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18 reguirement before the Maryland Insurance Commissioner may approve a

19 conversion plan under certain circumstances; requiring a conversion plan to include
20 certain provisions concerning a holder of a surplus note participating in the

21 conversion under certain circumstances; requiring the Commissioner to approve or
22 disapprove a conversion plan within a certain period of time; authorizing the

23 Commissioner to retain a certain qualified expert under certain circumstances,

24 authorizing the Commissioner to hold a hearing on a conversion plan under certain
25 circumstances; authorizing the board of directors of a certain mutual insurer to

26 petition the Commissioner for a certain waiver under certain circumstances,

27 authorizing the Commissioner to waive certain requirements asto a certain mutual

28 insurer under certain circumstances; authorizing the Commissioner to adopt certain
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1 regul ations concerning the conversion of a mutual insurer under certain
2 circumstances; making this Act an emergency measure; and generdly relating to the
3 conversion of a mutual insurer to a stock insurer.

BY repealing and reenacting, with amendments,
Article - Insurance

Annotated Code of Maryland
(1995 Volume and 1996 Supplement)

4
5
6 Section 3-121
-
8
9 (As enacted by Chapter 36 of the Acts of the General Assembly of 1995)

17 SECTION 1. BEIT ENACTED BY THE GENERAL ASSEMBLY OF
18 MARYLAND, That the Laws of Maryland read as follows:

19 Article- Insurance
20 [3-121.
21 (a) A domestic mutua insurer may become a stock insurer under aplan and

22 procedurethat is approved by the Commiss oner after-a-hearing.

23 (b) The Commissioner may not gpprove aplan or procedure for conversion of a
24 mutud insurer to a stock insurer unless:

25 (1) the plan or procedureis equitable to theinsurer's members;

26 (2) the plan is subject to approval by vote of at |east three-fourths of the
27 insurer's current members who vote on the plan in person, by proxy, or by mail a a

28 meeting of members called for that purpose under reasonable notice and procedure

29 approved by the Commissioner;

30 (3) for alifeinsurer, the right to vote may be limited to members who hold
31 palicies, other than term or group policies, that have beenin force for at least 1 year;

32 (4) THE PLAN PROVIDES AS TO ANY HOLDER OF A SURPLUS NOTE
33 PARTICIPATING IN THE CONVERSION THAT:

34 (I) THE RIGHTS OF THE HOLDER SHALL BE GOVERNED BY THE
35 TERMS OF THE SURPLUS NOTE; OR

36 (I IF THE TERMS OF THE SURPLUS NOTE ARE SILENT REGARDING
37 A CONVERSION AND THE HOLDER ISNOT ALSO A MEMBER, THE HOLDER MAY NOT
38 VOTE ON THE PLANNED CONVERSION;
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1 £4) (5) the equity of each policyholder in the insurer:

2 (i) is determinable under afair formula approved by the
3 Commissioner; and

4 (i) is based on not less than the insurer's entire surplus, minus
5 contributed or borrowed surplus funds, plus a reasonable present equity in reserves and
6 inal nonadmitted assets;

7 {5) (6) dl current policyholders and all persons that were policyhol ders of
8 theinsurer within 3 years before the date the plan was submitted to the Commissioner are
9 entitled to participate in the purchase of stock or distribution of assets;

10 {6) (7) the plan gives to each policyholder specified in item {5} (6) of this
11 subsection apreemptive right:

12 (i) within a designated reasonabl e period, to acquire the
13 policyholder's proportionate part of all of the proposed capitd stock of the insurer; and

14 (ii) to apply on the purchase of proposed capital stock the amount of
15 the palicyholder's equity in the insurer as determined under item {4} (5) of this
16 subsection;

17 A (8) stock isoffered to policyholders at a price that is not greater than
18 the price at which the stock will be offered to othersin theinitial offering, but that is not
19 more than double the par value of the stock;

20 £8) (9) the plan provides for payment to each policyholder who elects not
21 to apply the policyholder's equity in the insurer for or on the purchase price of stock to
22 which the palicyholder is preemptively entitled, in cash in an amount that equals not less
23 than 50% of the amount of the policyholder's equity that was not used for the purchase of
24 stock, and which payment, together with any stock purchased, constitutes full payment
25 and discharge of the palicyholder's equity as an owner of the insurer; and

26 {9) (10) the completed plan providesthat the converted insurer will have:

27 (i) paid-in capitd stock equd to not less than the minimum paid-in
28 capital required of adomestic stock insurer that transacts like kinds of insurance
29 business; and

30 (i) surplus funds equal to not less than 100% of the required capital .}

31 (C) WITHIN 60 DAY S OF THE FILING OF A PLAN THAT CONTAINSALL OF THE
32 INFORMATION REQUIRED UNDER THIS SECTION AND ANY REGULATIONS ADOPTED
33 UNDER THIS SECTION, THE COMMISSIONER SHALL APPROVE OR DISAPPROVE THE
34 PLAN.

35 (D) AT THE EXPENSE OF THE MUTUAL INSURER, THE COMMISSIONER MAY
36 RETAIN ANY QUALIFIED EXPERT WHO ISNOT A PART OF THE STAFF OF THE
37 COMMISSIONER TO ASSIST IN REVIEWING THE PLAN.
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1 (E) AFTER WRITTEN NOTICE TO THE MUTUAL INSURER AND ANY OTHER
2 INTERESTED PERSON, THE COMMISSIONER MAY HOLD A HEARING ON WHETHER
3 THE TERMS OF THE PLAN COMPLY WITH THIS SECTION.

4 (F) (1) IFA MUTUAL INSURER IS INSOLVENT OR, IN THE JUDGMENT OF THE
5 COMMISSIONER, IS IN A HAZARDOUS FINANCIAL CONDITION, THE BOARD OF

6 DIRECTORS OF THE MUTUAL INSURER, BY A MAJORITY VOTE, MAY REQUEST BY A
7 PETITION AS PROVIDED UNDER PARAGRAPH (2) OF THIS SUBSECTION THAT THE

8 COMMISSIONER WAIVE THE REQUIREMENTS CONCERNING NOTICE TO, AND

9 APPROVAL BY, POLICYHOLDERS OF THE PLANNED CONVERSION.

10 (2) THE PETITION BY THE BOARD OF DIRECTORS SHALL SPECIFY:

11 () THE METHOD AND BASIS FOR ISSUANCE OF THE SHARES OF
12 CAPITAL STOCK OF THE CONVERTED STOCK INSURER TO AN INDEPENDENT PARTY
13 IN CONNECTION WITH AN INVESTMENT BY THE INDEPENDENT PARTY IN AN

14 AMOUNT SUFFICIENT TO RESTORE THE CONVERTED STOCK INSURER TO SOUND
15 FINANCIAL CONDITION; AND

16 (1) IF THE COMMISSIONER FINDS THAT THE VALUE OF THE
17 MUTUAL INSURER IS INSUFFICIENT TO WARRANT FINANCIAL CONSIDERATION,
18 THAT THE CONVERSION SHALL BE ACCOMPLISHED WITHOUT FINANCIAL

19 CONSIDERATION TO PAST, PRESENT, OR FUTURE POLICYHOLDERS.

20 (3) () BY WRITTEN ORDER, THE COMMISSIONER MAY WAIVE THE
21 REQUIREMENTS OF SUBSECTION (B)(2) OF THIS SECTION IF THE COMMISSIONER
22 FINDS THAT THE MUTUAL INSURER NO LONGER MEETS STATUTORY

23 REQUIREMENTS WITH RESPECT TO CAPITAL, SURPLUS, DEPOSITS, OR ASSETS.

24 (I ANY FINDING THAT RESULTS IN A WAIVER UNDER THIS
25 PARAGRAPH SHALL BE MADE AFTER:

26 1. REVIEW OF THE PLAN; AND

27 2. A. AN AUDIT OF THE MUTUAL INSURER'S QUARTERLY
28 OR ANNUAL FINANCIAL STATEMENT; OR

29 B. A FINANCIAL EXAMINATION OF THE MUTUAL INSURER.

30 (G) THE COMMISSIONER MAY ADOPT REGULATIONS TO ENFORCE THE

31 PROVISIONS OF THIS SECTION.
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20 AHN-ADBDITHON-TO-OTHER REQUIREMENTS ESTABLISHED-UNDERTHIS
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32 3-403:
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29 FHSSUBHFLEHSTFTHEIINSURANCE- COMPANY-MUTUAL-TO-STOCK
30 CONVERSION-ACT

31 SECHON-2-AND-BEHT-FURTHER ENACTEDThat-thisAct-shall-take-effect
32 Oectober 11997

33 SECTION 2. AND BE IT FURTHER ENACTED, That this Act isan emergency
34 measure, is necessary for the immediate preservation of the public hedth and safety, has
35 been passed by a yea and nay vote supported by three-fifths of all the members elected to
36 each of the two Houses of the General Assembly, and shall take effect from the dateit is
37 enacted.
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