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AN ACT concerning insurers.

Be it enacted by the People of the State of |Illinois,

represented in the General Assenbly:

Section 5. The Illinois Insurance Code is anended by
changi ng Sections 10, 40, 131.20a, 187, and 188 and adding

Section 131. 20b as foll ows:

(215 ILCS 5/10) (fromCh. 73, par. 622)

Sec. 10. Directors.

(1) After the date of incorporation, as determ ned by
Section 18, and until the first neeting of sharehol ders, the
i ncorporators shall have the powers and performthe duties
ordinarily possessed and exercised by a board of directors.

(2) Upon the issuance of a certificate of authority to a
conpany organi zed under this article, the corporate powers
shall be exercised by, and its business and affairs shall be
under the control of, a board of directors conposed of not
less than 3 nor nore than 21 natural persons who are
shar ehol ders, except where the Conpany is a wholly owned
subsidiary, and who are at |east 18 years of age and at | east
3 of whom are residents and citizens of this State. After

June 30, 2002, at least 20% but not less than one, of the

directors of a conpany that is not subject to Section 131.20b

shal | be persons who are not officers or enpl oyees of the

conpany. A person convicted of a felony may not be a

director, and all directors shall be of good character and

known professional, admi nistrative, or business ability, such

business ability to include a practical know edge of
i nsur ance, fi nance, or investnent. The first board of
directors shall be elected at the first neet i ng of

sharehol ders, and, except as provided in subsection (3)

bel ow, all directors shall be elected annually thereafter.
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(3) If the board of directors consists of 6 or nore
menbers, in lieu of electing the nenbership of the whole
board of directors annually, the articles of incorporation
may provide that the directors shall be divided into two or
three cl asses, each class to be as nearly equal in nunber as
is possible. The termof office of directors of the first
class shall expire at the first annual neet i ng of
sharehol ders after their election, that of the second cl ass
shall expire at the second annual neeting after their
el ection, and that of the third class, if any, shall expire
at the third annual neeting after their election. At each
annual neeting after such classification, a nunber of
directors equal to the nunber of directors in the class whose
terms expire at the time of such neeting shall be elected to
hold office until the second succeeding annual neeting, if
there are two classes, or until the third succeedi ng annual
nmeeting, if there are three cl asses.

(4) In all elections for directors every sharehol der of
common shares has the right to vote, in person or by proxy,
for the nunber of common shares owned by him for as many
persons as there are directors to be elected, or to cunulate
his shares, and give one candidate as many votes as the
nunber of directors nultiplied by the nunber of his shares
equals, or to distribute themon the sanme principle anong as
many candi dates as he thinks fit, and directors shall not be
el ected in any other manner.

(5 Meetings of the board of directors, regular or
special, may be held either wthin or without the State.
Meetings of the board of directors shall be upon such notice
as the by-laws may prescribe. Attendance of a director at any
meeting shall ~constitute a waiver of notice of such neeting
except where a director attends the neeting for the express
purpose of objecting to the transaction of any business

because the neeting is not lawfully <called or convened.
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Nei t her the business to be transacted at, nor the purpose of,
any regular or special neeting of the board of directors need
be specified in the notice or waiver of notice of such
meeting, unless expressly otherwi se provided by this Code.
Unl ess specifically prohi bited by t he articles of
incorporation or by-laws, nenbers of the board of directors
or of any commttee of the board of directors may participate
in and act at any neeting of such board or commttee through
the use of a conference telephone or other communi cations
equi pnent by nmeans of which all persons participating in the
meeting can hear each other. Participation in such neeting
shal |l constitute attendance and presence in person at the
nmeeting of the person or persons so participating. Unless
specifically prohibited by the articles of incorporation or
by-laws, nmenbers of the board of directors or of any
commttee of the board of directors may take action w thout a
meeting, 1if a consent in witing setting forth the action so
taken shall be signed by all of the directors entitled to
vote with respect to the subject matter thereof, or by all of
the nmenbers of such conmmttee, as the case may be. The
consent shall be evidenced by one or nore witten approvals,
each of which sets forth the action taken and bears the

signature of one or nore directors or conmttee nenbers. Al

approval s evidencing the consent shall be filed in the
conpany's corporate records. The action taken shall be
effective when all of the directors, or nenbers of the

commttee, have approved the consent wunless the consent
specifies a different effective date.

(6) If the nunber of directors provided for in the
articles of incorporation be indefinite, the nunber of
directors to be elected, wthin the mninmmand maxi num
l[imts set forth in paragraph (2), shall be as provided in
the Dby-laws. The nunber of directors may be increased or

decreased fromtinme to tine by anendnent to the by-laws. The
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by-laws may establish a variable range for the size of the
board by prescribing a mninum and nmaxi num nunber of
di rectors. The maxi num may not exceed the m ni num by nore
than 5. |If a variable range is established, the nunber of
directors may be fixed or changed fromtine to tine, within
the m ni num and maxi rum by the directors or the sharehol ders
w t hout further anmendnent to the by-I|aws.

(7) (a) A conmpany may indemify any person who was or is
a party or is threatened to be nade a party to any
t hr eat ened, pending or conpleted action, suit or proceeding,
whether «civil, crimnal, admnistrative or investigative
(other than an action by or in the right of the conpany) by
reason of the fact that he or she is or was a director,
officer, enployee or agent, against expenses (including
attorneys' fees), judgnents, fines and anounts paid in
settlenment actually and reasonably incurred by such person in
connection wth such action, suit or proceeding, if such
person acted in good faith and in a manner he or she
reasonably believed to be in, or not opposed to the best
interests of the conpany, and, with respect to any crimnal
action or proceeding, had no reasonabl e cause to believe his
or her conduct was unlawful. The term nation of any action,
suit or pr oceedi ng by j udgnent order, settlenent,
conviction, or wupon a plea of nolo contendere or its
equi val ent, shall not, of itself, create a presunption that
the person did not act in good faith and in a manner which he
or she reasonably believed to be in or not opposed to the
best interest of the conpany or, with respect to any crim nal
action or proceeding, that the person had reasonable cause to
believe that his or her conduct was unl awful .

(b) A conmpany may i ndemify any person who was or is a
party, or is threatened to be nade a party to any threatened,
pendi ng or conpleted action or suit by or in the right of the

conpany to procure a judgnent in its favor by reason of the
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fact that such person is or was a director, officer, enployee
or agent of the conpany, or is or was serving at the request
of the conpany as a director, officer, enployee or agent of
anot her conpany, partnership, joint venture, trust or other
enterprise, against expenses (including attorneys' fees)
actually and reasonably incurred by such person in connection
with the defense or settlenment of such action or suit, if
such person acted in good faith and in a manner he or she
reasonably believed to be in, or not opposed to the best
interests of the conpany, provided that no indemification
shall be nade in respect of any claim issue or natter as to
whi ch such person shall have been adjudged to be I|iable for
negligence or msconduct in the performance of his or her
duty to the conpany, unless, and only to the extent that the
court in which such action or suit was brought shal

determ ne upon application that, despite the adjudication of

l[tability, but in view of all the circunstances of the case,

such person IS fairly and reasonabl y entitled to
i ndemmi fication for such expenses as the court shall deem
proper.

(c) To the extent that a director, officer, enployee or
agent of a conpany has been successful, on the nerits or
otherwise, in the defense of any action, suit or proceeding
referred to in subsections (a) and (b), or in defense of any
claim issue or matter therein, such person shall be
indemmi fied against expenses (including attorneys' fees)
actually and reasonably incurred by such person in connection
therew t h.

(d) Any indemification under subsections (a) and (b)
(unl ess ordered by a court) shall be nmade by the conpany only
as authorized in the specific case, upon a determ nation that
indemmification of the director, officer, enployee or agent
is proper in the circunstances because he or she has net the

applicable standard of conduct set forth in subsections (a)


SOLIMAR DFAULT BILLS NONE


HB2556 Enrol | ed - 6- LRB9207828JSpcA

© 00 N o o b~ w N Pk

W W W W W NN N NDNNDNDRNDNNR P P R B R R B R R
N W N P O © 0 N O 00 & W N B O © 0 N 0o o0 M W N B O

or (b). Such determ nation shall be nade (1) by the board of
directors by a mpjority vote of a quorum consisting of
directors who were not parties to such action, suit or
proceeding, or (2) if such a quorum is not obtainable, or
even if obtainable, if a quorumof disinterested directors so
directs, by independent |egal counsel in a witten opinion,
or (3) by the sharehol ders.

(e) Expenses incurred in defending a civil or crimnal
action, suit or proceeding nay be paid by the conpany in
advance of the final disposition of such action, suit or
proceeding, as authorized by the board of directors in the
speci fic case, upon receipt of an undertaking by or on behalf
of the director, officer, enployee or agent to repay such
anmount, wunless it shall ultimtely be determ ned that he or
she is entitled to be indemified by the conpany as
authorized in this Section.

(f) The indemification provided by this Section shal
not be deened exclusive of any other rights to which those
seeking indemification my be entitled under any by-Iaw,
agreenent, vote of shareholders or disinterested directors,
or otherwise, both as to action in his or her official
capacity and as to action in another capacity while holding
such office, and shall continue as to a person who has ceased
to be a director, officer, enployee or agent, and shall inure
to the benefit of the heirs, executors and adm nistrators of
such a person

(g) A conmpany may purchase and nmaintain insurance on
behalf of any person who is or was a director, officer,
enpl oyee or agent of the conpany, or who is or was serving at
the request of the conpany as a director, officer, enployee
or agent of another conpany, partnership, joint venture,
trust or other enterprise, against any liability asserted
agai nst such person and incurred by such person in any such

capacity, or arising out of his or her status as such,
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whet her or not the conpany woul d have the power to indemify
such person against such liability under the provisions of
this Section.

(h) If a conpany has paid indemification or has
advanced expenses to a director, officer, enployee or agent,
the conmpany shall report the indemification or advance in
witing to the shareholders with or before the notice of the
next sharehol ders neeti ng.

(i) For purposes of this Section, references to "the
conpany" shall include, in addition to the surviving conpany,
any nerging conpany (including any conpany having nerged with
a nerging conpany) absorbed in a nerger which, if its
separate existence had continued, would have had the power
and authority to indemify 1its directors, officers, and
enpl oyees or agents, so that any person who was a director,
of ficer, enployee or agent of such nerging conpany, or was
serving at the request of such nerging conpany as a director,
officer, enployee or agent of another conpany, partnership,
joint venture, trust or other enterprise, shall stand in the
sane position wunder the provisions of this Section with
respect to the surviving conpany as such person would have
wth respect to such nerging conpany if its separate
exi stence had conti nued.

(j) For purposes of this Section, references to "other
enterprises” shall include enpl oyee benefit plans; references
to "fines" shall include any excise taxes assessed on a
person with respect to any enployee benefit plan; and
references to "serving at the request of the conpany" shal
i nclude any service as a director, officer, enployee or agent
of the conpany which inposes duties on, or involves services
by such director, officer, enployee, or agent with respect to
any enpl oyee benefit pl an, its partici pants, or
beneficiaries. A person who acted in good faith and in a

manner he or she reasonably believed to be in the best
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interests of the participants and beneficiaries of any
enpl oyee benefit plan shall be deened to have acted in a
manner "not opposed to the best interest of the conpany" as
referred to in this Section.

(Source: P.A 88-648, eff. 9-16-94.)

(215 ILCS 5/40) (fromCh. 73, par. 652)

Sec. 40. Directors or trustees.

(1) After the date of incorporation, as determ ned by
Section 48, and until the first neeting of the nenbers, the
incorporators shall have the powers and performthe duties
ordinarily possessed and exerci sed by a board of directors.

(2) Upon the issuance of a certificate of authority to a
conpany organi zed under this Article, the corporate powers
shall be exercised by, and its business and affairs shall be
under the control of, a board of directors or trustees
conposed of not less than 3 nor nore than 21 natural persons
who are nmenbers and who are at |east 18 years of age and at
least 3 of whom are residents and citizens of this State.

After June 30, 2002, at least 20% but not |ess than one, of

the directors of a conpany that is not subject to Section

131.20b shall be persons who are not officers or enpl oyees of

the conpany. A person convicted of a felony may not be a

director, and all directors shall be of good character and

known professional, admi nistrative, or business ability, such

business ability to include a practical know edge of

i nsur ance, fi nance, or investnent. The first board of

directors or trustees shall be elected at the first neeting
of the menbers, and all directors or trustees shall be
el ected annually thereafter, except only as provided in
subsection (3).

(3) The articles of incorporation may provide for the
division of the board into classes, as nearly equal in nunber

as possible, and fix the termof office for each class, but
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no termshall be for nore than 3 years.

(4) Meetings of the board of directors or trustees,
regul ar or special, may be held either within or without the
State. Meetings of the board of directors or trustees shal
be upon such notice as the by-laws may prescribe. Attendance
of a director or trustee at any neeting shall constitute a
wai ver of notice of such neeting except where a director or
trustee attends the neeting for the express purpose of
objecting to the transaction of any business because the
nmeeting is not lawfully <called or convened. Neither the
busi ness to be transacted at, nor the purpose of, any regul ar
or special neeting of the board of directors or trustees need
be specified in the notice or waiver of notice of such
meeting, unless expressly otherw se provided by this Code.
Unl ess specifically prohi bited by t he articles of
i ncorporation or by-laws, nenbers of the board of directors
or of any commttee of the board of directors may participate
in and act at any neeting of such board or conmmttee through
the use of a conference telephone or other comunications
equi pnrent by neans of which all persons participating in the
nmeeti ng can hear each other. Participation in such neeting
shall constitute attendance and presence in person at the
nmeeting of the person or persons so participating. Unless
specifically prohibited by the articles of incorporation or
by-laws, nmenbers of the board of directors or of any
commttee of the board of directors may take action w thout a
meeting, if a consent in witing setting forth the action so
taken shall be signed by all of the directors entitled to
vote with respect to the subject nmatter thereof, or by all of
t he nenbers of such commttee, as the case my Dbe. The
consent shall be evidenced by one or nore witten approvals,
each of which sets forth the action taken and bears the
signature of one or nore directors or conmttee nenbers. Al

approvals evidencing the consent shall be filed in the
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conpany's corporate records. The action taken shall be
effective when all of the directors, or nenbers of the
commttee, have approved the consent unless the consent
specifies a different effective date.

(5 A conpany may indemify any person in confornance
w th subsection (7) of Section 10.

(Source: P.A 86-632.)

(215 I'LCS 5/131.20a) (from Ch. 73, par. 743.20a)

Sec. 131.20a. Prior notification of transacti ons;
di vi dends and di stri buti ons.

(1) (a) The followng transactions between a donestic
conpany and any person in its hol ding conpany system may not
be entered into unless the conpany has notified the D rector
inwiting of its intention to enter into such transaction at
| east 30 days prior thereto, or such shorter period as the
Director may permt, and the Director has not disapproved it
W thin such peri od:

(1) Sales, purchases, exchanges of assets, |oans or
extensions of credit, guarantees, investnents, or any

ot her transacti on (A) that involves tnvelving the

transfer of assets fromor liabilities to a conpany equal
to or exceeding the Ilesser of 3% of +the conpany's
admtted assets or 25% of its surplus as regards
policyholders as of the 31st day of Decenber next

preceding or (B) that is proposed when the donestic

conpany is not eliqgible to declare and pay a dividend or

other distribution pursuant to the provisions of Section

27.

(1i) Loans or extensions of credit to any person
that is not an affiliate (A) that whieh involve the
| esser of 3%of the conpany's admtted assets or 25% of
the conpany's surplus, each as of the 31lst day of

Decenber next preceding, mde wth the agreenent or
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under st andi ng that the proceeds of such transactions, in
whole or in substantial part, are to be used to nmake
| oans or extensions of credit to, to purchase assets of,
or to nmake investnents in, any affiliate of the conpany

maki ng such | oans or extensions of credit or (B) that are

pr oposed when the donestic conpany is not eligible to

decl are and pay a dividend or other distribution pursuant

to the provisions of Section 27.

(1i1) Reinsurance agreenents or nodi fi cations
thereto, including those agreenents that may require as
consideration the transfer of assets froman insurer to a
nonaffiliate, if an agreenment or understanding exists
between the insurer and nonaffiliate that any portion of
those assets wll be transferred to one or nor e
affiliates of the insurer.

(tv) Al managenent agreenents, service contracts,
cost-sharing arrangenents, and any ot her contracts
providing for the rendering of services on a regular
systemati c basis.

(v) Any series of t he previ ously descri bed
transactions that are substantially simlar to each
other, that take place wthin any 180 day period, and
that in total are equal to or exceed the | esser of 3% of
the donmestic insurer's admtted assets or 25%of its
pol i cyhol ders surplus, as of the 31st day of the Decenber
next precedi ng.

(vi) Any other mterial transaction t hat t he
Director by rule determnes mght render the conpany's
surplus as regards policyhol ders unreasonable in relation
to the conpany's outstanding liabilities and inadequate
to its financial needs or may ot herwi se adversely affect
the interests of t he conpany's pol i cyhol ders or
shar ehol der s.

Not hi ng herein contained shall be deened to authorize or
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permt any transactions that, in the case of an insurer not a
menber of the sane hol ding conpany system would be otherw se
contrary to | aw

(b) Any transaction or contract otherwi se described in
paragraph (a) of this subsection that is between a donestic
insurer and any person that is not its affiliate and that
precedes or follows within 180 days or is concurrent with a
simlar transaction between that nonaffiliate and an
affiliate of the donmestic conpany and that involves anpbunts
that are equal to or exceed the |esser of 3% of the donestic
insurer's admtted assets or 25%of its surplus as regards
policyholders at the end of the prior year may not be entered
into unless the conpany has notified the Director in witing
of its intention to enter into the transaction at |east 30
days prior thereto or such shorter period as the Director may
permt, and the Director has not disapproved it wthin such
peri od.

(c) A conpany may not enter into transactions which are
part of a plan or series of like transactions with any person
wi thin the hol ding conpany systemif the purpose of those
separate transactions is to avoid the statutory threshold
anount and thus avoid the review that woul d occur otherw se.
If the Director determnes that such separate transactions
were entered into for such purpose, he my exercise his
authority under subsection (2) of Section 131.24.

(d) The Director, in review ng transactions pursuant to
par agraph (a), shall consider whether the transactions conply
with the standards set forth in Section 131.20 and whether
they nmay adversely affect the interests of policyhol ders.

(e) The Director shall be notified within 30 days of any
i nvestnment of the domestic insurer in any one corporation if
the total investnment in that corporation by the insurance
hol ding conpany system exceeds 10% of that corporation's

voting securities.
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(f) Except for those transactions subject to approval
under other Sections of this Code, any such transaction or
agreenents which are not disapproved by the Director may be
effective as of the date set forth in the notice required
under this Section.

(g If a donmestic insurer enters into a transaction
descri bed in this subsection wthout having given the

required notification, the Director may cause the insurer to

pay a civil forfeiture of not nore than $250,000. Each
transaction so entered shall be considered a separate
of f ense.

(2) No donestic conpany subject to registration under
Section 131.13 may pay any extraordinary dividend or nmake any
other extraordinary distribution to its securityhol ders
until: (a) 30 days after the Director has received notice of
the declaration thereof and has not wthin such period
di sapproved the paynent, or (b) the Director approves such
paynment within the 30-day period. For purposes of this
subsection, an extraordinary dividend or distribution is any
di vidend or distribution of cash or other property whose fair
mar ket value, together wth that of other dividends or
distributions, nmade wthin the period of 12 consecutive
mont hs endi ng on the date on which the proposed dividend 1is
schedul ed for paynent or distribution exceeds the greater of:
(a) 10% of the conmpany's surplus as regards policyhol ders as
of the 31st day of Decenber next preceding, or (b) the net
i ncome of the conpany for the 12-nmonth period ending the 31st
day of Decenber next preceding, but does not include pro rata
distributions of any class of the conpany's own securities.

Not wi t hstanding any other provision of |aw, the conpany
may decl are an extraordinary dividend or distribution which
is conditional wupon the Director's approval, and such a
decl aration confers no rights upon security holders wuntil:

(a) the Director has approved the paynent of the dividend or
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distribution, or (b) the Director has not disapproved the
paynment within the 30-day period referred to above.

(Source: P.A 90-655, eff. 7-30-98.)

(215 1LCS 5/131.20b new)

Sec. 131. 20b. Controll ed i nsurers; managenent ;

directors.

(1) Notwithstanding the control of a donestic insurer by

any person, the officers and directors of the insurer shal

not thereby be relieved of any obligation or liability to

whi ch they woul d otherwi se be subject by law, and the insurer

shall be managed so as to assure its separate operating

identity consistent with Article VII1 1/2 of this Code.

(2) Nothing in this Section shall preclude a donestic

insurer fromhaving or sharing a commbn nenagenment or a

cooperative or joint use of personnel, property, or services

with one or nore affiliated persons under arrangenents

meeti ng the standards and requirenments of Sections 131.20 and

131. 20a.

(3) After June 30, 2002, not less than one-third of the

directors of a donestic insurer that is a menber of an

i nsurance hol di ng conpany system shall be persons who are not

officers or enployees of the insurer or of any entity

control ling, controlled by, or under common control with the

i nsurer and who are not beneficial owners of a controlling

interest in the voting stock of the insurer or any such

entity. At |east one such person shall be included in any

quorum for the transaction of business at any neeting of the

board of directors or any conmittee thereof.

(4) Subsection (3) of this Section does not apply to a

domestic insurer if the entity controlling the insurer,

whet her directly or through an internedi ate subsidiary, has a

board of directors conposed in accor dance with t hat

subsecti on.
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(5) Subsection (3) of this Section does not apply to a

donestic insurer if the ultimate controlling party of the

donestic insurer is a corporation whose equity securities or

equi val ent instrunents are listed on the New York Stock

(215 ILCS 5/187) (from Ch. 73, par. 799)

Sec. 187. Scope of Article.

(1) This Article shall apply to every corporation,
associ ation, society, order, firm conpany, partnershinp,
i ndi vidual, and aggregation of individuals to which any
Article of this Code is applicable, or which is subject to
exam nation, visitation or supervision by the D rector under
any provision of this Code or under any law of this State, or
which is engaging in or proposing or attenpting to engage in
or is representing that it is doing an insurance or surety
busi ness, or is undertaking or proposing or attenpting to
undertake to provide or arrange for health care services as a
health care plan as defined in subsection (7) of Section 1-2
of the Health Miintenance Oganization Act, including the
exchangi ng of reciprocal or inter-insurance contracts between
i ndi viduals, partnerships and corporations in this State, or
which is in the process of organization for the purpose of
doing or attenpting or intending to do such business,
anything as to any such corporation, association, society,
order, firm conpany, partnership, individual or aggregation
of individuals provided in this Code or el sewhere in the |aws
of this State to the contrary notw t hst andi ng.

(2) The word "conpany" as used in this Article includes
all of the corporations, associations, societies, orders,
firms, conpanies, partnerships, and individuals specified in

subsections subseetton (1), (4), and (5) of this Section and

agents, nmmnaging general agents, brokers, prem umfinance

conpani es, insurance holding conpanies, and al | ot her



SOLIMAR DFAULT BILLS NONE


HB2556 Enrol | ed -16- LRB9207828JSpcA

© 00 N o o b~ w N Pk

N RN N RN NN N N NN P P P B R R B R R R
© 0O N o N~ W N B O © 0O N o o0 M W N B O

30
31
32
33

non-ri sk bearing entities or persons engaged in any aspect of

the business of insurance on behalf of an insurer against

whi ch a receivership proceeding has been or is being filed

under this Article, including, but not linited to, entities

or per sons t hat provi de managenent , adm ni strative,

accounting, data processing, marketing, underwiting, clains

handl i nq, or any other simlar services to that insurer,

whet her or not those entities are licensed to engage in the

busi ness of insurance in lllinois, if the entity or person is

an affiliate of that insurer the-word--assets--as-used-in

this-artiele-tneludes-all-depostts-and-funds-of - a-spect al - - or
trust-pature

(3) The word "court" shall nmean the court before which
the conservation, rehabilitation, or |I|iquidation proceeding
of the conpany is pending, or the judge presiding in such
pr oceedi ngs.

(4 The word "affiliate" as used in this Article nmeans a

person that directly, or indirectly through one or nore

internediaries, controls, is controlled by, or is under

commpn control with, the person specified.

(5) The word "person" as used in this Article neans an

i ndi vi dual , an aggregation of individuals, a partnership, or

a corporation.

(6) The word "assets" as used in this Article includes

all deposits and funds of a special or trust nature.

(7) The wor ds "receivership proceedi ngs" nean any

conservation, rehabilitation, |iquidation, or ancillary

recei ver ship.

(Source: P.A 87-1012.)

(215 ILCS 5/188) (from Ch. 73, par. 800)
Sec. 188. Grounds for rehabilitation and |iquidation of a
donmestic conmpany or an unauthorized foreign or alien conpany.

Whenever any donestic conpany or any unauthorized foreign or
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al i en conpany:

1. is insolvent;

2. has failed or refused to submt its books,
papers, accounts, records or affairs to the reasonable
inspection or examnation of the Director or hi s
actuaries, supervisors, deputies, or exam ners;

3. has concealed, renoved, altered, destroyed or
failed to establish and mai nt ai n books, records,
docunent s, account s, vouchers and other pertinent
mat eri al adequate for the determ nation of its financial
condition by exam nation under Sections 132 through 132.7
or has failed to properly admnister clains and to
maintain claims records which are adequate for the
determ nation of its outstanding clainms liability;

4. has failed or refused to observe an order of the
Director to nake good within the tinme prescribed by |aw
any deficiency, whenever its capital and m ni numrequired
surplus, if a stock conpany, or its required surplus, if
a conpany ot her than stock, has becone inpaired;

5. has, by articles of consolidation, contract of
reinsurance or otherwise, transferred or attenpted to
transfer its entire property or busi ness not in
conformty W th this Code, or entered into any
transaction the effect of which is to nmerge substantially
its entire property or business in any other conpany
wi t hout having first obtained the witten approval of the
Di rector under this Code;

6. is found to be in such condition that its
further transaction of business would be hazardous to its
policyholders, or to its creditors, or to the public;

7. has violated its charter or any law of this
State or has exceeded or s exceeding its corporate
powers;

8. has an officer who has refused upon reasonable
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demand to be exam ned under oath touching its affairs;

9. is found to be in such condition that it could
not neet t he requirenents for or gani zati on and
aut hori zation as required by |law, except as to the anopunt
of the woriginal surplus required of a stock conpany in
Section 13, and except as to the anount of the surplus
required of a nmutual conpany in excess of the m nimum
surplus required by this Code to be maintained, or either
an aut horized control |evel event or a mandatory control
| evel event as set forth in Article Il A exists;

10. has ceased for the period of one year to
transact insurance business;

11. has commenced, or has attenpted to commence,
any voluntary [|iquidation or dissolution proceeding, or
any proceeding to procure the appointnent of a receiver,
liquidator, rehabilitator, sequestrator, or a simlar
officer for itself;

12. is a party, whether plaintiff or defendant in
any proceeding in which an application is nmade for the
appoi ntnment of a receiver, cust odi an, l'i qui dat or,
rehabilitator, sequestrator, or simlar officer for such
conpany or its property, or a receiver, custodian,
liquidator, rehabilitator, sequestrat or or simlar
of ficer, for such conpany or its property is appointed by
any court, or such appointnent is inmmnent;

13. consents by a mjority of its directors,
st ockhol ders or nenbers;

14. has not organized and obtained a certificate
aut hori zi ng it to comence the transaction of its
business within the period of tinme prescribed by the
sections of this Code under which it is or proposes to be
organi zed; or

15. has failed or refused to pay any valid final

judgnent within 30 days after the rendition thereof, or
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whenever it appears to the Director that any person has

commtted a violation of Article VIIl 1/2 with the result

described in Section 131. 26,
sufficient grounds shall be deened to exist for t he
commencenent of rehabilitation or |iquidation proceedings.

Wth respect to a donestic conpany, the D rector mnust
report, and with respect to an unauthorized foreign or alien
conpany, the Director nmay report any such case to the
Attorney Ceneral of this State whose duty it shall be to
apply forthwith by conplaint on relation of the Director in
the name of the People of the State of Illinois, as
plaintiff, to the Crcuit Court of Cook County, the GCrcuit
Court of Sanganon County, or the circuit court of the county
in which such conpany has, or last had its principal office,
for an order to rehabilitate or |iquidate the defendant
conpany as provided in this Article, and for such other
relief as the nature of the case and the interests of its
policyhol ders, creditors, nenbers, stockholders or the public
may require.

When, upon investigation, the Director finds that a

conpany i s engaged in any aspect of the business of insurance

on behalf of or in association with any donestic i nsurance

conpany, against which a receivership proceedi ng has been or

is being filed under this Article, the-controlling-interest

of - any- - dopest t €- - t ASUF anee- - conpany- - has- - been- - acqui r ed- - by
anot her - - cor porat t on- - and- - t hat - t he- pur ehast ng- corporati on-+s
oper att ng-t he- acqut red-conpany in a manner that whieh appears

to be detrinental to policyholders, <creditors, nenbers,

shareholders, or the tnterests--of--the--persons--tAsured;

m nert ty- sharehol ders- and-t he-general public, the D rector
may after--notiee--and--heartng--under-Arttele-XXtV-tssue-an
or der - st att ng- sueh--fi ndi ng--and report such case to the
Attorney General of this State, whose duty it is to apply

forthwith by conplaint on relation of the Director in the
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name of the People of the State of Illinois, as plaintiff, to
the GCireuit--Court--of--Cook--County;--the--Creutt-Court- of
Sanganon- County;--of--the--etreutrt court in_which ef the

receivership proceeding is pending eoeunty--tn--whteh-sueh

aecqut r ed- of - cont r o} | ed- conpany- has; - or - } ast - had- t t s- pri net pat
offtee; for an order to appoint the Director as receiver to
assume control of the assets and operation of the conpany
pendi ng a conplete investigation and determnation of the

rights of t he pol i cyhol ders, creditors, nenbers,

sharehol ders, and the general public.
(Source: P.A 88-364; 89-97, eff. 7-7-95; 89-206, eff.
7-21-95; 89-626, eff. 8-9-96.)

Section 10. The Heal th Mai ntenance Organi zation Act 1is
anended by changing Section 3-1 and adding Section 2-10 as

foll ows:

(215 1LCS 125/2-10 new)

Sec. 2-10. Directors.

(a) After June 30, 2002, the corporate powers for

donmestic organi zations issued a certificate of authority

under this Act nust be exercised by, and its busi ness and

affairs nust be under the control of, a board of directors

conposed of not less than 3 nor nore than 21 natural persons

who are at least 18 vears of age. At least 3 of the

directors nust be residents and citizens of this State. A

person convicted of a felony may not be a director. A

director nust be of good character and known prof essional,

adm nistrative, or business ability. The requisite ability

must include a practical know edge of nmanaged health care,

i nsurance, finance, or investnent.

(b) After June 30, 2002, not less than one-third of the

directors of a donestic organization that is not a controlled

insurer for purposes of Section 131.20b of the lllinois
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| nsurance Code nust be persons who are not officers or

enpl oyees of the organi zation. At |east one of those persons

must be included in any quorum for the transaction of

busi ness at any neeting of the board of directors or any

comm ttee thereof.

(215 ILCS 125/3-1) (from Ch. 111 1/2, par. 1407.3)

Sec. 3-1. Investnent Regul ations.

(a) Any health nmaintenance organization nay invest its
funds as provided in this Section and not otherw se. A
heal th mai nt enance organi zation that 1is organized as an
i nsurance conpany nmay also acquire the investnent assets
authorized for an insurance conpany pursuant to the |aws
applicable to an insurance conpany in the organization's
state of domcile. Not wi t hst andi ng the provisions of this
Section, the Director may, after notice and hearing, order an
organi zation to limt or withdraw from certain investnents,
or discontinue certain investnent practices, to the extent
the Director finds that such investnents or investnent
practices are hazardous to the financial condition of the
or gani zati on.

(b) No investnent or |oan shall be made or engaged in by
any heal th nmai ntenance organi zati on unless the sane have been
authorized or ratified by the board of directors or by a
commttee thereof charged with the duty of supervising
investnments and | oans. Nothing contained in this subsection
shal |l prevent the board of directors of any such organization
from depositing any of its securities with a conmttee
appointed for the purpose of protecting the interest of
security holders or with the authorities of any state where
it 1s necessary to do so in order to secure permssion to
t ransact its appropriate business therein, and nothing
contained in this subsection shall prevent the board of

directors of such organization from depositing any securities
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as collateral for the securing of any bond required for the
busi ness of the organization.

(c) No health mai ntenance organization shall pay any
comm ssion or brokerage for the purchase or sale of property
whet her real or personal, in excess of that wusual and
customary at the time and in the locality where such
purchases or sales are nmade, and information regarding
paynments of comm ssions and brokerage shall be maintai ned.

(d) A health nmaintenance organi zation may not directly

or indirectly, unless it has notified the Director in witing

of its intention to enter into the transaction at |east 30

days prior thereto, or any shorter period as the Director nay

permt, and the Director has not disapproved it within that

(1) neke a loan to or other investnent in an

officer or director of the organization or a person in

which the officer or director has any direct or indirect

financial interest;

(2) neke a guarantee for the benefit of or in favor

of an officer or director of the organi zation or a person

in which the officer or director has any direct or

indirect financial interest; or

(3) enter into an agreenent for the purchase or

sale of property fromor to an officer or director of the

organi zation or a person in which the officer or director

has any direct or indirect financial interest.

For the purposes of this Section, an officer or director

shall not be deened to have a financial interest by reason of

an interest that is held directly or indirectly through the

ownership of equity interests representing |less than 2% of

all outstanding equity interests issued by a person that is a

party to the transaction, or solely by reason of that

individual's position as a director or officer of a person

that is a party to the transacti on.
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Thi s subsecti on does not apply to a transaction between

an organization and any of its subsidiaries or affiliates

that is entered into in conpliance with Section 131.20a of

the Illinois I nsurance Code, other than a transacti on between

an insurer and its officer or director.

Ne- - sueh- - Heal t h- Mat nt enanece- Or gant zat t on- shal | - knewt ngly
tAvest -t n- oF - | pan- upon- any- property;-directly-or--tndireetty;
whet her - r eal - or - personal ; -t n-whi eh- any- of f i eer - o - di r ect or - of
sueh- - or gant zat t on- - has- - a- - ft nanet al -t nt erest; - nor-shall - any
sueh- or gant zat t on- rake- a- | oan- of - any- ki nd-t o- any--of ft eer- - or
di Fect of - - of - - sueh- - or gant zat t on; - exeept -t hat - t hi s- subsect i on
shal | - not - appt y-t n- €t F eunst ances- wher e- t he- f+ nanet al - + At er est
of -sueh-officer-or-director-is-onty-nontnal;-trifling--or--soe
Fenpte-as-not-to-give-rise-to-a-confliet-of-interest:---1n-any
case;--the--Dbireet of - - ray- - appr ove- a- t r ansact + on- bet ween- sueh
organt zatt on--and--tts--offtecers--or--direectors--under---this
subseetton--itf--he--is--sattstied-that-(t)-the-transaetion-is
entered-tnto-t n-good-faith-for-the-advant age- and- - benefit--of
the--organt zatt on; - (i +) -t he- anpunt - of - t he- pr oposed- t Avest rent
or - | oan- does- not - vi ol at e- any- ot her - provi st on- of -t hi s- - Seet i on
ner - - exeeed- - t he- - r easonabl e; - nor ral - val ue- of - t he- property- or
t he- i nt er est - wht eh- t he- or gani zat t on- pr opeses-t 0- acqut r e; - - and
that--the--transaction--is-otherwt se-faitr-and-reasonabl e; - and
(itt)-the-transaetton--witl--not--adversely--atfeet;--to--any
substanttal - -degree;--the--tiquidity--of--the--organtzation-s
tAvestaent---of---tts---abitity--thereafter--to--conply--wth
Fegut rerents- of -t hi s- Act - or -t he- paynent--of--tts--¢l at ns- - and
obl t gat t ons:

(e) In applying the percentage limtations inposed by
this Section there shall be used as a base the total of al
assets which would be admtted by this Section w thout regard
to percentage limtations. Al |legal neasurenents used as a
base in the determnation of all investnment qualifications

shall <consist of the anpbunts deternm ned at the nbst recent


SOLIMAR DFAULT BILLS NONE


HB2556 Enrol | ed - 24- LRB9207828JSpcA

© 00 N o o b~ w N Pk

W W W W W NN N NDNNDNDRNDNNR P P R B R R B R R
N W N P O © 0 N O 00 & W N B O © 0 N 0o o0 M W N B O

year end adjusted for subsequent acquisition and disposition
of investnents.

(f) Valuation of investnents. | nvestments shall be
valued in accordance with the published val uati on standards
of the National Association of Insurance Conm ssioners.
Securities investnents as to which the National Association
of | nsurance Comm ssioners has not published valuation
standards in its Valuations of Securities manual or its
successor publication shall be valued as foll ows:

(1) Al obligations having a fixed termand rate shall,
if not in default as to principal or interest, be valued as
follows: if purchased at par, at the par value; if purchased
above or below par, on the basis of the purchase price
adjusted so as to bring the value to par at maturity and so
as to yield in the neantine the effective rate of interest at
whi ch the purchase was nade;

(2) Common, preferred or guaranteed stocks shall be
val ued at mar ket val ue.

(3) Oher security investnents shall be valued in
accordance wth regulations pronulgated by the D rector
pursuant to paragraph (6) of this subsection.

(4) Oher investnments, including real property, shall be
valued in accordance wth regulations promulgated by the
Director pursuant to paragraph (6) of this subsection, but in
no event shall such other investnments be valued at nore than
the purchase price. The purchase price for real property
i ncl udes capitalized per manent I nprovenent s, | ess
depreciation spread evenly over the life of the property or,
at the option of the conpany, |ess depreciation conputed on
any basis permtted under the Internal Revenue Code and
regul ati ons thereunder. Such investnents that have been
affected by permanent declines in value shall be val ued at
not nore than market val ue.

(5) Any investnent, including real property, not
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pur chased by the Heal th Mai ntenance Organization but acquired
in satisfaction of a debt or otherwi se shall be valued in
accordance with the applicable procedures for that type of
investnment contained in this subsection. For purposes of
appl ying the valuation procedures, the purchase price shal
be deened to be the market value at the time the investnent
is acquired or, in the case of any investnent acquired in
satisfaction of debt, the amunt of the debt, including
interest, taxes and expenses, whichever anmount is |ess.

(6) The Director shall promulgate rules and regul ations
for determning and calculating values to be wused in
financial statenments submtted to t he Depart ment for
i nvest nments.

(g) Definitions. As used in this Section, unless the
context otherw se requires.

(1) "Business Corporation"” means corporations organized
for other than not for profit purposes.

(2) "Business Entity" includes sole proprietorships,
corporations, associations, partnerships and business trusts.

(3) "Bank or Trust Conpany"” mneans any bank or trust
conpany organi zed under the laws of the United States or any
State thereof if said bank or trust conpany is regularly
exam ned pursuant to such laws and said bank or trust conpany
has the insurance protection afforded by an agency of the
United States governnent.

(4) "Capital" neans capital stock paid-up, if any, and
its use in a provision does not inply that a non-profit
Heal th Mai ntenance Organization w thout stated capital stock
is excluded fromthe provision. The capital of such an
organi zation wll be zero.

(5 "Direct"™ when wused in connection with "obligation”
means that the designated obligor shall be primarily |liable
on the instrunment representing the obligation.

(6) "Facility" nmeans and includes real estate and any
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and all forns of tangi ble personal property and services used
constituting an operating unit.

(7) "Quaranteed or insured" neans that the guarantor or
insurer wll performor insure the obligation of the obligor
or will purchase the obligation to the extent of the guaranty
or insurance.

(8) "Mortgage" shall include a trust deed or other lien
on real property securing an obligation for the paynent of
noney.

(9) "Servicer" nmeans a business entity that has a
contractual obligation to service a pool of nortgage | oans.
The service provided shall include, but is not l[imted to,
collection of principal and interest, keeping the accounts
current, maintaining or confirmng in force hazard insurance
and tax status and providi ng supportive accounting services.

(10) "Single credit risk" neans the direct, guaranteed
or insured obligations of any one business entity including
affiliates thereof.

(11) "Surplus" neans the anount properly shown as total
net worth on a conpany's bal ance sheet, plus all voluntary
reserves, but not including capital paid-up.

(12) "Tangible net worth" nmeans the par value of al
i ssued and outstanding capital stock of a corporation (or in
the case of shares having no par value, the stated val ue) and
the anobunts of all surplus accounts |less the sumof (a) such
intangi ble assets as deferred charges, organization and
devel opnent expense, di scount and expense incurred in
securing capital, good wll, trade-marks, trade-nanes and
patents, (b) I|easehold inprovenents, and (c) any reserves
carried by the corporation and not otherwi se deducted from
assets.

(13) "Unconditional"” when used in connection wth
"obligation" nmeans that nothing remains to be done or to

occur to make the designated obligor liable on the
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instrunment, and that the | egal holder shall have the status
at least equal to that of general creditor of the obligor.

(h) Authorized i nvest nent s. Any Health Maintenance
Organi zati on, except those organi zed as an insurance conpany,
may acquire the assets set forth in paragraphs 1 through 17,
i ncl usi ve. A Health Maintenance Organization that s
organi zed as an insurance conpany nmay acquire the investnent
assets authorized for an insurance conpany pursuant to the
| aws applicable to an insurance conpany in the organi zation's
state of domcile. Any restriction, exclusion or provision
appearing 1in any paragraph shall apply only with respect to
the authorization of the particular paragraph in which it
appears and shall not constitute a general prohibition and
shall not be applicable to any other paragraph. The
qualifications or disqualifications of an investnent under
one paragraph shall not prevent its qualification in whole or
in part under another paragraph, and an investnent authorized
by nore than one paragraph may be held under whichever
aut hori zi ng paragraph the organi zation elects. An investnent
which qualified under any paragraph at the tine it was
acquired or entered into by an organi zation shall continue to
be qualified under that paragraph. An investnent in whole or
in part may be transferred fromtine to tinme, at the election
of the organi zation, to the authority of any paragraph under
which it qualifies, whether originally qualifying thereunder
or not.

(1) Direct obligations of the United States for the
paynment of noney, or obligations for the paynent of noney to
the extent guaranteed or insured as to the paynent of
principal and interest by the United States.

(2) Direct obligations for the paynent of noney, issued
by an agency or instrunentality of the United States, or
obligations for the paynent of nobney to the extent guaranteed

or insured as to the paynent of principal and interest by an
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(3) Direct, general obligations of any state of the
United States for the paynent of noney, or obligations for
t he paynent of noney to the extent guaranteed or insured as
to the paynment of principal and interest by any state of the
United States, on the follow ng conditions:

(1) Such state has the power to levy taxes for the
pr onpt paynent of the principal and interest of such
obl i gations; and

(1i) Such state shall not be in default in the paynent
of principal or interest on any of its direct, guaranteed or
i nsured obligations at the date of such investnent.

(4) Direct, general obligations of any political
subdi vision of any state of the United States for the paynent
of noney, or obligations for the paynent of noney to the
extent guaranteed as to the payment of principal and interest
by any political subdivision of any state of the United
States, on the follow ng conditions:

(1) The obligations are payable or guaranteed from ad
val orem t axes

(1i) Such political subdivisionis not in default in the
paynment of principal or interest on any of its direct or
guar ant eed obl i gati ons;

(iii) No investnent shall be made under this paragraph
in obligations which are secured only by special assessnents
for local inprovenents; and

(tv) An or gani zati on shall not invest wunder this
paragraph nore than 2% of its admtted assets in obligations
i ssued or guaranteed by any one such political subdivision.

(5 Anticipation obl i gati ons of any political
subdi vision of any state of the United States, including but
not limted to bond anticipation notes, tax anticipation
notes and construction anticipation notes, for the paynent of

nmoney wthin 12 nonths fromthe issuance of the obligation,
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on the follow ng conditions:

(1) Such anticipation notes nust be a direct obligation
of the issuer under conditions set forth in paragraph 4,

(1i) Such political subdivisionis not in default in the
paynment of the principal or interest on any of its direct
general obligations or any obligation guaranteed by such
political subdivision

(iii1) The anticipated funds nust be specifically pledged
to secure the obligation;

(iv) An organization shall not invest under this
paragraph nmore than 2% of its admtted assets in the
anticipation obligations issued by any one such political
subdi vi si on

(6) Obligations of any state of the United States, a
political subdivision thereof, or a public instrunentality of
any one or nore of the foregoing, for the paynent of noney,
on the follow ng conditions:

(1) The obligations are payable from revenues or
earnings of a public wutility of such state, political
subdi vision, or public instrunentality which are specifically
pl edged t herefor;

(ti) The law under which the obligations are issued
requires such rates for service shall be charged and
collected at all times that they will produce sufficient
revenue or earnings together wth any other revenues or
nmoneys pledged to pay all operating and mai ntenance charges
of the public utility and all principal and interest on such
obl i gati ons;

(tit) No prior or parity obligations payable fromthe
revenues or earnings of that public utility are in default at
t he date of such investnent;

(tv) An organization shall not invest nore than 20% of
its admtted assets under this paragraph; and

(v) An organization shall not invest under this Section
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nmore than 2% of its admtted assets in t he revenue
obligations issued in connection with any one facility.

(7) Obligations of any state of the United States, a
political subdivision thereof, or a public instrunentality of
any of the foregoing, for the paynent of noney, on the
foll ow ng conditions:

(1) The obl i gati ons are payable from revenues or
earni ngs, excluding revenues or ear ni ngs from public
utilities, specifically pledged therefor by such state,
political subdivision or public instrunentality;

(1i) No prior or parity obligation of the same issuer
payabl e fromrevenues or earnings fromthe sane source has
been in default as to principal or interest during the 5
years next preceding the date of such investnent, but such
i ssuer need not have been in existence for that period, and
obligations acquired wunder this paragraph my be newy
I ssued;

(ti1) An organization shall not invest in excess of 20%
of its admtted assets under this paragraph; and

(tv) An or gani zati on shall not invest wunder this
par agraph nmore than 2% of its admtted assets in the revenue
obligations issued in connection with any one facility;

(v) An or gani zati on shal | not invest wunder this
paragraph nore than 2% of its admtted assets in revenue
obl i gations payable fromrevenue or earning sources which are
the contractual responsibility of any one single credit risk.

(8) Direct, unconditional obligations of a solvent
busi ness corporation for the paynent of noney, including
obligations to pay rent for equipnent used in its business or
obligations for the paynent of noney to the extent guaranteed
or insured as to the paynent of principal and interest by any
sol vent busi ness corporation, on the follow ng conditions:

(1) The corporation shall be incorporated under the | aws

of the United States or any state of the United States;
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(i) The corporation shall have tangible net worth of
not |ess than $1, 000, 000;

(ti1) No such obligation, guarantee or insurance of the
corporation has been in default as to principal or interest
during the 5 years preceding the date of investnent, but the
corporation need not have had obligations guarantees or
i nsurance outstanding during that period and need not have
been in existence for that period, and obligations acquired
under this paragraph nmay be newy issued;

(tv) An organization shall not invest nore than 2% of
its admtted assets in obligations issued, guaranteed or
i nsured by any one such corporation;

(v) An organization may invest under this paragraph up
to an additional 2% of its admtted assets in obligations
which (i) are issued, guaranteed or insured by any one or
nmore such corporations, each having a tangible net worth of
not | ess than $25,000,000 and (ii) mature wthin 12 nonths
fromthe date of acquisition;

(vi) An organization may invest not nore than 1/2 of 1%
of its admtted assets in such obligations of corporations
which do not neet the condition of subparagraph (ii) of this
par agraph; and

(vii) An organization shall not invest nore than 75% of
its admtted assets under this paragraph.

(9) Direct, unconditional obligations for the paynent of
noney issued or obligations for the paynment of noney to the
extent guaranteed as to principal and interest by a solvent
not for profit corporation, on the follow ng conditions:

(1) The corporation shall be incorporated under the | aws
of the United States or of any state of the United States;

(1i) The corporation shall have been in existence for at
| east 5 years and shall have assets of at |east $2, 000, 000;

(1i1) Revenues or other inconme fromsuch assets and the

services or comodities dispensed by the corporation shall be
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pl edged for the paynent of the obligations or guarantees;

(tv) No such obligation or guarantee of the corporation
has been in default as to principal or interest during the 5
years next preceding the date of such investnent, but the
corporation need not have had obligations or guarantees
outstanding during that period and obligations which are
acqui red under this paragraph may be newy issued;

(v) An organization shall not invest nore than 15% of
its admtted assets under this paragraph; and

(vi) An organization shall not invest under this
paragraph nore than 2% of its admtted assets in the
obligations issued or guaranteed by any one such corporation.

(10) Direct, unconditional nondemand obligations for the
paynment of noney issued by a solvent bank, mutual savings
bank or trust conpany on the follow ng conditions:

(i) The bank, mutual savings bank or trust conpany shal
be incorporated under the laws of the United States, or of
any state of the United States;

(ii) The bank, mutual savings bank or trust conpany
shal | have tangi ble net worth of not |ess than $1, 000, 000;

(ti1) Such obligations nmust be of the type which are
insured by an agency of the United States or have a maturity
of no nore than 1 day;

(iv) An organization shall not invest under this
paragraph nore than the anount which is fully insured by an
agency of the United States plus 2% of its admtted assets in
nondemand obligations issued by any one such financial
institution; and

(v) An organization may invest under this paragraph up
to an additional 8% of its admtted assets in nondemand
obligations which (1) are issued by any such banks, mnutual
savi ngs banks or trust conpanies, each having a tangible net
worth of not |ess than $25, 000,000 and (2) mature within 12

nmonths fromthe date of acquisition.
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(11) Preferred or guaranteed stocks issued or guaranteed
by a sol vent busi ness corporation incorporated under the | aws
of the United States or any state of the United States, on
the foll ow ng conditions:

(1) The corporation shall have tangi ble net worth of not
| ess than $1, 000, 000;

(i) 1If such stocks have been outstanding prior to
pur chase, an organization shall not invest wunder this
paragraph in such stock if prescribed current or cunulative
di vidends are in arrears;

(ti1) An organization shall not invest nore than 33 1/ 3%
of its admtted assets under this paragraph and an
organi zation shall not invest nore than 15%of its admtted
assets under this paragraph in stocks which, at the tinme of
purchase, are not Sinking Fund Stocks. An issue of preferred
or guaranteed stock shall be a Sinking Fund Stock when (1)
such issue is subject to a 100% mandatory sinking fund or
simlar arrangenent which wll provide for the redenption of
the entire issue over a period not |onger than 40 years from
the date of purchase; (2) annual nmandatory sinking fund
install ments on each issue comrence not nore than 10 years
fromthe date of issue; and (3) each annual sinking fund
install ment provides for the purchase or redenption of at
| east 2 1/ 2% of the original nunber of shares of such issue;
and

(tv) An or gani zati on shall not invest wunder this
paragraph nore than 2% of its admtted assets in the
preferred or guaranteed stocks of any one such corporation.

(12) Comon stock issued by any sol vent busi ness
corporation incorporated under the laws of the United States,
or of any state of the United States, on the follow ng
condi tions:

(1) The issuing corporation nust have tangi ble net worth

of $1, 000, 000 or nore;
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(1i) An organization may not invest nore than an anount
equal to its net worth under this paragraph; and

(tit) An or gani zati on may not invest wunder this
paragraph an anount equal to nore than 10% of its net worth
in the common stock of any one corporation.

(13) Shares of common stock or units of beneficial
interest issued by any sol vent business corporation or trust
incorporated or organized wunder the laws of the United
States, or of any state of the United States, on the
foll ow ng conditions:

(1) If the issuing corporation or trust is advised by an
i nvestnment advisor which is the organi zation or an affiliate
of the organi zation, the issuing corporation or trust shal
have net assets of $100,000 or nore, or if the issuing
corporation or trust has an unaffiliated investnent advisor,
the 1issuing corporation or trust shall have net assets of
$10, 000, 000 or nore;

(1i) The issuing corporation or trust is registered as
an investnent conpany wth the Securities and Exchange
Comm ssion wunder the Investnent Conpany Act of 1940, as
anmended,;

(tit) An organization shall not invest under this
paragraph nore than the greater of $100,000 or 10%of its
admtted assets in any one bond fund, municipal bond fund or
nmoney mar ket fund;

(tv) An or gani zati on shall not invest wunder this
par agraph nmore than 10%of its net worth in any one comon
stock fund, bal anced fund or inconme fund,

(v) An organization shall not invest nore than 50% of
its admtted assets in bond funds, nunicipal bond funds and
noney mar ket funds under this paragraph; and

(vi) An organi zation's investnents in comon stock
funds, bal anced funds or inconme funds when conbined with its

investnments in comon stocks made under paragraph (12) shal
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not exceed the aggregate limtation provided by subparagraph
(ii1) of paragraph (12).

(14) Shares of, or accounts or deposits wth savings and
| oan associations or building and | oan associ ations, on the
foll ow ng conditions:

(i) The shares, accounts, or deposits, or investnents in
any formlegally issuable shall be of a wthdrawabl e type and
i ssued by an associ ation which has the insurance protection
af f orded by t he Feder al Savings and Loan Insurance
Corporation; but nonw thdrawable accounts which are not
eligible for insurance by the Federal Savings and Loan
| nsurance Corporation shall not be eligible for investnent
under this paragraph;

(1i) The association shall have tangible net worth of
not | ess than $1, 000, 000;

(tit) The 1investnent shall be in the nane of and owned
by the organization, unless the account IS under a
trusteeship with the organi zati on naned as the beneficiary;

(tv) An organization shall not invest nore than 50% of
its admtted assets under this paragraph; and

(v) Under this paragraph, an organization shall not
invest in any one such association an anount in excess of 2%
of its admtted assets or an anmount which is fully insured by
t he Federal Savings and Loan | nsurance Corporation, whichever
is greater.

(15) Direct, unconditional obligations for the paynment
of noney secured by the pledge of any investnent which is
authorized by any of the preceding paragraphs, on the
foll ow ng conditions:

(i) The investnent pledged shall by its ternms be legally
assi gnabl e and shall be validly assigned to the organization;

(1i) The investnent pledged shall have a fair market
value which is at |east 25% greater than the anount invested

under this paragraph, except that a loan may be nmade up to
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100% of the full fair market value of collateral that would
qualify as an investnment under paragraph (1) provided it
qual i fies under condition (i) of this paragraph; and

(ti1) An organization's investnent under this paragraph
when added to its investnent of the category of t he
collateral pledged shall not cause the sumto exceed the
limts provided by the paragraph authorizing that category of
i nvestnments.

(16) Real estate (including |easehold est ates and
| easehol d inprovenents) for the convenient acconmodati on of
the organization's business operations, i ncl udi ng home
office, branch office, nedical facilities and field office
operations, on the foll ow ng conditions:

(1) Any parcel of real estate acquired wunder this
paragraph may include excess space for rent to others, if it
is reasonably anticipated that such excess will be required
by the organization for expansion or if the excess is
reasonably required in order to have one or nore buil dings
that will function as an econom c unit;

(i1) Such real estate may be subject to a nortgage; and

(ti1) The greater of the admtted value of the asset as
determned by subsection (f) or the organization's equity
plus all encunbrances on such real estate owned by a conpany
under this paragraph shall not exceed 20%of its admtted
assets, except with the permssion of the Director if he
finds that such percentage of its admtted assets is
insufficient to provide convenient accommodation for the
conpany's business; provided, however, an organi zation that
directly provides nedical services may invest an additional
20% of its admtted assets in such real estate, not requiring
the perm ssion of the Director.

(17) Any investnents of any kind, in the conplete
di scretion of the organization, wthout regard to any

condition of, restriction in, or exclusion from paragraphs
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(1) to (16), inclusive, and regardl ess of whether the sane or
a simlar type of investnent has been included in or omtted
from any such paragraph, on the follow ng condition:

(a) An organization shall not i nvest under this
paragraph nore than the |lesser of (i) 10%of its admtted
assets, or (ii) 50% of the anmbunt by which its net worth
exceeds the mninmumrequirenents of a new health mai nt enance
organi zation to qualify for a certificate of authority.

(Source: P.A 90-655, eff. 7-30-98.)

Section 99. Effective date. This Act takes effect wupon

becom ng | aw.
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