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LEGISLATIVE BILL 273
Approved by the Governor May 27, 1997

Introduced by Landis, 46

AN ACT relating to insurance; to amend sections 44-319.01, 44-5103 to 44-5105,
44-5110, 44-5112, 44-5115, 44-5117, 44-5118, 44-5120, 44-5122,
44-5127 to 44-5129, 44-5131, 44-5132, 44-5134, 44-5137, 44-5138,
44-5141, 44-5144, 44-5149, and 44-5151 to 44-5153, Reissue Revised
Statutes of Nebraska; to change and eliminate investment provisions
for insurance companies; to harmonize provisions; to repeal the
original sections; and to outright repeal sections 44-5130, 44-5136,
44-5146, 44-5147, and 44-5148, Reissue Revised Statutes of Nebraska,
and section 44-5133, Revised Statutes Supplement, 1996.

Be it enacted by the people of the State of Nebraska,

Section 1. Section 44-319.01, Reissue Revised Statutes of Nebraska,
is amended to read:

44-319.01. For purposes of sections 44-319.01 to 44-319.13, unless
the context otherwise requires:

(1) Director shall mean the Director of Insurance or his or her
authorized representative;

(2) Policyholders shall mean all persons having a legal or equitable
right against a depositing insurer or assessment association arising out of or
by reason of depositing insurer's or association's policies and obligees under
its surety contracts;

(3) State shall mean any state of the United States, the government
of Puerto Rico, and the District of Columbia;

(4) Eligible securities shall mean the investments authorized under
the Insurers Investment Act other than investments authorized under sections
44-5134, 44-5143 to 44-5145, 44-5347 +€o 44-5149. 44-5150, 44-515Z, and
44-5153, and unless otherwise provided by law, the values of such investments
shall, for the purpose of sections 44-319.01 to 44-319.13, be an amount not
exceeding the current market values thereof; and

(5) Insurer shall mean stock and mutual insurance companies and
reciprocal exchanges.

Sec. 2. Section 44-5103, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5103. For purposes of the Insurers Investment Act:

(1) Admitted assets shail mean means the investments authorized
under the act and stated at values at which they are permitted to be reported
in the insurer's financial statements filed with the director pursuant to
section 44-322;

(2) Business entity means a sole proprietorship, corporation.
limited Jliability company. association, partnership, limited 1liability

partnership, joint-stock company. joint venture, mutual fund. trust. joint
tenancy. or other similar form of business organization. whether organized for
profit or not for profit:

€2y (3) Clearing corporation shai® mean means The Depository Trust
Company or any other clearing agency registered with the Securities and
Exchange Commission pursuant to the Securities Exchange Act of 1934, section
17A, Euro-clear Clearance System Limited, and CEDEL S. A.;

3> (4) Custodian bank shai} meen means a bank, trust company, or
branch of a bank or trust company that is acting as custodian and is
supervised and examined by the state or federal authority having supervision
over the bank or trust company or only with respect to an insurer's foreign
investments by the regulatory authority having supervision over banks or trust
companies in the jurisdiction in which the bank, trust company, or branch is
located. Custodian bank shall include Euro-clear Clearance System Limited and
CEDEL S. A. acting as custodians;

4y (5) Direct when used in connection with the term obligation
shall mean means that the designated obligor is primarily liable on the
instrument representing the obligation;

£5) (8), Director shail mesn means the Director of Insurance;

6> (7), Insurer sheil be is defined as provided in section 44-103,
and unless the context otherwise requires, insurer sheil mean means domestic
insurer;

43 (8) Mortgage shall meean means a consensual interest created by a
real estate mortgage, a trust deed on real estate, or a similar instrument;
8> (9) Obligation sheil meen means a bond, debenture, note, or
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other evidence of indebtedness;

9> (10) Policyholders surplus shaii wmean means the amount obtained
by subtracting from the admitted assets (a) actual liabilities and (b) any and
all reserves which by law must be maintained. In the case of a stock insurer,
the policyholders surplus shail else ineiude also includes the paid-up and
issued capital stock;

(11) Securjties Valuation Office means the Securities Valuation
Office of the National Association of Insurance Commissioners or any successor
office established by the National Association_of Insurance Commissioners; and

€389 (12) State shail meean means any state of the United States, the
District of Columbia, or any territory organized by Congress, -+ and

¢11) Unencumbered real estate shall mean real estake in which other
interests may exist which 4f enforced would not result in the ferfeiture of
the insuprerls interest-

Sec. 3. Section 44-5104, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5104. (1) A domestic insurer holding a certificate of authority
to do business in this state shall be subject to the Insurers Investment Act.
Except as otherwise provided by 1law, only investments determined to be
authorized investments under the act shall be considered admitted assets for
purposes of a domestic insurer's financial statements filed with the director
pursuant to section 44-322.

(2) A foreign or alien insurer holding a certificate of authority to
do business in this state shall ngt be subject to the acts exeept &hat
investments nauthorized under the Iaws eof its state er country of domicile may
be recognired &s sutherized investments for purpeses of the eet 4n the
diseretion of the direetor unless the direc ifies ch_insurer that any
of its_investments will not be recognized by him or her as an authorized
investment for purposes of the act.

Sec. 4. Section 44-5105, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5105. (1) An insurer shall not make any investment, sale, loan,
or exchange, except loans on its own policies or contracts, unless authorized,
approved, or ratified by a majority of the members of the board of directors
or other geverning bedy or by a committee of its members charged by the board
of directorss; ether governing bedy; or bylaws with the duty of making such
investment, sale, loan, or exchange. The hoard of diregtors shall further
determine by formal___m;_g&;_gg__,t least annually whether all investments have
heen_made_in_agcordance with the deleqations, standards. limitations. and
ipnyestment objectives prescribed by the board of directors or_a committee of
the board of directors charged with the responsibility to direct its
investments, The minutes ef any such cemmittee shail be recordedy and reports
of investments; sates; loans er exchanges shaii be submitted to the beoard ef
directors or other governing bedy- # written statement ef investment poliey
shall be reviewed end epproved at least ennually by the beoard; governing body;
or committeer

(2) The board of directors., after reviewing__and_assessing_the
insurer's technical investment and administrative capabilities and _expertise.
shall adopt a written plan_for making investments and__for engaging in
investment practices. The plan_shall specify. unless otherwise authorized by
the Director of Insurance. the gquality. maturity, and diversification of
investments. including inyestment strategies intended to asgure that the
investments _and_investment practices are appropriate for the business
conducted by the insurer, its liquidity needs, and its capital and surplus.

(3)_0n_no )_less than a guarterly basis. and more often if deemed
appropriate, the board of directors or committee of the bgard of directors
shall:

(a) _Receive and review_a_summary report on the insurer's investment
nortfolig. inyestment activities. and inye es.r.m_nt nmm_e_ngagsd in mg

her
th_insu:_gr_ig_cgnsgmnt_ with its written plan: and

(b)_Review _and revise, as appropriate. the written plan.

(4) The hoard of directors shall reguire that records of
au;h_x:iza];im.__gproy_l_s__quther documentation as the board of d).r_e_q:,g:_s_may
reguire. and reports of any action taken under authority delegated under the
gritten plan shall he made available on a reqular basis to the board of
directors.

(5)_The board of directors shall perform its duties in dgood faith
and with that degree of care that ordinarily_prudent_individuals_in_like
positions would use under similar circumstances.

(6) Each insurer shall maintain a record of its investments in a
form and manner as prescribed by the direeter Director of Insurance. Such
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record shall include an indication by the insurer of the provision of law
under which an investment is held.

(1)_Eor purposes of this section, board of directors includes the
governing body of an insurer having authority equivalent to that of a board of
directors.

Sec. 5. Section 44-5110, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5110. (1) An insurer may invest in an individual interest of a
pool of obligations or a fractional interest of a single obligation if:

(a) The certificate of participation or interest or the confirmation
of participation or interest in the investment is issued in the name of the
insurer, a custodian bank, or the nominee of either; and

(b) The certificate or confirmation, if held by a custodian bank, is
kept separate and apart from the investment of others so that at all times the
participation or interest may be identified as belonging solely to the insurer
making the investment.

(2) If an investment is not evidenced by a certificate, adequate
evidence of the insurer's investment shall be obtained from the issuer or its
transfer or recording agent and retained by the insurer, custodian bank, or
clearing corporation except as provided in subdivision (2) of section 44-5109.
For purposes of this subsection, adequate evidence shall mean a written
receipt or other verification issued by the depository, issuer, or custodian
bank which shows that the investment is held for the insurer. Transfers of
ownership or investments held as described in subdivisions (1)(c) and (2) of
section 44-5109 and this section may be evidenced by a bookkeeping entry on
the books of the issuer of the investment, its transfer or recording agent, or
the clearing corporation without physical delivery of certificates, if any,
evidencing the insurer's investment.

(3) Any investment made pursuant to this section shall also conform
with the following:

(a) The investment in which the interest is purchased shall be
authorized under the Insurers Investment Act;

(b) The insurer's pro rata interest in the investment shall be in
the same percentage as the par amount of its interest bears to the outstanding
par amount of the investment at the time of purchase;

(¢) Any person, other than an insurer, that is the obligor of the
investment instrument or the investor from whom the interest is purchased
shall have outstanding senior debt or commercial paper having a minimum
quality rating as described in subdivision <3y (2) of section 44-5112 or
subsection (3) of section 44-5138; and

(d) Any insurer that is the obligor of the investment instrument or
the investor from whom the interest is purchased shall be rated A or better by
a4.M. Best's rating service or the corresponding rating of a successor
organization approved by the director.

(4) An investment may be authorized under this section although its
interest does not include the right to exercise the investor's rights or
enforce the investor's remedies according to the provisions of the issue.

(5) Any investment made pursuant to this section shall be purchased
pursuant to a written participation agreement.

(6) An insurer's investments authorized under this section shall not
exceed ten percent of its admitted assets.

Sec. 6. Section 44-5112, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5112. Any investment required to meet minimum quality ratings by
the Insurers Investment Act shall be subject to the following categories:

(1) Category 1. Any investment subject to this subdivision shall
have a minimum quality reting ef Baa3 by Moedy's Investers Serviee; Inery BBB-
by Standard end Poerls Cerporatieny or the cerrespending rating of any
sHeecesger organizatien appreved by the direecters I£ Moedy's Investers
Serviee; Iner; and Standard end Peerls Cerperatien de 1 designation from the
Securities Valuation Office. If the Securities Valuation QOffice does not rate
the investment in question and either serviee mates but does rate an
obligation of the obligor having a priority equal to or 1lower than the
investment in question, the insurer may apply such rating to the investment.
1£f the ebliger of an inveastment 39 eautherized by; esteblished by, er
ineerporated under the ZIlaws ef Canada or any provinee thereef and Meedyls
Investers Serviee; Iner; and Stendard end Peorls Corperation de not wrate the
investment in guestien; the minimum quelity rating shall be BBB (lew) by the
Beminien Bend Reting Serviee; B++ by the Canadian Beond Rating Serviee; er the
corresponding rating of any suecessor organization epproved by the direeters
1f none ef ke rating ergenizatiens deseribed +n this subdivisien If the
Securities Valuation Office does not rate the investment in question or an
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outstanding obligation of the obligor having a priority equal to or lower than
the investment in question, the investment shall have a 1 er 2 designation
from the Securities Valuation Office of the Natienal Asseeiaktien ef Insurance
€ommissieners; minimum quali rating of A3 by Moody's Investors Servicges.
Inc.. A- by Standard and Poor's Corporation. or the corresponding _investment
grade rating from any nationally recognized statistical rating orqanization
recoognized by the Securities Valuation Office: and

(2) Category 2. Any investment subject to this subdivision shall
have a minimum quaiity reting of As3 by Meedyls Investers Sesviee- inewr or
#A— by Stendard end Poorls Corperation; or the eorresponding rating of eany

erganizetion epproved by the directers £ Moodyls Inveators
fervieey Ine+; end GStandard and Peerls €orperation do 1 or 2 designation_ from
the Securities Valuation Office. If the Securities_Valuation Office daoes not
rate the investment in question and either service rates but does rate an
obligation of the obligor having a priority equal to or lower than the
investment in question, the insurer may apply such rating to the investment.
If nenme of the rating orgenizatiens deseribed 4in this subdivision the
Securities Valuation Qffice does not rate the investment in question or an
outstanding obligation of the obligor having a priority equal to or lower than
the investment in question, the investment shall have a minimum guality ratina
of Baa3d by Moody's Investors Services, Inc.. BBB- by Standard and Poor's
Corporation, or_the corresponding investment grade rating from any nationally
recognized statistical rating organization recoanized by the Securities
Valuation Office. If__the obligor of an investment is authorized by,
established by, or incorporated under the laws of Canada or any province
thereof and the Securities Valuation Office does not rate the investment in
guestion, the minimum quality rating shall be BBB (low) by the Dominion_Bond
Rating Service, B+ by the Canadian Bond Rating Service, or the corresponding
rating of any successor organization approved by _the director. % designatien
£from the Securities Valuatien Office ef the Natienal Asseciation ef Insuranee
Commissioners; and
€ategery 3- Any investment subject to this subdivisien shall
have & minimum quality rating of Baa3/P-2 by Meedy's Investers Servieey Inerr
er BBB-/A-2 by Standard and Poor'ls Gerperatiom; er the eerresponding rating of
any @ or tion appreved by the directorr If Meedyls Investors
Eervices Inew; and Standard and Peerls €orporation do net rate the investment
in question and either aservice retes an cbiigatien of the ebiiger heving e
priority equal to or lower than the investment in questieny &the insurer nay
epply such rating te the investmentr If the obliger ef an investment is
audthorirzed by; esteblished by; or incerpereted under the laws of Canada or eny
previnee thereef and Meedy's Investors Servieey Inesr and Standard and Peerls
Eorporatien do not rate the investment in questiens the mimimum guaiity rating
sheil be BBEB (iew)/R—2 by the Deminien Bend Rating Gervieey B++/A—1 by the
€anadian Bend Reting Service; er the correspending rating of eny suecesser
erganization approved by the directers If nene of the rating erganizatiens
deseribed din this subdivision rate the investment in question or ean
eutstanding obiigation ef the obliger having a prierity equal feo er lewer than
the investment in question; the investment shall have & 1 or 2 designation
frem the Geeurities Valuation Offiee of the Netienal Asseciation ef Insurance
Commissioners~

Sec. 7. Section 44-5115, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5115. (1) Except as provided in subsections (2) through (4) of
this section, an insurer's investments authorized under the Insurers
Investment Act in any one person shall not exceed five percent of the
insurer's admitted assets.

(2) Subsection (1) of this section shall not apply to:

(a) Investments authorized under sections 44-5123, 44-5125, 44-5142,
44-5150, and 44-5153;

(b) Investments authorized under seetien sections 44-5124. 44-5126
£o 44-5129, angd 44-5132 if collateralized by obligations or mortgages for
which the full faith and credit of the United States or Canada is pledged for
the payment of all principal and interest;

(c) Loans made pursuant to section 44-5106; and

(d) Real estate held pursuant to subsection (2) or (3) of section

44-5144.

(3)(a) An insurer's investments authorized under section 44-5124 or
44-5126 in any one agency or instrumentality of the United States or Canada
shall not exceed twenty~five percent of the insurer's admitted assets, and (b)
an insurer’s investments authorized under section 44-5132 in any one person if
collateralized by mortgages for which the full faith and credit of an agency
or instrumentality of the United States or Canada is pledged for the payment
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of all principal and interest shall not exceed twenty-five percent of the
insurer's admitted assets. An insurer's investments authorized under section
44-5124 or 44-5126 in any one agency or instrumentaiity of the United States
or Canada and the insurer's investments authorized under section 44-5132
collateralized by mortgages for which the full faith and credit of such agency
or instrumentality of the United States or Canada is pledged for the payment
of all principal and interest, in the aggregate, shall not exceed twenty-five
percent of the insurer's admitted assets.

(4)(a) An insurer's investments in any one person whose senior
obligations have a 3 designation from the Securities Valuation Office, of the
National Asseciation of Insurance €ommissierers; in the aggregate, shall not
exceed three percent of the insurer's admitted assets.

(b) An insurer's investments in any one person whose senior
obligations have a 4 designation from the Securities Valuation Office, ef &he
National Awseciation of Insurance €emmissienersy in the aggregate, shall not
exceed two percent of the insurer's admitted assets.

(c) An insurer's investments in any one person whose senior
obligations have a 5 designation from the Securities Valuation Office, of the
Netionel Asseciatien eof Insurence €ommissiemerss in the aggregate, shall not
exceed one percent of the insurer's admitted assets.

(d) An insurer's investments in any one person whose senior
obligations have a 6 designation from the Securities Valuation Office, ef &he
National Asseeiation of Insurance Commissieners— in the aggregate, shall not
exceed one-half percent of the insurer's admitted assets.

(5) For purposes of this section, person shall mean an individual or
entity or group of individuals or entities so related as in fact to constitute
a single venture, institution, corporation, association, company, partnership,
limited liability company, syndicate, trust, society, or other legal entity.

Sec. 8. Section 44-5117, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5117. An insurer may hold an investment authorized under more
than one provision of the Insurers Investment Act under the provision of its
choice except as otherwise expressly provided by law. Nothing in the act
shall prevent an insurer from holding an investment under a provision
different from the one under which it previously held the investment except as
otherwise expressly provided by law.

Sech auor Section 44-5118, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5118. All cash payments of principal, interest, premiums,
dividends, and other payments cash consideration received on any investment
authorized under the Insurers Investment Act shall be payable in lawful money
of the United States except as provided in section 44-5137.

Sec. 10. Section 44-5120, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5120. (1) An insurer may lend its securities if:

(a) Simultaneously with the delivery of the loaned securities, the
insurer receives collateral from the borrower consisting of cash or securities
backed by the full faith and credit of the United States or an agency or
instrumentality of the United States, except that any securities provided as
collateral shall not be of lesser quality than the quality of the loaned
securities. Any investment made by an__insurer with cash received as

collateral for loaned securities shall be made_in_the same kinds. classes. and
investment grades as those authorized under_ the Insurers Investment Act. The
securities provided as collateral shall have a market value when the loan_ is
made of at 1least one hundred two percent of the market value of the loaned
securities;

(b) Prior to the 1loan, the borrower or__any indemnifyina_ party
furnishes the insurer with or the insurer otherwise obtains the most recent
financial statement of the berrewerls finameisl eonditien borrower or any
indemnifying party:

(c) The insurer receives a reasonable fee related to the market
value of the loaned securities and to the term of the loan;

(d) The loan is made pursuant to a written loan agreement; and

(e) The borrower is required to furnish by the close of each
business day during the term of the loan a report of the market value of all
collateral and the market value of all loaned securities as of the close of
trading on the previcus business day. If at the close of any husiness day the
market value of the collateral for any loan aqutstanding to a_borrower is less
than one hundred &we percent of the market value of the loaned securities, the
borrower shall deliver by the close of the next business day emy an additional
amount of cash or securities. The market value of the additional securities,
together with the market value of all previously delivered collateral, shall
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equal at least one hundred two percent of the market value of the loaned
securities for that loan.

(2) If at the close of any business day the market value of the
collateral for all loans outstanding to a horrower is less than one hundred
two _percent of the market value of the loaned securities, the borrower shall
deliver by the close of the next business day an additional amount of cash or
securities. The market value of the additional securities. together with_the
market value of all previgusly delivered collateral, shall egual at least one
hundred two percent of the market value of the loaned securities for all loans
to that borrower.

(3). For purposes of this section, market value shall include accrued

interest.
(4) An insurer shall effect securities lending only through the
services of a custodian bank.

f4% (5) An insurer's investments authorized under this section shall
not exceed ten percent of its admitted assets.

Sec. 11. Section 44-5122, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5122. Any investment held by an insurer on September &+ 1993 the
effective date of this act, which was an authorized investment immediately
prior to such date shall be deemed an authorized investment under the Insurers
Investment Act.

Sec. 12. Section 44-5127, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5127. An insurer may invest in direct obligations of any
province or municipality of Canada or obligations for which the full faith and
credit of any province or municipality of Canada is pledged for the payment of
all principal and interest. Any investment authorized under this section
shall have a minimum quality rating as described in subdivision 35 (2)
section 44-5112.

Sec. 13. Section 44-5128, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5128. An insurer may invest in obligations issued, assumed, or
guaranteed by the United States, an agency or instrumentality of the United
States, a state, a municipality, a pelitical subdivision, the government of
Canada, an agency or instrumentality of the government of Canada, any province
or municipality of Canada, or any municipal wutility, corporate authority,
nonprofit corporation, or institution authorized or established by an act of
Congress or by the laws of any state, Canada, or any province of Canada if, by
statutory or other legal requirements applicable to those obligations, they
are payable as to both principal and interest:

(1) From taxes 1levied or required to be levied upon all taxable
property or all taxable income within the jurisdiction of the borrowing
entity;

(2) From adequate special revenue pledged or otherwise appropriated
or required by law to be provided for the purpose of the payment, excluding
any obligation payable solely out of special assessments on properties
benefited by local improvements;

(3) From and secured by a pledge of rentals from leases or subleases
on property owned or leased by the obligor if:

(a) Such underlying lease has an unexpired term of not less than the
term of the lease or sublease whose rentals are pledged by the issuer; and

(b) The fixed rentals reserved under such lease or sublease will be
sufficient to pay all of the expenses of the lessor in connection with the
lease or sublease and the operation of the property and to pay principal and
interest so as to retire the bonds during the fixed term of such lease or
sublease or, if such fixed rentals are not sufficient, a governmental
subdivision agrees to pay such required amounts;

(4) From revenue specifically pledged therefor of a public service
operated by the borrowing entity if the entity is legally authorized and does
obligate itself that rates of service will be fixed, maintained, and collected
so as to produce revenue or earnings sufficient to pay all operating and
maintenance charges and all principal and interest of such obligations in
accordance with their terms; or

(5) From revenue specifically pledged therefor from excise taxes
levied.

Any investment authorized under this section shall have a minimum
quality rating as described in subdivision €3) (2) of section 44-5112.

Sec. 14. Section 44-5129, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5129. An insurer may invest in obligations isssedy essumed; eor
guaranteed by eny corperatien of a business entity created or existing under
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the laws of the United States or Canada or any state or province thereof. Any
investment authorized under this section shall have a minimum quality rating
as described in subdivision €33 (2) of section 44-5112.

Sec. 15. Section 44-5131, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5131. An insurer may invest in obligations issued- assumed, er
guaranteed by of an international development bank of which the United States
is a member. Any investment authorized wunder this section shall have a

minimum quality rating as described in subdivision 2% (1) of section 44-5112.
An insurer's investments authorized under this section shall not exceed twenty
percent of its admitted assets.

Sec. 16. Section 44-5132, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5132. (1) An insurer may invest in interest-bearing ebligatiens
entitled teo receive beth prineipal and interest from (o) & collateraiized peel
ef ene or mere ecemmercial and residential merkgages or (b} ecertificates
entitled o receive both prineipa: and interest frem a colleteralized peol of
ene or more commereial end residential mertgages— Any peol of mortgages o
eertificates serving as ecellateral for such investments sheil have been seld
to end be currently ewned by either e& trust er eorporation esteblished solely
for the purpese ef holding such mertgages er certifiecates for the benefit of
the ebligee- a _security or other instrument, excluding mutual fund,
evidencing an interest in or the right to receive payments f from, _or_payable
from distributions on, an asset, a pool of assets, or specifically divisible
cash _ flows which are 1legally transferred to a special purpose
bankruptcy-remote business entity created or existing under the laws of the
United States or Canada or any_ state or province thereof, on the following
conditions:

{a) The business entity is established solely for the purpose of
acguiring specific types of assets or rights to cash flows, issuing securities
gng other instruments rep ;;agn;;pg an_interest in or right to receive cash
Hg_grg those assets or rights, and engaging in activities reguired to
ryi the assets or rights and any credit enhancement or support features
bg; gy the business entity: and

(b) The assets of the business entity  consist solely of

HL”

ig;g;gs;;hga;;gg_gglggggigns or other contragtual obligations representing the
right to receive pavment from the cash flows from the assets or rights.
However, the existence of credit enhancements, such as letters of credit or

guarantees or other support features, shall not cause a security or other
instrument to be an unauthorized investment under this section.

(2) Investments in prineipal-eniy er interest-only mertgege-backed
securities or other instruments shall not be authorized under this section.

(3) Any 1investment authorized under this section shall have a
minimum quality rating as described in subdivision (2) of section 44-5112.

Sec. 17. Section 44-5134, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5134. (1) An insurer may, in addition to any investment
authorized under seetiens section 44-5132, end 44-5333; invest in obligations
secured by pledged securities if:

(a) The market value of such pledged securities or the fair value if
the securities have no recognized market value will at all times of holding
the investment be equal to at least one hundred ten percent of the investment
in the notes or other evidence of indebtedness; and

(b) The pledged securities are of the kind authorized for investment
under the Insurers Investment Act.

(2) For purposes of this section, pledged securities shall mean
notes, mortgages, bonds, debentures, and preferred or common stock. Pledged
securities shall not be valued at an amount greater than the value at which
they could be shown on the insurer's financial statements filed with the
director pursuant to section 44-322 if owned directly by the insurer.

(3) An insurer’'s investments authorized under this section shall not
exceed twenty percent of its admitted assets.

Sec. 18. Section 44-5137, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5137. (1) An insurer may invest in securities or other
investments (a) issued in, (b) located in, (c) denominated in the currency of,
(d) whose ultimate payment amounts of principal or interest are subject to
fluctuations in the currency of, or (e) whose obligors are domiciled in
countries other than the United States or_Canada, which are substantially of
the same kindsy and classes; and investment grades as those authorized for
investment under the Insurers Investment Act.

(2) Subject to the limitations in subsection (3) of this section:
_7_
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(a)_An 1n§grgr s _inyestments authorized under subsgc;;gn (1) _of ; 15
sectio in__any foreign jurisdiction whose sg has
des1gnat10n ;gm ;h §gguz;t1gs y luation Office shall not exceed ten percen
of the insurer's admlgggd assets
b) An insurer's investments authorized under subsection (1) of this
section any_ one foreign jurisdiction whose sovereian debt has a 2 or 3
dgiignalion f;gm _the Securities Valuation Office shall not exceed five percent
of the insurer's admltggg assets;
(c) An_insurer's inyestments authorized under subsection (1) of this
section_shall not 1nc1ude 1nyestments in_any one foreign jurisdiction whose
sovereign debt has or 6 designation from the Securities Valuation

Office:
(d) An_insurer's inyestments authorized under subgeg;;gn (1) _of this
section « denomlngted in _any one foreign currency shall not exceed two percent

of_the_insurer's adm1;;g$ assets: and

(e)_An insurer's inyestments authorized under subsection (1) of this
§ggﬁ;gp dengminated in forelqn currencies, in the aggregate, shall ngt exceed
five percent of the insurer's admitted assets.
(3) _An Exeept fer investments sutherized under seetiens 44-5175 +e
44-53387; en insurer's investments authorized wunder subsection (1) of this
section shall not exceed, in the aagregate, fifteen #£ive percent of its
admitted assets.

(4) An insurer which is authorized to do business in a foreign
country or which has outstanding insurance, annuity, or reinsurance contracts
on lives or risks resident or located in a foreign country may, in addition to
the investments authorized by subsection (1) of this section, invest in
securities and investments (a) issued in, (b) located in, (¢) denominated in
the currency of, (d) whose ultimate payment amounts of principal and interest
are subject to fluctuations in the currency of, or (e) whose obligors are
domiciled in such foreign countries, which are substantially of the same
kinds+ and classes; and investment grades as those authorized for investment
under the act.

(5) An insurer's investments authorized under subsection 3% (4)
of this section and cash in the currency of such country which is at any time
held by such insurer, in the aggregate, shall not exceed the greater of (a)
one and one-half times the amount of its reserves and other obligations under
such contracts or (b) the amount which such insurer is required by law to
invest in such country.

(6)_Bny_inyestment in deht obligations authorized under this section
shall_ hayg a_minimum guality mating as described in subdivision (2) of section
44-5112.

(7) An insurer's inyestments made under this section shall be
agaregated with inyestments of the same kinds and classes under the
Insurers Inyestment Act except section 44-5153 for purposes of determining

compliance with_the limitations contained in_other sections.

Sec. 19. Section 44-5138, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5138. (1) An insurer may invest in:

(a) Bank certificates of deposit, banker's acceptances, or corporate
promissory notes with a remaining term of no more than one year;

(b) VWritten repurchase agreements collateralized by securities
authorized under section 44-5123 or 44-5124; and

(c) ©ther bills of exchange of the hind gnd maturities autherized by
daw fer purehase in the epen market by federal reserve banks: and

fé)> sShares, interests, or participation certificates in any
management type of investment trust, corporate or otherwise, registered under
the Investment Company Act of 1940, as amended, as a diversified open-end
investment company, that invests solely in such investments as described in
subdivisions (1)(a)+ and (b)+ erd {e) of this section.

(2) For purposes of this section, repurchase agreement shall mean a
bilateral agreement whereby an insurer purchases securities with a related
agreement that the seller will purchase or repurchase at a specified price the
equivalent or similar securities within a specified period of time or upon
demand.

(3) Any investment 1in corporate promissory notes authorized under
subdivision (1)(a) of this section shall have a wminimum gquaelity rating es
deseribed in sgubdiviaien {3} ef seetien 44-5112 1 or 2 designation from the
Securities Valuation Office. If the Securities Valuation Office does not rate
the inyestment in guesticn but does rate an obligation of the obligor having_a
priority equal to or lower than the investment in guestion the insurer may
apply such rating to the investment. If the Securities Valuation Office does
not rate the investment in question or an outstanding obligation of the

-8=
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obligor haying a priority egual to or lower than_the investment in_guestion.
the investment shall have a minimum quality rating of P-2 by Moodv's Investors
Seryice, Inc., A-2 by Standard and Poor's Corporation. or_ the correspondina
investment grade rating from any nationally recognized statistical mating
organization recognized by the Securities Valuation Office. If the oblidor of
an_investment is authorized by. established by, or incorporated under the laws
of Canada or any province thereof and the Securities Valuation Office does not
rate the inyestment in guestion, the minimum_guality rating shall be R-2 by

the Dominion Bond Rating Service, A-1 by the Canadian_Bond Rating Service. or
the corresponding rating of any successor organization approved by_the

director.

Sec. 20. Section 44-5141, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5141. (1) An insurer may invest in the common stock gr rights to
purchase or sell common stock of any corporation which has retained earnings
of not less than one million dollars, except that an investment may be made in
any corporation having a majority of its operations in this state which has
retained earnings of not less than two hundred fifty thousand dollars. The
earnings of all predecessor, merged, consolidated, or purchased corporations
shall be included through the use of consclidated or pro forma statements.

(2)(a) An insurer may invest in equity interests or rights to

purchase or sell eguity interests in business entities, other than general

partnerships, created or existing under the laws of the United States or
Canada or any state or province thereof.
(b)(i) A life insurer's investments authorized under this subsection
shall not exceed fifty percent of its policyholders surplus.
(ii) A life insurer shall not invest under this subsection in_any

investment which the life insurer may invest in under section 44-5140 or

44-5144 or subsection (1) of this section. An insurer may purehase
exchange-traded optiens er eother rights teo purchase or sell steeks if the
steocks are an autherized investment wunder +this seetiont An  insuperis

investments autherirzed under this subseetien shall net exceed one percent of
its pelieyheiders surplus—

(3) Except as authorized under the Insurance Holding Company System
Act, an insurer shall not ewn invest in more than £ive ten percent of the
total issued shares ef steek of any eorperation other than en inaurer equity
interests in any business entity other than_an_ insurer.

(4) A life insurer's investments authorized under this section shall
not exceed one hundred percent of its policyholders surplus.

Sec. 21. Section 44-5144, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5144. (1) An insurer may acquire and hold unencumbered real
estate or certificates evidencing participation with other investors, either
directly or through partnership or limited 1liability company interests, in
unencumbered real estate if:

(a) The real estate is leased under a lease contract in which the
lessee contracts to pay all assessments, taxes, maintenance, and operating
costs;

(b) The net amount of the annual lease payments to the owner of the
real estate is sufficient to amortize the cost of the real estate within the
duration of the lease, but in no event for a period of longer than forty
years, and pay at least three percent per annum on the unamortized balance of
the cost of the real estate; and

(c) The amount invested in any such real estate does not exceed its
appraised value.

When the lessee under a lease described in this subsection is the
United States or any agency or instrumentality therecf, any state or any
county, municipality, district, or other governmental subdivision thereof, or
any agency, board, authority, or institution established or maintained under
the laws of the United States or any state thereof, such lease contract may
provide that wupon the termination of the term thereof title to such real
estate shall vest in the lessee.

When an insurer owns less than the entire real estate leased under a
lease described in this subsection, the legal title to the real estate shall
be in the name of a trustee which meets the qualifications set out in
subsection (5) of section 44-5143 under a trust agreement which provides,
among other things, that upon proper notification of default under such lease
and request to such trustee by an investor or investors representing at least
twenty-five percent of the equitable ownership of the real estate and proper
indemnification, the trustee shall proceed to protect the rights and interest
of the investors owning the equitable title to the real estate.

For purposes of this subsection. unencumbered real estate means real
_9_

545



LB 273 LB 273

estate in which other ;n;erests ,_may_ exist which_ if enforced would not result
in_the forfeiture of the insurer's interest.

(2) An insurer may also acquire and hold real estate:

(a) Mortgaged to it in good faith by way of security for a loan
previously contracted or for money due;

(b) Conveyed to it in satisfaction of debts previously contracted in
the course of its dealings; and

(c) Purchased at sale upon judgments, decrees, or mortgages obtained
or made for such debts.

(3) An insurer may invest in real estate required for its home
offices or to be otherwise occupied by the insurer or its employees in the
transaction of its business and may rent the balance of the space therein.
The value of an insurer's investments authorized under this subsection shall
not exceed ten percent of its admitted assets.

(4)(a) An insurer with policyholders surplus of at least one million
dollars may individually or in conjunction with other investors acquire, own,
hold, develop, and improve real estate that is essentially residential or
commercial in character, even though subject to an existing mortgage or
thereafter mortgaged by the insurer, if such real estate is located in a city
or village or within five miles of the limits thereof.

(b) For purposes of this subsection, real estate shall include a
leasehold having an unexpired term of at least twenty years, including the
term provided by any enforceable option of renewal. The income from such
leasehold shall be applied so as to amortize the cost of leasehold and
improvements within the lesser of eighty percent of such expired term or forty
years from acquisition.

(c) The value of an insurer's investments authorized under this
subsection shall not exceed ten percent of its admitted assets.

(5) An insurer may also acquire such other real estate as may be
acquired ancillary to a corporate merger, acquisition, or reorganization of
the insurer.

(6) The value of an insurer's investments authorized under
subsections (3), (4), and (5) of this section, in the aggregate, shall not
exceed fifteen percent of its admitted assets.

(7) For purposes of this section, value shall mean original cost
plus any development and improvement costs whenever expended less the unpaid
balance of any mortgage and annual depreciation on improvements of not less
than two percent.

(8) An insurer's investments authorized under this section and
section 44-5143, in the aggregate, shall not exceed fifty percent of its
admitted assets.

Sec. 22. Section 44-5149, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5149. €¢1) An insurer may effeect or maintain bona fide hedging
transaetions 4n-

(a) Fereign curreney in ecenneetbion with +£he sale or purchase ef
securities autherized for investment under seetion 44-5137;

{b) Eontracts for future delivery; eptions and other rights te
purchase or seily and eptions and other rights te purchase or seil ecentracks
for future delivery of domestic er fereign curreney eor ef seceurities
etutherized for inveatment under the Insurers Investment Aet if such econtraects;
optiens; or rights are traded en a national seecurities exchange or beard ef
trede regulated under the iews of the United Gtates; and

fe} Steck or bend index centracts or other contracts that require
for settiement the delivery of cash+

{2y An insurer may sell exchange-traded warrants,; eptiens; or ether
rights &o purchase steek but eniy with respect to ateek whteh it ewns et the
time such warrant; eption; er right is solds Sueh steck shail be held
througheut the peried during whieh the warrent; eoptieny er right may be
esereised ageinst the seller by the ewner ef the warrant; eptiony er right in
en amount which would f£fully discharge the seiierls petentiai ebligetion to
deliver sueh stecks

An tnaurer may seil exchange-traded werrants; eptions; er other
rights to seil stoek but only if its ebligatiens under such warrentsy eptiens;
or rights are fully secured by o deposit by the insurer with & bank or other
eustedien of cash er ecash equivealents~

4> Fer purposes eof this section; bens f£ide hedging transactioen
ahaii mean & sale or purchase of fereign ecurrency or of a eentreact; optien; er

entered inte feor the purpese of offsetting changes in (o) fereign
eurreney excheange rates or {b) £he market wvelue of investments eovwned eox
preposed ¢o be eeqatred er aseld by the insurer within enre yeer or £or the
purpese of minimizing interest rate risks in »r t of igat er

P )
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insurenee pelieies or contraecks supperted by investments held er propesed teo
ke hald by the tnsurar-

5 An insurer's investments authorized under this seetion shaill net
exeeed ten pereent of its admitted assets:

(1) An insurer may use derivative instruments in hedging
transactions if:

(a)_The aggredate statement value of options, caps, floors, and
warrants not attached to any financial instrument and used in hedging
ransactlons does not exceed the lesser of sgyen and one-half percent of the
insurer's admitted assets or seventy-five percent of the insurer's
policyholders surplus;

(b)_The aggregate statement vyalue of options, caps, and floors

EMQE ran ions does n exceed the lesser of three percent of
the insurer s admitted assets or thirty percent of the insurer's policyholders

surplus; and

(c) The adgregate potential exposure of collars, swaps, forwards,
and futures used in hedqing transactlons does not exceed the lesser of six and
ong—half percent of the insurer's admitted assets or sixty-five percent of the
insurer's policvholders surplus.

{2)(a) An insurer may use derivatiye instruments in
income-generation transactions by selling:

(i) _Covered call options on non-callable fixed income securities or
callable fixed income securities if the option expires by its terms prior to
the end of the non-callable period:

(ii) Coyered call options on egu1ty securities if the insurer holds
in_its portfolio, or can immediately acquire through the exercise of options,
warrants mm rights already owned, the equity securities subiject to
call during the complete term of the call option sold:

(iii)__Covered puts on inyestments that the insurer is permitted t to
acquire under the Insurers Inyestment Act if the insurer has escrowed. o
entered into a custodian agreement segregatinag,. cash or cash equivalents H;Lh
a market value equal to the amount of its purchase obligations under that put
during_the complete term of the put option scld: and

(iy) Coyered caps or floors if thg insurer holds in its portfolioc
the inyestments generating the cash flow to make the required pavments under
such caps or floors during the complete term that the cap or floor is
ggt_gtandm =

er in income-generation _transactions under
this suns.e.c:_lon if the aqqreqat.e statement value of the fixed income assets
that are subiject to call or that ggnerate the cash flows for payments under

the caps or floors, plus the face value of fixed income ggcun;:\ps underlying
any derivative instrument subject to call, does not exceed the lesser of ten

percent of the __insurer's admitted assets or one
insurer's policyholders surplus.

(3)_An_insurer shall ._demonstrate to the director upon_ request the

intended hedging or income-generation characteristics and the ongoing

eff guygngs__of the derivative transaction or combination of the transactions
_testing or other appropriate analysis.

hundred percent of the

L4) An_insurer_shall_include all counterparty exposure amounts in
determining compliance with the limitations in section 44-5115.

(5) The director may approve additional t;ansggtlons 1nvolylng the

use of derivative instruments pursuant to rules and requlations adopted and

promulgated by the director.

(6)_Eor purposes of this section:

(a)_Derivative instrumen_t_mg_ang an_agreement. option. instrument. or
a_series or combination thereof

(i) To make_ or take_dgl;.ye[y of or assume or relinguish._a

specified amount of one or more underlying interests or to make a cash
settlement_in_lieu thereof: or
(ii) That has a price. performance, value, or cash flow based

primarily upon the actual or exmected price. level. performance. value. or
cash flow of one or more underlying interests.

Derivative instrument includes, and_is limited to. options. warrants
used in a hedging transaction and not attached to another financial
instrument, caps. floors, collars, swaps. forwards. and_futures. Derivative
instrument does not include inyestments authorized under any other section of
the Insurers Inyestment Act:

(b) Hedging transaction means a deriyative transaction which
entered into and maintained to rgducg

(i) The risk of change in value, yield, price, cash flow, or
quantity of assets or 11a§111t;es which the insurer has acguired or incurred
or anticipates acquiring or ingcurring: or
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assets or liabilifies which an insurer has ac
acquiring_or incurring: and

{c) Income-generation transaction means a derivative transaction
inyolying the writing of covered call options. covered put options, coyered
caps, ox covered floors that is intended to generate income or enhance return.

Sec. 23. Section 44-5151, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5151. (1) An insurer may hold investments not otherwise
authorized under the Insurers Investment Act if such investments:

3 (3) Have minimum quality ratings as described in subdivision 3
(2) of section 44-5112; and

t2) (b) In the aggregate do not exceed one hundred percent of the
insurer's policyholders surplus.

(2)_Investments authorized under any other_section of the_ Insurers
Investment Act except section 44-5153, shall not be authorized inyestments
under_this section.

Sec. 24. Section 44-5152, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5152. (1) Subject to the limitations in subsections (2) through
(4) of this section, an insurer may invest in obligations having 3, 4, 5, and
6 designations from the Securities Valuation Office. ef the Netional
Association of Insurance Commissioners—

(2) Subject to the limitation in subsection (4) of this section:

(a) An insurer's investments in obligations having a 4 designation
from the Securities Valuation Office of the Natieral Asseciation of Insurance
€emmissioners shall not exceed four percent of the insurer's admitted assets;

(b) An insurer's investments in obligations having a 5 designation
from the Securities Valuation Office of the Natienal Asseeiastien of Insurance
Eommissieners shall not exceed two percent of the insurer's admitted assets;
and

{ii) The currency exchange rate risk or the dedree_of exposure as to
cquired or incurred or anticipates

(c) An insurer's investments in obligations having a 6 designation
from the Securities Valuation Office of the National Assectation of Insurance
€emmissieners shall not exceed one percent of the insurer's admitted assets.

(3) Subject to the limitations in subsection (2) of this section:

(a) An insurer's investments in obligations having any combination
of 4, 5, and 6 designations from the Securities Valuation Office, ef the
National aAsseeiation of ZInsurance Commissienerss except the conmbination
described in subdivision (3)(b) of this section, in the aggregate, shall not
exceed four percent of the insurer's admitted assets; and

(b) An insurer's investments in obligations having 5 and &
designations from the Securities Valuation Office, of the Nationsl Asseciatien
ef Insurance €ommissieners; in the aggregate, shall not exceed two percent of
the insurer's admitted assets.

(4) An insurer's investments authorized under this section, in the
aggregate, shall not exceed fifteen percent of its admitted assets.

Sec. 25. Section 44-5153, Reissue Revised Statutes of Nebraska, is
amended to read:

44-5153. (1)(a)(i) A 1life insurer may make investments not
otherwise authorized under the Insurers Investment Act in an amount, in the
aggregate, not exceeding the lesser of five percent of its admitted assets or
one hundred percent of its policyholders surplus.

(ii) An insurer other than a life insurer may make investments not
otherwise authorized under the act in an amount, in the aggregate, not
exceeding the lesser of twenty-five percent of the amount by which its
admitted assets exceed its total liabilities, excluding capital, or five
percent of its admitted assets.

(b) Investments authorized under this subsection shall not include
obligations having 3, 4, 5, and 6 designations from the Securities Valuation
Office. ef the National Asseeciation of Insurance Gommissioners—

(2)(a)_Notwithstanding the provisions of subdivision (1)(a)(i) of
this_section, a life insurer may make investments not otherwise authorized
under_the_act in an amount not exceeding that _portion of its policyholders
surplus which is in excess of ten percent of its admitted assets.

(b) Notwithstanding the provisions of subdivisions (1)(a)(ii) and
(b) of this section, an insurer other than a life insurer may make investments
not otherwise authorized under the act in an amount not exceeding that portion
of its policyholders surplus which is in excess of fifty percent of its annual
net written premiums.

(3) Investments authorized under subsection (1) or (2) of this
section shall not include insurance agents' balances or amounts advanced to or
owing by insurance agents.
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(4) The 1limitations set forth in this section shall be applied at
the time the investment in question is made and at the end of each calendar
quarter. An insurer's investment, which at the time of its acquisition was
authorized only under the provisions of this section but which has
subsequently and while held by such insurer become of such character as to be
authorized elsewhere under the act, shall not be included in determining the
amount of such insurer's investments, in the aggregate, authorized under this
section, and investments otherwise authorized under the act at the time of
their acquisition shall not be included in making such determination.

(5)_Derivative instruments described in_subsections (1)_and_ (2)_ of
section 44-5149 shall not be authorized investments under this section.

Sec. 26. Original sections 44-319.01, 44-5103 to 44-5105, 44-5110,
44-5112, 44-5115, 44-5117, 44-5118, 44-5120, 44-~5122, 44-5127 to 44-5129,
44-5131, 44-5132, 44-5134, 44-5137, 44-5138, 44-5141, 44-5144, 44-5149, and
44-5151 to 44-5153, Reissue Revised Statutes of Nebraska, are repealed.

Sec. 27. The following sections are outright repealed: Sections
44-5130, 44-5136, 44-5146, 44-5147, and 44-5148, Reissue Revised Statutes of
Nebraska, and section 44-5133, Revised Statutes Supplement, 1996.
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