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agency contracts by fire and casualty
loss insurance companies.

60A.02 DEFINITIONS.
[For text of subds 1 to 5, see M.S.1990]

Subd. 6. Foreign. “Foreign,” when used without limitations, shall designate those
companies incorporated or organized in any other state or country.

[For text of subds 7 to 18, see M.S.1990]

Subd. 19. Alien. “Alien” means an insurer domiciled outside of the United States,
but conducting business within the United States.

Subd. 20. Assume. “Assume” means to accept all or part of a ceding company’s
insurance or reinsurance on a risk or exposure.

Subd. 21. Cede. “Cede” means to pass on to another insurer all or part of the insur-
ance written by an insurer for the purpose of reducing the possible liability of the
insurer.

Subd. 22. Cession. “Cession” means the unit of insurance passed to a reinsurer by
an insurer which issued a policy to the insured.

Subd. 23. Facultative reinsurance. “Facultative reinsurance” means the reinsur-
ance of part or all of the insurance provided by a single policy, with separate negotiation
for each cession.

Subd. 24. Reinsurer. “Reinsurer” means an insurer which assumes the liability of
another insurer through reinsurance.

Subd. 25. Retrocession. “Retrocession” means a transaction in which a reinsurer
cedes to another reinsurer all or part of the reinsurance that the reinsurer had previ-
ously assumed.
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Subd. 26. United States branch. “United States branch” means the business unit
through which business is transacted within the United States by an alien insurer.

Subd. 27. Admitted assets. “Admitted assets” means the assets as shown by the
company’s annual statement on December 31 valued according to valuation regula-
tions prescribed by the National Association of Insurance Commissioners and proce-
dures adopted by the National Association of Insurance Commissioners’ financial
condition Ex 4 subcommittee if not addressed in another section, unless the commis-
sioner requires or finds another method of valuation reasonable under the circum-
stances.

History: 1991 c 325 art 1s 1-9; art 10s 1

60A.03 COMMISSIONER OF COMMERCE.
[For text of subds 1 to 3, see M.S.1990]

Subd. 5. Examination fees and expenses. When any visitation, examination, or
appraisal is made by order of the commissioner, the company being examined, visited,
or appraised, including fraternals, township mutuals, reciprocal exchanges, nonprofit
service plan corporations, health maintenance organizations, vendors of risk manage-
ment services licensed under section 60A.23, or self-insurance plans or pools estab-
lished under section 176.181 or 471.982, shall pay to the department of commerce the
necessary expenses of the persons engaged in the examination, visit, appraisal, or desk
audits of annual statements and records performed by the department other than on
the company premises plus the per diem salary fees of the employees of the department
of commerce who are conducting or participating in the examination, visitation,
appraisal, or desk audit. The per diem salary fees may be based upon the approved
examination fee schedules of the National Association of Insurance Commissioners or
otherwise determined by the commissioner. All of these fees and expenses must be paid
into the department of commerce revolving fund.

[For text of subds 6 to 9, see M.S.1990]
History: 1991 c 325art 10s 2

60A.031 EXAMINATIONS.

Subdivision 1. Power to examine. (1) Insurers and other licensees. At any time and
for any reason related to the enforcement of the insurance laws, or to ensure that com-
panies are being operated in a safe and sound manner and to protect the public interest,
the commissioner may examine the affairs and conditions of any foreign or domestic
insurance or reinsurance company, including reciprocals and fraternals, licensee or
applicant for a license under the insurance laws, or any other person or organization
of persons doing or in the process of organizing to do any insurance business in this
state, and of any licensed advisory organization serving any of the foregoing in this
state.

The commissioner shall examine the affairs and conditions of every domestic
insurance company at least once every five years.

(2) Who may be examined. The commissioner in making any examination of an
insurance company as authorized by this section may, if in the commissioner’s discre-
tion, there is cause to believe the commissioner is unable to obtain relevant information
from such insurance company or that the examination or investigation is, in the discre-
tion of the commissioner, necessary or material to the examination of the company,
examine any person, association, or corporation:

(a) transacting, having transacted, or being organized to transact the business of
insurance in this state;

(b) engaged in or proposing to be engaged in the organization, promotion, or solic-
itation of shares or capital contributions to or aiding in the formation of a domestic
insurance company,
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(c) holding shares of capital stock of an insurance company for the purpose of con-
trolling the management thereof as voting trustee or otherwise;

(d) having a contract, written or oral, pertaining to the management or control of
an insurance company as general agent, managing agent, attorney-in-fact, or otherwise;

(e) which has substantial control directly or indirectly over an insurance company
whether by ownership of its stock or otherwise, or owning stock in any domestic insur-
ance company, which stock constitutes a substantial proportion of either the stock of
the domestic insurance company or of the assets of the owner thereof;,

(f) which is a subsidiary or affiliate of an insurance company;
(g) which is a licensed agent or solicitor or has made application for the licenses;
(h) engaged in the business of adjusting losses or financing premiums.

Nothing contained in this clause (2) shall authorize the commissioner to examine
any person, association, or corporation which is subject to regular examination by
another division of the commerce department of this state. The commissioner shall
notify the other division when an examination is deemed advisable.

Subd. 2a. Purpose, scope, and notice of examination. An examination may, but
need not, cover comprehensively all aspects of the examinee’s affairs, practices, and
conditions. The commissioner shall determine the nature and scope of each examina-
tion and in doing so shall take into account all available relevant factors concerning the
financial and business affairs, practices and conditions of the examinee. For examina-
tions undertaken pursuant to this section, the commissioner shall issue an order stating
the scope of the examination and designating the person responsible for conducting the
examination. A copy of the order shall be provided to the examinee.

In conducting the examination, the examiner shall observe the guidelines and pro-
cedures in the examiner’s handbook adopted by the National Association of Insurance
Commissioners. The commissioner may also employ other guidelines or procedures
that the commissioner may consider appropriate.

Subd. 3. Access to examinee. (a) The commissioner, or the designated person, shall
have timely, convenient, and free access at all reasonable hours to all books, records,
securities, accounts, documents, and any or all computer or other records and papers
relating to the property, assets, business, and affairs of any company, applicant, associa-
tion, or person which may be examined pursuant to this act for the purpose of ascertain-
ing, appraising, and evaluating the assets, conditions, affairs, operations, ability to
fulfill obligations, and compliance with all the provisions of law of the company or per-
son insofar as any of the above pertain to the business of insurance of a person, organi-
zation, or corporation transacting, having transacted, or being organized to transact
business in this state. Every company or person being examined, its officers, directors,
and agents, shall provide to the commissioner or the designated person timely, conve-
nient, and free access at all reasonable hours at its office to all its books, records,
accounts, papers, securities, documents, any or all computer or other records relating
to the property, assets, business, and affairs of the company or person. The officers,
directors, and agents of the company or person shall facilitate the examination and aid
in the examination so far as it is in their power to do so.

The refusal of a company, by its officers, directors, employees, or agents, to submit
to examination or to comply with a reasonable request of the examiners is grounds for
suspension or refusal of, or nonrenewal of, a license or authority held by the company
to engage in an insurance or other business subject to the commissioner’s jurisdiction.
The proceedings for suspension, revocation, or refusal of a license or authority must
be conducted as provided in section 45.027.

(b) The commissioner or any examiners may issue subpoenas, administer oaths,
and examine under oath any person as to any matter pertinent to the examination. If
a person fails or refuses to obey a subpoena, the commissioner may petition a court of
competent jurisdiction, and upon proper showing, the court may enter an order com-
pelling the witness to appear and testify or produce documentary evidence. Failure to
obey the court order is punishable as contempt of court.
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(c) When making an examination or audit under this section, the commissioner
may retain attorneys, appraisers, independent actuaries, independent certified public
accountants, or other professionals and specialists as examiners, the cost of which must
be paid by the company that is the subject of the examination or audit.

(d) This section does not limit the commissioner’s authority to terminate or sus-
pend any examination in order to pursue other legal or regulatory action pursuant to
the insurance laws of this state. Findings of fact and conclusions made pursuant to an
examination are prima facie evidence in a legal or regulatory action.

(e) Nothing contained in this section shall be construed to limit the commission-
er’s authority to use as evidence a final or preliminary examination report, examiner
or company workpapers or other documents, or other information discovered or devel-
oped during the course of an examination in the furtherance of a legal or administrative
action which the commissioner may, in the commissioner’s sole discretion, consider
appropriate.

Subd. 4. Examination report; foreign and domestic companies. (a) The commis-
sioner shall make a full and true report of every examination conducted pursuant to
this chapter, which shall include (1) a statement of findings of fact relating to the finan-
cial status and other matters ascertained from the books, papers, records, documents,
and other evidence obtained by investigation and examination or ascertained from the
testimony of officers, agents, or other persons examined under oath concerning the
business, affairs, assets, obligations, ability to fulfill obligations, and compliance with
all the provisions of the law of the company, applicant, organization, or person subject
to this chapter and (2) a summary of important points noted in the report, conclusions,
recommendations and suggestions as may reasonably be warranted from the facts so
ascertained in the examinations. The report of examination shall be verified by the oath
of the examiner in charge thereof, and shall be prima facie evidence in any action or
proceedings in the name of the state against the company, applicant, organization, or
person upon the facts stated therein.

(b) No later than 60 days following completion of the examination, the examiner
in charge shall file with the department a verified written report of examination under
oath. Upon receipt of the verified report, the department shall transmit the report to
the company examined, together with a notice which provides the company examined
with a reasonable opportunity of not more than 30 days to make a written submission
or rebuttal with respect to matters contained in the examination report.

(c) Within 30 days of the end of the period allowed for the receipt of written sub-
missions or rebuttals, the commissioner shall fully consider and review the report,
together with the written submissions or rebuttals and the relevant portions of the
examiner’s workpapers and enter an order:

(1) adopting the examination report as filed or with modification or corrections.
If the examination report reveals that the company is operating in violation of any law,
rule, or prior order of the commissioner, the commissioner may order the company to
take any action the commissioner considers necessary and appropriate to cure the vio-
lation;

(2) rejecting the examination report with directions to the examiners to reopen the
examination for purposes of obtaining additional data, documentation, or information,
and refiling the report as required under paragraph (b); or

(3) calling for an investigatory hearing with no less than 20 days’ notice to the com-
pany for purposes of obtaining additional documentation, data, information, and testi-
mony.

(d)(1) All orders entered under paragraph (c), clause (1), must be accompanied by
findings and conclusions resulting from the commissioner’s consideration and review
of the examination report, relevant examiner workpapers, and any written submissions
or rebuttals. The order is a final administrative decision and may be appealed as pro-
vided under chapter 14. The order must be served upon the company by certified mail,
together with a copy of the adopted examination report. Within 30 days of the issuance
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of the adopted report, the company shall file affidavits executed by each of its directors
stating under oath that they have received a copy of the adopted report and related
orders.

(2) A hearing conducted under paragraph (c), clause (3), by the commissioner or
authorized representative, must be conducted as a nonadversarial confidential investi-
gatory proceeding as necessary for the resolution of inconsistencies, discrepancies, or
disputed issues apparent upon the face of the filed examination report or raised by or
as a result of the commissioner’s review of relevant workpapers or by the written sub-
mission or rebuttal of the company. Within 20 days of the conclusion of the hearing,
the commissioner shall enter an order as required under paragraph (c), clause (1).

(3) The commissioner shall not appoint an examiner as an authorized representa-
tive to conduct the hearing. The hearing must proceed expeditiously. Discovery by the
company is limited to the examiner’s workpapers which tend to substantiate assertions
in a written submission or rebuttal. The commissioner or the commissioner’s represen-
tative may issue subpoenas for the attendance of witnesses or the production of docu-
ments considered relevant to the investigation whether under the control of the
department, the company, or other persons. The documents produced must be
included in the record. Testimony taken by the commissioner or the commissioner’s
representative must be under oath and preserved for the record.

This section does not require the department to disclose information or records
which would indicate or show the existence or content of an investigation or activity
of a criminal justice agency.

(4) The hearing must proceed with the commissioner or the commissioner’s repre-
sentative posing questions to the persons subpoenaed. Thereafter, the company and the
department may present testimony relevant to the investigation. Cross-examination
may be conducted only by the commissioner or the commissioner’s representative. The
company and the department shall be permitted to make closing statements and may
be represented by counsel of their choice.

(e)(1) Upon the adoption of the examination report under paragraph (c), clause
(1), the commissioner shall continue to hold the content of the examination report as
private and confidential information for a period of 30 days except as otherwise pro-
vided in paragraph (b). Thereafter, the commissioner may open the report for public
inspection if a court of competent jurisdiction has not stayed its publication.

(2) Nothing contained in this subdivision prevents or shall be construed as prohib-
iting the commissioner from disclosing the content of an examination report, prelimi-
nary examination report or results, or any matter relating to the reports, to the
commerce department or the insurance department of another state or country, or to
law enforcement officials of this or another state or agency of the federal government
at any time, if the agency or office receiving the report or matters relating to the report
agrees in writing to hold it confidential and in a manner consistent with this subdivi-
sion.

(3) If the commissioner determines that regulatory action is appropriate as a result
of an examination, the commissioner may initiate proceedings or actions as provided
by law.

(f) All working papers, recorded information, documents and copies thereof pro-
duced by, obtained by, or disclosed to the commissioner or any other person in the
course of an examination made under this subdivision must be given confidential treat-
ment and are not subject to subpoena and may not be made public by the commissioner
or any other person, except to the extent provided in paragraph (e). Access may also
be granted to the National Association of Insurance Commissioners. The parties must
agree in writing prior to receiving the information to provide to it the same confidential
treatment as required by this section, unless the prior written consent of the company
to which it pertains has been obtained.

Subd. 5. Order; foreign and domestic companies. Within a reasonable time of
receipt of an examination report the commissioner may issue an order to the examinee
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directing compliance within a time specified in the order or by law with one or more
of the following:

(a) to restore within the time and extent prescribed by law or the commissioner’s
order any deficiency, whenever its capital, reserves or surplus have become impaired,

(b) to cease and desist from transaction of any business or from any business prac-
tice which if transacted or continued might result in the examinee’s condition or further
transaction of business being hazardous to its policyholders, its creditors, or the public,

(c) to cease and desist from any other violation of its charter or any law of the state.

Subd. 6. Penalty. Notwithstanding section 72A.05, any person who violates or aids
and abets any violation of a written order issued pursuant to this section may be fined
not more than $10,000 for each day the violation continues for each violation of the
order in an action commenced in Ramsey county by the attorney general on behalf of
the state of Minnesota and the money so recovered shall be paid into the general fund.

Subd. 7. Alternatives to examinations. In lieu of an examination under this section
of a foreign or an alien insurer licensed in this state, the commissioner may accept an
examination report on the company as prepared by the insurance department for the
company’s state of domicile or port of entry state until January 1, 1994. After January
1, 1994, the reports may only be accepted if:

(1) the insurance department is accredited under the National Association of
Insurance Commissioners Financial Regulation Standards and Accreditation Program
at the time of the examination; or

(2) the examination is performed under the supervision of an accredited insurance
department or with the participation of one or more examiners who are employed by
an accredited state insurance department and who, after a review of the examination
workpapers and report, state under oath that the examination was performed in a man-
ner consistent with the standards and procedures required by their insurance depart-
ment.

Subd. 7a. Conflict of interest. The department shall establish reasonable proce-
dures so that no examiner, either directly or indirectly, has a conflict of interest or is
affiliated with the management of or owns a pecuniary interest in a person subject to
examination under this chapter. This section shall not be construed to automatically
preclude an examiner from being:

(1) a policyholder or claimant under an insurance policy;

(2) a grantor of a mortgage or similar instrument on the examiner’s residence to
a regulated entity if done under customary terms and in the ordinary course of business;

(3) an investment owner in shares of regulated diversified investment companies;
or

(4) asettlor or beneficiary of a “blind trust” into which any otherwise impermissi-
ble holdings have been placed.

Notwithstanding the requirements of this section, the commissioner may retain
from time to time, on an individual basis, qualified actuaries, certified public accoun-
tants, or other similar individuals who are independently practicing their professions,
even though the persons may from time to time be similarly employed or retained by
persons subject to examination under this chapter.

Subd. 8. Power to make rules. The commissioner may promulgate any rules which
may be necessary to the administration of subdivisions 1 to 9.

Subd. 9.Immunity from liability. (a) No cause of action shall arise nor shall liability
be imposed against the commissioner, the commissioner’s authorized representatives,
or an examiner appointed by the commissioner for statements made or conduct per-
formed in good faith while carrying out the provisions of this section.

(b) No cause of action shall arise, nor shall liability be imposed against a person
for the act of communicating or delivering information or data to the commissioner
or the commissioner’s authorized representative or examiner pursuant to an examina-
tion made under this section, if the act of communication or delivery is performed in
good faith and without fraudulent intent or the intent to deceive.
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(c) This section does not abrogate or modify a common law or statutory privilege
or immunity enjoyed by a person identified in paragraph (a).

(d) A person identified in paragraph (a) may be awarded attorney fees and costs
if the person is the prevailing party in a civil cause of action for libel, slander, or other
relevant tort arising out of activities in carrying out the provisions of this section, and
the party bringing the action was not substantially justified in doing so. For purposes
of this section, a proceeding is “substantially justified” if it had a reasonable basis in
law or fact at the time that it was initiated.

History: 1991 ¢ 325 art 105 3

60A.07 AUTHORIZATION AND REQUIREMENTS.
[For text of subds 1 to 5c, see M.S.1990]

Subd. 5d. Application. All insurance companies shall meet the requirements of
subdivisions 5a to 5d, except as provided in this subdivision. Any company authorized
to transact a particular kind of insurance as specified in section 60A.06, subdivision
1, on April 9, 1976 may continue until January 1, 1983 to conduct the same kind of
insurance by meeting and maintaining the applicable capital, surplus, and guaranty
fund requirements which were in effect immediately prior to April 9, 1976. On and
after January 1, 1983, all companies shall be required to meet the applicable capital,
constantly maintained surplus, and guaranty fund requirements of subdivisions 5a, 5b,
and 5c.

Notwithstanding the foregoing provisions of this subdivision with respect to the
deferred date of compliance, after April 9, 1976:

(1) Any insurance company which seeks authority to transact an additional kind
of insurance shall, as a condition to the granting of the authority, immediately comply
with the applicable capital, constantly maintained surplus, and guaranty fund require-
ments of subdivisions 5a, 5b, and 5c for all of its authorized kinds of business.

(2) If any person acquires control of an insurance company, the insurance com-
pany shall as of the date of the acquisition of control comply with the applicable capital,
constantly maintained surplus, and guaranty fund requirements of subdivisions 5a, 5b,
and 5c for all of its authorized kinds of business. For purposes of this clause, the term
“control” shall be defined as provided in section 60D.15, subdivision 4, and the term
“person” shall be defined as provided in section 60D.15, subdivision 7.

[For text of subd 5e, see M.S.1990]

Subd. 5f. Capital and surplus requirements. (a) Capital and surplus requirements
apply to all types of insurance transacted by the insurer, whether or not only a portion
of the types of insurance are transacted in this state. The commissioner may for the pro-
tection of the public require an insurer to maintain funds in excess of the amounts
required under this section, due to the amount, kind, or combination of types of insur-
ance transacted by the insurer. Failure of an insurer to maintain funds as ordered by
the commissioner is grounds for suspension or revocation of the insurer’s certificate of
authority.

(b) After June 30, 1991, an insurer may not renew and continue its certificate of
authority unless the insurer possesses at least the basic capital and surplus, and addi-
tional surplus required by the commissioner under this section.

[For text of subds 6 to 11, see M.S.1990]
History: 1991 c 325 art 105 4; art 145 1

60A.076 [Repealed, 1991 c 325 art 4 5 10)

60A.08 CONTRACTS OF INSURANCE.
[For text of subds 1 to 13, see M.S.1990]
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Subd. 14. Agreement to rescind policy. (a) If the insurer has knowledge of any
claims against the insured that would remain unsatisfied due to the financial condition
of the insured, the insurer and the insured may not agree to rescind the policy.

(b) Before entering into an agreement to rescind a policy, an insurer must make
a good faith effort to ascertain: (1) the existence and identity of all claims against the
policy; and (2) the financial condition of the insured.

(c) An agreement made in violation of this section is void and unenforceable.
History: 1991 ¢ 131 s 1

60A.09 LIMITS OF RISK; REINSURANCE.
[For text of subds 1 to 3, see M.S.1990]

Subd. 4. [Repealed, 1991 ¢ 325 art 1 s 16]

Subd. 4a. Assumption transactions regulated. No life company, whether domestic,
foreign, or alien, shall perform an assumption transaction, including an assumption
reinsurance agreement, with respect to a policy issued to a Minnesota resident, unless:

(1) the assumption agreement has been filed with the commissioner;

(2) the assumption agreement specifically provides that the original insurer
remains liable to the insured in the event the assuming insurer is unable to fulfill its
obligations or the original insurer acknowledges in writing to the commissioner that it
remains liable to the insured in the event the assuming insurer is unable to fulfill its
obligations;

(3) the proposed certificate of assumption to be provided to the policyholder has
been filed with the commissioner for review and approval as provided in section
61A.02; and

(4) the proposed certificate of assumption contains, in bold face type, the following
language:

“Policyholder: Please be advised that you retain all rights with respect to your pol-
icy against your original insurer in the event the assuming insurer is unable to fulfill
its obligations. In such event, your original insurer remains liable to you notwithstand-
ing the terms of its assumption agreement.”

With respect to residents of Minnesota, the notice to policyholders shall also
include a statement as to the effect on guaranty fund coverage, if any, that will result
from the transfer.

Clauses (2) and (4) above do not apply if the policyholder consents in a signed writ-
ing to a release of the original insurer from liability and to a waiver of the protections
provided in clauses (2) and (4) after being informed in writing by the insurer of the cir-
cumstances relating to and the effect of the assumption, provided that the consent form
signed by the policyholder has been filed with and approved by the commissioner.

If a company is deemed by the commissioner to be in a hazardous condition or
is under a court ordered supervision, rehabilitation, liquidation, conservation or
receivership, and the transfer of policies is in the best interest of the policyholders, as
determined by the commissioner, a transfer may be effected notwithstanding the provi-
sions in this subdivision by using a different form of consent by policyholders. This may
include a form of implied consent and adequate notification to the policyholder of the
circumstances requiring the transfer as approved by the commissioner. This paragraph
does not apply when a policy is transferred to the Minnesota life and health guaranty
association.

Subd. 5. Reinsurance. (1) Definitions. For the purposes of this subdivision, the
word “insurer” shall be deemed to include the word “reinsurer,” and the words “issue
policies of insurance” shall be deemed to include the words “make contracts of reinsur-
ance.”

(2) Reinsurance of more than 50 percent of insurance liabilities. Any contract of
reinsurance whereby an insurer cedes more than 50 percent of the total of its outstand-
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ing insurance liabilities shall, if such insurer is incorporated by or, if an insurer of a for-
eign country, has its principal office in this state, be subject to the approval, in writing,
by the commissioner.

(3) Actual unearned premium reserve to be carried as liability. Nothing in this sub-
division shall be deemed to permit the ceding insurer to receive, through the cession
of the whole of any risk or risks, any advantage in respect to its unearned premium
reserve that would reduce the same below the actual amount thereof.

(4) Aircraft risks. An insurer authorized to transact the business specified in sec-
tion 60A.06, subdivision 1, clauses (4) and (5)(a), may through reinsurance assume any
risk arising from, related to, or incident to the manufacture, ownership, or operation
of aircraft and may retrocede any portion thereof;, provided, however, that no insurer
may undertake any such reinsurance business without the prior approval of the com-
missioner and such reinsurance business shall be subject to any regulations which may
be promulgated by the commissioner. Any such reinsurance business may be provided
through pooling arrangements with other insurers for purposes of spreading the insur-
ance risk.

[For text of subds 6 and 7, see M.S.1990]
History: 1991 ¢ 325 art 15 10;art 20 s 1

60A.091 QUALIFIED UNITED STATES FINANCIAL INSTITUTION.

For purposes of sections 60A.092 and 60A.093, “qualified United States financial
institution” means an institution that:

(1) is organized or, in the case of a United States office of a foreign banking organi-
zation, licensed, under the laws of the United States or any state;

(2) is regulated, supervised, and examined by federal or state authorities having
regulatory authority over banks and trust companies; and

(3) is a member of the Federal Deposit Insurance Corporation, or the National
Credit Union Administration.

History: 1991 c 325 art 1s 11

60A.092 REINSURANCE CREDIT ALLOWED A DOMESTIC CEDING
INSURER.

Subdivision 1. Credit allowed. Credit for reinsurance shall be allowed a domestic
ceding insurer as either an asset or a deduction from liability on account of reinsurance
ceded only when the reinsurance is ceded to an assuming insurer which meets the
requirements specified under this section.

Subd. 2. Licensed assuming insurer. Reinsurance is ceded to an assuming insurer
if the assuming insurer is licensed to transact insurance or reinsurance in this state.

Subd. 3. Accredited assuming insurer. (a) Reinsurance is ceded to an assuming
insurer if the assuming insurer is accredited as a reinsurer in this state. An accredited
reinsurer is one which:

(1) files with the commissioner evidence of its submission to this state’s jurisdic-
tion; ‘

(2) submits to this state’s authority to examine its books and records;

(3) is licensed to transact insurance or reinsurance in at least one state, or in the
case of a United States branch of an alien assuming insurer is entered through and
licensed to transact insurance or reinsurance in at least one state;

(4) files annually with the commissioner a copy of its annual statement filed with
the insurance department of its state of domicile and a copy of its most recent audited
financial statement; and

(5)(1) maintains a surplus as regards policyholders in an amount not less than
$20,000,000 and whose accreditation has not been denied by the commissioner within
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90 days of its submission, or maintains a surplus as regards policyholders in an amount
less than $20,000,000 and whose accreditation has been approved by the commis-
sioner; or

(ii) maintains a surplus as regards policyholders in an amount not less than
$50,000,000 for long-tail casualty reinsurers. For purposes of this section, “long-tail
casualty reinsurance” means insurance for medical or legal malpractice, pollution lia-
bility, directors and officers liability, and products liability. The commissioner may
determine that an assuming insurer that maintains a surplus as regards policyholders
in an amount not less than $20,000,000 is accredited as a reinsurer if there is no detri-
ment to policyholders and the interest of the public, and to not allow accrediting would
be a hardship or detriment to the reinsurer. The commissioner shall report to the legis-
lature on any determination to allow accrediting to a long-term casualty reinsurer main-
taining a surplus in an amount less than $50,000,000.

Clause (5) does not apply to reinsurance ceded and assumed pursuant to pooling
arrangements among insurers in the same holding company system.

(b) No credit shall be allowed or continue to be allowed a domestic ceding insurer
if the assuming insurer’s accreditation has been revoked by the commissioner after
receipt of a cease and desist order pursuant to section 45.027, subdivision 5.

Subd. 4. Similar state standards. Reinsurance is ceded to an assuming insurer if
the assuming insurer is domiciled and licensed in, or in the case of a United States
branch of an alien assuming insurer is entered through, a state which employs standards
regarding credit for reinsurance substantially similar to those applicable under this
chapter and the assuming insurer or United States branch of an alien assuming insurer
(1) maintains a surplus as regards policyholders in an amount not less than $20,000,000
or maintains a surplus as regards policyholders in an amount not less than $50,000,000
for long-tail casualty reinsurers as provided under subdivision 3, paragraph (a), clause
(5), and (2) submits to the authority of this state to examine its books and records.

Clause (1) does not apply to reinsurance ceded and assumed pursuant to pooling
arrangements among insurers in the same holding company system.

Subd. 5. Trust fund maintained. The reinsurance is ceded to an assuming insurer
if the assuming insurer maintains a trust fund in a qualified United States financial
institution for the payment of the valid claims, as determined by the commissioner for
the purpose of determining the sufficiency of the trust fund, of its United States policy-
holders and ceding insurers, their assigns and successors in interest. The assuming
insurer shall report annually to the commissioner information substantially the same
as that required to be reported on the National Association of Insurance Commission-
ers annual statement form by licensed insurers to enable the commissioner to deter-
mine the sufficiency of the trust fund.

Subd. 6. Single assuming insurer; trust fund requirements. In the case of a single
assuming insurer, the trust shall consist of a trusteed account representing the assuming
insurer’s liabilities attributable to business written in the United States and, in addi-
tion, the assuming insurer shall maintain a trusteed surplus of not less than $20,000,000
or maintain a surplus as regards policyholders in an amount not less than $50,000,000
for long-tail casualty reinsurers as provided under subdivision 3, paragraph (a), clause
(5).

Subd. 7. Individual unincorporated underwriters group; trust fund requirements. In
the case of a group of individual unincorporated underwriters, the trust shall consist
of a trusteed account representing the group’s liabilities attributable to business written
in the United States. The group shall maintain a trusteed surplus of which
$100,000,000 shall be held jointly for the benefit of United States ceding insurers of
any member of the group. The group shall make available to the commissioner an
annual certification by the group’s domiciliary regulator and its independent public
accountants of the solvency of each underwriter.

Subd. 8. Incorporated insurers group; trust fund requirements. A group of incorpo-
rated insurers under common administration must:
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(1) comply with the filing requirements specified in subdivision 7;

(2) be under the supervision of the Department of Trade and Industry of the
United Kingdom;

(3) submit to this state’s authority to examine its books and records;

(4) bear the expense of the examination;

(5) maintain an aggregate policyholders’ surplus of $10,000,000,000;

(6) maintain the trust in an amount equal to the group’s several liabilities attribut-
able to business written in the United States; and

(7) maintain a joint trusteed surplus of which $100,000,000 must be held jointly
for the benefit of United States ceding insurers of any member of the group.

Each member of the group shall make available to the commissioner an annual cer-
tification by the member’s domiciliary regulator and its independent accountant of the
member’s solvency.

Subd. 9. Trust fund general requirements. (a) The trust must be established in a
form approved by the commissioner of commerce. The trust instrument shall provide
that contested claims shall be valid and enforceable upon the final order of any court
of competent jurisdiction in the United States. The trust shall vest legal title to its assets
in the trustees of the trust for its United States policyholders and ceding insurers, their
assigns and successors in interest. The trust and the assuming insurer shall be subject
to examination as determined by the commissioner. The trust must remain in effect for
as long as the assuming insurer shall have outstanding obligations due under the rein-
surance agreements subject to the trust.

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

Subd. 10. Other jurisdictions. The reinsurance is ceded to an assuming insurer not
meeting the requirements of subdivision 2, 3, 4, or 5, but only with respect to the insur-
ance of risks located in jurisdictions where the reinsurance is required by applicable
law or regulation of that jurisdiction.

Subd. 11. Reinsurance agreement requirements. (a) If the assuming insurer is not
licensed or accredited to transact insurance or reinsurance in this state, the credit
authorized under subdivisions 4 and § shall not be allowed unless the assuming insurer
agrees in the reinsurance agreements:

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

(2) to designate the commissioner or a designated attorney as its true and lawful
attorney upon whom may be served any lawful process in any action, suit, or proceed-
ing instituted by or on behalf of the ceding company.

(b) Paragraph (a) is not intended to conflict with or override the obligation of the
parties to a reinsurance agreement to arbitrate their disputes, if an obligation to do so
is created in the agreement.

History: 1991 c 325 art 15 12

60A.093 REDUCTION FROM LIABILITY FOR REINSURANCE CEDED BY A
DOMESTIC INSURER TO AN ASSUMING INSURER.

Subdivision 1. Reduction allowed. A reduction from liability for reinsurance ceded
by a domestic insurer to an assuming insurer not meeting the requirements of section
60A.092 shall be allowed in an amount not exceeding the liabilities carried by the ced-
ing insurer. Such reduction shall be in the amount of funds held by or on behalf of the
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ceding insurer, including funds held in trust for the ceding insurer, as security for the
payment of obligations under the reinsurance contract with the assuming insurer. Such
security must be held in the United States subject to withdrawal solely by, and under
the exclusive control of, the ceding insurer; or, in the case of a trust, held in a qualified
United States financial institution. The funds held as security may be in any form of
security acceptable to the commissioner or in the form of:

(1) cash;

(2) securities listed by the securities valuation office of the National Association
of Insurance Commissioners and qualifying as admitted assets and, with the exception
of United States treasury notes, readily marketable over a national exchange or NAS-
DAQ with maturity dates within one year; or

(3) clean, irrevocable, unconditional letters of credit issued or confirmed by a qual-
ified United States financial institution no later than December 31 in respect of the year
for which filing is being made, and in the possession of the ceding company on or before
the filing date of its annual statement. The financial institution must meet the standards
of financial condition and standing considered necessary and appropriate to regulate
the quality of financial institutions as determined by either the commissioner or the
securities valuation office of the National Association of Insurance Commissioners, and
the financial institution’s letters of credit must be acceptable to the commissioner.

Subd. 2. Letters of credit continued acceptance. Letters of credit meeting applicable
standards of issuer acceptability as of the dates of their issuance or confirmation must,
notwithstanding the issuing or confirming institution’s subsequent failure to meet
applicable standards of issuer acceptability, continue to be acceptable as security until
their expiration, extension, renewal, modification, or amendment, whichever comes
first, unless the issuing or confirming institution fails the following standards:

(1) fails to maintain a minimum ratio of three percent tier I capital to total risk
adjusted assets, leverage ratio, as required by the Federal Reserve System as disclosed
by the bank in any call report required by state or federal regulatory authority and avail-
able to the ceding insurer; or

(2) has its long-term deposit rating or long-term debt rating lowered to a rating
below Aa2 as found in the current monthly publication of Moody’s credit opinions or
its equivalent.

The letter of credit of an institution failing the standards of clause (1) or this clause con-
tinues to be acceptable for no more than 30 days.

History: 1991 ¢ 325 art 15 13

60A.094 RULES.

The commissioner may adopt rules implementing the provisions of sections
60A.091 to 60A.093.

History: 1991 c 325 art 1 s 14

60A.095 REINSURANCE AGREEMENTS AFFECTED.

Sections 60A.091 to 60A.093 apply to all cessions after July 1, 1991, under reinsur-
ance agreements that have had an inception, anniversary, or renewal date not less than
six months after July 1, 1991.

History: 1991 c 325 art 15 15

60A.10 DEPOSITS.
[For text of subds 1 and 2, see M.S.1990]

Subd. 2a. Special deposits. The commissioner may require a special deposit of an
individual foreign insurer for the protection of its Minnesota policyholders or claim-
ants. In the event of the filing of a delinquency petition against the insurer in Minne-
sota, the deposit 1s subject to chapters 60B, 60C, 61A, and 61B.
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[For text of subds 3 to 6, see M.S.1990]
History: 1991 ¢ 325art 10s 5

60A.11 INVESTMENTS FOR DOMESTIC COMPANIES.
[For text of subds 1 and 7, see M.S.1990]

Subd. 9. General considerations. The following considerations apply in the inter-
pretation of this section:

(a) This section applies to the investments of insurance companies other than life
insurance companies;

(b) The purpose of this section is to protect and further the interests of policyhold-
ers, claimants, creditors and the public by providing standards for the development and
administration of programs for the investment of the assets of domestic companies.
These standards and the investment programs developed by companies must take into
account the safety of company’s principal, investment yield and growth, stability in the
value of the investment, the liquidity necessary to meet the company’s expected busi-
ness needs, and investment diversification;

(c) All financial terms relating to insurance companies have the meanings assigned
to them under statutory accounting methods. All financial terms relating to noninsur-
ance companies have the meanings assigned to them under generally accepted account-
ing principles;

(d) Investments must be valued in accordance with the valuation procedures
established by the National Association of Insurance Commissioners, unless the com-
missioner requires or finds another method of valuation reasonable under the circum-
stances. Other invested assets must be valued according to the procedures promulgated
by the National Association of Insurance Commissioners’, if not addressed in another
section, unless the commissioner requires or finds another method of valuation reason-
able under the circumstances;

(e) A company may elect to hold an investment which qualifies under more than
one subdivision, under the subdivision of its choice. Nothing herein prevents a com-
pany from electing to hold an investment under a subdivision different from the one
in which it previously held the investment; and

(f) Aninvestment which qualifies under any provision of the law governing invest-
ments of insurance companies when acquired will continue to be a qualified investment
for as long as it is held by the insurance company.

Subd. 10. Definitions. The following terms have the meaning assigned in this sub-
division for purposes of this section and section 60A.111:

(a) “Adequate evidence” means a written confirmation, advice, or other verifica-
tion issued by a depository, issuer, or custodian bank which shows that the investment
is held for the company;

(b) “Adequate security” means a letter of credit qualifying under subdivision 11,
paragraph (f), cash, or the pledge of an investment authorized by any subdivision of
this section;

(c) “Admitted assets,” for purposes of computing percentage limitations on partic-
ular types of investments, means the assets as shown by the company’s annual state-
ment, required by section 60A.13, as of the December 31 immediately preceding the
date the company acquires the investment;

(d) “Clearing corporation” means The Depository Trust Company or any other
clearing agency registered with the securities and exchange commission pursuant to the
Securities Exchange Act of 1934, section 17A, Euro-clear Clearance System Limited
and CEDEL S.A., and, with the approval of the commissioner, any other clearing cor-
poration as defined in section 336.8-102;

(e) “Control” has the meaning assigned to that term in, and must be determined
in accordance with, section 60D.01, subdivision 4;
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(f) “Custodian bank” means a bank or trust company or a branch of a bank or trust
company that is acting as custodian and is supervised and examined by state or federal
authority having supervision over the bank or trust company or with respect to a com-
pany’s foreign investments only by the regulatory authority having supervision over
banks or trust companies in the jurisdiction in which the bank, trust company, or
branch is located, and any banking institutions qualifying as an “Eligible Foreign Cus-
todian” under the Code of Federal Regulations, section 270.17f-5, adopted under sec-
tion 17(f) of the Investment Company Act of 1940, and specifically including Euro-
clear Clearance System Limited and CEDEL S.A., acting as custodians;

(g) “Evergreen clause” means a provision that automatically renews a letter of
credit for a time certain if the issuer of the letter of credit fails to affirmatively signify
its intention to nonrenew upon expiration;

(h) “Government obligations” means direct obligations for the payment of money,
or obligations for the payment of money to the extent guaranteed as to the payment
of principal and interest by any governmental issuer where the obligations are payable
from ad valorem taxes or guaranteed by the full faith, credit, and taxing power of the
issuer and are not secured solely by special assessments for local improvements;

(i) “Noninvestment grade obligations” means obligations which, at the time of
acquisition, were rated below Baa/BBB or the equivalent by a securities rating agency
or which, at the time of acquisition, were not in one of the two highest categories estab-
lished by the securities valuation office of the National Association of Insurance Com-
missioners;

. (j) “Issuer” means the corporation, business trust, governmental unit, partnership,
association, individual, or other entity which issues or on behalf of which is issued any
form of obligation;

(k) “Licensed real estate appraiser” means a person who develops and communi-
cates real estate appraisals and who holds a current, valid license under chapter 82B
or a substantially similar licensing requirement in another jurisdiction;

() “Member bank” means a national bank, state bank or trust company which is
a member of the Federal Reserve System;

(m) “National securities exchange” means an exchange registered under section 6
of the Securities Exchange Act of 1934 or an exchange regulated under the laws of the
Dominion of Canada;

{n) “NASDAQ” means the reporting system for securities meeting the definition
of National Market System security as provided under Part I to Schedule D of the
National Association of Securities Dealers Incorporated bylaws;

(o) “Obligations” include bonds, notes, debentures, transportation equipment cer-
tificates, repurchase agreements, bank certificates of deposit, time deposits, bankers’
acceptances, and other obligations for the payment of money not in default as to pay-
ments of principal and interest on the date of investment, whether constituting general
obligations of the issuer or payable only out of certain revenues or certain funds pledged
or otherwise dedicated for payment. Leases are considered obligations if the lease is
assigned for the benefit of the company and is nonterminable by the lessee or lessees
thereunder upon foreclosure of any lien upon the leased property, and rental payments
are sufficient to amortize the investment over the primary lease term,;

(p) “Qualified assets” means the sum of (1) all investments qualified in accordance
with this section other than investments in affiliates and subsidiaries, (2) investments
in obligations of affiliates as defined in section 60D.01, subdivision 2 secured by real
or personal property sufficient to qualify the investment under subdivision 19 or 23,
(3) qualified investments in subsidiaries, as defined in section 60D.01, subdivision 9,
on a consolidated basis with the insurance company without allowance for goodwill or
other intangible value, and (4) cash on hand and on deposit, agent’s balances or uncol-
lected premiums not due more than 90 days, assets held pursuant to section 60A.12,
subdivision 2, investment income due and accrued, funds due or on deposit or recover-
able on loss payments.under contracts of reinsurance entered into pursuant to section
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60A.09, premium bills and notes receivable, federal income taxes recoverable, and
equities and deposits in pools and associations;

(q) “Qualified net earnings” means that the net earnings of the issuer after elimina-
tion of extraordinary nonrecurring items of income and expense and before income
taxes and fixed charges over the five immediately preceding completed fiscal years, or
its period of existence if less than five years, has averaged not less than 1-1/4 times its
average annual fixed charges applicable to the period;

(r) “Required liabilities” means the sum of (1) total liabilities as required to be
reported in the company’s most recent annual report to the commissioner of commerce
of this state, (2) for companies operating under the stock plan, the minimum paid-up
capital and surplus required to be maintained pursuant to section 60A.07, subdivision
Sa, (3) for companies operating under the mutual or reciprocal plan, the minimum
amount of surplus required to be maintained pursuant to section 60A.07, subdivision
5b, and (4) the amount, if any, by which the company’s loss and loss adjustment
expense reserves exceed 350 percent of its surplus as it pertains to policyholders as of
the same date. The commissioner may waive the requirement in clause (4) unless the
company’s written premiums exceed 300 percent of its surplus as it pertains to policy-
holders as of the same date. In addition to the required amounts pursuant to clauses
(1) to (4), the commissioner may require that the amount of any apparent reserve defi-
ciency that may be revealed by one to five year loss and loss adjustment expense devel-
opment analysis for the five years reported in the company’s most recent annual
statement to the commissioner be added to required liabilities;

(s) “Revenue obligations” means obligations for the payment of money by a gov-
ernmental issuer where the obligations are payable from revenues, earnings, or special
assessments on properties benefited by local improvements of the issuer which are spe-
cifically pledged therefor;

(t) “Security” has the meaning given in section 5 of the Security Act of 1933 and
specifically includes, but is not limited to, stocks, stock equivalents, warrants, rights,
options, obligations, American Depository Receipts (ADR’s), repurchase agreements,
and reverse repurchase agreements; and

(u) “Unrestricted surplus” means the amount by which qualified assets exceed 110
percent of required liabilities.

Subd. 11. Investments in name of company or nominee and prohibitions. A compa-
ny’s investments shall be held in its own name or the name of its nominee, except that:

(a) Investments may be held in the name of a clearing corporation or of a custo-
dian bank or in the name of the nominee of either on the following conditions:

(1) The clearing corporation, custodian bank, or nominee must be legally autho-
rized to hold the particular investment for the account of others;

(2) Where the investment is evidenced by a certificate and held in the name of a
custodian bank or the nominee by a custodian bank, a written agreement shall provide
that certificates so deposited shall at all times be kept separate and apart from other
deposits with the depository, so that at all times they may be identified as belonging
solely to the company making the deposit;

(3) Where a cleanng corporation is to act as depository, the investment may be
merged or held in bulk in the clearing corporatlon s or its nominee name with other
investments deposited with the clearing corporation by any other person, if a written
agreement provides that adequate evidence of the deposit is to be obtained and retained
by the company or a custodian bank; and

(4) The company shall monitor current publicly available financial information
and other pertinent data with respect to the custodian banks.

(b) A company may loan securities held by it under this chapter to a broker-dealer
registered under the Securities and Exchange Act of 1934 or a member bank. The loan
must be evidenced by a written agreement which provides:

(1) That the loan will be fully collateralized by cash or obligations issued or guar-
anteed by the United States or an agency or an instrumentality thereof, and that the
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collateral will be adjusted each business day during the term of the loan to maintain
the required collateralization in the event of market value changes in the loaned securi-
ties or collateral;

(2) That the loan may be terminated by the company at any time, and that the bor-
rower will return the loaned securities or their equivalent within five business days after
termination;

(3) That the company has the right to retain the collateral or use the collateral to
purchase investments equivalent to the loaned securities if the borrower defaults under
the terms of the agreement and that the borrower remains liable for any losses and
expenses incurred by the company due to default that are not covered by the collateral.

(c) A company may participate through a member bank in the Federal Reserve
book-entry system, and the records of the member bank shall at all times show that the
investments are held for the company or for specific accounts of the company.

(d) An investment may consist of an individual interest in a pool of obligations
or a fractional interest in a single obligation if the certificate of participation or interest
or the confirmation of participation or interest in the investment shall be issued in the
name of the company or the name of the custodian bank or the nominee of either and
if the certificate or confirmation must, if held by a custodian bank, be kept separate and
apart from the investments of others so that at all times the participation may be identi-
fied as belonging solely to the company making the investment.

(e) Except as provided in paragraph (c), where an investment is not ev1denced by
a certificate, adequate evidence of the company’s investment shall be obtained from the
issuer or its transfer or recording agent and retained by the company, a custodian bank,
or clearing corporation. Transfers of ownership of investments held as described in
paragraphs (a), clause (3), (c) and (d) may be evidenced by bookkeeping entry on the
books of the issuer of the investment or its transfer or recording agent or the clearing
corporation without physical delivery of certificates, if any, evidencing the company’s
investment.

(f) A letter of credit may be accepted as a guaranty of other investments, as collat-
eral to secure loans, or in lieu of cash to secure loans of securities, if it is issued by a
member bank or any of the 100 largest banks in the world ranked by deposits in dollars
or converted into dollar equivalents, as compiled annually by the American Bankers
Association or listed in the annual publication of Moody’s Bank & Finance Manual and
meets the following requirements:

(1) has a long-term deposit rating or a long-term debt rating of at least Aa2 as
found in the current monthly publication of Moody’s Credit Opinions or its equivalent;
and

(2) qualifies under the guidelines of the National Association of Insurance Com-
missioners as a clean, irrevocable letter of credit containing an evergreen clause or hav-
ing a maturity date subsequent to the maturity date of the underlying investment or
loan. The company shall monitor current publicly available financial information and
other pertinent data with respect to the banks issuing the letters of credit.

Subd. 11a. Additional limitations. Under the standards and procedures in sections
60G.20 to 60G.22 for individual insurers, the commissioner may impose additional
limitations on all insurers on the types and percentages of investments as the commis-
sioner determines necessary to protect and ensure the safety of the general public.

Subd. 12. Investments. (a) A company must comply with section 60A.112.

(b) A company’s investments must be so diversified that the securities of a single
issuer, other than the United States of America or any agency or instrumentality of the
United States of America backed by the full faith and credit of the issuer, shall comprise
no more than five percent of the company’s admitted assets, except where otherwise
specified under this chapter. In the case of insurance companies which are subsidiaries
of a company, this diversification test must be applied to the assets of the insurance
company subsidiary in determining the company’s compliance.

(c) The investments authorized under subdivisions 12 to 26 shall constitute admit-
ted assets for a company.
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Subd. 13. United States government obligations. (a) Obligations issued or guaran-
teed by the United States of America or any agency or instrumentality of the United
States of America backed by the full faith and credit of the issuer, including rights to
purchase or sell these obligations if those rights are traded upon a contract market des-
ignated and regulated by a federal agency.

(b) Obligations issued or guaranteed by an agency or instrumentality of the United
States of America other than those backed by the full faith and credit thereof, including
rights to purchase or sell these obligations if those rights are traded upon a contract
market designated and regulated by a federal agency. The securities of a single issuer
under this paragraph shall comprise no more than 20 percent of the company’s admit-
ted assets.

Subd. 14. Certain bank obligations. (a) Certificates of deposits, time deposits, and
bankers’ acceptances issued by and other obligations guaranteed by: (i) any bank orga-
nized under the laws of the United States or any state, commonwealth, or territory
thereof, including the District of Columbia, or of the Dominion of Canada or any prov-
ince thereof or (ii) any of the 100 largest banks, not a subsidiary or a holding company
thereof, in the world ranked by deposits in dollars or converted into dollar equivalents,
as compiled annually by the American Bankers Association or listed in the annual pub-
lication of Moody’s Bank & Finance Manual, which also has a long-term deposit rating
or a long-term debt rating of at least Aa2 as found in the current monthly publication
of Moody’s Credit Opinions or its equivalent. A company may not invest more than
five percent of its admitted assets in the obligations of any one bank and may not hold
at any time more than ten percent of the outstanding obligations of any one bank.

(b) Obligations issued-or guaranteed by the International Bank for Reconstruction
and Development, the Asian Development Bank, the Inter-American Development
Bank, the African Development Bank, the Export-Import Bank, the World Bank or any
United States government sponsored organization of which the United States is a mem-
ber, if the principal and interest is payable in United States dollars. A company may
not invest more than five percent of its total admitted assets in the obligations of any
one of these banks or organizations, and may not invest more than a total of 15 percent
of its total admitted assets in the obligations of all these banks and organizations.

Subd. 15. State obligations. (a) Government obligations issued or guaranteed by
any state, commonwealth, or territory of the United States of America or by any politi-
cal subdivision thereof, including the District of Columbia, or by any instrumentality
of any state, commonwealth, territory, or political subdivision thereof. The diversifica-
tion requirement of subdivision 12, paragraph (b), does not apply to government obli-
gations under this paragraph.

(b) Revenue obligations issued by any state, commonwealth, or territory of the
United States of America or by any political subdivision thereof, including the District
of Columbia, or by any instrumentality of any state, commonwealth, territory, or politi-
cal subdivision thereof. The diversification requirement of subdivision 12, paragraph
(b), is applicable to revenue obligations under this paragraph.

Subd. 16. Canadian government obligations. (a) Obligations issued or guaranteed
by the Dominion of Canada or by any agency or instrumentality of the Dominion of
Canada backed by the full faith and credit of the issuer. The diversification requirement
of subdivision 12, paragraph (b), does not apply to government obligations under this
paragraph.

(b) Obligations issued or guaranteed by an agency or instrumentality of the
Dominion of Canada other than those backed by the full faith and credit of the issuer.
The securities of a single issuer under this paragraph shall comprise no more than 20
percent of the company’s admitted assets.

(c) Government obligations issued or guaranteed by a province or territory of the
Dominion of Canada or by a political subdivision thereof, or by an instrumentality of
a province, territory, or political subdivision thereof. The diversification requirement
of subdivision 12, paragraph (b), does not apply to government obligations under this
paragraph.
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(d) Revenue obligations issued by a province or territory of the Dominion of Can-
‘ada or by a political subdivision thereof, or by an instrumentality of a province, terri-
tory, or political subdivision thereof. The diversification requirement of subdivision
12, paragraph (b), is applicable to revenue obligations under this paragraph.

Subd. 17. Corporate and business trust obligations. Obligations issued, assumed or
guaranteed by a corporation or business trust organized under the laws of the United
States of America or any state, commonwealth, or territory of the United States, includ-
ing the District of Columbia, or the laws of the Dominion of Canada or any province
or territory of the Dominion of Canada, or obligations traded on a national securities
exchange on the following conditions:

(a) A company may invest in any obligations traded on a national securities
exchange;

(b) A company may also invest in any obligations which are secured by adequate
security located in the United States or Canada,

(c) A company may also invest in previously outstanding or newly issued obliga-
tions not qualifying for investment under paragraph (a) or (b) if the corporation or busi-
ness trust has qualified net earnings. If the obligations are not newly issued, neither
principal nor interest payments on the obligations shall have been in arrears (1) for an
aggregate of 90 days during the three-year period preceding the date of investment, or
(2) where the obligations have been outstanding for less than 90 days, during the period
the obligations have been outstanding;

(d) A company may invest no more than 15 percent of its total admitted assets in
noninvestment grade obligations;

{e) A company may invest in federal farm loan bonds and may invest up to 20 per-
cent of its total admitted assets in the obligations of farm mortgage debenture compa-
nies; and

() A company may not invest more than five percent of its admitted assets in the
obligations of any one corporation or business trust; provided, however, that a com-
pany may invest in the obligations of a corporation without regard to this paragraph
or the subdivision 12, paragraph (b), diversification requirement if: (1) the company
is wholly owned by the issuer and affiliates of the issuer of the obligations; (2) the com-
pany insures solely the issuer of the obligations and its affiliates; (3) the issuer has a net
worth, determined on a consolidated basis, which equals or exceeds $100,000,000; and
(4) the issuer and its affiliates forego any and all claims they may have against the Min-
nesota insurance guaranty association pursuant to chapter 60C in the event of the insol-
vency of the company. This does not affect the rights of any unaffiliated third party
claimant under section 60C.09, subdivision 1.

Subd. 18. Stocks and limited partnerships. (a) Stocks issued or guaranteed by any
corporation incorporated under the laws of the United States of America or any state,
commonwealth, or territory of the United States, including the District of Columbia,
or the laws of the Dominion of Canada or any province or territory of Canada, or stocks
or stock equivalents, including American Depository Receipts or unit investment
trusts, listed or regularly traded on a national securities exchange on the following con-
ditions:

(1) A company may not invest more than a total of 25 percent of its total admitted
assets in stocks, stock equivalents, and convertible issues. Not more than ten percent
of a company’s total admitted assets may be invested in stocks, stock equivalents, and
convertible issues not traded or listed on a national securities exchange or designated
or approved for designation upon notice of issuance on the NASDAQ/National Market
System. This limitation does not apply to investments under clause (4);

(2) A company may not invest in more than two percent of its total admitted assets
in preferred stocks of any corporation which are traded on a national securities
exchange and may also invest in other preferred stocks if the issuer has qualified net
earnings and if current or cumulative dividends are not then in arrears;

(3) A company may not invest in more than two percent of its total admitted assets
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in common stocks, common stock equivalents, or securities convertible into common
stock or common stock equivalents of any corporation or business trust which are
traded on a national securities exchange or designated or approved for designation
upon notice of issuance on the NASDAQ/National Market System, and may also invest
in other common stocks, stock equivalents, and convertible issues subject to the limita-
tions specified in clause (1); _

(4) A company may organize or acquire and hold voting control of a corporation
or business trust through its ownership of common stock, common stock equivalents,
or other securities, provided the corporation or business trust is: (a) a corporation pro-
viding investment advisory, banking, management or sale services to an investment
company or to an insurance company, (b) a data processing or computer service com-
pany, (c) a mortgage loan corporatlon engaged in the business of making, originating,
purchasing or otherwise acquiring or investing in, and servicing or sellmg or otherwise
disposing of loans secured by mortgages on real property, (d) a corporation if its busi-
ness is owning and managing or leasing personal property, (e) a corporation providing
securities underwriting services or acting as a securities broker or dealer, (f) a real prop-
erty holding, developing, managing, brokerage or leasing corporation, (g) any domestic
or foreign insurance company, (h) any alien insurance company, if the organization or
acquisition and the holding of the company is subject to the prior approval of the com-
missioner of commerce, which approval must be given upon good cause shown and is
deemed to have been given if the commissioner does not disapprove of the organization
or acquisition within 30 days after notification by the company, (i) an investment sub-
sidiary to acquire and hold investments which the company could acquire and hold
directly, if the investments of the subsidiary are considered direct investments for pur-
poses of this chapter and are subject to the same percentage limitations, requirements
and restrictions as are contained herein, or (j) any corporation whose business has been
approved by the commissioner as complementary or supplementary to the business of
the company. A company may invest up to an aggregate of ten percent of its total admit-
ted assets under subclauses (a) to (e) of this clause. The diversification requlrement of
subdivision 12, paragraph (b), does not apply to this clause;

(5) A company may invest in warrants and rights granted by an issuer to purchase
securities of the issuer if that security of the issuer, at the time of the acquisition of the
warrant or right to purchase, would qualify as an investment under paragraph (a),
clause (2) or (3), whichever is applicable, provided that security meets the standards
prescribed in the clause at the time of acquisition of the securities; and

(6)(1) A company may invest in the securities of any face amount certificate com-
pany, unit investment trust, or management type investment company, registered or
in the process of registration under the Investment Company Act of 1940 as from time
to time amended, provided that the aggregate of all these investments other than in
securities of money market mutual funds or mutual funds investing primarily in United
States government securities, determined at cost, shall not exceed five percent of its
total admitted assets; investments may be made under this clause without regard to the
percentage limitations applicable to investments in voting securities.

(ii) A company may invest in any proportion of the shares or investment units of
an investment company or investment trust, whether or not registered under the Invest-
ment Company Act of 1940, which is managed by an insurance company, member
bank, trust company regulated by state or federal authority or an investment manager
or adviser registered under the Investment Advisers Act of 1940 or qualified to manage
the investments of an investment company registered under the Investment Company
Act of 1940, provided that the investments of the investment company or investment
trust are qualified investments made under this section and that the articles of incorpo-
ration, bylaws, trust agreement, investment management agreement, or some other
governing instrument limits its investments to investments qualified under this section.

(b) A company may invest in or otherwise acquire and hold a limited partnership
interest in any limited partnership formed under the laws of any state, commonwealth,
or territory of the United States or under the laws of the United States of America. No
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limited partnership interest shall be acquired if the investment, valued at cost, exceeds
two percent of the admitted assets of the company or if the investment, plus the book
value on the date of the investment of all limited partnership interests then held by the
company and held under the authority of this subdivision, exceeds ten percent of the
company’s admitted assets. Limited partnership interests traded on a national securi-
ties exchange must be classified as stock equivalents and are not subject to the percent-
age limitations contained in this paragraph.

Subd. 19. Mortgages on real estate. Up to 25 percent of a company’s total admitted
assets may be invested in loans or obligations secured by a mortgage or a trust deed on
real estate located in any state, commonwealth, or territory of the United States, includ-
ing the District of Columbia, or in any province or territory of the Dominion of Can-
ada, on the following conditions:

(a) Aleasehold estate constitutes real estate under this section if its unexpired term
on the date of investment is at least five years longer than the term of the obligation
secured by it. The obligation must be repayable within the leasehold term in annual or
more frequent installments, except that obligations for commercial purposes may begin
up to five years after the date of the obligations. The mortgage must entitle the company
upon default to be subrogated to all rights of the lessor under the leasehold;

(b) The real estate to which the mortgage applies must be (1) improved with per-
manent buildings, or (2) used for agriculture or pasture, or (3) income-producing,
including but not limited to parking lots and leases, royalty or other mineral interests
in properties producing oil, gas or other minerals and interests in properties for the har-
vesting of forest products, or (4) subject to a definite plan for the commencement of
development within five years;

(c) The real estate to which the mortgage applies must be otherwise unencumbered
when the mortgage loan is funded except as-provided in paragraph (d) and except for
encumbrances which do not unreasonably interfere with the intended use of the real
estate as security;

(d) The real estate to which the mortgage applies may be subject to a prior mort-
gage or trust deed if (1) the amount of the obligation is equal to the sum of the compa-
ny’s loan and the other outstanding indebtedness and (2) the company has control over
the payments under the prior mortgage or trust deed;

(e) The amount of the obligation may not exceed 80 percent of the real estate. If
the amount of the obligation exceeds 66-2/3 percent of the market value of the real
estate, principal payments must commence within five years after the date of the mort-
gage loan and principal and interest on the loan shall be fully amortized by regular
instaliments payable during the term of the loan without irregular or balloon payments,
unless the schedule of irregular or balloon payments is more favorable to the insurer
than regular installments of equal amount would be. The market value shall be estab-
lished by the written certification of a licensed real estate appraiser qualified to appraise
the particular type of real estate involved. The appraisal must be required at the time
the loan is made;

(f) The maximum term of any obligation shall be 40 years, except as provided in
paragraph (g) and except for obligations secured by a mortgage or trust deed which are
or are to be insured by a private mortgage insurance company approved by the commis-
sioner;

(g) The 25 percent of total admitted asset limitation in the preamble of this subdi-
vision and the maximum amount and term limitations in paragraphs (e) and (f) shall
not apply to obligations secured by mortgage or trust deed which are insured or guaran-
teed by the United States of America or any agency or instrumentality of the United
States;

(h) A company may invest in collateralized mortgage obligations, mortgage partic-
ipation certificates and pools issued or administered by a bank or banks and secured
by first mortgages or trust deeds on improved real estate located in the United States
provided the private placement memorandum, prospectus or other offering circular, or
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a written agreement with the issuer of the collateralized mortgage obligations, certifi-
cate or other pool interest provides that each loan meets the requirements of this subdi-
vision;

(i) Notwithstanding the restrictions in paragraph (e), if a company disposes of real
estate acquired by it under subdivision 20, it may take back a purchase money mortgage
from its purchaser in an amount up to 90 percent of the appraised value; and

(j) The vendor’s equity in a contract for deed shall be treated as a mortgage for pur-
poses of this subdivision.

Subd. 20. Real estate. (a) Except as provided in paragraphs (b) to (d), a company
may only acquire, hold, and convey real estate which:

(1) has been mortgaged to it in good faith by way of security for loans previously
contracted, or for money due;

(2) has been conveyed to it in satisfaction of debts previously contracted in the
course of its dealings;

(3) has been purchased at sales on judgments, decrees or mortgages obtained or
made for the debts; and

(4) is subject to a contract for deed under which the company holds the vendor’s
interest to secure the payments the vendee is required to make thereunder.

All the real estate specified in clauses (1) to (3) must be sold and disposed of within
five years after the company has acquired title to it, or within five years after it has
ceased to be necessary for the accommodation of the company’s business, and the com-
pany must not hold this property for a longer period unless the company elects to hold
the real estate under another section, or unless it procures a certificate from the com-
missioner of commerce that its interest will suffer materially by the forced sale thereof,
in which event the time for the sale may be extended to the time the commissioner
directs in the certificate. The market value of real estate must be established by the writ-
ten certification of a licensed real estate appraiser. The appraisal is required at the time
the company elects to hold the real estate under this subdivision.

(b) A company may acquire and hold real estate for the convenient accommoda-
tion of its business.

(c) A company may acquire real estate or any interest in real estate, including oil
and gas and other mineral interests, as an investment for the production of income, and
may hold, improve or otherwise develop, subdivide, lease, sell and convey real estate
50 acquired directly or as a joint venture or through a limited or general partnership
in which the company is a partner.

(d) A company may also hold real estate (1) if the purpose of the acquisition is to
enhance the sale value of real estate previously acquired and held by the company
under this section, and (2) if the company expects the real estate so acquired to qualify
under paragraph (b) or (c) above within five years after acquisition.

(e) A company may, after securing the approval of the commissioner, acquire and
hold real estate for the purpose of providing necessary living quarters for its employees.
The company must dispose of the real estate within five years after it has ceased to be
necessary for that purpose unless the commissioner agrees to extend the holding period
upon application by the company.

(f) A company may not invest more than 25 percent of its total admitted assets
in real estate. The cost of any parcel of real estate held for both the accommodation
of business and for the production of income must be allocated between the two uses
annually. No more than ten percent of a company’s total admitted assets may be
invested in real estate held under paragraph (b). No more than 15 percent of a compa-
ny’s total admitted assets may be invested in real estate held under paragraph (c). No
more than three percent of its total admitted assets may be invested in real estate held
under paragraph (e). Upon application by a company, the commissioner of commerce
may increase any of these limits up to an additional five percent.

Subd. 21. Foreign investments. Obligations of and investments in foreign coun-
tries, on the following conditions:
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(a) a company may acquire and hold any foreign investments which are required
as a condition of doing business in the foreign country or necessary for the convenient
accommodation of its foreign business. An investment is considered necessary for the
convenient accommodation of the insurance company’s foreign business only if it is
demonstrably and directly related in size and purpose to the company’s foreign insur-
ance operations; and

(b) a company may not invest more than five percent of its total admitted assets
in any combination of:

(1) the obligations of foreign governments, corporations, or business trusts;

(2) obligations of federal, provincial, or other political subdivisions backed by the
full faith and credit of the foreign governmental unit;

(3) or in the stocks or stock equivalents or obligations of foreign corporations or
business trusts not qualifying for investment under subdivision 12, if the obligations,
stocks or stock equivalents are listed or regularly traded on the London, Paris, Zurich,
or Tokyo stock exchange or any similar regular securities exchange not disapproved by
the commissioner within 30 days following notice from the company of its intention
to invest in these securities.

Subd. 22. Personal property under lease. Personal property for intended lease or
rental in the United States or Canada. A company may not invest more than five per-
cent of its total admitted assets under this subdivision.

Subd. 23. Collateral loans. Obligations having adequate security if:
(a) The collateral is legally assigned or delivered to the company;

(b) The company has the right to declare the obligation immediately due and pay-
able if the security thereafter depreciates to the point where the investment would not
qualify under paragraph (c); provided, that additional qualifying security may be
pledged to allow the investment to remain qualified at its face value;

(c) The collateral must at the time of delivery or assignment have a market value
of at least, in the case of cash, or a letter of credit meeting the requirements of subdivi-
sion 11, paragraph (f), equal to and, in all other cases, 1-1/4 times the amount of the
unpaid balance of the obligations.

A collateral loan made by a company to its parent corporation or an affiliated party
must be secured by collateral: (i) with a market value equal to the amount of the unpaid
balance of the obligations, and (ii) which is issued or guaranteed by the United States
of America or an agency or an instrumentality thereof, or any state or territory thereof,
and is secured by the full faith and credit of the United States of America or any state
or territory thereof. A company may not invest more than five percent of its total admit-
ted assets under this subdivision.

[For text of subd 24, see M.S.1990]

Subd. 24a. Data processing systems. Electronic computer or data processing
machines or systems purchased for use in connection with the business of the company,
provided that the machines or system must have an original cost of not less than
$100,000 nor more than three percent of the admitted assets of the company and the
cost must be amortized in full over a period not to exceed ten full calendar years.

[For text of subd 25, see M.S.1990]

Subd. 26. Rules. (a) The commissioner may adopt appropriate rules to carry out
the purpose and provisions of this section,

(b) A company may make qualified investments in any other type of investment
or exceeding any limitations of quality, quantity, or percentage of admitted assets con-
tained in this section with the written order of the commissioner. This approval is at
the discretion of the commissioner, provided that the additional investments allowed
by the commissioner’s written order may not exceed five percent of the company’s
admitted assets.
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(c) Nothing authorized in this subdivision negates or reduces the investment
authority granted in subdivisions 1 to 25.

History: 1991 ¢ 325art8s 1-17; art 105 6

NOTE: Subdivision 17, paragraph (d), as amended by Laws 1991, chapter 328, article 8, section 9, is effective as fol-
lows: effective January 1, 1992, noninvestment grade obligations are limited to 20 percent of admitted assets; effective Janu-
ary 1, 1993, noninvestment grade obligations are limited to 17.5 percent of admitted assets; effective January 1, 1994, and
thereafier, noninvestment grade obligations are limited 10 15 percent of admitted assets. See Laws 1991, chapter 325, article
8, section 9.

60A.112 INVESTMENT POLICY REQUIRED.

Each domestic company must have a written investment policy, designed to pro-
vide guidance for investment decisions by management. The policy must be approved
by its board of directors. The policy must be reviewed by the company’s board of direc-
tors and reapproved no less often than once every 12 months. The investment policy
must address asset type diversification, diversification within asset types, concentration
risks, interest rate risk, liquidity, foreign investments, loans secured by real estate, and
investment real estate. The policy must set forth, in detail, company practices relating
to internal controls regarding the delegation of investment authority within the com-
pany.

The board of directors must also determine at least annually the extent to which
the company has complied with its investment policy within the preceding 12 months
and shall adopt a written determination.

The company must file, as an attachment to its annual statement, a certification
that:

(1) the company has a written investment policy meeting the requirements of this
section;

(2) the company’s board of directors has reviewed and approved or reapproved
the policy within the period covered by the annual statement; and

(3) the company’s board of directors performed the compliance review and made
the written determination required by this section within the period covered by the
annual statement.

A company’s failure to meet the requirements of this section does not affect its abil-
ity to enforce its legal or equitable rights with respect to its investments.

History: 1991 c 325 art 18 s 1

60A.12 ASSETS AND LIABILITIES.
[For text of subd 1, see M.S.1990]

Subd. 2. [Repealed, 1991 ¢ 325 art 8 s 18]
[For text of subds 3 to 9, see M.S.1990]

Subd. 10. Loss reserve certification. Each domestic company engaged in providing
the types of coverage described in section 60A.06, subdivision 1, clause (1), (2), (3),
(5)(b), (6), (8), (9), (10), (11), (12), (13), or (14), must have its loss reserves certified to
annually by a qualified actuary. The company must file the certification with the com-
missioner within 30 days of completion of the certification. The actuary providing the
certification must not be an employee of the company. This subdivision does not apply
to township mutual companies.

History: 1991 ¢ 325 art 16 s 1

60A.121 DEFINITIONS.

Subdivision 1. Application. The definitions in this section apply to sections
60A.121 to 60A.127.

Subd. 2. Commercial mortgage loan. “Commercial mortgage loan” means a loan
by an insurer secured by a mortgage on commercial real estate. “Commercial mortgage
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loan™ does not include loans secured by residential real estate containing four or fewer
dwelling units or agricultural real estate.

Subd. 3. Delinquent mortgage loan. “Delinquent mortgage loan” means a loan 90
days delinquent on a required payment of principal or interest.

Subd. 4. Distressed mortgage loan. “Distressed mortgage loan” means a loan, other
than a delinquent loan, that is determined by the management of the insurer, in the
exercise of its prudent investment judgment, to involve circumstances that create a rea-
sonable probability that the loan may become a delinquent mortgage loan or a mortgage
loan in foreclosure.

Subd. 5. Independent appraiser. “Independent appraiser” means a person not
employed by the insurer, by an affiliate of the insurer, or by an investment advisor to
the insurer who develops and communicates real estate appraisals and holds a current,
valid license issued under section 82B.02, or a similar law enacted by another state.

Subd. 6. Internal appraisal. “Internal appraisal” means an appraisal to determine
current market value made by an internal appraiser and based upon an evaluation of:

(1) the property based upon a physical inspection of the premises;

(2) the current and expected stabilized cash flow generated by the property;

(3) the current and expected stabilized market rents in the geographic market
where the property is located; and

(4) the current and stabilized occupancy rates for the geographic market where the
property is located.

Subd. 7. Internal appraiser. “Internal appraiser” means an individual:

(1) employed by an insurer, by an affiliate of the insurer, or by an investment advi-
sor to an insurer;

(2) who has training and experience qualifying the individual to appraise the value
of commercial real estate;

(3) whose direct or indirect compensation is not dependent upon the outcome of
the appraisals performed under sections 60A.121 to 60A.126; and

(4) who has direct reporting access to the chief investment officer of the insurer.

Subd. 8. Insurer. “Insurer” means a domestic insurance company.

Subd. 9. Mortgage loan in foreclosure. “Mortgage loan in foreclosure” means (1)
a loan in the process of foreclosure including the time required for expiration of any
equitable or statutory redemption rights; (2) a loan to a mortgagor who is the subject
of a bankruptcy petition and who is not making regular monthly payments; or (3) a loan
secured by a mortgage on real estate that is subject to a senior mortgage or other lien
that is being foreclosed.

Subd. 10. Performing mortgage loan. “Performing mortgage loan” means a mort-
gage loan current in payment and not in distress.

Subd. 11. Real estate owned. “Real estate owned” means real property owned and
acquired by an insurer through or in lieu of foreclosure and as to which all equitable
or statutory rights of redemption have expired.

Subd. 12. Restructured mortgage loan. “Restructured mortgage loan” means a loan
where:

(1) material delinquent payments or accrued interest are capitalized and added to
the balance of an outstanding loan; or

(2) the insurer has abated or reduced interest payments below market rates exist-
ing at the date of restructuring.

History: 1991 ¢ 325 art 19s 1

60A.122 REQUIRED WRITTEN PROCEDURES.

An insurer shall establish written procedures, approved by the company’s board
of directors, for the valuation of commercial mortgage loans and real estate owned. The
procedures must be made available to the commissioner upon request. The commis-
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sioner shall review the insurer’s compliance with the procedures in any examination
of the insurer under section 60A.031.

History: 1991 c 325 art 195 2

60A.123 VALUATION PROCEDURE.

Subdivision I. Requirement. An insurer shall value its commercial mortgage loans
and real estate acquired through foreclosure of commercial mortgage loans as provided
in this section for the purpose of establishing reserves or carrying values of the invest-
ments and for statutory accounting purposes.

Subd. 2. Performing mortgage loan. A performing mortgage loan must be carried
at its amortized acquisition cost.

Subd. 3. Distressed mortgage loan. (a) The insurer shall make an evaluation of the
appropriate carrying value of its commercial mortgage loans which it classifies as dis-
tressed mortgage loans. The carrying value must be based upon one or more of the fol-
lowing procedures:

(1) an internal appraisal;

(2) an appraisal made by an independent appraiser;

(3) the vaiue of guarantees or other credit enhancements related to the loan.

(b) The insurer may determine the carrying value of its distressed mortgage loans
through either an evaluation of each specific distressed mortgage loan or by a sampling
methodology. Insurers using a sampling methodology shall identify a sampling of its
distressed mortgage loans that represents a cross section of all of its distressed mortgage
loans. The insurer shall make an evaluation of the appropriate carrying value for each
sample loan. The carrying value of all of the insurer’s distressed mortgage loans must
be the same percentage of their amortized acquisition cost as the sample loans. The car-
rying value must be based upon an internal appraisal or an appraisal conducted by an
independent appraiser.

(c) The insurer shall either take a charge against its surplus or establish a reserve
for the difference between the carrying value and the amortized acquisition cost of its
distressed mortgage loans.

Subd. 4. Delinquent mortgage loan. (a) The insurer shall make an evaluation of the
appropriate carrying value of each delinquent mortgage loan. The carrying value must
be based upon one or more of the following procedures:

(1) an internal appraisal;

(2) an appraisal by an independent appraiser;

(3) the value of guarantees or other credit enhancements related to the loan.

(b) The insurer shall either take a charge against its surplus or establish a reserve
for the difference between the carrying value and the amortized acquisition cost of its
delinquent mortgage loans.

Subd. 5. Restructured mortgage loan. (a) The insurer shall make an evaluation of
the appropriate carrying value of each restructured mortgage loan. The carrying value
must be based upon one or more of the following procedures:

(1) an internal appraisal;

(2) an appraisal by an independent appraiser;

(3) the value of guarantees or other credit enhancements related to the loan.

(b) The insurer shall either take a charge against its surplus or establish a reserve
for the difference between the carrying value and the amortized acquisition cost of its
restructured mortgage loans.

Subd. 6. Mortgage loan in foreclosure. (a) The insurer shall make an evaluation of
the appropriate carrying value of each mortgage loan in foreclosure. The carrying value
must be based upon an appraisal made by an independent appraiser.

(b) The insurer shall take a charge against its surplus for the difference between
the carrying value and the amortized acquisition cost of its mortgage loans in the pro-
cess of foreclosure.
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Subd. 7. Real estate owned. (a) The insurer shall make an evaluation of the appro-
priate carrying value of real estate owned. The carrying value must be based upon an
appraisal made by an independent appraiser.

(b) The insurer shall take a charge against its surplus for the difference between
the carrying value and the amortized acquisition cost of real estate owned.

History: 1991 ¢ 325 art 195 3

60A.124 INDEPENDENT AUDIT.

~ The audit report of the independent certified public accountant which prepares the
audit of an insurer’s annual statement as required under section 60A.13, subdivision
3, paragraph (a), must contain findings by the auditor that:

(1) the insurer has adopted valuation procedures meeting the minimum standards
required in section 60A.123;

(2) the procedures adopted by the board of directors have been uniformly applied
by the insurer in conformance with this section; and

(3) the management of the insurer has an adequate system of internal controls.
History: 1991 ¢ 325art 195 4

60A.125 APPRAISAL BY INDEPENDENT APPRAISER.

Subdivision 1. Mortgage loans in the process of foreclosure. An insurer may rely
upon an appraisal by an independent appraiser to determine the carrying value of mort-
gage loans in the process of foreclosure only if the date of the appraisal is within six
months of the date the foreclosure procedure is begun. If no appraisal exists, the insurer
shall acquire an appraisal within six months after the foreclosure proceeding has begun.

Subd. 2. Real estate owned. An insurer may rely upon an appraisal by an indepen-
dent appraiser to determine the carrying value of real estate owned only if the date of
the appraisal is within six months of the date when title to the property was acquired.
If no appraisal exists, the insurer shall acquire an appraisal within six months after title
to the property is acquired.

Subd. 3. Charge taken. An insurer shall take a charge against the surplus for mort-
gage loans in the process of foreclosure and real estate owned in the first calendar year
in which it holds a current appraisal made by an independent appraiser as provided
in this section.

History: 1991 ¢ 325 art 19s 5

60A.126 BOARD REPORT. _
The management of the insurer shall make periodic reports, at least annually, to

its board of directors, or an appropriate committee of the board, as to the application

of the insurer’s valuation procedures adopted under sections 60A.121 to 60A.127.

History: 1991 ¢ 325 art 195 6

60A.127 INDEPENDENT APPRAISALS OF CERTAIN PROPERTIES.

Subdivision 1. Random sample appraisal requirement. Each domestic insurer that
does not obtain independent appraisals of all distressed, delinquent, and restructured
mortgage loans and use such appraisals to determine the carrying values for its annual
statement shall obtain independent appraisals of a random sample of those loans for
which it did not obtain and use such appraisals. The independent appraisals must be
obtained by the insurer no later than 60 days after the filing of the insurer’s annual state-
ment. The loans to be sampled do not include loans for which the insurer determined
the carrying value on the basis of guarantees or other credit enhancements.

Subd. 2. Sampling procedure; rules. The commissioner may adopt rules specifying
the percentage of distressed, delinquent, and restructured loans for which the insurer
must obtain an independent appraisal. The percentage may vary between insurers or
types of loans and may apply to the number of loans, the dollar value of loans, or both.
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The rules may also specify a procedure for determining how to identify the specific
loans for which an appraisal is required. The commissioner may adopt under this sub-
division only rules that would require sampling no less extensive than that required by
subdivision 3.

Subd. 3. Statutory sampling procedure. (a) Unless and until rules authorized by
subdivision 2 are adopted, each domestic insurer must:

(1) obtain an independent appraisal of five percent of its distressed, delinquent,
or restructured loans required to be sampled under subdivision 1; and

(2) establish a uniform system of assigning sequential numbers to its distressed,
delinquent, or restructured loans based upon the date on which a loan first enters one
of those categories, and then obtain an independent appraisal of every 20th loan
required to be sampled under subdivision 1, beginning with the tenth loan or with the
loan having another number that the commissioner may announce on or within five
business days after the due date for filing of the annual statement.

(b) A domestic insurer may use a sampling procedure different from that described
in paragraph (a) with the prior approval of the commissioner. The commissioner may
grant such approval only if the different procedure would result in a sampling that is
at least as accurate and as extensive under the circumstances as the method required
by paragraph (a).

Subd. 4. Record keeping; reporting. The independent appraisals must be kept in
the insurer’s records and must be available to the commissioner upon request. Each
insurer must file with the commissioner an annual report listing each mortgage loan for
which the insurer obtained an independent appraisal under this section and showing
for each of those loans the appraisal value, the carrying value determined by the insurer,
and other information required by the commissioner. The report must be filed with the
commissioner no later than 120 days after the filing of the annual report.

Subd. 5. Additional requirements. If the commissioner determines, on the basis of
the report of independent appraisals required by subdivision 4, that the carrying values
shown on the annual statement, determined by methods other than an independent
appraisal, overstate the market value of the loans required to be sampled, the commis-
sioner may require any of the following procedures:

(1) independent appraisals of additional loans from the loans required to be sam-
pled;

(2) filing of a supplement to, or a revision of, the annual statement, showing
revised carrying values for all or any appropriate portion of the loans required to be
sampled; and

(3) a second independent appraisal for any loan for which an independent
appraisal was obtained under this section.

Subd. 6. Selection of independent appraiser. The insurer shall not obtain more than
one-third of the independent appraisals requlred under this section from any one
appraiser or from any one firm.

Subd. 7. Powers in this section not limiting. This section does not limit any powers
otherwise available to the commissioner.

History: 1991 ¢ 325 art 195 7

60A.128 RESERVE ACCOUNT.

In computing reserves required to be held by an insurer under the provisions of
section 60A.123, subdivisions 3, 4, and 5, the commissioner may allow an insurer to
take credit for any reserves held by the insurer attributable to the assets as an “asset
valuation reserve” pursuant to the accounting and reserving requirements of the
National Association of Insurance Commissioners. Any charges against surplus taken
under section 60A.123, subdivision 3, 4, 5, 6, or 7, may be taken against the asset valua-
tion reserve to the extent the asset valuation reserve is sufficient and the charge is per-
mitted by the NAIC. To the extent the asset valuation reserve is not sufficient, or if the
charge is not permitted by the NAIC, the insurer shall take a charge against its surplus.

History: 1991 ¢ 325 art 195 8
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60A.13 ANNUAL STATEMENT, INQUIRIES, ABSTRACTS, PUBLICATION.

Subdivision 1. Annual statements required. Every insurance company, including
fraternal beneficiary associations, and reciprocal exchanges, doing business in this
state, shall transmit to the commissioner, annually, on or before March 1, the appropri-
ate verified National Association of Insurance Commissioners’ annual statement blank,
prepared in accordance with the association’s instructions handbook and following
those accounting procedures and practices prescribed by the association’s accounting
practices and procedures manual, unless the commissioner requires or finds another
method of valuation reasonable under the circumstances. In addition, the commis-
sioner may require the filing of any other information determined to be reasonably nec-
essary for the continual enforcement of these laws. The statement may be limited to
the insurer’s business and condition in the United States unless the commissioner finds
that the business conducted outside the United States may detrimentally affect the
interests of policyholders in this state. The statements shall also contain a verified
schedule showing all details required by law for assessment and taxation. The statement
or schedules shall be in the form and shall contain all matters the commissioner may
prescribe, and it may be varied as to different types of insurers so as to elicit a true
exhibit of the condition of each insurer.

[For text of subds la and 2, see M.S.1990]

Subd. 3a. Annual audit. Every insurance company doing business in this state,
including fraternal beneficiary associations, reciprocal exchanges, service plan corpora-
tions licensed pursuant to chapter 62C, and legal service plans licensed pursuant to
chapter 62G, unless exempted by the commissioner pursuant to subdivision 4a or by
subdivision 7 shall have an annual audit of the financial activities of the most recently
completed fiscal year performed by an independent certified public accountant as pre-
scribed by the commissioner, and shall file the report of this audit with the commis-
sioner not more that six months following the close of the company’s fiscal year. Any
insurer required by this subdivision to file an annual audit which does not currently
have its financial statement audited shall file its first audit with the commissioner not
later than June 30, 1983. All other insurers shall file their annual audits beginning June
30, 1982.

[For text of subds 4a to 8, see M.S.1990]
History: 1991 c 199 art 15 9; 1991 ¢ 325art 10s 7

60A.14 FEES.

Subdivision 1. Fees other than examination fees. In addition to the fees and charges
provided for examinations, the following fees must be paid to the commissioner for
deposit in the general fund:

(a) by township mutual fire insurance companies:

(1) for filing certificate of incorporation $25 and amendments thereto, $10;
(2) for filing annual statements, $15;

(3) for each annual certificate of authority, $15;

(4) for filing bylaws $25 and amendments thereto, $10.

(b) by other domestic and foreign companies including fraternals and reciprocal
exchanges:

(1) for filing certified copy of certificate of articles of incorporation, $100;
(2) for filing annual statement, $225;
$10 (§3) for filing certified copy of amendment to certificate or articles of incorporation,
100;
(4) for filing bylaws, $75 or amendments thereto, $75;
(5) for each company’s certificate of authority, $575, annually.
(c) the following general fees apply:
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(1) for each certificate, including certified copy of certificate of authority, renewal,
valuation of life policies, corporate condition or qualification, $15;

(2) for each copy of paper on file in the commissioner’s office 50 cents per page,
and $2.50 for certifying the same;

(3) for license to procure insurance in unadmitted foreign companies, $575;

(4) for receiving and forwarding each notice, proof of loss, summons, complaint
or other process served upon the commissioner of commerce, as attorney for service
of process upon any nonresident agent or insurance company, including reciprocal
exchanges, $15 plus the cost of effectuating service by certified mail, which amount
must be paid by the party serving the notice and may be taxed as other costs in the
action,;

(5) for valuing the policies of life insurance companies, one cent per $1,000 of
insurance so valued, provided that the fee shall not exceed $13,000 per year for any
company. The commissioner may, in lieu of a valuation of the policies of any foreign
life insurance company admitted, or applying for admission, to do business in this state,
accept a certificate of valuation from the company’s own actuary or from the commis-
sioner of insurance of the state or territory in which the company is domiciled;

(6) for receiving and filing certificates of policies by the company’s actuary, or by
the commissioner of insurance of any other state or territory, $50;

(7) for issuing an initial license to an individual agent, $25 per license, for issuing
an initial agent’s license to a partnership or corporation, $50, and for issuing an amend-
ment (variable annuity) to a license, $25, and for renewal of amendment, $25;

(8) for each appointment of an agent filed with the commissioner, a domestic
insurer shall remit $5 and all other insurers shall remit $3;

(9) for renewing an individual agent’s license, $25 per year per license, and for
renewing a license issued to a corporation or partnership, $50 per year;

(10) for issuing and renewing a surplus lines agent’s license, $150;

(11) for issuing duplicate licenses, $5;

(12) for issuing licensing histories, $10;

(13) for filing forms and rates, $50 per filing;

(14) for annual renewal of surplus lines insurer license, $300.

The commissioner shall adopt rules to define filings that are subject to a fee.

[For text of subd 2, see M.S.1990]
History: 1991 ¢ 233 s 42; 1991 ¢ 325 art 10s 8

60A.17 AGENTS; SOLICITORS.
[For text of subds 1 to Ic, see M.S.1990]

Subd. 1d. Renewal fee. (a) Each agent licensed pursuant to this section shall annu-
ally pay in accordance with the procedure adopted by the commissioner a renewal fee
as prescribed by section 60A.14, subdivision 1, paragraph (c), clause (10).

(b) Every agent, corporation, and partnership license expires on October 31 of the
year for which period a license is issued.

(c) Persons whose applications have been properly and timely filed who have not
received notice of denial of renewal are approved for renewal and may continue to
transact business whether or not the renewed license has been received on or before
November 1. Applications for renewal of a license are timely filed if received by the
commissioner on or before October 15 of the year due, on forms duly executed and
accompanied by appropriate fees. An application mailed is considered timely filed if
addressed to the commissioner, with proper postage, and postmarked by October 15.

(d) The commissioner may issue licenses for agents, corporations, or partnerships
for a three-year period. If three-year licenses are issued, the fee is three times the annual
license fee.
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[For text of subds 2c to 21, see M.S.1990]

History: 1991 c 233 5 43

NOTE: Subdivision 1d, as amended by Laws 1991, chapter 233, section 43, is effective July 1, 1992, See Laws 1991,
chapter 233, section 111.

60A.171 REHABILITATION AND CANCELLATION OF AGENCY CON-
TRACTS BY FIRE AND CASUALTY LOSS INSURANCE COMPANIES.

Subdivision 1. (a) After an agency contractual relationship has been in effect for
a period of three years, an insurance company writing fire or casualty loss insurance
in this state may not terminate the agency contractual relationship with any appointed
agent unless the company has attempted to rehabilitate the agent as provided in subdi-
vision 4. The insurer shall provide written notice of intent to rehabilitate.

(b) If the agent and company are not able to reach a mutually acceptable plan of
rehabilitation, the company may terminate the agency contractual relationship after
providing written notice of termination to the agent at least 90 days in advance.

(¢) The notice of termination must include the reasons for termination and a copy
of the notice of intent to rehabilitate.

(d) An insurance company may not terminate an agency contract based upon any
of the following:

(1) an adverse loss experience for a single year;

(2) the geographic location of the agent’s auto and homeowners insurance busi-
ness; or

(3) the performance of obligations required of an insurer under Minnesota Stat-
utes.

Subd. 2. The company shall at the request of the agent renew any insurance con-
tract written by the agent for the company for not more than one year for fire or casualty
loss insurance during a period of nine months after the effective date of the termination,
but in the event any risk does not meet current underwriting standards of the company,
the company may decline its renewal, provided that the company shall give the agent
not less than 60 days notice of its intention not to renew the contract of insurance.

Subd. 3. No new insurance or bond contract shall be written by the agent for the
company after the effective date of the termination without the written approval of the
company. The agent may increase liability on renewal or in force business for not more
than one year for the insured after the effective date of the termination if the increased
liability meets the current underwriting standards of the company.

Subd. 3a. [Renumbered subdivision 4]

Subd. 4. [Renumbered subdivision 5]

Subd. 4. (a) Before notice of termination of the agency contract, the company shall
negotiate in good faith in an effort to reach mutual agreement with the agent on a writ-
ten plan for rehabilitation.

(b) The rehabilitation plan must be in writing and must contain the following ele-
ments:

(1) identification by the company of the problem areas which need rehabilitation;

(2) what the agent must do to avoid termination;

(3) how the company intends to assist the agent to avoid termination;

(4) the mutually agreed upon corrective action to be undertaken by the agent and
the specific target dates for accomplishment;

(5) periodic meeting dates at which the status of rehabilitation will be reviewed;
and

(6) the term of the written plan which must extend for at least one year.

(c) All agency contracts in existence on May 13, 1987, are subject to the rehabilita-
tion requirement under subdivision 1. The rehabilitation plan need not be incorporated
into the agency contract.

Copyright © 1991 by the Office of the Revisor of Statutes, State of Minnesota. All Rights Reserved.



MINNESOTA STATUTES 1991 SUPPLEMENT

60A.171 GENERAL INSURANCE POWERS 32

Subd. 5. [Renumbered subdivision 6]

Subd. 5. Nothing contained in this section prohibits the earlier termination of an
amendment or addendum subsequent to the inception date of the original agency agree-
ment provided that the subsequent amendment or addendum provides for termination
on shorter notice and the agent agrees in writing to the earlier termination.

Subd. 6. [Renumbered subdivision 7]

Subd. 6. During the term of the contract the company shall not refuse to renew
such business from the agent as would be in accordance with the company’s current
underwriting standards.

Subd. 7. [Renumbered subdivision §]

Subd. 7. The provisions of this section do not apply to the termination of an
agent’s contract for insolvency, abandonment, gross and willful misconduct, or failure
to pay over to the company money due to the company after receipt by the agent of
a written demand therefor, or after revocation of the agent’s license by the commis-
sioner of commerce; nor to the termination of agents who write insurance business
exclusively for one company or agents in the direct employ of the company.

Subd. 8. {[Renumbered subdivision 9]

Subd. 8. All future and presently existing agency contractual relationships between
an agent and a company writing fire or casualty loss insurance in this state are subject
to the provisions of this section.

Subd. 9. If it is found, after notice and an opportunity to be heard as determined
by the commissioner of commerce, that an insurance company has violated this sec-
tion, the insurance company shall be subject to a civil action by the agent for actual
damages suffered because of the premature termination of the contract by the company.
The commissioner of commerce shall employ the department’s investigative and
enforcement authority if the commissioner has a reason to believe that an insurer has
violated this section. An insurer found in violation of this section is subject to a civil
penalty imposed by the commissioner not to exceed $10,000 per violation.

Subd. 10. In the event that a company’s compliance with this section is demon-
strated to the satisfaction of the commissioner to represent a hazard or potential hazard
to the financial integrity of the company, the commissioner may, after a hearing, issue
an order relieving the company from its obligation to provide the renewal policies oth-
erwise required by this section.

Subd. 11. Upon termination of an agency, a company is prohibited from soliciting
business in the notice of nonrenewal required by section 60A.37.

History: 1991 ¢ 395 1

60A.175 AGENT COMMISSIONS.

(a) An insurer that cancels a written agreement with an agent under section
60A.171 or 60A.172 or cancels a line of business sold by the agent must pay to the agent
all commissions, bonuses, and other compensation earned by that agent prior to or after
termination. The commission rate must be the rate in effect at the time of the notice
of termination.

(b) An insurer may not reduce agent commissions, bonuses, or other compensa-
tion contained in written agreements without first providing written notice of the
change to the agent at least 180 days before its effective date.

History: 1991 ¢ 395 2
60A.176 DEFINITIONS.
[For text of subd 1, see M.S.1990]

Subd. 2. [Repealed, 1991 c 207 s 8]

Subd. 3. Agent. “Agent” means an agent who is not an employee of the insurer,
who has an agency contractual relationship that has been in effect for five or more years,
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and who writes 80 percent or more of the agent’s business through one insurer or its
subsidiaries.

[For text of subd 4, see M.S.1990]
History: 1991 ¢ 207 s 1

60A.177 INVOLUNTARY TERMINATION OF AN AGENT BY THE INSURER.
[For text of subd 1, see M.S.1990]

Subd. 2. Notice; hearing. If an agent is terminated by an insurer, the agent may
request a hearing before the board of review. If an insurer initiates the termination of
an agent’s agreement, the written notice of termination must advise the agent of the
agent’s right to a hearing before the board of review. Upon receipt of an agent’s request
for a hearing, the commissioner shall establish a hearing date within 30 days of the
request or longer with the approval of the agent and the insurer. The agent and the
insurer shall be notified in writing of the date, time, and place of the hearing. The hear-
ing provided for under this section is not subject to chapter 14. The review board shall
provide the parties to the hearing with an opportunity to present evidence and argu-
ments in support of their respective positions.

[For text of subd 3, see M.S.1990]

Subd. 4. Board’s determination. Upon completion of the hearing, the board of
review shall determine if the termination of the agent’s agreement is justified. If in the
opinion of the board of review an involuntary termination is not justified, and in the
absence of a reasonable contractual financial provision for termination as determined
by the board, the board shall order the insurer to pay an amount of compensation that
the board considers appropriate to the agent.

If in the opinion of the board of review a voluntary termination was not voluntary
and the insurer is not justified in terminating the agent’s agreement, and in the absence
of a reasonable contractual financial provision for termination as determined by the
board, the board shall order the insurer to pay an amount of compensation that the
board considers appropriate to the agent.

Subd. 5. Appeal. A final determination of the board of review under subdivision
4 may be appealed to district court by either party for a trial de novo. If the insurer
appeals and the agent prevails, the insurer is responsible for the agent’s legal fees as
approved by the court.

[For text of subds 6 and 7, see M.S.1990]

Subd. 8. Administrative penalties. Failure to comply with a final order or determi-
nation of the review board constitutes a basis for disciplinary action under section
45.027, subdivision 7.

History: 1991 ¢ 207 s 2-5

60A.19 FOREIGN COMPANIES.
[For text of subds 1 to 7, see M.S.1990]

Subd. 8. Insurance from unlicensed foreign companies. Any person, firm, or corpo-
ration desiring to obtain insurance upon any property, interests, or risks of any nature
other than life insurance in this state in companies not authorized to do business
- therein shall give bond to the commissioner of commerce in such sum as the commis-
sioner shall deem reasonable, with satisfactory resident sureties, conditioned that the
obligors, on the expiration of a license to obtain such insurance, shall pay to the com-
missioner of revenue, for the use of the state, a tax of two percent upon the gross premi-
ums paid by the licensee. Thereupon the commissioner of commerce shall issue such
license, good for one year, and all insurance procured thereunder shall be lawful and
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valid and the provisions of all policies thereof shall be deemed in accordance, and con-
strued as if identical in effect, with the standard policy prescribed by the laws of this
state and the insurers may enter the state to perform any act necessary or proper in the
conduct of the business. This bond may be enforced by the commissioner of commerce
in the commissioner’s name in any district court. The licensee shall file with the com-
missioner of commerce on June 30 and December 31 annually a verified statement of
the aggregate premiums paid and returned premiums received on account of such
insurance.

The commissioner of revenue, or duly authorized agents, may conduct investiga-
tions, inquiries, and hearings to enforce the tax imposed by this subdivision and, in
connection with those investigations, inquiries, and hearings, the commissioner and
duly authorized agents have all the powers conferred by section 270.06.

History: 1991 c 291 art 95 2

60A.27 DISCIPLINE OF INSURER BY ANOTHER STATE; NOTICE TO COM-
MISSIONER.

Subdivision 1. An insurance company licensed to transact business in this state is
hereby required to notify the commissioner of commerce within ten business days of
the happening of any one or more of the following:

(1) the suspension or revocation of its right to transact business in another state;

(2) thereceipt by the insurance company of an order to show why its license should
not be suspended or revoked; or

(3) the imposition of a penalty by any other state for any violation of the insurance
laws of such other state.

Subd. 2. Any insurance company which fails to notify the commissioner of com-
merce within the time period specified in subdivision 1 is subject to a penalty of not
more than $500, or suspension, or both.

History: 1991 c 325 art 21 s 1

REINSURANCE INTERMEDIARY ACT

60A.70 TITLE.
Sections 60A.70 to 60A.756 may be cited as the reinsurance intermediary act.

History: 1991 c 325 art 115 1

60A.705 DEFINITIONS.

Subdivision 1. Terms. For purposes of sections 60A.70 to 60A.756, the terms
defined in this section have the meanings given them.

Subd. 2. Actuary. “Actuary” means a person who is a member in good standing
of the American Academy of Actuaries.

Subd. 3. Controlling person. “Controlling person” means a person, firm, associa-
tion, or corporation who directly or indirectly has the power to direct or cause to be
directed, the management, control, or activities of the reinsurance intermediary.

Subd. 4. Insurer. “Insurer” means any person, firm, association, or corporation
duly licensed in this state pursuant to the applicable provisions of the insurance law
as an insurer.

Subd. 5. Licensed producer. “Licensed producer” means an agent, broker, or rein-
surance intermediary licensed pursuant to the applicable provision of the insurance
law.

Subd. 6. Reinsurance intermediary. “Reinsurance intermediary” means a reinsur-
ance intermediary-broker or a reinsurance intermediary-manager.

Subd. 7. Reinsurance intermediary-broker. “Reinsurance intermediary-broker” or
“RB” means any person, other than an officer or employee of the ceding insurer, firm,
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association, or corporation who solicits, negotiates, or places reinsurance cessions or
retrocessions on behalf of a ceding insurer without the authority or power to bind rein-
surance on behalf of this insurer.

Subd. 8. Reinsurance intermediary-manager. “Reinsurance intermediary-
manager” or “RM” means any person, firm, association, or corporation who has
authority to bind or manages all or part of the assumed reinsurance business of a rein-
surer, including the management of a separate division, department, or underwriting
office, and acts as an agent for that reinsurer whether known as a RM, manager, or other
similar term. However, the following persons are not considered a RM, with respect
to that reinsurer, for the purposes of sections 60A.70 to 60A.756:

(1) an employee of the reinsurer;

(2) a United States manager of the United States branch of an alien reinsurer;

(3) an underwriting manager which, pursuant to contract, manages all the reinsur-
ance operations of the reinsurer, is under common control with the reinsurer, subject
to the holding company act, and whose compensation is not based on the volume of
premiums written; or

(4) the manager of a group, association, pool, or organization of insurers which
engage in joint underwriting or joint reinsurance and who are subject to examination
by the insurance commissioner of the state in which the manager’s principal business
office is located. '

Subd. 9. Reinsurer. “Reinsurer” means a person, firm, association, or corporation
licensed in this state as an insurer with the authority to assume reinsurance.

Subd. 10. To be in violation. “To be in violation” means that the reinsurance inter-
mediary, insurer, or reinsurer for whom the reinsurance intermediary was acting failed
to substantially comply with the provisions of sections 60A.70 to 60A.756.

Subd. 11. Qualified United States financial institution. “Qualified United States
financial institution” means an institution that:

(1) is organized, or in the case of a United States office of a foreign banking organi-
zation, is licensed, under the laws of the United States or any state;

(2) is regulated, supervised, and examined by United States federal or state
authorities having regulatory authority over banks and trust companies; and

(3) has been determined by either the commissioner, or the securities valuation
office of the National Association of Insurance Commissioners, to meet the standards
of financial condition and standing considered necessary and appropriate to regulate
the quality of financial institutions whose letters of credit will be acceptable to the com-
missioner.

History: 1991 c 325 art 115 2

60A.71 LICENSURE.

Subdivision 1. Reinsurance intermediary-broker requirements. No person, firm,
association, or corporation shall act as a RB in this state if the RB maintains an office
either directly or as a member or employee of a firm or association, or an officer, direc-
tor, or employee of a corporation:

(1) in this state, unless the RB is a licensed producer in this state; or

(2) in another state, unless the RB is a licensed producer in this state or another
state having a law substantially similar to this law or the RB is licensed in this state as
a nonresident reinsurance intermediary.

Subd. 2. Reinsurance intermediary-manager requirements. No person, firm, associ-
ation, or corporation shall act as a RM:

(1) for a reinsurer domiciled in this state, unless the RM is a licensed producer in
this state; ' -

(2) in this state, if the RM maintains an office either directly or as a member or
employee of a firm or association, or an officer, director, or employee of a corporation
in this state, unless the RM is a licensed producer in this state; or
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(3) in another state for a nondomestic insurer, unless the RM is a licensed pro-
ducer in this state or another state having a law substantially similar to this law or the
person is licensed in this state as a nonresident reinsurance intermediary.

Subd. 3. Bond and insurance requirements for reinsurance intermediary-manager.
The commissioner may require a RM subject to subdivision 2 to:

(1) file a bond in an amount from an insurer acceptable to the commissioner for
the protection of the reinsurer; and

(2) maintain an errors and omissions policy in an amount acceptable to the com-
missioner.

Subd. 4. Terms. (a) The commissioner may issue a reinsurance intermediary
license to any person, firm, association, or corporation who has complied with the
requirements of sections 60A.70 to 60A.756. The license issued to a firm or association
will authorize all the members of the firm or association and any designated employees
to act as reinsurance intermediaries under the license, and these persons shall be named
in the application and any supplements to it. The license issued to a corporation shall
authorize all of the officers, and any designated employees and directors of the corpora-
tion to act as reinsurance intermediaries on behalf of the corporation, and all these per-
sons shall be named in the application and any supplements to it.

(b) If the applicant for a reinsurance intermediary license is a nonresident, the
applicant, as a condition precedent to receiving or holding a license, shall designate the
commissioner as agent for service of process in the manner, and with the same legal
effect, provided for by sections 60A.70 to 60A.756 for designation of service of process
upon unauthorized insurers. The applicant shall also furnish the commissioner with the
name and address of a resident of this state upon whom notices or orders of the com-
missioner or process affecting the nonresident reinsurance intermediary may be served.
The licensee shall promptly notify the commissioner in writing of every change in its
designated agent for service of process, and the change shall not become effective until
acknowledged by the commissioner.

Subd. 5. Refusal to issue. The commissioner may refuse to issue a reinsurance
intermediary license if, in the commissioner’s judgment, the applicant, anyone named
on the application, or any member, principal, officer, or director of the applicant, is not
trustworthy, or that any controlling person of the applicant is not trustworthy to act as
a reinsurance intermediary, or that any of the foregoing has given cause for revocation
or suspension of the license, or has failed to comply with any prerequisite for the issu-
ance of the license. Upon written request, the commissioner will furnish a summary
of the basis for refusal to issue a license. This document is privileged and not subject
to chapter 13. )

Subd. 6. Attorneys exemption. Licensed attorneys at law of this state when acting
in their professional capacity as such are exempt from this section.

History: 1991 ¢ 325 art 11 s 3

60A.715 REQUIRED CONTRACT PROVISIONS; REINSURANCE INTERME-
DIARY-BROKERS.

Transactions between a RB and the insurer it represents in this capacity shall only
be entered into pursuant to a written authorization, specifying the responsibilities of
each party. The authorization must, at a minimum, provide that:

(1) the insurer may terminate the RB’s authority at any time;

(2) the RB will render accounts to the insurer accurately detailing all material
transactions, including information necessary to support all commissions, charges, and
other fees received by, or owing to the RB, and remit all funds due to the insurer within
30 days of receipt;

(3) all funds collected for the insurer’s account will be held by the RB in a fiduciary
capacity in a bank that is a qualified United States financial institution;

(4) the RB will comply with section 60A.72;
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(5) the RB will comply with the written standards established by the insurer for
the cession or retrocession of all risks; and

(6) the RB will disclose to the insurer any relationship with any reinsurer to which
business will be ceded or retroceded.

History: 1991 c325art 1154

60A.72 BOOKS AND RECORDS; REINSURANCE INTERMEDIARY-
BROKERS.

Subdivision 1. Records of transactions. For at least ten years after expiration of
each contract of reinsurance transacted by the RB, the RB will keep a complete record
for each transaction showing;:

(1) the type of contract, limits, underwriting restrictions, classes or risks, and terri-
tory;

(2) period of coverage, including effective and expiration dates, cancellation pro-
visions, and notice required of cancellation;

(3) reporting and settlement requirements of balances;

(4) rate used to compute the reinsurance premium;

(5) names and addresses of assuming reinsurers;

(6) rates of all reinsurance commissioners, including the commissions on any
retrocessions handled by the RB;

(7) related correspondence and memoranda;

(8) proof of placement;

(9) details regarding retrocessions handled by the RB including the identity of
retrocessionaires and percentage of each contract assumed or ceded;

4 (10) financial records, including, but not limited to, premium and loss accounts;

an
~ (11) when the RB procures a reinsurance contract on behalf of a licensed ceding
insurer:

(i) directly from any assuming reinsurer, written evidence that the assuming rein-
surer has agreed to assume the risk; or

(ii) if placed through a representative of the assuming reinsurer, other than an
employee, \gvritten evidence that such reinsurer has delegated binding authority to the
representative.

Subd. 2. Access by insurer. The insurer will have access and the right to copy and
audit all accounts and records maintained by the RB related to its business in a form
usable by the insurer.

History: 1991 c325art 1155

60A.725 DUTIES OF INSURERS UTILIZING THE SERVICES OF A REINSUR-
ANCE INTERMEDIARY-BROKER.

(a) Aninsurer shall not engage the services of a person, firm, association, or corpo-
ration to act as a RB on its behalf unless the person is licensed as required by section
60A.71, subdivision 1.’

(b) An insurer may not employ an individual who is employed by a RB with which
it transacts business, unless the RB is under common control with the insurer and sub-
ject to chapter 60D.

(c) The insurer shall annually obtain a copy of statements of the financial condi-
tion of each RB with which it transacts business.

History: 1991 c325art 1156
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60A.73 REQUIRED CONTRACT PROVISIONS; REINSURANCE INTERMEDI-
ARY-MANAGERS.

Subdivision 1. Approval by commissioner. Transactions between a RM and the
reinsurer it represents in this capacity must only be entered into pursuant to a written
contract, specifying the responsibilities of each party. The contract shall be approved
by the reinsurer’s board of directors. At least 30 days before the reinsurer assumes or
cedes business through this producer, a true copy of the approved contract must be filed
with the commissioner for approval. The contract must, at a minimum, contain the
provisions in subdivisions 2 to 14.

Subd. 2. Terminations. The reinsurer may terminate the contract for cause upon
written notice to the RM. The reinsurer may immediately suspend the authority of the
RM to assume or cede business during the pendency of any dispute regarding the cause
for termination.

Subd. 3. Periodic accounting. The RM will render accounts to the reinsurer accu-
rately detailing all material transactions, including information necessary to support all
commissions, charges, and other fees received by, or owing to the RM, and remit all
funds due under the contract to the reinsurer on not less than a monthly basis.

Subd. 4. Handling of funds. All funds collected for the reinsurer’s account will be
held by the RM in a fiduciary capacity in a bank which is a qualified United States
financial institution as defined herein. The RM may retain no more than three months
estimated claims payments and allocated loss adjustment expenses. The RM shall
maintain a separate bank account for each reinsurer that it represents.

Subd. 5. Business records. For at least ten years after expiration of each contract
of reinsurance transacted by the RM, the RM will keep a complete record for each
transaction showing:

(1) the type of contract, limits, underwriting restrictions, classes or risks, and terri-
tory;

(2) period of coverage, including effective and expiration dates, cancellation pro-
visions and notice required of cancellation, and disposition of outstanding reserves on
covered risks;

(3) reporting and settlement requirements of balances;

(4) rate used to compute the reinsurance premium;

(5) names and addresses of reinsurers;

(6) rates of all reinsurance commissions, including the commissions on any retro-
cessions handled by the RM;

(7) related correspondence and memoranda;

(8) proof of placement;

(9) details regarding retrocessions handled by the RM, as permitted by section
60A.74, subdivision 4, including the identity of retrocessionaires and percentage of
each contract assumed or ceded;

(10) financial records, including, but not limited to, premium and loss accounts;
and

(11) when the RM places a reinsurance contract on behalf of a ceding insurer:

(i) directly from any assuming reinsurer, written evidence that the assuming rein-
surer has agreed to assume the risk; or

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

Subd. 6. Reinsurer access to records. The reinsurer will have access and the right
to copy all accounts and records maintained by the RM related to its business in a form
usable by the reinsurer.

Subd. 7. Nonassignment of contract. The contract cannot be assigned in whole or
in part by the RM.
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Subd. 8. Underwriting and rating standards. The RM will comply with the written
underwriting and rating standards established by the insurer for the acceptance, rejec-
tion, or cession of all risks.

Subd. 9. Charges and commissions. The rates, terms and purposes of commission,
charges, and other fees which the RM may levy against the reinsurer will be specified
in the contract.

Subd. 10. Claims settlement. If the contract permits the RM to settle claims on
behalf of the reinsurer, the contract will specify that:

(1) all claims will be reported to the reinsurer in a timely manner;

(2) a copy of the claim file will be sent to the reinsurer at its request or as soon as
it becomes known that the claim:

(i) has the potential to exceed the lesser of an amount determined by the commis-
sioner or the limit set by the reinsurer;

(ii) involves a coverage dispute;

(iii) may exceed the RM’s claims settlement authority;

(iv) is open for more than six months; or

(v) is closed by payment of the lesser of an amount set by the commissioner or an
amount set by the reinsurer;

(3) all claim files will be the joint property of the reinsurer and RM. However,
upon an order of liquidation of the reinsurer the files become the sole property of the
reinsurer or its estate. The RM shall have reasonable access to and the right to copy
the files on a timely basis; and '

(4) settlement authority granted to the RM may be terminated for cause upon the
reinsurer’s written notice to the RM or upon the termination of the contract. The rein-
surer may suspend the settlement authority during the pendency of the dispute regard-
ing the cause of termination.

Subd. 11. Interim profits. If the contract provides for a sharing of interim profits
by the RM, interim profits will not be paid until one year after the end of each under-
writing period for property business and five years after the end of each underwriting
period for casualty business, or a later period set by the commissioner for specified lines
of insurance, and not until the adequacy of reserves on remaining claims has been veri-
fied pursuant to section 60A.74, subdivision 3.

Subd. 12. Certified financial statement. The RM will annually provide the rein-
surer with a statement of its financial condition prepared by an independent certified
accountant.

Subd. 13. On-site review by reinsurer. The reinsurer shall periodically, at least
semiannually, conduct an on-site review of the underwriting and claims processing
operations of the RM.

Subd. 14. Disclosure of insurer relationship. The RM will disclose to the reinsurer
any relationship it has with any insurer before ceding or assuming any business with
the insurer pursuant to this contract.

Subd. 15. Responsibility of reinsurer. Within the scope of its actual or apparent
authority, the acts of the RM are considered to be the acts of the reinsurer on whose
behalf it is acting.

History: 1991 c 325art 11s7

60A.735 PROHIBITED ACTS.
The RM shall not:

(1) cede retrocessions on behalf of the reinsurer, except that the RM may cede fac-
ultative retrocessions pursuant to obligatory facultative agreements if the contract with
the reinsurer contains reinsurance underwriting guidelines for these retrocessions.
These guidelines must include a list of reinsurers with which these automatic agree-
ments are in effect, and for each reinsurer, the coverages and amounts or percentages
that may be reinsured, and commission schedules;
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(2) commit the reinsurer to participate in reinsurance syndicates;

(3) appoint any producer without assuring that the producer is lawfully licensed
to transact the type of reinsurance for which the producer is appointed,

(4) without prior approval of the reinsurer, pay or commit the reinsurer to pay a
claim, net of retrocessions, that exceeds the lesser of an amount specified by the rein-
surer or one percent of the reinsurer’s policyholder’s surplus as of December 31 of the
last complete calendar year;

(5) collect any payment from a retrocessionaire or commit the reinsurer to any
claim settlement with a retrocessionaire, without prior approval of the reinsurer. If
prior approval is given, a report must be promptly forwarded to the reinsurer;

(6) jointly employ an individual who is employed by the reinsurer unless such RM
is under common control with the reinsurer subject to chapter 60D;

(7) appoint a sub-RM.
History: 1991 c 325art 115 8

60A.74 DUTIES OF REINSURER UTILIZING THE SERVICES OF A REIN-
SURANCE INTERMEDIARY-MANAGER.

Subdivision 1. Licensed persons to be used. A reinsurer shall not engage the services
of any person, firm, association, or corporation to act as a RM on its behalf unless the
person is licensed as required by section 60A.71, subdivision 2.

Subd. 2. Annual financial statements to be obtained. The reinsurer shall annually
obtain a copy of statements of the financial condition of each RM which the reinsurer
has engaged prepared by an independent certified accountant in a form acceptable to
the commissioner.

Subd. 3. Less reserve opinions. If a RM establishes loss reserves, the reinsurer shall
annually obtain the opinion of an actuary attesting to the adequacy of loss reserves
established for losses incurred and outstanding on business produced by the RM. This
opinion must be in addition to any other required loss reserve certification.

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

Subd. 5. Notification of termination. Within 30 days of termination of a contract
with a RM, the reinsurer shall provide written notification of the termination to the
commissioner.

Subd. 6. Restriction on board appointments. A reinsurer shall not appoint to its
board of directors, any officer, director, employee, controlling shareholder, or subpro-
ducer of its RM. This subdivision does not apply to relationships governed by chapter
60D or, if applicable, the producer controlled property/casualty insurer act, sections
60J.01 to 60J.05.

History: 1991 ¢ 325art 115 9

60A.745 EXAMINATION AUTHORITY.

(a) A reinsurance intermediary is subject to examination by the commissioner.
The commissioner shall have access to all books, bank accounts, and records of the rein-
surance intermediary in a form usable to the commissioner.

(b) A RM may be examined as if it were the reinsurer.
History: 1991 ¢ 325 art 11 s 10

60A.75 VIOLATIONS.

Subdivision 1. Administrative and civil penalties and liabilities. A reinsurance inter-
mediary, insurer, or reinsurer found by the commissioner, after a hearing conducted
in accordance with chapter 14, to be in violation of any provision of sections 60A.70
to 60A.756, shall:
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(1) for each separate violation, pay a penalty in an amount not exceeding $5,000;
and

(2) be subject to revocation or suspension of its license.

Subd. 2. Judicial review. The decision, determination, or order of the commis-
sioner pursuant to subdivision 1 is subject to judicial review pursuant to chapter 14.

Subd. 3. Other penalties. Nothing contained in this section affects the right of the
commissioner to impose any other penalties provided in the insurance laws.

History: 1991 c 325 art 11 s 11

60A.755 SCOPE.

Nothing contained in sections 60A.70 to 60A.756 is intended to or shall in any
manner limit or restrict the rights of policyholders, claimants, creditors, or other third
parties or confer any rights to these persons.

History: 1991 ¢ 325art 115 12

60A.756 RULES.
The commissioner may adopt rules for.the implementation and administration of
sections 60A.70 to 60A.756. :

History: 1991 ¢ 325art 115 13

LIFE REINSURANCE AGREEMENTS

60A.80 ACCOUNTING REQUIREMENTS.

Subdivision 1. Standards. No life insurer subject to sections 60A.80 to 60A.802
shall, for reinsurance ceded, reduce any liability or establish any asset in any financial
statement filed with the department if, by the terms of the reinsurance agreement, in
substance or effect, any of the following conditions exist:

(1) the primary effect of the reinsurance agreement is to transfer deficiency
reserves Or excess interest reserves to the books of the reinsurer for a “risk charge™ and
the agreement does not provide for significant participation by the reinsurer in one or
more of the following risks: mortality, morbidity, investment, or surrender benefit;

(2) the reserve credit taken by the ceding insurer is not in compliance with the
insurance law or rules, including actuarial interpretations or standards adopted by the
department;

(3) the reserve credit taken by the ceding insurer is greater than the underlying
reserve of the ceding company supporting the policy obligations transferred under the
reinsurance agreement;

(4) the ceding insurer is required to reimburse the reinsurer for negative experi-
ence under the reinsurance agreement, except that neither offsetting experience refunds
against prior years’ losses nor payment by the ceding insurer of an amount equal to
prior years’ losses upon voluntary termination of in-force reinsurance by that ceding
insurer shall be considered such a reimbursement to the reinsurer for negative experi-
ence;

(5) the ceding insurer can be deprived of surplus at the reinsurer’s option or auto-
matically upon the occurrence of some event, such as the insolvency of the ceding
insurer, except that termination of the reinsurance agreement by the reinsurer for non-
payment of reinsurance premiums shall not be considered to be such a deprivation of
surplus;

(6) the ceding insurer must, at specific points in time scheduled in the agreement,
terminate or automatically recapture all or part of the reinsurance ceded;

(7) no cash payment is due from the reinsurer, throughout the lifetime of the rein-
surance agreement, with all settlements prior to the termination date of the agreement
made only in a “reinsurance account,” and no funds in such account are available for
the payment of benefits; or
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(8) the reinsurance agreement involves the possible payment by the ceding insurer
to the reinsurer of amounts other than from income reasonably expected from the rein-
sured policies.

Subd. 2. Exception. Notwithstanding subdivision 1, a life insurer subject to sec-
tions 60A.80 to 60A.802 may, with the prior approval of the commissioner of com-
merce take such reserve credit as the commissioner considers consistent with the
insurance law or rules adopted under it, including actuarial interpretations or standards
adopted by the department.

History: 1991 c 325 art 155 1

60A.801 WRITTEN AGREEMENTS.

Subdivision 1. Reinsurance agreements and amendments. No reinsurance agree-
ment or amendment to any agreement may be used to reduce any liability or to estab-
lish any asset in any financial statement filed with the department, uniess the
agreement, amendment, or a letter of intent has been duly executed by both parties no
later than the “as of date” of the financial statement.

Subd. 2. Letters of intent. In the case of a letter of intent, a reinsurance agreement,
or an amendment to a reinsurance agreement must be executed within a reasonable
period of time, not exceeding 90 days from the execution date of the letter of intent,
in order for credit to be granted for the reinsurance ceded.

History: 1991 ¢ 325 art 155 2

60A.802 EXISTING AGREEMENTS.

Life insurers subject to sections 60A.80 to 60A.802 may continue to reduce liabili-
ties or establish assets in financial statements filed with the department for reinsurance
ceded under types of reinsurance agreements that would violate section 60A.13, subdi-
vision 1, relating to financial statements of insurers, thus, resulting in distorted finan-
cial statements which do not properly reflect the financial condition of the ceding life
insurer; section 60A.09, relating to reinsurance reserve credits, thus, resulting in a ced-
ing insurer improperly reducing liabilities or establishing assets for reinsurance ceded;
and sections 60G.20 to 60G.22, relating to creating a situation that may be hazardous
to policyholders and the people of this state provided that:

(1) the agreements were executed and in force before January 1, 1992;

(2) no new business is ceded under the agreements after January 1, 1992;

(3) the reduction of the liability or the asset established for the reinsurance ceded
is reduced to zero by December 31, 1992, or a later date approved by the commissioner
of commerce as a result of an application made by the ceding insurer prior to December
31, 1992;

(4) the reduction of the liability or the establishment of the asset is otherwise per-
missible under all other applicable provisions of the insurance law or rules adopted
under it, including actuarial interpretations or standards adopted by the department;
and

(5) the department is notified, within 90 days after January 1, 1992, of the exis-
tence of these reinsurance agreements and all corresponding credits taken in the ceding
insurer’s 1990 annual statement.

History: 1991 c 325art 155 3

. INSURANCE REGULATORY INFORMATION SYSTEM

60A.90 SCOPE.

Sections 60A.90 to 60A.94 apply to all domestic, foreign, and alien insurers who
are authorized to transact business in this state.

History: 1991 ¢ 325 art 125 1
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60A.91 FILING REQUIREMENTS.

(a) A domestic, foreign, and alien insurer who is authorized to transact insurance
in this state shall annually on or before March 1 of each year, file with the National
Association of Insurance Commissioners (NAIC) a copy of its annual statement con-
vention blank, along with additional filings prescribed by the commissioner for the pre-
ceding year. The information filed with the National Association of Insurance
Commissioners must be in the same format and scope as that required by the commis-
sioner and must include the signed jurat page and the actuarial certification. Amend-
ments and addenda to the annual statement filing subsequently filed with the
commissioner must also be filed with the NAIC.

(b) Foreign insurers that are domiciled in a state that has a law substantially simi-
lar to paragraph (a) is considered to be in compliance with this section.

History: 1991 ¢ 325 art 125 2

60A.92 IMMUNITY.

In the absence of actual malice, members of the NAIC, their duly authorized com-
mittees, subcommittees, and task forces, their delegates, NAIC employees, and all oth-
ers charged with the responsibility of collecting, reviewing, analyzing, and
disseminating the information developed from the filing of the annual statement con-
vention blanks are acting as agents of the commissioner under the authority of sections
60A.90 to 60A.94 and are not subject to civil liability for libel, slander, or any other
cause of action by virtue of their collection, review, and analysis or dissemination of
the data and information collected from the filings required under sections 60A.90 to
60A.94.

History: 1991 ¢ 325art 125 3

60A.93 CONFIDENTIALITY.

All financial analysis ratios and examination synopses concerning insurance com-
panies that are submitted to the department by the National Association of Insurance
Commissioners’ Insurance Regulatory Information System are confidential and may
not be disclosed by the department.

History: 1991 c 325 art 125 4

60A.94 REVOCATION OF CERTIFICATE OF AUTHORITY.

The commissioner may suspend, revoke, or refuse to renew the certificate of
authority of an insurer failing to file its annual statement when due or within any exten-
sion of time that the commissioner, for good cause, may have granted.

History: 1991 c 325art 125 5
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