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SUBSTI TUTE HOUSE BI LL 1257

AS AMENDED BY THE SENATE
Passed Legislature - 2011 Regul ar Session
State of WAshi ngton 62nd Legi sl ature 2011 Regul ar Session

By House Business & Financial Services (originally sponsored by
Representatives Stanford, Kirby, and Kelley; by request of I|nsurance
Commi ssi oner)

READ FI RST TI ME 01/ 27/ 11.

AN ACT Relating to adopting the investnents of insurers nodel act;
anmendi ng RCW 48. 13. 350; reenacting and anendi ng RCW 42. 56. 400; addi ng
new sections to chapter 48.13 RCW creating a new section; repealing
RCW 48. 13. 010, 48.13.020, 48.13.030, 48.13.040, 48.13.050, 48.13.060,
48.13. 070, 48.13.080, 48.13.090, 48.13.100, 48.13.110, 48.13.120,
48.13. 125, 48.13.130, 48.13.140, 48.13.150, 48.13.160, 48.13.170,
48.13. 180, 48.13.190, 48.13.200, 48.13.210, 48.13.218, 48.13.220,
48. 13. 230, 48.13.240, 48.13.250, 48.13.260, 48.13.265, 48.13.270,
48. 13. 273, 48.13.275, 48.13.280, 48.13.285, 48.13.290, and 48.13. 340;
and providing an effective date.

BE | T ENACTED BY THE LEGQ SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. (1) The purpose of this act is to protect
and to further the interests of insureds, creditors, and the general
public by providing, wth mninmum interference wth managenent
initiative and judgnent, prudent standards for the devel opnent and
adm ni stration of insurer investnent prograns.

(2) This act and the rules adopted to interpret and inplenment it
apply to donestic insurers, United States branches of alien insurers
entered through this state, alien insurers admtted and using this

p. 1 SHB 1257. SL
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state as their port of entry, domestic fraternal benefit societies
formed pursuant to chapter 48.36A RCW donestic health care service
contractors fornmed pursuant to chapter 48.44 RCW donestic health
mai nt enance organi zations fornmed pursuant to chapter 48.46 RCW and
donmestic self-funded nultiple enployer welfare arrangenents forned
pursuant to chapter 48.125 RCW

(3) Separate accounts established in accordance with RCW48. 18A. 020
shal | be eval uated separately pursuant to that section

NEW_ SECTION. Sec. 2. The definitions in this section apply
t hroughout this chapter unless the context clearly requires otherw se.

(1) "Derivative instrunent” neans an itemappropriately reported in
schedul e DB (derivative instrunents) or schedule DC (insurance futures
and insurance futures options) of an insurer's statutory financial
statenent or successor schedules, pursuant to applicable annual
statenment instructions or statutory accounting guideli nes.

(2) "Derivative transaction” neans a transaction involving the use
of one or nore derivative instrunents.

(3) "lIncome generation” neans a derivative transaction involving
the witing of covered options, caps, or floors that is intended to
generate i ncone or enhance return.

(4) "Leverage" neans the relationship of insurance and investnent
risks to capital and surplus as defined by the national association of
I nsurance conm ssioners insurance regulatory information systemand its
ot her financial analysis solvency tools and reports.

(5 "Lower grade investnment" neans a rated credit instrunment or
debt-li ke preferred stock rated 4, 5, or 6 by the securities valuation
office of the national association of insurance conm ssioners or any
successor office.

(6) "Medium grade investnent" neans a rated credit instrunent or
debt-1i ke preferred stock rated 3 by the securities valuation office of
the national association of insurance comm ssioners or any successor
of fice.

(7) "Mninmum asset requirenent” is the sum of an insurer's
l[itabilities and its m nimum financial security benchmark.

(8) "M nimumfinancial security benchmark” is the anpbunt an insurer
is required to have under section 3 of this act.

SHB 1257. SL p. 2
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(9) "Miutual fund" nmeans a mutual fund or exchange traded fund
registered with the securities and exchange comm ssion of the United
St ates under the investnent conpany act of 1940.

(10) "Rated by the securities valuation office" nmeans any security
that is directly rated by the securities valuation office or that is
given an equivalent filing exenpt rating as prescribed in the purposes
and procedures manual of the national association of insurance
conmi ssioners securities valuation office.

(11) "Replication" nmeans a derivative transaction involving one or
nore derivative instrunents being used to nodify the cash flow
characteristics of one or nore investnments held by an insurer in a
manner so that the aggregate cash flows of the derivative instrunents
and investnments reproduce the cash flows of another investnent having
a higher risk-based capital charge than the risk-based capital charge
of the original instrunents or investnents.

(12) "Securities valuation office listed nutual fund" nmeans a noney
mar ket mutual fund or short-termbond fund that is registered with the
United States securities and exchange conm ssion under the investnent
conpany act of 1940, and that has been determned by the nationa
associ ation of insurance comm ssioners securities valuation office to
be eligible for special reserve and reporting treatnent, other than as
common stock

(13) "Surplus" neans the excess of admtted assets over al
liabilities.

(14) "United States governnent securities" nmeans any security
defined in the purposes and procedures nmanual of the national
associ ation of insurance comm ssioners securities valuation office as
a United States governnent security.

NEW SECTION. Sec. 3. (1) Mninmumfinancial security benchmark.

(a) Unless otherw se established in accordance with (b) and (c) of
this subsection, the anount of the m ninmum financial security benchmark
for an insurer shall be the greater of:

(i) The authorized control |evel risk-based capital applicable to
the insurer as set forth by RCW 48. 05. 450 or 48. 43. 320; or

(11) The mnimum capital or m nimum surplus required by statute or
rule for maintenance of an insurer's certificate of authority,

p. 3 SHB 1257. SL
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certificate of registration, or other formof authorization to transact
busi ness pursuant to Title 48 RCW

(b) The comm ssioner nmay, in accordance with the factors in
subsection (2)(b) of this section, establish by order a mninum
financial security benchmark to apply to a specific insurer provided it
is not less than the anobunt determ ned by (a) of this subsection, in
the event the insurer falls below three and one-half tines the
aut hori zed control |evel risk-based capital applicable to the insurer
as set forth by RCW48. 05. 450 or 48. 43. 320.

(c) The conm ssioner nmay establish by rule a mninmm financial
security benchmark that is a multiple of authorized control |evel risk-
based capital to apply to any class of insurers provided the anount
established by the rule is not Iess than the anount determned in (a)
of this subsection.

(2) The conm ssioner shall determne the anmount of surplus that
shall constitute an insurer's mninmumfinancial security benchmark, as
an anmount that wll provide reasonable security against contingencies
affecting the insurer's financial position that are not fully covered
by reserves or by reinsurance.

(a) Types of contingencies. The comm ssioner shall consider the
ri sks of:

(i) Increases in the frequency or severity of |osses beyond the
| evel s contenpl ated by the rates charged;

(i1) Increases in expenses beyond those contenplated by the rates
char ged;

(ii1) Decreases in the value of or the return on invested assets
bel ow t hose pl anned on;

(1v) Changes in economc conditions that would make liquidity nore
i nportant than contenplated and would force untinely sale of assets or
prevent tinely investnents;

(v) Currency deval uation to which the insurer nmay be subject;

(vi) D m nished prospects for performance of reinsurers' or other
counter parties' obligations; and

(vii) Any other contingencies the conm ssioner can identify that
may affect the insurer's operations.

(b) Controlling factors. I n making the determ nation under this
subsection, the comm ssioner shall take into account the follow ng
factors:

SHB 1257. SL p. 4
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(1) The nost reliable information available as to the magnitude of
the various risks under (a) of this subsection;

(i1) The extent to which the risks in (a) of this subsection are
i ndependent of each other or are rel ated, and whet her any dependency is
direct or inverse;

(ti1) The insurer's recent history of profits or |osses;

(tv) The extent to which the insurer has provided protection
against the contingencies in other ways than the establishnent of
surplus; including redundancy of prem uns, adjustability of contracts
under their ternms, investnent valuation reserves whether voluntary or
mandat ory, appropriate reinsurance, the use of conservative actuaria
assunptions to provide a margin of security, reserve adjustnents in
recognition of previous rate inadequacies, contingency or catastrophe
reserves, diversification of assets, and underwriting risks;

(v) Independent judgnents of the soundness of the insurer's
operations, as evidenced by the ratings of reliable professional
financial reporting services; and

(vi) Any other relevant factors.

NEW SECTION. Sec. 4. (1) Subject to the provisions of this
chapter, an insurer may | oan or invest its funds, and may buy, sell,
hold title to, possess, occupy, pledge, convey, nmnage, protect,
insure, and deal with its investnents, property, and other assets to

the sanme extent as any other person or corporation under the | aws of
this state and of the United States.

(2) Wth respect to all of the insurer's investnents, the board of
directors of an insurer shall exercise the judgnent and care, under the
circunstances then prevailing, that persons of reasonable prudence,
discretion, and intelligence exercise in the mnagenent of a |Iike
enterprise, not inregard to speculating but inregard to the permnent
di sposition of their funds, considering the probable incone as well as

the probable safety of their capital. I nvestnents shall be of
sufficient value, liquidity, and diversity to assure the insurer's
ability to neet its outstanding obligations based on reasonable
assunptions as to new business production for current |ines of

busi ness. As part of its exercise of judgnent and care, the board of
directors shall take into account the prudence evaluation criteria of
section 5 of this act.

p. 5 SHB 1257. SL
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(3) The insurer shall establish and i nplenent internal controls and
procedures to assure conpliance with investnent policies and procedures
to assure that:

(a) The insurer's investnent staff and any consultants used are
reput abl e and capabl e;

(b) A periodic evaluation and nonitoring process occurs for
assessing the effectiveness of investnent policy and strategies;

(c) Managenent's performance is assessed in neeting the stated
objectives within the i nvestnent policy; and

(d) Appropriate analyses are undertaken of the degree to which
asset cash flows are adequate to neet liability cash flows under
different econom c environnents. These anal yses shall be conducted at
| east annual ly and nake specific reference to econom ¢ conditions.

NEW SECTION. Sec. 5. The following factors shall be eval uated by
the insurer and considered along with its business in determning
whet her an investnent portfolio or investnent policy is prudent; the
comm ssioner shall consider the followng factors prior to making a
determ nation that an insurer's investnent portfolio or investnent
policy is not prudent:

(1) General econom c conditions;

(2) The possible effect of inflation or deflation;

(3) The expected tax consequences of investnent decisions or
strat egi es;

(4) The fairness and reasonabl eness of the terns of an investnent
considering its probable risk and reward characteristics and
relationship to the investnment portfolio as a whol e;

(5) The extent of the diversification of the insurer's investnents
anong:

(a) Individual investnents;

(b) C asses of investnents;

(c) Industry concentrations;

(d) Dates of maturity; and

(e) Geographic areas;

(6) The quality and liquidity of investnents in affiliates;

(7) The investnent exposure to the followi ng risks, quantified in
a manner consistent with the insurer's acceptable risk level identified
in section 6(8) of this act:

SHB 1257. SL p. 6
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(a) Liquidity;

(b) Credit and default;

(c) System c (market);

(d) Interest rate;

(e) Call, prepaynent, and extension;

(f) Currency;

(g) Foreign sovereign; and

(h) Leverage;

(8) The amount of the insurer's assets, capital, and surplus,
prem um writings, I nsurance in force, and ot her appropriate
characteristics;

(9) The anmpbunt and adequacy of the insurer's reported liabilities;

(10) The rel ationship of the expected cash flows of the insurer's
assets and liabilities, and the risk of adverse changes in the
insurer's assets and liabilities;

(11) The adequacy of the insurer's capital and surplus to secure
the risks and liabilities of the insurer; and

(12) Any other factors relevant to whether an investnent is
prudent .

NEW SECTI ON.  Sec. 6. In acquiring, i nvesti ng, exchangi ng,
hol di ng, selling, and managi ng i nvestnents, an insurer shall establish
and follow a witten investnent policy that shall be reviewed and
approved by the insurer's board of directors at |east annually. The
content and format of an insurer's investnment policy are at the
insurer's discretion, but shall include witten guidelines appropriate
to the insurer's business as to the foll ow ng:

(1) The delegation and nonitoring of policies, procedures, and
controls covering all aspects of the investing function;

(2) Quantified goals and objectives regarding the conposition of
cl asses of investnents, including maximuminternal limts;

(3) Periodic evaluation of the investnent portfolio as toits risk
and reward characteristics. This subsection shall not preclude an
insurer from the wuse of nodern portfolio theory to manage its
i nvest nent s;

(4) Professional standards for the individuals making day to day
i nvestnment decisions to assure that investnents are nmanaged in an
et hi cal and capabl e manner;

p. 7 SHB 1257. SL
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(5) The types of investnents to be made and those to be avoided,
based on their risk and reward characteristics and the insurer's |evel
of experience with the investnents;

(6) The relationship of classes of investnents to the insurer's
i nsurance products and liabilities;

(7) The manner in which the insurer intends to inplenent section 5
of this act; and

(8) The level of risk, based on quantitative neasures, appropriate
for the insurer given the level of capitalization and expertise
avai l able to the insurer.

NEW SECTION. Sec. 7. The followi ng classes of investnents nay be
counted for the purposes specified in section 11 of this act, whether
they are made directly or as a participant in a partnership, joint
venture, or limted liability conpany. I nvestnents in partnerships,
joint ventures, and Ilimted Iliability conpanies are authorized
i nvestnments only pursuant to subsection (12) of this section:

(1) Cash in the direct possession of the insurer or on deposit with
a financial institution regulated by any federal or state agency of the
Uni ted States;

(2) Bonds, debt-like preferred stock, and other evidences of
i ndebt edness of governmental units in the United States or Canada, or
the instrunentalities of the governnental units, or private business
entities domciled in the United States or Canada, including asset-
backed securities and securities valuation office |listed nutual funds;

(3) Loans secured by first nortgages, first trust deeds, or other
first security interests in real property located in the United States
or Canada or secured by insurance against default issued by a
governnent insurance corporation of the United States or Canada or by
an insurer authorized to do business in this state;

(4) Common stock or equity-like preferred stock or equity interests
in any United States or Canadi an business entity, or shares of nutual
funds registered with the securities and exchange comm ssion of the
United States under the investnent conpany act of 1940, other than
securities valuation office listed nmutual funds, and, subsidiaries, as
defined in RCW 48.31B. 005 or 48.31C 010, engaged exclusively in the
fol |l ow ng busi nesses:

SHB 1257. SL p. 8
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(a) Acting as an insurance producer, surplus line broker, or title
i nsurance agent for its parent or for any of its parent's insurer
subsidiaries or affiliates;

(b) Investing, reinvesting, or trading in securities or acting as
a securities broker or dealer for its own account, that of its parent,
any subsidiary of its parent, or any affiliate or subsidiary;

(c) Rendering managenent, sales, or other related services to any
i nvestment conpany subject to the federal investnent conpany act of
1940, as anended;

(d) Rendering investnent advice;

(e) Rendering services related to the functions involved in the
operation of an insurance business including, but not |limted to,
actuarial, loss prevention, safety engineering, data processing,
accounting, clains appraisal, and coll ection services;

(f) Acting as adm ni strator of enployee welfare benefit and pension
pl ans for governnents, governnent agencies, corporations, or other
organi zati ons or groups;

(g) Owmwnership and nmanagenent of assets which the parent could
itself own and manage: PROVIDED, that the aggregate investnent by the
insurer and its subsidiaries acquired pursuant to this subsection
(4)(g) shall not exceed the limtations otherw se applicable to such
i nvestnents by the parent;

(h) Acting as adm nistrative agent for a governnent instrunentality
which is performng an insurance function or is responsible for a
health or wel fare program

(1) Financing of insurance prem uns;

(j) Any other Dbusiness activity reasonably ancillary to an
I nsurance busi ness;

(k) Owning one or nore subsidiary;

(i) | nsurers, health care service contractors, or health
mai nt enance organi zations to the extent permtted by this chapter;

(11) Businesses specified in (a) through (k) of this subsection
i ncl usive; or

(1i1) Any conbination of such insurers and busi nesses.

(5) Real property necessary for the convenient transaction of the
i nsurer's business;

(6) Real property, together wth the fixtures, furniture,

p. 9 SHB 1257. SL
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furni shings, and equi pnment pertaining thereto in the United States or
Canada, which produces or after suitable inprovenent can reasonably be
expected to produce incone;

(7) Loans, securities, or other investnents of the types described
in subsections (1) through (6) of this section in national association
of insurance conmmi ssioners securities valuation office 1 debt rated
countries other than the United States and Canada;

(8) Bonds or other evidences of indebtedness of international
devel opment organi zations of which the United States is a nenber;

(9) Loans wupon the security of the insurer's own policies in
anounts that are adequately secured by the policies and that in no case
exceed the surrender val ues of the policies;

(10) Tangi bl e personal property under contract of sale or |ease
under whi ch contractual paynents may reasonably be expected to return
the principal of and provide earnings on the investnent within its
anticipated useful life;

(11) O her investnents the conm ssioner authorizes by rule; and

(12) Investnents not otherwise permtted by this section, and not
specifically prohibited by statute, to the extent of not nore than five
percent of the first five hundred mllion dollars of the insurer's
admtted assets plus ten percent of the insurer's admtted assets
exceeding five hundred mllion dollars.

NEW SECTION. Sec. 8. (1) dass Ilimtations. For the purposes of
section 11 of this act, the followng limtations on classes of
i nvestments apply:

(a) Investnents authorized by section 7(2) of this act, and
i nvestnments authorized by section 7(7) of this act that are of the
types described in section 7(2) of this act;

(1) The aggregate anount of medium and |ower grade investnents
twenty percent of its admtted assets;

(i11) The aggregate amobunt of |ower grade investnents, ten percent
of its admtted assets;

(ti1) The aggregate amount of investnents rated 5 or 6 by the
securities valuation office, five percent of its admtted assets;

(iv) The aggregate anmount of investnents rated 6 by the securities
val uation office, one percent of its admtted assets; or

SHB 1257. SL p. 10
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(v) The aggregate anmount of nmedi umand | ower grade investnents that
receive as cash incone less than the equivalent yield for treasury
issues with a conparative average |life, one percent of its admtted
assets;

(b) I'nvestnents authorized by section 7(3) of this act, forty-five
percent of admtted assets in the case of life insurers and twenty-five
percent of admtted assets in the case of nonlife insurers;

(c) Investnents authorized by section 7(4) of this act, other than
subsidiaries of the types authorized under section 7(4) (a) through (k)
of this act, twenty percent of admtted assets in the case of life
insurers and twenty-five percent of admtted assets in the case of
nonlife insurers;

(i) I'ndividual investnents authorized by section 7(4) of this act,
except for subsidiaries, shall belimted to ten percent of the voting
interest in any one entity;

(ii1) Investnents authorized in section 7(4) of this act in one or
nore subsidiaries shall be limted to the |lesser of ten percent of
admtted assets or fifty percent of surplus;

(d) Investnents authorized by section 7(5) of this act, ten percent
of admtted assets;

(e) Investnents authorized by section 7(6) of this act, twenty
percent of admtted assets in the case of life insurers, and ten
percent of admtted assets in the case of nonlife insurers;

(f) Investnents authorized by section 7(7) of this act, twenty
percent of admtted assets;

(g) Investnents authorized by section 7(8) of this act, two percent
of admtted assets; and

(h) Investnents authorized by section 7(10) of this act, two
percent of admtted assets.

(2) Individual Iimtations. For purposes of determ ning conpliance
wth section 11 of this act, securities of a single issuer and its
affiliates, other than United States governnment securities and
subsi di aries authorized by section 7(4) of this act, shall not exceed
three percent of admtted assets in the case of life insurers, and five
percent in the case of non-life insurers. |Investnents in the voting
securities of a depository institution, or any conpany that controls a
depository institution, shall not exceed five percent of the insurer's
adm tted assets.

p. 11 SHB 1257. SL
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(3) | nvest nent subsi di ari es. For pur poses of det er m ni ng
conpliance with the limtations of this section, the admtted portion
of assets of subsidiaries authorized by section 7(4) of this act shal
be deenmed to be owned directly by the insurer and any other investors
in proportion to the market value or if there is no market, the
reasonabl e value, of their interest in the subsidiaries.

(4) Effect of quantity Iimtations. To the extent that investnents
exceed the limtations specified in subsections (1) and (2) of this
section, the excess may be assigned to the investnent class authorized
in section 7(12) of this act, until that limt is exhausted.

(5) Special rule for nutual funds, pooled investnent vehicles, and

ot her investnent conpanies, excluding nutual funds listed on the
securities valuation office's United States direct obligations/full
faith and credit exenpt list, class 1 list, and/or bond fund Iist

(securities valuation office listed nutual funds). At the discretion
of the conmm ssioner, as nay be deened necessary in order to determ ne
conpliance with this chapter in relation to limtations of particul ar
cl asses of investnents, the comm ssioner may require that investnents
in mutual funds, pooled investnent vehicles, or other investnent
conpani es be treated for purposes of this chapter as if the investor
owned directly its proportional share of the assets owned by the nutual
fund, pooled investnent vehicle, or investnent conpany to the extent
such individual non-securities valuation office |isted nutual funds,
pool ed i nvest nent vehicles, and other investnent conpanies exceed two
percent of admtted assets or, in aggregate, ten percent of admtted
asset s.

(6) Unless otherwi se specified, an investnent |imtation conputed
on the basis of an insurer's admtted assets or capital and surplus
shall relate to the anobunt required to be shown on the statutory
bal ance sheet of the insurer nost recently required to be filed with
t he conm ssi oner.

(7) Investnents authorized by section 7(3) of this act shall not
exceed eighty percent of the fair value of the particular property at
the time of the investnent, unless guaranteed or insured.

(a) The fair value shall be determ ned by a conpetent appraiser at
the tinme of the investnent.

(b) Buildings and other inprovenents shall be kept insured for the
benefit of the nortgagee.

SHB 1257. SL p. 12
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NEW SECTION. Sec. 9. An insurer doing business that requires it
to make paynent in different currencies shall have investnents in
securities in each of these currencies in an anmount that independently
of all other investnents neets the requirenents of this chapter as
applied separately to the insurer's obligations in each currency. The
conmm ssioner may by order exenpt an insurer, or by rule a class of
insurers, fromthis requirenent if the obligations in other currencies
are small enough that no significant problemfor financial stability
woul d be created by substantial fluctuations in relative currency
val ues.

NEW SECTION. Sec. 10. (1)(a) An insurer shall not invest in
investnents that are prohibited for an insurer by statutes or rules of
this state.

(b) The use of a derivative instrunent for replication
specul ative, or for any purposes other than hedging or incone
generation, is prohibited.

(c) Investnent in real property for specul ative, ranching, farm ng,
m ni ng, gam ng, anusenent, oil, gas, or mneral exploration, or club
pur poses, is prohibited.

(d) Investnment in issued shares of its own capital stock, held
directly or indirectly, except for the purpose of nutualization in
accordance with RCW48. 08. 080, is prohibited.

(e) Investnent in securities issued by any corporation if a
majority of 1its stock having voting power is owned directly or
indirectly by or for the benefit of any one or nore of the insurer's
officers and directors, is prohibited.

(f) I'nvestnent in securities issued by any insolvent corporation,
is prohibited.

(g) Investnent in any instrunment or security which is found by the
comm ssioner to be designed to evade any limtation or prohibition of
this code, is prohibited.

(2) A reasonable time, not in excess of five years, shall be
al l oned for disposal of a prohibited investnent in hardship cases if
the investnent is denonstrated by the insurer to have been | egal when
made, or the result of a mstake made in good faith, or if the
conmm ssi oner deens that the sale of the asset would be contrary to the
interests of insureds, creditors, or the general public.
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NEW SECTION.  Sec. 11. (1) Invested assets may be counted toward
satisfaction of the mninmum asset requirenent only so far as they are
invested in conpliance with this chapter and applicable rules adopted
and orders issued by the conm ssioner pursuant to this chapter. Assets
ot her than invested assets nmay be counted toward satisfaction of the
m ni mum asset requirenent at admtted annual statenent val ue.

(2) An investnent held as an admtted asset by an insurer on the
effective date of this act which qualified under this chapter shall
remain qualified as an adm tted asset under this chapter.

(3) Assets acquired in the bona fide enforcenent of creditors'
rights or in bona fide workouts or settlenments of disputed clainms my
be counted for the purposes of subsection (1) of this section for five
years after acquisition if real property and three years if not rea
property, even if they could not otherw se be counted under this
chapter. The comm ssioner may allow reasonable extensions of these
periods if replacenent of the assets within the periods would not be
possi bl e wi thout substantial |oss.

(4) If an insurer does not own, or is unable to apply toward
conpliance with this chapter, an anobunt of assets equal to its m ni mum
asset requirenent, the conm ssioner may deem it to be financially
hazar dous under chapter 48.31 RCW

NEW SECTION. Sec. 12. (1) The conm ssioner may require any of the
following froma person subject to regul ation under this chapter:

(a) Statenents, reports, answers to questionnaires, and other
informati on, and evidence thereof, in whatever reasonable form the
comm ssi oner designates, and at such reasonable intervals as the
conmi ssi oner chooses;

(b) Full explanation of the programm ng of any data storage or
comuni cati on systemin use;

(c) That information from any books, records, electronic data
processi ng systens, conputers, or any other information storage system
be made available to the comm ssioner at a reasonable tine and in a
reasonabl e manner.

(2) The conmm ssioner nmay prescribe fornms for the reports under
subsection (1) of this section and specify who shall execute or certify
the reports. The forns for the reports required under subsection (1)
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of this section shall be consistent, so far as practicable, with those
prescribed by other jurisdictions.

(3) The comm ssioner may prescribe reasonabl e m ni mum st andards and
techni ques of accounting and data handling to ensure that tinely and
reliable information wll exist and wll be available to the
conm ssi oner.

(4) Any officer, nmanager or general agent of an insurer subject to
this chapter, any person controlling or having a contract under which
the person has a right to control the insurer, whether exclusively or
ot herwi se, or a person wth executive authority over or in charge of
any segnment of the insurer's affairs, shall reply pronptly in witing
or in other reasonably designated form to a witten inquiry fromthe
comm ssioner requesting a reply. A tinely response is one that is
recei ved by the comm ssioner within fifteen business days fromrecei pt
of the inquiry. Failure to nmake a tinely response constitutes a
viol ation of this section.

(5) The conm ssioner may require that any comruni cati on nmade to the
conmi ssi oner under this section be verified.

(6) A communication to the conmssioner, or to an expert or
consul tant retained by the conm ssioner, required by the provisions of
this chapter shall not subject the person making it to an action for
damages for the comrunication in the absence of actual malice.

(7) Notwithstanding the provisions of subsection (6) of this
section, the comm ssioner may bring suit against any person providing
information required under this chapter that is not truthful and
accur at e.

NEW_ SECTION. Sec. 13. The conmissioner nmay retain at the
insurer's expense attorneys, actuaries, accountants, and ot her experts
not otherw se a part of the comm ssioner's staff as nay be reasonably
necessary to assist in reviewing the insurer's investnments. Persons so
retai ned shall be under the direction and control of the comm ssioner
and shall act in a purely advisory capacity.

NEW SECTION. Sec. 14. (1) If the comm ssioner determ nes that an
insurer's investnment practices do not neet the provisions of this
chapter, the comm ssioner may, after notification to the insurer of the
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comm ssioner's findings, order the insurer to make changes necessary to
conply with the provisions of this chapter.

(2) If the comm ssioner determ nes that by reason of the financial
condition, current investment practice, or current investnent plan of
an insurer, the interests of insureds, creditors, or the general public
are or nmay be endangered, the conmm ssioner nay inpose reasonable
additional restrictions wupon the admssibility or valuation of
i nvestnments or may inpose restrictions on the investnent practices of
an insurer, including prohibition or divestnent.

(3) The comm ssioner may count toward satisfaction of the m ninmum
asset requirenment any assets in which an insurer is required to invest
under the laws of a country other than the United States as a condition
for doing business in that country if the conmm ssioner finds that
counting them does not endanger the interests of insureds, creditors,
or the general public.

(4) If the commi ssioner is satisfied by evidence of the financial
stability of an insurer and the conpetence of nanagenent and its
i nvest nent advi sors, the comm ssioner, after a hearing, nay by order
adjust the class limtations in section 8 of this act, for that
insurer, to the extent that the conm ssioner is satisfied that the
interests of insureds, creditors, and the public of this state are
sufficiently protected in other ways. Adjustnents granted with respect
to section 8 of this act, in aggregate, are limted to an anount equal
to ten percent of the insurer's |iabilities.

NEW SECTION. Sec. 15. An insurer aggrieved by an order or any
other act or failure to act of the conmm ssioner regarding conpliance
wth this chapter or rules adopted under this chapter may request a
hearing by follow ng the procedures of chapters 48.04 and 34.05 RCW

NEW SECTION. Sec. 16. The investnent policy, or information
related to the investnment policy provided to the conm ssioner for
review under this chapter shall be considered confidential and shal
not be a public record or subject to subpoena.

NEW SECTION.  Sec. 17. (1) This chapter prevails over any other
statute purporting to authorize an insurer to make a particular
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investnent if the other statute was enacted before July 1, 2012, and
prevails over any statute enacted after July 1, 2012, unless the latter
specifically includes anendnents made to this chapter.

(2) An insurer shall value its assets in accordance with the
valuation standards of the national association of insurance
comm ssioners to the extent those standards are consistent with the
statutes of this state or rules or orders of the comm ssioner.

NEW SECTION. Sec. 18. (1) The conmm ssioner nmay, in accordance
with chapter 34.05 RCW adopt rules interpreting and inplenenting the
provi sions of this chapter.

(2) The conm ssioner may, in accordance with chapter 34.05 RCW
adopt special investnent restrictions as foll ows:

(a) The comm ssioner may by rule prescribe for defined classes of
i nsurers special procedural requirenents including special reports,
prior approval, or subsequent disapproval of investnents.

(b) The comm ssioner may by rule prescribe substantive restrictions
on investnments of defined classes of insurers, including:

(1) Specification of classes of assets that may not be counted
toward satisfaction of the m ni num asset requirenment even though they
may be counted for unrestricted insurers;

(1i) Specification of nmaximum anounts of assets that may be
invested in a single investnent, or an issue, a class or a group of
classes of investnents, expressed as percentages of total assets,
capital, surplus, legal reserves, or other variabl es;

(tit) Prescription of qualitative tests for investnents and
condi tions under which investnents may be made, including requirenents
of specified ratings from investnent advisory services, listing on
specified stock exchanges, col l ateral, mar ket abi lity, currency
mat ching, and the financial and legal status of the issuer and its
earni ngs capacity.

(3) If the commi ssioner is satisfied by evidence of the financial
stability of an insurer and the conpetence of nanagenent and its
i nvest nent advi sors, the comm ssioner, after a hearing, nay by order
grant an exenption to that insurer from any restriction under
subsection (2) of this section to the extent that the comm ssioner is
satisfied that the interests of insureds, creditors, and the genera
public of this state are protected in other ways.
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*NEW SECTION. Sec. 19. (1) By Decenber 1, 2011, the insurance
conm ssioner nust submt a report to the governor and appropriate
commttees of the legislature, providing the follow ng information:

(a) The estimated total dollar anmpbunt of insurance conpany assets
affected by this act;

(b) An analysis outlining the pertinent investnent changes nmade in
this act and the reasons for such changes;

(c) An analysis detailing any projected risks to policyhol ders and
taxpayers associated with the inplenentation of this act and any
provisions included in this act to protect such stakehol ders agai nst
such ri sks;

(d) A copy of proposed rules to inplenent this act;

(e) A general outline of any manageri al and personnel nodifications
required in the office of the insurance comm ssioner to inplenent this
act ;

(f) An explanation describing why an i nsurance conpany's i nvestnent
policy nust be exenpt frompublic disclosure and subpoena; and

(g) An analysis identifying other states that have: (i) Adopted
this nmodel legislation in both substantial or limted part, and the
reasons for such decision; and (ii) explicitly chosen not to adopt this
nmodel | egislation and the reasons for such deci sion.

(2) In preparing the report the conm ssioner shall consult with the
departnent of financial institutions and the state investnent board.

*Sec. 19 was vetoed. See nessage at end of chapter.

Sec. 20. RCW 48. 13. 350 and 2009 c 549 s 7055 are each anended to
read as foll ows:
((H—As—teo—each—investrent—or—loan—ef—the—funds—of—a—dopestie

hai : I ) horizi he i | _
2—As—to—each—suchinvestrent—or—toan—theinsurers—reeords)) A
witten record of each investnent or | oan of the funds of a donestic

insurer shall contain:

(((2y)) (1) In the case of loans: The nane of the borrower; the
| ocation and | egal description of the property; a physical description,
and the apprai sed value of the security; the anpunt of the |loan, rate
of interest and terns of repaynent.
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((B))) (2) In the case of securities: The nanme of the obligor; a
description of the security and the record of earnings; the anount
invested, the rate of interest or dividend, the maturity and yield
based upon the purchase price.

((€e))) (3) In the case of real estate: The location and | egal
description of the property; a physical description and the appraised
val ue; the purchase price and terns.

((€))) (4) Inthe case of all investnents:

((6)) (a) The anmpbunt of expenses and conmm ssions if any incurred
on account of any investnent or |oan and by whomand to whom payable if
not covered by contracts wth nortgage |oan representatives or
correspondents which are part of the insurer's records.

((+H)) (b) The nanme of any officer or director of the insurer
having any direct, indirect, or contingent interest in the securities
or loan representing the investnent, or in the assets of the person in
whose behalf the investnent or |oan is nmade, and the nature of such
i nterest.

Sec. 21. RCW42.56.400 and 2010 ¢ 172 s 2 and 2010 c 97 s 3 are
each reenacted and anended to read as foll ows:

The followng information relating to insurance and financial
institutions is exenpt fromdisclosure under this chapter:

(1) Records maintained by the board of industrial insurance appeals
that are related to appeals of crime victinms' conpensation clains filed
wi th the board under RCW?7. 68. 110;

(2) Information obtained and exenpted or wthheld from public
i nspection by the health care authority under RCW 41.05. 026, whether
retained by the authority, transferred to another state purchased
health care program by the authority, or transferred by the authority
to a technical review commttee created to facilitate the devel opnent,
acquisition, or inplenmentation of state purchased health care under
chapter 41.05 RCW

(3) The nanes and individual identification data of either all
owners or all insureds, or both, received by the i nsurance comm ssi oner
under chapter 48.102 RCW

(4) I'nformation provided under RCW48. 30A. 045 t hrough 48. 30A. 060;

(5 Information provided under RCW 48.05.510 through 48.05. 535,
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48. 43. 200 t hrough 48. 43. 225, 48.44.530 through 48. 44. 555, and 48. 46. 600
t hrough 48. 46. 625;

(6) Exam nation reports and information obtained by the departnent
of financial institutions from banks under RCW 30. 04. 075, fromsavings
banks under RCW32.04.220, fromsavings and | oan associ ati ons under RCW
33.04.110, fromcredit unions under RCW31.12.565, from check cashers
and sellers under RCW 31.45.030(3), and from securities brokers and
i nvest nent advi sers under RCW 21.20.100, all of which is confidential
and privileged i nformation;

(7) Information provided to the insurance conm ssioner under RCW
48.110. 040(3);

(8) Docunents, materials, or information obtained by the insurance
conmm ssi oner under RCW 48.02.065, all of which are confidential and
privil eged;

(9) Confidential proprietary and trade secret information provided
to the comm ssioner wunder RCW 48.31C 020 through 48.31C 050 and
48. 31C. 070;

(10) Data filed under RCW 48.140. 020, 48.140.030, 48.140.050, and
7.70.140 that, alone or in conbination with any other data, may reveal
the identity of a claimant, health care provider, health care facility,
insuring entity, or self-insurer involved in a particular claimor a
collection of clainms. For the purposes of this subsection:

(a) "Caimant" has the sane neaning as in RCW48. 140. 010( 2) .

(b) "Health care facility" has the sane neaning as in RCW
48. 140. 010(6) .

(c) "Health care provider" has the sanme neaning as in RCW
48. 140. 010(7) .

(d) "Insuring entity" has the sane nmeaning as i n RCW 48. 140. 010( 8) .

(e) "Self-insurer"” has the sanme neaning as in RCW48. 140. 010(11);

(11) Docunents, materials, or information obtained by the insurance
conmm ssi oner under RCW48. 135. 060;

(12) Docunents, materials, or information obtained by the insurance
conmi ssi oner under RCW48. 37. 060;

(13) Confidential and privileged docunents obtai ned or produced by
t he i nsurance comm ssioner and identified in RCWA48. 37.080;

(14) Docunents, materials, or information obtained by the insurance
conmi ssi oner under RCW48. 37. 140;
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(15) Docunents, materials, or information obtained by the insurance
conmi ssi oner under RCW48. 17. 595;

(16) Docunents, materials, or information obtained by the insurance
conmi ssi oner under RCWA48. 102. 051(1) and 48.102.140 (3) and (7)(a)(ii);

(17) Docunents, materials, or information obtained by the insurance
conmm ssioner in the comm ssioner's capacity as receiver under RCW
48. 31. 025 and 48.99.017, which are records under the jurisdiction and
control of the receivership court. The conm ssioner is not required to
search for, log, produce, or otherwise conply with the public records
act for any records that the conmm ssioner obtains under chapters 48. 31
and 48.99 RCWin the conm ssioner's capacity as a receiver, except as
directed by the receivership court; ((and))

(18) Docunents, nmaterials, or information obtained by the insurance
conm ssi oner under section 16 of this act; and

(19) Data, information, and docunents provided by a carrier
pursuant to section 1, chapter 172, Laws of 2010.

NEW SECTION. Sec. 22. The followng acts or parts of acts are
each repeal ed:

(1) RCW48. 13.010 (Scope of chapter--Eligible investnents) and 1973
c 151 s 2 & 1947 ¢ 79 s .13.01;

(2) RCW48.13.020 (General qualifications) and 1983 1st ex.s. ¢ 32
S 2, 1982 c 218 s 2, 1967 ex.s. ¢ 95 s 11, & 1947 c 79 s . 13. 02,

(3) RCW 48.13.030 (Limtation on securities of one entity or a
depository institution) and 2001 ¢ 21 s 1, 1993 ¢ 92 s 1, & 1947 c 79
s .13.03;

(4) RCWA48. 13.040 (Public obligations) and 1947 ¢ 79 s .13. 04;

(5) RCW48.13.050 (Corporate obligations) and 1993 ¢ 92 s 2 & 1947
c 79 s .13.05;

(6) RCW48.13.060 (Ternms defined) and 1993 ¢ 92 s 3 & 1947 ¢ 79 s
. 13. 06;

(7) RCW 48.13.070 (Securities of merged or reor gani zed
institutions) and 1947 ¢ 79 s . 13.07;

(8) RCW48.13.080 (Preferred or guaranteed stocks) and 1947 ¢ 79 s
. 13. 08;

(9) RCW48.13.090 (Trustees' or receivers' obligations) and 1947 c
79 s .13.09;
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(10) RCW 48. 13. 100 (Equi prent trust certificates) and 1947 ¢ 79 s
. 13. 10;

(11) RCW 48.13.110 (Mortgages, deeds of trust, nortgage bonds,
notes, contracts) and 1975 1st ex.s. ¢ 154 s 1, 1969 ex.s. c 241 s 4,
& 1947 ¢ 79 s .13. 11,

(12) RCW48.13.120 (Investments limted by property val ue) and 2007
c 80 s 6, 1993 c 92 s 7, 1969 ex.s. c 241 s 5, 1967 ¢ 150 s 11, 1955 c
303 s 1, 1949 ¢ 190 s 16, & 1947 ¢ 79 s .13.12;

(13) RCW 48.13.125 (Mrtgage loans on one famly dwellings--
Limtation on anortization) and 1969 ex.s. ¢ 241 s 6 & 1967 ¢ 150 s 10;

(14) RCW 48.13.130 ("Encunbrance" defined) and 1955 ¢ 303 s 2 &
1947 ¢ 79 s .13.13;

(15) RCW 48.13.140 (Appraisal of property--lnsurance--Limt of
| oan) and 1967 ex.s. ¢ 95 s 12, 1955 ¢ 303 s 3, & 1947 ¢ 79 s .13. 14;

(16) RCW 48.13.150 (Auxiliary chattel nortgages) and 1947 c¢c 79 s
. 13. 15;

(17) RCW 48. 13.160 (Real property owned--Hone office building) and
1981 ¢ 339 s 6, 1973 c 151 s 3, 1969 ex.s. c 241 s 7, 1967 ex.s. c 95
s 13, 1949 ¢ 190 s 17, & 1947 ¢ 79 s .13. 16;

(18) RCW48.13.170 (Disposal of real property--Tine limt) and 1967
ex.s. ¢ 95 s 14 & 1947 c 79 s . 13. 17,

(19) RCW 48. 13.180 (Foreign securities) and 2003 ¢ 251 s 1 & 1947
c 79 s .13.18;

(20) RCW48.13.190 (Policy loans) and 1947 ¢ 79 s .13.19;

(21) RCW 48.13.200 (Savings and share accounts) and 1947 c 79 s
. 13. 20;

(22) RCW 48.13.210 (lnsurance stocks) and 1979 ex.s. c¢ 199 s 3,
1979 ex.s. ¢ 130 s 4, & 1947 ¢ 79 s .13.21;

(23) RCW48.13.218 (Limtation on insurer |oans or investnents) and
2001 ¢ 90 s 1;

(24) RCW 48.13.220 (Common stocks--Investnent--Acquisition--
Engaging in certain businesses) and 2008 c¢c 217 s 5, 1982 c¢ 218 s 3,
1973 ¢ 151 s 4, 1949 ¢ 190 s 18, & 1947 ¢ 79 s .13.22;

(25) RCW48.13.230 (Coll ateral |oans) and 1947 ¢ 79 s .13.23;

(26) RCW 48. 13. 240 (M scel |l aneous investnents) and 2004 c 88 s 1,
1982 c 218 s 4, & 1947 c 79 s .13. 24;

(27) RCW 48. 13. 250 (Special consent investnents) and 1947 ¢ 79 s
. 13. 25;
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(28) RCW 48. 13.260 (Required investnents for capital and reserves)
and 1971 ex.s. ¢ 13 s 16 & 1947 ¢ 79 s . 13. 26;

(29) RCW 48.13.265 (Investnents secured by real estate--Anpunt
restricted) and 2007 ¢ 80 s 7 & 1957 ¢ 193 s §;

(30) RCWA48. 13.270 (Prohibited investnents) and 1995 ¢ 84 s 1, 1993
c 92 s 4, 1982 c 218 s 5, & 1947 ¢ 79 s .13. 27;

(31) RCW 48.13.273 (Acquisition of nmedium and |ower grade
obligations--Definitions--Limtations--Rules) and 1993 ¢ 92 s 5;

(32) RCW48.13.275 (nligations rated by the securities valuation
office) and 2007 ¢ 80 s 8 & 1993 ¢ 92 s 6;

(33) RCW48.13.280 (Securities underwiting, agreenents to w thhol d
or repurchase, prohibited) and 1947 ¢ 79 s .13. 28;

(34) RCW 48.13.285 (Derivative transactions--Restrictions--
Definitions--Rules) and 1997 ¢ 317 s 1,

(35) RCW48.13.290 (Disposal of ineligible property or securities)
and 1982 ¢ 218 s 6, 1973 ¢ 151 s 5, & 1947 ¢ 79 s .13.29; and

(36) RCW 48. 13. 340 (Authorization of investnents) and 1949 c 190 s
19 & 1947 ¢ 79 s . 13. 34.

NEW SECTION. Sec. 23. Sections 1 through 18 of this act are each
added to chapter 48.13 RCW

NEW SECTI ON. Sec. 24. This act takes effect July 1, 2012.

Passed by the House April 14, 2011.

Passed by the Senate April 11, 2011.

Approved by the Governor April 29, 2011, with the exception of
certain itens that were vetoed.

Filed in Ofice of Secretary of State April 29, 2011.

Note: Governor's explanation of partial veto is as follows:

"I am returning herewith, wthout ny approval as to Section 19,
Substitute House Bill 1257 entitl ed:

"AN ACT Rel ating to adopting the i nvestnents of insurers nodel act."

This bill wupdates the statutes on insurer investnents to increase
financial security and to provide nore flexibility for insurers to
manage their investnents.

Section 19 would require the O fice of the Insurance Conm ssioner to
submt a report to the Governor and the Legislature, in consultation
with the Departnent of Financial Institutions and the State | nvestnent
Board, by Decenber 1, 2011. This is prior to the effective date of
the act, July 1, 2012. Section 19 would require the Ofice of the
| nsurance Conm ssioner to gather information that is a redundant to
the bill analysis, overly burdensone to obtain, or difficult to
analyze prior to inplenmentation of the |aw Further, requiring
proposed rules to be submtted to the Governor and Legislature would
infringe upon the role of the Insurance Conm ssioner and would bl ur

p. 23 SHB 1257. SL



the distinction between the Legislature and a state executive office
with regard to the rul emaki ng process.

For these reasons, | have vetoed Section 19 of Substitute House Bil
1257.

Wth the exception of Section 19, Substitute House Bill 1257 is
approved. "
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