accept leaa than the a•ount due .e.. B1a or to eaploy attornayw or 
to brtnv suit avatnat tbe insurer or •••h an insured to aecura lull 
payaant or aattla•ent of ...e ~claiaa, 

(e) ia affiliated witb and under tbe aa•e general ••nagaaent 
or interlockin9 directorate or ovnerebip ae anotber ineurer vbicb 
transacts direct insurance in Montana without having a certificate 
of authority therefor, except aa per•ittad aa to a surplus linaa 
inaurer under part 3 of tbia chapter. 

(3) 'lhe co-iaaioner aay, in his discretion and without 
advance notice or a baarin9 thereon, 1-ediately suspend tb• 
certificate of authority of any 1naurer aa to vbicb proceedino• tor 
receivership, consarvatorabip, rehabilitation, or other delia.qaeacy 
proceedin9a have been co .. •nced in any atatea•• 

Renuaber. aubeequent section• 

ADOPT 

RIJIICT 
58 3~0 
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SENATE BILL NO. 330 

INTRODUCED BY BECK, THOMAS, THAYER 

A BILL FOR AN ACT ENTITLED: "AN ACT GENERALLY REVISING THE 

LAWS RELATING TO THE INSURANCE INDUSTRY; A8~H6RfSfN6-~HE 

€6MMfSSf6NER-6P-fNSHRANBB-T6-SHSPBNB-6R-REV6aB-AN--fN58RER~S 

€BR~fPf€A~E-6P-AHTH6Rf~~-P6R-PAfhBRE-~6-BMPh6Y-6NhY-hf€BNSB6 

fN58HANBB--A6BN~S--eR--PAfhHRB--T6--SHPBRVfSE--f~S-fNSHRAN€E 

AGENTS; REQUIRING HOLDING COMPANY SYSTEMS TO REGISTER 

PROPERLY AND TO PROVIDE ACCURATE INFORMATION TO THE 

COMMISSIONER OF INSURANCE ABOUT THEIR AFFILIATED COMPANIES' 

TRANSACTIONS; MODIFYING THE LAWS ALLOWING CREDIT FOR 

REINSURANCE; AND AMENDING SECTIONS 33-~-%%9r 33-2-119, 

33-2-1103. 33-2-1105, 33-2-1106, 33-2-1111, 33-2-1113, 

33-2-1120, AND 33-2-1205, MCA." 

STATEMENT OF INTENT 

A statement of intent is required for this bill because 

[section 6(2)(a)(ii)(E)J authorizes the commissioner of 

insurance of the state of Montana to specify by rule a 

material transaction that adversely affects the interests of 

an insurer's policyholders and [section 8(9)] allows the 

commissioner to adopt rules implementing [sections 1 through 

8]. The legislature intends that the rules the commissioner 

adopts to implement this bill be designed principally to 
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protect Montana insurance consumers. 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Sec-tien--1.- -seet-i<>n---3-:r-e--:r-1-9-,. -MC...,.,,. -HI- -l'tded -to--,....ad-:-

~33-Z-%~9~--Stt~pe"~~o~-or-~~voe8~ion-£or-violation~-and 

~peetal--gro~na~~---tlt--~he--eommissione~---mayy---ift---hi~ 

di~ere~ion,--stt~pend--o~--re~oke-cn-insttr~r~~-e~rtifieftte-o£ 

8~tbority-i£,-a£t~r-8-hea~ing-the~~on,--ft~--£inds--that--the 

i1"'l~tt:r~r-h8s-:--

tat--violated--any--lawf~l-order-o£-the-eommis~±o"er-or 

sny-provision-oE--th±s--eode--other--tftan--tho~e--for--whieh 

stt~pens±on-or-revoeatio"-±~-mendetory; 

tet--rein~~red--more--thftn--99%--o~-its-r±sks-resident, 

%oe8ted,-or-to-b~-performed-~n-Montene,-in-another--instt:rero 

Tn--eonsiderin9--suspen~±on--or-revoeetionr-the-eommi~eion~r 

shall-eonsider-a%1-rele~ant-faetor~,-tne±~ding-vhether~ 

tit--a£ter-the-reinstlra~ee-tren~aetion-all-parties-wii% 

be-in-eomp%~enee-with-Montana-law,-and 

tiit-th~---tr8nsaetion---wiii---sttbstentie%%y----redtlee 

prot~etion-and-serviee-to-Mon~ana-polieyho%der~oz 

tet--transaeted--in~ttrenee--in--thi~--state--tftrottgh-an 

insttranee-agent-who-i~-not-liee"sed-tt"der-~itl~-33,--ehftpt~r 

H;-or 

tdt--e8~led---to---~tlp~~vis@--~~~~---in~nranee---8geftt~ 

rea~o~ably-to-8B~tlre-t~eir-eomplianee-w±th-th±~-eode~ 

-2- SB 330 
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tit--~he-eommi~siofter-sha%i,-a£~er-e--he8ring--~kereon, 

suspend--or--revo~e-en-i~~~rer~s-cerei~ieate-o~-a~ehori~y-i£ 

he-finds-ehat-~h@-ine~rer~ 

tat--is-±n-unsottnd-eendit±on-or-in--sach--condition--or 

usinq--sueh--metheds--er--praetiee~--±n--the--eond~et-o£-its 

business-as-to-render-±ts-£urther-transaet±on--o£--insuranee 

in-Montena-injur±otts-er-ha%ardous-to-its-potieyhoiders-or-to 

the-p~bi~e~ 

tbt--has--refttsed--to--be--e~amined--or--to-produee-its 

eeeountS7-reeords,-and-fi%es-£or-exam±nation-or--i£--any--o£ 

its--or£±eers--have-re£used-to-give-±n£ormation-with-respeet 

to-its-a££airsr-whe~-req~ired-by-~he-eommissio~er~ 

tet--has-failed-to--pay--a~y--fina%--j~d9ment--rendered 

against--±e--in--Mon~ana--withi"--39-days-after-the-;ttdgment 

beeame-ti~a±; 

tdt--wi~h-~~eh-Ereqtteney-a~--~o--indiea~e--its--genera! 

b~~iness-p~aetiee-in-Mont8n8r-ka~-withoHt-;Hst-ea~se-reEtlsed 

to--pay ~ p~oper--e±aims ~a±~ arisinq-Hnder-it~-po±ieie~t 

whether-any-stleh ~he eiaim-is-ift-Eavor-oE-an-i~sttred--or--i~ 

~n--rayor-o£-a-third-person-with-respeet-to-the-%iabiiity-o£ 

an-ins~red-te-s~eh the third-person,-or-wtthottt--;~st--eattse 

eompels-stteh the ins~red-or-eiaimant-to-aeeept-%ess-then-the 

amottnt--dHe-them him or-to-employ-attorneys-or-to-bring-suit 

against-the-insttrer--or--stteh--an--t"sttred--to--seettre--Ettli 

payment-or-settiement-of-stteh the elaims; 
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t~t--is--atfiiia~ed--w~eh--and--~~der--the-same-generai 

management--or--interioeking--direetorate--or--ewnership--ae 

another--ine~rer-whieh-traneaet~-direet-ins~ranee-in-Montana 

withotlt-ha¥ing-a-eertifieate-of-a~thority--therefor,--except 

as--permitted--as-to-a-sttrpltts-~ines-ins~rer-~nder-~art-3-o~ 

thi~-ehaptero 

t3t--~he--commissioner--may7--in--his--d±seret~on---and 

witheHt--aCYanee--notiee--or--a-hear~ng-thereon,-immediate~y 

s~spend-the-certifieate-of-attthority-of-any--ins~rer--as--te 

whieh---proeeedings---£or---reeeivership,---eo"~er~atorshipt 

rehabilitation,-or-othe~-dei±nq~eney-proeeeding~--have--been 

eommeneed-±n-any-etateou 

SECTION 1. SECTION 33-2-119, MCA, IS AMENDED TO READ: 

"33-2-119. Suspension or revocation for violations and 

special grounds. (1) The commissioner may, in his 

discretion, suspend or revoke an insurer's certificate of 

authority if, after a hearing thereon, he finds that the 

insurer has: 

(a) violated any lawful order of the commissioner or 

any provision of this code other than those for which 

suspension or revocation is mandatory; 

(b) reinsured more than 90\ of its risks resident, 

located, or to be performed in Montana, in another insurer. 

In considering suspension or revocation, the commissioner 

shall consider all relevant factors, incltlding whether: 
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(i) after the reinsurance transaction all parties will 

be in compliance with Montana law; and 

(ii) the transaction will substantially reduce 

protection and service to Montana policyholders. 

(2) The commissioner shall, after a hearing thereon, 

suspend or revoke an insurer's certificate of authority if 

he finds that the insurer: 

{a) is in unsound condition or in such condition or 

using such methods or practices in the conduct of its 

business as to render its further transaction of insurance 

in Montana injurious or hazardous to its policyholders or to 

the public; 

(b) has refused to be examined or to produce its 

accounts, records, and files for examination or if any of 

its officers have refused to give information with respect 

to its affairs, when required by the commissioner; 

(c) has failed to pay 

against it in Montana within 30 

became final; 

(d) with such frequency 

any final judgment rendered 

days after the judgment 

as to indicate its general 

business practice in Montana, has without just cause refused 

to pay ~ proper eia~ms claim arising under its policies, 

whether any--~tlek the claim is in favor of an insured or is 

in favor of a third person with respect to the liability of 

an insured to 5tteh ~he third person, or without just cause 
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compels s~eh the insured or claimant to accept less than the 

amount due ehem him or to employ attorneys or to bring suit 

against the insurer or ~Hek--en insured to secure full 

payment or settlement of ~Heh the claims; 

(e) is affiliated with and under the same general 

management or interlocking directorate or ownership as 

another insurer which transacts direct insurance in Montana 

without having a certificate of authority therefor, except 

as permitted as to a surplus lines insurer under part 3 of 

this chapter. 

(3) The commissioner may, in his discretion and 

without advance notice or a hearing thereon, inunedia.tely 

suspend the certificate of authority of any insurer as to 

which proceedings for receivership, conservatorship, 

rehabilitation, or other delinquency proceedings have been 

commenced in any state." 

Section 2. Section 33-2-1103, MCA, is amended to read: 

"33-2-1103. 

exemption from 

determination of 

Additional 

other 

investment 

investment 

authority 

restrictions 

qualification divestiture. ( 1) In 

addition to investments in common stock, preferred stock, 

debt obligations, and other securities permitted under this 

part, a domestic insurer may also: 

(a) invest, in common stock, 

obligations, and other securities 

-6-
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subsidiaries, amounts which do not exceed the lesser of 5% 

10\ of s~eh the insurer's assets or 50% Of s~eb the 

insurer's surplus as regards policyholders, provided that 

after stteb the investments the insurer's surplus as 

policyholders will be reasonable in relation 

regards 

to the 

insurer's 

financial 

outstanding 

needs. In 

liabilities 

calculating 

and 

the 

adequate to its 

amount of suen the 

investments, there shall must be included total net moneys 

money or other consideration expended and obligations 

assumed in the acquisition or formation of a subsidiary, 

including all organizational expenses and contributions to 

capital and surplus of stteb the subsidiary, whether or not 

represented by the purchase of capital stock or issuance of 

other securities, and all amounts expended in acquiring 

additional common stock, preferred stock, debt obligations, 

and oth~r securities and all contributions to the capital or 

surplus of a subsidiary subsequent to its acquisition or 

formation. 

(b) if the insurer's total liabilities, as calculated 

for national association of insurance commissioners annual 

statement purposes, are less than 10% of assets, invest any 

amount in common stock, preferred stock, debt obligations, 

and other securities of one or more subsidiaries, provided 

that after sueh the investment the insurer's surplus as 

regards policyholders, considering ~~eh the investment as if 
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it were a disallowed asset, will be reasonable in relation 

to the insurer's outstanding liabilities and adequate to its 

financial needs; 

(C) invest any amount in common stock, preferred 

stock, debt obligations, and other securities of one or more 

subsidiaries, provided that each ~~eh subsidiary agrees to 

limit its investments in any asset so that ~~eft the 

investments will not cause the amount of the total 

investment of the insurer to exceed any of the investment 

limitations specified in this section. The total investment 

of the insurer shaii must include: 

( i) any 

(ii) the 

direct investment by the insurer in an asset; 

insurer's proportionate share of any 

investment in an asset by any subsidiary of the insurer, 

which ~hall-be is calculated by multiplying the amount of 

the subsidiary's investment by the percentage of the 

insurer's ownership of such subsidiary. 

{d) with the apprc_,val of the commissioner, invest e:"y 

~~~er amount in common stock, preferred stock, debt 

obligations, or other securities of one or more 

subsidiaries, provided that after ~~eh the investment, the 

insurer's surplus as regards policyholders will be 

reasonat,le in relation to the insurer's outstanding 

liabilities and adequate to its financial needs~~ 

te) --~~~e~t-a~y-amotlnt-in-tke-eommo~--~toe~,--prefe~reO 
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s~~ck7---debt---obiiqation~r--or--ot~~~--~eeHrieies--of--any 

subsidiery--exel~s±veiy--e~949ed--in--ftoldi~9--tit~e--to--o~ 

ftoiding-e±tle-to-and-mana~in~-or-deveioping-~eai-or-personai 

property-ifr-after-eonsiderinq-as-a-d±saiiowed-asset-so-mueh 

of--the--investment--as--is-represented-by-subsidiary-assets 

vh±eh-i£-heid-direetly-by-the-±nsttrer-would-be-cons±dered-as 

a--disallowed--asset7--the--insttrerLs--sttrpltts--as---regards 

polteyholders---w±ll---be--reasonable--±n--relation--to--the 

insttrerLs--outstandinq--liabilit±es--and--adequate--to---±ts 

£±naneial--needs-and-i£-£ollowin9-s~eh-in~e~tmene-e~~-~ottnq 

see~r~t~ee-or-~uch-sttb~id±ery-wotllrl-be-owned-by-t~e-±n~tt~~ro 

(2) Investments in common stock, preferred stock, debt 

obligations, or other securities of subsidiaries made 

pursuant to subsection {l) he~eof are not subject to any of 

the otherwise applicable restrictions or prohibitions 

contained in this part applicable to such investments of 

insurers. 

(3) Whether any investment pursuant to subsection (l) 

meets the applicable requirements thereof is to be 

determined immediately after etteh the investment is made, 

taking into account the then outstanding principal balance 

on all previous investments in debt obligations and the 

value of all previous investments in equity securities as of 

the date throy were made. 

(4) If an insurer ceases to control a subsidiary, it 
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shall dispose of any investment therein made pursuant to 

this section within 3 years from the time of the cessation 

of control or within such further time as the commissioner 

may prescribe, unless at any time after s~eh the investment 

~hail-have-been is made, ~tle~ the investment sha%%-have--me~ 

meets the requirements for investment under any other 

section of this part and the insurer has notified the 

commissioner thereof." 

Section 3. Section 33-2-1105, MCA., is amended to read: 

"33-2-1105. Approval by commissioner hearings 

notice. (1) The commissioner shall approve any merger or 

other acquisition of control referred to in 33-2-1104(1) 

unless, after a public hearing thereon, he finds that: 

(a) after the change of control the domestic insurer 

referred to in 33-2-1104(1) would not be able to satisfy the 

requirements for the issuance of a license to write the line 

or lines of insurance for which it is presently licensed; 

(b) the effect of the merger or other acquisition of 

control would be substantially to lessen competition in 

insurance in this state or tend to create a monopoly 

therein; 

(C) the financial condition of any acquiring party te 

~tlch--8~ might jeopardize the financial stability of the 

insurer or prejudice the interest of its policyholders or 

the interests of any remaining securityholders who are 
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unaffiliated with s~eh ~acquiring party; 

(d) the terms of the offer, request, invitation, 

agreement, or acquisition referred to in 33-2-1104(1} are 

unfair and unreasonable to the securityholders of the 

insurer; 

(e} the plans or proposals which the acquiring party 

has to liquidate the insurer, sell its assets or consolidate 

or merge it with any person, or to make any other material 

change in its business or corporate structure or management 

are unfair and unreasonable to policyholders of the insurer 

and not in the public interest; 

{f) the competence, experience, and integrity of those 

persons who would control the operation of the insurer are 

such that it would not be in the interest of policyholders 

of the insurer and of the public to permit the merger or 

other acquisition of control. 

(2) The public hearing referred to in subsection (1) 

sheii must be held within 30 days after the statement 

required by 33-2-1104(1) is filed, and at least 20 days 

notice thereof shaii ~ be given by the commission~r to 

the person filing the statement. Not less than 7 days' 

notice of sach the public hearing shaii must be given by the 

person filing the statement to the insurer and to stteh other 

persons as may be designated by the commissioner. The 

insurer shall give s~eh notice to its securityholders. The 
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commissioner shall make a determination within 30 days after 

the conclusion of stteh the hea[ing. At SHeh the hea[ing, 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 shail-haV@ has the right 

to present evidence, examine and cross-examine witnesses, 

and offer oral and written arguments and in connection 

therewith shall---be is entitled to conduct discovery 

proceedings in the same manner as is presently allowed in 

the district court of this state. All discovery proceedings 

ehaii must be concluded not later than 3 days prior to the 

commencement of the public hearing. 

(3) All statements, amendments, or other material 

filed pursuant to subsections {1) through (4) of 33-2-1104 

and all notices of public hearings held pursuant to 

subsection (1) shai~ ~~st be mailed by the insurer to its 

shareholders within 5 business days after the insurer has 

received ~tleh the statements, amendments, other material, or 

notices. The expenses of mailing ~h~i% must be borne by the 

person making the filing. As security for the payment of 

saeh the expenses, sttch the person shall file with the 

commissioner an acc~ptable bond or othe[ deposit in an 

amount to be determilwd by the commissioner. 

( 4} The commi!l~; ioner _ !fl~Y retain at the acgu~.r ing 

party's expens~-~~y at_~c:?rneys, actuaries, accountants, and 
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other experts not otherwise a part of the commissioner's 

staff as may be reasonably necessary to assist the 

commissioner in reviewing the proposed acquisition of 

control." 

Section 4. Section 33-2-1106, MCA, is amended to read: 

•]3-2-1106. Exemptions -- violations -- jurisdiction. 

(1) The provisions of 33-2-1104, 33-2-1105, and this section 

shall do not apply to~ 

tet--any-offe~s,-~eqtiests,-in~itations,-a~~eemeMt~ 7 --o~ 

aeqni~i~ion~--by-the-person-referred-to-in-sabseetion-tlt-o£ 

33-~-Yl84-of-any-voting-see~rity-re£erred-to--±n--s~bseetion 

t1t---o£---33-~-1194---whieh,---immedia•ely---pr±or--•o--•he 

eons~mmation-o£-~~eh-o££er,-req~est,-invitation,--agreement 7 

or-aeqttisition,-was-not-isstled-and-otlt~tanding~ 

tbt--~ny ~ offer, request, invitation, agreement, or 

acquisition which the commissioner by order shall exempt 

the~efrom as: 

tit~ not having been made or entered into for the 

pu~pose and not having the effect of changing or influencing 

the control of a domestic insurer; or 

tii7~ otherwise not comprehended within the purposes 

of 33-2-1104 and 33-2-1105. 

(2) The following ehall---be are violations of 

33-2-1104, 11-2-1105, and this section: 

(a} the failure to file any statement, amendment, or 
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other material required to be filed pursuant to subsections 

(1) through (4) of 33-2-1104; 

(b) the effectuation or any attempt to effectuate an 

acquisition of control of or merger with a domestic insurer 

unless the commissioner has given his approval thereto. 

(3) The courts of this state are hereby vested with 

jurisdiction over every person not resident, domiciled, or 

authorized to do business in this state who files a 

statement with the commissioner under 33-2-1104 and over all 

actions involving ~~eh the person arising out of violations 

of 33-2-1104, 33-2-1105, and this section, and each such 

person ehail-be-deemed is considered to have performed acts 

equivalent to and constituting an appointment by such a 

person of the commissioner to be his true and lawful 

attorney upon whom may be served all lawful process in any 

action, suit, or proceeding arising out of violations of 

this section. Copies of all such lawful process ehail must 

be served on the commissioner and transmitted by re9ie~ered 

or certified mail by the commissioner to e~en the pe~son at 

his last=known address. 11 

Section 5. Section 33-2-1111, MCA, is amended to read: 

"33-2-1111. Registration of insurers -- requisites 

termination. (1) Every insurer which is authorized to do 

business in this state and which is a member of an insurance 

holding company system shall register with the commissioner, 
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except a foreign insurer subject to disclosure requirements 

and standards adopted by statute or regulation in the 

jurisdiction of its domicile which are substantially similar 

to those contained in this section. Any insurer which is 

subject to registration under this section shall register 

within 60 days after July 1, 1971, or 15 days after it 

becomes subject to registration, whichever is later, unless 

the commissioner for good cause shown extends the time for 

registration, and then within such extended time. The 

commissioner may require any authorized insurer which is a 

member of a holding company system which is not subject to 

registration under this section to furnish a copy of the 

registration statement or other information filed by such 

insurance company with the insurance regulatory authority of 

domiciliary jurisdiction. 

(2) Every insurer subject to registration shall file 

with the commissioner, on or before April 30 each year, a 

registration statement on a form provided by the 

commissioner, which sftall must contain current information 

about: 

(a) the capital structure, general financial 

condition, ownership, and management of the insurer and any 

person controlling the insurer; 

(b) the identity of every member of the insurance 

holding company system; 
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(c) the following agreements in force, relationships 

subsisting, and transactions currently outstanding between 

such insurer and its affiliates: 

(i) loans, other investments, or purchases, sales, or 

exchanges of securities of the affiliates by the insurer or 

of the insurer by its affiliates; 

{ii) purchases, sales, or exchanges of assets; 

{iii) transactions not in the ordinary course of 

business; 

{iv) guaranties or undertakings for the benefit of an 

affiliate which result in an actual contingent exposure of 

the insurer's assets to liability, other than insurance 

contracts entered into in the ordinary course of the 

insurer's business; 

(v) all management and service contracts and all 

cost-sharing 

arrangements 

principles; 

arrangements, other 

based upon generally 

than cost 

accepted 

allocation 

accounting 

(vi) reinsurance agreements covering all or 

substantially all of one or more lines of insurance of the 

ceding company; 

(vii) dividen<!.:B and other distributions to 

shareholders; and 

(viii) consolidated tax allocation agreements; 

(d) any pled~e of the insurer's stock, including stock 
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of a subsidiary or controlling affiliate for a loan made to 

a member of the insurance holding company system; 

tdt~ all matters concerning transactions between 

registered insurers and any affiliates as may be included 

from time to time in any registration forms adopted or 

approved by the commissioner. 

{3) A registration statement must contain a summary 

outlining each item in the current registration statement 

that represents a change from the prior re~tration 

statement. 

t3till No information need be disclosed on the 

registration statement filed pursuant to subsection (2) if 

such information is not material for the purposes of this 

section. Unless the commissioner by rule or order provides 

otherwise, sales, purchases, exchanges, loans or extensions 

of credit, or investments involving 1/2 of 1\ or less of an 

insurer's admitted assets as of December 31 next preceding 

sha%% ~ not be deemed material for purposes of this 

section. 

(5) A person within an insurance holding company 

system subject to registration shall provide complete and 

accurate information to an insurer if the inform~tion is 

reasonably __ necessary to enable the insurer to co~~ with 

Title 33, chapter 2, part 11. 

t4ti61 Each registered insurer shall keep current the 
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information required to be disclosed in its registration 

statement by reporting all material changes or additions on 

amendment forms provided by the commissioner within 15 days 

after the end of the month in which it learns of each such 

change or addition;~ provided,--bowe~erT--~ha~--SHb;ee~--to 

Except as provided in 33-2-1114, each registered insurer 

shall so report all dividends and other distributions to 

shareholders within 2 business days following the 

declaration thereof. 

commissioner shall terminate the t5till The 

registration of any insurer which demonstrates that it no 

longer is a member of an insurance holding company system. 

t6tl!l The commissioner may require or allow two or 

more affiliated insurers subject to registration hereunder 

to file a consolidated registration statement or 

consolidated reports amending their consolidated 

registration statement or their individual registration 

statements. 

t~ti21 The commissioner may allow an insurer which is 

authorized to do business in this state and which is part of 

an insurance holding company system to register on behalf of 

any affiliated insurer which is required to register under 

subsection (1) and to file all information and material 

required to be filed under this section." 

Section 6. Section 33-2-1113, MCA, is amended to read: 
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•JJ-2-1113. Transactions with affiliates -- standards~ 

(1) Material transactions by registered insurers with their 

affiliates shaii-be ~ subject to the following standards: 

(a) The terms shaii must be fair and reasonable. 

(b) Charges or fees for services performed must be 

reasonable. 

(c) Expenses incurred and payments received must be 

allocated to the insurer in conformity with customary 

insurance accounting practices consistently applied. 

tbt~ The books, accounts, and records of each party 

she~i ~ be so maintained as to clearly and accurately 

disclose the precise nature and details of the transactions~ 

includinG such accounting information as is necessary to 

support the reasonableness of the charges or fees to the 

respective parties. 

tet~ The insurer's surplus as regards policyholders 

following any dividends or distributions to shareholder 

affiliates sh8~~ must be reasonable in relation to the 

insurer's outstanding liabilities and adequate to its 

financial needs. 

(2) (a) The following transactions involving a 

domestic insurer and a person in its holding company system 

may not be entered into unless the insurer has notified the 

commissioner in writing of its intention to enter into a 

transaction and the commissioner has not disapproved it 
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within at least 30 days prior to ~he transaction, or a 

shorter period as the commissioner may permit: 

1!1 sales, purchases, exchanges, loans or extensions 

of credit. guaranties, or investmen~s if, as of the prior 

December 31, the transactions are equal to or exceed: 

(A) with respect to insurers other than life insurers! 

the lesser of 3% of the insurer's admitted assets or 25\ of 

its surplus as regards policyholders; and 

(8) with respect to life insurers, 3% of the insurer's 

admitted assets; 

(ii) loans or extensions of credit to a person who is 

not an affiliate if the insurer makes the loans or 

extensions of credit with the agreement or understanding 

that t~e proceeds of the transactions, in whole or in 

subs~antial part, are to be used to make loans or extensions 

of credit tJ, to purcha~~ assets of, or to make investments 

in an affiliate of the insurer making the loans or 

exte~~ions of credit if such transactions, as of the prior 

December ~1, are equal to or exceed: 

(A) with respect to insurers other than life insurers, 

the lesser of 3% of the insurer's admitted assets or 25\ of 

its surplus as regards policyholders; 

IB} with respect ~o life insurers, 3% of the insurer's 

admitted assets; 

(C) reinsurance agreements or modifications to 
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reinsurance agreements in which the reins~rance premium or a 

change in the insurer's liabilities equals or exceeds 5% of 

the insurer's surplus as regards policyholders, as of the 

prior December 31, including those agreements that may 

require as consideration the transfer of assets from an 

insurer to a nonaffiliate, if an agreement or understanding 

exists between the insurer and nonaffiliate that a portion 

of the assets will be transferred to one or more affiliates 

of the insurer; 

(D) all management agreements, service contracts, and 

cost-sharing arrangements; and 

(E) any material transactions, specified by rule, that 

the commissioner determines may adversely affect the 

interests of the insurer's policyholders. 

(b) Nothing in this subsection (2L_is considered to 

authorize or permit a transaction that, in the case of an 

insurer that is not a member of the same holding company 

system, would otherwise be contrary to law. 

(3) A domestic insurer may not enter into a 

transaction that is part of a plan or series of like 

transactions with a person within the holding company system 

if the purpose of those separate transactions is to avoid 

the statutory threshold amount revie~. If the commissioner 

determines that the separate transactions were entered into 

over a 12-month period for the purpose of evading review, he 
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may exercise his authority under 33-2-1120. 

(4) The commissioner, in reviewing a transaction 

pursuant to subsection (2), shall consider whether the 

transaction complies with the standards set forth in 

subsection (1) and whether it may adversely affect the 

interests of a policyholder. 

~"_!h~ commissioner must be notified within 30 days 

of an investment by a domestic insurer in a corporation if 

the total investment in the corporation by the insurance 

holding company syste~.-~xcee_§s 10\ of the corporation's 

voting securities. 

t~tlil For purposes of 

whether an insurer's surplus as 

reasonable in relation to 

this section, in determining 

regards policyholders is 

the insurer's outstanding 

liabilities and adequate to its financial needs, the 

following factors, among others, shal% must be considered: 

(a) the size of the insurer as measured by its assets, 

capital and surplus, reserves, premium writings, insurance 

in force, and other appropriate criteria; 

(b) the extent to which the insurer's business is 

diversified among the several lines of insurance; 

(c} the number and size of risks insured in each line 

of business; 

(d) the extent of the geographical dispersion of the 

insurer's insured risks; 
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(e) the nature and extent of the insurer's reinsurance 

program; 

(f) the quality, diversification, and liquidity of the 

insurer's investment portfolio: 

(g) the recent past and projected future trend in the 

size of the insurer's surplus as regards policyholders: 

(h) the surplus as regards policyholders maintained by 

other comparable insurers; 

(i) the adequacy of the insurer's reserves; 

(j) the quality and liquidity of investments in 

subsidiaries made pursuant to 33-2-1104 through 33-2-1106. 

The commissioner may treat any such investment as a 

disallowed asset for purposes of determining the adequacy of 

surplus as regards policyholders whenever in his judgment 

stteh the investment so warrants." 

Section 7. Section 33-2-1120, MCA, is amended to read: 

•]J-2-1120. Cri•inal or civil proceedings -- pefta%ty 

penalties. (1) An insurer failing without just cause to file 

a registration statement as required in 33-2-1111 shal_h 

after notice and hearing, pay a penalty of $100 for each day 

of delinquency. The maximum penalty under this subsection is 

$25,000a The commissioner may reduce the penalty if the 

insurer demonstrates to the commissioner that the imposition 

of the penalty would constitute a financial hardship to the 

insurer. 

-23- SB 330 

l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0330/03 

(2} A director or an officer of an insurance holding 

company system who knowingly violates, participates in, or 

assents to a transaction or who knowingly permits an officer 

or agent of the insurer to engage in a transaction or make 

an investment that has not been properly reported or 

submitted pursuant to 33-2-1111 or 33-2-1113 or that 

violates any other provision of Title 33, chapter 2, part 

11, shall, after notice and hearing, pay, in his individual 

capacity, a fine of not more than $5,000 for each violation. 

To determine the amount of the fine, the commissioner shall 

consider the appropriateness of the fine with respect to the 

gravity of the violation, the history of previous 

violations, and such other matters as justice may require. 

(3) If the commissioner determines that an insurer 

subject to Title 33, chapter 2, part 11, or a director, 

officer, employee, or agent of the insurer has engaged in a 

transaction or entered into a contract th~t is subject to 

33-2-1113 and that would not have been approved had approval 

been requested, the commissioner may OFder the insurer to 

cease and desist immediately any further activity under that 

transaction or contract. After notice "and hearing, the 

commissioner may also order the insurer to void the contract 

and restore the status quo if such action is in the best 

interest of policyholders, creditors, or the publica 

1!1 Whenever it appears to the commissioner that any 
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insurer or any director, officer, employee, or agent thereof 

has committed a willful violation of this part, the 

commissioner may cause criminal proceedings to be instituted 

by the district court for the county in which the principal 

office of the insurer is located or if such insurer has no 

such office in the state, then by the district court for 

Lewis and Clark County against such insurer or the 

responsible director, officer, employee, or agent thereof. 

t~t~ Any insurer which willfully violates this part 

may be fined not more than $5y999 $25,000. 

t3t~ Any individual who willfully violates this part 

may be fined not more than $599 $5,000 or, if such willful 

violation involves the deliberate perpetration of a fraud 

upon the commissioner, imprisoned not more than 2 years or 

both ... 

Section a. Section 33-2-1205, MCA, is amended to read: 

•JJ-2-1205. Reinsurance limitations 

asset. (1} An insurer may accept reinsurance only 

credit as 

of such 

kinds of risks, and retain risk thereon within such limits, 

as it is otherwise authorized to insure. 

(2) An--ins~rer--mey--reins~re--all--or--~e~t--of--a~y 

part%e~%ar-~isk-w%th-efty Credit for reinsurance is allowed a 

ceding i nsu_rer as either an 

liability ou account of ceded 

asset or a deduction from 

reinsurance only if the 

reinsurance is ceded to a solvent insurer authorized to 
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transact insurance in Ofte-er-more-~~a~~e a state and having 

surplus to policyholders in an amount not less than the 

paid-in capital stock required of a domestic stock insurer 

transacting like kinds of insurance. 

{3} No--eredit--shali--be Credit for reinsurance is 

allowed to an a cedi_~ insurer, as an asset or as a 

deduction from liability, for reinsurance ceded to an alien 

insurer ~ftieee--s~eh---aiien---in$~rer---fta~---e~rpi~e---to 

po±ieyhoiders--±n--ame~nt--~ot-iees-thaft-~be-paid-i~-eapitai 

s~oe~-req~±red-of-a-dom~~t±e-3toek-ine~rer-transaetin9--%±ke 

kinde--of--ifte~ranee--and--is--eitber-a~ther±~ed-~o-~ran~aet 

ifteuranee-in-at-least-ofte-state-of-the-Hn±~ed-S~aees-o~--has 

an--attorney-in-£aet-~es±dent-in-th~-Hnited-States-~pon-whom 

serviee-eE-%e9ai-proeees-may-be-made~ only if: 

La) the reinsurance is ceded to an ~ssuming insurer 

that maintains a trust fund in a United States bank or trust 

company for the E_ayment of __ _!:_be valid claims of its United 

States ~licyh_o.lq._~_~s and ceding insurers and their a_~l.9_~ 

and successors in interest. The assuming i~~urer 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 authorized insurers, to enable the 

commissioner to determine the sufficiency of the trust fund. 

In the case of a single assuming insurer, the trust fund 
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must consist of a trusteed account representing the assuming 

insurer's liabilities attributable to business written in 

the United States and, in addition, must include a trusteed 

surplus of not less than $20 million. In the case of a group 

of individual unincorporated underwriters, the trust must 

consist of a trusteed account representing the group's 

liabilities attributable to business written in the United 

States and, in addition, include a trusteed surplus of no~ 

less than $100 million, and the group shall make available 

to the commissioner an annual certification of the solvency 

of each underwriter provided by the group's domiciliary 

regulator and its independent public accountants. 

ill.___~he trust fund must be ~stablished in a United 

States bank or trust company that is_a member of the federal 

reserve system, in a form approve_~--~he commissioner. The 

trust instrument must provide that contested claims ace 

valid and enforceable upon the final order of a court of 

competent jur ~s~_ict ion __ I.~ the Uni t~d States. The trust (up£ 

must vest legal title to its assets in the trustees of the 

trust fund for its United States policyholders and ceding 

insurers and their assigns and successors in interest. The 

trust fund and the assuming insurer a~_ subject to 

examination as determined by the commissioner. The trust 

fund described herein must remain in effect for as long as 

the assuming insurer has outstand inq obligations d~-~ ~nder 
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the reinsurance agreements subject to the trust fund. 

(ii) No later than February 28 of each year, the 

trustees of the trust fund shall report to the commissioner 

in writing, setting forth the balance of the trust fund and 

listing the trust's investments at the preceding yearend, 

and shall certify the date of termination of the trust fund, 

if so planned, or certif~at the trust fund will not 

expire before the following December 31. 

(b) the reinsurance is ceded to an assuming insurer 

not meeting the requirements of subsection {2) but only with 

respect to the insurance of risks located in jurisdictions 

other than the United States where such reinsurance is 

required by applicable law or rule of that jurisdiction. 

(4} (a} If the assuming insurer is not authorized to 

!_~.ansact insurance in this state, the credit_E_ermitted by 

subsections (2} or (3) is not allowed unless the assuming 

insurer a~ees in the reinsurance agreement: 

ill__~hat, if the assuming insurer fails to perform its 

obligations under the terms of the reinsurance agreement, 

the assuming insurer, at the request of the ceding insurer 

or its domiciliary liquidator or receiver, will: 

(A) submit to the jurisdiction of a court of competent 

jurisdiction in a state of the United States; 

(B) comply with all requirements necessary to give the 

court jurisdiction; and 
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(C) abide by the final decision of the court or of an 

appellate court in the event of an appeal; and 

(ii) to designate the commissioner or a designated 

attorney as its attorney upon whom lawful process may be 

served in an action, suit, or proceeding instituted by or on 

behalf of the ceding insurer. 

(b) This provision is not intended to conflict with or 

override the obligation of the parties to a reinsurance 

agreement to arbitrate their disputes if the obligation is 

created in the agreement. 

(5) A reduction from liability for the reinsurance 

ceded to an assuming insurer not meeting the requirements of 

subsection (2) must be allowed in an amount not exceeding 

the liabilities carried by the ceding insurer. The reduction 

must be in the amount of funds held by or on behalf of t:-)1~ 

ceding insurer, including funds held in trust for the ceding 

insurer under a reinsurance contract with the assuming 

insurer as security for the payment of obligations under the 

reinsurance contract, if the 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, if the security is held in a United States bank or 

trust co~pany that is a member of the federal reserve 

system. This secur~ay be in the form of: 

~cash;_ 
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(b) securities listed by the security valuation office 

of the national association of insurance commissioners and 

qualifying as admitted assets; 

(c) clean, irrevocable, unconditional letters of 

credit issued or confirmed in writing by a bank or trust 

company that is a member of the federal reserve system: or 

(d) any oth~r form of security acceptable to the 

commissioner. 

t4t~ Credit sh~ii must be allowed as an asset or 8S 

a deduction from liability to erty ~ ceding insurer for 

reinsurance ceded to an assuming insurer qualified therefor 

under the foregoing provisions of this section, except that 

rto---stteh credit ~hall may not be allowed unless the 

reinsurance is payable by the assuming insurer on the basis 

of the liability of the ceding insurer under the contracts 

reinsured without diminution because of the insolvency of 

the ceding insurer. 

f5t12l Upon request of the commissioner, an insurer 

shall promptly inform the commissioner in writing of the 

cancellation or any other material change of any of its 

reinsurance treaties or arrangements. 

t6t~ This section shall does not apply to wet marine 

and transportation insurance. 

(9) The commissioner may adopt _rules implementing the 

provisions of this part.'' 

-30- SB 330 



sa 0330/03 

1 NEW SECTION. Section 9. Extension of authority. Any 

2 existing authority to make rules on the subject of the 

3 provisions of [this act] is extended to the provisions of 

4 [this act]. 

5 NEW SECTION. Section 10. severability. If a part of 

6 [this act] is invalid, all valid parts that are severable 

7 from the invalid part remain in effect. If a part of [this 

8 act] is invalid in one or more of its applications, the part 

9 remains in effect in all valid applications that are 

10 severable from the invalid applications. 

-End-
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