Approved March 22, 1983

Date
MINUTES OF THE __House  COMMITTEE ON Insurance
The meeting was called to order by Vice-Chairman Dennis Spaniol at
Chairperson
_3:30 ¥@/p.m. on March 21, 183 in room _521=S _ of the Capitol.

All members were present except:
Chairman Hoy, Rep. Baker, and Rep. Turnquist, who were excused.

Committee staff present:
Gordon Self, Revisor's Office
Mary Sorensen, Committee Secretary

Conferees appearing before the committee:
Dick Brock, Kansas Insurance Department
L. M. Cornish, for the domestic insurance companies

Others Present:
See List (Attachment 1)

SB 157 was first to be considered. Dick Brock, of the Kansas Insurance Department, briefly
explained the bill, and passed out Attachment 2, containing balloon amendments. Mr. Brock
said this bill was requested by the insurance department and would liberalize restrictions
on investments by the domestic insurance companies in Kansas. He explained each of the
changes in the bill as it was passed by the Senate, as well as the suggested amendments

on the balloon copy. There was discussion as to the need for new section (f), which would
permit insurance companies to make mortgage loans to officers under certain conditions.

L. M. Cornish, representing the domestic companies, those organized in the State of Kansas
which are the ones affected by this bill, spoke in support of the bill. Chuck Blankenship
of Victory Life Insurance, Mark Heitz of Security Benefit Life, and Jim Ketcherside, of
Farmers Alliance Mutual Insurance Company, said they did not care to testify but did state
they were in agreement with Mr. Cornish's testimony. There was further discussion of the
portion of the bill which would allow the companies to make mortgage loans to officers,

and they all expressed the opinion that this would possibly help their companies to secure
good officers. Mr. Ketcherside said they would like to make these loans at a lower rate
than that prescribed in the bill, but would accept the bill as written in order to be able
to make such a mortgage loan.

SB 122 was next for consideration. Dick Brock briefly explained the bill, which he said
was largely administrative, relating to certification of agents and crop insurance. It
also would give the insurance department authority to establish fees for services rendered
for an agent or agency, such as for replacing a lost agent's license, etc.

SB 134 was next on the agenda, and Dick Brock gave a brief explanation. He said this was
requested by the insurance department to close a loophole which had been used from time to
time when an agent's license had been suspended or revoked, after the appropriate hearings,
and the employer of the affected agent had merely put that agent on the payroll in another
capacity, such as a salaried traveling employee, and the agent continued to solicit business.
Rep. Spaniol asked what would happen if a principal in a company or an agency was suspended,
and he could not transact business, would he be forced to sell his interest in the company
during the time his license was suspended or revoked. Mr. Brock said he thought he could
continue as an owner, but could not transact business. It was mentioned that a suspension
might be for 90 or 180 days, with the longest being for a year, according to Mr. Brock.

Rep. Spaniol asked if it was the department's intent to force that person to sell out of

an agency, and Mr. Brock said No.

Dick Brock passed out to each committee member a book entitled "Sharing the Risk', which
is a brief explanation of all phases of insurance. The books were furnished by the Kansas
Insurance Education Foundation, and recommended by the insurance department for basic
insurance information.

There was no further discussion, and the meeting adjourned at 4:10 PM.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of _.._l._
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SENATE BILL No. 157

By Committee on Commercial and Finuncial Ihstitutions

2-4

AN ACT relating to insurance; concerning life insurance compa-
nies and other than life insurance companies; relating to in-
vestments; amending K.S.A. 40-2a08, 10-2a12, 40-2al6, 40-
2b06, 40-2b07, 40-2b09. 40-2b13 and 40-2b20 and K.S.A. 1982
Supp. 40-2a09, 40-2a13 and 40-2b10 and repealing the existing
sections.

Be it enacted by the Legislature of the State of Kansas:
Section 1. K.S.A. 40-2a08 is hereby amended to read as fol-

lows: 40-2a05. Any insurance company other than life heretofore

or hereafter organized under any law of this state may invest with
the direction or approval of a majority of its board of directors or
authorized committee thereof, uny of its funds, or any part thereof
in the common stock of any corporation organized and doing
business under the laws of the United States of America, or of any
state, district, insular or territorial possession thercof; or of the
Dominion of Canada or any province thereof; or of any other

country or subdivision thereaf; aned the shares of o managenrent |

type of investinent comphny of investnent trast regivtered wath
the seenrtties and exchmmpe comtivsron wider the ivestent

write exchange traded, covered call options on shares it owns and
may purchase call options for the sole purpose of closing out o
pousition taken previously with respect to one or more options
having been written. The purchase of a call option for any reason
other than as a closing transaction and the writing of naked
(uncovered) call options are hereby prohibited. Investinents in
common stocks and the writing of call optious shall be further
Faited as follows:

) The obligations and preferred stock, 1t any, shown on the

terent ol \m‘h'\'mlml;:tnm st Do

m;%/wum~ 2

This change relates to fire and casualty companies. This language as well as related
language appearing in lines 53 to 56 and 64 to 68 is deleted because separate treatment
[ is given investments in "investment companies" by new New Section 15. Such new treatment

does not, however, include authority to invest in "investment trusts".

/;/4.»4. £
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eligible for investment under K.S.A. 40-2a05, and amendments
thereto, or 40-2a07, and amendments thereto;

(b) cash dividends have been paid during each of the last
three {3) vears preceding the date of acquisition;

(c) the stock is registered with a national securities exchange
regulated under the securities exchange act of 1934, as amended,
or is regularly traded on a national or regional basis; er i3 a
corporation registered and operated &9 en open-end regulated
nvestment eompany th accordanee with the itnvestment eompany
aet of 1040, as amended,;

(d) the company shall have earmings in three (3} of the last five
(5} years preceding the date of acquisition;

(e) investmentsin common stock in any one corporation shall
at no time exceed two pereent 2%} 2% of the admitted assets of
the investing insurance company; and at no time shall an insur-
ance company purchase more than five pereent (5% 5% of the
outstanding shares of stock of any one given corporation;

H)  investsnents in shares of @ menagement type of ivestment
ecompany or registered investrment trust e deseribed ebove; shell
have nsvets of neot less tham twenty-five millien dellars
{635-000.000); at the date of purchase; and subsections (a); (b); (e}
() end (e of this seetion need not epphw

s (f) the amount invested under this section, mdudmg the

amount invested under K.S.A. 40-2a07, and amendments thereto,
excluding stock of any insurance company qualified under K.S.A.
40-2209, and amendments thereto, shall not exceed the excess of
surplus as regards policvholders over one hundred thoneand
doHars (3060000 $100,000

) (g) stock owned by an insurance company that is obli-
gated under an unexpired written call option shall be valued at
the lesser of the striking price or current market value. For the
purposes of this subsection, “striking price” means the price per
share, exclusive of sclling costs, the company would receive
should the call option be exercised by the holder.

Sec. 2. K.S.A. 1982 Supp. 40-2a09 is hereby amended to read
as follows: 40-2a09. Any insurance company other than life
heretofore or hereafter organized under any law of this state may

EEcrormemstee s

See explanation for lines 34 to 37.

-~—See explanation for lines 34 to 37.
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: 0084 invest with the direction or approval of a majority of its board of
0085 directors or authorized committee thereof, any of its funds, or any
0086 part thercof in:

; (a) Stock in any insurance company, notwithstunding subsec-
0088 tion (e) of K.S.A. 40-2a08 nebtwithstanding, and emendments
0089 thereto. Before more than 5% of the outstanding shares of stock of
0090 any insurance company is acquired, or a tender offer made
0091 therefor, prior written approval of the commissioner of insurance
0092 must be secured;

0093 (b) stock in an incorporated insurance agency: (1) If 5% or
0094 less of the outstanding shares of stock of such agency is acquired.
0095 the provisions of K.S.A. 40-2a08, and amendments thereto, shall
0096 apply; (2) if more than 5% of the outstanding shares of such
0097 incorporated agency is acquired, or a tender offer is made there-

0098 for, the prior approval of the commissioner of insurance shall be

e~ MEPR Y 4 o M g fows f

0093 required and the provisions of subsection (d) of K.S.A. 40-2a08,

3 W= 0100 and amendments thereto, shall apply and sach stoeke. In valuing| This change applies to fire and casualty companies. This corrects an error in the
W26 0101  the stock of the agency, the assets of the agency shall be valued a- T current statute and thereby clarifies the originally intended requirement regarding

0102 if held directly by an insurance company; and (3) if majority the valuation of stock in an incorporated insurance agency.

| 0103 interest in an incorporated insurance agency results from the

. 0104 organization of an agency by the insurance company to which

; 0105 this act applies, such investments shall be subject to the provi-

0106 sions of K.S.A. 40-2a16, and amendments thereto, until it has

0107 produced earnings for three out of five consecutive years, Such

0108 stock shall not be eligible for deposit with the commissioner ¢!
0109 insurance as part of the legal reserve of such isurance compuns
B0 () stock 1moa holding corporation. {1 H 5% or less of the
o111 outstanding shares of stock of such holding corporation s -
o112 quired, the provisions of K.S.A. 40-2a05, and  amendments
0113 thereto, shall apply; (2) if at least 759 of the holding corporation’s
0114 voting stock is acquired, the prior approval of the commissioner
0115 shall be required and the provisions of K.S A 40-2a08, and
0116 amendments thereto, shall not apply. No insurer may purchase in
0117 excess of 5% of the outstanding voting stock of a holding corpo-
Mh ors ration unless such insurer acquires at least 75% of such stock. The
T ony  commissioner may direct an insurer to divest ot its ownership i a
0120 holding corporation acquired pursuant to this subsection af
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0121 appears to the commissioner that the continued ownership or
0122 operation of the holding corporation is not in the best interest of
0123 the policyholders, or if the insurer’s ownership in the holding
0124 corporation is less than 75% of the outstanding voting stock of the
0125 holding corporation. A holding corporation acquired pursuant to
0126 this subsection shall not acquire any investment not permitted for
0127 insurance companies other than life pursuant to article 2a of
0128 chapter 40 of the Kansas Statutes Annotated. In valuing the stock
0129 of any holding corporation acquired under this subsection in the
0130 annual financial statement of the insurer, value shall be assigned
0131 to the holding corporation’s assets as though the assets were
0132 owned directly by the insurer. A percentage of the holding
0133 corporation’s assets exactly equal to the insurer’s ownership in-
0131 terest in the holding corporation will be added to the assets of the
0135 insurer in application of the insurer’s investment limitations set
0136  forth in article 2a of chapter 40 of the Kansas Statutes Annotated. §
0137 Stock in a holding corporation acquired under this subsection
0135 shall not be eligible for deposit with the commissioner of insur-
0139 ance as part of the legal reserves of such insurer. {
0140 Sec. 3. K.S.A.40-2al2 is hereby amended to read as follows:
0141 40-2al2. Any insurance company other than life heretofore or
0142 hereafter organized under any law of this state may invest with:
0143 the direction or approval of a majority of its board of directors or

0144 authorized committee thereof, any of its funds. or uny part thereof s
0145 in:
016 {a)  Bonds, notes, obligations or other evidences of indels! red-

0147 ness secured by montgages or deeds of trust which are a first hea i
0144 upon unencnmbered real property and apputtenances the reto ®
0139 within the United States of America or any insular or tvrrimriaL
0150 possession of the United States of America, or the Dominion nf_
0151 Canada, and upon leasehold estates in real property wherein the

0152 term of such including any options to extend is not less thang
w53 bifteen @8) 15 years beyond the maturity of the loan as made ()r
0154 extended: Provided; That. At the date of acquisition the totaly
0155 indebtedness secured by such lien shall not exceed W“"’e
GHs  pereert (1553 80% of the market value of the property upoy;
0157 which it is a lien. These limitations shall not apply to obligatio

Increases maximum mortgage loans for fire and casualty insurers from 75% of market
value of the property to 80%.
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“=" 0158 described in subsections (b), (c), (d) and (e) of this section:
M50  Provided further; That. For the purpose of this section a mortgage
0160 or deed of trust shall not be deemed to be other than a first lien
0161 upon property within the meaning of this section by reason of the
0162 existence of taxes or assessments against real property and ap-
0163 purtenances thereto that are not delinquent, instruments creating
0164 or reserving mineral, oil or timber rights, rights of way, joint
0165 driveways, sewer rights, rights in walls or by reason of building
0166 restrictions or other like restrictive covenants, or when such real
0167 estate is subject to lease in whole or in part whereby rents or
0168 profits are reserved to the owner or when there is in existence a
0169 fixed obligation or lien against the property where an escrow
0170 account or indemnification bond is or has been established or
0171 obtained sufficient to cover the maximum liability created by
0172 such obligation or lien;
0173 {b) bonds, notes or other evidences of indebtedness repre-

Wz 0174 senting loans and advances of credit that have been issued,

(026 0175 guaranteed or insured by the United States government or any
0176 agency or instrumentality thereof+ Provided; That. Any uninsured —
0177 or nonguaranteed portion shall not exceedseventyFive pereent L_seventy-five percent [—This change was proposed in error. An amendment is being offered
o118 (5% BO% o the total amount; L_75%
0179  (c) contracts of sale, purchase money mortgages or deeds of
0180 trust secured by property obtained through foreclosure; or in
0181 settlement or satisfaction of any indebtedness;
0182 (d) bonds, notes, obligations or other evidences of indebted-
0183 ness secured by mortgages or deeds of trust which are a first lien
0184 upon unencumbered personal and real property, including a

0185 leasehold of real estate, under lease, purchase contract; or lease
0186 purchase contract to any governmental body or instrumentality
0187 whose obligations qualify under K.S.A. 40-2a01, 40-2a02 or 40-
0188 2a03, and amendments to those sections, or to a corporation
0189 whose obligations qualify under K.S.A. 40-2a05+ Provided, and
0190 amendments thereto. If there is adequate rental, after making
0191 allowances of lessors’ or sellers’ obligations and labilities, if any,
00« 0192 under the terms of seid the lease or contract, to retire the loan as to
W04 0193 payment of principal and interest: Provided further, That the and

0194 such rentals are pledged or assigned to the lender;

AR Nomim e e i o
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(e) bonds, notes or other evidences of indebtedness repre-
senting Joans and advances of credit that have been issued,
guaranteed or insured, in accordance with the terms and provi-
sions of an act of the federal parliament of the Dominion of
Canada approved March 18, 1954, cited as the “national housing
act, 1954,” as heretofore and hereafter amended:;

(f) first mortgage or deeds of trust upon improved real prop- | This is a new provision which will permit fire and casualty companies to make
erty to be occupied as a personal residence by an officer of the mortgage loans to officers under certain conditions.
insurer, if the mortgage is at an interest rate that is reasonably
competitive with that charged by the other lending institutions in
the community. Mortgages or deeds of trust entered into pursuant
to this subsection shall be subject to the conditions set forth in
subsection (a) of this section relating to mortgages or deeds of
trust generally. _

Sec. 4. K.S.A. 1982 Supp. 40-2a13 is hereby amended to read
as follows: 40-2al3. Any insurance company other than hfe

heretofare or hereafter organized under any law of this state may
invest with the direction or approval of a majority of its board of
directors or authorized committee thereof, any of its funds, or anv
part thereof in real estate only if acquired or used for the follow-
ing purposes and in the following manner:

(a) Such as shall be requisite for its convenient present and
reasonable future accommodations in the transaction of its busi-

ness. In the erection or purchase of any buildings for EEZB}—~—Recognizes that property and/or casualty companies may desire to purchase real estate to
purpose, additional space may be included for home office rental be used as a home office building in lieu of erecting a new building and when so doing ma
icome, or desire to acquire a building that has extra space that can be used for rental income.
thy  such as shall have heen mortgaged toat in good faith, by
wiy of seennity tor loans previoushy contracted or tar money due,
or
() such as shall have been conveyed taat in satisfaction of
debts previously contracted in their legitimate business or for
money due; or
() such as shall have been purchased at sales upon judy-
ments, decrees or mortgages obtained ornade tor such debts.: or

le ; . s g » . Sy R " . . . . . )
(¢ such as shall have been acquired for development or v |___conpacts an obvious error in that this statute presently recognizes in 1ine 240 that a

fwru}vnnnw%x o \ company may acquire property for income purposes although the statute without this
t shall not be fawful tor any such compain to purchase, hiold amendment does not specifically permit it. The new language is identical to that con-
conta1ne§ in the investment statgtes for life companies? J
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or convey real estate in any other case or for any other purpose,
except nothing in this section shall be deemed to prohibit any
such company from purchasing the principal residence owned
and inhabited by an employee or prospective employee who 1y
being transferred by the company to a different community; and
all such real estate as may be acquired as aforesaid and which
shall not be necessary for the accommodation of such company in
the transaction of its business, excepting real estate acquired for
development or income purposes shall be sold and disposed of
within five vears after such company shall have acquired title
thereto, unless the company shall procure a certificate fromn the
commissioner of insurance that the interests of the compuny will
suffer materially by a forced sale thercof, in which event the sale
may be postponed for such period as the commissioner of insur-
ance shall direct in the certificate. If the company so elects, real
estate other than farm propertics, which has been cequired under
subsections (¢) and (d) of this section may be held by 1t for

income purposes; exeept that ity vahee together with thet of ol |——Increases the amount of real estate in which a property and/or casualty company may

other renl estate owned by the compuny at the time of such
election dees. The company’s aggregate investment in real estate
as herein provided shall not exceed ¥% 20% of the admitted

assets of the company as shown by its last annual report as filed

with the state commissioner of insurance.

Ay Hire of easualty insurahce company eorporated wrder Hie

hiwa of this state owning rend estate whith b been aequised aeou
restilt of mortpnpe lonny thereon by the comprins whether by
renvon of foreclomire proceedinms o by direet trrasfer from the
trnrtpgager of which owiry o certthente o parelmse semed 1 oane
foreclovre proceedingy on renl evtnte tn Katsas ty enfey wreh
rend estute; or certifiente; ae part of #e legad mrarrve e bite
urry brbditng vved ny the home obree or generd office o bath of o
eompuny shall not be deposited vy part of the bepnd reseree
Steh rend evtute shal Hest be appratsed; nt the expense of steh
compuny: by three divinterested  restdent freeholders of the
eonnty where the land iy situnted; aathorired by tie conmms-
sroner of Hivratee ke saeh appretrenent; whieh apprarse-
ettt vhaH be bl ond the vabue of sveb rend ovtate bor the

—— Added to correspond with the amendment on line 229.

invest from 10% to 20% of its admitted assets and clarifies the statute to clearly

indicate the Timitation of 20% applies to all real estate owned by the company regard-
less of how it was acquired.

-——De1ete§ provisions pertaining to deposit requirements for property and/or casualty
companies which are no Tonger necessary.
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W60 purpose of sueh reserves shell be the emount shown by weh ¥
0370 appraisel not exeeeding the amount of unpaid balance of the faee
037 amount of the mortgage loan from which such real cstate was
0373 mequired: At no Hie shall the total smount of such rend extate or
: 0273 eertifiente of purchase exceed 505 of the total ameunnt of the grosy
$ 0374 reserve on el outytanding polieies of the company and rescrves
!; 6375 not to execed 105% of such gross reserve muy be on renl estate or

0376 eertiftentes of purchase on real estate ontside of Kanses: The

i 0377 eomnrissioner of insurance shall have the right to reject ot any
0375 time end return any property upon whieh taxes are delinquent o
0276 fire inynrance premiums unpaid: Deeds to such real estate and
0386 essigaments of such certificates shal be excented by sueh com-
‘ 828t pairy; convering of assigning the title thereto to the then com-
i 6253 issioner of itnsuranee of the state of Kansay and the commia-
: H253  stoters sueceysors in offices in trust for the use and benofit of
, 0int  such compuny and such deeds and such avsignment shell be
| kv reeorded in the office of the repirer of deeds of the cotrtrty
| 6356 wirneh such real estate iy situnted:
(RT3 Yehenever the redermption period on eny ecrtifieate sipned to
0368 the eonmmissioner shall have expired dre sheriff of the connty in
@49 which sueh lamd 19 situnted shell ivsue a deed to the propery to
6200 the eommissioner of insurance and the commivsioners streees
W sors in oftice in trust for the nse and benefit of such company end
b2b2  such deed shell be recorded and held in Hen of the certifiente
0263 When atry compamy desires to withdrw sneh real estate from 19
B reservey the then commissioner of fsaranee shath upon request
B3 exeite deeds o vireh perron of persons; conmprny o corpertion,
Hh e e trnranee comprny shal direct The apprateces shall eneh
037 b nHowed ot te exeeed the sem of 523 per dav i ful for nll
b strvteen rendered except that the commmissioner of insnranee ey
02 apprivive renl evtate outvide of Koty ot the expense of the
B compuny in sieh munner oy the commisvioner mny deternrime

E
;‘ Wi and ey renppratve ol renl evtute once in every five years
: 302 Sec. 5. K.S.A.40-2a16 is hereby amended to read as follows:

0303 40-2al16. Any insurance company other than life heret »fore or
s hereafter organized under any law of this state may invest with
0305 the direction vr approval of a majority of its board of directors or
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authorized committee thereof, any of its funds, or any part thereof
in investments whether or not qualified and permitted under this
act and notwithstanding any conditions or limitations prescribed
therein, except that investments shall not be permitted in insol-
vent organizations or organizations in default with respect to the

payment of principal or interest-and snbjeet to the pmvi&i«@‘-——mﬂend by striking language shown.

IGS A 19=300 und-amendments thereto; in an aggregate amount
not more than five pereent (5%3 10% of its admitted assets as
shown by the company’s last annual report as filed with the
commissioner of insurance.

Sec. 6. K.S.A. 40-2h06 is hereby amended to read as follows:
40-2L06. Any life insurance company heretofore or hereafter
organized under any law of this state may invest by loans or
otherwise, with the direction or approval of a majority of its board
of directors or authorized committee thereof, any of its funds, or
any part thereof in preferred stocks of, or stocks guaranteed by, a
corporation incorporated under the laws of the United States of
America, or of any state, district, insular or territorial possession
thereofs, or of the Dominion of Canada, or any province thereof;

Increases the "leeway clause" for property and/or casualty companies from 5% to 10%

of its admitted assets. The "leeway clause" is a provision by which an insurer can
make an investment, subject to certain limitations, irrespective of whether the invest-
ment is authorized by statute.

in an amount not to exceed twenty pereent (20%) 25%,¢EEE£}———Increases the amount of preferred stock a 1ife insurance company can acquire from 20%

admitted assets as shown by the company’s last annual report, as
filed with the state commissioner of insurance, and which ineets
the following qualifications:

(a) All bonds or other evidences of indebtedness and prefer-
red stocks shown on the last published annual statement of the
issuing corporation, if any, senior to the preferred stock acquired
must be eligible as investments under K.S.A. 40-2b05 |, und
amendments thereto, or 40-2L06, and amendments thereto, as of
the date of acquisition;

(b) if cumulative preferred, not in arrears as to dividends, or if
noncumulative, has paid full dividends in each of the last three
3) years;

(¢) sinking fund payments are on a current basis;

(d) if net earnings available for fixed charges for the most
recently completed three fiscal vear period is at least equal to one
and ene—quarter (44} 114 times the aggregate fixed charges, plus
full contingent interest and preferred dividend requirements of

to 25% of its admitted assets.
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0343 the preferred stock under consideration and those on a parity

0344 therewith or having a priority thereto, for the same period; and

0345 (e) the corporation must have been in existence for a period of

0346 not less than five 63 years.

0347 Definitions: ¢a) (i) “Fixed charges” shall include actual interest

0348 incurred in each year on funded and unfunded debt;

09349 &) (ii) “net earnings” shall mean income, before deducting

0350 interest on funded and unfunded debt, and after deducting

0351 operating and maintenance expenses, depreciation and depletion;

0352 and all taxes, ¢including income taxes). Extraordinary, nonrecur-

0353 ring items of income or expenses shall be excluded.

0354 Sec. 7. K.S.A. 40-2b07 is hereby amended to read as follows:

0355 40-2b07. Any life insurance company heretofore or hereafter

0356 organized under any law of this state may invest by loans or

0357 otherwise, with the direction or approval of a majority of its board

03ss  of directors or authorized committee thereof, any of its funds, or

0359 any part thereof in the common stock of any corporation orga-

0360 nized and doing business under the laws of the United States or

0361 any state, or of the District ot Columbia, or of the Dominion of

0362 Canada, or any province of the Dominion of Canada, in_an ,
0363 amount, based upon cost, not exceeding ten peecent (10%) 15% of }——Increases the Timitation on the amount of common stock a 1i fe insurance company may
0364 its admitted assets or not exceeding the combined capital and acquire from 10% to 15% of its admitted assets. The requirement that a company's

0365 surplus, whichever is the lesser, as shown by the company’s last investment in common stock shall not exceed its capital and/or surplus if that amourt

o . ; 9 i i a .
0366 annual report. Such life insurance company may write exchange is less than 15% of its admitted assets has not been changed

0367 traded, covered call options on shares it owns and may purchase
0368 call options for the sole purpose of closing out a position tuken
0369 previously with respect to one or more options having been
0370 written. The purchase of a call option for any reason other than as
0371 a closing transaction and the writing of naked (uncovered) call
0372 options are hereby prohibited. Iuvestments in common stocks
0373 and the writing of call options shall be further limited as follows:
0374 (a) "'The obligations and preferred stock, if any, shown on the
0375 last published annual statement of such corporation must be
0376 eligible for investment under K.S.A. 40-2b05, and amendments
77 thereto, or 40-2H086, and amendments thereto;

0378 (b} cash dividends have been paid during each of the last
0374 threc 3) years preceding the date of acquisition;
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0380 (c) the stock is registered with a national sccurities exchange
0381 regulated under the securities cxchange act of 1934, as amended,
0382 oris regularly traded on a national or regional basis er iy that of a — Inasmuch as New Section 14 is being created by this bill to allow life insurance
8383 eorporation regivtered and epernted ay cn open-end reprlated companies to invest more of their funds in investment companies (mutual funds),
0384 tavestment compniry tn necordanee with tie Hnvestment company it is necessary to delete reference to investment companies in the statute under
0385 net of 1040; s emended; w1 which these investments are presently authorized.

0386 (d) the company shall have earnings in three £3) of the last five

6387 5) years preceding the date of acquisition;

0383 (e) atno time shall an insurance company invest in more than

6380 Hve pereent (5%} 5% of the total number of the outstanding

0390 shares of any one such corporation, nor an amount more than twe

6301 pereent {3%) 2% of the investing insurance company’s admitted

0392 assets in shares of any one such corporation, {determined on the

0393  basis of the cost of such shares to the insurance company at time

0394 of purchaser With the epproval of the commistioner of insur —The authority for 1ife insurance companies to acquire stock in another insurance

835 sniee; o compuny may ecdtite in exeess of five pereent (5% of the company is being deleted inasmuch as it is incorporated as part of New Section 13.
_ W 0366 outstanding shares of another imvurance compuny;
% VOO 397 (F) stock owned by an insurance company that is obligated
' 0395 under an unexpired written call option shall be valued at the
0399 lesser of the striking price or current market value. For the
0400 purposes of this subsection, “striking price” means the price per
0401 share, exclusive of selling costs, the company would receive
0402 should the call option be exercised by the holder.
0163 Sec. 8. K.S.A. 40-2b09 is hereby amended to read as follows:
Gio4 - 40-2b09. Any life insurance company heretofore or hereafter

0405 organized under any law of this state may invest by loans or
o4, otherwise with the direction or approval of o majority of its board

Gi07 ol directors or authorized committee thereot, any of its funds, or
o4 any part thereof in:
0409 (a)  Bonds, notes, obligations or other evidences of indebted-
0410 ness secured by mortgages or deeds of trust which are a first lien
0411 upon unencumbered real property and appurtenances thereto
0412 within the United States of America, or any insular or territorjal
0413 possession of the United States, or the Dominion of Canada, and
00 0414 upon leaschold estates in 1eal property wherein the term of such
b o415 including any options to extend is not less than fifeeen 453 15
0416 years beyond the maturity of the loan as made or extendeds
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647 Prowvided: That. At the date of acquisition the total indebtedness %
418 secured by such lien shall not exceed seventyfive pereent (26%) | __ Allow a life insurance company to loan up to 80% of the market value of the property
0419 80% of the market value of the property upon which it is a lien, 4 upon which it makes a mortgage loan. Present limitation is 75%.
0420 unless that portion of the total indebtedness in excess of seye -
0431 enty-Hive pereemt (v5%) 80% of market value is insured by a
0422 mortgage insurance company authorized by the commissioner of
0423 insurance to do business in this state. These limitations shall not
0424 apply to obligations described in subsections (b), {¢), (d), (e) and
0425 (f) of this sections And provided further. That. For the purpose of
0426 this section a mortgage or deed of trust shall not be deemed to be
0427 other than a first lien upon property within the meaning of this
0428  section by reason of the existence of taxes or assessments against
0429 real property and appurtenances thereto that are not delinquent,
0430 instruments creating or reserving mineral, oil, or timber rights,
0431 rights of way, joint driveways, sewer rights, rights in walls or by
0432 reason of building restrictions or other like restrictive covenants,
0433 or when such real estate is subject to lease in whole or in part

0434 whereby rents or profits are reserved to the owner or when there
0435 is in existence a fixed obligation or lien against the property
0436 where an escrow account or indemnification bond is or has been
0437  established or obtained sufficient to cover the maximum liability
0438 created by such obligation or lien

0439 (b) bonds, notes, or other evidences of indebtedness repre-
0440 senting loans and advances of credit that have been issued,
0441 guaranteed or insured by the United States government or any
0442 agency or instrumentality thereof or insured by any insurance
0443 company authorized to transact such business in this states Pro-

0444 wvided; Fhet. Any uninsured or nonguaranteed portion shall not —_—
445 exceed seventytive percemt (Z8%) 89%-0f the total amount; | _seventy-five percent (75%) \—As previously indicated, this change was suggested in error.
046 (c) contracts of sale, purchase money mortgages or deeds of (An amendment is being offered.)

0447 trust secured by property obtained through foreclosure, or in

0448 settlement or satisfaction of any indehtedness:

449 (d) bonds, notes, obligations, or other evidences of indebted-

0450 ness secured by mortgages or deeds of trust which are a first lien

0451 upon unencumbered personal or real or both personal and real

0452 property, including a leasehold of real estate, under lcase, pur-
53 chase contract, or lease purchase contract to any governmental |
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body or instrumentality whose obligations qualify under K.S.A.
40-2b01, 40-2b02 or 40-2L03, and amendments to those sections,
or to a corporation whose obligations qualify under K.S.A. 40-
2b05+ Provided, and amendments thereto. If there is adequate
rental, after making allowance of lessors’ or sellers’ obligations
and liabilities, if any, under the terms of said the lease or contract,
to retire the loan as to payments of principal and interest: And
provided further; Thet the and such rentals are pledged or as-
signed to the lender;

(e) bonds, notes or other evidences of indebtedness repre-
senting loans and advances of credit that have been issued,
guaranteed or insured, in accordance with the terms and provi-
sions of an act of the federal parliament of the Dominion of
Canada approved March 18, 1954, cited as the “national housing
act, 1954, as heretofore and hereafter amended:;

(f) participation in mortgage lending is specifically permitted
in this section as between Kansas domiciled life insurance con:-
panies, or, between Kansas domiciled life insurance companies
and life insurance companies organized under the laws of another
country, state, or territory and authorized to do business in the
state of Kansas, or, between Kansas domiciled life insurance
companies end/ier and banks, trust companies or savings and loan
associations located within the state of Kansas, upon unencum-
bered real property and appurtenances theretos Provided; Fhat.
At the date of acquisition the total indebtedness assumed by such
lien should not exceed seventyfive pereent (75%) 80% of the
market value of the property upon which it is a lien, unless that
portion of the total indebtedness in excess of seventy—five pereent
£75%) 80% of market value is insured by a mortgage insurance

company authorized by the commissioner of insurance to do

business in this state:;

— Allows a life insurance company to participate with certain other 1gnders in makjng
mortgage loans up to 80% of the market value of the property for which the loan is
made. Present limitation is 75%.

(8) first mortgage or deeds of trust upon improved real prop- |—— Allows Tife insurance companies to make mortgage loans to officers of the company subject

erty to be occupied as a personal residence by an officer of the
insurer, if the mortgage is at an interest rate that is reasonably
competitive with that charged by the other lending institutions in
the community. Mortgages or deeds of trust entered into pursuant
to this subsection shall be subject to the conditions set forth m

to the limitations contained therein. Companies are presently prohibited from making
Toans to officers by administrative regulation and conflict of interest statutes.
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subsection (a) of this section relating to mortgages or deeds of * ’
trust generally.

Sec. 9. K.S.A. 1982 Supp. 40-2b10 is hercby amended to read
as follows: 40-2b10. No life insurance company organized under
the laws of this state shall purchase, hold or convey real estate,
excepting for the purposes and in the manner herein set forth: i
(a) Such as shall be requisite for its convenient present and [~——Adds language to clearly indicate that a home office building may be acquired for

future accommodation in the transaction of its business. In the "present and future" use in transaction of its business. This provision is present
erection or purchase of any buildings for such purpose, addi in the real estate investment statutes for property and/or casualty companies.

tional space may be included for home office rental income; Recognizes that 1ife insurance companies may desire to purchase real estate to be

(b) such as shall have been mortgaged to it in good faith, by used as a home office building in lieu of erecting a new building and when so doing
way of sccurity for loans previously contracted or for money due: may desire to acquire a building that has extra space that can be used for rental
income.

(c) such as shall have been conveved to it in satisfaction of
debts previously contracted in their legitimate business, or for
money due;

(d) such as shall have been purchased at sales upon judg-
ments, decrees or mortgages obtained or made for such debts; or

(e) such as shall have been acquired for development or
income purposes.

It shall not be lawful for any such company to purchase, hold
or convey real estate in any other case or for any other purpose,
except nothing in this section shall be deemed to prohibit any
such company from purchasing the principal residence owned
and inhabited by an employee or prospective employee who is
being transferred by the company to a different community; and
all such real estate as may be acquired as aforesaid, and which
shall not be necessary for the accommaodation of <uch company in
the transaction of its business, excepting real estate acquired for
development or income purposes, shall be sold and disposed of }—‘Adds the word "development" to correspond with the authori ty Conta1ned in Tine 508.
within five years after such company shall have acquired title
thereto, unless the company shall procure a centificate from the
commissioner of insurance that the interests of the company will
sutfer materially by a forced sale thercof in which event the sale
may be postponed for such period as the commissioner of insur-
ance shall direct in such certificate, 1 the company so clects, real.
estate other than fann properties, which has been acquired under
subsections (¢) and (d) of this section may be held by it for
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income purposes i its value together with that of ell ether real
estate ewned by the company et the time of such eleetion dees.

The company's aggregate investment in real estate as herein

provided shall not exceed 8% 20% of the admitted assets of the

company, as shown by its last annual report as filed with the state

commissioner of insurance.

Sec. 10. K.S.A.40-2b13 is hereby amended to read as follows:
40-2b13. Any life insurance company heretofore or hereafter
organized under any law of this state may invest by loans or
otherwise, with the direction or approval of a majority of its board
of directors or authorized committee thereof, any of its funds, or
any part thereof in investments whether or not qualified and
permitted under this act and notwithstanding any conditions or
limitations prescribed therein, except those which require that a
corporation be <olvent and not have defaulted with respect to the

payment of principal or interestrand subject to the provisions-ef

54 47300 ot anendments theveto, in an aggregate amount

not more than five percent (5%) 10% of its admitted assets as {——————

shown by the cormpany’s last annual report as filed with the state
insurance commissioner,

Sec. 11. K.S.A. 40-2b20 is hereby amended to read as follows:
40-2b20. Any life insurance company heretofore or hereafter
organized under any law of this state, with the direction or
approval of a majority of its hoard of directors and approval of the

commissioner of insurance may designate a state or national

bank, having trust powers and having s prineipal pliee of

bryiness tn thiy state; as trustee to make any investment autho-

rized by this act in the name of the trustee or nominee as a trustee
or nominee.

New Sec. 12. Any life insurance company heretofore or
hereafter organized under any law of this state may invest by
loans or otherwise, with the direction or approval of a majority of
its board of directors or authorized committee thereof, any of its
funds, or any part thereof in the purchase of fixed wing aircraft,
electric or mechanical machines constituting a word processing
system, motor vehicles and personal property used as a substitute
for or in lieu of improvements upon real property such as de-

Increases the amount of real estate in which a 1ife insurance company may invest from
10% to 20% of its admitted assets and clarifies the statute to clearly indicate the
Timitation of 20% applies to all real estate owned by the company regardless of how it
was acquired.

Amend by striking language shown.

Increases the "leeway clause" for Tife insurance companies from 5% to 10% of‘its admitted
assets. The "leeway clause" is a provision by which an insurer can makg an 1nve§tment,
subject to certain limitations, irrespective of whether the investment is authorized by
statute.

Removes the requirement that a bank designated by a life insurance company as its _
trustee in accordance with this statute must have its principal place of business in
this State. (Makes life statute same as fire and casualty)

This provision is being created to allow 1ife insurance compahies to invest in certain
types of personal property and have such property inc]udeq in the assets used to deter-
mine financial condition under insurance accounting principles.
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0565 tached modular partition systems, and thereafter mayv hold such’
0566 assets as admitted assets for use in connection with the business

0567 of the company if:

0564 (a)  The asset or asset svstem shall have a cost of not less than

0569 $2,500 and such assets aggregate shall not, irrespective of K.S.A.

0570 40-2b13, and amendments thereto, exceed 5% of the admitted

0571 assets of the company;

0572 (b) the cost of each asset or svstem shall be fullv amortized

0573 over a reasonable period not to exceed 10 vears. If an asset

0574 consists of separate but inter-dependent components each com-

0575 ponent shall be amortized over a reasonable period not to exceed

0576 10 years commencing with the date of acquisition of each com-

0377 ponent. Personal property investments are not deemed eligible

0578 for deposit vader K-5/--40-404- and-amendnrents theretor and———_ Amend by striking language shown.
0579 shall not be included in the admitted assets for purposes of
0580 complying with minimum capital, surplus or capital and surplus
0381 requirements applicable to issuance or continuation of a certifi-
0582 cate of authority.

0583 . New Sec. 13. Any life insurance company héretofore or |———This section is being created to allow 1ife insurance companies to make the following
0584  hereafter organized under any law of this state may invest with investments subject to the conditions contained therein: stock in ﬁn?gher insurance
0585 the direction or approval of a majority of its board of directors or company, stock in an incorporated insurance agency, and stock in a holding company.

As mentioned under the description of Section 7, the authority for 1ife insurance
547 companies to acquire stock in another insurance company js.be1ng de]gted from K.S.A.
o 40-2b07 and incorporated herein. The authority for acquiring stock in an insurance
0544 (a) Stock in any insurance company, notwithstanding sub- agency and a holding company is new though this authority currently exists for

0549 section<{e¥of K.S.A. 40-2b07, and amendments thercto, Before L_..(e‘) property and/or casualty companies in K.S.A. 40-2a09.
0590 more than 5% of the outstanding shares of stock of any insurance
031 comspany is acquired, or a tender offer made thereof, prior written

0586 authorized committee thereof, any of its funds, or any part thercof

Amend by changing (c) to (e).

0592 approval of the commissioner of insurance must be secured;

0393 (b) stock in an incorporated insurance agency: (1) If 5% or
0594 less of the outstanding shares of such incorporated agency is
0595 acquired, the provisions of K.S.A. 40-2b07, and amendments
0596 thereto, shall apply: (2) if more than 5% of the outstanding shares
0597 of such incorporated agency is acquired. or a tender offer is made
0598 therefor, the prior approval of the commissioner of insurance
0599 shall be required and the provisions of subsection (Jd) of KS.A.
40-2b07, and amendments thereto, shall apply. In valuing the
stock of the agency, the assets of the agency shall be valued as if
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held directly by an insurance company; and (3) if majority inter-
est in an incorporated insurance agency results from the organi-
zation of an agency by the insurance company to which this act
applies, such investments shall be subject to the provisions of
K.S.A. 40-2b13, and amendments thereto, until they have pro-
duced earnings for three out of five consecutive years. Such stock
shall not be eligible for deposit with the commissioner of insur-
ance as part of the legal reserve of such insurance company;
(c) stock in a holding corporation: (1) If 5% or less of the
outstanding shares of stock of such holding corporation is ac-
quired, the provisions of K.S.A. 40-2b07, and amendments
thereto, shall apply; (2) if at least 75% of the holding corpora-
tion’s voting stock is acquired, the prior approval of the commuis-

sioner of insurance shall be required and the provisions of K.S.A.
40-2b07, and amendments thereto, shzll not apply. No insurer |
may purchase in excess of 5% of the outstanding voting stock of a |

holding corporation unless such insurer acquires at least 75% of
such stock. The commissioner of insurance may direct an insurer
to divest of its ownership in a holding corporation acquired
pursuant to this subsection if it appears to the commissioner that
the continued ownership or operation of the holding corporation
is not in the best interest of the policyholders, or if the insurer’s
ownership in the holding corporation is less than 75% of the
outstanding voting stock of the holding corporation. A holding
corporation acquired pursuant to this subsection shall not acquire
any investment not permitted for life insurance companies pur-
suant to article 2b of chapter 40 of the Kansas Statutes Annotated
[n valuing the stock of any holding corporation acquired under
this subtection in the annual financial statement of the insurer,
value shall be assigned to the holding corporation’s assets as
though the assets were owned directly by the insurer. A percent-
age of the holding corporation’s assets exactly equal to the in-
surer’s ownership interest in the holding corporation will he

added to the assets of the insurer in application of the insurer's
investment limitations set forth in article 2b of chapter 40 of the
Kansas Statutes Annotated. Stock in a holding corporation ac-
quired under this subsection shall not be eligible for deposit with

i
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0639 the coimmissioner of insurance as part of the legal reserves of such - l
3640 insurer. :

0541 New Sec. 14. Any life insurance company heretofore or [~This section provides authority for life insurance companies to invest in investment
0642 hereafter organized under any law of this state may invest, in- companies subject to the limitations contained therein. Life insurance companies '
0643 additivnrto-amy vther-investments-permitted-by this-act; by-laws have had authox_ﬂty to make this type of investment under K.S.A. {10—2b07; ti_ns section
0644 or-etherwise; with the direction or approval of a majority of its creates authority for companies to increase the amount of funds it can dedicate to

. this type of investment.
0645 board of directors or authorized committee thereof, any of its yp

0646 funds, or any part thereof in shares of a corporation registered and —Amend by striking language shown.
0647 operated as an open-end regulated investment company in ac-
0648 cordance with the investment company act of 1940, as amended.
0649 Investments under this section shall be further limited as follows:
0650 (a)  The insurance company’s aggregate investment under this
0651 provision shall not exceed 10% of its admitted assets as shown by
0652 the company’s last annual report as filed with the commissioner
0653 of insurance;

0654 (b) the investment company in which the insurance company

0655 acquires shares shall have assets of not less than $25,000,000 at
0656 the date of purchase;

0657 (c) the insurance company shall not acquire more than 5% of

0658 the outstanding shares of any one investment company;

0659 (d) investments in the shares of any one investment company

0660 shall not exceed 2% of the admitted assets of the insurance

661 company as shown by the company’s last annual report as filed

0662 with the commissioner of insurance, as determined on the basis

0663 of the cost of such shares to the insurance company at time of

0664 purchase. - ]
0h63 New Sec. 150 Any insurance company other than Tile here- |

This section creates authority for property and/or casualty companies to invest in

0666 totore or hereafter organized under any law of this state may investment companies subject to the limitations contained therein. Property and
0667  invest,4nuddition 4o any-other investments-permitted-by this-act,—| casualty companies have had authority to make this ty p of investment under K.S.A.
0663 by daws or otherwise~with the direction or approval of a majority 40-2a08; this section creates authority for companies to increase the amount of
0669 of its board of directors vr authorized committee thereof, any of funds it can dedicate to this type of investment.

0670 its funds, or any part thereof in shares of a corporation registered

0671 and operated as an open-end regulated investment company in - Amend} by striking language shown.

0672 accordance with the investment company act of 1940, as
o673 amended. Inyvestments under this section shall be further limited
0671 as follows:

675 (a)  The insurance company’s aggregate investment under this
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provision shall not exceed 10% of its admitted assets as shown by
the company’s last annual report as filed with the state commis-
sioner of insurance;

(b) the investment company in which the insurance company
acquires shares shall have assets of not less than $25,000.000 at
the date of purchase;

(c) the insurance company shall not acquire more than 5% of
the outstanding shares of any one investment company;

(d) investments in the shares of any one investment company
shall not exceed 2% of the admitted assets of the insurance
company as shown by the company’s last annual report as filed
with the commissioner of insurance, as determined on the Luasis
of the cost of such shares to the insurance company at time of
purchase.

New Sec. 16. Any insurance company other than life here-

tofore or hereafter organized under any law of this state may
invest by loans or otherwise, with the direction or approval of a
majority of its board of directors or authorized committee thereof,
and of its funds, or any part thereof in the purchase of fixed wing
aircraft, electric or mechanical machines constituting a word
processing system, motor vehicles and personal property used as
a substitute for or in lieu of improvements upon real property
such as detached modular systems, and thereafter may hold such
assets as admitted assets for use in connection with the business
of the company if:

(a) The assets or asset systemn shall have a cost of not less than
$2,500 and such assets aggregate shall not, irrespective of K.5.A.
40-2a16, and amendments thereto, exceed 5% of the admitted
assets of the company;

(b} the cost of each asset or system shall be fully amortized
over a reasonable period not to exceed 10 years. If an asset
consists of separate but inter-dependent components each com-
ponent shall be amortized over a reasonable period not to exceed
10 years commencing with the date of acquisition of each com-
ponent. Personal property investments are not deemed eligible
for deposit and shall not be included in the admitted assets for

purposes of complying with minimum capital, surplus, or capitald

in certain types of personal property.

———This provision is being created to allow property and casualty companies to invest

Same as Section 12 for life companies.
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and surplus requirements applicable to issuance or continuation
of a certificate of authority.

Sec. 17. K.S.A. 40-2a08, 40-2a12, 40-2a16, 40-2b06, 40-2b07,

40-2b09, 40-2b13 and 40-2b20 and K.S.A. 1982 Supp. 40-2a09,
40-2al13 and 40-2b10 are hereby repealed.

Sec. 18. This act shall take effect and be in force from and
after its publication in the statute book.
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