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FOREWORD

The Texas Legislative Council is required by |law (Section
323. 007, CGovernnent Code) to carry out a conpl ete nonsubstantive
revision of the Texas statutes. The process invol ves
reclassifying and rearranging the statutes in a nore |ogical
order, enploying a nunbering systemand format that w |l
accommodat e future expansion of the law, elimnating repeal ed,
invalid, duplicative, and other ineffective provisions, and
i nproving the draftsmanship of the law if practicable--all toward
pronoting the stated purpose of making the statutes "nore
accessi bl e, understandabl e, and usable"” without altering the
sense, neaning, or effect of the |aw

Under the new cl assification schene adopted by the council,
the statutes will eventually consist of 26 codes. To date, the
council has produced and the | egislature has enacted the
Agricul ture Code, Alcoholic Beverage Code, Business & Commerce
Code, G vil Practice and Renedi es Code, Education Code, El ection
Code (which was a substantive revision), Finance Code, Governnent
Code, Health and Safety Code, Human Resources Code, Labor Code,
Local Governnent Code, Natural Resources Code, Cccupations Code,
Parks and Wl dlife Code, Property Code, Tax Code (Title 1 of
whi ch was a substantive revision), Transportation Code, Uilities
Code, and Water Code. The council staff also assisted the state
bar in the Penal Code and Fam |y Code projects, which were
substantive revisions, and revised m scell aneous cri m nal
procedure provisions as Title 2 of the Code of Crim nal
Pr ocedur e.

Titles 6 and 7, and Subtitle H, Title 8, Insurance Code, are
a nonsubstantive revision of the Texas statutes relating to the
licensure of insurers and related entities, life insurance, and
certain group benefit prograns for governnental enployees. These
titles are derived from provisions of the |Insurance Code of 1951
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previously designated as part of Title 1, Insurance Code.

When the revision of the Insurance Code is conplete, the
code will be divided into titles, subtitles, chapters,
subchapters, and sections. Sections will be nunbered decinmally,
and the nunber to the |eft of the decimal point is the sane as
the chapter nunber. Note that gaps in chapter and section
nunbering are for future expansion. The material that has been
incorporated in this nonsubstantive revision by the 77th
Legislature is added to the Insurance Code of 1951 as Titles 6
and 7 and Subtitle H, Title 8 Material incorporated into the
revision of the Insurance Code by the 76th Legislature is
designated as Title 2. Existing material in the Insurance Code
that is not affected by either revision is contained in Title 1

The revisor's report reflects Titles 6 and 7 and Subtitle H
Title 8, Insurance Code, as enacted by the passage of H B. No.
2811, Acts of the 77th Legislature, Regular Session, 2001. The
revisor's report states the Revised Law, which is the text of the
new | aw, and then provides the Source Law, which is the text of
the former law fromwhich the revised lawis derived. If further
expl anation of either the revised | aw or the source lawis
required, a Revisor's Note is included after the source law. Al
substance in the source lawis revised in the revised | aw or the
reason for its omssion is explained in a revisor's note.

Note that, to provide all affected parties a conplete
| egislative cycle to nore closely review the revision, Titles 6
and 7 and Subtitle H, Title 8, Insurance Code, will not take
effect until June 1, 2003.

Because of the extensive reorganization of many statutes,
and even sentences within a statute, it may be helpful to refer
to the source law as printed in the Insurance Code as it existed
before the revision (so that the quoted source |law nmay be seen in
its former context) and to the disposition table (show ng where
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the former statutes appear, as revised, in the code). The
di sposition table is printed as Appendix Cto the revisor's
report.

The revision required conform ng amendnents to several
statutes. These conform ng anendnents, which were al so enacted
into | aw by the passage of H B. No. 2811, are printed in Appendi X
Ato the revisor's report. Appendix A also includes a section
listing the |aws repealed effective June 1, 2003, and a section
stating the legislature's intent that the code be a
nonsubst antive revi sion.

In reviewng the revisor's report to Titles 6 and 7 and
Subtitle H, Title 8, Insurance Code, the reader should keep in
m nd the foll ow ng:

(1) Except as provided by Section 30.003, I|nsurance Code,
as anended by H B. No. 2811, the Code Construction Act (Chapter
311, CGovernnent Code) applies to the code. That act sets out
certain principles of statutory construction applicable to new
codes and al so provides sone definitions. The act is printed as
Appendix B to the revisor's report.

(2) The proposed code is witten in nodern American
English. \Were possible, the present tense is used; the active
rat her than the passive voice is preferred; and the singular is
used in preference to the plural.

(3) This is a nonsubstantive revision. The staff's
aut hority does not include inproving the substance of law. The
sol e purpose of this project was to conpile all the relevant |aw,
arrange it in a logical fashion, and rewite it without altering
its meaning or legal effect. |If a particular source statute is
anbi guous and the anbiguity cannot be resolved wthout a
potential substantive effect, the anbiguity was preserved.
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This project was under the direction of Deborah Fulton,
Legi sl ative Counsel, of the council staff. Questions may be
directed to her at P.O Box 12128, Capitol Station, Austin, Texas
78711, or at tel ephone nunber (512) 463-1155.
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TI TLE 6.
SUBTI TLE A.

CHAPTER
CHAPTER
CHAPTER

CHAPTER
CHAPTER

CHAPTER
CHAPTER

CHAPTER

CHAPTER

CHAPTER

CHAPTER

CHAPTER
CHAPTER

CHAPTER
CHAPTER
CHAPTER

ORGANI ZATI ON OF | NSURERS AND RELATED ENTI Tl ES
GENERAL PROVI SI ONS APPLI CABLE TO
| NSURERS AND RELATED ENTI TI ES

801. CERTIFI CATE OF AUTHORI TY
802. ANNUAL STATEMENT
803. LOCATI ON OF BOCKS, RECORDS, ACCOUNTS, AND
OFFI CES QUTSI DE OF THI S STATE
804. SERVI CE OF PROCESS
805. DI RECTORS, OFFI CERS, AND OTHER | NTERESTED
PERSONS
[ Chapters 806-820 reserved for expansion]
SUBTI TLE B. ORGANI ZATI ON OF REGULATED ENTI TI ES
821. CGENERAL PROVI SI ONS
822. CGENERAL | NCORPORATI ON AND REGULATORY REQUI REMENTS
FOR | NSURANCE COVPANI ES OTHER THAN LI FE, HEALTH,
OR ACCI DENT | NSURANCE COMPANI ES
823. I NSURANCE HOLDI NG COVPANY SYSTEMS
824. MERGER AND CONSOLI DATI ON OF STOCK | NSURANCE
CORPORATI ONS
825. CONVERSI ON OF STOCK | NSURANCE COVPANY TO MUTUAL
| NSURANCE COVPANY
826. CONVERSI ON OF MUTUAL | NSURANCE COWVPANY TO
STOCK | NSURANCE COWVPANY
827. W THDRAWAL AND RESTRI CTlI ON PLANS
828. PURCHASE OF STOCK FOR TOTAL ASSUMPTI ON
REI NSURANCE
[ Chapters 829-840 reserved for expansion]
SUBTI TLE C. LI FE, HEALTH, AND ACCI DENT | NSURERS
AND RELATED ENTI TI ES
841. LIFE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
842. (GROUP HOSPI TAL SERVI CE CORPORATI ONS
843. HEALTH MAI NTENANCE ORGANI ZATI ONS
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CHAPTER 844. CERTI FI CATI ON OF CERTAI N NONPROFI T
HEALTH CORPORATI ONS
CHAPTER 845. STATEW DE RURAL HEALTH CARE SYSTEM
CHAPTER 846. MJULTI PLE EMPLOYER WELFARE ARRANGEMENTS
[ Chapters 847-860 reserved for expansion]
SUBTI TLE D. CASUALTY COMPANI ES
CHAPTER 861. CGENERAL CASUALTY COMPANI ES
CHAPTER 862. FI RE AND MARI NE | NSURANCE COVPANI ES
[ Chapters 863-880 reserved for expansion]
SUBTI TLE E.  MJTUAL AND FRATERNAL COMPANI ES
AND RELATED ENTI TI ES
CHAPTER 881. STATEW DE MUTUAL ASSESSMENT COMPANI ES
CHAPTER 882. MJTUAL LI FE | NSURANCE COMPANI ES
CHAPTER 883. MJTUAL | NSURANCE COVPANI ES OTHER THAN MUTUAL
LI FE | NSURANCE COMPANI ES
CHAPTER 884. STI PULATED PREM UM | NSURANCE COWMPANI ES
CHAPTER 885. FRATERNAL BENEFI T SOCI ETI ES
CHAPTER 886. LOCAL MJUTUAL Al D ASSOCI ATI ONS
CHAPTER 887. PROVI SI ONS APPLI CABLE TO CERTAI N MJUTUAL
ASSESSMENT COMPANI ES
CHAPTER 888. BURI AL ASSCOCI ATl ONS
[ Chapters 889-910 reserved for expansion]
SUBTI TLE F. FARM AND COUNTY MUTUAL | NSURANCE COVPANI ES
CHAPTER 911. FARM MUTUAL | NSURANCE COMPANI ES
CHAPTER 912. COUNTY MJTUAL | NSURANCE COWMPANI ES
[ Chapters 913-940 reserved for expansion]
SUBTI TLE G LLOYD S PLAN AND RECI PROCAL AND
| NTERI NSURANCE EXCHANGES
CHAPTER 941. LLOYD S PLAN
CHAPTER 942. RECI PROCAL AND | NTERI NSURANCE EXCHANGES
[ Chapters 943-960 reserved for expansion]
SUBTI TLE H.  OTHER ENTI Tl ES
CHAPTER 961. NONPRCFI T LEGAL SERVI CES CORPORATI ONS
[ Chapters 962-980 reserved for expansion]
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SUBTI TLE 1. COVPANI ES THAT ARE NOT ORGANI ZED | N TEXAS
CHAPTER 981. SURPLUS LI NES | NSURANCE
CHAPTER 982. FOREI GN AND ALI EN | NSURANCE COVPANI ES
CHAPTER 983. REDQOVESTI CATI ON OF | NSURERS AND HEALTH
MAI NTENANCE ORGANI ZATI ONS

CHAPTER 984. MEXI CAN CASUALTY | NSURANCE COVPANI ES

TITLE 7. LI FE | NSURANCE AND ANNUI Tl ES

SUBTI TLE A. LI FE I NSURANCE | N GENERAL
CHAPTER 1101. LI FE | NSURANCE
CHAPTER 1102. PAYMENT OF | NSURANCE BENEFI TS | N CURRENCY
CHAPTER 1103. LI FE I NSURANCE POLI CY BENEFI Cl ARI ES
CHAPTER 1104. LI FE I NSURANCE AND ANNUI TY CONTRACTS | SSUED TO

CERTAI N PERSONS

CHAPTER 1105. STANDARD NONFORFEI TURE LAW FOR LI FE

| NSURANCE

CHAPTER 1106. REI NSTATEMENT OF CERTAI N LI FE | NSURANCE
PCLI Cl ES

CHAPTER 1107. STANDARD NONFORFEI TURE LAW FOR CERTAI N
ANNUI TI ES

CHAPTER 1108. BENEFI TS EXEMPT FROM SEI ZURE
CHAPTER 1109. UNCLAI MED LI FE | NSURANCE AND ANNUI TY CONTRACT
PROCEEDS
CHAPTER 1110. | NTEREST RATES ON CERTAI N POLI CY LOANS
CHAPTER 1111. LI FE AND VI ATI CAL SETTLEMENTS AND
ACCELERATED TERM LI FE | NSURANCE BENEFI TS
[ Chapters 1112-1130 reserved for expansion]
SUBTI TLE B. GROUP LI FE | NSURANCE
CHAPTER 1131. GROUP LI FE | NSURANCE AND WHOLESALE,
FRANCHI SE, OR EMPLOYEE LI FE | NSURANCE
CHAPTER 1132. NOTI CE OF RATE | NCREASE FOR GROUP LI FE
| NSURANCE
[ Chapters 1133-1150 reserved for expansion]
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SUBTI TLE C.  SPECI ALI ZED COVERAGES
CHAPTER 1151. | NDUSTRI AL LI FE | NSURANCE
CHAPTER 1152. SEPARATE ACCOUNTS, VARI ABLE CONTRACTS, AND
RELATED PRODUCTS
CHAPTER 1153. CREDI T LI FE | NSURANCE AND CREDI T ACCI DENT AND
HEALTH | NSURANCE
TITLE 8. HEALTH | NSURANCE AND OTHER HEALTH COVERAGES
[ Subtitles A-G reserved]
SUBTI TLE H.  HEALTH BENEFI TS AND OTHER COVERAGES FOR
GOVERNMENTAL EMPLOYEES
CHAPTER 1551. TEXAS EMPLOYEES GROUP BENEFI TS ACT
CHAPTER 1552. GROUP LONG TERM CARE | NSURANCE FOR STATE
EMPLOYEES
[ Chapters 1553-1574 reserved for expansion]
CHAPTER 1575. TEXAS PUBLI C SCHOOL EMPLOYEES GROUP
BENEFI TS PROGRAM
CHAPTER 1576. GROUP LONG TERM CARE | NSURANCE FOR PUBLI C
SCHOOL EMPLOYEES
CHAPTER 1577. REQUI RED AVAI LABI LI TY OF | NSURANCE FOR
SCHOOL DI STRI CT EMPLOYEES AND RETI REES
CHAPTER 1578. PURCHASE OF | NSURANCE BY ASSCCI ATI ON OF
TEACHERS AND SCHOOL ADM NI STRATORS
[ Chapters 1579- 1600 reserved for expansion]
CHAPTER 1601. UNI FORM | NSURANCE BENEFI TS ACT FOR EMPLOYEES
OF THE UNI VERSI TY OF TEXAS SYSTEM
AND THE TEXAS A&M UNI VERSI TY SYSTEM
[ Chapters 1602- 1624 reserved for expansi on]
CHAPTER 1625. TRANSFER BETWEEN CERTAI N GOVERNMENTAL
PROGRAMS
TITLE 6. ORGANI ZATI ON OF | NSURERS AND RELATED ENTI TI ES
SUBTI TLE A. GENERAL PROVI SI ONS APPLI CABLE TO | NSURERS
AND RELATED ENTI TI ES
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Sec.
Sec.
Sec.
Sec.
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Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.

823.

801.
801.

801.
801.
801.
801.
801.
801.

801.

801.
801.
801.

801.
801.

Sec.

005.

001.
002.

051.
052.
053.
054.
055.
056.

057.

SUBCHAPTER C.
801.
801.

101.
102.

CHAPTER 801.

CERTI FI CATE OF AUTHORI TY

SUBCHAPTER A. GENERAL PROVI SI ONS
DEFI NI TI ONS 5

EXEMPTI ON

FOR CERTAI N FRATERNAL BENEFI T

SOCI ETI ES 7

[ Sections 801. 003-801. 050 reserved for expansion]

SUBCHAPTER B. CERTI FI CATE OF AUTHORI TY

| SSUANCE OF CERTI FI CATE; ELIG BILITY 8

EFFECT AND CONTENTS OF CERTI FI CATE 9

DURATI ON OF CERTI FI CATE 9

PREFERENCE FOR DOMVESTI C COMPANY 10

DEPCSI T OF FEES 10

FAI LURE TO PROVI DE COVMPLETE SET OF FI NGERPRI NTS
GROUND FOR DENI AL OF APPLI CATI ON 11

FAI LURE TO FI LE ANNUAL STATEMENT: GROUND FOR
REVOCATI ON OR SUSPENSI ON 11

[ Sections 801. 058-801. 100 reserved for expansion]
COVPETENCE, FI TNESS, OR REPUTATI ON

DEPARTMENT | NQUI RY 12
DENI AL OF APPLI CATI ON OR REVOCATI ON COF
CERTI FI CATE 12

[ Sections 801.103-801. 150 reserved for expansion]

SUBCHAPTER D. FELONY CONVI CTI ON
| SSUANCE OF CERTI FI CATE PROHI BI TED 14
REVOCATI ON OF CERTI FI CATE 14
PETI TI ON FOR | SSUANCE OR RElI NSTATEMENT OF

GRANT OF PETI TI ON 15
RULES RELATI NG TO CONTENTS OF PETI TI ON 16

CERTI FI CATE OF AUTHORI TY

SUBCHAPTER A. GENERAL PROVI SI ONS

Revi sed Law

DEFINITIONS. In this chapter:

has the neani ng described by Section

151.
152.
153.
CERTI FI CATE 14
154.
155.
CHAPTER 801.

801. 001.

(1) "Control™

(2) "lnsurer"
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that is issued to another in consideration of a prem um and that
insures against a loss that may be insured agai nst under the |aw.
The termincl udes a:
(A) fraternal benefit society;
(B) Lloyd s plan;
(© rmutual conpany of any kind, including a:
(i) statewi de nmutual assessnent associ ation;
(1i) local mutual aid association or burial
associ ation; and
(ti1) county or farm nmutual insurance
conpany;
(D) reciprocal or interinsurance exchange; and
(E) stock conpany.
(3) "Person" has the neaning assigned by Section
823.002. (V.T.1.C. Art. 1.14, Secs. 2 (part), 3 (part).)
Source Law

Sec. 2. The word "Carrier"” as herein used is defined as
that type of insurer which, in consideration of prem um issues
policies to others insuring against those | osses which may be
i nsured agai nst under the provisions of the law, including stock
conpani es, reciprocals or inter-insurance exchanges, LI oyds'
associ ations, fraternal benefit societies and nutual conpani es of
all kinds, including state-w de assessnent associ ations, |ocal
mut ual aids, burial associations, and county and farm nutual fire
associ ati ons.

Sec. 3. . . . As used in this section, "control" and
"person” have the nmeani ngs assigned by Section 2, Article 21.49-1
of this code.

Revisor's Note
(1) Section 2, V.T.1.C. Article 1.14, defines "carrier."
The revised | aw substitutes "insurer" for "carrier" for
consi stency of ternms in this chapter and because "insurer" is the
nore commonly used nodern term  Throughout this chapter,
references to "carrier" have been changed appropriately.
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(2) Section 2, V.T.I.C. Article 1.14, in the definition of
"carrier," revised in this section as the definition of
"insurer," refers to county and farmnutual fire associations.
The revised law omts the reference to "fire" because Section 2
applies to nutual conpanies "of all kinds." It is clear,
therefore, that all kinds of county and farm rmutual i nsurance
conpani es are included in the neaning of the defined term

Revi sed Law

Sec. 801.002. EXEMPTI ON FOR CERTAI N FRATERNAL BENEFI T
SOCI ETI ES. This chapter does not apply to a fraternal benefit
society that:

(1) sells insurance policies only as an incidental
benefit to its nmenbers; and
(2) on Septenber 6, 1955, was:
(A) organized and licensed by the departnent as a
fraternal benefit society; or
(B) exenpt under former Article 10.12 or 10. 38,
revised as Section 885.004. (V.T.1.C. Art. 1.14, Sec. 3 (part).)
Source Law

Sec. 3. . . . Provided, however, that fraternal benefit
societies that sell insurance policies only as an incidental
benefit to their nmenbers and which are now so organi zed and
Iicensed by the Board of I|nsurance Comm ssioners of Texas or
whi ch are now exenpt under the provisions of Article 10.12 or
Article 10.38 of the Insurance Code are hereby exenpted fromthe
provi sions of this Act.

Revisor's Note

(1) Section 3, V.T.1.C. Article 1.14, exenpts fromthe
application of V.T.1.C. Article 1.14, revised in part as this
chapter, certain fraternal benefit societies that are "now'
organi zed and |icensed by the Texas Departnment of |nsurance or
"now' exenpt under Article 10.12 or 10.38, Insurance Code.
Chapter 117, Acts of the 54th Legislature, Regul ar Session, 1955,
added Section 3 to V.T.I.C. Article 1.14 and was effective
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13



Septenber 6, 1955. The revised | aw substitutes "Septenber 6,
1955," for the references to "now. "

(2) Section 3, V.T.1.C. Article 1.14, refers to the "Board
of I nsurance Conmm ssioners of Texas." Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957, adm nistration of
the insurance |laws of this state was reorgani zed and the powers
and duties of the Board of Insurance Comm ssioners were
transferred to the State Board of |Insurance. Chapter 685, Acts
of the 73rd Legislature, Regular Session, 1993, abolished the
State Board of Insurance and transferred its functions to the
conmi ssi oner of insurance and the Texas Departnent of |nsurance.
Chapter 31 of this code defines "comm ssioner" and "departnent”
for purposes of this code and the other insurance |aws of this
state to mean the comm ssioner of insurance and Texas Depart nent
of Insurance, respectively. Throughout this chapter, references
to the Board of I|nsurance Conm ssioners and the State Board of
| nsurance have been changed appropriately.

[ Sections 801. 003-801. 050 reserved for expansion]
SUBCHAPTER B. CERTI FI CATE OF AUTHORI TY
Revi sed Law

Sec. 801. 051. | SSUANCE OF CERTI FI CATE; ELIGABILITY. The
departnent shall issue under the departnent's seal a certificate
of authority to act as an insurer to an applicant applying for
the certificate if the departnent determ nes that the applicant
has conplied with the law. (V.T.1.C Art. 1.14, Sec. 1 (part).)

Source Law

Sec. 1. . . . Should the State Board of |nsurance be
satisfied that any insurance carrier applying for a certificate
of authority has in all respects fully conplied with the law, it
shall be its duty to issue to such carrier a certificate of
authority, under its sea

Revi sor's Note
Section 1, V.T.1.C. Article 1.14, prohibits certain persons
from engagi ng in the business of insurance unless permtted by
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statute. The revised |law omts that part of Section 1 as
unnecessary because it duplicates Section 101.102, I|Insurance Code
(prohibiting a person fromdoing an act that constitutes the
busi ness of i1nsurance except as authorized by statute). The
omtted | aw reads:

Art. 1.14

Sec. 1. No individual, group of individuals, association or
corporation, unless now or hereafter otherwi se permtted by
statute, shall be permtted to engage in the business of insuring
ot hers agai nst those | osses which nmay be insured agai nst under
the laws of this state.

Revi sed Law
Sec. 801.052. EFFECT AND CONTENTS OF CERTI FI CATE. A
certificate of authority issued to an insurer under this chapter
authorizes the insurer to engage in the business of insurance.
The certificate of authority nust state the specific kinds of
i nsurance aut hori zed under the certificate. (V.T.1.C Art. 1.14,
Sec. 1 (part).)

Source Law

Sec. 1. . . . acertificate of authority . . . authorizing
such carrier to transact insurance business, nam ng therein the
particul ar kinds of insurance.

Revi sed Law
Sec. 801.053. DURATION OF CERTIFI CATE. A certificate of
authority issued to an insurer under this chapter is effective
until it is suspended or revoked. (V.T.I.C Art. 1.14, Sec. 1

(part).)

Source Law

Sec. 1. . . . Each such certificate of authority
heretof ore or hereafter issued shall be in full force and effect
until it is revoked, canceled or suspended according to

| aw,
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Revisor's Note

(1) Section 1, V.T.1.C. Article 1.14, refers to a
certificate "in full force and effect." The revised law omts
the reference to "full force" because "in full force" is included
in the neaning of "in effect.”

(2) Section 1, V.T.1.C. Article 1.14, refers to a
certificate of authority that is "revoked, canceled or
suspended. " Throughout this chapter, the revised law omts
"cancel ed" because its neaning is included in the neaning of
"revoked. "

Revi sed Law
Sec. 801.054. PREFERENCE FOR DOVESTI C COVPANY. In issuing a
certificate of authority to an applicant under this chapter, the
departnent shall give preference to an application submtted by a
donmestic conmpany. (V.T.1.C. Art. 1.14, Sec. 2 (part).)
Source Law

Sec. 2. . . . Provided that the Board of |nsurance
Comm ssi oners shall give preference to applications of donestic
conpanies in . . . issuing Certificates of Authority.

Revi sed Law
Sec. 801.055. DEPOSIT OF FEES. A fee collected by the
departnment under this chapter for a certificate of authority
shall be deposited to the credit of the Texas Departnent of
| nsurance operating account. (V.T.I1.C Art. 1.14, Sec. 1A)
Source Law

Sec. 1A, Fees collected by the State Board of |nsurance
under this article for a certificate of authority shall be
deposited in the State Treasury to the credit of the State Board
of Insurance operating fund.

78C204 DLF-D
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Revisor's Note

Section 1A, V.T.1.C Article 1.14, requires fees to be
deposited in the state treasury to the credit of the State Board
of Insurance operating fund. Under the authority of Chapter 4,
Acts of the 72nd Legislature, 1st Called Session, 1991, the Texas
Department of |nsurance operating fund (the |ater nanme of the
State Board of Insurance operating fund) was converted to an
account in the general revenue fund. The revised lawis drafted
accordingly.

Revi sed Law

Sec. 801.056. FAILURE TO PROVI DE COWLETE SET OF
FI NGERPRI NTS: GROUND FOR DENI AL OF APPLI CATION. (a) In this
section, "authorization" neans any authorization issued by the
departnent to engage in an activity regul ated under this code,
i ncl udi ng:

(1) a certificate of authority;
(2) a certificate of registration;
(3) a license; and

(4) a permt.

(b) The departnment may deny an application for an
authorization if the applicant or a corporate officer of the
applicant fails to provide a conplete set of fingerprints on
request by the departnent. (V.T.1.C Art. 1.10C, Subsec. (e)

(part).)

Source Law

(e) The departnment may deny . . . an applicant for any
license, permt, certificate of authority or certificate of
registration who fails to provide a conplete set of fingerprints
on request and may deny a certificate of authority to an
I nsurance conpany whose corporate officers fail to provide
conplete sets of fingerprints on request.

78C204 DLF-D
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Revi sed Law
Sec. 801.057. FAILURE TO FILE ANNUAL STATEMENT: GROUND FOR
REVOCATI ON OR SUSPENSI ON. A certificate of authority of an
insurer that fails to file an annual statenment required by lawis
subj ect to being suspended or revoked by the departnent.
(V.T.I1.C Art. 1.14, Sec. 1 (part).)
Source Law

Sec. 1. . . . provided, however, that failure to file any
annual statenent required by law wll subject the certificate of
authority to being revoked, cancel ed or suspended.

[ Sections 801. 058-801. 100 reserved for expansion]

SUBCHAPTER C. COWPETENCE, FI TNESS, OR REPUTATI ON
Revi sed Law
Sec. 801.101. DEPARTMENT | NQUI RY. The departnent may
inquire into the conpetence, fitness, or reputation of:
(1) an officer or director of an insurer; or
(2) a person having control of an insurer. (V.T.1.C
Art. 1.14, Sec. 3 (part).)

Source Law

Sec. 3. The Board may inquire into the conpetence, fitness
and reputation of the officers and directors of each carrier and
of any person having control of such carrier.

Revi sed Law
Sec. 801.102. DEN AL OF APPLI CATI ON OR REVOCATI ON OF
CERTI FI CATE. If after conducting an inquiry under Section 801.101
the departnent determ nes that, based on substantial evidence,
the person who is the subject of the inquiry is not worthy of the
public confidence, the departnent shall, after witten notice and
heari ng:

(1) deny the application for a certificate of
authority; or

78C204 DLF-D
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(2) revoke the insurer's certificate of authority.
(V.T.1.C Art. 1.14, Sec. 3 (part).)
Source Law

Sec. 3. . . . If, after inquiry, and based on substanti al
evidence, it shall appear to the Board that such officers,
directors and any person having control of such carrier, or any
of them are not worthy of the public confidence, it shall give
such carrier notice in witing [of its intention to refuse the
application for Certificate of Authority, or to revoke the
certificate once granted,]

After notice and hearing, [the Board shal
record . . . its findings and order,] which shall be subject to
full review as provided by Article 1.04(f) of this code.

Revisor's Note

(1) Section 3, V.T.I.C. Article 1.14, requires the Texas
Department of Insurance to give notice of its intention to deny
an application for a certificate of authority or to revoke a
certificate of authority, but does not expressly require the
departnment to deny the application or revoke the certificate.
The revised law clarifies the departnment's duty to deny an
application or revoke a certificate by including an express
statenent to that effect.

(2) Section 3, V.T.1.C. Article 1.14, includes certain
noti ce and hearing procedures relating to the denial of an
application for a certificate of authority or the revocation of a
certificate of authority by the Texas Departnent of I|nsurance.
In 1976, those provisions were inpliedly repeal ed by the
Adm ni strative Procedure and Texas Register Act (Chapters 2001
and 2002, Governnent Code), which prescribes the procedures to be
used by a state agency in denying an application or revoking a
certificate. The original enactnent of the Adm nistrative
Procedure and Texas Register Act repeals all conflicting | aw
The | anguage in Section 3 relating to the notice and hearing
procedures is omtted fromthe revised | aw because the enact nent
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of that |anguage predates the adm nistrative procedure law and is
repealed. The omtted | aw reads:

Sec. 3. . . . [it shall give such carrier notice in witing]
of its intention to refuse the application for Certificate of
Aut hority, or to revoke the certificate once granted, stating
specifically why the Board intends such action, and the place and
time for hearing by the Board, not sooner than ten (10) days nor
|ater than twenty (20) days thereafter.

[After notice and hearing,] the Board shall forthwith record
inits official mnutes its findings and order

(3) Section 3, V.T.I.C. Article 1.14, refers to the
findings and order of the Texas Departnment of |nsurance, "which
shall be subject to full review as provided by Article 1.04(f) of
this code.” The revised law omts the quoted | anguage as
unnecessary because it duplicates the authority provided under
Subchapter D, Chapter 36, I|Insurance Code, which was fornerly
V.T.1.C. Article 1.04.

[ Sections 801.103-801. 150 reserved for expansion]
SUBCHAPTER D. FELONY CONVI CTI ON
Revi sed Law

Sec. 801.151. | SSUANCE OF CERTI FI CATE PROH BI TED. Except
as provided by Sections 801.153 and 801. 154, the departnent may
not issue a certificate of authority to an applicant if a
corporate officer or nenber of the board of directors of the
appl i cant has been convicted of a felony invol ving:

(1) noral turpitude; or
(2) breach of a fiduciary duty. (V.T.1.C Art. 1.14A
Subsec. (a).)

Source Law

Art. 1.14A (a) Except as provided by Subsection (c) of
this section, the departnent may not issue a certificate of
authority to an insurance conpany if a corporate officer or a
menber of the board of directors of the conpany has been
convicted of a felony involving noral turpitude or breach of a
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fiduciary duty.

Revi sed Law
Sec. 801.152. REVOCATI ON OF CERTI FI CATE. After notice and

heari ng, the departnment may revoke the certificate of authority
of an insurer if a corporate officer or menber of the board of
directors of the insurer is convicted of a felony invol ving:

(1) noral turpitude; or

(2) breach of a fiduciary duty. (V.T.1.C Art. 1.14A
Subsec. (b).)

Source Law

(b) The departnent may, after notice and hearing, revoke
the certificate of authority of an insurance conpany if a
corporate officer or nmenber of the board of directors of the
conpany is convicted of a felony involving noral turpitude or
breach of a fiduciary duty.

Revi sed Law
Sec. 801.153. PETITION FOR | SSUANCE OR REI NSTATEMENT OF
CERTI FI CATE. A conpany may petition the conm ssioner for
i ssuance or reinstatenment of a certificate of authority of the
conpany that is denied or revoked under this subchapter
(1) not earlier than the later of:
(A) the fifth anniversary of the date of the
final conviction; or
(B) if the officer or director is sentenced to
confinement or inprisonnent or placed on community supervision,
the fifth anniversary of the date the officer or director
conpl etes the sentence or period of comunity supervision; or
(2) after the officer or director ceases to be an
officer or director of the insurer. (V.T.1.C Art. 1.14A
Subsecs. (c), (d) (part), (e).)
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Source Law

(c) A conmpany whose application for issuance of a
certificate of authority has been deni ed under Subsection (a) of
this section or whose certificate of authority has been revoked
under Subsection (b) of this section may petition the
conmi ssioner for issuance or reinstatenment of the certificate.

(d) Except as provided by Subsection (e) of this section, a
petition for issuance or reinstatenent of a certificate of
authority may not be nade before the date five years after the
date of final conviction or, if the officer or director of the
petitioner has been sentenced to prison or to probation, five
years after the date the sentence or probation term nates.

(e) A petition for issuance or reinstatenent of a
certificate of authority may be nade at any tinme after the
of ficer or director who has been convicted of a felony involving
noral turpitude or breach of a fiduciary duty is no |onger an
officer or director of the conpany.

Revisor's Note

Subsection (d), V.T.1.C Article 1.14A refers to
"probation.” The revised | aw substitutes "comrunity supervision"
for "probation" because under Section 4.04(a), Chapter 900, Acts
of the 73rd Legislature, Regular Session, 1993, a reference in
law to "probation" nmeans "community supervision."

Revi sed Law

Sec. 801.154. CGRANT OF PETITION. The conm ssioner shal
grant a petition for issuance or reinstatenment of a certificate
of authority under this subchapter if the petitioner denonstrates
that granting the petition would be in the public interest and
that justice would best be served by granting the petition.
(V.T.1.C. Art. 1.14A, Subsec. (f).)
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Source Law

(f) The comm ssioner shall grant the petition if the
petitioner denonstrates that it would be in the public interest
and that justice would best be served if the certificate of
authority were issued or reinstated.

Revi sed Law
Sec. 801.155. RULES RELATI NG TO CONTENTS OF PETITION. The
departnment may adopt rules under this subchapter prescribing the
contents of a petition for issuance or reinstatenent of a
certificate of authority. (V.T.1.C Art. 1.14A, Subsec. (d)

(part).)

Source Law

(d) . . . The board nmay adopt rules setting forth the
contents of the petition.

CHAPTER 802. ANNUAL STATEMENT
SUBCHAPTER A. ANNUAL STATEMENT OF | NSURANCE COVPANI ES
Sec. 802.001. FORM OF ANNUAL STATEMENT 17
Sec. 802.002. ACTUARI AL OPI NIl ON REQUI RED 17
Sec. 802.003. FILING DATE OF ANNUAL STATEMENT DELI VERED BY
POSTAL SERVI CE 18
[ Sections 802. 004-802. 050 reserved for expansion]
SUBCHAPTER B. FI LI NG W TH NATI ONAL ASSCCI ATI ON OF
| NSURANCE COMM SSI ONERS
Sec. 802.051. APPLICABILITY OF SUBCHAPTER 19
Sec. 802.052. CONCURRENT FI LI NG W TH NATI ONAL ASSOC!I ATI ON
OF | NSURANCE COWM SSI ONERS 20
Sec. 802.053. EXEMPTI ON AUTHORI TY 22
Sec. 802.054. COWPLI ANCE 22
Sec. 802.055. COSTS 22
Sec. 802.056. STATUS OF REPORTS AND OTHER | NFORNVATI ON 23
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CHAPTER 802. ANNUAL STATEMENT
SUBCHAPTER A. ANNUAL STATEMENT OF | NSURANCE COVPANI ES
Revi sed Law

Sec. 802.001. FORM OF ANNUAL STATEMENT. (a) The
comm ssioner, as necessary to obtain an accurate indication of
t he conpany's condition and nethod of transacting business, may
change the form of any annual statenent required to be filed by
any kind of insurance conpany.

(b) The formmay require only information that relates to
t he busi ness of the insurance conpany. (V.T.1.C Art. 1.11,
Subsec. (a) (part).)

Source Law

Art. 1.11. (a) The comm ssioner may, fromtinme to tine,
make such changes in the forns of the annual statenents required
of insurance conpanies of any kind, as shall seemto it best
adapted to elicit a true exhibit of their condition and nethods
of transacting business. Such formshall elicit only such
information as shall pertain to the business of the conpany.

Revisor's Note
Subsection (a), V.T.1.C Article 1.11, provides that the
comm ssioner may nodify the formof annual statenments "fromtinme
to tine." The revised |aw omts the quoted | anguage as
unnecessary because, in this context, the power to take an action
i ncludes the power to act "fromtinme to tine."
Revi sed Law
Sec. 802.002. ACTUARIAL OPINION REQU RED. (a) In this
section, "qualified actuary” neans:
(1) a nenber in good standing of the American Acadeny
of Actuaries; or
(2) a person who has otherw se denonstrated actuari al
conpetence to the satisfaction of the conm ssioner or an
i nsurance regul atory official of another state in which the
i nsurance conpany i s domcil ed.
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(b) An insurance conpany's annual statenent nust include a
statenent of a qualified actuary entitled "Statenment of Actuari al
Qpi ni on" that:

(1) is located on or is attached to the first page of
t he annual statenent; and

(2) provides the opinion of the actuary relating to
policy reserves and other actuarial itens for life insurance,
accident and health insurance, and annuities, or loss and | oss
adj ust nent expense reserves for property and casualty risks, as
described in the annual statenment instructions of the National
Associ ation of Insurance Conm ssioners as appropriate for the
type of risks insured. (V.T.1.C Art. 1.11, Subsecs. (c), (d).)

Source Law

(c) Included on or attached to page 1 of the annual
statenment shall be the statenment of a qualified actuary, entitled
"Statenment of Actuarial Opinion," setting forth his or her
opinion relating to policy reserves and other actuarial itens for
life, accident and health, and annuities, or |loss and | oss
adj ust nent expense reserves for property and casualty risks, as
described in the NAIC annual statenent instructions as
appropriate for the type of risks insured.

(d) Inthis article, "qualified actuary”" nmeans a nenber in
good standi ng of the American Acadeny of Actuaries or a person
who has ot herw se denonstrated actuarial conpetence to the
satisfaction of the comm ssioner of insurance or other insurance
regul atory official of the insurer's domciliary state.

Revi sed Law

Sec. 802.003. FILING DATE OF ANNUAL STATEMENT DELI VERED BY
POSTAL SERVI CE. Except as otherw se specifically provided, for an
annual statenent that is required to be filed in the offices of
the comm ssioner and that is delivered by the United States
Postal Service to the offices of the comm ssioner after the date
on which the annual statenent is required to be filed, the date
of filing is:
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(1) the date of the postal service postmark stanped on
the cover in which the docunent is mailed; or
(2) any other evidence of mailing authorized by the
postal service reflected on the cover in which the docunent is
mailed. (V.T.I.C Art. 1.11(a) (part).)
Source Law

(a) . . . If any annual statenment, . . . required to be
filed or deposited in the offices of the conm ssioner, . . . is
delivered by the United States Postal Service to the offices of
the commssioner . . ., as required, after the prescribed date on
whi ch the annual statenent, . . . is to be filed, the date of the
United States Postal Service postmark stanped on the cover in
whi ch the docunent is mailed, or any other evidence of mailing
authorized by the United States Postal Service reflected on the
cover in which the docunent is mailed, shall be deened to be the
date of filing, unless otherw se specifically nade an exception
to this general statute.

[ Sections 802. 004-802. 050 reserved for expansion]

SUBCHAPTER B. FILING WTH NATI ONAL ASSQOCI ATI ON OF
| NSURANCE COWM SSI ONERS
Revi sed Law
Sec. 802.051. APPLICABILITY OF SUBCHAPTER. Thi s subchapter
applies to each conpany regul ated by the conmm ssioner, including:
(1) a stock life, health, or accident insurance

conpany;
(2) a nutual life, health, or accident insurance
conpany;
(3) a stock fire or casualty insurance conpany,;
(4) a nmutual fire or casualty insurance conpany;
(5) a Mexican casualty conpany;
(6) a Lloyd' s plan;
(7) a reciprocal or interinsurance exchange;
(8 a fraternal benefit society;
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(9) atitle insurance conpany,
(10) an attorney's title insurance conpany;

(11) a stipulated prem uminsurance conpany,
(12) a nonprofit |egal service corporation;
(13) a health nmi ntenance organi zation;

(14) a statew de nutual assessnent conpany;
(15) a local nutual aid association;

(16) a local nutual burial association;

(17) an association exenpt under Section 887.102;
(18) a nonprofit hospital, nedical, or dental service
corporation, including a conpany subject to Chapter 842;
(19) a county mutual insurance conpany; and
(20) a farmmutual insurance conpany. (V.T.I.C
Art. 1.11, Subsec. (b) (part).)
Source Law

(b) . . . This sectionis applicable to all conpanies
regul ated by the State Board of |nsurance including donestic and
foreign, stock and nutual life, health, and accident insurance

conpani es; donestic and foreign, stock and nutual, fire and
casual ty i nsurance conpani es; Mexican casualty conpani es;
donestic and foreign Lloyd' s plan insurers; donestic and foreign
reci procal or interinsurance exchanges; donestic and foreign
fraternal benefit societies; donmestic and foreign title insurance
conpani es; attorney's title insurance conpani es; stipul ated

prem um i nsurance conpani es; nonprofit |egal service
corporations; health maintenance organi zations; statew de nutua
assessnent conpanies; |ocal nutual aid associations; |ocal nutual
burial associations; exenpt associations under Article 14.17 of
this code; nonprofit hospital, nmedical, or dental service
corporations including conpani es subject to Chapter 20 of this
code; county nutual insurance conpanies; and farm nutua

I nsurance conpani es.
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Revisor's Note

V.T.1.C. Article 1.11(b) provides that the article is
applicable to all conpanies regulated by the the State Board of
| nsurance (nmeani ng the Texas Departnent of |nsurance), including
certain "donestic or foreign" insurers. The revised |aw omts the
reference to "donestic or foreign" as unnecessary. The authority
of the departnent to regul ate donestic and foreign insurance
conpanies is specified in other provisions of the code and,
because the revised |aw applies to all conpanies regul ated by the
departnent, it is not necessary to distinguish donestic and
foreign conpanies in this section

Revi sed Law

Sec. 802.052. CONCURRENT FI LI NG W TH NATI ONAL ASSOC!I ATI ON
OF | NSURANCE COW SSI ONERS. (a) Each donestic, foreign, or
al i en i nsurance conpany authorized to engage in the busi ness of
insurance in this state shall file a copy of the conpany's annual
statenent with the National Association of |nsurance
Comm ssioners at the tinme the conpany files the statenent with
t he conm ssi oner.

(b) The statenent required by Subsection (a) nust:

(1) neet requirenments adopted by the conm ssioner,

i ncl udi ng:

(A) a change in substance or form
(B) an additional filing; and
(© any requirenent that the statenent be in a
conputer conpatible format; and
(2) include the signed jurat page and the actuari al
opinion, as required by the jurisdiction in which the insurance
conpany i s dom cil ed.

(c) The insurance conpany shall also file with the Nati onal
Associ ation of Insurance Conm ssioners a copy of any anmendnment or
addition to the annual statenent that is subsequently filed with
the comm ssioner. (V.T.1.C Art. 1.11, Subsec. (b) (part).)
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Source Law

(b) Each donestic, foreign, and alien insurer authorized to
transact insurance in this state, at the tinme it files its annual
statenent with the State Board of Insurance, shall file with the
Nat i onal Association of Insurance Comm ssioners a copy of its
annual statenent, along wth any changes in substance and form
including a requirenent that the subm ssion be in conputer
conpatible format, or additional filings, if any, as may be
prescribed by the State Board of Insurance. The information
filed shall include the signed jurat page and the actuari al
certification, as required by the state of domcile. Any
amendnents and additions to the annual statenment subsequently
filed with the State Board of Insurance also shall be filed with
t he National Association of Insurance Conm ssioners.

Revisor's Note

Subsection (b), V.T.1.C. Article 1.11, refers to an
"actuarial certification, as required by the state of domcile."
The revised | aw substitutes "opinion" for "certification" for
consistency with the term nol ogy used in Subsection (c), V.T.I.C
Article 1.11, revised in this code as Section 802.002. The
revised | aw substitutes "jurisdiction" for "state" because
Subsection (b), V.T.1.C. Article 1.11, applies to alien insurance
conpanies. An alien insurance conpany is a conpany domciled in
a foreign country, and "jurisdiction" is a nore appropriate term
in that context.

Revi sed Law
Sec. 802.053. EXEMPTI ON AUTHORI TY. The conm ssi oner may
exenpt any class of insurance conpanies fromthe requirenments of
this subchapter if the comm ssioner believes the information
requi red under this subchapter will not be useful for regul atory
purposes. (V.T.I.C Art. 1.11, Subsec. (b) (part).)
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Source Law

(b) . . . The Board nmay exenpt any class of insurers from
the requirenments of this section if the Board believes the
information required by this section will not be useful for
regul at ory purposes.

Revi sed Law
Sec. 802.054. COWPLIANCE. The conm ssioner may consider a
foreign insurance conpany to be in conpliance with the
requi renents of Section 802.052 if the conpany is domciled in a
state with a law substantially simlar to that section
(V.T.I.C Art. 1.11, Subsec. (b) (part).)
Source Law

(b) . . . The Board may deem foreign insurers that are
domciled in a state that has a | aw substantially simlar to this
section to be in conpliance with this section.

Revi sed Law

Sec. 802.055. COSTS. (a) An insurance conpany shall pay
the costs of preparing and furnishing to the National Association
of I nsurance Comm ssioners the information required under Section
802. 052.

(b) Except as provided by Subsection (a), costs relating to
providing the information required under Section 802.052 may not
be assessed agai nst an insurance conpany. (V.T.1.C Art. 1.11,
Subsec. (b) (part).)

Source Law

(b) . . . The expense for preparing and furnishing such
annual statenent and other filings to the National Association of
| nsurance Comm ssioners shall be that of the insurer. There
shal |l be no other costs or expenses of any kind |evied, charged,
or assessed against the insurer relating to such filings.
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Revisor's Note

(1) Subsection (b), V.T.1.C Article 1.11, prohibits
certain "costs or expenses" from being "levied, charged, or
assessed" agai nst an insurance conpany. The revised law onmts
the reference to "expenses" because that termis included in the
meani ng of "costs." The revised |law also omts the references to
"l evied" and "charged" because those terns are included in the
meani ng of "assessed."

(2) Subsection (b), V.T.I.C Article 1.11, refers to costs
or expenses "of any kind." The revised law omts the quoted
| anguage because it is unnecessary and does not add to the clear
meani ng of the | aw.

Revi sed Law
Sec. 802.056. STATUS OF REPORTS AND OTHER | NFORMATION. A

report or any other information resulting fromthe collection,
review, analysis, and distribution of information devel oped from
the filing of annual statenent convention blanks and provided to
t he departnent by the National Association of |nsurance
Comm ssioners is considered part of the process of exam nation of
i nsurance conpani es under this code, including Articles
1.15-1.19. (V.T.1.C Art. 1.11, Subsec. (b) (part).)

Source Law

(b) . . . Reports or other information conmunicated to the
State Board of Insurance by the National Association of |Insurance
Comm ssioners fromthe collection, review, analysis, and
di ssem nation of information devel oped fromthe filing of annual
statenent convention blanks is considered part of the process of
exam nation of insurance conpani es under Articles 1.15-1.19 of
this code and other provisions of this code, and this information
is an integral part of those exam nations.

Revisor's Note
Subsection (b), V.T.I.C Article 1.11, states that certain
reports and information are considered a part of the process of
exam nation of insurance conpanies, and that "this information is
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an integral part of those exam nations." The revised |law omts
t he quot ed | anguage because it does not add to the clear neaning
of the law. A statenent that the information is considered part
of the exam nation process is sufficient. An additional
statenent that the information is "an integral part" of that
process i s unnecessary.
CHAPTER 803. LOCATI ON OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES QUTSI DE OF THI S STATE
Sec. 803.001. DEFIN TIONS 24
Sec. 803.002. APPLICABILITY OF CHAPTER 26
Sec. 803.003. AUTHORITY TO LOCATE OQUT OF STATE 27
Sec. 803.004. LOCATI ON AT BRANCH OR AGENCY OFFI CE 29
Sec. 803.005. CONTROL OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES 29
Sec. 803.006. AGENT FOR SERVI CE OF PROCESS 30
Sec. 803.007. EXAM NATI ON EXPENSES 31
Sec. 803.008. RULES 31
Sec. 803.009. CONFLI CTI NG PROVI SI ONS 32
CHAPTER 803. LOCATI ON OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES QUTSI DE OF THI S STATE
Revi sed Law
Sec. 803.001. DEFINITIONS. In this chapter:
(1) "Donestic conpany" neans any entity |icensed,
chartered, or organi zed under this code, including:
(A) a county nutual insurance conpany;

(B) a farmnutual insurance conpany;

(C© afire and marine insurance conpany;

(D) a fraternal benefit society;

(E) a general casualty conpany;

(F) a group hospital service corporation

(G a health mai ntenance organi zation

(H alife, health, and acci dent insurance
conpany;

() a Lloyd' s plan;

(J) a local nutual aid association;

(K)y a nutual life insurance conpany;
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(L) a nutual insurance conpany other than a
mutual |ife insurance conpany;

(M a nonprofit |legal services corporation;
(N) a reciprocal exchange;

(O a statewi de nutual assessnent conpany;
(P) a stipulated prem uminsurance conpany;
(Q a surety and trust conpany; and

(R atitle insurance conpany.
(2) "lInsurance hol ding conpany systeni has the neaning
descri bed by Section 823.006. (V.T.1.C Art. 1.28, Sec. 1(a)
(part), New.)
Source Law

Art. 1.28

Sec. 1. (a) . . . a donestic insurance conpany, including a
life, health, and accident insurance conpany, fire and narine
I nsurance conpany, surety and trust conpany, general casualty
conpany, title insurance conpany, fraternal benefit society,
mutual |ife insurance conpany, |ocal nutual aid association,
st atewi de nutual assessnent conpany, nutual insurance conpany
other than life, farm nmutual insurance conpany, county mnutua
i nsurance conpany, Lloyds plan, reciprocal exchange, group
hospi tal service corporation, health maintenance organi zation,
stipul ated prem um i nsurance conpany, nonprofit |egal services
corporation, or any other entity licensed under the I|Insurance
Code or chartered or organi zed under the laws of this state
an i nsurance hol ding conpany system as defined by Article
21.49-1, Insurance Code, as added by Chapter 356, Acts of the
62nd Legi sl ature, Regul ar Session, 1971 (Article 21.49-1,
Vernon's Texas | nsurance Code),

Revisor's Note
(1) Section 1(a), V.T.I.C Article 1.28, refers to a
"donestic insurance conmpany" or "any other entity |licensed under
the I nsurance Code or chartered or organized under the | aws of
this state that is an affiliated nmenber of an insurance hol ding
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conpany system " "lnsurance conpany” is a termused in
conjunction with traditional insurance. Included in the source
|aw are entities, such as health mai ntenance organi zati ons, that
are not insurers. Consequently, "donestic conpany” is a nore
accurate termthan "insurance conpany."” In addition, the revised
| aw adds the definition of "donmestic conpany" for drafting
convenience and to elimnate frequent, unnecessary repetition of
t he substance of the definition.

(2) Section 1(a), V.T.1.C Article 1.28, refers to "a

donestic insurance conpany . . . or any other entity |icensed
under the Insurance Code or chartered or organi zed under the | aws
of this state . . . ." The revised | aw substitutes "chartered,

or organi zed under this code" for "chartered or organi zed under
the laws of this state" because all of the laws of this state
relating to the chartering or organization of domestic insurance
conpani es or other insurance entities have been codified in this
code.
Revi sed Law
Sec. 803.002. APPLICABILITY OF CHAPTER This chapter

applies only to a donestic conpany that is:

(1) an affiliate of an insurance hol di ng conpany
systemand in conpliance with Chapter 823;

(2) a nonprofit |legal services corporation the clains
and daily affairs of which are handl ed under contract by a
foreign insurer that holds a certificate of authority to engage
inasimlar business in this state; or

(3) a health maintenance organi zation that is
affiliated with anot her heal th nmai nt enance organi zati on or a
health care provider. (V.T.1.C Art. 1.28, Secs. 1(a) (part),

(b).)

Source Law

(a) . . . [a donmestic insurance conpany] . . . that is an
affiliated nenber of [an insurance hol di ng conpany
system |

(b) The donestic insurance conpany nust be:
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(1) an affiliate of an insurance hol di ng conpany
systemas defined in Article 21.49, |nsurance Code, as added by
Chapter 356, Acts of the 62nd Legi sl ature, Regular Session, 1971
(Article 21.49-1, Vernon's Texas Insurance Code), that has nade
the necessary filings as required by that article and that is in
conpliance wth that article;

(2) a nonprofit |legal services corporation whose
claims and daily affairs are handl ed under contract by a foreign
insurer licensed to do a simlar business in this state; or

(3) a health maintenance organi zation that is
affiliated wth other health mai ntenance organi zations or health
care providers.

Revisor's Note

(1) Section 1(b), V.T.1.C Article 1.28, refers to an
affiliate of an insurance hol di ng conpany system "that has made
the necessary filings as required by that article and that is in
conpliance with that article.”" The revised law omts the
reference to "necessary filings as required by that article" as
unnecessary because an affiliate nust have made any "necessary"
filings to be "in conpliance wwth that article."

(2) Section 1(b), V.T.I.C Article 1.28, refers to a

foreign insurer "licensed" to engage in business in this state.
The revised | aw substitutes "that holds a certificate of
authority" for "licensed" because "certificate of authority” is

the termused throughout this code in relation to an entity's
authority to engage in business.
Revi sed Law
Sec. 803.003. AUTHORITY TO LOCATE QUT OF STATE. (a) A
donestic conpany may |l ocate and maintain its principal offices
and all or any part of its books, records, and accounts outside
this state at any other location in the United States if:
(1) the conpany has given witten notice of this
intention to the conm ssioner, except as provided by Subsection

(b);

(2) the comm ssioner has not disapproved the notice
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before the 31st day after the date on which the conpany gives the
notice; and
(3) the conpany neets the requirenents of this
chapter.
(b) A separate notice under this section is not required
if:
(1) the donestic conpany has an agreenent to maintain
its books and records outside of the state wwth an affiliate; and
(2) the agreenent:
(A) has been approved under Chapter 823; and
(B) contains substantially all the information
required for notice under this section. (V.T.I.C Art. 1.28,
Secs. 1(a) (part), (f).)
Source Law

Sec. 1. (a) On giving witten notice of intent to the
conm ssioner of insurance, and if the conm ssioner of insurance
does not disapprove within 30 days after that notice is given, [a
donestic i nsurance conpany, including a life, health, and
acci dent insurance conpany, fire and marine insurance conpany,
surety and trust conpany, general casualty conpany, title
i nsurance conpany, fraternal benefit society, nutual life
i nsurance conpany, |ocal nutual aid association, statew de nutual
assessnment conpany, mutual insurance conpany other than life,
farm nutual 1nsurance conpany, county nutual insurance conpany,
LI oyds plan, reciprocal exchange, group hospital service
corporation, health mai ntenance organi zation, stipulated prem um
i nsurance conpany, nonprofit |egal services corporation, or any
other entity licensed under the Insurance Code or chartered or
organi zed under the laws of this state that is an affiliated
menber of an insurance hol di ng conpany system as defined by
Article 21.49-1, Insurance Code, as added by Chapter 356, Acts of
the 62nd Legi sl ature, Regul ar Session, 1971 (Article 21.49-1,
Vernon's Texas | nsurance Code),] may |l ocate and maintain all or
any portion of its books, records, and accounts and its principal
offices outside this state at a location within the United States
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if the conpany neets the requirenments of this section.

(f) A separate notice of intent shall not be required if
the donmestic insurer has an agreenent to maintain its books and
records outside of the state with an affiliate and such agreenent
has been approved or deened approved as required by Article
21.49-1, Insurance Code, and such agreenent contains
substantially all the information required for such notice under
this article.

Revi sed Law
Sec. 803.004. LOCATI ON AT BRANCH OR AGENCY OFFI CE. This

chapter does not apply to the | ocation and nai ntenance of the
nor mal books, records, and accounts of a donestic conpany,
i ncludi ng policyholder and claimfiles, relating to the business
produced by or through an agency of the conpany at a branch or
agency office located in the United States, regardl ess of whether
the agency is an affiliate of the conpany as provided in Chapter
823. (V.T.1.C. Art. 1.28, Sec. 1(a) (part).)

Source Law

Sec. 1. (a) . . . This article does not apply to or
prohi bit the | ocation and mai ntenance of the normal books,
records, and accounts including policyholder and claimfiles of a
donestic i nsurance conpany, relating to the business produced by
or through an agency of the conpany whether or not such agency is
an affiliate under Article 21.49-1, at the branch office or
agency office, if that office is located in the United States.

Revisor's Note
Section 1(a), V.T.1.C Article 1.28, states that the article
"does not apply to or prohibit the |location and mai nt enance" of
certain itens. The revised law omts "or prohibit" as unnecessary
because its neaning is included in the nmeaning of "does not apply
to."
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Revi sed Law
Sec. 803.005. CONTROL OF BOOKS, RECORDS, ACCOUNTS, AND
CFFI CES. (a) The books, records, accounts, or offices of a
donesti c conpany nust be under the conpany's direct supervision,
managenent, and control
(b) The ultimate controlling person of an insurance hol ding
conpany systemaffiliated with a donestic conpany, or the
i mredi ate or internmediate controlling person of the donestic
conpany, nust be domciled, |icensed, or admtted to transact
business in a jurisdiction in the United States. (V.T.1.C
Art. 1.28, Secs. 1(c), (d).)
Source Law

(c) The ultimate controlling person of the insurance
hol di ng conpany system the i mrediate controlling person of the
donesti c i nsurance conpany, or an internediate controlling person
of the donestic insurance conpany nust be legally dom cil ed,
licensed, or admtted to transact business in a jurisdiction
within the United States.

(d) The books, records, accounts, or offices of the
donestic i nsurance conpany are under the conpany's direct
supervi si on, managenent, and control.

Revisor's Note

Section 1(c), V.T.1.C. Article 1.28, states that a conpany
must be legally domciled, licensed, or admtted to transact
business in a jurisdiction within the United States. The revised
law omits the word "legally" as unnecessary because it does not
add to the clear neaning of the law. The absence of the word
"l egal ly" does not inply that it is legal for a conpany to be
illegally domciled, licensed, or admtted to transact business
in the United States.

Revi sed Law
Sec. 803.006. AGENT FOR SERVI CE OF PROCESS. A donestic
conpany that under this chapter has noved its principal offices
and any part of its books, records, and accounts outside this
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state and the controlling person of an affiliated insurance
hol di ng conpany system nust conply with Section 804. 102.
(V.T.1.C Art. 1.28, Sec. 1(e).)

Source Law

(e) Both the donestic insurance conpany and the controlling
person of the affiliated insurance hol di ng conpany system nust
appoint and maintain a person in this state as attorney for
service of process in the manner provided by Section 2(b),
Article 1.36, of this code. The conm ssioner is authorized to
accept service and notify the insurance conpany, in the manner
provi ded by Section 3, Article 1.36, of this code, if the
i nsurance conpany does not appoint or maintain an attorney for
acceptance of process.

Revisor's Note

Section 1(e), V.T.1.C. Article 1.28, refers to the
appoi ntnent of a person as agent for service of process, and
states that the comm ssioner is authorized to accept service if
t he conpany does not appoint or naintain the agent. In addition,
Section 1(e) refers to Section 2(b), V.T.I.C Article 1.36,
revised in this code as Section 804.102, as providing the manner
for inplenmenting this law. The revised |aw substitutes a
reference to Section 804.102, which duplicates the requirenents
of Section 1(e).

Revi sed Law
Sec. 803.007. EXAM NATI ON EXPENSES. A credit on or an
of fset against the anpbunt of premumtaxes to be paid by a
donestic conpany to the state in a taxable year may not be
al | oned on:
(1) a fee or exam nation expense paid to another

state; or
(2) an exam nation expense:
(A) incurred by a representative of the
departnent that is directly attributable to an exam nation of the
books, records, accounts, or principal offices of a donestic
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conpany | ocated outside this state; or
(B) paidin adifferent taxable year. (V.T.I1.C
Art. 1.28, Sec. 2(a).)
Source Law

Sec. 2. (a) Acredit on or offset to the anobunt of prem um
taxes to be paid by the donestic insurance conpany to the state
in a taxable year nay not be all owed on:

(1) exam nation expenses incurred by representatives
of the departnment that are directly attributable to an
exam nation of the books, records, accounts, or principal offices
of a donestic insurance conpany |ocated outside this state;

(2) exam nation expenses or fees paid to a state other
than this state; or

(3) examnation expenses paid in a different taxable
year.

Revi sed Law
Sec. 803.008. RULES. The comm ssioner shall adopt rules to
authorize a donestic conpany to maintain its books and records
with a nonaffiliated entity other than an agency. (V.T.I1.C
Art. 1.28, Sec. 1(g).)

Source Law

(g) The comm ssioner shall adopt rules allow ng the
mai nt enance of the books and records of a donestic insurer
subject to this article wth a nonaffiliated entity other than an
agency and to allow a donestic health mai ntenance organi zation to
conply with this article.

Revisor's Note
Section 1(g), V.T.1.C Article 1.28, refers to "a donestic
insurer"” and a "donestic heal th mai ntenance organi zation." The
revised | aw substitutes the term "donestic conpany” for the
reason stated in Revisor's Note (1) to Section 803.001. A
donesti c conpany, as defined by Section 803.001, includes a
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donesti c heal th mai nt enance organi zati on.
Revi sed Law
Sec. 803.009. CONFLI CTI NG PROVI SI ONS. Thi s chapter prevails
over a conflicting provision of any other law of this state,
including Articles 1.16, 4.10, 4.11, and 9.59. (V.T.1.C
Art. 1.28, Sec. 2(b).)

Source Law

(b) This article prevails over any conflicting provisions
in Articles 1.16, 4.10, 9.59, and 4.11 of this code or any other
| aw of this state.

CHAPTER 804. SERVI CE OF PROCESS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 804.001. DEFIN TION 33
Sec. 804.002. RULES 34
Sec. 804.003. FEES 34
[ Sections 804. 004-804. 100 reserved for expansion]
SUBCHAPTER B. PERSONS AUTHORI ZED TO RECEI VE SERVI CE OF PROCESS
Sec. 804.101. DOVESTI C COMPANY 36
Sec. 804.102. DOVESTI C COMPANY THAT MAI NTAI NS PRI NCl PAL
OFFI CES OR BOOKS, RECORDS, AND ACCOUNTS
QUT OF STATE 37
Sec. 804.103. AUTHORI ZED ALI EN OR FOREI GN COMPANY 39
Sec. 804.104. RI SK RETENTI ON GROUP NOT CHARTERED IN THI S
STATE 40
Sec. 804.105. PERSON I N RECEI VERSHI P 41
Sec. 804.106. ELI G BLE SURPLUS LI NES | NSURER; POLI CY
REQUI REMENT FOR | NSURER AND AGENT 42
Sec. 804.107. UNAUTHORI ZED PERSON OR | NSURER 44
Sec. 804.108. | NSURANCE HOLDI NG COMPANY SYSTEM LAW 47
[ Sections 804. 109-804. 200 reserved for expansion]

78C204 DLF-D
41



SUBCHAPTER C. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
COWM SSI ONER
Sec. 804.201. PROCEDURE FOR SERVI NG COW SSI ONER 48
Sec. 804.202. EFFECT OF SERVI CE ON COW SSI ONER 49
Sec. 804.203. MAILING PROCESS; CERTIFI CATE 50
Sec. 804.204. RECORD 51
[ Sections 804. 205- 804. 300 reserved for expansion]
SUBCHAPTER D. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
SECRETARY OF STATE
Sec. 804.301. PROCEDURE FOR SERVI NG SECRETARY OF STATE 51
Sec. 804.302. MAILING PROCESS 52
Sec. 804.303. RECORD 52
CHAPTER 804. SERVI CE OF PROCESS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 804.001. DEFINITION. In this chapter, "process" neans
| egal process, including a demand or notice required or permtted
by law. (New.)

Revisor's Note

(1) The definition of "comm ssioner” is omtted fromthe
revised | aw as unnecessary because Section 31.001, |nsurance
Code, defines "comm ssioner" for purposes of this code and the
ot her insurance |laws of this state to nean the conm ssi oner of
i nsurance. The omtted | aw reads:

Art. 1.36

Sec. 1. In this article, "conm ssioner" neans the
Comm ssi oner of I nsurance.

(2) The definition of "process" is derived from Sections 2,
3, 4, 7, 8, 10, and 12, V.T.1.C Article 1.36. The definition is
added to the revised |law for drafting conveni ence and to
elimnate frequent, unnecessary repetition of the substance of
the definition.

Revi sed Law

Sec. 804.002. RULES. The comm ssioner may adopt rules

essential for the effective inplenentation of this chapter.
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(V.T.1.C. Art. 1.36, Sec. 13.)
Source Law

Sec. 13. The State Board of I|Insurance may pronul gate rul es
as may be determned by it to be essential for the effective
i npl ementation of this article.

Revisor's Note

Section 13, V.T.I1.C. Article 1.36, refers to the "State
Board of Insurance."” Chapter 685, Acts of the 73rd Legislature,
Regul ar Session, 1993, abolished that board and transferred its
functions to the conm ssioner of insurance and the Texas
Departnent of Insurance. Chapter 31 of this code defines
"comm ssioner"” and "departnent” for purposes of this code and the
other insurance laws of this state to nean the conm ssi oner of
i nsurance and the Texas Departnent of Insurance, respectively.
Throughout this chapter, references to the board have been
changed appropriately.

Revi sed Law
Sec. 804.003. FEES. A fee collected under this chapter
shall be deposited to the credit of the Texas Departnent of
| nsurance operating account for use by the departnent. The
departnent shall use the noney for paynent of sal aries and other
expenses arising fromthe:
(1) examnation of insurance conpanies;
(2) licensure of insurance conpanies; and
(3) investigation of violations of the insurance |aws
of this state. (V.T.I.C Art. 1.36, Sec. 3(h).)
Source Law

(h) Fees collected under this article nmust be deposited in
the State Treasury to the credit of the State Board of |nsurance
operating fund for the use and benefit of the State Board of
| nsurance as provided by |egislative appropriation. The noney
deposited shall be used for the paynent of salaries and other
expenses arising out of and in connection with the exam nation of
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I nsurance conpani es, the |icensing of insurance conpanies, and
i nvestigations of violations of the insurance laws of this state.

Revisor's Note

(1) Section 3(h), V.T.I.C. Article 1.36, requires fees to
be deposited in the state treasury to the credit of the State
Board of Insurance operating fund. Under the authority of
Chapter 4, Acts of the 72nd Legi slature, 1st Called Sessi on,
1991, the Texas Departnent of |nsurance operating fund (the |ater
name of the State Board of Insurance operating fund) was
converted to an account in the general revenue fund. The revised
law is drafted accordingly.

(2) Section 3(h), V.T.I.C. Article 1.36, states that fees
coll ected shall be for the use and benefit of the departnent "as

provi ded by | egislative appropriation.” The revised |law omts
t he quot ed | anguage as unnecessary because under Section 6,
Article VI11, Texas Constitution, noney may not be drawn fromthe

treasury unless a specific appropriation is nade.

(3) Section 3(h), V.T.1.C. Article 1.36, refers to expenses
arising out of "and in connection with" certain activities. The
revised law omts the quoted | anguage because its neaning is
i ncluded within the neaning of "arising out of."

[ Sections 804. 004-804. 100 reserved for expansion]
SUBCHAPTER B. PERSONS AUTHORI ZED TO RECEI VE SERVI CE OF PROCESS
Revi sed Law
Sec. 804.101. DOVESTIC COWANY. (a) In this section:

(1) "Donestic conpany” nmeans a conpany that is
domciled in and authorized to engage in the business of
insurance in this state.

(2) "Conpany" neans:

(A) an insurance conpany, including:
(i) a casualty insurance conpany;
(1i) a county mutual insurance conpany;
(ti1) an exenpt association under Section

887. 102;
(tv) a farmmutual insurance conpany;

78C204 DLF-D
44



(v) a fire insurance conpany;
(vi) a fraternal benefit society;
(viit) a life insurance conpany;
(viti) a Lloyd s plan;
(1x) a nmutual assessnent conpany;
(x) a nutual insurance conpany other than a
mutual |ife insurance conpany;
(xi) a reciprocal exchange;
(xi1) arisk retention group;
(xiiti) a stipulated prem uminsurance
conpany;
(xiv) atitle insurance conpany; and
(xv) a carrier providing job protection
I nsur ance;
(B) a group hospital service corporation
(© a health mai ntenance organi zati on;
(D) a prepaid |l egal services corporation; or
(E) any other conpany engaged in the business of
i nsurance as a principal.
(b) A donestic conpany nay be served with process by:

(1) serving the president, an active vice president,
secretary, or attorney in fact at the home office or principal
pl ace of business of the conpany; or

(2) leaving a copy of the process at the hone office
or principal business office of the conpany during regul ar
busi ness hours. (V.T.1.C. Art. 1.36, Sec. 2(a); New.)

Source Law

Sec. 2. (a) Except as provided by Subsection (b) of this
section, a donmestic insurance carrier, including a casualty,
county mutual, farmmutual, fire, fraternal, life, Lloyd s,
mut ual other than life, reciprocal, stipulated premum or title
i nsurance conpany, and any nutual assessnent conpany, carrier
providing job protection insurance, risk retention group, group
hospi tal service corporation, health maintenance organi zation,
prepaid | egal services corporation, and exenpt associ ation under
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Article 14.17 of this code authorized to conduct the business of
insurance in this state, and any ot her conpany domciled in Texas
and engaged in the business of insurance as a principal, may be
served with | egal process, notice, or demand required or
permtted by | aw by serving the president, any active

vi ce-president, secretary, or attorney in fact at the hone office
or principal place of business of that carrier or by leaving a
copy of the process, notice, or demand at the hone office or
princi pal business office of the carrier during regular business
hour s.

Revi sor's Note
Section 2(a), V.T.1.C. Article 1.36, refers to a "donestic
i nsurance carrier" and various other entities "authorized to
conduct the business of insurance in this state.”" "Carrier" is a
termused in conjunction with traditional insurance. Included in

the source law are entities, such as heal th mai nt enance

organi zations, that are not insurers. Consequently, the revised
| aw uses "donestic conpany” to refer to certain entities instead
of the less accurate term"insurance carrier.” |In addition, the
revised | aw adds the definitions of "conpany"” and "donestic
conpany" for drafting convenience and to elimnate frequent,
unnecessary repetition of the substance of the definitions.

Revi sed Law

Sec. 804.102. DOVESTI C COMPANY THAT MAI NTAI NS PRI NCl PAL
OFFI CES OR BOOKS, RECORDS, AND ACCOUNTS OQUT OF STATE. (a) In
this section, "donestic conpany” has the neani ng assi gned by
Section 803. 001.

(b) As a condition of being authorized to engage in the
busi ness of insurance in this state, a donestic conpany that
under Chapter 803 has noved its principal offices and any part of
its books, records, and accounts outside this state and the
controlling person of an affiliated insurance hol di ng conpany
system nust appoint and maintain as agent for service of process
a person in this state on whoma judicial or adm nistrative
process may be served.
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(c) If a domestic conpany does not appoint or maintain a
person in this state as agent for service of process or the agent
cannot with reasonable diligence be found, the comm ssioner may
accept service of process and notify the conpany in the manner
provi ded by Subchapter C. (V.T.1.C. Art. 1.36, Sec. 2(b).)

Source Law

(b) As a condition of being authorized to conduct the
busi ness of insurance in this state, a donestic carrier and the
controlling person of the affiliated insurance hol di ng conpany
systemthat has noved its principal offices and any portion of
its books, records, and accounts outside this state under Article
1.28 of this code nust appoint and maintain a person in this
state as attorney for service of process on whomall judicial and
adm ni strative processes, notices, or demands may be served. The
conmi ssioner is authorized to accept service and notify the
carrier, in the manner provided by Section 3 of this article, if
the carrier does not appoint or maintain an attorney for
acceptance of service who cannot with reasonable diligence be
f ound.

Revisor's Note

(1) Section 2(b), V.T.1.C. Article 1.36, refers to a
donestic "carrier" that takes certain actions under V.T.I.C
Article 1.28. The revised law refers to a "donestic conpany”
because that is the phrase used in Chapter 803, which revises
Article 1.28. A reference to the definition of "donestic
conpany"” in Section 803.001 is added for clarification.

(2) Section 2(b), V.T.1.C. Article 1.36, refers to the
appoi nt ment and nai ntenance of a person as "attorney" to receive
service of process. It is clear fromthe context that the person
does not need to be an attorney at law to receive service of
process. The revised | aw substitutes "agent" for "attorney"

t hroughout this chapter for consistency and because the word
"agent" is nore commonly used to describe the person designated
to receive service of process in the context of Section 2(b).
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Revi sed Law
Sec. 804.103. AUTHORI ZED ALI EN OR FOREI GN COVPANY. (a) In
this section, "conpany" neans:
(1) an insurance conpany, including a:
(A) fire, casualty, or fire and casualty
I nsurance conpany;
(B) fraternal benefit society;
(© life insurance conpany, including a nutual or
nonprofit |ife insurance conpany;
(D) Lloyd s plan;
(E) Mexican casualty insurance conpany;
(F) rmutual fire, mutual casualty, or mutual fire
and casual ty insurance conpany;
(G reciprocal exchange;
(H risk retention group; and
(I') title insurance conpany;
(2) a health maintenance organi zation; and
(3) any other insurance conpany, regardless of its
type or category, authorized to engage in the business of
insurance in this state.

(b) As a condition to being issued a certificate of
authority to engage in the business of insurance in this state,
an alien or foreign conmpany nust appoint a person in this state
as agent for service of process on whom any process to be served
on the conpany may be served.

(c) The comm ssioner is an alien or foreign conpany's agent
on whom process nmay be served as provided by Subchapter Cif the:

(1) conpany fails to appoint or maintain an agent
under Subsection (b);

(2) agent appointed under Subsection (b) cannot with
reasonabl e diligence be found; or

(3) conpany's certificate of authority is revoked.
(V.T.1.C Art. 1.36, Sec. 4.)
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Source Law

Sec. 4. (a) As a condition of being issued a certificate of
authority to conduct the business of insurance in this state,
foreign or alien insurance carriers, including a life, nutual
life, nonprofit life, fire, mutual fire and/or casualty, fire and
casualty, casualty, Mexican casualty, Lloyd's, reciprocal
fraternal, and title insurance conpany, and a health nai ntenance
organi zation, risk retention group, and any other foreign or
alien insurance conpany regardless of its type or category
aut horized to conduct the business of insurance in this state,
shal | appoint a person in this state as attorney for service of
process on whom any process, notice, or demand required or
permtted by law to be served on the insurance conpany nay be
served.

(b) If a foreign or alien insurance conpany authorized to
transact business in this state fails to appoint or maintain an
attorney for service in this state, or if an attorney for service
cannot with reasonable diligence be found, or if the certificate
of authority of a foreign insurance conpany is revoked, the
comm ssioner shall be the attorney for service of the conpany on
whom process, notice, or demand nmay be served as provided by
Section 3 of this article.

Revisor's Note

Section 4(a), V.T.1.C. Article 1.36, refers to "insurance
carriers" and various other entities "authorized to conduct the
busi ness of insurance in this state." Instead of the quoted
| anguage, the revised law refers to "conpany" for the reasons
stated in the revisor's note to Section 804.101.

Revi sed Law

Sec. 804.104. RI SK RETENTI ON GROUP NOT CHARTERED IN THI S
STATE. Arisk retention group that is not chartered but that is
registered in this state under Section 4(b)(3), Article 21.54,
nmust designate the comm ssioner as its agent for service of
process and recei pt of |egal docunments. (V.T.1.C. Art. 1.36, Sec.
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5(a).)

Source Law

Sec. 5. (a) Arisk retention group registered in this state
under Article 21.54 of this code nmust designate the comm ssioner
as its agent for service of process and receipt of |egal
docunent s.

Revisor's Note

(1) Section 5(a), V.T.1.C. Article 1.36, refers to a risk
retention group registered under V.T.1.C. Article 21.54. Only
one section in Article 21.54 refers to registration of a risk
retention group. For the reader's convenience, the revised | aw
cites the section which deals with a registered risk retention
group. In addition, the revised law clarifies that this section
deals only wwth a risk retention group not chartered in this
state. See Section 4(a), Article 21.54.

(2) Section 5, V.T.I1.C Article 21.54, refers to the
section providing the procedures and fees for service under this
section. The revised law omts the cross-reference as
unnecessary because Sections 804. 201, 804.202, and 804. 203 are
sufficient to state what | aw applies when the conmm ssioner is
desi gnat ed or appointed as agent to receive service of process on
a person's behalf. The omtted |aw reads:

(b) Procedures and fees for service of process on a risk
retention group are governed by Section 3 of this article.

Revi sed Law

Sec. 804.105. PERSON IN RECEIVERSH P. (a) Service of
process with respect to an individual, insurer, or other entity
for which a court has appointed the |iquidator as receiver nust
be made only on the receiver.

(b) If Subsection (a) applies, service on the conm ssioner
or the secretary of state has no effect. (V.T.1.C. Art. 1.36,
Sec. 6.)
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Source Law

Sec. 6. If a court of conpetent jurisdiction has appointed
the liquidator as receiver for any person, insurer, or other
entity, service of process with respect to that person, insurer,
or other entity nust be nmade on the person designated |iquidator
as receiver. This service of process has no effect if it is nade
on the comm ssioner or the secretary of state.

Revisor's Note

Section 6, V.T.1.C. Article 1.36, refers to a court "of
conpetent jurisdiction." The revised |law omts the quoted
| anguage as unnecessary because the general |laws of civil
jurisdiction determ ne which courts have jurisdiction over a
matter. For exanple, see Sections 24.007 through 24.011
Gover nment Code, for the general jurisdiction of district courts.

Revi sed Law

Sec. 804.106. ELI G BLE SURPLUS LI NES | NSURER; POLI CY
REQUI REMENT FOR | NSURER AND AGENT. (a) Each surplus lines
i nsurer that assunmes a surplus lines risk under Chapter 981 is
subject to this section.

(b) Any act of engaging in the business of insurance by an
eligible surplus lines insurer:

(1) constitutes the irrevocabl e appoi ntnent of the
secretary of state by that insurer as agent for service of
process arising fromthe insurer's engaging in the business of
insurance in this state, other than service of process for an
action or proceeding by the departnent or state; and

(2) signifies the insurer's agreenent that service
under this subsection has the sane effect as personal service on
the insurer or the insurer's successor in interest.

(c) An appointnment under Subsection (b)(1) is binding on
the eligible surplus lines insurer and the insurer's successor in
i nterest.

(d) A policy issued by an eligible surplus lines insurer or
a certificate of insurance issued by the surplus |ines agent nust
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contain a provision stating the substance of this section and
designating the person to whomthe conm ssioner is to nai
process. The plaintiff shall supply this address in any citation
served under this section

(e) This sectionis in addition to any other nethod
provi ded by | aw for service of process on a surplus |ines
i nsurer, including the nethod provided by Subchapter C.
(V.T.1.C. Art. 1.36, Sec. 12.)

Source Law

Sec. 12. (a) Any act of doing an insurance business by an
eligible surplus lines insurance conpany constitutes an
irrevocabl e appoi ntnment of the Secretary of State by that insurer
binding on it and its successors in interest to be the | aw ul
attorney for service of that insurer. The Secretary of State may
be served with any process, notice, or demand arising out of
doing an insurance business in this state by that insurer, except
in an action, suit, or proceeding by the State Board of |nsurance
or by the state.

(b) Any act of doing an insurance business by an eligible
surplus lines insurance conpany signifies the insurer's agreenent
that | egal process served under this section has the sane | egal
force and validity as personal service of process in this state
on that insurer or its successor in interest.

(c) Any policy issued by the surplus lines insurer or any
certificate of insurance issued by the surplus |lines agent nust
contain a provision stating the substance of this section and
designating the Person to whomthe conm ssioner is to nai
process. This address nust be supplied by the plaintiff in the
citation that is served.

(d) Each surplus lines insurer assumng a surplus |ines
risk under this article is considered to have nade itself subject
to the terns of this section.

(e) This section is cumulative of any ot her nethods that
may be provided by |aw for service of process on a surplus |lines
insurer, including Section 3 of this article.
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Revisor's Note

(1) Section 12(a), V.T.1.C Article 1.36, refers to "an
action, suit, or proceeding.” The revised law omts "suit"
because its neaning is included within the neaning of "action."

(2) Section 12(d), V.T.1.C. Article 1.36, refers to "[e]ach
surplus lines insurer assumng a surplus lines risk under this
article.” A surplus lines insurer does not assunme a surplus
lines risk under this article, which governs service of process.
Instead, V.T.1.C Article 1.14-2, revised as Chapter 981, governs
the assunption of surplus lines risk in Texas. The revised |aw
is drafted accordingly.

Revi sed Law

Sec. 804.107. UNAUTHORI ZED PERSON OR I NSURER. (a) In this
section, "personal representative" includes an executor or
adm ni strator.

(b) Any act of engaging in the business of insurance as
provi ded by Subchapter B, Chapter 101, by an unauthorized person
or insurer:

(1) constitutes the irrevocabl e appoi ntnent of the
comm ssioner by that person or insurer as agent for service of
process arising fromthe person's or insurer's engaging in the
busi ness of insurance in this state, other than service of
process for an action or proceeding by the departnent or state;

(2) constitutes the irrevocabl e appoi ntnent of the
secretary of state by that person or insurer as agent for service
of process for an action or proceedi ng descri bed by Subsection
(c) and arising fromthe person's or insurer's engaging in the
busi ness of insurance in this state; and

(3) signifies the agreenent of the person or insurer
t hat process served under this subsection and Subsection (d) has
the sane effect as personal service in this state on that person
or insurer or the personal representative of that person or
insurer or if a corporation, the corporation's successor in
i nterest.

(c) The process may be served on the secretary of state
only in an action or proceeding brought:
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(1) in court by the departnent or the state agai nst an
unaut hori zed person or insurer; or

(2) before the departnent by a process agai nst the
unaut hori zed person or insurer.

(d) Service of process on an unauthorized person or insurer
may be served on a person in this state that engages, on the
behal f of the unauthorized person or insurer, in an act of
engagi ng in the business of insurance in this state as provided
by Subchapter B, Chapter 101.

(e) In an action or proceeding in which process is served
under Subsection (b) or (d), a plaintiff or conplainant is not
entitled to a default judgnment or determ nation before the 30th
day after the date on which the copy of the process is nailed to
t he def endant.

(f) This section does not apply to an entity that was an
eligible surplus lines insurer under Chapter 981 on the date on
whi ch the applicable coverage was issued.

(g) This section does not limt or dimnish the right to
serve process on a person or insurer in any other manner provided
by law. (V.T.1.C Art. 1.36, Secs. 7(a), (b), (c), (d), 8(a),
(b), (c), (f), 10.)

Source Law

Sec. 7. (a) Any act of doing an insurance business as
provi ded by Section 2 of Article 1.14-1 of this code by an
unaut hori zed person or insurer is equivalent to and constitutes
an irrevocabl e appoi ntnment of the conm ssioner by that person or
insurer, binding on him his executor, adm nistrator, or personal
representative or, if a corporation, successor in interest to be
the lawful attorney for service of that person or insurer. The
comm ssi oner nmay be served any process, notice, or demand ari sing
out of doing an insurance business in this state by that person
or insurer, except in an action, suit, or proceeding by the State
Board of Insurance or by the state.

(b) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthori zed
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person or insurer signifies the person's or insurer's agreenent
that | egal process served under this section has the sane | egal
force and validity as personal service of process in this state
on that person or insurer or his executor, adm nistrator, or
personal representative or, if a corporation, its successor in
i nterest.

(c) In addition to service under Section 3 of this article
and Subsection (a) of this section, service of process, notice,
or demand on an unaut horized person or insurer is valid if served
on any person in this state who on behal f of that unauthorized
person or insurer is doing any act of an insurance business as
provi ded by Section 2 of Article 1.14-1 of this code. This
section does not apply to surplus lines insurers which were
deened eligible surplus lines insurers pursuant to Article 1.14-2
of this code at the date the applicable coverage was i ssued.

(d) A plaintiff or conplainant is not entitled to a
judgnent by default in any action, suit, or proceeding in which
process, notice, or demand is served under this section earlier
than the 30th day after the date on which the copy of the
process, notice, or demand served is mailed to the defendant.

Sec. 8. (a) Service of process may be effected on the
secretary of state only in those actions, suits, or other
proceedi ngs brought:

(1) in court by the State Board of Insurance or by the
stat e agai nst unaut horized persons or insurers; or

(2) before the State Board of Insurance by notice,
order, pleading, or process against unauthorized persons or
i nsurers.

(b) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthori zed
person or insurer is equivalent to and constitutes an irrevocable
appoi ntnent of the secretary of state by that person or insurer,
bi nding on him his executor, adm nistrator, or personal
representative or, if a corporation, successor in interest to be
the lawful attorney for service of that person or insurer. The
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secretary of state nmay be served | egal notice, order, pleading,
or other process in any proceedi ng descri bed by Subsection (a) of
this section that arises out of doing an insurance business in
this state by that person or insurer. This section does not
apply to surplus lines insurers which were deened eligible
surplus lines insurers pursuant to Article 1.14-2 of this code at
the date applicabl e coverage was issued.

(c) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthorized
person or insurer signifies that such person or insurer agrees
that a notice, order, pleading, or other |egal process in the
proceedi ng descri bed by Subsection (a) of this section has the
sane |legal force and validity as personal service of process in
this state on that person or insurer or his executor,
adm ni strator, or personal representative or, if a corporation,
its successor in interest.

(f) A plaintiff or conplainant is not entitled to a
j udgnment or determ nation by default in any court or
adm ni strative proceeding in which a notice, order, pleading, or
ot her process in proceedings is served under this section earlier
than the 30th day after the date the copy of the service is
mai |l ed to the defendant.

Sec. 10. Sections 7 and 8 of this article do not Iimt or
abridge the right to serve process, notice, other pleading, or
demand on any person or insurer in any other manner provided by
| aw.

Revisor's Note
(1) Section 7(a), V.T.1.C. Article 1.36, refers to "an
action, suit, or proceeding.” The revised law omts "suit" for
the reason stated in Revisor's Note (1) to Section 804. 106.
(2) Section 8, V.T.1.C. Article 1.36, refers to a "notice,
order, pleading, or other |egal process,"” and Section 10,
V.T.1.C. Article 1.36, refers to "process, notice, other
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pl eadi ng, or demand." Section 804.001 defines "process" to nean
| egal process, including a notice or demand. The context of this
section and the entire article shows that the term "process"

i ncludes not only "notice," but also "order"” and "pl eading."
Throughout this chapter, the revised | aw substitutes "process”
for "order" and "pl eadi ng" because the nmeaning of those words is
i ncluded within the neaning of "process."

(3) Section 10, V.T.1.C. Article 1.36, provides that
Sections 7 and 8 of that article, revised in this section, do not
“"l'imt or abridge" the right to serve process. The revised | aw
substitutes "dimnish" for "abridge" because the terns are
synonynous and the fornmer is nore commonly used.

Revi sed Law

Sec. 804.108. | NSURANCE HOLDI NG COVPANY SYSTEM LAW A
person, as that termis defined by Section 823.002, that violates
Chapter 823 is considered to have appointed the comm ssi oner as
agent for service of process on the person for an action or
proceeding arising froma violation of that chapter. (V.T.1.C
Art. 1.36, Sec. 7(e) (part).)

Source Law

(e) . . . Any person defined by Subsection (i) of Section
2 of Article 21.49-1 of this code is considered to have perforned
acts equivalent to and constituting an appoi ntment of the
comm ssioner by that person to be his |awful attorney on whom
process in any action, suit, or proceeding arising out of
violations of Article 21.49-1 of this code may be served.
Procedures and fees for service of process are governed by
Section 3 of this article.

Revisor's Note
Section 7(e), V.T.1.C. Article 1.36, states that
"[ p]rocedures and fees for service of process are governed by
Section 3 of this article"” (now revised as Subchapter C). The
revised law omts the cross-reference as unnecessary because
Subchapter C provides sufficient authority as to what |aw applies
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when the comm ssioner is designated or appointed as agent to
receive service of process on a person's behal f.
[ Sections 804.109-804. 200 reserved for expansion]
SUBCHAPTER C. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
COWM SSI ONER
Revi sed Law

Sec. 804.201. PROCEDURE FOR SERVI NG COW SSI ONER. (a)
Process served by serving the comm ssioner under this chapter
must be directed to the defendant and i ncl ude:

(1) for an unauthorized person or insurer, the nane
and address of the person or insurer to be served;

(2) for arisk retention group, the name and address
of the group to be served,;

(3) for a surplus lines insurer, the nane and address
of the insurer to be served,;

(4) for an unincorporated association, trust, or other
organi zation formed under Article 3.71, the nane and address of
t he association, trust, or organization; or

(5) for an authorized conpany, the nanme and address of
the conpany as it appears in the departnent records.

(b) Process may be served on the conm ssioner:

(1) personally by a disinterested person who is at
| east 18 years of age |eaving two copies of the process at the
of fice of the department during regular business hours wth:

(A) the comm ssioner; or
(B) an appointee of the conm ssioner authorized
to receive process; or

(2) by certified or registered mail.

(c) A fee not to exceed $50, payable by check or noney
order to the departnent, nust acconpany each process served on
the commssioner. (V.T.I.C. Art. 1.36, Secs. 3(a), (b), (c).)

Source Law

Sec. 3. (a) |If service of legal process, notice, or demand
is to be effected on a conpany or organi zation by serving the
comm ssi oner, the process, notice, or demand may be served
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personally by a disinterested person over 18 years of age by
| eaving at the offices of the State Board of |nsurance during
regul ar business hours two copies of the process, notice, or
demand with the comm ssioner or with any appoi ntee of the
conmi ssi oner authorized to receive process or by certified or
regi stered mail
(b) A fee of not nore than $50, payable by check or nobney
order to the State Board of |nsurance, nust be provided for each
| egal process, notice, or demand served on the conm ssioner, and
the fee nust acconpany each service of |egal process, notice, or
demand filed wth the comm ssioner.
(c) The citation nmust be directed to the defendant

I nsurance conpany or organi zation, served through the
conmmi ssi oner, and must include the foll ow ng:

(1) for a licensed conpany, the name and address of
the conpany as it appears in the records of the State Board of
| nsur ance;

(2) for an unauthorized person or insurer, the nanme
and address of the person or insurer to be served;

(3) for a surplus lines insurer, the nane and address
of the conpany to be served,

(4) for arisk retention group, the name and address
of the group to be served; or

(5) for an unincorporated association, trust, or other
organi zation formed under Article 3.71 of this code, the nane and
address of the association, trust, or organization.

Revisor's Note
Section 3(c)(1), V.T.I1.C. Article 1.36, refers to a
"licensed" conpany. The revised |aw substitutes "authorized" for
"lI'i censed" because "certificate of authority" is the termused
t hroughout this code in relation to an entity's authority to
engage in busi ness.

Revi sed Law
Sec. 804.202. EFFECT OF SERVI CE ON COWM SSI ONER. Servi ce on
the comm ssioner acting as agent for service of process is
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service on the principal. (V.T.1.C. Art. 1.36, Sec. 3(9g).)
Source Law

(g) Service on the conm ssioner acting as attorney for
service constitutes service on the principal.

Revi sed Law

Sec. 804.203. MAILING PROCESS; CERTIFICATE. (a) The
comm ssioner shall imediately send by registered or certified
mail, return recei pt requested, one copy of process served on the
conmi ssi oner under Section 804. 201 to:

(1) the defendant at the address supplied in the
process as provided by Sections 804.201(a)(1) through (4); or

(2) if Section 804.201(a)(5) applies, the hone office
or principal business office of the authorized conpany, as
indicated in the departnent records.

(b) The comm ssioner shall send by registered or certified
mai |, return receipt requested, copies of process served under
Section 804.108 to the | ast known address of the person.

(c) On receiving the return receipt for certified or
registered mail, the comm ssioner shall issue a certificate
show ng the service and proof of delivery by a return receipt to
the plaintiff and clerk of the court or agency where the
proceedi ng i s pendi ng.

(d) The comm ssioner shall provide on request the
certificate described by Subsection (c). The comm ssioner nmay
charge a fee not to exceed $10 for the certificate. (V.T.I1.C
Art. 1.36, Secs. 3(d), (f), 7(e) (part).)

Source Law

[ Sec. 3]
(d) If the process, notice, or denmand is served on the
comm ssioner, he shall imrediately have one copy forwarded by

certified or registered mail to:
(1) the home office or principal business office of
the conpany, if licensed, as indicated in the records of the
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State Board of |nsurance; or

(2) the defendant at the address supplied in the
citation as provided by Subdivision (2), (3), (4), or (5) of
Subsection (c) of this section.

(f)(1) Upon receiving the return receipt, the conm ssioner
shal|l issue a certificate showi ng the service and proof of
delivery by a return receipt for certified or registered mail to
the plaintiff and clerk of the court or agency where the case is
pendi ng.

(2) The comm ssioner shall provide on request a
certificate issued by himshow ng the service and proof of
delivery by a return receipt for certified or registered mail.
The conmi ssioner may charge a fee not to exceed $10 for this
certificate.

[ Sec. 7]

(e) . . . Copies of process shall be served on the
conmi ssioner and transmtted by the conm ssioner by registered or
certified mil to that person at his |ast known address.

Revisor's Note

(1) Section 3(d)(1), V.T.1.C. Article 1.36, refers to a
"licensed" conpany. The revised |aw substitutes "authorized" for
"licensed" for the reasons stated in the revisor's note to
Section 804. 201.

(2) Section 7(e), V.T.1.C. Article 1.36, states that
"copi es of process shall be served on the comm ssioner."” The
revised law omts the quoted | anguage as unnecessary because
Section 804.108 states that the conm ssioner is the agent for
service of process, and Section 7(e) states that the comm ssioner
shall mail copies of process.

Revi sed Law
Sec. 804.204. RECORD. The conm ssioner shall keep a record

of :
(1) each process served on the comm ssioner under this
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chapter; and
(2) the action taken by the conm ssioner regarding the
process. (V.T.I.C. Art. 1.36, Sec. 3(e).)
Source Law

(e) The comm ssioner shall keep a record of any process,
notice, or demand served on himunder this article and the action
taken by himw th reference to the process, notice, or demand.

[ Sections 804. 205- 804. 300 reserved for expansion]

SUBCHAPTER D. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
SECRETARY OF STATE
Revi sed Law
Sec. 804.301. PROCEDURE FOR SERVI NG SECRETARY OF STATE.
Process served by serving the secretary of state under Section
804. 107 nust be served by leaving two copies of the process at
the office of the secretary of state during regul ar business
hours w t h:
(1) the secretary of state; or
(2) an appointee of the secretary of state authorized
to receive service. (V.T.1.C. Art. 1.36, Sec. 8(d).)
Source Law

(d) Service of a notice, order, pleading, or other process
in a proceedi ng described by Subsection (a) of this section nust
be made by leaving at the office of the secretary of state during
regul ar business hours two copies of the notice, order, pleading,
or other process. The copies may be left wth the secretary of
state or with any appointee of the secretary of state authorized
to receive service.

Revi sed Law
Sec. 804.302. MAILING PROCESS. The secretary of state shal
mai | one copy of process in the proceeding served on the
secretary of state under Section 804.301 to the defendant in a
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court proceeding or to whomthe process in an adm nistrative
proceeding is addressed or directed, at the person's or entity's
| ast known home office or principal place of business. (V.T.I.C
Art. 1.36, Sec. 8(e) (part).)

Source Law

(e) The secretary of state shall nail one copy of the
notice, order, pleading, or other process in the proceeding to
the defendant in a court proceeding or to whomthe notice, order,
pl eadi ng, or process in an adm nistrative proceeding is addressed
or directed at the person's or entity's last known home office or
princi pal place of business.

Revi sed Law
Sec. 804.303. RECORD. The secretary of state shall keep a
record of each process served on the secretary of state.
(V.T.1.C. Art. 1.36, Sec. 8(e) (part).)
Source Law

(e) . . . The secretary of state shall keep a record of
the notices, orders, pleadings, and other process served on him

Revi sor's Note
(End of Chapter)

Section 9, V.T.1.C. Article 1.36, states that the attorney
general may enforce an order or decision resulting from"a court
proceedi ng or an adm nistrative proceedi ng before the State Board
of Insurance under Sections 7 and 8 of this article." The
revised law omts this section as unnecessary for severa
reasons. First, although Section 9 refers to proceedi ngs "under
Sections 7 and 8" of Article 1.36, this statenent is inaccurate,
as there are no proceedi ngs under those sections. Instead, those
sections state conditions under which the conmm ssioner or
secretary of state nmay be served on an unaut horized person's
behal f. Second, V.T.1.C. Article 1.09-1 provides that the
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departnent "shall be represented and advised by the Attorney
General in all legal matters.” Finally, Section 101.105
specifically addresses the attorney general with respect to
"unaut hori zed insurance,” which is the subject of Sections 7 and
8, Article 1.36. The omtted | aw reads:

Sec. 9. The attorney general, on request of the State Board
of I nsurance, may proceed in the courts of this or any other
state or in any federal court or agency to enforce an order or
decision resulting froma court proceeding or an adm nistrative
proceedi ng before the State Board of Insurance under Sections 7
and 8 of this article.

CHAPTER 805. DI RECTORS, OFFI CERS, AND OTHER | NTERESTED
PERSONS
SUBCHAPTER A.  ACTIVITIES OF DI RECTORS, OFFI CERS,
AND SHAREHOLDERS
Sec. 805.001. DEFI N TIONS 54
Sec. 805.002. APPLICABILITY OF SUBCHAPTER 55
Sec. 805.003. PROH BI TED ACTI VI TI ES 57
Sec. 805.004. ACTIVITIES NOT PROH BI TED 58
[ Sections 805. 005-805. 020 reserved for expansion]
SUBCHAPTER B. CERTAI N PAYMENTS BY DI RECTORS, OFFI CERS, AND
TRUSTEES
Sec. 805.021. LIABILITY FOR FEE AND TAX PAYMENTS 61
CHAPTER 805. DI RECTORS, OFFI CERS, AND OTHER | NTERESTED
PERSONS
SUBCHAPTER A.  ACTIVITIES OF DI RECTORS, OFFI CERS,
AND SHAREHOLDERS
Revi sed Law
Sec. 805.001. DEFINITIONS. In this subchapter:

(1) "Major sharehol der” neans an individual,
corporation, partnership, association, joint-stock conpany,
busi ness trust, or unincorporated organization that is directly
or indirectly the beneficial owner of nore than 10 percent of any
class of an equity security of an insurer.

(2) "Subsidiary" nmeans a corporation:
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(A) of which at |east 50 percent of any class of
an equity security is owned by an insurer; or
(B) that is managed, directly or indirectly
controlled, or subject to control by an insurer. (V.T.1.C
Art. 1.29, Secs. 1l(a) (part), (b) (part).)
Source Law

Art. 1.29

Sec. 1. (a) [No director or officer of any insurance
conpany] transacting business in or organized under the | aws of
this State, and [no person] who is directly or indirectly the
beneficial owner of nore than 10% of any class of equity security
of any such insurance conpany,

(b) "Person," as used herein, shall nean an individual, a
corporation, a partnership, an association, a joint-stock
conpany, a business trust, or an unincorporated organization.

"Subsidiary," as used herein shall nmean any corporation in
whi ch an insurance conpany owns 50% or nore of any cl ass of
equity securities of such corporation, or which is managed by or
is directly or indirectly controlled by or is subject to control
by an i nsurance conpany.

Revisor's Note

(1) Section 1(a), V.T.I.C Article 1.29, refers to a
"person who is directly or indirectly the beneficial owner of
nmore than 10% of any class of equity security" of an insurer and
subsequently refers to that person as a "shareholder." For
drafting convenience and to clarify that each reference to a
"sharehol der” of an insurer under V.T.1.C. Article 1.29 neans a
person who is directly or indirectly the beneficial owner of nore
than 10 percent of any class of equity security of the insurer,
the revised | aw adds the definition of "major sharehol der” and
t hroughout the subchapter substitutes that termfor the substance
of the definition and for each reference to a "sharehol der."

(2) Section 1(b), V.T.I.C Article 1.29, defines "person."
The revised | aw i ncorporates the substance of that definition
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into the added definition of "major sharehol der" because the only
reference to "person” in the source lawis the reference to a
"person” who is a sharehol der, as described by Revisor's Note (1)
to this section.
Revi sed Law
Sec. 805.002. APPLICABILITY OF SUBCHAPTER. (a) This

subchapter applies to any insurer, including a:

(1) capital stock conpany;

(2) reciprocal or interinsurance exchange;

(3) Lloyd s plan;

(4) fraternal benefit society;

(5) rmutual conpany, including a mutual assessnent

conpany;

(6) local nutual aid association;

(7) burial association;

(8) county mutual insurance conpany;

(9) farmnutual insurance conpany;

(10) fidelity, guaranty, or surety conpany;

(11) rmutual life insurance conpany;

(12) nutual insurance conpany other than a nmutual life
I nsurance conpany;

(13) stipulated prem um conpany;

(14) title insurance conpany; and

(15) any other insurance conpany engaged in the
busi ness of insurance in or organized under the laws of this
state or otherw se regul ated under this code.

(b) A provision of this code Ilimting regulation under this
code does not limt the application of this subchapter.

(c) This subchapter controls if there is anbiguity or a
conflict between this subchapter and another provision of this
code. (V.T.I.C Art. 1.29, Secs. 1(b) (part), 2.)

Source Law

[ Sec. 1]
(b)

"I nsurance conpany," as used herein, shall include and nean
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capital stock conpanies, reciprocal or inter-insurance exchanges,
Ll oyd's conpanies, fraternal benefit societies, nutual and nutual
assessnment associations, |ocal mutual aids, |ocal nutual burial
associ ations, county and farm nutual associations, fidelity,
guaranty and surety conpanies, [trust conpani es organi zed under
the provisions of Chapter 7 of this Code,] nutual |ife insurance
conpani es, nutual insurance conpanies other than life, stipulated
prem um conpanies, title insurance conpanies, and all other
insurers transacting an insurance business in this State.

Sec. 2. The provisions of this Article are applicable to al
I nsurance conpani es subject to regulation by the Insurance Code
and any provision of exenption or any provision of
i napplicability or applicability Iimting such regulation in any
chapter of the Code are not in limtation of the provisions of
this Article, and in the event of conflict between this Article
and any other article of the Code or in the event of any
anbiguity the provisions of this Article shall govern.

Revisor's Note

Section 1(b), V.T.1.C Article 1.29, defines "insurance
conpany" to include "trust conpani es organi zed under the
provi sions of Chapter 7 of this Code." Those provisions were
derived originally from Chapter 10, CGeneral Laws, Acts of the
29t h Legi sl ature, 1st Called Session, 1905, and were eventually
transferred to the Insurance Code on the enactnent of that code
in 1951. The revised law omts the reference to "trust
conpani es" because Section 1, Chapter 388, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, repeal ed the provisions of
Chapter 7, Insurance Code. The renmainder of Chapter 388 enacted
new requirenments applicable to the creation and organi zati on of
trust conpani es, sone of which were added to Vernon's Texas G vil
Statutes as Article 1513a. That article was repeal ed by Chapter
168, Acts of the 70th Legislature, 1987, which added the
substance of Article 1513a to the |aw on the organi zati on of
trust conpanies contained in Chapter Xl, The Texas Banki ng Code
(Article 342-1101 et seq., Vernon's Texas Civil Statutes). To

78C204 DLF-D
67



the extent that any trust conpanies organi zed under Chapter 7,
| nsurance Code, still exist and operate as insurers, they are
included in the reference under Subsection (a)(15) of the revised
law to "any ot her insurance conpany engaged in the business of
insurance." The omtted | aw reads:

(b) . . . trust conpanies organi zed under the provisions of
Chapter 7 of this Code .

Revi sed Law

Sec. 805.003. PROH BITED ACTIVITIES. (a) A director,
of ficer, or major sharehol der of an insurer may not:

(1) except as provided by this subchapter, directly,
indirectly, or through a substantial interest in another
corporation, firm or business unit receive noney or another
thing of value for negotiating, procuring, recommending, or
aiding in a purchase, sale, or exchange of property or a |loan
fromthe insurer or its subsidiary;

(2) directly, indirectly, or through a substanti al
interest in another corporation, firm or business unit have a
pecuniary interest in a purchase, sale, exchange, or |oan
descri bed by Subdivision (1) as a principal, co-principal, agent,
or beneficiary; or

(3) directly or indirectly accept a | oan or guarantee
descri bed by Subsection (b).

(b) An insurer may not directly, indirectly, or through its
subsidiary make a loan to or guarantee the financial obligation
of a director, officer, or major sharehol der of an insurer.
(V.T.1.C Art. 1.29, Sec. 1(a) (part).)

Source Law

Sec. 1. (a) No director or officer of any insurance conpany
[and] no person [who is directly or indirectly the
beneficial owner of nore than 10% of any class of equity security
of any such insurance conpany,] shall receive, except as
permtted by this Article, any noney or valuable thing, either
directly or indirectly or through any substantial interest in any

78C204 DLF-D
68



ot her corporation, firmor business unit for negotiating,
procuring, recommending or aiding in any purchase, sale or
exchange of property or |oan, made by any such conpany or any
subsidiary thereof; nor shall he be pecuniarily interested,
either as principal, co-principal, agent or beneficiary, either
directly or indirectly, or through any substantial interest in
any other corporation, firmor business unit, in any such
purchase, sal e, exchange or loan; nor shall such conpany make
any loan to or guarantee the financial obligation of any such
director, officer or shareholder, either directly or indirectly,
or through its subsidiaries, nor shall any such director, officer
or sharehol der accept any such | oan or guarantee either directly
or indirectly.

Revi sed Law
Sec. 805.004. ACTIVITIES NOT PROH BI TED. Thi s subchapter
does not prohibit:
(1) a director, officer, or major sharehol der of an
i nsurer from

(A) becom ng a policyhol der of the insurer and
exercising the usual rights of a policyhol der;

(B) participating as beneficiary in a pension
pl an, deferred conpensation plan, profit-sharing or bonus plan,
stock option plan, or simlar plan adopted by the insurer and for
which the director, officer, or major sharehol der may be eligible
under the terns of the plan;

(C© receiving a salary, bonus, or other
remuneration for a service rendered to the insurer as an enpl oyee
of the insurer and not in violation of another provision of this
code; or

(D) entering into an arms-length transaction with
the insurer if:

(1) the transaction is not prohibited by
anot her statute; and

(1i) the comm ssioner approves the
transaction before the transaction is made;

78C204 DLF-D
69



(2) a director of an insurer from
(A) perform ng professional services not required
of a director by law, or
(B) receiving director's fees or reinbursenent
for an expense incurred in the performance of a duty as a
di rector;

(3) a transaction wthin an insurance hol di ng conpany
system by an insurer with its hol di ng conpany, subsidiary, or
affiliate that:

(A) is not prohibited by |aw
(B) neets the test of being fair and proper; and
(C© is reqgulated by another statute;
(4) a transaction or arrangenent that:
(A) is not prohibited by Iaw, and
(B) neets the test of being fair and proper as
prescribed by rul es adopted by the conm ssioner; or

(5) the approval and paynent of |awful dividends to

pol i cyhol ders and shareholders. (V.T.I.C Art. 1.29, Sec. 1(c).)
Source Law

(c) Nothing in this Article shall be construed as
prohi biting the foll ow ng:

(1) Any such director, officer or sharehol der from
becom ng a policyhol der of the insurance conpany and enjoying the
usual rights of a policyholder or fromparticipating as
beneficiary in any pension plan, deferred conpensation plan,
profit-sharing or bonus plan, stock option plan, or simlar plan
adopt ed by the insurance conpany and to which he nay be eligible
under the terms of such plan; or prohibit any such director,
of ficer or shareholder fromreceiving sal aries, bonuses and ot her
remuneration for services rendered to the insurance conpany as an
enpl oyee and not in violation of other provisions of the
| nsurance Code.

(2) Professional services performed by such directors
for duties not placed by |Iaw upon a director and director's fees
and expense rei nbursenent for the performance of their duties as
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di rectors.

(3) The approval and paynent of |awful dividends to
pol i cyhol ders and shar ehol ders.

(4) Any other arnms-length transaction not forbidden by
ot her statutes between such directors, officers and sharehol ders
and such i nsurance conpany, provided such transactions are
approved prior to the making thereof by the Conm ssioner of
| nsur ance.

(5 (A Any transactions wthin an insurance hol di ng
conpany system by insurers with their hol di ng conpani es,
subsidiaries or affiliates that are not prohibited by |aw, that
nmeet the test of being fair and proper, and that are regul ated by
other statutes; and (B) other transactions or arrangenents not
prohibited by law that neet the test of being fair and proper as
prescribed by rules and regul ati ons adopted by the State Board of
| nsur ance.

Revi sor's Note
(1) Section 1(c)(1), V.T.1.C. Article 1.29, refers to a
pol i cyhol der "enjoying the usual rights of a
policyholder . . . ." The revised | aw substitutes "exercising"

for "enjoying" because the terns are synonynous in context and
the former is nore comonly used.

(2) Section 1(c)(5(B), V.T.I1.C. Article 1.29, refers to
"rules and regulations.” The revised law omts the reference to
"regul ati ons" because under Section 311.005(5), CGovernnent Code
(Code Construction Act), a rule is defined to include a
regul ation. That definition applies to the revised | aw

(3) Sections 1(c)(4) and 1(c)(5(B), V.T.1.C. Article 1.29,
refer to the "Conm ssioner of Insurance" and the "State Board of
| nsurance, " respectively. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of I|Insurance. Chapter 31
defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
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conmi ssi oner of insurance and the Texas Departnent of |nsurance.
The revised law is drafted accordingly.

[ Secti ons 805. 005-805. 020 reserved for expansion]
SUBCHAPTER B. CERTAI N PAYMENTS BY DI RECTORS, OFFI CERS, AND
TRUSTEES
Revi sed Law

Sec. 805.021. LIABILITY FOR FEE AND TAX PAYMENTS. (a) In
this section, "fee or tax" includes a |icense, excise, privilege,
prem um or occupation fee or tax.

(b) A director, officer, or trustee of an insurer is not
personally liable, in complying with the law, for the paynent of
or for the determnation not to contest the paynent of a fee or
tax to a state or a political subdivision of a state that the
board of directors or trustees considers to be in the corporate
interest of the insurer.

(c) Subsection (b) does not apply if, before the paynment of
the fee or tax, the state court of final appellate jurisdiction
or the United States Suprene Court expressly holds that the | aw
i nposing the fee or tax is invalid.

(d) This section does not directly or indirectly limt,
mnimze, or interpret the rights and powers of an insurer or the
directors, officers, or trustees of an insurer. (V.T.I.C
Art. 21.37.)

Source Law

Art. 21.37. No officer, trustee, or director of any insurer
shall, in conplying with the statutes, be subject to any personal
l[iability by reason of any paynent, or determ nation not to
contest paynent, deenmed by the board of directors or trustees to
be in the corporate interest of such insurer, of any |icense,
exci se, privilege, premum occupation, or other fee or tax to
any State, territory, or political subdivision thereof, unless
prior to such paynent the statute, ordinance, or other |aw
i nposi ng such fee or tax shall have been expressly held invalid
by the State Court having final appellate jurisdiction in the
prem ses, or by the Suprenme Court of the United States; provided,
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however, that nothing contained herein shall be construed as
directly or indirectly limting, mnimzing, or interpreting the
rights and powers of insurers and their officers, trustees, and
directors heretofore existing.

Revisor's Note
(1) V.T.1.C Article 21.37 refers to a "State, [or]
territory . . . ." The revised law omts the reference to
"territory" as unnecessary because Section 311.005(7), Governnent
Code (Code Construction Act), defines "state,"” when referring to
a part of the United States, to include any territory of the
United States. That definition applies to the revised | aw
(2) V.T.1.C. Article 21.37 refers to a "statute, ordinance,
or other law." The revised law omts the references to "statute"
and "ordi nance" because "law' is defined as a body of rules of
action or conduct prescribed by a controlling authority and
havi ng binding | egal force, and "statute" and "ordi nance" are
included within the scope of that definition.
[ Chapters 806-820 reserved for expansion]
SUBTI TLE B. ORGANI ZATI ON OF REGULATED ENTI TI ES
CHAPTER 821. CENERAL PROVI SI ONS
SUBCHAPTER A. M NI MUM | NSURANCE TO BE MAI NTAI NED BY | NSURER
Sec. 821.001. APPLICABILITY OF SUBCHAPTER 62
Sec. 821.002. EXEMPTI ONS 64
Sec. 821.003. M N MUM REQUI REMENTS 65
Sec. 821.004. REPORT TO ATTORNEY CGENERAL; SU T AGAI NST
| NSURER 66
[ Sections 821. 005-821. 050 reserved for expansion]
SUBCHAPTER B. ASSOCI ATI ON OF | NSURANCE COVPANI ES
Sec. 821.051. PAYMENT OF TAXES AND FEES; COMPLI ANCE
W TH LAW 67
CHAPTER 821. CENERAL PROVI SI ONS
SUBCHAPTER A. M NI MUM | NSURANCE TO BE MAI NTAI NED BY | NSURER
Revi sed Law
Sec. 821.001. APPLICABILITY OF SUBCHAPTER. (a) This
subchapter applies to any insurer that is required by lawto hold
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a certificate of authority issued by the departnent, including:

(1) a donestic insurance conpany;

(2) a nutual life insurance conpany;

(3) a statewi de nutual assessnent conpany;

(4) a nutual insurance conpany other than a life
I nsurance conpany operating under Chapter 883;

(5 a Lloyd' s plan;

(6) a reciprocal or interinsurance exchange; and

(7) atitle insurance conpany.

(b) This subchapter does not apply to:

(1) an insurer before the second anniversary of the
date the insurer's original certificate of authority is issued;
or

(2) an insurer that was paid nore than $50,000 in
gross prem umincone by policyholders during the preceding
accounting year of the insurer. (V.T.I.C Art. 21.45, Sec. 1
(part).)

Source Law

Art. 21.45
Sec. 1. Every donestic insurance conpany, corporation
mutual |ife insurance conpany, state-w de nmutual assessnent

conpany, nutual insurance conpany other than |ife operating under
and governed by the provisions of Chapter 15 of the Insurance
Code, Lloyds, reciprocal or interinsurance exchange, title

i nsurance conpany, or other insurer which is by law required to
be licensed by the Board of Insurance Conm ssioners of the State
of Texas . . . provided, however, that the provisions of this Act
shall not apply to any such insurer which has had paid to it by
Policy Hol ders gross premiumincone in excess of Fifty Thousand
Dol l ars ($50,000) during its |ast preceding accounting year, or
until two (2) years after its original certificate of authority
has been issued; and .
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Revisor's Note

(1) Section 1, V.T.I1.C. Article 21.45, refers to an
"insurance conpany" and a "corporation." The revised law omts
the reference to "corporation” as unnecessary because the neani ng
of that termis included within the neaning of "conpany."

(2) Section 1, V.T.1.C. Article 21.45, refers to a nutual
i nsurance conpany "operating under and governed by the provisions
of Chapter 15 of the Insurance Code." The revised law omts
"governed by" as unnecessary because a conpany operating under a
chapter is necessarily governed by that chapter.

(3) Section 1, V.T.1.C Article 21.45, refers to an insurer
"required to be licensed.” The revised |aw substitutes "required
to hold a certificate of authority"” for "required to be |icensed"
because "certificate of authority" is the termused throughout
this code in relation to an entity's authority to engage in
busi ness.

(4 V.T.1.C Article 21.45 refers to the "Board of
| nsurance Comm ssioners.” Under Chapter 499, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, adm nistration of the
insurance laws of this state was reorgani zed and the powers and
duties of the Board of Insurance Conmm ssioners were transferred
to the State Board of I|Insurance. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of |nsurance, as appropriate.
Chapter 31 defines "conm ssioner"” and "departnent” for purposes
of this code and the other insurance laws of this state to nean
the comm ssioner of insurance and Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of Insurance Comm ssioners or the State Board of Insurance have
been changed appropriately.

(5 Section 1, V.T.1.C Article 21.45, refers to "its | ast
precedi ng accounting year," nmeaning the | ast precedi ng accounting
year of an insurer. The revised |aw substitutes "the precedi ng
accounting year of the insurer” for "its |ast preceding
accounting year."
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Revi sed Law
Sec. 821.002. EXEMPTIONS. This subchapter does not apply

t o:

(1) a fraternal benefit society operating under
Chapt er 885;

(2) a local mutual aid association or |ocal nutua
burial association operating under Chapters 886, 887, and 888;

(3) a statewi de nutual assessnment conpany or
associ ation operating under Chapters 881, 887, or 888;

(4) another association operating under Subchapter C,
Chapt er 887,

(5) a farmnutual insurance conpany operating under
Chapter 911; or

(6) a county nutual fire insurance conpany operating
under Chapter 912. (V.T.1.C Art. 21.45, Sec. 3.)

Source Law

Sec. 3. The local nutual aid associations and | ocal nutual
burial associations authorized to transact business under
Chapters 12 and 14 of the Insurance Code, state-w de nutual
assessnment conpani es or associations authorized to transact
busi ness under Chapters 13 and 14 of the Insurance Code, farm
mut ual i nsurance conpani es authorized to transact business under
Chapter 16 of the Insurance Code, county nutual fire insurance
conpani es aut horized to transact business under Chapter 17 of the
| nsurance Code, fraternal benefit societies authorized to
transact business under Chapter 10 of the Insurance Code, and
t hose associ ations which are authorized to transact business
under the provisions of Article 14.17 of the Insurance Code,
shall be exenpt fromthe provisions of this Article.

Revi sed Law
Sec. 821.003. M N MUM REQUI REMENTS. An insurer mnust
maintain at all times not |ess than 100 policyhol ders or
certificate holders nor |less than $200, 000 of insurance that the
insurer has witten or acquired through reinsurance contracts.
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(V.T.1.C. Art. 21.45, Sec. 1 (part).)
Source Law

Sec. 1. [Every donestic insurance conpany, corporation
mutual |ife insurance conpany, state-w de nmutual assessnent
conpany, nutual insurance conpany other than |ife operating under
and governed by the provisions of Chapter 15 of the Insurance
Code, Lloyds, reciprocal or interinsurance exchange, title
i nsurance conpany, or other insurer which is by lawrequired to
be licensed by the Board of Insurance Conm ssioners of the State
of Texas,] shall maintain in force at all tinmes not |ess than one
hundred (100) Policy Holders or Certificate Hol ders nor |ess than
Two Hundred Thousand Dol | ars ($200, 000) of insurance which has
been witten by said insurer or which has been acquired through
rei nsurance contracts;

Revi sed Law

Sec. 821.004. REPORT TO ATTORNEY GENERAL; SU T AGAI NST
| NSURER. (a) The departnent shall report to the attorney general
an insurer's failure to conply with this subchapter.

(b) On receiving a report under Subsection (a), the
attorney general shall bring suit in a district court in Travis
County agai nst the insurer to cancel, forfeit, and revoke the
i nsurer's:

(1) charter, articles of association, or articles of
agreenent; and
(2) certificate of authority. (V.T.1.C Art. 21.45,

Sec. 2.)
Source Law

Sec. 2. The Board of Insurance Comm ssioners shall report to
the Attorney Ceneral the failure of any insurer to conply with
the provisions of this Article, whereupon the Attorney GCeneral
shall bring suit in any district court of Travis County, Texas,
for the purpose of cancelling, forfeiting and revoking the
charter, articles of association, or articles of agreenent, and
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for the purpose of cancelling, forfeiting and revoking the
certificate of authority of any such insurer.

Revi sor's Note
(End of Subchapter)

Section 1, V.T.1.C. Article 21.45, provides that, until one
year after the effective date of the article, the article does
not apply to an insurer that has been issued an origi nal
certificate of authority before the effective date of the
article. The revised law omts that provision as executed | aw
because Article 21.45, which took effect on Septenber 5, 1955,
has been in effect for nore than one year and now applies to any
i nsurer not otherw se excepted whose original certificate of
authority was issued before that date. The omtted | aw reads:

Sec. 1. . . . further provided that the provisions of this
Act shall not take effect as to any insurer which has heretofore
been issued an original certificate of authority until one (1)
year after the effective date of this Act.

[ Sections 821. 005-821. 050 reserved for expansion]

SUBCHAPTER B. ASSOCI ATI ON OF | NSURANCE COVPANI ES
Revi sed Law
Sec. 821.051. PAYMENT OF TAXES AND FEES; COWMPLI ANCE W TH
LAW (a) Life, health, fire, marine, or inland marine insurance
conpani es that associate to issue or sell insurance policies may
not engage in the business of insurance in this state until each
conpany has:
(1) paid the conpany's taxes and fees that are due;

and
(2) conplied with all requirenents of |aw.
(b) The comm ssioner may not authorize to engage in the
busi ness of insurance in this state an insurance conpany that
does not conply with Subsection (a). (V.T.1.C. Art. 21.34.)
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Source Law

Art. 21.34. In the event that any nunber of insurance
conpani es, whether life, health, fire, marine or inland, should
associ ate thensel ves together for the purpose of issuing or
vendi ng policies or joint policies of insurance, such association
shall not be permtted to do business in this State until the
taxes and fees due fromeach of said conpanies shall have been
paid and all the conditions of the law fully conplied with by
each conpany; and any conpany failing or refusing to pay such
taxes and fees, and to fully conply with the requirenents of | aw,
shal |l be refused perm ssion by the Board to do business in this
St at e.

Revisor's Note
V.T.1.C. Article 21.34 refers to "marine or inland"
i nsurance conpani es. The revised |aw substitutes "inland mari ne"
for "inland" because "inland nmarine insurance" is the phrase nore
commonly used in the insurance industry.
CHAPTER 822. GENERAL | NCORPORATI ON AND REGULATORY
REQUI REMENTS FOR | NSURANCE COMPANI ES OTHER THAN
LI FE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 822.001. APPLICABILITY OF CHAPTER 69
Sec. 822.002. APPLICABILITY OF LAW GOVERNI NG CORPORATI ONS 70
Sec. 822.003. EFFECT ON TRANSACTI ONS BETWEEN | NSURANCE
COVPANI ES AND OTHERS 71
[ Sections 822. 004-822. 050 reserved for expansion]
SUBCHAPTER B. FORVATI ON AND STRUCTURE OF COMPANY
Sec. 822.051. FORMATI ON OF COVPANY 73
Sec. 822.052. ARTICLES OF | NCORPORATI ON 74
Sec. 822.053. COWANY'S NAVE 74
Sec. 822.054. CAPI TAL STOCK AND SURPLUS REQUI REMENTS 74
Sec. 822.055. SHARES OF STOCK W TH PAR VALUE 75
Sec. 822.056. SHARES OF STOCK W THOUT PAR VALUE 78
Sec. 822.057. APPLI CATI ON FOR CHARTER 80
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Sec. 822.058. ACTI ON BY COW SSI ONER AFTER FI LI NG OF
APPL| CATI ON FOR CHARTER 83
Sec. 822.059. ACTI ON ON APPLI CATI ON FOR CHARTER 84
Sec. 822.060. ACTI ON ON APPLI CATI ON 85
Sec. 822.061. | SSUANCE OF CHARTER 86
[ Sections 822.062-822. 100 reserved for expansion]
SUBCHAPTER C. AUTHORITY TO ENGAGE I N BUSI NESS I N THI S STATE
Sec. 822.101. CERTIFI CATE OF AUTHORI TY 87
[ Sections 822.102-822. 150 reserved for expansion]
SUBCHAPTER D. MANAGEMENT OF COVPANY
Sec. 822.151. CONDUCTI NG SHAREHOLDERS MEETI NG 88
Sec. 822.152. BOARD OF DI RECTORS 89
Sec. 822.153. ELECTI ON OF DI RECTORS 90
Sec. 822.154. OFFI CERS 91
Sec. 822.155. APPLI CATI ON FOR AMENDMVENT OF CHARTER 91
Sec. 822.156. CERTI FI CATE REQUI RED FOR AMENDMVENT OF CHARTER
TO AUTHORI ZE SHARES W THOUT PAR VALUE 92
Sec. 822.157. ACTI ON BY COW SSI ONER AFTER FI LI NG OF
APPL| CATI ON FOR CHARTER AMENDMENT 93
Sec. 822.158. DETERM NATI ON ON APPLI CATI ON FOR CHARTER
AVENDNVENT 94
[ Sections 822.159-822. 200 reserved for expansion]
SUBCHAPTER E. CAPI TAL, SURPLUS, AND GUARANTY FUND
REQUI REMENTS
Sec. 822.201. APPLICABILITY OF CAPI TAL AND SURPLUS
REQUI REMENTS 96
Sec. 822.202. FULL COVERAGE AUTOMOBI LE | NSURANCE
DETERM NATI ON OF AMOUNTS 96
Sec. 822.203. CAPI TAL REQUI RED GENERALLY 97
Sec. 822.204. FORM OF CAPI TAL AND SURPLUS 98
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Sec. 822.205. UNENCUMBERED SURPLUS OR GUARANTY FUND
REQUI REMENTS FOR CERTAI N | NSURANCE
COVPANI ES 99
Sec. 822.206. REPURCHASE OF CAPI TAL STOCK BY TENDER OFFER
OR PRI VATE TRANSACTI ON 101
Sec. 822.207. REPURCHASE OF CAPI TAL STOCK ON OPEN
MARKET 102
Sec. 822.208. APPLI CATI ON FOR REPURCHASE OF COWPANY' S
SHARES SUBJECT TO OTHER LAW 103
Sec. 822.209. REINVESTMENT OF CAPI TAL STOCK 104
Sec. 822.210. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS 105
Sec. 822.211. ACTION OF COW SSI ONER WHEN CAPI TAL OR SURPLUS
REQUI REMENTS NOT SATI SFI ED 106
Sec. 822.212. | NCREASE OF CAPI TAL AND SURPLUS 107
CHAPTER 822. GENERAL | NCORPORATI ON AND REGULATORY
REQUI REMENTS FOR | NSURANCE COMPANI ES OTHER THAN
LI FE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 822.001. APPLICABILITY OF CHAPTER Except as ot herw se
provided by this code, this chapter applies to the formation of
each conpany or organi zation that proposes to engage in any Kkind
of insurance business other than a life, health, or accident
i nsurance conpany organi zed or operating under Chapter 841, 881,
882, 884, 885, 886, 887, or 888. (V.T.I.C. Art. 2.01, Subsec.
(a); Art. 2.18 (part).)

Source Law

Art. 2.01. (a) The provisions of this Chapter shall apply
to the formati on of each conpany or organi zati on whi ch proposes
to engage in any kind of insurance business, other than |ife,
heal th or accident insurance conpani es organi zed or operating
under the provisions of Chapters 3, 10, 11, 12, 13, 14, or 22 of
this Code; and except as in this Code otherw se provided.
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Art. 2.18. . . . None of the provisions of this Chapter 2
shal |l apply to insurance conpani es organi zed or operating under
the provisions of Chapter 3 or Chapter 11 of this Code, and
Chapters 10, 12, 13, or 14 of this Code.

Revisor's Note
Subsection (a), V.T.I.C Article 2.01, refers to Chapter 3
of this code. The pertinent portions of Chapter 3 relating to
the formation of donestic life, health, and accident insurance
conpanies are revised in Chapter 841. The revised lawis drafted
accordingly.

Revi sed Law
Sec. 822.002. APPLI CABILITY OF LAW GOVERNI NG CORPORATI ONS

An i nsurance conpany incorporated in this state is subject to the
Texas Business Corporation Act, the Texas M scel | aneous
Corporation Laws Act (Article 1302-1.01 et seq., Vernon's Texas
Cvil Statutes), and any other law of this state that governs
corporations in general to the extent those | aws are not
i nconsistent with this code. (V.T.I.C. Art. 2.18 (part).)

Source Law

Art. 2.18. The | aws governing corporations in general shal
apply to and govern insurance conpanies incorporated in this
State in so far as the sane are not inconsistent with any
provi sion of this Code.

Revisor's Note
V.T.1.C. Article 2.18 refers to "laws governi ng corporations
in general." For the convenience of the reader, the revised | aw
adds references to the Texas Business Corporation Act and the
Texas M scel | aneous Corporation Laws Act (Article 1302-1.01 et
seqg., Vernon's Texas Cvil Statutes), which are |laws that govern
corporations in general.
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Revi sed Law
Sec. 822.003. EFFECT ON TRANSACTI ONS BETWEEN | NSURANCE

COMPANI ES AND OTHERS. The foll owi ng sections do not restrict or
nodi fy any provision of this code relating to a transaction
bet ween an i nsurance conpany and the insurance conpany's
affiliates, or between an insurance conpany and certain
sharehol ders, directors, or officers of the insurance conpany, as
provi ded by Subchapter A, Chapter 805, and Chapter 823:

(1) Sections 822.055 and 822. 056;

(2) Section 822.057(a)(4);

(3) Section 822.061;

(4) Section 822.156;

(5) Sections 822.158(d) and (e); and

(6) Sections 822.206 and 822.207. (V.T.I.C Art. 2.07,
Sec. 7(c).)

Source Law

(c) No provision of this article shall be deened to
restrict or nodify the provisions in the I nsurance Code relative
to transactions between an insurer and its affiliates, certain
sharehol ders, directors and officers as defined and Iimted by
Chapter 1037, Acts of the 62nd Legi sl ature, Regul ar Session, 1971
(Article 1.29, Vernon's Texas | nsurance Code), and Chapter 356,
Acts of the 62nd Legi sl ature, Regul ar Session, 1971 (Article
21.49-1, Vernon's Texas |nsurance Code), as the sane now exi st or
may be anmended in the future.

Revisor's Note

Section 7(c), V.T.1.C. Article 2.07, refers to "Chapter
1037, Acts of the 62nd Legi sl ature, Regul ar Session, 1971
(Article 1.29, Vernon's Texas | nsurance Code), and Chapter 356,
Acts of the 62nd Legi sl ature, Regul ar Session, 1971 (Article
21.49-1, Vernon's Texas | nsurance Code), as the sane now exi st or
may be anmended in the future."” The pertinent parts of those
articles are revised as Subchapter A, Chapter 805, and Chapter
823, respectively. The revised lawis drafted accordingly. The
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revised law omts the phrase "as the same now exist or may be
anmended in the future" because Section 311.027, CGovernnent Code
(Code Construction Act), applicable to the revised |aw, states
that a reference to a statute includes reenactnents, revisions,
or anmendnents of the statute.
Revisor's Note
(End of Subchapter)

(1) V.T.1.C. Article 2.03-1 provides that "[l]ive stock
I nsurance conpani es organi zed prior to April 1, 1955 under the
provisions of Article 2.03 of the Insurance Code and conti nui ng
to do a live stock insurance business only" are exenpt fromthe
provisions of this code. The original provision of V.T.I.C
Article 2.03, which provided for the organization of |ivestock
I nsurance conpani es, was anmended by Section 6, Chapter 117, Acts
of the 54th Legislature, Regular Session, 1955, to incorporate
the provisions relating to anendnents to charters now contai ned
in V.T..C Article 2.03. The effect of the amendnent is to
repeal by om ssion the original provisions of Article 2.03. The
subj ect of l|ivestock insurance conpani es was addressed by Section
12a of the 1955 amendnent, the provision enacting V.T.1.C,
Article 2.03-1. Article 2.03-1 is omtted fromthe revised | aw
because, according to the records of the Texas Departnent of
| nsurance, no |ivestock insurance conpany exists that continues
to wite livestock insurance exclusively. The omtted | aw reads:
Art. 2.03-1. Live stock insurance conpani es organi zed prior
to April 1, 1955 under the provisions of Article 2.03 of the
| nsurance Code and continuing to do a |ive stock insurance
busi ness only shall be exenpt fromthe provisions of this Act.

(2) V.T.1.C. Article 2.19 prohibits the incorporation of
certain conpanies nentioned in "Acts of 1923 of the 38th
Legi sl ature, Chapter 157, page 336, being Article 4698, Revised
Cvil Statutes of 1925." Section 1 of Chapter 157 descri bes
certain cooperative savings and contract |oan conpani es that were
required to be dissolved by that sanme section not |ater than the
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10t h anniversary of the date on which that Act was passed. The
revised law omts V.T.I.C. Article 2.19 as unnecessary because
this chapter does not purport to authorize the formation of a
cooperative savings and contract | oan conpany. The omtted | aw
r eads:

Art. 2.19. There shall not be incorporated any such
Co- operative Savings and Contract Loan Conpanies as are nentioned
in Acts of 1923 of the 38th Legislature, Chapter 157, page 336,
being Article 4698, Revised Cvil Statutes of 1925.

[ Sections 822.004-822. 050 reserved for expansion]
SUBCHAPTER B. FORVMATI ON AND STRUCTURE OF COMPANY
Revi sed Law

Sec. 822.051. FORMATI ON OF COWPANY. (a) Any nunber of
persons may form a conpany for the purpose of engaging in the
busi ness of insurance.

(b) To forma conpany, each incorporator nmust adopt and
sign the articles of incorporation of the conpany as provi ded by
this code. (V.T.I.C Art. 2.01, Subsec. (b) (part).)

Source Law

(b) Any nunber of persons desiring to forma conpany for
t he purpose of transacting insurance business shall adopt and
sign Articles of Incorporation as provided in this Code.

Revisor's Note
Subsection (b), V.T.I.C Article 2.01, refers to "persons
desiring to forma conpany.” Throughout this chapter, the
revised | aw substitutes the term"incorporators" for "persons
desiring to forma conpany” or "corporators" for drafting
conveni ence and for consistency with nodern usage and ot her
provi sions of this code.

Revi sed Law
Sec. 822.052. ARTICLES OF | NCORPORATION. Articles of
i ncorporation of a proposed insurance conpany nust state:
(1) the nane of the conpany;
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(2) the location of the conmpany's principal business
of fice;

(3) the kind of insurance business in which the
conpany proposes to engage;

(4) the anount of the conpany's capital stock; and

(5) the amount of the conpany's surplus. (V.T.I.C
Art. 2.02, Subsec. (a) (part).)

Source Law

Art. 2.02. (a) Such Articles of Incorporation shal

cont ai n:

1. The nane of the conpany;

2. The locality of the principal business office of
such conpany;

3. The kind of insurance business in which the conpany
proposes to engage;

4. The anount of its capital stock and its surplus

Revi sed Law
Sec. 822.053. COVWANY'S NAME. An insurance conpany's nanme
may not be so simlar to the nane of another insurance conpany as
to likely mslead the public. (V.T.1.C. Art. 2.02, Subsec. (a)

(part).)

Source Law

(a)
1. . . . the nane selected may not be so simlar to
t he nane of any other insurance conpany as to be likely to
m sl ead the public;

Revi sed Law
Sec. 822.054. CAPITAL STOCK AND SURPLUS REQUI REMENTS. (a)
An i nsurance conpany must have capital stock in an amount of at
least $1 mllion and surplus in an anount of at least $1 mllion.
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(b) At the tinme of incorporation, the required capital and
surplus nmust be in cash. (V.T.1.C. Art. 2.02, Subsecs. (a)

(part), (d).)
Source Law

(a)
4. [The amount of its capital stock and its surplus,]
whi ch shall in no case be less than $1 mllion capital and $1
mllion surplus.

(d) At the tinme of incorporation all of said capital and
surplus shall be in cash

Revi sed Law

Sec. 822.055. SHARES OF STOCK WTH PAR VALUE. (a) An
i nsurance conpany organi zed under the laws of this state may
aut hori ze the issuance of shares of stock with a par val ue of not
| ess than $1 or nore than $100. The conpany may increase from
tinme to time the nunber of shares with a par val ue by an
anendnent to the conpany's charter

(b) Each par val ue share of stock nmust be fully paid before
i ssuance in an anount that is not |less than the share's par
val ue. Par val ue shares issued under this section are not
subject to additional call or assessnent, and the subscriber or
hol der of those shares is not required to make an additi onal
paynment with respect to those shares.

(c) \When an application for charter or an anmendnent to the
charter authorizing the issuance of shares of stock with a par
value is filed, the insurance conpany shall file with the
departnment a statenment under oath stating:

(1) the total nunber of par val ue shares subscri bed;

and
(2) the actual total consideration the conpany
received for those shares.
(d) The sharehol ders of an insurance conpany authori zing
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par val ue shares of stock nust in good faith subscribe and fully
pay for shares representing at | east 50 percent of the total par
val ue of the authorized shares with a par val ue before the
conpany:
(1) is granted a charter; or
(2) anmends its charter to:
(A) authorize the issuance of par val ue shares;
or
(B) increase or decrease fromtinme to tine the
nunmber of authorized par val ue shares.

(e) If all of the authorized par val ue shares of stock are
not subscribed and paid for when the charter is granted or the
amendnent is filed, respectively, the insurance conpany shal
file wwth the departnent a certificate authenticated by a
majority of the directors stating the total nunber of shares
i ssued and the total consideration received for those shares. The
conpany shall file the certificate not later than the 90th day
after the date of issuance of those remaining shares. The
conpany is not required to file an anmendnent to its charter or
take further action to effect the increase in the capital and
surplus of the conpany.

(f) The consideration received by an insurance conpany for
a par value share constitutes capital to the extent of its par
val ue and the remainder, if any, constitutes surplus. (V.T.1.C
Art. 2.07, Secs. 1(a), (b), (c).)

Source Law

Sec. 1. (a) The shares of any insurance conpany organi zed
under the laws of this State, if shares with a nom nal or par
val ue, shall be divided into shares of not |ess than One Dol | ar
($1) each, and not nore than One Hundred Dol lars ($100) each and
t he stockhol ders of any such conpany authorizing the issuance of
its stock with a nom nal or par value shall be required in good
faith to subscribe and fully pay for shares representing at |east
fifty per cent (50% of the aggregate par value of the shares
aut hori zed to be issued with a nom nal or par value before said
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conpany shall be chartered or have its charter anmended so as to
aut hori ze the issuance of shares wwth a nomnal or par value. At
the tinme of filing of an original charter or any anendnent of an
exi sting charter authorizing issuance of stock of a nom nal or
par val ue, the conpany shall file a statenment under oath with the
State Board of Insurance setting forth the aggregate nunber of
shares with a nom nal or par val ue subscribed and the actua
aggregate consideration received by the conpany for such shares.
Any and all such shares with a nom nal or par value issued in
accordance with the provisions of this Section shall be fully
paid stock and not liable to any further call or assessnent

t hereon, nor shall the subscriber or holder be |iable for any
further paynments. The consideration received for such shares
shall constitute capital to the extent of the par value of such
share, and the excess, if any, of such consideration shal
constitute surplus. 1In no event shall the capital or surplus be
| ess than the mninumrequired by this Chapter.

(b) In the event all of the shares with a nom nal or par
val ue, authorized by the original charter or any anmendnent, are
not subscribed and paid for at the time the original charter is
granted, or the anmendnent is filed, then when such renaini ng
shares with nom nal or par value are sold and issued, the conpany
shall file with the State Board of Insurance, within ninety (90)
days after the issuance of such shares a certificate
aut henticated by the majority of the directors setting forth the
aggregat e nunber of such additional shares so issued and the
actual aggregate consideration received by the conpany for such
shares. The consideration received for such shares shal
constitute capital to the extent of the par value of such shares,
and the excess, if any, of such consideration shall constitute
surplus. Al shares with a nom nal or par value issued by the
conpany shall be fully paid for prior to issuance at a rate of
not |l ess than the par value thereof. No further act on the part
of the conpany and no charter anendnent shall be necessary to
effect the increase in capital or surplus, or both, of the

conpany.
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(c) The aggregate nunber of shares which the conpany has
authority to issue nmay be increased or decreased fromtine to
time by lawful charter anmendnent as |ong as shares representing
at least fifty per cent (50% of the aggregate par value of the
shares authorized to be issued wwth a nomnal or par value is in
good faith subscribed and paid for in full.

Revisor's Note

(1) Section 1, V.T.I.C. Article 2.07, refers to shares with
a "nomnal or par value.”" The revised law omts the term
"nom nal " because, in context, the terns are synonynous and "par
value" is nore commonly used.

(2) Section 1(a), V.T.I.C Article 2.07, refers to the
"State Board of Insurance."” Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished that board and
transferred its functions to the comm ssioner of insurance and
t he Texas Departnment of I|Insurance. Chapter 31 defines
"comm ssioner” and "departnent” for purposes of this code and the
other insurance laws of this state to nean the conm ssi oner of
i nsurance and the Texas Departnent of |nsurance, respectively.
Throughout this chapter, references to the "State Board of
| nsurance" or the board have been changed to "conm ssioner"” or
"department," as appropriate.

(3) Section 1(a), V.T.1.C Article 2.07, provides that
“"[1]n no event shall the capital or surplus be |less than the
mnimumrequired by this Chapter."” The revised law omts the
quot ed | anguage as unnecessary because it duplicates the m ni num
capital and surplus requirenents of V.T.1.C. Article 2.02(a),
revised in pertinent part as Section 822.054.

(4) Section 1(c), V.T.1.C Article 2.07, provides for a
change in the nunber of authorized shares by "lawful charter
amendnent."” The revised law omts the word "lawful" as
unnecessary because it does not add to the clear neaning of the
| aw.
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Revi sed Law

Sec. 822.056. SHARES OF STOCK W THOUT PAR VALUE. (a) An
i nsurance conpany organi zed under the laws of this state, on
i ncorporation or by an amendnent to its charter, may authorize
t he i ssuance of shares of stock w thout par val ue.

(b) Each share of stock w thout par value nust be equal in
all respects.

(c) An insurance conpany may issue and di spose of
aut hori zed shares w thout par value for noney or for notes,
bonds, nortgages, and stock in the formauthorized by |aw for
capital stock of insurance conpanies. Each share of stock
W t hout par value nust be fully paid before issuance. After the
conpany receives paynent for a share of stock issued under this
section, the share is not subject to additional call or
assessnment and the subscriber or holder of the share is not
required to make an additional paynment wth respect to the share.

(d) The sharehol ders of an insurance conpany authori zing
shares of stock w thout par value nust in good faith subscribe
and pay for shares representing at |east 50 percent of the
aut hori zed shares w thout par value before the conpany is granted
a charter or has its charter anended to authorize the issuance of
shares w thout par value. The total anount paid for the shares
nmust be at |east $250, 000.

(e) If all of the authorized shares of stock w thout par
val ue are not subscribed and paid for when the charter is granted
or the anendnent is filed, respectively, the insurance conpany
shall file wth the departnment a certificate authenticated by a
majority of the directors stating the nunber of shares w t hout
par val ue issued and the consideration received for those shares.
An insurance conpany may issue and di spose of those renaining
aut hori zed shares for noney or an instrunent authorized for
m ni mum capi tal under Section 822.204 and Article 2.10.

(f) The insurance conpany shall file the certificate
requi red by Subsection (e) not later than the 90th day after the
date of issuance of those remaining shares. The portion of the
consi deration received for shares wi thout par value that is
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desi gnated as capital by the conpany's directors, or by the
conpany's shareholders if the charter or articles of
i ncorporation reserve the right to make that determnation to the
sharehol ders, constitutes capital and the remainder, if any,
constitutes surplus. The conpany is not required to file an
amendnent to its charter or take further action to effect the
increase in the capital and surplus of the conpany. (V.T.I.C
Art. 2.07, Secs. 2, 3, 5.)

Source Law

Sec. 2. Upon the incorporation or upon the amendnent of the
charter in the manner now or hereafter provided by |aw, of any
I nsurance conpany organi zed under the laws of this State,
provi sion may be made for the issuance of shares of its stock
w t hout a nom nal or par value. Every such share shall be equa
in all respects to every other such share; provided, however
t hat the stockhol ders of any such conpany authorizing the
i ssuance of its stock without nom nal or par value, shall be
required in good faith to subscribe and pay for at least fifty
(50) per cent of the authorized shares to be issued w thout
nom nal or par value, before said corporation shall be chartered
or have its charter anended so as to authorize the issuance of
shares wi thout nom nal or par value; and provided further that in
no event shall the anount so paid be less than Two Hundred Fifty
Thousand ($250, 000. 00) Dol l ars.

Sec. 3. Such conpanies may issue and di spose of their
aut hori zed shares having no nom nal or par value for noney or
t hose notes, bonds, nortgages and stocks of which the | aw
requires that capital stock of insurance conpani es shall consist.
Any and all shares w thout nom nal or par value issued for the
consideration prescribed or fixed in accordance with the
provi sions of this Section shall be fully paid stock and not
liable to any further call or assessnent thereon, nor shall the
subscri ber or holder be liable for any further paynents.

Sec. 5. In the event all of the shares of stock w thout
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nom nal or par value, authorized by the original charter or any
anendnent, are not subscribed and paid for at the tine the
original charter is granted or the anendnent is filed, then when
such remai ni ng shares of stock w thout nom nal or par value are
sold and issued, the conpany shall file with the Board, within
ninety (90) days after the issuance of such shares a certificate
authenticated by a majority of the directors setting forth the
nunber of such shares so issued and the actual consideration
recei ved by the conpany for such shares. That portion of the
consi deration received by the conpany for such shares and fi xed
by the Board of Directors, unless the charter or articles of

i ncorporation reserve to the shareholders the right to fix the
consi deration, shall constitute capital, and the excess, if any,
of such consideration shall constitute surplus. No further
action on the part of the conpany and no charter anendnent shal
be necessary to effect the increase in capital or surplus, or
both, of the conmpany. The consideration received for such shares
shall be the sane as that required by Article 2.03, Section 5 of
t hi s Code.

Revisor's Note

Section 5, V.T.1.C. Article 2.07, refers to the
consideration for shares "required by Article 2.03, Section 5 of
this Code." Section 5, Article 2.03, provides that "[t] he
property involved in any increase of capital or surplus or both
is properly valued and is as authorized by Article 2.08 or
Article 2.10 of this Code, as sane nmay be applicable.” Section
5 V.T.1.C. Article 2.07, thus, requires that the form of
consi deration received for shares under that section nust be the
sane as the formproperty may take under V.T.1.C Article 2.08 or
2.10. Article 2.08 is revised as Section 822.204. V.T.1.C.
Article 2.10 has yet to be revised in this code. The revised | aw
is drafted accordingly.

Revi sed Law
Sec. 822.057. APPLICATION FOR CHARTER. (a) To obtain a
charter for an insurance conpany, the incorporators nust pay to
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the departnment the fees prescribed by law and file with the
depart nent:
(1) an application for charter on the form and
containing the informati on prescribed by the conm ssioner;
(2) the conpany's proposed articles of incorporation;
(3) an affidavit nade by the incorporators or officers
of the conpany that states that:
(A) the capital and surplus is the bona fide
property of the conpany; and
(B) the information in the articles of
i ncorporation is true and correct; and
(4) if the application provides for the issuance of
shares of stock w thout par value, a certificate authenticated by
the incorporators stating:
(A) the nunber of shares w thout par val ue that
are subscri bed; and
(B) the actual consideration received by the
conpany for those shares.

(b) If the comm ssioner is not satisfied wwth the affidavit
filed under Subsection (a)(3), the comm ssioner may require that
the incorporators provide at their expense additional evidence of
a matter required in the affidavit before the comm ssioner:

(1) receives the proposed articles of incorporation or
the application for charter;

(2) provides notice of a hearing on the application
for charter or holds a hearing; or

(3) issues a certificate of authority to the conpany.

(c) The comm ssioner may not delay providing notice of a
hearing on the application for charter for nore than 10 days.
(V.T.I.C. Art. 2.01, Subsec. (b) (part); Art. 2.05; Art. 2.07,
Sec. 4 (part).)

Source Law

[Art. 2.01]
(b) . . . Applicants shall file with the Board an
application for charter on such formand include therein such
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informati on as nmay be prescribed by the Board, including the
affidavit or affidavits provided by Article 2.05, and the
proposed Articles of Incorporation or of Association, and shal
deposit with the Board the fees prescribed by | aw

Art. 2.05. The corporators or officers of any such conpany
shall be required to certify under oath to the Board the truth
and correctness of the facts set out in the Articles of
| ncorporation and in addition shall certify under oath to the
Board that the capital and surplus is the bona fide property of
such conpany.

If the Board is not satisfied in either event above, it may
at the expense of the incorporators require other satisfactory
evi dence before it shall be required to receive the Articles of
| ncorporation, or application for charter, or give notice of
hearing or hold sane, or issue original Certificate of Authority,
but may not delay the giving of notice of such hearing for nore
than ten days.

[Art. 2.07]

Sec. 4. Insurance conpani es authorizing the issuance of
shares of their stock without a nom nal or par val ue, shal
furnish to and file wth the Board at the tinme of the filing of

the charter or . . . authorizing the issuance of such stock, a
certificate authenticated by the incorporators as to the original
charter and . . . setting forth the nunber of shares w thout

nom nal or par val ue subscribed, and the actual consideration
recei ved by the conpany for such shares.

Revisor's Note
(1) Subsection (b), V.T.I.C. Article 2.01, refers to "the
proposed Articles of Incorporation or of Association." In the
context of the Insurance Code, articles of association are used
to describe certain organi zati onal docunents of certain types of
fraternal benefit societies under Chapter 10, |ocal mutual aid
associ ations under Chapter 12, and joint underwiting
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associ ations under Article 21.49-3b. V.T.1.C. Article 2.01(a),
revised as Section 822.001, states that this chapter does not
apply to the formation of fraternal benefit societies or of |ocal
mut ual aid associations. Joint underwiting associations are not
corporate entities and this chapter does not apply to their
formati on. Consequently, the revised law omts the reference to
articles of association as unnecessary.

(2) V.T.I.C. Article 2.05 refers to an "original
Certificate of Authority.” The revised law omts "original" as
unnecessary because, in the context of the revised law, it is
clear that the certificate of authority that is the subject of
the application is an original, not anmended, certificate.

Revi sed Law

Sec. 822.058. ACTION BY COW SSI ONER AFTER FI LI NG OF
APPLI CATI ON FOR CHARTER. (a) On receipt of an application for
the charter of an insurance conpany, the comm ssioner may set the
date for a hearing on the application.

(b) After the itens required for a charter under Sections
822.057(a)(1) and (2) are filed with the departnent and the
proposed i nsurance conpany has conplied with all | egal
requi renents and before any hearing, the conm ssioner shal
conduct an exam nation of the conpany to determ ne whether:

(1) the mnimum capital stock and surplus requirenents
of Section 822.054 are satisfied;

(2) the capital stock and surplus is the bona fide
property of the conpany; and

(3) the insurance conpany has fully conplied with
i nsurance | aws.

(c) The comm ssioner may appoint a conpetent and
di sinterested person to conduct the exam nation required by this
section. The examner shall file an affidavit of the examner's
findings wth the conm ssioner. The comm ssioner shall record the
affidavit. (V.T.1.C Art. 2.01, Subsec. (c) (part); Art. 2.04;
Art. 2.06.)
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Source Law

[Art. 2.01]
(c) Upon receipt of such application, the Board nmay set a
date for the hearing of the sane .

Art. 2.04. Wen the Articles of Incorporation and
Application for Charter of persons desiring to forma conpany
under this Chapter have been deposited wth the Board, and the
law in all other respects has been conplied with by the conpany,
prior to the hearing provided by Article 2.01, the Board shal
make or cause an exam nation to be nmade by sone conpetent and
di sinterested person or persons appointed by themfor that
purpose; and if it shall be found that the capital stock and
surplus of the conpany, to the anount required by |aw, has been
paid in, and is possessed by it, in noney, and that the sane is
the bona fide property of such conpany, and that such conpany has
in all respects conplied with the law relating to insurance, the
exam ners or exam ner shall so report to the Board.

Art. 2.06. If the exam nation be nade by one, other than the
Chai rman, the finding shall be certified under the oath of the
exam ner. Such finding and certificate shall be filed and
recorded in the office of the Chairman of the Board.

Revisor's Note

V.T.1.C. Article 2.06 refers to "the Chairman" and "t he
Chai rman of the Board," meaning the chairman of the Board of
| nsurance Comm ssioners. Under Chapter 499, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, adm nistration of the
insurance laws of this state was reorgani zed and the powers and
duties of the Board of Insurance Conmm ssioners were transferred
to the State Board of I|nsurance. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of I|Insurance. Chapter 31
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defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
comm ssi oner of insurance and Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of Insurance Comm ssioners and the State Board of |nsurance have
been changed appropriately.

Revi sed Law

Sec. 822.059. ACTI ON ON APPLI CATI ON FOR CHARTER. (a) The
date for a hearing on an application for charter may not be
before the 11th or later than the 60th day after the date notice
is provided under this section.

(b) The departnent shall publish notice to all interested
parties of the place and date of a hearing in one or nore daily
newspapers of this state.

(c) The original report of the exam nation perfornmed under
Section 822.058 nust be a part of the record of the proceedi ngs
of the hearing. (V.T.1.C Art. 2.01, Subsecs. (c) (part), (d).)

Source Law

(c) . . . [the Board nay set a date for the hearing of the
sane] notifying all interested parties by notice published in one
or nore daily newspapers of this State of the place and date
t hereof, which date shall be not less than ten (10) nor nore than
sixty (60) days after the date of such notice.

(d) The original exam nation report provided by Article
2.04 shall be a part of the record of the hearing.

Revi sed Law
Sec. 822.060. ACTION ON APPLI CATION. (a) In considering

the application, the conm ssioner, not |ater than the 30th day
after the date on which a hearing under Section 822.057 is
conpl eted, shall determne if:

(1) the proposed capital structure of the conpany
nmeets the requirenents of this code;

(2) the proposed officers, directors, attorney in
fact, or managi ng head of the conpany have sufficient insurance
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experience, ability, standing, and good record to make success of
t he proposed conpany probabl e; and
(3) the applicants are acting in good faith.

(b) If the comm ssioner determ nes by an affirmative
finding any of the issues under Subsection (a) adversely to the
applicants, the comm ssioner shall reject the application in
witing, giving the reason for the rejection.

(c) If the comm ssioner does not reject the application
under Subsection (b), the comm ssioner shall approve the
application. On approval of an application, the articles of
i ncorporation of the conpany shall be filed with the departnent.
(V.T.1.C. Art. 2.01, Subsecs. (e), (f).)

Source Law

(e) In considering any such application, the Board shall,
within thirty (30) days after public hearing, determ ne whether
or not:

1. The proposed capital structure neets the m nimm
requi renents of this Code;

2. The proposed officers and directors, attorney in
fact or managi ng head have sufficient insurance experience,
ability, standing and good record to render success of the
proposed i nsurance conpany probabl e;

3. The applicants are acting in good faith.

(f) Should the Board by an affirmative finding determ ne
any of the above issues adversely to the applicants, it shal
reject the application in witing giving the reason therefor.
O herwi se such Board shall approve the application, whereupon
such Articles shall be deposited wth the Board.

Revi sor's Note
Subsection (e), V.T.I.C Article 2.01, refers to a "public
hearing" of the former State Board of Insurance. Throughout this
chapter, the revised |law omts "public" as unnecessary. In
context, "hearing" neans a hearing open to the public.
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Revi sed Law

Sec. 822.061. |SSUANCE OF CHARTER. (a) On receipt of a
charter fee in the anount determ ned under Article 4.07, the
conmi ssioner shall examne the articles of incorporation filed
wi th the departnent under Section 822.060 and any certificate
filed under Section 822.057(a)(4).

(b) If the comm ssioner approves the articles of
incorporation and, if applicable, the certificate filed under
Section 822.057(a)(4), the comm ssioner shall certify and file
t he approved docunents with the departnent records and, on
receipt of a fee in the anount determ ned under Article 4.07, the
conm ssioner shall issue a certified copy of the charter to the
i ncor porators.

(c) When the insurance conpany's charter is issued, the
charter is effective and the incorporators may proceed with the
organi zati on of the conpany as provided by this code. (V.T.1.C
Art. 2.07, Sec. 4 (part).)

Source Law

Sec. 4. . Upon receiving such certificate,
together wwth a charter fee as provided by Article 4.07 of this
Code, the Board shall exam ne the certificate and articles of
incorporation, and if the Board approves the certificate and
articles, it shall certify themand file themw th the Board
records. Upon receipt of proper paynent, the Board shall furnish
a certified copy of the charter to the incorporators or
sanme shall be effective. 1In case of original incorporation, said
conpani es shall proceed to organize in the manner now provi ded by
| aw for the organization of insurance conpani es.

Revi sor's Note
Section 4, V.T.1.C. Article 2.07, refers to the receipt of
"proper paynent" for providing a certified copy of the charter to
the incorporators. V.T.I.C Article 4.07 is a conprehensive fee
provi sion that authorizes the Texas Departnent of |nsurance to
set the amounts of various fees, including a fee for making
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copi es of any paper of record in the Texas Departnent of

| nsurance. Accordingly, the revised | aw substitutes a general
reference to a fee in the anount determ ned under V.T.I.C,
Article 4.07.

[ Sections 822.062-822. 100 reserved for expansion]
SUBCHAPTER C. AUTHORI TY TO ENGAGE IN BUSINESS I N THI S STATE
Revi sed Law

Sec. 822.101. CERTIFI CATE OF AUTHORI TY. When the articles
of incorporation of an insurance conpany have been filed with the
departnment under Section 822.060 or the conpany has been
aut hori zed to engage in business as provided by |aw, the
conm ssioner shall issue to the conpany a certificate of
authority to commence busi ness as proposed in the conpany's
articles of incorporation or application for charter if the
conm ssioner determ nes that the conpany has fully conplied with
the law. (V.T.1.C Art. 2.21.)

Source Law

Art. 2.21. Wien the said Articles of Incorporation have been
deposited with the Board, or when the right to do business has
been approved as provided by law, and the lawin all other
respects has been conplied with by the conpany, the Board shal
i ssue to such conpany a Certificate of Authority to commence
busi ness as proposed in their Articles of I|ncorporation or
application or declaration.

Revisor's Note

V.T.1.C. Article 2.21 refers to an insurance conpany's
"declaration.”™ In the Insurance Code, the term "declaration"” is
used to refer to a subscriber's declarations, which are docunents
related to the formation of reciprocal or interinsurance
exchanges. V.T.1.C Article 19.12, revised as Section 942. 003,
provides that, with certain exceptions, this chapter does not
apply to the formation of reciprocal or interinsurance exchanges.
Accordingly, the revised law omts the reference to "declaration”
as unnecessary.
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[ Sections 822.102-822. 150 reserved for expansion]
SUBCHAPTER D. MANAGEMENT OF COWVPANY
Revi sed Law

Sec. 822.151. CONDUCTI NG SHAREHOLDERS MEETI NG (a) Except
as otherw se provided by this code, at a neeting of an insurance
conpany's sharehol ders to elect the conpany's board of directors
or to transact other conpany business, a quorumis any nunber of
shar ehol ders whose cunul ati ve ownership in the conpany represents
at |l east 51 percent of the conpany's stock.

(b) A shareholder may vote in person or by proxy. (V.T.I.C
Art. 2.13.)

Source Law

Art. 2.13. Except as may be otherw se provided in this code,
no neeting of stockholders shall elect directors or transact such
ot her business of the conpany, unless there shall be present, in
person or by proxy, a mgjority in value of the stockhol ders equal
to fifty-one percent of the stock of such conpany.

Revisor's Note

(1) V.T.1.C Article 2.13 provides that "no neeting of
stockhol ders shall elect directors or transact such other
busi ness of the conpany, unless there shall be present"” a certain
majority in value of shareholders. The revised | aw adds a
reference to the term"quorum" which neans the nunber of persons
or votes necessary for a body to act, for drafting convenience
and consistency with other provisions of this code.

(2) V.T.1.C. Article 2.13 provides that the sharehol ders of
an insurance conpany may not act at a neeting unless there is
present "a mpjority in value of the stockholders equal to
fifty-one percent of the stock of such conpany." The revised |aw
omts "mpjority" as unnecessary because 51 percent is clearly a
majority.

Revi sed Law
Sec. 822.152. BOARD OF DI RECTORS. (a) An insurance conpany
organi zed under the laws of this state is managed by its board of
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di rectors.

(b) The board consists of not fewer than seven directors.
A director:

(1) is not required to be a sharehol der unless such a
qualification is required by the articles of incorporation or
byl aws of the conpany; and

(2) serves until the director's successor is elected
and accepts the position.

(c) The board of directors nmay adopt byl aws and regul ations
as necessary to conduct the conpany's business. A mgjority of
the board is a quorum

(d) The board of directors shall keep a full and correct
record of the board' s transactions. The sharehol ders or other
i nterested persons may inspect those records during business
hour s.

(e) The directors shall fill a vacancy that occurs on the
board or in any office of the conpany. (V.T.1.C. Arts. 2.11
(part), 2.12 (part), 2.15, 2.16, 2.17.)

Source Law

Art. 2.11. The affairs of any insurance conpani es organi zed
under the laws of this state shall be nmanaged by not fewer than

seven (7) directors. . . . The directors then in office shal
continue in office until their successors have been duly chosen
and accepted the trust. . . . Neither directors nor . . . need

be stockhol ders unless the Articles of Incorporation or bylaws so
require.

Art. 2.12. . . . The directors chosen at such specia
meeting shall continue in office until their successors are duly
el ected and have accept ed.

Art. 2.15. The directors may establish such by-laws and
regul ations, not inconsistent with law, as shall appear to them
necessary for regulating and conducting the business of the
conpany.

Art. 2.16. The directors shall keep a full and correct
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record of their transactions, to be open during business hours to
the i nspection of stockhol ders and others interested therein.

Art. 2.17. The directors shall fill any vacancy which
occurs in the board or in any office of such conpany. A mgjority
of the board shall be a quorumfor the transaction of business.

Revisor's Note

(1) V.T.1.C Article 2.15 provides that the directors may
establish bylaws and regul ati ons "not inconsistent with |aw. "

The revised law omts the quoted | anguage as unnecessary because
the law authori zing the directors to adopt bylaws and regul ati ons
cannot reasonably be read to authorize illegal bylaws or
regul ati ons.

(2) V.T.1.C. Article 2.17 provides that a majority of the
board is a quorum"for the transaction of business."”™ The revised
| aw omts the quoted phrase as unnecessary. "Quoruni neans the
nunber of persons or votes necessary for a body to act.

Revi sed Law

Sec. 822.153. ELECTION OF DIRECTORS. (a) Not later than
the 30th day after the date on which the conpany's subscription
books are filed, the sharehol ders of an insurance conpany shal
nmeet to elect the conpany's initial board of directors. At the
nmeeti ng, each shareholder is entitled to one vote for each share
of stock.

(b) The sharehol ders of an insurance conpany shall neet
before May 1 of each year as provided by the conpany's bylaws to
el ect successor directors.

(c) If the shareholders do not elect directors at an annual
nmeeting, the shareholders may elect the directors at a speci al
sharehol ders neeting called for that purpose. Not later than the
30th day before the date of the special neeting, the sharehol ders
nmust publish notice of the neeting in a newspaper of general
circulation in the county in which the principal office of the
conpany is located. (V.T.1.C Arts. 2.11 (part), 2.12 (part).)
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Source Law

Art. 2.11. . . . Wthin thirty (30) days after the
subscri pti on books of the conpany have been filed, a magjority of
t he stockhol ders shall hold a neeting for the el ection of
directors, each share entitling the holder thereof to one (1)
vote. . . . The annual neeting for the election of directors of
any such conpany shall be held on or before April 30 of each year
as the bylaws of the conpany may direct.

Art. 2.12. If fromany cause the stockhol ders should fai
to elect directors at an annual neeting, they may hold a speci al
nmeeting for that purpose, by giving thirty (30) days' notice
t hereof in sone newspaper in general circulation in the county in
whi ch the principal office of the conpany is |ocated.

Revi sed Law

Sec. 822.154. COFFICERS. (a) An insurance conpany's
directors shall choose one of the directors to serve as the
conpany's president.

(b) Oher officers of the insurance conpany shall be chosen
in accordance with the conpany's bylaws. An officer other than
the president is not required to be a director or a sharehol der
unl ess such a qualification is required by the conpany's byl ans
or articles of incorporation.

(c) An insurance conpany's officers shall performduties,
recei ve conpensation, and provide security as stated in the
conpany's bylaws. (V.T.I.C Arts. 2.11 (part), 2.14.)

Source Law

Art. 2.11. . . . [Neither] . . . officers need be
st ockhol ders unless the Articles of Incorporation or bylaws so
require.

Art. 2.14. The directors shall choose a president from
their own nunber, and all other officers shall be chosen in
accordance wth the bylaws of the conpany, and none of such other
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officers need be either a director or a stockhol der except as
requi red by the bylaws of such conmpany. O ficers shall perform
such duties, receive such conpensation and give such security as
the bylaws may require.

Revi sed Law
Sec. 822.155. APPLI CATI ON FOR AMENDMVENT OF CHARTER. A

donesti c i nsurance conpany may anend its charter by paying to the
conmmi ssioner a fee in the anount determ ned under Article 4.07
and by filing with the departnent:

(1) an application for a charter anmendnent on the form
and containing the information prescribed by the comm ssioner;
and

(2) the conpany's proposed anendment. (V.T.I.C
Art. 2.03 (part).)
Source Law

Art. 2.03. Any donestic insurance corporation subject to the
provi sions of this Chapter may nake amendnents to its charter as
fol |l ows:

Applicants shall file with the Board the proposed anendnent
together wth an application on such form and including such
information as nmay be prescribed by the Board, and shall deposit
with the Board the fees prescribed by |aw.

Revisor's Note

V.T..C. Article 2.03 provides that a donestic insurance
conpany nust deposit wth the Texas Departnent of |Insurance "the
fees prescribed by law' when it files an application for an
amendnent to the conpany's charter. V.T.I1.C Article 4.07 is a
conpr ehensi ve fee provision that authorizes the departnent to set
t he amount of various fees, including a fee for the filing of an
amendnent to the conpany's charter. Accordingly, the revised | aw
substitutes a general reference to a fee in the anmount determ ned
under V.T.I.C Article 4.07.
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Revi sed Law
Sec. 822.156. CERTI FI CATE REQUI RED FOR AMENDMENT OF CHARTER

TO AUTHORI ZE SHARES W THOUT PAR VALUE. (a) |If a proposed
amendnent to the charter of an insurance conpany authorizes the
i ssuance of shares of stock w thout par value, the insurance
conpany nust file with the departnent, at the tinme the proposed
amendnent is filed, a certificate authenticated by a majority of
the directors stating:

(1) the nunber of shares wi thout par value that are
subscri bed; and

(2) the consideration the conpany received for those

shar es.

(b) On receipt of the certificate, the comm ssioner shal
exam ne the certificate. The conm ssioner shall certify and file
the certificate if the comm ssioner approves the certificate.
(V.T.I1.C Art. 2.07, Sec. 4 (part).)

Source Law

Sec. 4. Insurance conpani es authorizing the issuance of
shares of their stock without a nom nal or par val ue, shal
furnish to and file wth the Board at the tinme of the filing of

anendnent to the charter, authorizing the issuance of such
stock, a certificate authenticated . . . by a mgjority of the
directors as to an anmendnent, setting forth the nunber of shares
wi t hout nom nal or par val ue subscribed, and the actual
consi deration received by the conpany for such shares. Upon
recei ving such certificate . . . the Board shall exam ne the
certificate . . . and if the Board approves the certificate .
it shall certify [them and file [thenm] with the Board
records.

Revi sed Law
Sec. 822.157. ACTION BY COW SSI ONER AFTER FI LI NG OF
APPLI CATI ON FOR CHARTER AMENDMENT. (a) The conmm ssioner may
hold a hearing on an application for a charter amendnent. |If the
conmmi ssioner determnes to hold a hearing on the application, the
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conmmi ssioner, after the itens required for the charter anmendnent
are filed with the comnm ssioner, shall set a date for the hearing
and publish notice of the hearing in one or nore daily newspapers
of this state.
(b) The comm ssioner may not require a hearing for an

amendnent relating to one or nore of the foll ow ng issues:

(1) a stock dividend resulting froma |egal transfer
of surplus to capital;

(2) a change in the nanme of the insurance conpany; or

(3) a change in the location of the insurance
conpany's principal business office. (V.T.I.C. Art. 2.03
(part).)

Source Law

Art. 2.03. . . . Upon such filing the Board may give
notice by publication in one or nore daily newspapers of this
State of a public hearing upon such application; provided that no
hearing shall be required in event anmendnent to charter involves
only a stock dividend by neans of |lawful transfer of surplus to
capital or a change of nane or a change of locality of the
princi pal business office of said conpany or a conbination of
such anmendnents.

I n considering any such application, the Board nmay hol d
public hearings and .

Revi sed Law
Sec. 822.158. DETERM NATI ON ON APPLI CATI ON FOR CHARTER

AMENDMENT. (a) Not later than the 60th day after the date the
application under Section 822.155 is filed, the conm ssioner
shal | determ ne whet her:

(1) the proposed capital structure of the insurance
conpany neets the requirenents of this code;

(2) the officers, directors, and managi ng head of the
i nsurance conpany have sufficient insurance experience, ability,
standi ng, and good record to nmake success of the conpany
pr obabl e;
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(3) the applicants are acting in good faith;
(4) if the proposed anendnent relates to a dimnution
of the insurance conpany's charter powers with respect to the
ki nds of insurance business in which the conpany may be engaged,
all liabilities incidental to the exercise of the powers to be
el i m nated have been term nated or wholly reinsured; and
(5) the property involved in an increase of capital or
surplus, or both, is:
(A) properly val ued; and
(B) in the formauthorized by Section 822.204 and
Article 2.10, to the extent those provisions apply.

(b) If the comm ssioner determ nes by an affirmative
finding any of the issues set out by Subsection (a) adversely to
t he applicants, the comm ssioner shall reject the application.

(c) If the comm ssioner does not reject the application
under Subsection (b), the comm ssioner shall approve the
application and the anmendnent shall be filed with the departnent.

(d) Except as provided by Subsection (e), when an anendnment
to an insurance conpany's charter is filed wth the departnent,
the anmendnent is effective

(e) On approval of a certificate required under Section
822.156 and receipt of a fee in the anount determ ned under
Article 4.07, the conmm ssioner shall issue to the directors a
certified copy of an amendnent authorizing the issuance of shares
of stock wi thout par value that is filed under this section. The
anendnent is effective on issuance of the certified copy of the
amendnent. (V. T.1.C. Art. 2.03 (part); Art. 2.07, Sec. 4 (part).)

Source Law

Art. 2.03.
[In considering any such application,] the Board . . . shal
wi thin 60 days determ ne whether or not:
1. The proposed capital structure neets the m ninmm
requi renents of this Code;
2. The then officers and directors and managi ng head
have sufficient insurance experience, ability, standing and good
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record to render success of the conpany probable;

3. The applicants are acting in good faith;

4. |If an anendnment to charter involves a dimnution of
the conpany's charter powers with respect to the kinds of
i nsurance business in which it may engage, in the manner
prescribed by this Code, that all liabilities incident to the
exercise of the powers to be elimnated have been term nated or
whol | y rei nsured;

5. The property involved in any increase of capital or
surplus or both is properly valued and is as authorized by
Article 2.08 or Article 2.10 of this Code, as sane nay be
appl i cabl e.

Shoul d the Board determ ne any of the above issues adversely
to the applicants, it shall reject the application. Oherw se
the Board shall approve the application, whereupon such anmendnent
shal | be deposited with the Board, and shall becone effective.

[Art. 2.07]
Sec. 4. . . . Upon receipt of proper paynent, the Board
shall furnish a certified copy . . . of the anendnent to the

directors, and sane shall be effective.

Revisor's Note
Section 4, V.T.1.C. Article 2.07, provides that "[u]pon
recei pt of proper paynent, the Board shall furnish a certified
copy . . . of the anendnent to the directors.” The revised |aw
substitutes a reference to a fee in the anount determ ned under
Article 4.07 for the reason stated in the revisor's note to
Section 822.061.
[ Sections 822.159-822. 200 reserved for expansion]
SUBCHAPTER E. CAPI TAL, SURPLUS, AND GUARANTY FUND
REQUI REMENTS
Revi sed Law
Sec. 822.201. APPLICABILITY OF CAPI TAL AND SURPLUS
REQUI REMENTS. The capital and surplus requirenments of this
chapter apply to each insurance conpany or other entity, other

78C204 DLF-D
110



than a farm nmutual insurance conpany, authorized to wite
property and casualty insurance in this state including:

(1) a county nutual insurance conpany;

(2) a nutual insurance conpany, other than a nutua
life insurance conpany;

(3) a Lloyd's plan; and

(4) a reciprocal or interinsurance exchange.
(V.T.1.C. Art. 2.01, Subsec. (9).)

Source Law

(g) Notw thstandi ng Subsection (a) of this article,
effective January 1, 1992, the capital and surplus requirenents
i nposed under Articles 2.02 and 2.20 of this Code apply to each
i nsurance conpany or other entity admtted to do busi ness and
authorized to wite property and casualty insurance in this state
ot her than farm nutual insurance conpanies, but including county
mut ual insurance conpani es, mnmutual insurance conpani es other than
mutual |ife insurance conpanies, Lloyd s plan conpanies, and
reci procal or interinsurance exchanges.

Revisor's Note
Subsection (g), V.T.I1.C Article 2.01, provides that
"effective January 1, 1992, the capital and surplus requirenents
apply to each insurance conpany or other entity." The
revised law omts the reference to "effective January 1, 1992,"
because that provision is executed.
Revi sed Law
Sec. 822.202. FULL COVERAGE AUTOMOBI LE | NSURANCE
DETERM NATI ON OF AMOUNTS. Full coverage autonobile insurance is
one line of casualty insurance for purposes of determ ning:
(1) the amount of capital and surplus of a capital
st ock conpany under this code;
(2) the anobunt of surplus of a rmutual insurance
conpany or reciprocal exchange under this code; or
(3) the anobunt of the guaranty fund and surplus of a
Ll oyd's plan under this code. (V.T.1.C. Art. 2.02, Subsec. (a)
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(part).)
Source Law

(a)

3. . . . for the purposes of determ ning the anount of
capital and surplus required under this Code of a capital stock
conpany, or the anount of surplus required of a nutual conpany,
reci procal exchange, or the amount of guaranty fund and surpl us
required of a Lloyds, full coverage autonobile insurance shall be
construed as one line of casualty insurance;

Revi sed Law
Sec. 822.203. CAPITAL REQUI RED GENERALLY. To engage in the

ki nds of insurance business for which an insurance conpany
organi zed under this chapter holds a certificate of authority,
t he conpany nmust have at |east the m ni mum anount of capital
required for a newy incorporated conpany under Section 822. 054.
(V.T.1.C Art. 2.20 (part).)

Source Law

Art. 2.20. [(a) If an insurance conpany chartered under
this chapter or a foreign or alien insurance conpany authorized
to do business in this state and subject to the m ni num capital
and surplus requirenents of this chapter has as of Septenber 1,
1991 less than the mninmum capital and surplus required for a
new y incorporated conpany under Article 2.02 of this code, it
may continue to transact the kind or kinds of insurance business
for which it holds a Texas certificate of authority. However,

t he insurance company nust increase its capital and surplus as
required by this article.]

(c) [In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
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foll ow ng schedul e: ]

(10) not later than Decenber 31, 2001, each conpany
subject to this chapter nust have at |east the m ninmum capital
required by Article 2.02 of this code for a newy incorporated
conpany, notw t hstandi ng any other provision of this code.

Revi sed Law

Sec. 822.204. FORM OF CAPI TAL AND SURPLUS. (a) After
i ncorporation and the issuance of a certificate of authority to
an insurance conpany, the mninmum capital stock and surpl us of
the conpany may consist only of:

(1) United States currency;
(2) bonds of this state;
(3) bonds or other evidences of indebtedness of the
United States the principal and interest of which are guaranteed
by the United States;
(4) bonds or other interest-bearing evidences of
i ndebt edness of a county or nunicipality of this state; and
(5) notes secured by first nortgages:
(A) on otherw se unencunbered real property in
this state the title to which is valid; and
(B) the paynment of which is insured wholly or
partly by the United States.

(b) Not nore than 50 percent of the m ninmum capital stock
and m ni mum surplus of an insurance conpany may be invested in an
i nvest ment descri bed by Subsection (a)(5). (V.T.I.C. Art. 2.08.)

Source Law

Art. 2.08. The m nimum capital stock and m ni mum surpl us of
any such i nsurance conpany, except any witing life, health and
accident insurance shall, follow ng incorporation and granting of
certificate of authority, consist only of the follow ng:

1. Lawful noney of the United States; or
2. Bonds of this state; or
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3. Bonds or other evidences of indebtedness of the
United States of Anerica or any of its agencies when such
obligations are guaranteed as to principal and interest by the
United States of Anerica; or

4. Notes secured by first nortgages upon unencunbered
real estate in this state, the title to which is valid, and the
paynment of which notes is insured, in whole or in part, by the
United States of Anerica or any of its agencies, provided that
such investnents in such notes shall not exceed one-half (1/2) of
the m ni num capital stock and m ni mum surplus of the investing
conpany; or

5. Bonds or other interest-bearing evidences of
i ndebt edness of any counties, cities or other municipalities of
this state.

Revisor's Note

(1) V.T.1.C Article 2.08 refers to the m nimum capital and
surplus requirenments of any insurance conpany "except any
[i nsurance conpany] witing life, health and accident insurance."
The revised law omts the quoted phrase as unnecessary because it
duplicates the provisionin V.T.I.C. Article 2.01, revised as
Section 822.001, that expressly provides that this chapter does
not apply to insurance conpanies witing life, health, and
acci dent insurance.

(2) Section 4, V.T.I1.C. Article 2.08, refers to "the United
States of America or any of its agencies.”" The revised |law omts
the reference to "or any of its agencies" because, under Section
311. 005(9), Government Code (Code Construction Act), "United
States” includes an agency of the United States of Anerica. That
definition applies to the revised | aw

(3) Sectionb5, V.T.1.C. Article 2.08, refers to "cities or
other municipalities of this state.”" The revised law omts the
term"cities" because under the Local Governnent Code, "city" is
included in the neaning of the term"nunicipality."
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Revi sed Law
Sec. 822.205. UNENCUMBERED SURPLUS OR GUARANTY FUND
REQUI REMENTS FOR CERTAI N | NSURANCE COVMPANI ES. (a) This section
applies only to an insurance conpany that:
(1) wites insurance only in this state; and
(2) is not required by law to have capital stock
(b) Notw thstandi ng any other provision of this subchapter
ot her than Sections 822.212(b) and (c), an insurance conpany nust
have a m ni mum anount of unencunbered surplus or a m ni nrum anount
of guaranty fund and unencunbered surplus equal to the greater
of :

(1) the amount of unencunbered surplus or the anount
of guaranty fund and surplus, as appropriate, the conpany was
required to have on August 31, 1991; or

(2) one-third of the conmpany's net witten prem um for
the preceding 12 nonths after deducti ng:

(A) lawfully ceded reinsurance; and
(B) any policy fees not ceded to reinsurers.
(V.T.1.C. Art. 2.20, Subsec. (f).)
Source Law

(f) Notw thstandi ng any other provision of this code other

t han Subsection (b) of this article, for insurers that wite
business only in this state and that are not required by law to
have capital stock, the m ninmumfree surplus or guaranty fund and
free surplus required shall be the greater of that required of
the insurer imrediately prior to the effective date of this
article or one-third of the net witten prem umof the insurer
for the preceding 12 nonths after deducti ng:

(1) lawfully ceded reinsurance; and

(2) policy fees, if any, not ceded to reinsurers.

Revisor's Note
(1) Subsection (f), V.T.I.C Article 2.20, refers to the
"free surplus"” and the "free surplus or guaranty fund" of certain
i nsurance conpani es. The revised | aw substitutes "unencunbered
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surplus" for "free surplus" because, in context, the phrases are
synonynmous and the phrase "unencunbered surplus" is nore
consi stent wth nodern usage.
(2) Subsection (f), V.T.I.C Article 2.20, provides that
t he measurenent of the m ni mum anount of unencunbered surplus or
t he m ni rum anount of guaranty fund and unencunbered surpl us
requi red of certain insurance conpani es nust be determ ned by the
greater of two anobunts, one of which is the anount of
unencunbered surplus or the anount of guaranty fund and
unencunbered surplus "required of the insurer imrediately prior
to the effective date of this article.” Although the quoted
phrase refers to the effective date of Article 2.20, the phrase
was added to that article by Chapter 242, Acts of the 72nd
Legi sl ature, Regul ar Session, 1991. The apparent intent of the
| egislature in enacting the | anguage contained in the quoted
phrase was to refer to the effective date of that anmendnent,
which is Septenber 1, 1991. As a result, the revised | aw
substitutes "August 31, 1991," for the phrase "i mediately prior
to the effective date of this article.™
Revi sed Law
Sec. 822.206. REPURCHASE OF CAPI TAL STOCK BY TENDER OFFER
OR PRI VATE TRANSACTION. (a) An insurance conmpany may, on prior
approval of the departnent, purchase outstandi ng shares of the
conpany's capital stock in accordance with the Texas Business
Corporation Act either by making a tender offer or by entering
into a negotiated private transaction.
(b) The application for approval under Subsection (a) nust:
(1) state the nunber of shares offered,
(2) describe the shares;
(3) contain any pertinent information regarding the
val ue of the shares, including:
(A) the price offered by the conpany for the

shar es;

(B) the book value of the shares; and

(© the market value of the shares if a market
exi sts for those shares; and
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(4) denonstrate that the shares will be purchased
usi ng unconm tted earned surpl us.
(c) Before filing the application the insurance conpany
must present a copy of the application to the seller of the
shar es.
(d) The conm ssioner shall approve the application pronptly
if:
(1) the price offered by the insurance conpany for the
shares appears to be a reasonably fair price; and
(2) the application conplies wth the requirenments of
this section and the Texas Busi ness Corporation Act. (V.T.I.C
Art. 2.07, Sec. 7(a).)
Source Law

Sec. 7. (a) Any such conpany desiring to purchase, either
by tender offer or through negotiated private transaction, issued
and out standi ng shares of the capital stock of such conpany may
purchase said shares in the nanme of such conpany, in accordance
with the provisions of the Texas Busi ness Corporation Act,
provi ded prior approval is first obtained fromthe State Board of
| nsurance. Application for approval shall specify the nunber of
shares offered, their description, the price offered by the
conpany, the book value of said shares, their market value if a
mar ket exists, and any other pertinent information regarding the
val ue of said shares and show that said shares wll be purchased
out of uncommtted earned surplus. A copy of said application
shall be given to the seller prior to the filing of said
application with the State Board of Insurance. Said application
shal | be pronptly approved by the State Board of Insurance if the
application appears to involve a reasonably fair price and
conplies with this Article and the Texas Busi ness Corporation
Act .
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Revi sed Law

Sec. 822.207. REPURCHASE OF CAPI TAL STOCK ON OPEN MARKET.
(a) On prior approval of the comm ssioner, an insurance conpany,
the capital stock of which is |listed on a national securities
exchange, may purchase fromtine to tinme outstanding shares of
the conpany's capital stock on the open market. The shares nust
be purchased:

(1) in the nane of the conpany for its own account;

and

(2) in accordance wth the Texas Busi ness Corporation
Act .

(b) The application for approval under Subsection (a) nust:

(1) state the maxi num nunber of shares to be
pur chased;

(2) state the maxi mum period, not to exceed 180 days,
during which the purchase will be nade;

(3) describe the shares;

(4) contain a commtnent that the conmpany will not pay
a price for the shares to be purchased that is greater than an
anount equal to the average of the bid price and the asked price
at the tinme of the purchase plus a standard broker's conm ssion;

(5) contain any pertinent information relating to the
val ue of the shares, including the book value of the shares; and

(6) denonstrate that the shares will be purchased
usi ng uncomm tted earned surpl us.

(c) The conm ssioner shall approve the application pronptly
if the application conplies with the requirenents of this section
and the Texas Business Corporation Act. (V.T.1.C. Art. 2.07,

Sec. 7(b).)
Source Law

(b) Any such conpany, the shares of whose capital stock are
listed on a national securities exchange and which desires to
purchase in its owm name and for its own account issued and
out st andi ng shares of such capital stock by neans of purchases
fromtime to tine on the open market may do so in accordance with
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the provisions of the Texas Busi ness Corporation Act, provided
prior approval is first obtained fromthe State Board of

| nsurance. Application for approval shall state the maxi mum
nunber of shares which will be so purchased, the nmaxi num peri od
of time during which such purchases of shares will be nade (not
to exceed one hundred ei ghty days), the description of such
shares, a commtnent by the conpany that it will not pay for any
such shares a price in excess of the nean between the bid price
and the asked price at the tine of such purchase plus a standard
broker's conm ssion, the book value of said shares, and any ot her
pertinent information regarding the value of said shares and show
that said shares wll be purchased out of uncommtted earned
surplus. Said application shall be pronptly approved by the
State Board of Insurance if the said application conplies with
this Article and the Texas Business Corporation Act.

Revi sed Law
Sec. 822.208. APPLI CATI ON FOR REPURCHASE OF COWPANY' S
SHARES SUBJECT TO OTHER LAW An application filed by an insurance
conpany under Section 822.206 or 822.207 is subject to the
substantive requirenents for the approval of paynent of an
extraordi nary dividend under Chapter 823. (V.T.1.C Art. 2.07,
Sec. 7(d).)

Source Law

(d) An application for purchase of an insurer's own shares
under the provisions of this article shall be deened to be an
tantanmount to an application for an extraordi nary dividend under
the provisions of said Article 21.49-1 of the Insurance Code and
the application for such purchase shall be subject to and limted
by the substantive requirenents for approval of paynent of an
extraordinary dividend under said Article 21.49-1 of the
| nsurance Code as the sane exists or may be anmended in the
future.
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Revisor's Note

(1) Section 7(d), V.T.I1.C Article 2.07, provides that an
application for the purchase of an insurer's own shares under
that article "shall be deened to be tantanount to an application
for an extraordinary dividend under the provisions of said
Article 21.49-1 of the Insurance Code and the application for
such purchase shall be subject to and limted by the substantive
requi renents for approval of paynent of an extraordinary dividend
under said Article 21.49-1 of the Insurance Code." The revised
|l aw omits as unnecessary the portion of the quoted | anguage
conparing the application to an application under V.T.I.C
Article 21.49-1 as unnecessary in light of the substantive
requi renent that the application is subject to the requirenents
of Article 21.49-1 regarding the approval of paynent of
extraordi nary dividends under that article.

(2) Section 7(d), V.T.1.C. Article 2.07, refers to "Article
21.49-1 of the Insurance Code as the sane exists or nay be
anended in the future.” V.T.1.C Article 21.49-1 is revised as
Chapter 823, and the revised law is drafted accordingly. The
revised law omts as unnecessary the phrase "as the sane exists
or may be anended in the future" for the reason stated in the
revisor's note to Section 822.003.

Revi sed Law

Sec. 822.209. REINVESTMENT OF CAPI TAL STOCK. An insurance
conpany may, as circunstances require, exchange and reinvest its
capital stock in like securities. (V.T.1.C. Art. 2.09.)

Source Law

Art. 2.09. Any such conmpany may exchange and re-invest its
capital stock in like securities, as occasion may require.

Revi sed Law
Sec. 822.210. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS. (a) The comm ssioner by rule or guideline may
requi re an insurance conpany organi zed under this chapter to
mai ntain capital and surplus in anmounts that exceed the m ni mum
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anounts required by this chapter because of:

(1) the nature and kind of risks the conpany
underwrites or reinsures;

(2) the prem umvolunme of risks the conpany
underwrites or reinsures;

(3) the conposition, quality, duration, or liquidity
of the conmpany's investnents;

(4) fluctuations in the market value of securities the
conpany hol ds; or

(5) the adequacy of the conpany's reserves.

(b) A rule adopted under Subsection (a) nust be designed to
ensure the financial solvency of an insurance conpany for the
protection of policyhol ders.

(c) An insurance conpany that, after notifying the
conmi ssioner, ceases to wite or assunme business continues to be
subject to this section. (V.T.1.C. Art. 2.02, Subsec. (b);

Art. 2.20, Subsecs. (d), (e) (part).)
Source Law

[Art. 2.02]

(b) The board may adopt rules, regul ations, and guidelines,
fromtinme to tine, requiring any conpany incorporated under this
article, and any alien or foreign insurer admtted in this state
to do the types of business authorized by this Chapter, to
mai ntain capital and surplus |levels in excess of the statutory
| evels required by this article based upon any of the follow ng
factors:

1. the nature and type of risks a conpany underwites
or reinsures;

2. the premumvolune of risks a conpany underwites
or reinsures;

3. the conposition, quality, duration, or liquidity of
a conpany's investnent portfolio;

4. fluctuations in the market value of securities a
conpany hol ds; or

5. the adequacy of a conpany's reserves.
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The rul es and regul ati ons, adopted under this subsection
shal | be designed to assure the financial solvency of conpanies
for the protection of policyhol ders.

[Art. 2.20]

(d) The board nmay adopt rules, regulations, and guidelines,
fromtinme to tinme, requiring any conpany subject to this article
to maintain capital and surplus levels in excess of the m ninmuns
required by Article 2.02 of this code for a newy incorporated
conpany and in excess of the levels required in the schedul e
est abl i shed under Subsection (c) of this article, based upon any
of the follow ng factors:

(1) the nature and type of risks a conpany underwites
or reinsures;

(2) the premumvolunme of risks a conmpany underwites
or reinsures;

(3) the conposition, quality, duration, or liquidity
of a conpany's investnent portfolio;

(4) fluctuations in the market value of securities a
conpany hol ds; or

(5) the adequacy of a conpany's reserves.

The rul es adopted under this subsection shall be designed to
assure the financial solvency of conpanies for the protection of
pol i cyhol ders.

(e) If an insurance conpany that is subject to the m nimm
capital and surplus requirenents of either Article 2.02 of this
code or this article ceases to wite or assune any business and
so notifies the Comm ssioner of Insurance, the insurance conpany

shal |l be subject to the risk capital requirenents of
Subsection (d) of this article.

Revisor's Note
(1) Subsection (b), V.T.I.C Article 2.02, and Subsecti on
(d), V.T.1.C. Article 2.20, refer to "rules, regulations, and
guidelines.” The reference to "regulations” is omtted fromthe
revised | aw because under Section 311.005(5), Governnent Code
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(Code Construction Act), arule is defined to include a
regul ation. That definition applies to the revised | aw.

(2) Subsection (b), V.T.I.C. Article 2.02, refers to the
application of that subsection to "any alien or foreign insurer
admtted in this state to do the types of business authorized by
this Chapter."”™ The revised law omts the quoted | anguage as
unnecessary because it duplicates V.T.1.C Article 21.44, which
is revised in Chapter 982.

Revi sed Law

Sec. 822.211. ACTION OF COW SSI ONER WHEN CAPI TAL OR
SURPLUS REQUI REMENTS NOT SATI SFI ED. |If an insurance conpany does
not conply with the capital and surplus requirenments of this
chapter, the conmm ssioner nmay enter an order prohibiting the
conpany fromwiting new business and nay:

(1) place the conmpany under state supervision or
conser vat or shi p;

(2) declare the conpany to be in a hazardous condition
as provided by Article 1.32;

(3) declare the conpany to be inpaired as provided by
Section 5, Article 1.10; or

(4) apply to the conpany any ot her applicabl e sanction
provided by this code. (V.T.1.C. Art. 2.02, Subsec. (c).)

Source Law

(c) The comm ssioner nmay order an insurer subject to the
capital and surplus requirenents of either this article or of
Article 2.20 of this code that fails to conply with such article
to cease witing new business, and the conm ssioner may al so:

1. place the insurer under state supervision or
conser vat or shi p;

2. determne the insurer to be in a hazardous
condition as provided by Article 1.32 of this code;

3. determne the insurer to be inpaired as provi ded by
Section 5 of Article 1.10 of this code; or

4. make the insurer subject to any other applicable
sanctions provided by this code.
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Revi sed Law

Sec. 822.212. | NCREASE OF CAPI TAL AND SURPLUS. (a)
Not wi t hst andi ng Section 822. 203, to engage in the kinds of
i nsurance busi ness for which an insurance conpany organi zed under
this chapter holds a certificate of authority in this state, an
i nsurance conpany organi zed under this chapter that on Septenber
1, 1991, had less than the m ni mum anount of capital and surplus
required for a newy incorporated conpany under Section 822. 054
nmust :

(1) not later than Decenber 31, 2000, have i ncreased
the anount of its capital by at |east 90 percent of the
di fference between the anmount of mninmumcapital required for a
new y i ncorporated conpany under Section 822.054 and the anount
of the conpany's capital on Decenber 31, 1991; and

(2) not later than Decenmber 31, 2001, have at | east
t he m ni num anmount of capital required under Section 822.054 for
a newy incorporated conpany.

(b) An insurance conpany that on Septenber 1, 1991, had

| ess than the m ni mum anount of capital and surplus required for
a newy incorporated conpany under Section 822.054 shal
i mredi ately increase the anmount of its capital and surplus to an
anount equal to the required amount of capital and surplus under
Section 822.054 if there is:

(1) a change in the control of at |east 50 percent of
the voting securities of the insurance conpany;

(2) a change in the control of at |east 50 percent of
the voting securities of a holding conpany controlling the
i nsurance conpany; or

(3) a change in control of at |east 50 percent by any
ot her nmethod of control if the insurance conpany or hol ding
conpany is not controlled by voting securities.

(c) For purposes of Subsection (b), a transfer of ownership

t hat occurs because of death, regardl ess of whether the decedent
dies testate or intestate, may not be considered a change in the
control of an insurance conpany or hol ding conpany if ownership
is transferred solely to one or nore individuals each of whom
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woul d be an heir of the decedent if the decedent had died
i ntestate.

(d) An insurance conpany that, after notifying the
conmi ssioner, ceases to wite or assunme business is not required
to comply with this section. |[If the conpany resunmes witing
business at a |l ater date, the conpany shall conmply with this
section on the date the conpany resunes business. (V.T.I.C
Art. 2.20, Subsecs. (a), (b), (c) (part), (e) (part).)

Source Law

(a) If an insurance conpany chartered under this chapter or
a foreign or alien insurance conpany authorized to do business in
this state and subject to the m ninmum capital and surplus
requi renents of this chapter has as of Septenber 1, 1991 | ess
than the mninmum capital and surplus required for a newy
i ncor porated conpany under Article 2.02 of this code, it may
continue to transact the kind or kinds of insurance business for
which it holds a Texas certificate of authority. However, the
I nsurance conpany mnust increase its capital and surplus as
required by this article.

(b) The insurance conpany must increase its capital and
surplus to the mninmum capital and surplus required under Article
2.02 of this code imedi ately after any change of control of the
i nsurance conpany or change of control of any hol di ng conpany
controlling the insurance conpany if, after Septenmber 1, 1991,
there is a change of control of at |east 50 percent of the voting
securities of the insurance conpany or hol di ng conpany or ot her
means of control if the insurance conpany or hol ding conpany is
not controlled by voting securities. For the purposes of this
article, however, a transfer of ownership that occurs because of
deat h, regardl ess of whether the decedent died testate or
intestate, may not be considered a change of control of an
i nsurance conpany or change of control of a hol ding conpany, if
ownership is transferred solely to one or nore natural persons
each of whom would be an heir of the decedent if the decedent had
died intestate.
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(c) In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
fol |l ow ng schedul e:

(9) not later than Decenber 31, 2000, the insurance
conpany's capital nust be increased by at |east 90 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
t he conpany's capital on Decenber 31, 1991; and

(10) not later than Decenber 31, 2001, each conpany
subject to this chapter nust have at |east the m ninmum capital
required by Article 2.02 of this code for a newy incorporated
conpany, notw t hstandi ng any other provision of this code.

(e) If an insurance conpany that is subject to the m nimm
capital and surplus requirenents of either Article 2.02 of this
code or this article ceases to wite or assune any business and
so notifies the Comm ssioner of Insurance, the insurance conpany
shall not be required thereafter to increase the conpany's
requi red m ni mum capital in accordance wth Subsection (c) of
this article but . . . . If the conpany should thereafter resune
writing any business, the conpany shall be subject to and conply
w th Subsection (c) of this article at the anount of capital
required as of such resunption of witing date.

Revisor's Note

(1) Subsection (a), V.T.I.C Article 2.20, refers to "a
foreign or alien insurance conpany authorized to do business in
this state and subject to the m ninmum capital and surplus
requi renents of this chapter.” The revised law omts the quoted
| anguage for the reason stated in Revisor's Note (2) to Section
822. 210.

(2) Subsection (c), V.T.I.C Article 2.20, requires certain
i nsurance conpani es that do not conply with capital and surplus
requi renents on Septenber 1, 1991, to continue to wite insurance
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inthis state until Decenber 31, 2000, as |long as the conpanies
increase their capital on an annual basis in schedul ed
increments. The revised |aw omts Subdivisions (1)-(8) of
Subsection (c) because those provisions are executed. The
omtted | aw reads:

[(c) In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
foll ow ng schedul e: ]

(1) not later than Decenber 31, 1992, the insurance
conpany's capital nust be increased by at |east 10 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(2) not later than Decenber 31, 1993, the insurance
conpany's capital nust be increased by at |east 20 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(3) not later than Decenber 31, 1994, the insurance
conpany's capital nust be increased by at |east 30 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(4) not later than Decenber 31, 1995, the insurance
conpany's capital nust be increased by at |east 40 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newWy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(5 not later than Decenber 31, 1996, the insurance
conpany's capital nust be increased by at |east 50 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(6) not later than Decenber 31, 1997, the insurance
conpany's capital nust be increased by at |east 60 percent of the
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difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(7) not later than Decenber 31, 1998, the insurance
conpany's capital nust be increased by at |east 70 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(8) not later than Decenber 31, 1999, the insurance
conpany's capital nust be increased by at |east 80 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

Revi sor's Note
(End of Chapter)

(1) Sections 1(d) and 6, V.T.1.C. Article 2.07, provide
that the privileges and powers conferred by that article are
cunul ative of other powers conferred by |law. An accepted general
principle of statutory construction requires a statute to be
gi ven cunmul ative effect wwth other statutes unless the statutes
are inconsistent. The revised |aw omts the provisions as
unnecessary because the general principle applies to the
provision. The omtted | aw reads:

[ Sec. 1]

(d) The privileges and powers conferred by this Article
shall be in addition to any and all powers and privil eges
conferred by any other law or laws, and not in restriction or
[imtation of any of the powers now permtted to such conpani es;
provi ded, however

Sec. 6. The privileges and powers conferred by this article
shall be in addition to any and all powers and privil eges
conferred by any other law or laws, and not in restriction or
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[imtation of any of the powers now permtted to such conpani es;
provi ded, however

(2) Sections 1(d) and 6, V.T.1.C. Article 2.07, provide
that life, health, and accident insurance conpani es operating
under Chapter 3 of this code nust be subject to Chapter 3 instead
of Article 2.07. The revised law omts the provisions as
unnecessary because V.T.1.C. Article 2.01(a), revised in
pertinent part as Section 822. 001, expressly provides that
Chapter 2, revised in pertinent part as this chapter, does not
apply to life, health, and accident insurance conpanies. The
omtted | aw reads:

[ Sec. 1]

(d) . . . life, health, or accident insurance conpanies
operating under Chapter 3 of this Code shall not utilize the
provisions of this Article but shall conply with the provisions
of Chapter 3 of this Code as anended.

Sec. 6. . . . life, health or accident insurance conpanies
operating under Chapter 3 of this Code shall not utilize the
provisions of this Article but shall conply with the provisions
of Chapter 3 of this Code as anended.

CHAPTER 823. | NSURANCE HOLDI NG COMPANY SYSTEMS
SUBCHAPTER A. GENERAL PROVI SI ONS
Sec. 823.001. FIND NGS AND PURPOSE 116
Sec. 823.002. DEFINITIONS 118
Sec. 823.003. CLASSI FI CATI ON AS AFFI LI ATE OR SUBSI DI ARY 122
Sec. 823.004. CLASSI FI CATI ON AS COMVERCI ALLY DOM CI LED
| NSURER 123
Sec. 823.005. DESCRI PTI ON OF CONTROL; DETERM NATI ON OF
CONTROL 124
Sec. 823.006. DESCRI PTI ON OF | NSURANCE HOLDI NG COVPANY
SYSTEM 125
Sec. 823.007. DESCRI PTION OF VOTI NG SECURITY 126
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SUBCHAPTER J. CIVIL REMEDI ES AND SANCTI ONS
Sec. 823.451. RECEI VERSH P 190
Sec. 823.452. REVOCATI ON, SUSPENSI ON, OR NONRENEWAL OF
| NSURER' S AUTHORI TY 190
Sec. 823.453. VA DI NG UNAUTHORI ZED ACTI ON 191
Sec. 823.454. ADM NI STRATI VE PENALTY 192
Sec. 823.455. EQUI TABLE RELI EF 193
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SUBCHAPTER K. CRI M NAL PENALTI ES
Sec. 823.501. OFFENSE OF VI OLATI NG CHAPTER 197
Sec. 823.502. OFFENSE OF SUBSCRI BI NG TO OR MAKI NG FALSE
STATEMENT 198
Sec. 823.503. BEG NNING CRI M NAL PROCEEDI NGS 200
CHAPTER 823. | NSURANCE HOLDI NG COVPANY SYSTEMS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 823.001. FINDI NGS AND PURPCSE. (a) It is consistent
with the public interest and the interest of policyholders to
permt insurers to:
(1) engage in activities that woul d enabl e the
insurers to make better use of managenent skills and facilities;
(2) have free access to capital markets that could
provide funds for insurers to use in diversification prograns;
(3) inplenent sound tax planning conclusions; and
(4) serve the changing needs of the public and adapt
to changi ng conditions of the social, economc, and political
environnent, so that insurers are able to conpete effectively and
to meet the growi ng public demand for institutions capable of
provi di ng a conprehensive range of financial services.
(b) The public interest and the interests of policyhol ders
are adversely affected if:
(1) control of an insurer is sought by persons who
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woul d use the control adversely to the interest of policyhol ders;

(2) acquisition of control of an insurer substantially
| essens conpetition or creates a nonopoly in the insurance
business in this state;

(3) an insurer that is part of a hol ding conpany
systemis caused to enter into transactions or relationships with
affiliated conpanies on terns that are not fair and reasonabl e;
or

(4) an insurer pays dividends to sharehol ders that
j eopardi ze the financial condition of the insurer.

(c) The purpose of this article is to pronote the public
i nterest by:

(1) facilitating the achi evenent of the objectives
descri bed by Subsection (a);

(2) requiring disclosure of pertinent information
relating to and approval of changes in control of an insurer;

(3) requiring disclosure and approval of materi al
transactions and rel ati onshi ps between the insurer and the
insurer's affiliates, including certain dividends to sharehol ders
paid by the insurer; and

(4) providing standards governing materi al
transactions between the insurer and the insurer's affiliates.

(d) It is desirable to prevent unnecessary mnmultiple and
conflicting regulation of insurers. |In accordance with this
pur pose and except as provided by this chapter, this state shal
exercise regulatory authority under this chapter only with
respect to donmestic insurers. (V.T.1.C Art. 21.49-1, Sec. 1.)

Source Law

Art. 21.49-1
Sec. 1. (a) It is hereby found and declared that it is
consistent wwth the public interest and the interest of
policyholders to permt insurers to:
(1) engage in activities which would enable themto
make better use of managenent skills and facilities;
(2) have free access to capital markets which could
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provide funds for insurers to use in diversification prograns,;

(3) inplenent sound tax planning conclusions; and

(4) serve the changing needs of the public and adapt
to changi ng conditions of the social, economc, and political
environnent, so that insurers are able to conpete effectively and
to meet the growi ng public demand for institutions capable of
provi di ng a conprehensi ve range of financial services.

(b) It is further found and declared that the public
interest and the interests of policyholders are adversely
af fected when:

(1) control of an insurer is sought by persons who
woul d utilize such control adversely to the interest of
pol i cyhol ders;

(2) acquisition of control of an insurer would
substantially | essen conpetition or create a nonopoly in the
i nsurance business in this State;

(3) an insurer which is part of a hol ding conpany
systemis caused to enter into transactions or relationships with
affiliated conpanies on terns which are not fair and reasonabl e;
or

(4) an insurer pays dividends to sharehol ders which
j eopardi ze the financial condition of such insurer.

(c) It is hereby declared that the policies and purposes of
this article are to pronote the public interest by:

(1) facilitating the achi evenent of the objectives
enunerated in Subsection (a);

(2) requiring disclosure of pertinent information
relating to and approval of changes in control of an insurer;

(3) requiring disclosure and approval of materi al
transactions and rel ati onshi ps between the insurer and its
affiliates, including certain dividends to sharehol ders paid by
the insurer; and

(4) providing standards governing materi al
transactions between the insurer and its affiliates.

(d) it is further declared that it is desirable to prevent
unnecessary nmultiple and conflicting regulation of insurers.
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Therefore, this State shall exercise regulatory authority over
donmestic insurers and, unless otherw se provided in this article,
not over non-donestic insurers, with respect to the natters
cont ai ned herein.

Revi sed Law
Sec. 823.002. DEFINITIONS. In this chapter:

(1) "Acquiring person" nmeans the person who is
acquiring control of a donestic insurer or on whose behal f
control of a donestic insurer is being acquired.

(2) "Controlled insurer” means an insurer that is
controlled directly or indirectly by a hol ding conpany.

(3) "Controlled person” neans a person, other than a
controlled insurer, who is controlled directly or indirectly by a
hol di ng conpany.

(4) "Donestic insurer"” includes a commercially
domciled insurer described by Section 823. 004.

(5) "Holding conpany"” neans a person who directly or
indirectly controls an insurer. The termdoes not include the
United States, a state or a political subdivision, agency, or
other instrunentality of a state, or a corporation that is wholly
owned directly or indirectly by the United States, a state, or an
instrunmentality of a state.

(6) "lnsurer" means any insurance comnpany organized
under the laws of this state, a comercially domciled insurer
or an insurer authorized to engage in the business of insurance
inthis state. The termincludes a capital stock conpany, nutual
conpany, farm nutual insurance conpany, title insurance conpany,
fraternal benefit society, local nutual aid association,
st atewi de nutual assessnent conpany, county nutual insurance
conpany, Lloyd' s plan, reciprocal or interinsurance exchange,
stipulated prem um i nsurance conpany, and group hospital service
corporation. The termdoes not include the United States, a
state, or an agency, authority, instrunentality, or political
subdi vi sion of a state.

(7) "Person" neans an individual, corporation,
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part nership, association, joint stock conpany, trust, or
uni ncor porated organi zation, or a simlar entity or a conbination
of the listed entities acting in concert. The term does not
include a securities broker while perform ng no nore than a
function that is usual and customary for a securities broker.
(V.T.1.C. Art. 21.49-1, Secs. 2(e), (f), (g9), (h), (j), (k), (o),
5(b) (part).)

Source Law

Sec. 2. As used in this article, the follow ng terns shal
have the respective nmeanings hereinafter set forth, unless the
context shall otherw se require:

(e) Holding Conpany. The term "hol di ng conpany” neans
any person who directly or indirectly controls any insurer.

(f) Controlled Insurer. The term"controlled insurer”
means an insurer controlled directly or indirectly by a hol ding
conpany.

(g) Controlled Person. The term"controlled person”
means any person, other than a controlled insurer who is
controlled directly or indirectly by a hol ding conpany.

(h) Donestic Insurer. The term "donmestic insurer”

i ncludes a commercially domciled insurer

(j) Insurer. The term"insurer" shall include al
i nsurance conpani es organi zed or chartered under the laws of this
State, commercially domciled insurers, or insurers licensed to
do business in this State, including capital stock conpanies,
mut ual conpani es, farm nutual insurance conpanies, title
i nsurance conpani es, fraternal benefit societies, |ocal nutual
ai d associ ations, Statew de nutual assessnent conpani es, county
mut ual i nsurance conpani es, Lloyds' Plan conpanies, reciprocal or
i nterinsurance exchanges, stipulated prem uminsurance conpani es,
and group hospital service conpanies, except that it shall not
i ncl ude agencies, authorities, or instrunentalities of the United
States, its possessions and territories, the Comonweal th of
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Puerto Rico, the District of Colunbia, or a state or political
subdi vi sion of a state.

(k) Person. A "person" is an individual, a
corporation, a partnership, an association, a joint stock
conpany, a trust, an unincorporated organi zation, any simlar
entity or any conbination of the foregoing acting in concert, but
shall not include any securities broker perform ng no nore than
t he usual and customary broker's function.

(o) Notw thstandi ng any other provision of this
article, the follow ng shall not be deened hol di ng conpani es:
the United States, a state or any political subdivision, agency,
or instrumentality thereof, or any corporation which is wholly
owned directly or indirectly by one or nore of the foregoing.

Sec. 5. [(a) . . . (1) No person shall (i) acquire .
any voting security of a domestic insurer . . . or (ii)
ot herwi se acquire control of or exercise any control over a
donmestic insurer . . . .]

(b) . . . [The statenent . . . shall contain the follow ng

i nformati on:
(1) the nane and address of] the person by whom or on
whose behalf the acquisition of control referred to in Subsection
(a) is to be effected (hereinafter called "acquiring party"), and

Revisor's Note

(1) Section 2, V.T.1.C. Article 21.49-1, states that the
terms have the neani ngs defined "unl ess the context shal
otherwi se require.” The revised law omts the quoted | anguage as
unnecessary because the defined terns are used consistently in
the revision in the context to which the definitions apply.

(2) Section 2(c), V.T.1.C. Article 21.49-1, defines
"conm ssioner” to nmean the "Comm ssioner of I|nsurance, the
comm ssioner's deputies, or the State Board of |Insurance, as
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appropriate.” The revised law omts the definition as
unnecessary. Chapter 685, Acts of the 73rd Legi sl ature, Regular
Session, 1993, abolished the State Board of |nsurance and
transferred its functions to the comm ssioner of insurance and
t he Texas Departnent of |Insurance, as appropriate. Chapter 31
defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
comm ssi oner of insurance and Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the board
have been omtted or changed to "comm ssioner” or "departnment" as
appropriate. In addition, V.T.I1.C. Article 21.49-1 is drafted to
expressly provide authority for the conm ssioner to del egate a
power or duty to a deputy as appropriate under that article,
elimnating the need to define "conm ssioner"” artificially to
mean the comm ssioner's deputies. The omtted | aw reads:

(c) Conmm ssioner. The term "Conm ssioner"” shall nean the
Comm ssi oner of Insurance, the conm ssioner's deputies, or the
State Board of |nsurance, as appropriate.

(3) Section 2(j), V.T.1.C. Article 21.49-1, refers to
I nsurance conpani es "organi zed or chartered" under state |aw.
The revised law omts "chartered" as unnecessary because, in
context, "chartered" is included wthin the nmeani ng of
"organi zed. "

(4) Section 2(j), V.T.1.C. Article 21.49-1, refers to

"insurers licensed to do business in this State." The revised
| aw substitutes "authorized" for "licensed" and "certificate of
authority” for "license" throughout this chapter because

"certificate of authority" is the termused throughout this code
inrelation to an entity's authority to engage in business.

(5) Section 2(j), V.T.1.C. Article 21.49-1, refers to
"group hospital service conpanies,” meani ng corporations
operating under V.T.lI.C Chapter 20, revised as Chapter 842. The
termnost frequently used to refer to such a corporation is
"group hospital service corporation.” Consequently, the revised
| aw substitutes "group hospital service corporation” for "group
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hospi tal service conpanies" to provide for consistent use of
term nol ogy in this code.

(6) Section 2(j), V.T.1.C. Article 21.49-1, refers to
"agencies, authorities, or instrunentalities of the United
States, its possessions and territories, the Comonweal th of
Puerto Rico, the District of Colunbia, or a state or political
subdi vision of a state." The revised law omts the reference to
"agencies, authorities, or instrunentalities of the United
St at es” because those entities are included in the definition of
"United States" provided by Section 311.005(9), CGovernnent Code
(Code Construction Act), applicable to the revised | aw. The
revised law also omts the references to "its possessions and
territories,"” "the Commonweal th of Puerto R co," and "the
District of Colunbia" because those terns are included in the
definition of "state" provided by Section 311.005(7), Governnent
Code (Code Construction Act), also applicable to the revised | aw.

Revi sed Law

Sec. 823.003. CLASSI FI CATI ON AS AFFI LI ATE OR SUBSI DI ARY.
(a) A person is an affiliate of another if the person directly
or indirectly through one or nore internediaries controls, is
controlled by, or is under common control with the other person.

(b) A person is a subsidiary of another if the person is an
affiliate of and is controlled by the other person directly or
indirectly through one or nore internediaries.

(c) A subsidiary or holding conpany of a person is an
affiliate of that person. (V.T.I.C Art. 21.49-1, Secs. 2(a),

(mM; New.)

Source Law

(a) Affiliate. An "affiliate" of, or person
"affiliated" wth, a specific person, is a person that directly,
or indirectly through one or nore internediaries, controls, or is
controlled by, or is under common control wth, the person
speci fi ed.

(m Subsidiary. A "subsidiary" of a specified person
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is an affiliate controlled by such person directly or indirectly
t hrough one or nore intermedi aries.

Revisor's Note

V.T..C. Article 21.49-1 contains nunerous references to an
insurer's "hol di ng conpany, subsidiaries, and affiliates"” and
vari ations of that phrase. The description of an "affiliate"
provi ded by Section 2(a), V.T.1.C. Article 21.49-1, includes a
person who is a subsidiary or holding conpany of the other
person. To avoid redundancy, the revised | aw adds a new
provi sion that expressly states that a subsidiary or hol ding
conpany of a person is an affiliate of that person and,
t hroughout this chapter and as appropriate, substitutes the term
"affiliate" for the phrase "hol di ng conpany, subsidiaries, and
affiliates" and variations of that phrase.

Revi sed Law

Sec. 823.004. CLASSI FI CATI ON AS COMVERCI ALLY DOM CI LED
| NSURER. (a) For purposes of this chapter, a foreign or alien
i nsurer authorized to engage in the business of insurance in this
state is a commercially domciled insurer if during the period
descri bed by Subsection (b) the average of the gross prem uns
witten by the insurer in this state is:

(1) nore than the average of the gross prem uns
witten by the insurer inits state of domcile; and

(2) 30 percent or nore of the total gross prem uns
witten by the insurer in the United States, as reported in its
three nost recent annual statenents.

(b) The period applicable to Subsection (a) is:

(1) the three nost recent fiscal years of the insurer
that precede the fiscal year in which the determ nation under
this section is nmade; or

(2) if the insurer has been authorized to engage in
the business of insurance in this state for |ess than the period
descri bed by Subdivision (1), the period for which the insurer
has been authorized to engage in the business of insurance in
this state. (V.T.I.C. Art. 21.49-1, Sec. 2(b).)
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Source Law

(b) Commercially Domciled Insurer. The term
"commercially domciled insurer” nmeans a foreign or alien insurer
authorized to do business in this state that during its three
precedi ng fiscal years taken together, or any lesser period if it
has been licensed to transact business in this state only for
that | esser period, has witten an average of nobre gross prem uns
inthis state than it has witten in its state of domcile during
the sanme period, with those gross prem uns constituting 30
percent or nore of its total gross prem uns everywhere in the
United States for that three-year or |esser period, as reported
inits three nost recent annual statenents.

Revi sed Law

Sec. 823.005. DESCRI PTI ON OF CONTROL; DETERM NATI ON OF
CONTROL. (a) For purposes of this chapter, control is the power
to direct, or cause the direction of, the managenent and policies
of a person, other than power that results froman official
position with or corporate office held by the person. The power
may be possessed directly or indirectly by any nmeans, including
t hrough the ownership of voting securities or by contract, other
than a commercial contract for goods or nonmanagenent services.

(b) For purposes of this chapter, a person controls another
if the person possesses the power described by Subsection (a)
with regard to the other person

(c) After providing notice and opportunity for hearing to
each person in interest, the comm ssioner may determ ne that,
notw t hst andi ng t he absence of a presunption under Section
823. 151, a person controls an authorized insurer if the person,
directly or indirectly and al one or under an agreenent with one
or nore other persons, exercises such a controlling influence
over the managenent or policies of the insurer that it is
necessary or appropriate in the public interest or for the
protection of the insurer's policyholders that the person be
considered to control the insurer. The comm ssioner shall make

78C204 DLF-D
142



specific findings of fact to support a determ nation under this
subsection. (V.T.1.C Art. 21.49-1, Sec. 2(d) (part).)
Source Law

(d) Control. The term"control,"” including the terns
"controlling,"” "controlled by," and "under common control wth,"
means the possession, direct or indirect, of the power to direct
or cause the direction of the managenent and policies of a
person, whether through the ownership of voting securities, by
contract other than a comrercial contract for goods or
non- managenent services, or otherw se, unless the power is the
result of an official position with or corporate office held by
the person. . . . The comm ssioner may determ ne, after
furnishing all persons in interest notice and opportunity to be
heard and maki ng specific findings of fact to support such
determ nation, that control exists in fact, notw thstanding the
absence of a presunption to that effect, where a person exercises
directly or indirectly either alone or pursuant to an agreenent
wi th one or nore other persons such a controlling influence over
t he managenent or policies of an authorized insurer as to nmake it
necessary or appropriate in the public interest or for the
protection of the policyholders of the insurer that the person be
deened to control the insurer

Revisor's Note

Section 2(d), V.T.1.C. Article 21.49-1, attenpts to define
the ternms "control,"” "controlling,” "controlled by," and "under
common control with" using a single definition. GCbviously, the
terms do not have the sanme neaning. Control is an inportant
concept in this chapter. V.T.I.C Article 21.49-1 uses a form of
the word "control" 87 tinmes, variously as a noun, a verb, and an
adjective. In this section, the revised | aw provides
descriptions of "control" as used as a noun and a verb generally
in this chapter. Subchapter D of this chapter expressly addresses
the issues of presunption, determ nation, and acquisition of
control
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Revi sed Law
Sec. 823.006. DESCRI PTI ON OF | NSURANCE HOLDI NG COVPANY
SYSTEM An insurance hol di ng conpany system consi sts of two or
nore affiliates, at |east one of which is an insurer. (V.T.1.C
Art. 21.49-1, Sec. 2(i).)

Source Law

(1) Insurance Hol di ng Conpany System The term
"insurance hol di ng conpany systeni consists of two or nore
affiliated persons, one or nore of which is an insurer.

Revi sed Law
Sec. 823.007. DESCRI PTI ON OF VOTI NG SECURI TY. For purposes
of this chapter, a voting security is a security or an instrunent
t hat :

(1) has the power at a neeting of sharehol ders of a
person to vote for or against the election of directors of the
person or any other matter involving the direction of the
managenent and policies of the person; or

(2) under rules adopted by the comm ssioner in the
public interest, the comm ssioner considers to be of simlar
nature to that described by Subdivision (1) and consi ders
necessary or appropriate to treat as a voting security. (V.T.I.C
Art. 21.49-1, Sec. 2(n).)

Source Law

(n) Voting Security. The term"voting security" neans
any security or other instrunent which has the power to vote at a
nmeeti ng of sharehol ders of a person for or against the election
of directors or any other matter involving the direction of the
managenent and policies of such person, or any other security or
i nstrunment which the State Board of |Insurance deens to be of
simlar nature and considers necessary or appropriate, by which
such rules and regulations as it may prescribe in the public
interest deens to treat as a voting security.
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Revisor's Note
Section 2(n), V.T.1.C Article 21.49-1, refers to "rules and
regulations.” 1In this context throughout this chapter,
"regulations” is omtted fromthe revised | aw because under
Section 311.005(5), Governnent Code (Code Construction Act), a
rule is defined to include a regulation. That definition applies
to the revised | aw.

Revi sed Law
Sec. 823.008. STANDARD FOR DETERM NI NG SURPLUS
REASONABLENESS AND ADEQUACY. (a) |In determ ning whether an
insurer's policyholders' surplus is reasonable in relation to the
insurer's outstanding liabilities and adequate to the insurer's
financial needs, the follow ng factors, anong others, shall be
consi der ed:

(1) the size of the insurer as neasured by its assets,
capital and surplus, reserves, premumwitings, insurance in
force, and other appropriate criteria;

(2) the extent to which the insurer's business is
diversified anong the different |ines of insurance;

(3) the nunber and size of risks insured in each line
of i nsurance;

(4) the extent of the geographical dispersion of the
insurer's insured risks;

(5) the nature and extent of the insurer's reinsurance

program
(6) the quality, diversification, and liquidity of the
insurer's investnent portfolio;
(7) the recent past and projected future trend in the
size of the insurer's:
(A) policyholders' surplus; and
(B) investnent portfolio;
(8) the policyholders' surplus maintained by
conpar abl e i nsurers;
(9) the adequacy of the insurer's reserves;
(10) the quality and liquidity of investnents in
subsi di ari es made under Subchapter F; and
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(11) the quality of the insurer's earnings and the
extent to which the insurer's reported earnings include
extraordinary itens.

(b) The comm ssioner may treat an investnent described by
Subsection (a)(10) as a nonadmtted or disall owed asset for
pur poses of Subsection (a) if in the comm ssioner's judgnment the
investnment justifies that treatnent. (V.T.1.C Art. 21.49-1,
Sec. 4(b).)
Source Law

(b) Adequacy of Surplus. For the purposes of this article,
in determ ning whether an insurer's surplus as regards
policyholders is reasonable in relation to the insurer's
outstanding liabilities and adequate to its financial needs, the
follow ng factors, anong others, shall be considered:

(1) the size of the insurer as neasured by its assets,
capital and surplus, reserves, premumwitings, insurance in
force, and other appropriate criteria;

(2) the extent to which the insurer's business is
di versified anong the several |ines of insurance;

(3) the nunber and size of risks insured in each line
of busi ness;

(4) the extent of the geographical dispersion of the
insurer's insured risks;

(5) the nature and extent of the insurer's reinsurance
program

(6) the quality, diversification, and liquidity of the
insurer's investnent portfolio;

(7) the recent past and projected future trend in the
size of the insurer's surplus as regards policyhol ders and the
insurer's investnent portfolio;

(8) the surplus as regards policyhol ders maintai ned by
ot her conparabl e insurers;

(9) the adequacy of the insurer's reserves;

(10) the quality and liquidity of investnents in
subsi di ari es made pursuant to Section 6. The conmm ssioner may
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treat any such investnent as a nonadmtted or disallowed asset
for purposes of determ ning the adequacy of surplus as regards
pol i cyhol ders whenever in his judgnent such investnent so
warrants; and

(11) the quality of the insurer's earnings and the
extent to which the insurer's reported earnings include
extraordinary itens.

Revisor's Note
Section 4(b), V.T.1.C. Article 21.49-1, refers to the
"surplus as regards policyhol ders” of an insurer. The term nost
commonly used in the insurance industry to refer to that type of
surplus is "policyholders' surplus.” In this section and
t hroughout this chapter, the revised | aw substitutes
"policyhol ders' surplus" for "surplus as regards policyhol ders."”
Revi sed Law
Sec. 823.009. SITUS OF SECURI TI ES OF DOVESTI C | NSURER. For
purposes of this chapter, the situs of the ownership of
securities of a domestic insurer is considered to be in this
state. (V.T.I.C Art. 21.49-1, Sec. 12(c) (part).)
Source Law

(c) . . . Notw thstanding any other provisions of law, for
the purposes of this article the situs of the ownership of the
securities of donestic insurers shall be deened to be in this
St at e.

Revi sed Law
Sec. 823.010. DI SCLAI MER OF AFFI LI ATION. (a) A disclainer
of affiliation with an authorized insurer may be filed with the
comm ssi oner by any person, including the authorized insurer or a
menber of an insurance hol di ng conpany system
(b) The disclainmer nust fully disclose:
(1) all material relationships and bases for
affiliation between the person and the insurer; and
(2) the basis for disclaimng the affiliation.
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(c) After the disclainer is filed:

(1) the insurer is not required to register or report
under Subchapter B because of a duty that arises out of the
insurer's relationship with the person unless the comm ssi oner
di sall ows the disclainer, in which event the duty to register or
report begins on the date of the disall owance; and

(2) the person is not required to conply with Sections
823. 154, 823. 155, 823.159, and 823. 160 unl ess the comm ssi oner
di sal l ows the discl ai ner.

(d) The comm ssioner may disallow the disclainer only
after:

(1) providing to each party in interest notice of and
the opportunity to be heard on the disall owance; and

(2) making specific findings of fact to support the
di sal l owance. (V. T.1.C. Art. 21.49-1, Sec. 3(j).)

Source Law

(j) Disclainmer. Any person may file with the comm ssioner a
di sclaimer of affiliation with any authorized insurer or such a
di sclaimer may be filed by such insurer or any nenber of an
i nsurance hol di ng conpany system The disclainer shall fully
disclose all material relationships and bases for affiliation
bet ween such person and such insurer as well as the basis for
di sclaimng such affiliation. After a disclainmer has been filed,
the insurer shall be relieved of any duty to register or report
under this section which may arise out of the insurer's
relationship with such person unless and until the conm ssioner
di sal l ows such a disclainmer. Unless disallowed by the
comm ssioner, a disclainer filed under this subsection relieves a
person of the duty to conmply with the requirenents of Sections
5(a) through (c) of this article. The comm ssioner shal
di sal l ow such a disclainer only after furnishing all parties in
interest with notice and opportunity to be heard and after making
specific findings of fact to support such di sall owance.
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Revi sed Law

Sec. 823.011. CONFI DENTI ALITY OF | NFORMATION. (a) This
section applies only to information, including docunents and
copi es of docunents, that is:

(1) reported under Subchapter B; or

(2) obtained by or disclosed to the comm ssioner or
anot her person in the course of an exam nation or investigation
under Subchapter H

(b) The information shall be treated confidentially and is
not subject to subpoena. Except as provided by Subsections (c)
and (d), the informati on may not be disclosed wi thout the prior
witten consent of the insurer to which it pertains.

(c) The comm ssioner may publish all or any part of the
information in the manner that the comm ssioner considers
appropriate if the comm ssioner, after giving the insurer and its
affected affiliates notice and an opportunity to be heard,
determ nes that the interests of policyholders or the public wll
be served by the publication of the information.

(d) The comm ssioner or another person nay disclose the
information to any of the following entities functioning in an
of ficial capacity:

(1) an insurance departnent of another state;

(2) an authorized | aw enforcenent official;

(3) adistrict attorney of this state;

(4) the attorney general; or

(5 agrand jury. (V.T.I.C Art. 21.49-1, Sec. 10.)
Source Law

Sec. 10. Al information, docunents, and copies thereof

obtai ned by or disclosed to the conm ssioner or any other person
in the course of an exam nation or investigation nade pursuant to
Section 9 and all information reported pursuant to Section 3,
shall be given confidential treatnment and shall not be subject to
subpoena and shall not be made public by the conm ssioner or any
ot her person, except to insurance departnents of other states,
duly authorized | aw enforcenent officials, any district attorney
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of this state, the attorney general, and any grand jury, in the
of ficial conduct of the respective duties of those persons,

W thout the prior witten consent of the insurer to which it
pertains unless the conm ssioner, after giving the insurer and
its affiliates who woul d be affected thereby notice and
opportunity to be heard, determ nes that the interests of

pol i cyhol ders or the public will be served by the publication
thereof, in which event he may publish all or any part thereof in
such manner as he may deem appropri ate.

Revi sed Law
Sec. 823.012. RULES; PROCEDURES FOR CONSI DERI NG CERTAI N
DI STRIBUTIONS. (a) The conm ssioner may, after notice and
opportunity for all interested persons to be heard, adopt rules
and issue orders to inplenent this chapter, including the
conducti ng of business and proceedi ngs under this chapter.
(b) The comm ssioner by rule shall establish procedures to:
(1) pronptly consider the prepaynent notices reported
under Section 823.053(b);
(2) annually review each reported ordinary dividend
paid within the 12 nonths preceding the date of the report; and
(3) take appropriate actions authorized by this code.
(c) A procedure established under Subsection (b)(1) nust
i ncl ude consideration of the factors provided by Section 823. 008.
(d) A rule or order under this section nust be consistent
with this chapter. (V.T.1.C Art. 21.49-1, Secs. 3(d) (part), 11

(part).)

Source Law

[ Sec. 3]
(d) . . . The comm ssioner shall adopt rul es that
establi sh procedures to:

(1) consider the prepaynment notices pronptly, that
shall include the standards set forth under Section 4(b), Article
21.49-1 of this code;

(2) review annually all reported ordi nary dividends
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paid within the preceding twelve nonths; and
(3) take such appropriate actions as may be authori zed
by ot her provisions of this code.

Sec. 11. The State Board of |nsurance may, upon notice and
opportunity for all interested persons to be heard, issue such
rules, regulations, and orders as shall be consistent with and to
carry out the provisions of this article and to govern the
conduct of its business and proceedi ngs hereunder.

Revisor's Note

(1) Section 3(d), V.T.I.C Article 21.49-1, refers to
"prepaynent notices." That termis not used el sewhere in the
article. The part of Section 3(d) revised in this section was
added by Section 7.12, Chapter 685, Acts of the 73rd Legislature,
Regul ar Session, 1993. That anendnent al so added the requirenent
for reporting distributions to sharehol ders "at |east 10 days
before the date of paynment,"” and it is nost likely that report to
whi ch prepaynment notice refers. The quoted phrase is revised as
a part of Section 823.053(b) of this chapter, and the revised | aw
refers to that provision accordingly.

(2) The revised law omts part of Section 11, V.T.I1.C
Article 21.49-1, as unnecessary because it is covered by the
requi renent in that section that rules "be consistent with .
this article." The omtted | aw reads:

Sec. 11. . . . Respecting any other provisions of this
article, the board shall not have any power or authority to
change the neaning of any provision of this article by rule or
regul ation or to pronulgate any rule or regulation which is in
any way contrary to the underlying and fundanental purposes of
this article.

Revi sed Law
Sec. 823.013. MANDAMJIS. A person aggrieved by the failure
of the comm ssioner to act, including nmaking a determ nation, as
required by this chapter may petition a district court of Travis
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County for a wit in the nature of a mandamus or a perenptory
mandanus directing the comm ssioner to i nmediately act or make
the determnation. (V.T.1.C Art. 21.49-1, Sec. 17(c).)

Source Law

(c) Any person aggrieved by any failure of the comm ssioner
to act or nmake a determnation required by this article may
petition the district court for Travis County for a wit in the
nature of a mandanmus or a perenptory nmandamus directing the
conm ssioner to act or nmake such determi nation forthwth.

Revi sed Law

Sec. 823.014. APPLICABILITY OF CHAPTER TO FOREI GN OR ALI EN
I NSURER. (a) A foreign insurer that is authorized to engage in
t he busi ness of insurance in this state and that is domciled in
a jurisdiction that has not adopted, by statute or regulation,
controls considered by the conm ssioner to be substantially
simlar to those provided by this chapter:

(1) is subject to this chapter to the sane extent as a
donestic insurer; and

(2) on failure to conply with this chapter, is subject
to all renedies, penalties, and sanctions authorized by this code
in the sanme manner as a donestic insurer, including, after notice
and hearing, the suspension or revocation of the insurer's
certificate of authority to engage in the business of insurance
inthis state.

(b) If a jurisdiction adopts controls considered by the
comm ssioner to be substantially simlar to those provided by
this chapter, the conm ssioner after that adoption may exenpt an
insurer domciled in that jurisdiction fromthe application of
this section.

(c) Notw thstandi ng Subsection (a), a foreign or alien
insurer is not subject to this chapter if the comm ssioner has
approved a withdrawal plan for the insurer under Chapter 827.
(V.T.1.C. Art. 21.49-1, Sec. 18.)

78C204 DLF-D
152



Source Law

Sec. 18. (a) Each Texas-licensed foreign insurer domciled
in a jurisdiction which has not, by statute or regul ation,
adopt ed controls considered by the Conm ssioner of |nsurance of
the State of Texas to be substantially simlar to those contained
inthis Article shall be subject to all provisions of Article
21.49-1 of the Insurance Code the sane as Texas donestic insurers
and is, in the event of non-conpliance therewth, subject to al
of the renmedies, penalties, and sanctions authorized by the
| nsurance Code, including, but not limted to, after notice and
heari ng, suspension or revocation of certificate of authority to
do business in Texas. If, after the effective date of this Act,
any domciliary jurisdictions adopt controls considered by the
Comm ssi oner of Insurance of the State of Texas to be
substantially simlar to those contained in this Article, the
conm ssioner may thereafter exenpt insurers domciled in said
jurisdictions fromthe provisions of this Section 18 of Article
21.49- 1.

(b) A foreign or alien insurer is not subject to the
requi renents of this Article if the comm ssioner has approved a
wi t hdrawal plan for the insurer under Article 21.49-2C of this
code.

Revisor's Note
Section 18, V.T.1.C. Article 21.49-1, refers to renedies,

penal ti es, and sanctions, "including, but not limted to,"
suspension or revocation of an insurer's certificate of
authority. The revised law omts "but not limted to" as
unnecessary because Section 311.005(13), Governnment Code (Code
Construction Act), applicable to the revised | aw, provides that
"includes" and "including" are terns of enlargenent and not of
limtation and do not create a presunption that conponents not

expressed are excl uded.
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Revi sed Law

Sec. 823.015. EXEMPTI ON FROM CHAPTER (a) This chapter
does not apply to an insurance hol di ng conpany systemif each
affiliate in the systemis privately owned by not nore than five
security hol ders, each of whomis an individual. For purposes of
this subsection, a person is a security holder of another if the
person owns any security of the other person, including comon
stock, preferred stock, a debt obligation, and any other security
convertible into or evidencing the right to acquire stock or a
debt obligation.

(b) The comm ssioner nmay exenpt fromthe application of
this chapter a comercially domciled insurer that the
comm ssi oner determ nes has assets physically located in this
state or an asset-to-liability ratio sufficient to justify the
conclusion that there is no reasonabl e danger that the operations
or conduct of the business of the insurer could present a danger
of loss to the policyholders of this state. (V.T.I1.C
Art. 21.49-1, Secs. 2(l), (r), (s).)

Source Law

(1) Securityholder. A "securityholder"” of a specified
person is one who owns any security of such person, including
common stock, preferred stock, debt obligations, and any ot her
security convertible into or evidencing the right to acquire any
of the foregoing.

(r) Notw thstandi ng any other provision of this
article, this article shall not be applicable to any insurance
hol di ng conpany systemin which the insurer, the hol ding conpany,
if any, the subsidiaries, if any, the affiliates, if any, and
each and every other nenber thereof, if any, is privately owned
by not nore than five (5) securityhol ders, each of whomis and
must be an individual or a natural person.

(s) The comm ssioner nmay exenpt fromthe provisions of
this article any comercially domciled insurer if the
conmi ssioner determnes that the insurer has assets physically
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| ocated in this state or an asset to liability ratio sufficient
to justify the conclusion that there is no reasonabl e danger that
t he operations or conduct of the business of the insurer could
present a danger of loss to the policyholders of this state.

Revisor's Note
Section 2(r), V.T.1.C Article 21.49-1, refers to "an

i ndi vidual or a natural person."” The revised |law omts "natural
person” because it is synonynous with "individual," and
"individual" is nore comonly used.

[ Sections 823.016-823. 050 reserved for expansion]
SUBCHAPTER B. REGQ STRATI ON
Revi sed Law
Sec. 823.051. REG STRATI ON BY I NSURER REQUI RED. (a) Each
i nsurer authorized to engage in the business of insurance in this
state that is a nenber of an insurance hol di ng conpany system
shall register with the comm ssioner. The insurer shall register
not later than the 15th day after the date the insurer becones
subject to registration under this subchapter
(b) The comm ssioner for good cause shown nay extend the
period for registration under this section. (V.T.1.C
Art. 21.49-1, Sec. 3(a) (part).)
Source Law

Sec. 3. (a) Registration. Every insurer which is
authorized to do business in this State and which is a nmenber of
an i nsurance hol ding conpany system shall register with the
comm ssioner . . . . Any insurer which is subject to
regi stration under this section shall register within 15 days
after it becones subject to registration unless the comm ssioner
for good cause shown extends the tinme for registration, and then
W thin such extended tine.
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Revi sed Law

Sec. 823.052. REQUI RED | NFORVATI ON; REG STRATI ON STATEMENT.
(a) To register as required by Section 823.051, an insurer mnust
file wwth the departnent a registration statenent and a copy of
the charter or articles of incorporation and byl aws of the
i nsurer's hol ding conpany, each of the insurer's subsidiaries,
and, if the comm ssioner considers the information necessary, any
of the insurer's other affiliates.

(b) The registration statenent nust contain current
i nformati on about:

(1) the identity and relationship of each affiliate in

t he i nsurance hol di ng conpany system of which the insurer is a
part;

(2) the capital structure, general financial
condi tion, and ownershi p and managenent of the insurer, the
insurer's holding conpany, the insurer's subsidiaries, and, if
t he conm ssioner considers the informati on necessary, any of the
insurer's other affiliates; and

(3) any pledge of stock of the insurer or a subsidiary
or controlling affiliate of the insurer for a |loan nmade to a
menber of the insurer's insurance hol di ng conpany system

(c) The registration statenent nust also contain
i nformati on about:

(1) each outstanding |oan the insurer nmakes to an
affiliate of the insurer or an affiliate nakes to the insurer;

(2) each purchase, sale, or exchange of securities or
ot her investnent between the insurer and an affiliate of the
i nsurer;

(3) each purchase, sale, or exchange of assets between
the insurer and an affiliate of the insurer;

(4) each managenent and service contract or
cost-sharing arrangenent between the insurer and an affiliate of
the insurer;

(5) each reinsurance agreenent between the insurer and
an affiliate of the insurer that covers one or nore |ines of
i nsurance of the cedi ng conpany;
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(6) each agreenent between the insurer and an
affiliate of the insurer to consolidate federal incone tax
returns;

(7) each transaction between the insurer and an
affiliated financial institution;

(8) each transaction between the insurer and an
affiliate of the insurer that is not in the ordinary course of
busi ness;

(9) each guarantee or undertaking, other than an
i nsurance contract entered into in the ordinary course of the
insurer's business, for the benefit of an affiliate of the
insurer that results in a contingent exposure of the insurer's
assets to liability;

(10) each dividend or distribution to the insurer's
shar ehol ders; and

(11) each transaction between the insurer and an
affiliate of the insurer not specified by this subsection that is
subject to Section 823.102, 823.103, or 823.104.

(d) The information required by Subsection (c) applies only
to agreenents in force, relationships subsisting, and
transacti ons out st andi ng.

(e) The comm ssioner shall adopt the format of the
registration statenent. In adopting or revising the format, the
comm ssioner nmay require informati on on other matters concerni ng
transacti ons between a registered insurer and an affiliate of the
insurer. (V.T.1.C Art. 21.49-1, Sec. 3(b).)

Source Law

(b) Information and Form Required. Every insurer subject to
registration shall file a registration statenent in the format
adopt ed by the conm ssioner or the board, which shall contain
current information about:

(1) the identity and relationship of every affiliate
in the insurance hol di ng conpany system

(2) the capital structure, general financial
condi ti on, ownership and nmanagenent of the insurer, its holding
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conpany, and the insurer's subsidiaries and, if deened necessary
in the judgnment of the comm ssioner, any of its affiliates;

(3) the followi ng agreenents in force, rel ationships
subsi sting, and transactions currently outstandi ng between such
insurer and its holding conpany, its subsidiaries, or its
affiliates:

(1) loans, other investnents, or purchases, sales
or exchanges of securities of any of the affiliates by the
insurer or of the insurer by any of its affiliates;

(1i) purchases, sales, or exchanges of assets;

(ti1) transactions not in the ordinary course of
busi ness;

(1v) guarantees or undertakings for the benefit
of an affiliate which result in an actual contingent exposure of
the insurer's assets to liability, other than insurance contracts
entered into in the ordinary course of the insurer's business;

(v) all managenment and service contracts and al
cost-sharing arrangenents;

(vi) reinsurance agreenents covering one or nore
lines of insurance of the ceding conpany;

(vii) all dividends and other distributions to
shar ehol der s;

(viii) agreements with affiliates to consolidate
federal inconme tax returns; and

(1x) all transactions with affiliated financial
i nstitutions;

(4) any transaction with an affiliate not listed in
Subdi vision (3) of this subsection that is subject to Section
4(d) of this article;

(5) any pledge of an insurer's stock, including stock
of any subsidiary or controlling affiliate, for a |oan nmade to
any nenber of its insurance hol ding conpany system

(6) other matters concerning transactions between
registered insurers and any affiliates as may be included from
time totime in any registration format adopted or approved by
t he comm ssioner or the board; and
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(7) such filing shall include a copy of the charter or
articles of incorporation and byl aws of such insurer's hol ding
conpany and such insurer's subsidiaries and, if deenmed necessary
in the judgnent of the conmm ssioner or the board, any of its
affiliates.

Revi sed Law

Sec. 823.053. REPORTING MATERI AL CHANGES. (a) To keep the
information required to be disclosed in a registration statenent
filed under Section 823.052 current, a registered insurer shal
report each material change to the information, including the
addition of information, not later than the 15th day after the
| ast day of the nonth in which the insurer |earns of the change.

(b) Subject to Section 823.107, each registered insurer
shal |l report each dividend or distribution nade to the
sharehol ders not |later than the earlier of:

(1) the second business day after the date the
di vidend or distribution is declared; or
(2) the 11th day before the date of paynent.

(c) For purposes of this section, reports are considered to
be made when received by the departnent.

(d) Reports nmade under this section are for informationa
pur poses only.

(e) An insurer is not required to report under this section
a transaction that is approved under Section 823.102 or 823.103.
That approval is considered to be an anendnent of the
regi stration statenent filed under Section 823.052 w thout being
reported under this section. (V.T.I.C Art. 21.49-1, Secs. 3(d)

(part), 4(d)(6).)

Source Law

[ Sec. 3]

(d) Amendnents to Registration Statenents. Each registered
insurer shall keep current the information required to be
disclosed in its registration statenent by reporting all materi al
changes or additions within 15 days after the end of the nonth in
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which it |earns of each such change or addition, except that the
insurer is not required to report a transaction under this
subsection that is authorized under Subsection 4(d) of this
section. In addition, subject to Subsection (c) of Section 4,
each regi stered insurer shall report all dividends and ot her

di stributions to shareholders within two busi ness days foll ow ng
the declaration thereof and at | east 10 days before the date of
paynment. For purposes of determ ning conpliance with those
deadl i nes, reports are considered to be made when received by the
Texas Departnment of |Insurance. Reports under this subsection are
for informational purposes only.

[ Sec. 4(d)]

(6) The approval of any transaction under this section
shal | be deened an amendnent under Section 3(d) to an insurer's
regi stration statenent w thout further filing.

Revi sed Law

Sec. 823.054. MATERI AL | NFORMATION. (a) Information about
a transaction is not required to be disclosed on a registration
statenent filed under Section 823.052 or in a report under
Section 823.053 unless the transaction is considered to be
materi al under this section.

(b) If the anbunt of a single transaction or the total
anmount of all transactions involving sales, purchases, exchanges,
| oans or other extensions of credit, or investnents is nore than
the | esser of one-half of one percent of an insurer's admtted
assets or five percent of an insurer's surplus, as of Decenber 31
of the year preceding the date of the transaction or
transactions, the transaction or transactions, respectively, are
considered to be material for purposes of this section.

(c) Each dividend or distribution to shareholders is
material for the purposes of this section.

(d) The comm ssioner, by rule or order, may provide a
standard that is different fromthe standard provided by
Subsection (b). (V.T.1.C Art. 21.49-1, Sec. 3(c).)
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Source Law

(c) Materiality. No information need be disclosed on the
regi stration statenent filed pursuant to Section 3(b), or the
amendnents thereto pursuant to Section 3(d), if such information
is not material for the purposes of this section. Unless the
board or comm ssioner by rule, regulation, or order provides
ot herwi se, either single transactions or the cunmul ative total of
all transactions involving sales, purchases, exchanges, |oans or
extensions of credit, or investnents, which involve either
one-hal f of one percent or less of an insurer's admtted assets,
or five percent or less of an insurer's surplus, determ ned by
whi chever is the | esser, as of the 31st day of Decenber next
precedi ng, shall not be deened material for purposes of this
section, but any such single transaction or the cunul ative total
of such transactions in excess of the | esser of such percentages
shall be deened material. Each dividend or distribution to
sharehol ders is material for the purposes of this subsection.

Revi sed Law

Sec. 823.055. AMENDMENTS; CONSCLI DATI ON OF AMENDMENTS. (a)
In this section, "ultimate controlling person” neans the person
in an insurance hol ding conpany systemwho is not controlled by
anot her person.

(b) Not later than the 120th day after the |ast day of each
fiscal year of the ultimate controlling person, each registered
insurer in the ultimate controlling person's insurance hol ding
conpany systemshall file an anmendnent to the insurer's
regi stration statenent filed under this subchapter to make the
regi stration statenent current.

(c) Not later than the 120th day after the |ast day of each
cal endar year ending in a five or a zero, each registered insurer
inthe ultimate controlling person's insurance hol di ng conpany
systemshall file a conpletely restated registration statenent
that consolidates all amendnents to the nost recently filed
regi stration statenent into that statenent and contains al
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changes occurring since the | ast anendnent was filed. The
consolidated registration statenent nust be in the format that
t he comm ssi oner adopts by rule.

(d) Aregistered insurer is not required to file an
anendnent under Subsection (b) in the year in which the insurer
files a consolidated registration statenent under Subsection (c).
(V.T.1.C Art. 21.49-1, Secs. 2(q), 3(e).)

Source Law

[ Sec. 2]

(g Utimte Controlling Person. The term"ultinmate
controlling person" means that person who is not controlled by
anot her person.

[ Sec. 3]

(e) Registration Statenent and Arendnent. Not |ater than
the 120th day after the |last day of each fiscal year of the
ultimate controlling person of the insurance hol di ng conpany
system the registrant shall file an anendnent to the
regi stration statenent to nmake the registration statenent
current. Not later than the 120th day after the |ast day of each
cal endar year ending in a five or a zero, the registrant shal
file a conpletely restated, up-to-date registration statenent in
the format provided by regulation with any anmendnents
consolidated wthin the statement. The registrant i s not
required to file an annual anmendnent to its registration
statenent in the year that it files a conpletely restated,
up-to-date registration statenent.

Revi sed Law
Sec. 823.056. TERM NATI ON OF REGQ STRATI ON. The comm ssi oner
shall termnate the registration of an insurer that denonstrates
that the insurer has ceased to be a nmenber of an insurance
hol di ng conpany system (V.T.1.C Art. 21.49-1, Sec. 3(f).)
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Source Law

(f) Termnation of Registration. The comm ssioner shal
termnate the registration of any insurer which denonstrates that
it no longer is a nenber of an insurance hol di ng conpany system

Revi sed Law
Sec. 823.057. CONSOLI DATED FI LI NG The comm ssi oner may
require or permt two or nore insurers that are affiliates of
each other and that are required to register under this chapter
to file:

(1) a consolidated registration statenent; or
(2) a consolidated report anmendi ng:
(A) the consolidated registration statenent; or
(B) the individual registration statenent of each
insurer. (V.T.1.C Art. 21.49-1, Sec. 3(Qg).)
Source Law

(g) Consolidated Filing. The comm ssioner may require or
allow two or nore affiliated insurers subject to registration
hereunder to file a consolidated registration statenent or
consol idated reports anending their consolidated registration
statenent or their individual registration statenents.

Revi sed Law
Sec. 823.058. ALTERNATI VE REG STRATI ON. The conm ssi oner
may permit an insurer authorized to engage in the business of
insurance in this state that is a part of an insurance hol ding
conpany systemto:

(1) register on behalf of another insurer that is an
affiliate of the insurer and that is required to register under
Section 823.051; and

(2) file on behalf of the affiliate all information
and material required to be filed under this subchapter.
(V.T.1.C. Art. 21.49-1, Sec. 3(h).)
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Source Law

(h) Alternative Registration. The comm ssioner may allow an
insurer which is authorized to do business in this State and
which is part of an insurance hol ding conpany systemto register
on behalf of any affiliated insurer which is required to register
under Subsection (a) and to file all information and materi al
required to be filed under this section.

Revi sed Law

Sec. 823.059. EXEMPTIONS. (a) The registration requirenent
under Section 823.051 does not apply to a foreign or nondonestic
insurer, other than a commercially domciled insurer, that is
subj ect to disclosure requirenents adopted by statute or
regulation in the jurisdiction of its domcile that are
substantially simlar to the disclosure requirenents provi ded by
this chapter.

(b) The comm ssioner nmay require an insurer that is exenpt
fromregistration under Subsection (a) to provide a copy of the
regi stration statenent or other information filed by the insurer
with the insurance regulatory authority of its domciliary
jurisdiction.

(c) The comm ssioner, by rule or order, may exenpt an
insurer, information, or a transaction fromthe application of
this subchapter. (V.T.1.C. Art. 21.49-1, Secs. 3(a) (part),

(i).)

Source Law

(a) . . . except a foreign or non-donestic insurer subject
to disclosure requirenents and standards adopted by statute or
regulation in the jurisdiction of its domcile which are
substantially simlar to those contained in this article. The
exenption fromregistration for a foreign insurer does not apply
to a coomercially domciled insurer doing business in this
state. . . . The conm ssioner nmay require any authorized insurer
which is a nenber of an insurance hol di ng conpany system which is
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not subject to registration under this section to furnish a copy
of the registration statenent or other information filed by such
i nsurance conpany with the insurance regulatory authority of its
domciliary jurisdiction

(i) Exenptions. The provisions of this section shall not
apply to any insurer, information, or transaction if and to the
extent that the comm ssioner by rule, regulation, or order shal
exenpt the sanme fromthe provisions of this section.

Revisor's Note

Section 3(a), V.T.1.C. Article 21.49-1, refers to a
commercially domciled insurer "doing business in this state.”
The revised law omts the quoted | anguage as unnecessary because
under Section 2(b) of that article, revised as Section 823.004 of
this chapter, an insurer is classified as a comrercially
domciled insurer only if the insurer is conducting business in
this state.

Revi sed Law
Sec. 823.060. VIOLATION OF SUBCHAPTER. The failure to file
a registration statenment or an anendnent to a registration
statenent within the tine specified for filing the statenent or
anendnent, as required by this subchapter, is a violation of this
subchapter. (V.T.1.C Art. 21.49-1, Sec. 3(k).)
Source Law

(k) Violations. The failure to file a registration
statenent or any anmendnent thereto required by this section
within the tinme specified for such filing shall be a violation of
this section.

[ Sections 823.061-823. 100 reserved for expansion]
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SUBCHAPTER C. TRANSACTI ONS OF REQ STERED | NSURER
Revi sed Law

Sec. 823.101. STANDARDS FOR TRANSACTI ON W TH AFFI LI ATE. (a)
This section applies only to a material transaction between a
registered insurer and an affiliate of the insurer.

(b) The ternms of the transaction shall be fair and
equi t abl e.

(c) The charges or fees for services perfornmed shall be
r easonabl e.

(d) The books, accounts, and records of each party to the
transaction shall be maintained so that the precise nature and
details of the transaction are clearly and accurately discl osed.

(e) The expenses incurred and paynents received relating to
the transaction shall be allocated to the registered insurer on
an equitable basis in conformty wth customary insurance
accounting principles consistently applied.

(f) After a registered insurer pays a dividend or nakes a
distribution to a hol ding conpany or sharehol der affiliate of the
insurer, the insurer's policyholders' surplus shall be reasonable
inrelation to the insurer's outstanding liabilities and adequate
to the insurer's financial needs. (V.T.1.C Art. 21.49-1, Sec.

4(a).)

Source Law

Sec. 4. (a) Transactions with Affiliates. WMaterial
transactions by registered insurers with their hol di ng conpani es,
subsidiaries, or affiliates shall be subject to the follow ng
st andar ds:

(1) the terns shall be fair and equitable;

(2) <charges or fees for services perforned shall be
r easonabl e;

(3) the books, accounts, and records of each party
shall be so maintained as to clearly and accurately disclose the
preci se nature and details of the transactions;

(4) expenses incurred and paynents received shall be
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all ocated to the insurer on an equitable basis in conformty with
customary insurance accounting principles consistently applied;
and

(5) the insurer's surplus as regards policyhol ders
foll owi ng any dividends or distributions to the hol di ng conpany
or sharehol der affiliates shall be reasonable in relation to the
insurer's outstanding liabilities and adequate to its financi al
needs.

Revi sed Law

Sec. 823.102. NOTICE OF AND COW SSI ONER S DECI SI ON ON
CERTAI N LARGE TRANSACTIONS. (a) This section applies only to a
sal e, purchase, exchange, |oan or other extension of credit, or
i nvest ment between a donestic insurer and any person in the
insurer's insurance hol ding conpany systemthat involves nore
than the | esser of 5 percent of the insurer's admtted assets or
25 percent of the insurer's surplus, as of Decenber 31 of the
year preceding the year in which the transaction occurs.

(b) A person may not enter into a transaction to which this
section applies before the date on which the transaction is
approved under Subsection (c).

(c) A donmestic insurer shall notify the conm ssioner of a
transaction to which this section applies. The conm ssioner
shal | approve or disapprove the transaction in witing not |ater
than the 90th day after the date of the notification. If the
comm ssioner fails to act as required by this subsection, the
transaction i s consi dered approved. (V.T.1.C Art. 21.49-1,
Sec. 4(d)(1).)

Source Law

(d) Conm ssioner's Approval Required. (1) The prior
witten approval of the conm ssioner shall be required for the
follow ng transacti ons between a donestic insurer and any person
inits holding conpany system sales, purchases, exchanges,
| oans or extensions of credit, or investnents, involving nore
than either five percent of the insurer's admtted assets or 25
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percent of the insurer's surplus, whichever is the |esser, as of
the 31st of Decenber next preceding; provided, however, that the
conmi ssioner nust give his decision of either approval or

di sapproval within 90 days after notification by the insurer and
his failure to so act within such 90 days shall constitute
approval of the transaction.

Revi sed Law

Sec. 823.103. NOTICE OF AND COW SSI ONER S DECI SI ON ON
SPECI FI ED TRANSACTIONS. (a) This section applies only to:

(1) a sale, purchase, exchange, |oan or other
extension of credit, or investnent between a donestic insurer and
any person in the insurer's insurance hol ding conpany system

(A) that involves nore than the | esser of
one-hal f of one percent of the insurer's admtted assets or five
percent of the insurer's surplus, as of Decenber 31 of the year
precedi ng the year in which the transaction occurs; and

(B) the approval of which is not required under
Section 823.102;

(2) a reinsurance agreenent, including a reinsurance
treaty, between a donestic insurer and any person in the
insurer's hol ding conpany systemor a nodification of such an
agr eement ;

(3) a rendering of services between a donestic insurer
and any person in the insurer's holding conpany systemon a
regul ar or systematic basis; or

(4) any material transaction between a donestic
i nsurer and any person in the insurer's hol ding conpany system
that is specified by rule and that the conm ssioner determ nes
may adversely affect the interests of the insurer's policyhol ders
or of the public.

(b) Subsection (a)(2) includes a reinsurance agreenent that
requi res as consideration a transfer of assets froman insurer to
a nonaffiliate and in relation to which the insurer and
nonaffiliate agree that any part of the transferred assets are to
be transferred to one or nore affiliates of the insurer.
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(c) A donmestic insurer shall give to the comm ssioner
witten notice of the insurer's intent to enter into a
transaction to which this section applies before the 30th day
precedi ng the date of the proposed transaction. The conm ssioner
may aut horize a shorter period of notice under this subsection.

(d) A donestic insurer may not enter into a transaction for
whi ch the insurer gives notice under Subsection (c) if the
comm ssi oner di sapproves the proposed transaction during the
period for notice. (V.T.I.C Art. 21.49-1, Sec. 4(d)(2).)

Source Law

(2) The follow ng transacti ons between a donestic
i nsurer and any person in its holding conpany system may not be
entered into unless the insurer has notified the conm ssioner in
witing of its intention to enter into any such transaction at
| east 30 days prior thereto, or such shorter period as he may
permt, and he has not disapproved it within such period:

(1) sales, purchases, exchanges, |oans or
extensions of credit, or investnments, involving either nore than
one-hal f of one percent but |less than five percent of the
insurer's admtted assets, or nore than five percent but |ess
than 25 percent of the insurer's surplus, whichever is the
| esser, as of the 31st day of Decenber next preceding;

(1i) reinsurance treaties or agreenents or
nmodi fications to those treaties or agreenents, including those
agreenents that may require as consideration the transfer of
assets froman insurer to a nonaffiliate, if an agreenment or
under st andi ng exi sts between the insurer and nonaffiliate that
any portion of the assets wll be transferred to one or nore
affiliates of the insurer;

(ti1) rendering of services on a regular or
systematic basis; or

(tv) any material transactions, specified by
regul ati on, which the comm ssioner determ nes may adversely
affect the interests of the insurer's policyholders or of the
public.
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Revisor's Note

(1) Section 4(d)(2)(i), V.T.I1.C. Article 21.49-1, requires
notice to the conm ssioner of certain proposed transactions
"involving either nore than one-half of one percent but |ess than
five percent of the insurer's admtted assets, or nore than five
percent but |ess than 25 percent of the insurer's surplus,
whi chever is the lesser.” The reference to the |esser of two
ranges of values is awkward, and the cl ear purpose of Paragraph
(1) is to inpose a less stringent notice requirenent for certain
transactions the amounts of which are significant but not great
enough to require approval under Section 4(d)(1), revised as
Section 823.102. To achieve the desired results, the revised | aw
refers to the |l esser of the two anounts at the | ow ends of the
ranges provided by Section 4(d)(2)(i) and excludes transactions
for which approval is required under Section 823.102.

(2) Section 4(d)(2)(iv), WT.1.C Article 21.49-1, refers
to a "regulation.” The revised | aw substitutes "rule" for
"regul ati on" because that is the termnore comonly used and is
the termused by Chapter 2001, CGovernnent Code, the
adm ni strative procedure law. Also, under Section 311.005(5),
Gover nment Code (Code Construction Act), a rule is defined to
include a regulation. That definition applies to the revised
| aw.

Revi sed Law
Sec. 823.104. PRCH BITION OF ACTI ON TO AVO D APPLI CATI ON OF
SUBCHAPTER. (a) A donestic insurer may not enter into
transactions with persons in the insurer's insurance hol di ng
conpany systemif:
(1) the transactions are part of a plan or series of
simlar transactions; and
(2) the purpose of entering into the transactions is
to avoid a threshold anmount provided by Section 823.102 or
823. 103.
(b) If the comm ssioner determ nes that over any 12-nonth
period a donmestic insurer enters into transactions that violate
Subsection (a), the conm ssioner may:
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(1) consider the cunulative effect of the
transactions; and
(2) apply:
(A) Section 823.102 or 823.103; or
(B) sanctions under this code. (V.T.I.C
Art. 21.49-1, Sec. 4(d)(3).)
Source Law

(3) A donestic insurer may not enter into transactions
that are part of a plan or series of simlar transactions with
persons within the holding conpany systemto avoid the statutory
t hreshol d amobunt and thus avoid review |If the conm ssioner
determ nes that the transactions were entered into over any
12-nmonth period for that purpose, the conm ssioner may consider
the series of transactions with regard to their cunul ative effect
and may apply the applicable statutory thresholds or the
comm ssioner may apply sanctions under this code.

Revi sed Law
Sec. 823.105. TYPE OF AUTHORI TY PROVI DED. Not hing in
Section 823.102, 823.103, or 823.104 authorizes a transaction
that would violate law that is applicable to an insurer that is
not subject to this subchapter. (V.T.I.C Art. 21.49-1, Sec.

4(d)(4).)

Source Law

(4) Nothing herein contained shall be deened to
authorize or permt any transactions which, in the case of a
non-controlled insurer, would be otherwi se contrary to | aw.

Revi sed Law
Sec. 823.106. STANDARDS OF REVI EW REASONS FOR DI SAPPROVAL.
(a) Inreviewng a transaction under this subchapter, the
conmmi ssi oner shall consider whether the transaction:
(1) conplies with the standards provided by Section
823.101; and
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(2) may adversely affect the interest of the insurer's
pol i cyhol ders.

(b) The comm ssioner shall set forth the specific reasons
for the disapproval of a transaction reviewed under Subsection
(a). (V.T.1.C Art. 21.49-1, Sec. 4(d)(5).)

Source Law

(5) The comm ssioner, in review ng transactions
her eunder, shall consider whether the transactions conply with
the standards set forth in Subdivision (a) hereof and whet her
they may adversely affect the interest of policyholders. Any
di sapproval by the comm ssioner of any such transactions shal
set forth the specific reasons for such di sapproval.

Revi sed Law

Sec. 823.107. EXTRAORDI NARY DI VI DENDS OR DI STRI BUTI ONS. (a)
Except as provided by Subsection (b), for purposes of this
section, an extraordinary dividend or distribution includes the
paynment of a dividend or distribution of cash or other property,
the fair market value of which conmbined with the fair market
val ue of each other dividend or distribution nmade in the
precedi ng 12 nont hs exceeds the greater of:

(1) 10 percent, or 20 percent if the insurer is a
title insurer, of the insurer's policyhol ders' surplus, as of
Decenber 31 of the year preceding the year in which the fair
mar ket val ue is being determ ned; or

(2) the net gain fromoperations of the insurer, if
the insurer is alife or title insurer, or the net incone, if the
insurer is another type of insurer, for the cal endar year
precedi ng the year in which the fair market value is being
det er m ned.

(b) For purposes of this section, an extraordinary divi dend
or distribution does not include pro rata distributions of any
cl ass of securities of the insurer.

(c) An insurer that is required to register under
Subchapter B shall give the comm ssioner notice of the insurer's
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intent to make an extraordi nary dividend or distribution to
sharehol ders, before the 30th day preceding the date of the
proposed dividend or distribution. The comm ssioner may

aut horize a shorter period of notice under this subsection.

(d) An insurer may not make an extraordi nary dividend or
distribution for which the insurer gives notice if the
comm ssi oner di sapproves the dividend or distribution during the
period for the notice.

(e) A registered insurer may decl are an extraordi nary
di vidend or distribution that is conditional on its approval by
t he comm ssioner. The declaration does not confer any rights on
shar ehol ders before the dividend or distribution nay be made
under Subsection (d). (V.T.1.C Art. 21.49-1, Sec. 4(c).)

Source Law

(c) Dvidends and O her Distributions. (1) No insurer
subject to registration under Section 3 shall pay any
extraordi nary dividend or make any ot her extraordinary
distribution to its shareholders until (i) 30 days after the
conmmi ssi oner has received notice of the declaration thereof and
has not wthin such period di sapproved such paynent, or (ii) the
conmm ssi oner shall have approved such paynent within such 30-day
peri od.

(2) For purposes of this section an extraordinary

di vidend or distribution includes any dividend or distribution of
cash or other property, whose fair market value together with
that of other dividends or distributions nade within the
precedi ng 12 nont hs exceeds the greater of (i) 10 percent (20
percent if such insurer is atitle insurer) of such insurer's
surplus as regards policyholders as of the 31st day of Decenber
next preceding, or (ii) the net gain fromoperations of such
insurer, if such insurer is alife or title insurer, or the net
inconme, if such insurer is not alife or title insurer, for the
12-nonth period ending the 31st day of Decenber next preceding,
but shall not include pro rata distributions of any class of the
insurer's own securities.
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(3) Notw thstandi ng any other provision of |aw, an
insurer may declare an extraordinary dividend or distribution
whi ch is conditional upon the conm ssioner's approval thereof,
and such a declaration shall confer no rights upon sharehol ders
until (i) the conm ssioner has approved the paynent of such
di vidend or distribution or (ii) the comm ssioner has not
di sapproved such paynment within the 30-day period referred to
above.

[ Sections 823.108-823. 150 reserved for expansion]

SUBCHAPTER D. CONTROL OF DOMESTI C | NSURER
ACQUI SI TI ON OR MERGER
Revi sed Law
Sec. 823.151. PRESUMPTION OF CONTRCL. (a) Control of an
entity is presuned if:
(1) a person or a person and nenbers of the person's
i medi ate famly, directly or indirectly, own, control, or hold
with the power to vote 10 percent or nore of the voting
securities or authority of the entity; or
(2) a person who is not a corporate officer or
director of the entity holds proxies representing 10 percent or
nore of the voting securities or authority of the entity.
(b) Control of a Lloyd's plan is presuned if a person is
designated as an attorney-in-fact for the insurer under Chapter
941.

(c) Control of a reciprocal or interinsurance exchange is
presunmed if a person is designated as an attorney-in-fact for the
exchange under Chapter 942.

(d) A presunption under this section may be rebutted by a
show ng made in the manner provided by Section 823.010 that
control does not exist in fact and that the person rebutting the
presunption is conplying with Sections 823.154, 823.155, 823.159,
and 823. 160.

(e) For purposes of this section, the nenbers of a person's
i medi ate famly are:
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(1) the person's spouse, father, nother, children,
brothers, sisters, and grandchil dren;

(2) the father, nother, brothers, and sisters of the
person's spouse; and

(3) the spouse of the person's child, brother, sister,
not her, father, or grandparent. (V.T.1.C Art. 21.49-1, Secs.

2(d) (part), (p).)
Source Law

(d) . . . Control shall be presuned to exist if any
person, directly or indirectly, or with nenbers of the person's
i medi ate famly, owns, controls, or holds with the power to
vote, or if any person other than a corporate officer or director
of a person hol ds proxies representing, 10 percent or nore of the
voting securities or authority of any other person, or if any
person by contract or agreenent is designated as an
attorney-in-fact for a Lloyd's Plan insurer under Article 18.02
of this code or for a reciprocal or interinsurance exchange under
Articles 19.02 and 19.10 of this code. This presunption nay be
rebutted by a showi ng nade in the manner provided by Section 3(j)
that control does not exist in fact and that the person rebutting
the presunption is in conpliance with Sections 5(a) through (c)
of this article.

(p) Imediate Famly. The term"imrediate famly"
means a person's spouse, father, nother, children, brothers,
sisters, and grandchildren, the father, nother, brothers, and
sisters of the person's spouse, and the spouse of the person's
child, brother or sister, nother, father, or grandparent.

Revisor's Note
Section 2(d), V.T.1.C. Article 21.49-1, refers to the
designation of an attorney-in-fact "by contract or agreenent”
under Article 18.02, Insurance Code, revised as part of Chapter
941, or under Articles 19.02 and 19. 10, Insurance Code, revised
as part of Chapter 942. The revised law omts the quoted
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| anguage as unnecessary because the designation under those
provisions is by contract or agreenent.

Revi sed Law

Sec. 823.152. EMPLOYMENT OF EXPERTS. (a) The conm ssioner
may enpl oy an attorney, actuary, accountant, or other expert who
is not a nmenber of the conm ssioner's staff and who is reasonably
necessary to assist in analyzing a nerger or acquisition of
control proposed under Section 823.154.

(b) The acquiring person shall pay all reasonabl e expenses
incurred in connection with the enploynment of a person under this
section. (V.T.1.C Art. 21.49-1, Sec. 5(c)(3).)

Source Law

(3) The comm ssioner may retain any attorney, actuary,
accountant, or other expert not otherw se a nenber of the
comm ssioner's staff as may be reasonably necessary to assist in
anal yzing any nerger or acquisition of control proposed under
this section. Al reasonabl e expenses incurred in connection
herewith shall be borne by the acquiring party.

Revi sed Law
Sec. 823.153. CONTRCOLLER OF DQVESTI C | NSURER CONSI DERED
DOVESTI C | NSURER. For purposes of this subchapter, any person who
controls a donmestic insurer is considered to be a donestic
i nsurer unl ess:

(1) the assets of all insurance subsidiaries of the
person are equal to |ess than 20 percent of the person's
consol i dat ed assets;

(2) the gross revenues, including investnent incone,

of all insurance subsidiaries of the person are equal to | ess
t han 20 percent of the person's consolidated gross revenues; and
(3) the shareholders' equity of all insurance

subsidiaries of the person is equal to |l ess than 20 percent of
t he person's consolidated sharehol ders' equity. (V.T.1.C
Art. 21.49-1, Sec. 5(a)(2).)
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Source Law

(2) For purposes of this section, a "donestic insurer"”
i ncl udes any person controlling a donestic insurer unless such
person is either directly or through its affiliates primarily
engaged i n business other than the business of insurance. A
person controlling a donestic insurer shall not be considered
primarily engaged in the business of insurance only if that
person neets each of the follow ng tests, regardl ess of whether
any |ine of noninsurance business is a primary business of the
per son:

(1) the assets of all insurance subsidiaries
constitute |l ess than 20 percent of such person's consolidated
assets;

(1i) the gross revenues including investnent

income of all insurance subsidiaries constitute | ess than 20
percent of such person's consolidated gross revenues; and
(ti1) the stockholders' equity of all insurance

subsidiaries constitutes |ess than 20 percent of such person's
consol i dat ed st ockhol ders' equity.

Revisor's Note

Section 5(a)(2), V.T.I.C Article 21.49-1, provides a
general rule that the term"donestic insurer” includes a person
controlling a donestic insurer. The effect is that a person
controlling a donestic insurer is treated as if the person were a
donestic insurer. Section 5(a)(2) then takes a two-step approach
to provide an exception to that rule. The first step is that the
controlling person is excepted if the person is primarily engaged
i n busi ness other than the business of insurance. The second
step is that a controlling person is considered primarily engaged
i n business other than the business of insurance only if all of
the listed requirenents are satisfied. For clarity, the revised
| aw consol i dates the two steps.
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Revi sed Law

Sec. 823.154. REQUI REMENTS FOR ACQUI SI TI ON OR EXERCI SE OF
CONTROL OF DOMVESTI C I NSURER. (a) Before a person who directly or
indirectly controls, or after the acquisition would directly or
indirectly control, a donmestic insurer may in any manner acquire
a voting security of a donestic insurer or before a person may
ot herwi se acquire control of a domestic insurer or exercise any
control over a donestic insurer

(1) the person shall file with the comm ssioner a
statenent that satisfies the requirenents of Subchapter E, and

(2) the acquisition of control nust be approved by the
conmi ssioner in accordance with this subchapter.

(b) The acquiring person shall send a copy of the statenent
filed under this section to the donestic insurer.

(c) A statenment filed under this section is subject to
public inspection at the office of the comm ssioner. (V.T.1.C
Art. 21.49-1, Sec. 5(a)(1).)

Source Law

Sec. 5. (a) Filing Requirenments. (1) No person shall (i)
acquire in any manner any voting security of a donmestic insurer
if such person is, or after such acquisition would be, directly
or indirectly, in control of a domestic insurer or (ii) otherw se
acquire control of or exercise any control over a donestic
insurer, until and unless such person has filed with the
conmi ssioner a statenment containing the information required by
Subsection (b) of this section and such acquisition of control
has been approved by the comm ssioner in the manner hereinafter
prescri bed. The statenment filed under this Subsection (a) shal
be subject to public inspection at the office of the
conmm ssioner, and a copy thereof shall be sent by the acquiring
party to the donestic insurer.

Revi sed Law
Sec. 823.155. AMENDMENT OF STATEMENT. |If a material change
occurs in the facts contained in a statenent filed under Section
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823. 154, the person required to file the statenent shall, not
| ater than the second business day after the date the person
| earns of the change, file with the conm ssioner and send to the
donmestic insurer an anendnent stating the change and a copy of
each docunment and other material relevant to the change.
(V.T.1.C. Art. 21.49-1, Sec. 5(b) (part).)

Source Law

(b) . . . If any material change occurs in the facts set
forth in the statenent filed with the comm ssioner and sent to
such insurer pursuant to this section, an anendnent setting forth
such change, together with copies of all docunents and ot her
material relevant to such change, shall be filed with the
conmmi ssioner and sent to the domestic insurer within tw business
days after the person | earns of such change.

Revi sed Law

Sec. 823.156. NOTICE EXPENSES. (a) A person who files a
statenent under Section 823.154 shall pay the expenses of mailing
each related notice required by the conmm ssioner.

(b) As security for the paynent of the expenses, the
person, at the request of the comm ssioner or the donestic
insurer, shall file with the conm ssioner an acceptabl e bond or
ot her deposit in an anount determ ned by the conm ssioner.
(V.T.1.C. Art. 21.49-1, Sec. 5(d).)

Source Law

(d) Notices; Paynent of Expenses. The expenses of mailing
any notices required by the comm ssioner shall be borne by the
person making the filing. As security for the paynment of such
expenses, such person shall at the request of the conm ssioner or
the donmestic insurer file with the comm ssioner an acceptabl e
bond or other deposit in an anount to be determ ned by the
conmi ssi oner.
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Revi sed Law
Sec. 823.157. APPROVAL OF ACQUI SI TION OF CONTROL. The
comm ssi oner shall approve an acquisition of control for which a
statenent is filed under Section 823.154 unless, after a hearing,
t he comm ssioner finds that:

(1) imediately on the change of control the donestic
insurer would not be able to satisfy the requirenments for the
i ssuance of a new certificate of authority to wite the line or
lines of insurance for which the insurer holds a certificate of
aut hority;

(2) the effect of the acquisition of control would be
substantially to |l essen conpetition in a line or
subcl assification Iines of insurance in this state or tend to
create a nonopoly in a line or subclassification |ines of
insurance in this state;

(3) the financial condition of the acquiring person
may j eopardi ze the financial stability of the domestic insurer or
prejudice the interest of the donestic insurer's policyhol ders;

(4) the acquiring person has a plan or proposal to
i qui date the donestic insurer or cause the insurer to declare
di vi dends or make distributions, sell any of its assets,
consolidate or nmerge with any person, nake a material change in
its business or corporate structure or nmanagenent, or enter into
a material agreenent, arrangenent, or transaction of any kind
wi th any person, and that the plan or proposal is unfair,
prejudicial, hazardous, or unreasonable to the insurer's
pol i cyhol ders and not in the public interest;

(5) due to a lack of conpetence, trustworthiness,
experience, and integrity of the persons who would control the
operation of the donestic insurer, the nerger or acquisition of
control would not be in the interest of the insurer's
pol i cyhol ders and the public; or

(6) the merger or acquisition of control would violate
the law of this or another state or the United States. (V.T.I.C
Art. 21.49-1, Sec. 5(c)(1).)
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Source Law

(c) Approval by Conmm ssioner. (1) The comm ssioner shal
approve any acquisition of control referred to in Subsection (a)
unl ess, after a public hearing thereon, he finds that:

(1) imedi ately upon the change of control the
donmestic insurer referred to in Subsection (a) would not be able
to satisfy the requirenents for the issuance of a new certificate
of authority or a license to wite the line or lines of insurance
for which it is presently |licensed;

(i) the effect of such acquisition of control
woul d be substantially to | essen conpetition in any line or
subcl assification lines of insurance in this State or tend to
create a nonopoly therein;

(ti1) the financial condition of the acquiring
party is such as mght jeopardize the financial stability of the
donestic insurer, or prejudice the interest of its policyhol ders;

(iv) the plans or proposals which the acquiring
party has to liquidate the donestic insurer, cause it to declare
di vi dends or naeke other distributions, sell any of its assets,
consolidate or nerge it wth any person, nmake any material change
inits business or corporate structure or managenent, or cause
the insurer to enter into nmaterial agreenents, arrangenents, or
transactions of any kind with any party, are unfair, prejudicial,
hazar dous, or unreasonable to policyholders of the insurer and
not in the public interest;

(v) the conpetence, trustworthiness, experience,
and integrity of those persons who would control the operation of
the donestic insurer are such that it would not be in the
interest of policyholders of the domestic insurer and of the
public to permt the merger or acquisition of control; or

(vi) the acquisition of control or nerger would
violate any law of this State, any other state, or the United
St at es.
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Revi sed Law
Sec. 823.158. PLACEMENT ON PREHEARI NG DOCKET. At any tinme

after the subm ssion or resubm ssion to the conmm ssioner of a
statenent under Section 823.154, regardl ess of whether the
statenent is conplete and accurate, the matter may be placed on
the contested case docket for any prehearing matters and notions
perm tted under Chapter 2001, Governnent Code. (V.T.I1.C
Art. 21.49-1, Sec. 5(c)(2) (part).)

Source Law

(2) . . . At any tinme after the subm ssion or
resubm ssion to the comm ssioner of a statenent filed under
Subsection (a) of this section, regardl ess of whether the
statenent is conplete and accurate, the matter may be placed on
the comm ssioner's contested case docket to hear any pre-hearing
matters and notions permtted under the Adm nistrative Procedure
and Texas Register Act (Article 6252-13a, Vernon's Texas Cvil
Stat utes).

Revisor's Note

Section 5(c)(2), V.T.1.C. Article 21.49-1, refers to the
"Adm ni strative Procedure and Texas Register Act (Article
6252-13a, Vernon's Texas Cvil Statutes)." The relevant parts of
that statute were codified in 1993 as Chapter 2001, Governnent
Code. The revised lawis drafted accordingly.

Revi sed Law

Sec. 823.159. HEARING TIME OF DETERM NATION. (a) A
heari ng under Section 823.157 shall be held not later than the
45th day after the date the statenent is filed under Section
823. 154.

(b) Not later than the 21st day before the date of the
heari ng, the comm ssioner shall give notice of the hearing to the
person who filed the statenment and to the donmestic insurer unless
the person and the donestic insurer waive notice.

(c) The person who filed the statenent and the donestic
i nsurer shall provide notice of the hearing in the time and
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manner specified by the comm ssioner to each person designated by
t he conm ssi oner.

(d) The acquiring person has the burden of providing
sufficient conpetent evidence for the conm ssioner to nmake the
findings required under Section 823. 158.

(e) The comm ssioner shall nake a determ nation on the
acquisition of control not later than the 60th day after the date
the record of the hearing is closed. (V.T.1.C. Art. 21.49-1,

Sec. 5(c)(2) (part).)
Source Law

(2) The public hearing referred to in O ause (1)
hereof shall be held within 45 days after the statenent required
by Subsection (a) is filed, and at | east 20 days' notice thereof
shal |l be given by the conmm ssioner to the person filing the
statenent and to the donestic insurer unless such person and the
donmestic insurer waive such notice. The person filing the
statenment and the donmestic insurer shall furnish notice of the
public hearing to such other persons as may be designated by the
comm ssioner wwthin the tinme and manner specified by the
comm ssioner. The acquiring party shall have the burden of
provi di ng sufficient conpetent evidence for the conm ssioner to
make the determ nations required under Subsection (c)(1). The
conm ssioner shall make a determnation within 60 days after the
record of such hearing is closed.

Revi sed Law

Sec. 823.160. DEADLI NE FOR COVPLETI ON OF ACQUI SITION. (a)
An acquisition of control of a donestic insurer nust be conpleted
not later than the 90th day after the date of the comm ssioner's
order approving the acquisition unless the conm ssioner on a
showi ng of good cause for the delay grants an extension in
writing.

(b) An increase in a conpany's capital and surplus required
under this code because of the change of control of a donestic
i nsurer nust be conpleted not later than the 90th day after the
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date of the conm ssioner's order approving the change of control
and before the insurance conpany wites any new i nsurance
busi ness.

(c) If a deadline under Subsection (a) or (b) is not net,
t he person seeking to acquire control of the donestic insurer
shall resubmt the statenent required by Section 823.154 and the
comm ssi oner may reconsider approval of acquisition of control
under this subchapter. (V.T.I.C Art. 21.49-1, Secs. 5(c)(4),
(5).)

Source Law

(4) Any acquisition of control of a donmestic insurer
nmust be conpleted not later than the 90th day after the date of
the comm ssioner's order approving the acquisition under this
subsection unl ess the conm ssioner grants an extension in witing
on a showi ng of good cause for the delay. Any increase in a
conpany's capital and surplus required under this code as a
result of the change of control of a domestic insurer nust be
conpleted not later than the 90th day after the date of the
comm ssioner's order approving the change of control and before
t he insurance conpany wites any new i nsurance business.

(5 If the deadlines for conpletion in Subdivision (4)
of this subsection are not net, the person seeking to acquire
control of the donmestic insurer nust resubmt the statenent
requi red by Subsection (a) of this section, and the comm ssi oner
may reconsi der approval of acquisition of control under this
subsecti on.

Revi sed Law
Sec. 823.161. |INSURER S DUTY TO NOTIFY. (a) Not later than
the 30th day after the date an event requiring notice under this
subchapter occurs, an insurer authorized to engage in the

busi ness of insurance in this state shall notify the conm ssioner
inwiting of the identity of any person who the insurer knows,
or has reason to believe, controls or has taken any action, other
than prelimnary negotiations or discussions, to acquire control
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of the insurer.

(b) This section does not apply to a foreign insurer that
is subject to disclosure requirenents and standards adopted by
statute or regulation in the jurisdiction of the insurer's
domcile that are substantially simlar to the requirenents and
standards provided by this chapter. (V.T.1.C Art. 21.49-1, Sec.
5(9).)

Source Law

(g) Duty of Insurer. Each insurer authorized to do business
inthis State shall, within 30 days after any event requiring
notice pursuant to this section, notify the conm ssioner in
witing of the identity of any person whomthe insurer then
knows, or has reason to believe, controls or has taken any
action, other than prelimnary negotiations or discussions, to
acquire control of the insurer. However, the provisions of this
subsection shall not apply to any foreign insurer subject to
di scl osure requirenents and standards adopted by statute or
regulation in the jurisdiction of its domcile which are
substantially simlar to those contained in this article.

Revi sed Law
Sec. 823.162. PRCH BI TI ON ON CERTAI N ACTI ONS RELATED TO
ACQUI SI TI ON OF CONTROL OR MERGER. A person may not effect or
attenpt to effect an acquisition of control of or nerger with a
donestic insurer unless the conm ssioner has approved the
acquisition or nmerger. (V.T.1.C Art. 21.49-1, Sec. 5(h)

(part).)

Source Law

(h) Violations. The follow ng shall be violations of this
section:

(2) the effectuation or any attenpt to effectuate an
acqui sition of control of, or nerger with, a donestic insurer
unl ess the comm ssioner has given his approval thereto.
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Revi sed Law

Sec. 823.163. RETENTION OF CONTROL. (a) This section
applies only to a donestic insurer that is a controlled insurer,
regardl ess of when that control was acquired.

(b) A person violates this section if:

(1) the person is a donestic insurer, a person who
controls the donmestic insurer, including the insurer's holding
conpany, or an officer or director of the insurer or controlling
person who violates this chapter or otherw se denonstrates
untrustworthiness affecting the donestic insurer;

(2) the person is a donestic insurer that violates
Chapt er 15, Business & Conmerce Code, or another antitrust |aw of
this state; or

(3) the person is a donestic insurer's affiliate that
vi ol ates Chapter 15, Business & Commerce Code, or anot her
antitrust law of this state and whose violation affects the
donestic insurer

(c) |If, after notice and an opportunity for a hearing, the
conmi ssioner determnes that a person violates this section, the
comm ssioner shall issue witten findings and an order based on
those findings that directs the person to take appropriate action
to cure the violation. The comm ssioner shall serve the order
and findings on the person and the affected donestic insurer.

(d) In addition to this chapter, Subchapter C, Chapter 801,
applies to a person who fails to conply with an order under this
section.

(e) The comm ssioner may require the subm ssion of any
informati on the comm ssioner considers necessary to determ ne
whet her retention of control conplies with this chapter and may
require, as a condition of approval of the retention of control,
that all or any part of that information be disclosed to the
donmestic insurer's shareholders. (V.T.1.C Art. 21.49-1, Sec.

5(f).)
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Source Law

(f) Retention of Control. (1) The follow ng conditions
affecting any controll ed donestic insurer, regardl ess of when
such control has been acquired, are violations of this article:
(1) the violation of this article, or other denonstration of
untrustwort hi ness, by the donestic insurer, its holding conpany
or any controlling person, or any of the officers or directors of
either; or (ii) the violation of any provision of Chapter 15,
Busi ness and Conmerce Code, or any other antitrust law of this
State by the donestic insurer, the holding conpany or any

affiliate. |If, after notice and an opportunity to be heard the
conmi ssi oner determ nes that any of the foregoing violations
exi sts, he shall reduce his findings to witing and shall issue

an order based thereon and cause the sane to be served upon the
donmestic insurer and upon all persons affected thereby directing
any person found to be in violation hereof to take appropriate
action to cure such violation. Upon the failure of any such
person to conply with such order, Section 3 of Article 1.14 of
this code shall becone applicable to such person, as well as any
ot her provisions of this article.

(2) The comm ssioner nmay require the subm ssion of
such information as the comm ssi oner deens necessary to determ ne
whet her any retention of control conplies with this article and
may require, as a condition of approval of such retention of
control, that all or any portion of such information be discl osed
to the donestic insurer's stockhol ders.

Revi sed Law
Sec. 823.164. EXEMPTI ONS FROM SUBCHAPTER. (a) This
subchapt er does not apply to a transaction that is subject to:
(1) Subchapter K or L, Chapter 882; or
(2) Section 887.065 or Subchapter J or K, Chapter 887.
(b) This subchapter does not apply to a transaction that is
subject to and conplies wth:
(1) Chapter 828; or
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(2) Subchapter L, Chapter 884.

(c) This subchapter does not apply to a transaction that is
subject to and conplies with Sections 824.101 and 824.102 and
Subchapters A and B, Chapter 824, relating to the nmerger or
consolidation of two or nore insurers, until the plan of nmerger
or consolidation is filed by the donmestic insurer with the
conmm ssi oner under that chapter. After the plan is filed, the
transaction is subject to this subchapter. The conm ssioner may
exenpt the transaction fromthis subchapter, other than the
approval provisions of Sections 823.157-823.160, if the
comm ssioner finds that the materials provided to sharehol ders
and security holders in connection with the merger or
consolidation, including the notice and proxy statenent,
cont ai ned reasonabl e and adequate information, including factual
and financial disclosures and material, relating to that
transacti on.

(d) This subchapter does not apply to a transaction that is
subj ect to Subchapter K, Chapter 884, if the agreenent to which
the transaction relates is a total direct reinsurance agreenent.

(e) This subchapter does not apply to an acquisition of any
voting security that, imedi ately before consummati on of the
acquisition, is not issued and outstanding by a person who is a
br oker - deal er under state or federal securities lawif:

(1) the acquisition is solely for resale under a plan
approved by the comm ssioner;

(2) the resale will not reasonably result in an
acquisition of control; and

(3) before the resale a positive act of control
relating to those shares is not conmtted.

(f) This subchapter does not apply to an acquisition of a
voting security of a donmestic insurer by a person who:

(1) controls the insurer if, after the acquisition,
the person directly or indirectly owns or controls |less than 50
percent of the issued and outstanding voting securities of the
i nsurer; or

(2) before the acquisition, directly or indirectly
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owns or controls nore than 50 percent of the issued and
out st andi ng voting securities of the insurer.

(g) This subchapter does not apply to an acquisition of a
voting security of a donmestic insurer by a person who, before the
acquisition, directly or indirectly owns or controls at |east 10
percent but |ess than 50 percent of the issued and outstandi ng
voting securities of the insurer and who, after the acquisition,
directly or indirectly owms or controls 50 percent or nore of the
i ssued and outstanding voting securities of the insurer if:

(1) the person has applied in witing for the
exenption; and

(2) the comm ssioner by order has determ ned that the
acqui sition:

(A) wll not jeopardize the financial stability
of the insurer;

(B) wll not prejudice the interests of the
insurer's policyhol ders; and

(© wll not adversely affect the public
i nterest.

(h) The comm ssioner by order nay exenpt fromthe
application of this subchapter an offer, request, invitation,
agreenent, or acquisition that:

(1) is not made or entered into to change or influence
the control of a donestic insurer and does not have the effect of
changing or influencing that control; or

(2) is not conprehended as wthin the purposes of this
subchapter. (V.T.1.C Art. 21.49-1, Sec. 5(e).)

Source Law

(e) Exenptions. The provisions of this section shall not
apply to:
(1) any acquisition by a person who is a broker-deal er
under state or federal securities |laws of any voting security
whi ch, imediately prior to consummation of such acquisition, was
not issued and outstanding and which acquisition is solely for
resal e under a plan approved by the comm ssioner that will not
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reasonably result in an acquisition of control on resale and
where during the period prior to resale no actual positive act of
control by virtue of those shares is commtted,

(2) any transaction which is subject to the provisions
of: (i) Article 21.25, Sections 1 through 5, of this code,
dealing with the nerger or consolidation of two or nore insurers
and conplying with the terns of such article until the plan of
merger or consolidation has been filed by the donmestic insurer
wi th the Comm ssioner of Insurance in accordance with such
Article 21.25. After the filing of such plan of nerger or
consolidation the transaction shall be subject to the approval
provi si ons of Subsection (c) of Section 5 of this article, but
t he Comm ssi oner nay exenpt such transaction fromany or all of
t he other provisions and requirenents of Section 5 of this
article if the comm ssioner finds that the notice, proxy
statenment, and other materials furnished to sharehol ders and
security holders in connection with such nerger or consolidation
cont ai ned reasonabl e and adequate factual and financi al
di scl osure, material and information relating to such
transaction, (ii) Article 11.20 of this code, (iii) Article 11.21
of this code, (iv) Article 14.13 of this code, (v) Article 14.61
of this code, (vi) Article 14.63 of this code, (vii) Article
21.26 of this code, provided that the requirenents of said
article are fully complied with, (viii) Article 22.15 of this
code, provided that the requirenents of said article are fully
conplied with, and (ix) Article 22.19 of this code, provided that
the reinsurance is a total direct reinsurance agreenent;

(3) any offer, request, invitation, agreenent, or
acqui sition which the comm ssioner by order shall exenpt
therefromas (i) not having been made or entered into for the
pur pose and not having the effect of changing or influencing the
control of a donmestic insurer, or (ii) as otherw se not
conprehended within the purposes of this section;

(4) any acquisition of a voting security of a donestic
insurer by a person in control of such donmestic insurer if, after
such acqui sition, such person, directly or indirectly, owns or
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controls less than 50 percent of the then issued and outstandi ng
voting securities of such donmestic insurer

(5) any acquisition of a voting security of a donestic
insurer by a person that, directly or indirectly, owns or
controls as nuch as 10 percent but |ess than 50 percent of the
then i ssued and outstanding voting securities of such donestic
i nsurer, and such person would, after such acquisition, directly
or indirectly, own or control 50 percent or nore of the then
i ssued and outstandi ng voting securities of such donestic
i nsurer, provided such person has made witten application for
such exenption and the conm ssioner by order has determ ned that
such acquisition will not jeopardize the financial stability of
the donestic insurer, prejudice the interests of its
policyhol ders, or adversely affect the public interest; or

(6) any acquisition of a voting security of a donestic
insurer by a person that, prior thereto, directly or indirectly,
owns or controls nore than 50 percent of the then issued and
out st andi ng voting securities of such donestic insurer.

Revi sed Law
Sec. 823.165. VIOLATION OF SUBCHAPTER. The failure to file
a statenent, anendnent, or other material required to be filed
under this subchapter is a violation of this subchapter.
(V.T.1.C Art. 21.49-1, Sec. 5(h) (part).)
Source Law

(h) Violations. The followi ng shall be violations of this
section:
(1) the failure to file any statenent, anmendnent, or
other material required to be filed pursuant to this section; or

[ Sections 823. 166-823. 200 reserved for expansion]
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SUBCHAPTER E. ACQUI SI TI ON STATEMENT
Revi sed Law
Sec. 823.201. ACQUI RING PERSON. (a) A statenent required
under Section 823. 154 nust contain the nanme and address of the
acqui ring person.
(b) If the acquiring person is an individual, the statenent
nmust contai n:

(1) the acquiring person's principal occupation or
enpl oynent ;

(2) each material occupation, enploynent, office, or
position held by the acquiring person during the preceding
five-year period; and

(3) any crimnal conviction of the acquiring person,
ot her than a conviction of a mnor traffic violation, during the
precedi ng 10-year peri od.

(c) |If the acquiring person is not an individual, the
stat enent nust contain:

(1) a report of the nature of the acquiring person's
busi ness operations during the preceding five-year period or, if
t he acquiring person and any predecessors of the acquiring person
have been in existence for |less than five years, during that
shorter period;

(2) a description, conplete in all material respects,
of any business the acquiring person intends to begin; and

(3) alist that contains:

(A) the nanme of each director or executive
of ficer of the acquiring person, or individual who perfornms or
who is to perform functions appropriate to that position; and
(B) for each individual |isted under Paragraph
(A), the information required for an individual under Subsection
(b). (VW.T.1.C. Art. 21.49-1, Sec. 5(b) (part).)
Source Law

(b) Content of Statenment. The statement . . . shall contain
the foll ow ng information:
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(1) the nane and address of [the person by whom or on
whose behalf the acquisition of control . . . and]

(1) if such person is an individual, his
princi pal occupation or enploynent and all material occupations,
enpl oynents, offices, and positions held during the past five
years, and any conviction of crinmes other than mnor traffic
viol ations during the past 10 years; and

(ti) if such person is not an individual, a
report of the nature of its business operations during the past
five years or for such | esser period as such person and any
predecessors thereof have been in existence; a description,
conplete in all material respects, of any business such person
intends to commence; and a list of all individuals who are or who
have been selected to becone directors or executive officers of
such person, or who performor wll performfunctions appropriate
to such positions. Such list shall include for each such
i ndividual the information required by Paragraph (i) of this
subsecti on;

Revi sed Law

Sec. 823.202. CONSI DERATION FOR ACQUISITION. (a) A
statenent required under Section 823. 154 nust contain:

(1) the source, nature, and anmount of consideration
for the acquisition of control;

(2) a description of any transaction fromwhich the
consideration for the acquisition of control is obtained; and

(3) the identity of each person providing the
consi derati on.

(b) On request of the person filing the statenent, the
identity of a commercial |ender who in the ordinary course of
busi ness provides consideration for the acquisition is
confidential. (V.T.1.C Art. 21.49-1, Sec. 5(b) (part).)
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Source Law

(b) . . . The statenment . . . shall contain the follow ng
i nformati on:

(2) the source, nature, and anmount of funds or other
consi deration used or to be used in effecting the acquisition of
control, a description of any transaction wherein funds or other
consideration were or are to be obtained for such purpose, and
the identity of persons furnishing such funds or other
consi deration, provided, however, that where a source of such
funds or other consideration is provided by a comrercial |ender
in the ordinary course of business, the identity of the |ender
shall remain confidential, if the person filing such statenent so
requests;

Revisor's Note

Section 5(b)(2), V.T.1.C. Article 21.49-1, refers to "funds
or other consideration.” The revised law omts the references to
"funds" because, in context, its nmeaning is included in the
meani ng of "ot her consideration."”

Revi sed Law

Sec. 823.203. FINANCI AL | NFORMATI ON ABOUT ACQUI RI NG PERSON.
(a) A statenent required under Section 823.154 nust contain:

(1) fully audited financial information about the
earnings and financial condition of the acquiring person for the
preceding three fiscal years or, if the acquiring person and any
predecessors of the acquiring person have been in existence for
| ess than three fiscal years, for that shorter period; and

(2) simlar unaudited financial information about the
earnings and financial condition of the acquiring person as of a
date not earlier than the 120th day preceding the date the
statenent is filed.

(b) The statenent nust be acconpanied by an affidavit or
certification of the chief financial officer of the acquiring
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person stating that:

(1) the unaudited financial information provided under
Subsection (a) is true and correct, as of its date; and

(2) a material change in financial condition, as
determ ned under Section 823.054, did not occur during the period
begi nning on the date of that information and endi ng on the date
of the affidavit or certification.

(c) If an acquiring person is an individual, the acquiring
person shall provide the personal unaudited financial information
requi red by the conmm ssi oner.

(d) If an acquiring person is an insurer authorized to
engage in the business of insurance in this state and actively
engagi ng in the business of insurance, the acquiring person my
provi de financial statenents that conformto the requirenents of:

(1) the annual statenments of the insurer filed with
the insurance departnent of the insurer's state of domcile; and
(2) insurance or other accounting principles
prescribed by or authorized under the |law and regul ati ons of the

state of domcile.

(e) A statenment required under Section 823.154 nmust contain
additional financial information in the formor substance
required by the commi ssioner that is material to a finding under
Section 823.157(3).

(f) The conmm ssioner may wai ve any financial information
requi red under this section that the conm ssioner does not
consider to be material. (V.T.1.C Art. 21.49-1, Sec. 5(b)
(part).)

Source Law

(b) . . . The statenment . . . shall contain the follow ng
i nformati on:

(3)(i) fully audited financial information as to the
earnings and financial condition of the acquiring party for the
preceding three fiscal years (or for such |esser period as the
acquiring party and any predecessors thereof shall have been in
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exi stence), and simlar unaudited financial information as of a
date not earlier than 120 days prior to the filing of the
statenent, acconpanied by affidavit or certification of the chief
financial officer of the acquiring party that (A) such unaudited
financial statenment is true and correct, as of its date, and (B)
t here has been no material change in financial condition, as
defined by Section 3 of this article, fromthe date of the
financial statenent to the date of the affidavit or
certification. Provided, however, if such acquiring party is an
i ndi vi dual person, such person shall provide such personal
unaudited financial information as required by the comm ssioner;

(i) if an acquiring party is an insurer actively
engaged in the business of insurance and |licensed to do business
inthis State, it may provide financial statenments which conform
to the annual statenents of the insurer filed with the insurance
departnment of the insurer's domciliary state and are in
accordance with the requirenents of insurance or other accounting
principles prescribed or permtted under the |law and regul ati ons
of the domciliary state;

(ti1) additional financial information in the
formor substance as required by the comm ssioner which is
material to the finding required by Subsection (c)(1)(iii); and

(tv) any financial information required under
this Subsection (b)(3) may be waived by the comm ssioner if such
information is not deenmed nateri al

Revi sed Law
Sec. 823.204. PLAN FOR FUTURE OF | NSURER A st at enent
requi red under Section 823. 154 nust contain:
(1) any plan or proposal of the acquiring person to:

(A) cause the insurer to pay dividends or make
di stributions;

(B) liquidate the insurer;

(C sell any of the insurer's assets;

(D) nerge or consolidate the insurer with any
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per son;

(E) nmake any other material change in the
insurer's business or corporate structure or nmanagenent; or

(F) cause the insurer to enter into nateri al
agreenents, arrangenents, or transactions of any kind with any
person; and

(2) any oral or witten arrangenent or agreenent
bet ween the acquiring person or an affiliate of the acquiring
person and the donmestic insurer entered into during the 12 nonths
preceding the date of the statenent. (V.T.I.C Art. 21.49-1,
Sec. 5(b) (part).)
Source Law

(b) . . . The statenment . . . shall contain the follow ng
i nformati on:

(4)(i) any plans or proposals which the acquiring
party may have to cause the insurer to pay dividends or make
other distributions, to |liquidate such insurer, to sell any of
its assets, to nerge or consolidate it wth any person, to make
any other material change in its business or corporate structure
or managenent, or to cause the insurer to enter into materi al
agreenents, arrangenents, or transactions of any kind with any
party; and

(1i) any other arrangenent or agreenent, oral or
witten, entered into by an acquiring party or any of its
affiliates and the donestic insurer during the i mredi ately
precedi ng 12 nont hs;

Revi sed Law
Sec. 823.205. VOIING SECURITIES. (a) In this section
"voting security" means a voting security of a donmestic insurer
the acquisition of which requires the filing of a statenent under
Section 823.154 as a condition precedent.
(b) A statenent required under Section 823.154 nust
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cont ai n:

(1) the nunmber of shares of a voting security that the
acquiring person or an affiliate of the acquiring person proposes
to acquire and the terns of the acquisition;

(2) the anobunt of each class of a voting security that
is beneficially owed by the acquiring person and by each
affiliate of the acquiring person;

(3) the anobunt of each class of a voting security the
beneficial ownership of which the acquiring person or an
affiliate of the acquiring person has a right to acquire;

(4) a copy of any witten or confirmed description of
any oral agreenent, arrangenent, or understanding relating to a
voting security and in which the acquiring person or an affiliate
of the acquiring person is involved, including an agreenent,
arrangenment, or understanding relating to the transfer of any of
the voting securities, joint ventures, |oan or option agreenents,
puts or calls, guarantees of |oans, guarantees against | oss,
guarantees of profits, division of |osses or profits, or the
gi ving or w thhol ding of proxies;

(5) a description of each purchase of a voting
security, including the date of purchase, nane of the purchaser,
and consideration for the purchase, nmade during the 12 cal endar
nont hs preceding the date of the filing of the statenment by:

(A) the acquiring person; or
(B) an affiliate, director, or executive officer
of the acquiring person;

(6) a copy of any witten, or a confirmed description
of any oral, recomendation to purchase a voting security nade
during the 12 cal endar nonths preceding the date of the filing of
the statenent by:

(A) the acquiring person;

(B) an affiliate of the acquiring person; or

(C© a person based on an interview with, or at
t he suggestion of, the acquiring person or an affiliate of the
acqui ring person;

(7) a copy of each tender offer for, request or
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invitation for tender of, exchange offer for, or agreenent to
acquire or exchange a voting security and any additional
distributed soliciting material relating to that offer, request,
invitation, or agreenent;
(8 a copy of any witten, or a confirmed description
of any oral, agreenent, arrangenent, or understanding made with a
broker-dealer relating to the solicitation of a voting security
for tender, and the anmount of any conpensation, including fees
and comm ssions, to be paid to a broker-dealer with regard to the
solicitation; and
(9) any additional information the comm ssioner by
rule prescribes as necessary or appropriate to protect:
(A) policyholders of the insurer whose voting
securities are to be acquired; or
(B) the public. (V.T.1.C Art. 21.49-1, Sec.
5(b) (part).)
Source Law

(b) . . . The statenment . . . shall contain the follow ng
i nformati on:

(5) the nunmber of shares of any voting security
referred to in Subsection (a), which the acquiring party or any
of its affiliates proposes to acquire, and the terns of the
acquisition referred to in Subsection (a);

(6) the amount of each class of any voting security
referred to in Subsection (a) which is beneficially owned or of
whi ch the acquiring party or any of its affiliates has a right to
acqui re beneficial ownership;

(7) a copy of any witten or confirnmed description of
any oral agreenents, arrangenents, or understandings with respect
to any voting security referred to in Subsection (a) in which
the acquiring party or any of its affiliates is involved,
including without limtation any such agreenent, arrangenent, or
understanding relating to transfer of any of the voting
securities, joint ventures, |oan or option agreenents, puts or
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calls, guarantees of |oans, guarantees agai nst |oss, guarantees
of profits, division of |osses or profits, or the giving or
wi t hhol di ng of proxi es;

(8) a description of the purchase of any voting
security referred to in Subsection (a) mnade during the 12
cal endar nonths preceding the filing of the statenent by the
acquiring party, any of its affiliates, or any of the acquiring
party's directors or executive officers, including the dates of
purchase, nanmes of the purchasers, and consideration paid or
agreed to be paid therefor;

(9) a copy of any witten or confirmed description of
any oral recommendations to purchase any voting security referred
to in Subsection (a) made during the 12 cal endar nonths
preceding the filing of the statenment by the acquiring party or
any of its affiliates, or by anyone based upon interviews with or
at the suggestion of the acquiring party or any of its
affiliates;

(10) copies of all tender offers for, requests or
invitations for tenders of, exchange offers for, and agreenents
to acquire or exchange any voting securities referred to in
Subsection (a), and (if distributed) of additional soliciting
material relating thereto;

(11) a copy of any witten or confirned description of
any oral agreenent, arrangenent, or understandi ng nade with any
broker-dealer as to the solicitation of voting securities
referred to in Subsection (a) for tender, and the anount of any
fees, conm ssions, or other conpensation to be paid to
broker-dealers with regard thereto;

(12) such additional information as the conm ssioner
may by rule or regulation prescribe as necessary or appropriate
to the protection of policyholders of the insurer or in the
public interest.

Revisor's Note
Section 5(b)(7), V.T.1.C. Article 21.49-1, refers to
agreenents relating to a voting security "including wthout
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[imtation" certain agreenents listed in that provision. The
revised law omts "wthout limtation" for the reason stated in
the revisor's note to Section 823. 014.

Revi sed Law

Sec. 823.206. ADDI TI ONAL | NFORVATI ON ABOUT ACQUI RI NG
ORGANI ZATION. (a) |If the person required to file the statenent
under Section 823.154 is a partnership, limted partnership,
syndi cate, or other group, the comm ssioner may require that the
information required for an individual under this subchapter be
given with respect to:

(1) each person who is a partner of the partnership or
limted partnership or a nenber of the syndicate or group; and

(2) each person who controls a person described by
Subdi vision (1).

(b) If the person required to file the statenent under
Section 823.154 or the person with respect to whominformation is
requi red under Subsection (a) is a corporation, the conm ssioner
may require that:

(1) the information required under this subchapter be
given with respect to that corporation; and
(2) the information required for an individual under
this subchapter be given with respect to:
(A) each executive officer and director of that
corporation; and
(B) each person who is directly or indirectly the
beneficial owner of nore than 10 percent of the outstanding
voting securities of that corporation. (V.T.1.C Art. 21.49-1,
Sec. 5(b) (part).)

Source Law

(b)
If the person required to file the statenent referred to in
Subsection (a) is a partnership, |[imted partnership, syndicate,

or other group, the conmm ssioner nmay require that the information
called for by Causes (1) through (12) for an individual person
shall be given with respect to each partner of such partnership
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or limted partnership, each nenber of such syndicate or group,
and each person who controls such partner or nmenber. |f any such
partner, menber, or person is a corporation or the person
required to file the statenent referred to in Subsection (a) is a
corporation, the comm ssioner may require that the information
called for by Causes (1) through (12) shall be given with
respect to such corporation, and the information for an

i ndi vi dual person required therein with respect thereto of each
executive officer and director of such corporation, and each
person who is directly or indirectly the beneficial owner of nore
than 10 percent of the outstanding voting securities of such

cor porati on.

Revi sed Law
Sec. 823.207. QATH OR AFFI RVATI ON REQUI RED. A st at enent
requi red under Section 823. 154 nust be nmade under oath or
affirmation. (V.T.1.C Art. 21.49-1, Sec. 5(b) (part).)
Source Law

(b) . . . The statenent to be filed with the comm ssi oner
her eunder shall be made under oath or affirnmati on and .

[ Sections 823. 208-823. 250 reserved for expansion]

SUBCHAPTER F. | NSURER' S LOANS TO OR | NVESTMENT
I N AFFI LI ATE
Revi sed Law
Sec. 823.251. DEFINITION. In this subchapter, "securities"
i ncl udes common stock, preferred stock, and debt obligations.
(New. )

Revisor's Note
The revised | aw adds a definition of "securities" for
drafting convenience and to elimnate frequent, unnecessary
repetition of the substance of the definition.
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Revi sed Law
Sec. 823.252. CGENERAL AUTHORI TY RELATI NG TO AFFI LI ATES. A

donmestic insurer, by itself or in cooperation with one or nore
ot her persons, may organi ze, acquire, invest in, or nmake |loans to
one or nore subsidiaries, and may loan to or invest in
affiliates, as permtted by the provisions of this code governing
investnments. (V.T.1.C Art. 21.49-1, Sec. 6(a).)

Source Law

Sec. 6. (a) Any donestic insurer, either by itself or in
cooperation with one or nore persons, may organi ze, acquire,
invest in or make | oans to one or nore subsidiaries, and may | oan
to or invest in affiliates, as permtted by the investnent
provi sions of the Insurance Code.

Revi sed Law
Sec. 823.253. GENERAL STANDARD FOR | NVESTMENT | N AFFI LI ATE.
(a) A donmestic insurer may invest in the securities of one or
nmore of the insurer's affiliates organized for any | awful purpose
if:

(1) the amounts invested under this subsection in the
aggregate do not exceed the | esser of:
(A) 10 percent of the insurer's assets; or
(B) 50 percent of the insurer's policyhol ders’
surplus; and
(2) after investnent under this subsection, the
insurer's policyholders' surplus is reasonable in relation to the
insurer's outstanding liabilities and adequate to the insurer's
financi al needs.
(b) For purposes of conputing the anmount of the investnents
under this section:
(1) investnments in donmestic or foreign insurance
subsi di ari es are excluded; and
(2) the follow ng anbunts are included:
(A) the total net anpbunt spent and the anmount of
obl i gations assuned to acquire or forma subsidiary, including
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al | organi zati onal expenses and contributions to capital and
surplus of the subsidiary regardl ess of whether represented by
t he purchase of capital stock or issuance of other securities;
and

(B) all amounts spent to acquire additional
securities and all contributions to the capital or surplus of a
subsidiary nmade after the acquisition or formation of the
subsidiary. (V.T.1.C. Art. 21.49-1, Sec. 6(b) (part).)

Source Law

(b) . . . a donestic insurer nmay al so:

(1) invest in common stock, preferred stock, debt
obligations, and other securities of one or nore subsidiaries and
affiliates organized for any | awful purpose anounts which in the
aggregate do not exceed the | esser of 10 percent of the insurer's
assets or 50 percent of the insurer's surplus as regards
pol i cyhol ders, but after such investnents the insurer's surplus
as regards policyhol ders nust be reasonable in relation to the
insurer's outstanding liabilities and adequate to its financi al
needs. In calculating the anount of such investnents:

(A) investnments in donmestic or foreign insurance
subsi di ari es are excluded; and
(B) the follow ng are included:

(1) total net noney or other consideration
expended and obligations assuned in the acquisition or formation
of a subsidiary, including all organizational expenses and
contributions to capital and surplus of the subsidiary whether or
not represented by the purchase of capital stock or issuance of
ot her securities; and

(1i) all amobunts expended in acquiring
addi ti onal common stock, preferred stock, debt obligations, and
ot her securities and all contributions to the capital or surplus
of a subsidiary subsequent to its acquisition or formation;
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Revi sed Law

Sec. 823.254. STANDARD FOR | NVESTMENT | N AFFI LI ATE BY
| NSURER WTH LOW TOTAL LIABILITIES. If a domestic insurer's total
liabilities, as conputed for National Association of |Insurance
Comm ssi oners annual statenent purposes, are |l ess than 10 percent
of the insurer's assets, the insurer may invest any anount in the
securities of one or nore affiliates organized for any | aw ul
purpose if after the investnent, treating the investnent as if it
were a nonadmtted asset, the insurer's policyholders' surplus is
reasonable in relation to the insurer's outstanding liabilities
and adequate to its financial needs. (V.T.I.C Art. 21.49-1,
Sec. 6(b) (part).)

Source Law

(b) . . . a donestic insurer nmay al so:

(2) if the insurer's total liabilities, as cal cul ated
for National Association of |Insurance Comm ssioners annual
st atenent purposes, are less than 10 percent of assets, invest
any anount in common stock, preferred stock, debt obligations,
and other securities of one or nore subsidiaries and affiliates
organi zed for any |l awful purpose, but after such investnent the
insurer's surplus as regards policyhol ders, considering such
investnment as if it were a nonadmtted asset, nust be reasonabl e
inrelation to the insurer's outstanding liabilities and adequate
to its financial needs;

Revi sed Law

Sec. 823.255. AGREEMENT OF AFFI LI ATE TO LIM T CERTAI N
| N\VESTMENTS. (a) A donestic insurer may invest any anmount in the
securities of one or nore affiliates organized for any | aw ul
purpose if each affiliate agrees to limt its investnents in any
particul ar asset so that the investnments wll not cause the
anount of the total investnment of the insurer to exceed the
anount the insurer could have directly invested in that asset.
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(b) To conpute the amobunt of the total investnent of an
insurer in an asset for purposes of Subsection (a), the follow ng
anounts are included:

(1) any direct investnment by the insurer in that
asset; and

(2) the insurer's proportionate share of investnent in
that asset by any affiliate of the insurer.

(c) To conpute the insurer's proportionate share of
i nvest ment under Subsection (b)(2), the anmount of the affiliate's
investnment in the asset is nmultiplied by the percentage of the
insurer's ownership of that affiliate. (V.T.1.C Art. 21.49-1,
Sec. 6(b) (part).)

Source Law

(b) . . . a donestic insurer nmay al so:

(3) invest any anmount in common stock, preferred
stock, debt obligations, and other securities of one or nore
subsidiaries and affiliates organized for any |awful purpose,
provi ded that such subsidiary or affiliate agrees to limt its
investnments in any particular asset so that such investnents wll
not cause the anmount of the total investnent of the insurer to
exceed the anount the insurer could have directly invested in
such asset. For the purpose of this clause, "the total
investnment of the insurer” will include (i) any direct investnent
by the insurer in an asset and (ii) the insurer's proportionate
share of any investnent in such asset by any subsidiary or
affiliate of the insurer, which nust be cal cul ated by nultiplying
t he amount of the subsidiary's or affiliate's investnent by the
percentage of the insurer's ownership of such subsidiary or
affiliate; and

Revi sed Law
Sec. 823.256. COW SSI ONER S APPROVAL OF | NVESTMENT. W't h
the prior approval of the conm ssioner, a donestic insurer may
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i nvest any anount in the securities of one or nore affiliates if
after the investnent the insurer's policyholders' surplus is
reasonable in relation to the insurer's outstanding liabilities
and adequate to its financial needs. (V.T.I.C Art. 21.49-1,
Sec. 6(b) (part).)

Source Law

(b) . . . a donestic insurer nmay al so:

(4) wth the prior approval of the conm ssioner,
i nvest any anmount in common stock, preferred stock, debt
obligations, or other securities of one or nore subsidiaries and
affiliates, but after such investnent the insurer's surplus as
regards policyhol ders nust be reasonable in relation to the
insurer's outstanding liabilities and adequate to its financi al
needs.

Revi sed Law
Sec. 823.257. DETERM NATI ON REQUI RED BEFORE | NVESTMENT. (a)
Whet her an investnent neets an applicable requirenment of this
subchapter shall be determ ned before the investnent is nade by
applying that requirenent as if the investnent had been nade.
(b) In making the determ nati on under Subsection (a):

(1) the amount to be used for the total of previous
investnments in debt obligations is the principal bal ance
outstanding on all of those obligations at the tine of the
determ nati on

(2) the anobunt to be used for previous investnents in
equity securities is the sum of val ues of each previous
i nvestnment as of the day the previous investnent was nade; and

(3) any return of capital invested, not including
di vi dends, shall be subtracted. (V.T.I.C Art. 21.49-1, Sec.

6(d).)
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Source Law

(d) Qualification of Investnent. Wether any investnment
under Subsection (b) hereof neets the applicable requirenents
thereof is to be determ ned before the investnent is nade by
conputing the applicable investnent limtations as though the
i nvest ment has al ready been nade, taking into account the
princi pal bal ance outstanding at the tinme of the conputation on
all previous investnents in debt obligations and the val ue of all
previous investnents in equity securities as of the day the
previous investnents were made, net of any return of capital
i nvested, not including dividends.

Revi sed Law
Sec. 823.258. DI SPOSI TI ON OF | NVESTMENT | N SUBSI DI ARY AFTER
CESSATI ON OF CONTROL. (a) An insurer that ceases to control a
subsidiary shall dispose of any investnent in the subsidiary nade
under this subchapter before the third anniversary of the date
the insurer ceases to control the subsidiary, unless:

(1) at any tine after the investnment is made the
investnment qualifies for investnent under another provision of
this code; and

(2) the insurer notifies the comm ssioner of that
qualification.

(b) The comm ssioner may extend the period under Subsection
(a) during which dispositionis required. (V.T.I.C
Art. 21.49-1, Sec. 6(e).)

Source Law

(e) Cessation of Control. |If an insurer ceases to contro
a subsidiary, it nust dispose of any investnent therein made
under Subsection (b) within three years fromthe tinme of the
cessation of control or wthin such further tine as the
comm ssi oner nmay prescribe and approve, unless at any tine after
the investnent is made the investnment otherw se neets the
requi renents of and qualifies for investnent under any other
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section of this code, and the insurer has notified the
conmm ssi oner thereof.

Revi sed Law

Sec. 823.259. EXEMPTI ON FROM CERTAI N LI M TATI ONS;
| NVESTMENT AUTHORI TY CUMULATI VE OF OTHER LAW (a) An investnent
made under this subchapter is not subject to the restrictions and
prohibitions relating to investnents contained in this code other
than those provided by Subchapter C.

(b) Investnments authorized by this subchapter are in
addition to other investnents permtted under this code for a
donmestic insurer. (V.T.1.C Art. 21.49-1, Secs. 6(b) (part),

(c).)

Source Law

(b) Additional investnent authority. In addition to
i nvestnments in comon stock, preferred stock, debt obligations,
and other securities permtted under all other sections of the
| nsurance Code, [a donestic insurer may al so:]

(c) Exenption fromlnvestnment Restrictions. |Investnents in
common stock, preferred stock, debt obligations, or other
securities of subsidiaries and affiliates nmade under Subsection
(b) hereof are not subject to any of the otherw se applicable
restrictions or prohibitions contained in this code applicable to
such investnent of a conpany subject to this code, but such
investnments are subject to all of the provisions of Section 4 of
this Act.

[ Sections 823. 260-823. 300 reserved for expansion]

SUBCHAPTER G VALUATI ON OF | NVESTMENT FOR FI NANCI AL STATEMENT
Revi sed Law
Sec. 823.301. SCOPE OF SUBCHAPTER. (a) This subchapter
applies only to the determnation of the valuation for a
financial statenent of an investnent by an insurer in an
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affiliate that is not an insurer.

(b) This subchapter does not apply for determ ning the
anmount invested under Section 823.253. (V.T.I.C Art. 21.49-1,
Sec. 6A(a) (part).)

Source Law

Sec. 6A. (a) For financial statenent valuation purposes
only, and not to determ ne the anobunt invested in accordance with
Section 6(b)(1) of this article, valuation of an investnent by an
insurer in a subsidiary or affiliate of an insurer, which is not
itself an insurer

Revi sed Law
Sec. 823.302. BASES FOR DETERM NI NG VALUATI ON. Subject to
this subchapter, the valuation of an investnent to which this
subchapter applies is the greater of:

(1) the net sharehol der equity value that the insurer
owns in the affiliate adjusted, if the affiliate is a subsidiary,
to include the value of only those assets of the subsidiary that
woul d constitute lawful investnents for the insurer if the assets
were acquired or held directly by the insurer; or

(2) the anmount determ ned using one of the follow ng
met hods that is applicable for the affiliate in which the
i nvestnent is nade:

(A) the net worth of the affiliate determ ned at
the end of the affiliate's nost recent fiscal year in accordance
with generally accepted accounting principles and reported in the
financial statenments of the affiliate for that fiscal year that
were audited by an independent certified public accountant in
accordance with generally accepted auditing standards;

(B) the value equal to the cost of the stock of
the affiliate, determ ned and adjusted to reflect subsequent
operating results in accordance with generally accepted
accounting principles;

(© the market value of the stock of the
affiliate, if the stock is |listed on a national securities
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exchange;

(D) the value, if any, placed on the stock of the
affiliate by the National Association of Insurance Conm ssioners;
or

(E) an anpbunt that the insurer can substantiate
to the satisfaction of the conm ssioner as being a reasonabl e
value of that investnent. (V.T.1.C Art. 21.49-1, Sec. 6A(a)
(part).)

Source Law

(a) . . . an investnment . . . shall be valued, subject to
t he additional provisions of this section, on the basis of the
greater of:

(1) the net stockhol der equity val ue owned by the
insurer in the subsidiary or affiliate, adjusted to include the
val ue of only such of the assets of such subsidiary as would
constitute lawful investnents for the insurer if acquired or held
directly by the insurer; or

(2) one of the follow ng bases appropriate to each
type of subsidiary or affiliate owned by it

(1) the net worth of the subsidiary or affiliate
determ ned in accordance with generally accepted accounti ng
principles as of the end of its nost recent fiscal year,
provi ded, subject to the other provisions of this section, that
the financial statenments of the subsidiary or affiliate for its
nost recent fiscal year have been audited by an i ndependent
certified public accountant in accordance with generally accepted
audi ting standards; or

(1i) a value equal to the cost of the stock of
the subsidiary or affiliate, provided such value is determ ned
and adjusted to reflect subsequent operating results in
accordance wth generally accepted accounting principles; or

(ti1) the market value of the stock of the
subsidiary or affiliate, if the stock is listed on a national
securities exchange; or

(tv) the value, if any, placed on the stock of
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such subsidiary or affiliate by the National Association of
| nsurance Conmm ssi oners; or

(v) any other value which the insurer can
substantiate to the satisfaction of the comm ssioner as being a
reasonabl e val ue.

Revi sed Law

Sec. 823.303. ADJUSTMENT TO DETERM NATION. If an affiliate
i s valued using a nethod other than the nethod provided by
Section 823.302(2)(C, the valuation of the investnent is
conputed by subtracting fromthe determ ned val ue an anount equa
to the value clained for any of the affiliate's assets that would
not be admtted assets for the insurer if held directly by the
i nsurer and that:

(1) are held by the affiliate but are used, including
use under a | ease agreenent, significantly in the conduct of the
i nsurer's business; or

(2) were acquired fromor purchased for the benefit or
use of the insurer by the affiliate under specific circunstances
that, in the conmm ssioner's opinion, support a reasonable finding
that the primary purpose of the acquisition or purchase was to
evade or avoid application of this code. (V.T.I.C Art. 21.49-1,
Sec. 6A(e).)

Source Law

(e) If any subsidiary or affiliate, which is not itself an

i nsurance conpany, is valued other than on a basis of market
val ue as defined in Subsection (a)(2)(iii), there shall be
deducted from ot herwi se determ ned value a sumequal to the val ue
clainmed for any of its assets which would not constitute admtted
assets for the insurer if held directly by the insurer, if such
assets

(1) are held by the subsidiary or affiliate but used,
under a | ease agreenent or otherwi se, significantly in the
conduct of the insurer's business; or

(2) were acquired fromor purchased for the benefit or
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use of the insurer by the subsidiary or affiliate under specific
ci rcunstances that, in the opinion of the conmm ssioner, support a
reasonable finding that the primary purpose of such acquisition
or purchase was the evasion or avoi dance of the |Insurance Code.

Revi sed Law
Sec. 823.304. USE OF DI FFERENT BASES. An insurer is not
required to value the stock of all of its affiliates on the sane
basis. (V.T.1.C Art. 21.49-1, Sec. 6A(a) (part).)
Source Law

(a) . . .
(2) . . . provided, however, that an insurer shall not
be required to value the stock of all its subsidiaries or
affiliates on the sanme basis:

Revi sed Law
Sec. 823.305. VALUATI NG ACQUI RED AFFI LI ATE. (a) Not later
than the 30th day after the date an insurer acquires an affiliate
that is not an insurer, the insurer shall file with the
conmi ssioner relevant information identifying, supporting, and
justifying the value of the affiliate and the basis of valuation
under Section 823.302 used for that affiliate.
(b) After filing the information under Subsection (a), the
i nsurer shall use the specified basis of valuation for that
affiliate unless a change is substantiated as reasonable to and
is approved in witing by the comm ssioner. (V.T.1.C
Art. 21.49-1, Secs. 6A(b), (c).)
Source Law

(b) Wthin 30 days after the acquisition of a noninsurer
subsidiary or affiliate, an insurer shall file with the
conmi ssioner relevant information identifying, supporting, and
justifying the value of and the basis of valuation used in
accordance wth the provisions of Subsection (a) for such
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subsidiary or affiliate.

(c) A valuation basis used for a subsidiary or affiliate
shal |l thereafter be consistently used unless a change is
substanti ated as reasonable and on that basis is approved in
witing by the conm ssioner.

Revi sed Law

Sec. 823.306. USE OF UNAUDI TED | NFORMATION. |If an affiliate
i s valued using the basis provided by Section 823.302(2)(A) and
the books of the affiliate are not audited at the tine the
valuation is included in the insurer's annual statenent, the
i nsurer, as soon as possible after an audit of those books, shal
report and explain any difference between the val ue of the
affiliate reported in the insurer's annual statenent and the
val ue determ ned by the audit. (V.T.1.C Art. 21.49-1, Sec.
6A(d).)

Source Law

(d) If a subsidiary or affiliate is valued on the basis of
Subsection (a)(2)(i) and the books of the subsidiary or affiliate
are not audited at the tine the valuation is included in the
insurer's annual statenment, the insurer shall thereafter report
and explain the difference, if any, between the value of the
subsidiary or affiliate as reported in the annual statenent and
the value as determned by audit. Such report and explanation
shall be made as soon as possible follow ng such audit.

Revi sed Law
Sec. 823.307. MODI FI CATI ON BY COM SSI ONER. After notice
and opportunity for a hearing, the conm ssioner may:

(1) determne that the basis used for valuation of the
stock of an affiliate does not, under the specific circunstances,
reflect the value of the affiliate; and

(2) order an adjustnent in the valuation or the use of
anot her basis of valuation provided by this subchapter.

(V.T.1.C. Art. 21.49-1, Sec. 6A(f).)
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Source Law

(f) The comm ssioner may, after notice and opportunity to
be heard, determ ne that the basis used for valuation of the
stock of any subsidiary or affiliate does not, under the specific
ci rcunst ances of the case, reflect the value of the subsidiary or
affiliate and may order either an adjustnment in valuation or the
use of one of the other specified bases of val uation.

[ Sections 823. 308-823. 350 reserved for expansion]

SUBCHAPTER H. EXAM NATI ONS
Revi sed Law

Sec. 823.351. EXAM NATION OF I NSURER. (a) Subject to
Section 823.352, the conm ssioner may order an insurer registered
under Subchapter B to produce records, books, or other
i nformati on papers in the possession of the insurer or an
affiliate of the insurer that are necessary to ascertain the
financial condition or legality of conduct of the insurer.

(b) If an insurer fails to conply with an order under
Subsection (a), the conm ssioner by order may require the
exam nation of each hol ding conpany of the insurer and each
controlled person or affiliate in the insurer's insurance hol ding
conpany systemif the comm ssioner has cause to believe that:

(1) the operations of that person may nmaterially
af fect the operations, managenent, or financial condition of any
controlled insurer in that system and

(2) the comm ssioner is unable to obtain rel evant
information fromthe controlled insurer.

(c) The comm ssioner shall specify in an order under
Subsection (b) the grounds for the exam nation. An exam nation
under Subsection (b) shall be confined to matters specified in
t he order.

(d) Only the person sought to be exam ned under Subsection
(b) is entitled to seek judicial review of an order under that
subsection. (V.T.1.C. Art. 21.49-1, Sec. 9(a) (part).)
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Source Law

Sec. 9. (a) Power of the Conm ssioner. Subject to the
[imtation contained in this section and . . . the conm ssioner
shal |l al so have the power to order any insurer registered under
Section 3 to produce such records, books, or other information
papers in the possession of the insurer, its holding conpany, its
subsidiaries, or its affiliates as shall be necessary to
ascertain the financial condition or legality of conduct of such
insurer. In the event such insurer fails to conply with such
order, every hol ding conpany, every controlled person,
subsidiary, or affiliate within the insurance hol di ng conpany
system shall be subject to exam nation by order of the
comm ssioner if he has cause to believe that the operations of
such persons may materially affect the operations, managenent, or
financial condition of any controlled insurer within the system
and that he is unable to obtain relevant information from such
controlled insurer. The grounds relied upon by the comm ssioner
for such exam nation shall be stated in his order, which order
shal |l be subject to judicial review only at the instance of the
person sought to be exam ned. Such exam nation shall be confined
to matters specified in the order.

Revi sed Law
Sec. 823.352. LIMTATION ON PONER. The comm ssi oner may
exerci se power under Section 823.351 only if:
(1) examnation of the insurer under another provision
of this code is inadequate; or
(2) the interests of the insurer's policyhol ders may
be adversely affected. (V.T.I.C Art. 21.49-1, Sec. 9(b).)
Source Law

(b) Purpose and Limtation of Exam nation. The
conm ssioner shall exercise his power under Subsection (a) above
only if the exam nation of the insurer under other sections of
this code is inadequate or the interests of the policyhol ders of
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such insurer may be adversely affected.

Revi sed Law

Sec. 823.353. PAYMENT OF EXAM NATI ON COSTS. (a) Each
regi stered insurer that conplies with an order under Section
823.351(a) shall pay the expense of the exam nation in accordance
with Article 1.16.

(b) The conm ssioner shall assess the cost of an
exam nation under Section 823.351(b) against the person exam ned.
The controlled insurer may not directly or indirectly reinburse
that person for any part of the cost. (V.T.1.C Art. 21.49-1,
Secs. 9(a) (part), (d).)

Source Law

(a) . . . The cost of such exam nation shall be assessed
agai nst the person exam ned and no portion thereof shal
thereafter be reinbursed to it directly or indirectly by the
controlled insurer.

(d) Expenses. Each registered insurer conplying with the
comm ssioner's order and produci ng for exam nation records,
books, and papers pursuant to Subsection (a) above shall be
Iiable for and shall pay the expense of such exam nation in
accordance with Article 1.16 of this code.

Revi sed Law

Sec. 823.354. USE OF ADVI SORS. (a) The conm ssioner may
enpl oy at the registered insurer's expense attorneys, actuaries,
accountants, and other experts that are not a part of the
comm ssioner's staff and that are reasonably necessary to assi st
in the conduct of an exam nation under Section 823. 351.

(b) A person enployed under this section is under the
direction and control of the conm ssioner and nmay act only as an
advisor. (V.T.1.C Art. 21.49-1, Sec. 9(c).)
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Source Law

(c) Use of Consultants. The conm ssioner may retain at the
registered insurer's expense such attorneys, actuaries,
accountants, and other experts not otherw se a part of the
comm ssioner's staff as shall be reasonably necessary to assi st
in the conduct of the exam nation under Subsection (a) above.
Any persons so retained shall be under the direction and control
of the comm ssioner and shall act in a purely advisory capacity.

Revi sed Law
Sec. 823.355. CUMJULATIVE AUTHORI TY. The authority provided
by this subchapter is in addition to other powers relating to the
exam nation of insurers given to the comm ssioner under this
code. (V.T.1.C. Art. 21.49-1, Sec. 9(a) (part).)
Source Law

(a) . . . in addition to the powers which the comm ssi oner
has under other articles of this code relating to the exam nation
of insurers .

[ Sections 823. 356-823. 400 reserved for expansion]

SUBCHAPTER |. LI M TATI ONS RELATI NG TO CONTROLLED | NSURERS
Revi sed Law

Sec. 823.401. PROH BITION OF I NDI RECT ACTI ON FOR CONTROLLED
| NSURER. (a) A holding conpany or controlled person may not
directly or indirectly do or cause to be done for or on behalf of
a controlled insurer any act intended to affect, influence,
change, or alter the insurance operations of the insurer that
woul d violate this code if done by the insurer al one.

(b) This section does not limt or prohibit a hol ding
conpany or a person in the insurance hol ding conpany system from
conducting on behalf of the person any type of business that
woul d be normal and natural to the person if the person were not
in the holding conpany system (V.T.1.C Art. 21.49-1, Sec. 8.)
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Source Law

Sec. 8. No holding conpany or controlled person shal
directly or indirectly or through another person do or cause to
be done for or on behalf of the controlled insurer any act
intended to affect, influence, change, or alter the insurance
operations of the insurer which, if done by the insurer acting
al one, would violate this code. Provided, however, this section
shall not limt or prohibit such holding conpany or person within
t he hol di ng conpany system from doi ng any type of business that
woul d be normal and natural to such person if it were not within
t he hol di ng conpany system so | ong as such business is conducted
on behal f of such person.

Revi sed Law
Sec. 823.402. PROH BI TION ON VOTI NG CERTAI N SECURI TIES. (a)
A security that is the subject of an agreenent or arrangenent
regardi ng an acquisition or that is acquired or to be acquired in
violation of this chapter or a rule or order under this chapter
may not be voted at a sharehol ders' neeting or counted for quorum
purposes. An action of shareholders requiring the affirmtive
vote of a percentage of shares may be taken as though the
security was not outstandi ng.
(b) An action taken at a sharehol ders' neeting is not
i nval i dated by the voting of a security to which Subsection (a)
appl i es unl ess:
(1) the action would materially affect control of the
i nsurer; or
(2) a court of this state invalidates the action.
(V.T.1.C. Art. 21.49-1, Sec. 12(b) (part).)
Source Law

(b) Voting of Securities; Wien Prohibited. No security
which is the subject of any agreenent or arrangenent regardi ng an
acquisition, or which is acquired or to be acquired in
contravention of the provisions of this article or of any rule,
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regul ation, or order issued by the State Board of |nsurance or

t he comm ssi oner hereunder may be voted at any sharehol ders
nmeeting, or may be counted for quorum purposes, and any action of
sharehol ders requiring the affirmati ve vote of a percentage of
shares nmay be taken as though such securities were not issued and
out standi ng; but no action taken at any such neeting shall be
invalidated by the voting of such securities, unless the action
woul d materially affect control of the insurer or unless the
courts of this State have so ordered.

Revi sed Law

Sec. 823.403. MANAGEMENT OF CONTROLLED I NSURER. (a) The
control of an authorized insurer by another person does not
relieve an officer or director of the insurer of any obligation
or liability to which the officer or director is subject by |aw
The i nsurer shall be managed to assure the insurer's separate
operating identity consistent with this code.

(b) This section does not preclude an authorized insurer
from havi ng a cormbn managenent or joint use of personnel,
property, or services with one or nore other persons under an
arrangenment that neets the standards of Section 823.101(e).
(V.T.1.C. Art. 21.49-1, Sec. 7.)

Source Law

Sec. 7. (a) Notw thstanding the control of an authorized
i nsurer by any person, the officers and directors of the insurer
shall not thereby be relieved of any obligation or liability to
whi ch they woul d ot herwi se be subject by law, and the insurer
shal |l be managed so as to assure its separate operating identity
consistent with this code.

(b) Nothing herein shall preclude an authorized insurer
from having or sharing a conmmbn managenent or cooperative or
joint use of personnel, property, or services with one or nore
ot her persons under arrangenents neeting the standards of
Par agraph (4) of Section 4(a) hereof.
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Revisor's Note

Section 7(b), V.T.1.C. Article 21.49-1, refers to common
managenent and "cooperative or joint use" of people, property, or
services. The revised |law omts "cooperative" as redundant
because, in this context, its nmeaning is included in the meaning
of "joint."

[ Sections 823. 404-823. 450 reserved for expansion]
SUBCHAPTER J. CIVIL REMEDI ES AND SANCTI ONS
Revi sed Law

Sec. 823.451. RECEIVERSH P. If it appears to the
conmmi ssioner that a person's violation of this chapter so inpairs
the financial condition of a donmestic insurer as to threaten the
insurer's insolvency or make the further transaction of the
i nsurer's business hazardous to the insurer's policyhol ders or
creditors or the public, the conmm ssioner may proceed under
Articles 21.28 and 21.28-A to take possession of the insurer's
property and conduct the business of the insurer. (V.T.1.C
Art. 21.49-1, Sec. 14.)

Source Law

Sec. 14. \VWenever it appears to the conm ssioner that any
person has commtted a violation of this article which so inpairs
the financial condition of a domestic insurer as to threaten its
i nsol vency or nmake the further transaction of its business
hazardous to its policyholders or creditors or the public, then
the comm ssioner nmay proceed as provided in Articles 21.28 and
21.28-A of this code to take possession of the property of such
donmestic insurer and to conduct the business thereof.

Revi sed Law
Sec. 823.452. REVOCATI ON, SUSPENSI ON, OR NONRENEWAL OF
| NSURER S AUTHORITY. (a) |If it appears to the conm ssioner that
a person's violation of this chapter nmakes the continued
operation of an insurer contrary to the interest of policyhol ders
or the public, the conm ssioner, after notice and opportunity for
a hearing, may suspend, revoke, or refuse to renew the insurer's
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certificate of authority to engage in the business of insurance
inthis state for the period the comm ssioner finds is required
for the protection of policyholders or the public.

(b) The conm ssioner shall provide specific findings of
fact and conclusions of |law to acconpany a determ nati on under
this section. (V.T.I1.C Art. 21.49-1, Sec. 15.)

Source Law

Sec. 15. Wienever it appears to the conm ssioner that any
person has conmtted a violation of this article which nakes the
continued operation of an insurer contrary to the interest of
pol i cyhol ders or the public, the comm ssioner may, after giving
notice and an opportunity to be heard, determ ne to suspend,
revoke, or refuse to renew such insurer's license or authority to
do business in this State for such period as he finds is required
for the protection of policyholders or the public. Any such
determ nation shall be acconpani ed by specific findings of fact
and concl usi on of | aw.

Revi sed Law

Sec. 823.453. VO DI NG UNAUTHORI ZED ACTION. If it appears to
the comm ssioner that a person has entered into a transaction or
performed an act before conplying with the applicable provisions
of this chapter or has obtained the conm ssioner's approval of or
acqui escence in a transaction or act that is subject to this
chapter based on a material fraudul ent m srepresentation,
m sstatenent, or om ssion, the comnm ssioner, after notice and
opportunity for a hearing, by order may void the transaction or
act and return the parties to the position they would have
occupied if the transaction or act had not occurred. (V.T.1.C
Art. 21.49-1, Sec. 16.)

Source Law

Sec. 16. Whenever it appears to the conm ssioner that any
person has entered into any transaction or act w thout having
first conplied with the provisions of this article applicable to
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such transaction or act, and in violation hereof, or has obtained
hi s approval of or acquiescence in a transaction or act subject
to this article based upon a material fraudul ent

m srepresentation, msstatenent, or om ssion, the conm ssioner
may, after giving notice and an opportunity to be heard,
determ ne and order that such transaction or act be set aside,
resci nded, revoked, reversed, and rendered void and of no force
or effect, and that the parties to such transaction or act shal
be returned to the position they would have occupi ed had not such
transaction or act occurred in violation of this article.

Revi sor's Note

Section 16, V.T.1.C. Article 21.49-1, provides the authority
for a transaction or act to be "set aside, rescinded, revoked,
reversed, and rendered void and of no force or effect.” The
revised | aw substitutes "void" for the quoted | anguage because,
in context, the term"void" is synonynous with the phrase "set
asi de, rescinded, revoked, reversed, and rendered void" and it is
not necessary to state that a void transaction or act has "no
force or effect.™

Revi sed Law
Sec. 823.454. ADM NI STRATI VE PENALTY. (a) A director or
of ficer of an insurer or insurance holding conpany systemthat is
subject to this chapter is subject to an adm nistrative penalty
under Chapter 84 if the director or officer know ngly and
wilfully:
(1) participates in or assents to a transaction or an
i nvestment that has not been properly reported or submtted under
this chapter
(2) permts an officer, agent, or enployee of the
i nsurer or hol ding conpany system as appropriate, to engage in a
transaction or make an investnent that has not been properly
reported or submtted under this chapter; or
(3) violates this chapter.
(b) The amount of an adm nistrative penalty under this
section may not exceed $10,000 for each violation. (V.T.I.C
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Art. 21.49-1, Sec. 5(k).)
Source Law

(k) Additional Violations. Each director or officer of an
i nsurance conpany subject to this article, or of an insurance
hol di ng conpany system subject to this article, who know ngly and
wilfully violates, participates in, or assents to or who
knowi ngly and wilfully permts any of the officers, agents, or
enpl oyees of the insurer or holding conpany systemto engage in
transactions or make investnents that have not been properly
reported or submtted under this article or that know ngly and
wilfully violate this article is subject to an admnistrative
penalty under Article 1.10E of this code of not nore than $10, 000
for each violation.

Revi sed Law

Sec. 823.455. EQUI TABLE RELIEF. (a) |If it appears to the
comm ssioner that an insurer or a director, officer, enployee, or
agent of an insurer has commtted or is about to commt a
violation of this chapter or a rule or order under this chapter,
the comm ssioner nmay apply to a district court of Travis County
for an order enjoining the violation and for other equitable
relief that the nature of the case and the interest of the
insurer's policyholders or creditors or the public requires.

(b) If an insurer or the conm ssioner has reason to believe
that a security of the insurer was or is about to be acquired in
violation of this chapter or a rule or order under this chapter,
the insurer or the comm ssioner nay apply to a district court of
Travis County or of the county in which the insurer has its
princi pal place of business to:

(1) enjoin any offer, request, invitation, agreenent,
or acquisition made in violation of Subchapter D or a rule or
order under that subchapter

(2) enjoin the voting of a security acquired in
vi ol ati on of Subchapter D or a rule or order under that
subchapter; or
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(3) void a vote of the security that was cast at any
shar ehol ders' neeti ng.

(c) In asuit filed under Subsection (b), the insurer or
the comm ssioner nay also apply for other equitable relief that
the nature of the case and the interests of the insurer's
policyholders or creditors or the public requires. (V.T.I.C
Art. 21.49-1, Secs. 12(a), (b) (part).)

Source Law

Sec. 12. (a) Injunctions. \Wenever it appears to the
comm ssioner that any insurer or any director, officer, enployee,
or agent thereof has conmmtted or is about to commt a violation
of this article or of any rule, regulation, or order issued by
the State Board of Insurance or by the conm ssioner hereunder,
the conmm ssioner may apply to the district court for Travis
County for an order enjoining such insurer or such director,
of ficer, enployee, or agent thereof fromviolating or continuing
to violate this article or any such rule, regulation, or order,
and for such other equitable relief as the nature of the case and
the interest of the insurer's policyholders or creditors or the
public may require.

(b) . . . If an insurer or the comm ssioner has reason to
believe that any security of the insurer has been or is about to
be acquired in contravention of the provisions of this article or
of any rule, regulation, or order issued by the State Board of
| nsurance or the conm ssioner hereunder, the insurer or the
comm ssioner may apply to the district court for Travis County or
to the district court for the county in which the insurer has its
princi pal place of business to enjoin any offer, request,
invitation, agreenent, or acquisition made in contravention of
Section 5 or any rule, regulation, or order issued by the
conmi ssioner thereunder to enjoin the voting of any such security
so acquired, to void any vote of such security already cast at
any neeting of sharehol ders, and for such other equitable relief
as the nature of the case and the interests of the insurer's
pol i cyhol ders or creditors or the public may require.
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Revi sed Law
Sec. 823.456. SElI ZURE OR SEQUESTRATI ON OF VOTI NG

SECURITIES. If a person acquires or is proposing to acquire a
voting security in violation of this chapter or a rule or order
under this chapter, a district court of Travis County or of the
county in which the insurer has its principal place of business,
on application of the insurer or the comm ssioner and notice that
the court considers appropriate, may seize or sequester any
voting securities of the insurer that are owed directly or
indirectly by that person and may issue an order relating to
those securities that is appropriate to inplenent this chapter.
(V.T.1.C Art. 21.49-1, Sec. 12(c) (part).)

Source Law

(c) Sequestration of Voting Securities. In any case where a
person has acquired or is proposing to acquire any voting
securities in violation of this article or any rule, regulation
or order issued by the State Board of Insurance or the
conmmi ssi oner hereunder the district court for Travis County or
the district court for the county in which the insurer has its
princi pal place of business may, on such notice as the court
deens appropriate, upon the application of the insurer or the
conmi ssi oner seize or sequester any voting securities of the
insurer owned directly or indirectly by such person, and issue
such orders with respect thereto as nmay be appropriate to
effectuate the provisions of this article.

Revi sed Law

Sec. 823.457. LONG ARM JURI SDI CTI ON; SERVI CE OF PROCESS.
(a) The courts of this state have jurisdiction over a person who
is not aresident of, domciled in, or authorized to engage in
business in this state and files a statenent with the
conm ssi oner under Subchapter D, and over the actions involving
that person that arise out of a violation of this chapter.

(b) A person described by Subsection (a) is considered to
have appointed the comm ssioner as the person's agent for service
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of process in any action, suit, or proceeding arising out of a
violation of this chapter.

(c) The conmm ssioner shall forward by registered or
certified mil to the person's |ast known address copies of al
processes that are served on the comm ssioner under Subsection
(b).

(d) Additional procedures and fees for service of process
are provided by Subchapter C, Chapter 804. (V.T.1.C Art. 1. 36,
Sec. 7(e); Art. 21.49-1, Sec. 5(i).)

Source Law

[Art. 1.36]
[ Sec. 7]

(e) The courts of this state have jurisdiction over any
person defined by Subsection (i) of Section 2 of Article 21.49-1
of this code, who is not resident, domciled, or authorized to do
business in this state and who files a statenment with the
conm ssioner under Article 21.49-1 of this code and over actions
i nvol ving any person defined by Subsection (i) of Section 2 of
Article 21.49-1 of this code arising out of violations of that
article. Any person defined by Subsection (i) of Section 2 of
Article 21.49-1 of this code is considered to have perforned acts
equi valent to and constituting an appoi ntment of the comm ssioner
by that person to be his |awful attorney on whom process in any
action, suit, or proceeding arising out of violations of Article
21.49-1 of this code may be served. Copies of process shall be
served on the conm ssioner and transmtted by the conm ssioner by
regi stered or certified mail to that person at his |ast known
address. Procedures and fees for service of process are governed
by Section 3 of this article.

[Art. 21.49-1]
[ Sec. 5]

(1) Jurisdiction; Consent to Service of Process. The
courts of this State are hereby vested with jurisdiction over
every person not resident, domciled, or authorized to do
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business in this State who files a statenent with the
conmm ssi oner under this section, and over all actions involving
such person arising out of violations of this section, and each
such person shall be deened to have perfornmed acts equivalent to
and constituting an appoi ntnent by such person of the

conmi ssioner to be his true and | awful attorney upon whom nay be
served all lawful process in any action, suit, or proceedi ng
arising out of violations of this section. Copies of all such

| awf ul process shall be served on the conm ssioner and
transmtted by registered or certified mail by the comm ssioner
to such person at his |ast known address.

Revisor's Note

(1) Section 7(e), V.T.I.C Article 1.36, refers to "any
person defined by Subsection (i) of Section 2 of Article 21.49-1
of this code."” Section 2(i), V.T.I.C. Article 21.49-1, does not
define the term"person,"” but rather provides a definition for
"I nsurance hol di ng conpany system" At the tine Section 7(e),
V.T.1.C. Article 1.36, was enacted, the term "person" was defined
by "Subsection (i) of Section 2 of Article 21.49-1." See Chapter
46, Acts of the 70th Legislature, Regular Session, 1987.
Subsequent to that enactnent, Section 2, V.T.1.C Article
21.49-1, was anended, resulting in a relettering of the
definitions in that section, including the relettering of the
definition of "person" from Subsection (i) to Subsection (k).
See Section 20.08, Chapter 685, Acts of the 73rd Legi sl ature,
Regul ar Session, 1993. However, the cross-reference to
"Subsection (i) of Section 2 of Article 21.49-1" was not
correspondi ngly anended to reflect the relettering of the
definitions. The term"person" is now defined by Section 2(k),
V.T. .C. Article 21.49-1, and the revised law is drafted
accordingly.

(2) Section 7(e), V.T.1.C. Article 1.36, and Section 5(i),
V.T.1.C. Article 21.49-1, refer to appointnment of the
conmi ssioner as a person's "lawful attorney" for service of
process. The revised | aw substitutes "agent" for "l awful
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attorney" for consistency and because "agent" is nore commonly
used to describe the person described in the source law. It is
clear fromthe context of the source |law that the person to
recei ve service of process does not need to be licensed to
practice |law (the nore common understandi ng of the term
"attorney").

Revi sed Law

Sec. 823.458. SANCTIONS. An entity that holds a certificate

of authority issued by the departnment and that violates this code
IS subject to sanctions under Chapter 82. (V.T.I1.C
Art. 21.49-1, Section 5(j).)

Source Law

(j) Additional Sanctions. An entity that holds a
certificate of authority granted by the State Board of |nsurance
or the comm ssioner and that violates this code is subject to the
sanctions authorized under Section 7, Article 1.10, of this code.

Revi sor's Note
(End of Subchapter)

Section 17(a), V.T.1.C Article 21.49-1, provides authority
for the judicial review of an action of the comm ssioner. The
revised law omts that subsection because the provision is
redundant of the authority provided under Subchapter D, Chapter
36, Insurance Code, which was fornmerly Article 1.04, |nsurance
Code. The omtted | aw reads:

Sec. 17. (a) Any person aggrieved by any act,
determ nation, rule, regulation, or order or any other action of
t he comm ssioner pursuant to this article nmay appeal therefrom
under the procedures provided in Article 1.04 of this code.

[ Sections 823.459-823.500 reserved for expansion]
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SUBCHAPTER K.  CRI M NAL PENALTI ES
Revi sed Law

Sec. 823.501. OFFENSE OF VI OLATI NG CHAPTER. (a) A person
commts an offense if the person is an insurer or individual and
wilfully violates this chapter.

(b) If the person is an insurer, an offense under
Subsection (a) is a m sdeneanor punishable by a fine not to
exceed $50, 000 for each violation.

(c) If the person is an individual, an offense under
Subsection (a) is a m sdeneanor punishable by a fine not to
exceed $10, 000 for each violation except as provided by
Subsection (d) and Section 823.502.

(d) An offense under Subsection (a) is a felony if the
person is an individual and the violation involves the deliberate
perpetration of a fraud on the departnment, an insurer, an
insurer's subsidiary, or policyholders. The felony is punishable

by:

(1) inprisonment for a termnot to exceed five years;

(2) a fine not to exceed $10,000 for each violation;
or

(3) both fine and inprisonnment under this subsection.

(e) A Tfine under this sectionis in addition to any civil
or admnistrative penalty.

(f) An individual on whoma fine is inposed under this
section shall pay the fine in that person's individual capacity.
(V.T.1.C. Art. 21.49-1, Sec. 13(a) (part).)

Source Law

(a) . . . Any insurer which wilfully violates this article
may be fined not nore than $50, 000 per violation, in addition to
any civil or admnistrative penalty. Any individual who wilfully
violates this article may be fined, in that person's individual
capacity, not nore than $10,000 per violation, in addition to any
civil or admnistrative penalty, or, if such wilful violation
i nvol ves the deliberate perpetration of a fraud upon the
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departnent, an insurer, any subsidiary or policyholders, that
i ndi vidual may be inprisoned not nore than five years or both.

Revi sed Law

Sec. 823.502. OFFENSE OF SUBSCRI BI NG TO OR MAKI NG FALSE
STATEMENT. (a) A person conmts an offense if the person is an
officer, director, or enployee of a donestic insurer or the
i nsurer's insurance hol ding conpany systemand wilfully and
knowi ngly subscribes to or nakes or causes to be nmade a fal se
statenent on a witten instrunent required to be filed with the
conm ssi oner.

(b) An offense under Subsection (a) is a felony punishable

by:

(1) inprisonment for a termof not |less than two
years;

(2) a fine not to exceed $10,000 for each violation;
or

(3) both fine and inprisonnment under this subsection.
(c) A person on whoma fine is inposed under this section
shall pay the fine in that person's individual capacity.
(V.T.1.C. Art. 21.49-1, Sec. 13(b).)
Source Law

(b) Any officer, director, or enployee of a donestic
insurer or its holding conpany systemwho wilfully and know ngly
subscri bes to or nakes or causes to be nmade any fal se statenents
on any witten instrunent required to be nade to or filed with
t he board or the conm ssioner nmay be fined not nore than $10, 000
per violation, inprisoned, or both or nade subject to the
penal ties provided by Article 21.47 of this code, whichever
penalties are greater. Any fine inposed shall be paid by the
officer, director, or enployee in that person's individual
capacity.
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Revisor's Note

Section 13(b), V.T.1.C Article 21.49-1, provides that a
person who engages in certain conduct is subject to a fine of
"not nore than $10, 000 per violation," inprisonment, or both the
fine and inprisonnent or is "subject to the penalties provided by
Article 21.47 of this code, whichever penalties are greater."
V.T.1.C. Article 21.47 provides that a violation of that article
is a felony of the third degree, under which an individual shal
be punished by inprisonment for a termof not nore than 10 years
or less than 2 years and may al so be punished by a fine not to
exceed $10, 000. Conparing the terns of the penalty expressed by
Section 13 with those of a third degree felony to determ ne the
greater, Section 13 sets the maxi mum fine at $10, 000 per
violation, while Article 21.47 |imts the total fine to $10, 000.
Section 13 sets no upper or lower |limt on the term of
i nprisonnment, while Article 21.47 sets the upper limt for
i nprisonnment at 10 years and the |ower at 2 years. The revised
| aw expressly states the greater penalties at inprisonnent for
not less than two years, a fine not to exceed $10, 000 for each
violation, or both the fine and inprisonnment. The revised |aw
then omts the reference to Article 21.47 as unnecessary.

Revi sed Law

Sec. 823.503. BEGQ NNING CRIM NAL PROCEEDI NGS. If it appears
to the conmm ssioner that an insurer or a director, officer,
enpl oyee, or agent of an insurer has wilfully violated this
chapter, the comm ssioner may cause crim nal proceedings to be
instituted agai nst that person by the district attorney for the
county in which the principal office of the insurer is |ocated
or, if the insurer does not have a principal office in this
state, the district attorney of Travis County. (V.T.I.C
Art. 21.49-1, Sec. 13(a) (part).)

Source Law

Sec. 13. (a) \Wenever it appears to the conm ssioner that
any insurer or any director, officer, enployee, or agent thereof
has commtted a wilful violation of this article, the
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comm ssi oner nmay cause crimnal proceedings to be instituted by
the district attorney for the county in which the principal
office of the insurer is located or if such insurer has no such
office in the state, then by the district attorney of Travis
County agai nst such insurer, or the responsible director,

of ficer, enployee, or agent thereof.

CHAPTER 824. MERGER AND CONSCLI DATI ON OF STOCK | NSURANCE
CORPORATI ONS
SUBCHAPTER A,  AUTHORI TY AND PROCEDURES
Sec. 824.001. AUTHORITY TO MERCGE OR CONSOLI DATE 201
Sec. 824.002. PROCEDURES; APPLI CABILITY OF TEXAS BUSI NESS
CORPORATI ON ACT 202
Sec. 824.003. PROPOSED PLAN OF MERGER OR CONSOLI DATI ON;
APPROVAL OF DI RECTORS AND SHAREHOLDERS 203
Sec. 824.004. FILING OF PROPOSED PLAN W TH COWM SSI ONER 204
Sec. 824.005. COW SSI ONER ACTI ON ON PLAN 204
[ Sections 824. 006-824. 050 reserved for expansion]
SUBCHAPTER B. EFFECTI VE DATE OF MERGER OR CONSOLI DATI ON
Sec. 824.051. EFFECTI VE DATE OF MERGER 205
Sec. 824.052. EFFECTI VE DATE OF CONSOLI DATI ON 205
Sec. 824.053. APPROVAL OF MERGER OR CONSOLI DATI ON AFFECTI NG
FOREI GN CORPORATI ON; EFFECTI VE DATE 207
[ Sections 824.054-824. 100 reserved for expansion]
SUBCHAPTER C. EFFECT OF MERGER OR CONSOLI DATI ON
Sec. 824.101. EFFECT OF MERGER OR CONSOLI DATI ON ON
OUTSTANDI NG | NSURANCE POLI ClI ES 207
Sec. 824.102. EFFECT OF MERGER OR CONSOLI DATI ON ON CERTAI N
| NVESTMENTS 208
Sec. 824.103. RETI REMENT AND CANCELLATI ON OF TREASURY
SHARES 209
Sec. 824.104. EFFECT ON ANTI TRUST LAWS 210
[ Sections 824.105-824. 150 reserved for expansion]
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SUBCHAPTER D. MERGER OR CONSOLI DATI ON OF LI FE | NSURANCE
CORPORATI ONS
Sec. 824.151. PURCHASE OF QUTSTANDI NG SHARES BY LI FE
| NSURANCE CORPCRATI ON 211
Sec. 824.152. LIM TATI ONS ON PURCHASE OF OUTSTANDI NG SHARES
BY LI FE | NSURANCE CORPORATI ON 211
CHAPTER 824. MERGER AND CONSCLI DATI ON OF STOCK | NSURANCE
CORPORATI ONS
SUBCHAPTER A.  AUTHORI TY AND PROCEDURES
Revi sed Law
Sec. 824.001. AUTHORITY TO MERGE OR CONSOLI DATE. Two or
nore insurance corporations that engage in a simlar |ine of the
busi ness of insurance nay nerge or consolidate under this
chapter. (V.T.1.C Art. 21.25, Sec. 1 (part).)
Source Law

Sec. 1. Any two (2) or nore insurance corporations doing a
simlar line of business, may nerge or consolidate.

Revi sed Law
Sec. 824.002. PROCEDURES; APPLI CABILITY OF TEXAS BUSI NESS
CORPORATI ON ACT. (a) To the extent that the provisions of the
Texas Business Corporation Act are not inconsistent wth the
provi sions of this code, the Texas Busi ness Corporation Act
governs:

(1) the procedures for a nmerger or consolidation under
this chapter

(2) the effect of a nerger or consolidation under this
chapter; and

(3) the rights and duties of creditors, sharehol ders,
and the corporations that are involved in a nmerger or
consol i dation under this chapter

(b) To the extent that the Texas Busi ness Corporation Act

applies under this chapter to insurance corporations, the
comm ssi oner shall perform each duty, exercise each power, and
perform each act vested in, required of, or to be perfornmed by
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the secretary of state under the Texas Busi ness Corporation Act.
(V.T.I.C Art. 21.25, Sec. 1 (part).)
Source Law

Sec. 1. . . . The procedure for, the effect of, and the
rights and duties of creditors, sharehol ders, and the
corporations involved in such nerger or consolidation shall be
governed by applicabl e provisions of the "Texas Business
Corporation Act," as anmended, insofar as the sane are not
inconsistent wwth the provisions of this Act, and the |Insurance
Code of the State of Texas. Wierever in said "Texas Business
Corporation Act" sonme duty, responsibility, power, authority, or
act is vested in, required of, or to be perfornmed by the
Secretary of State such is to be vested in, required of, or
performed by the Conmm ssioner of Insurance insofar as such Act is
applicable to insurance corporations under the provisions hereof.

Revisor's Note

(1) Section 1, V.T.I1.C. Article 21.25, refers to the Texas
Busi ness Corporation Act "as anended." The revised law onmts the
reference to "as anended" because it is unnecessary. Under
Section 311. 027, CGovernnent Code (Code Construction Act), unless
expressly provided otherw se, a reference to a statute applies to
all reenactnents, revisions, or anmendnents of the statute. That
section applies to the revised | aw

(2) Section 1, V.T.1.C Article 21.25, refers to the "duty,
responsibility, power, [or] authority"” vested in the secretary of
state. The revised law omts the reference to "responsibility"
because, in context, "responsibility" is included wthin the
meani ng of "duty." The revised law omts the reference to
"aut hority" because, in context, "authority" is included wthin
t he neani ng of "power."

Revi sed Law
Sec. 824.003. PROPCSED PLAN OF MERGER OR CONSCOLI DATI ON,;
APPROVAL OF DI RECTORS AND SHAREHOLDERS. (a) A proposed plan of
merger or consolidation nust be approved by the boards of
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directors of the corporations that are parties to the nerger or
consol i dati on.

(b) After approval by the boards of directors, the proposed
pl an shall be submtted for approval to the sharehol ders of each
corporation that is a party to the plan at a separate regul ar or
speci al neeting of the shareholders called in the manner provided
by the bylaws of the respective corporations.

(c) A plan is approved on the affirmative vote of the
hol ders of two-thirds of the shares of the capital stock of each
corporation that is a party to the plan. (V.T.I1.C Art. 21.25,
Sec. 2.)

Source Law

Sec. 2. Before any such proposed plan of nerger or
consolidation is submtted to the shareholders for their
approval, as provided under the "Texas Business Corporation Act,"
it shall first be approved by the Boards of Directors of the two
or nore corporations planning to nmerge or consolidate; and
thereafter such plan shall be submtted to the sharehol ders of
each of the corporations which are parties to the plan at
separate reqgul ar or special neetings of the sharehol ders of the
corporations, called in the manner provided by the By-Laws of the
respective corporations and may be approved by the affirmative
vote of the holders of two-thirds (2/3) of the shares of the
capital stock of each of such corporations.

Revisor's Note
Section 2, V.T.1.C Article 21.25, refers to subm ssion of a
proposed plan to sharehol ders "as provi ded under the Texas
Busi ness Corporation Act." The revised law onmts the reference
as unnecessary. The application of the Texas Busi ness
Corporation Act to a nmerger or consolidation under this chapter
is established under Section 824.002.
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Revi sed Law
Sec. 824.004. FILING OF PROPOSED PLAN W TH COW SSI ONER
After a proposed plan of nmerger or consolidation has been
approved as provided by Section 824.003, the plan shall be filed
with the conmssioner. (V.T.1.C. Art. 21.25, Sec. 3 (part).)
Source Law

Sec. 3. After such plan has been approved as provided in
Section 2 hereof, it shall then be filed with the Conm ssi oner of
| nsur ance.

Revi sed Law
Sec. 824.005. COW SSI ONER ACTI ON ON PLAN. (a) The
commi ssioner shall hold a hearing on a proposed plan of nerger or
consolidation not later than the 15th day after the date on which
the plan is filed with the conm ssioner as required by Section
824. 004.
(b) Not later than the 15th day after the hearing date, the
conm ssi oner shall:
(1) give witten approval of the plan to each
i nsurance corporation that is a party to the proposed nerger or
consol i dation; or
(2) disapprove the plan if the comm ssioner determ nes
that the plan:

(A) is contrary to |law, or

(B) would not be in the best interests of the
policyhol ders affected by the plan and woul d substantially reduce
the security of and service to be rendered to policyhol ders of
the insurance corporation in this state or el sewhere.

(c) The comm ssioner nmay extend the period during which the
comm ssioner may affirmatively approve or disapprove the proposed
plan if representatives of the applicants for the proposed nerger
or consolidation concur in that extension.

(d) If the comm ssioner disapproves a proposed plan, the
comm ssioner shall specify in detail the reasons for that
di sapproval. (V.T.1.C Art. 21.25, Sec. 3 (part).)
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Source Law

Sec. 3. . . . The Comm ssioner shall hold a hearing within
fifteen (15) days of filing the plan and shall then give approval
in witing to each insurer involved within fifteen (15) days
after the hearing unless he finds the plan contrary to |aw or
that it would not be in the best interests of the policyhol ders
affected by the plan and woul d substantially reduce the security
of and service to be rendered to policyholders of the donestic
insurer in this state or el sewhere. The Conmm ssioner of
| nsurance may extend the fifteen (15) day period wthin which he
may affirmatively approve or disapprove such plan when such
action is concurred in by representatives of applicants to the
merger or consolidation. |In the event of disapproval of the
pl an, he shall specify in detail his reasons therefor.

[ Sections 824. 006-824. 050 reserved for expansion]

SUBCHAPTER B. EFFECTI VE DATE OF MERGER OR CONSOLI DATI ON
Revi sed Law
Sec. 824.051. EFFECTIVE DATE OF MERGER. A nerger takes
effect on the date specified in the proposed plan of nerger.
(V.T.I.C. Art. 21.25, Sec. 3 (part).)
Source Law

Sec. 3. . . . The nerger shall be effective upon the date
specified in the proposed plan of nerger; or

Revi sed Law
Sec. 824.052. EFFECTI VE DATE OF CONSOLIDATION. (a) A new

i nsurance corporation resulting froma plan of consolidation
shal |l be issued a charter and a certificate of authority on

(1) subm ssion of proper articles of incorporation to
t he conm ssi oner;

(2) approval by the comm ssioner in accordance with
the procedures required for the issuance of a new charter; and
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(3) subm ssion of proof that the new corporation has
capital and surplus at |east equal to that of the corporation
that is a party to the consolidation and has the | argest capital
and surpl us.

(b) A consolidation takes effect on the date of issuance of
the charter and certificate of authority under Subsection (a).
(V.T.I1.C. Art. 21.25, Sec. 3 (part).)
Source Law

Sec. 3. . . . where consolidation results, the new
corporation shall be issued a charter and |icense upon subm ssion
of proper articles of incorporation to the Comm ssioner of
| nsurance, and upon his approval together with approval of the
Attorney General in accordance with the procedure now required
for the issuance of a new charter, and proof that it has capital
and surplus of not |ess than the capital and surplus of the
corporation involved in such consolidation having the | argest
capital and surplus, and it shall be effective upon such date of
I ssuance.

Revisor's Note

(1) Section 3, V.T.1.C. Article 21.25, refers to issuance
of a license to an insurance corporation. The revised |aw
substitutes "certificate of authority" for "license" because
"certificate of authority" is the termused throughout this code
inrelation to an entity's authority to engage in business.

(2) Section 3, V.T.1.C. Article 21.25, refers to approval
of the attorney general "in accordance with the procedure now
required for the issuance of a new charter.” Under V.T.l1.C
Article 2.07, revised as part of Chapter 822, the approval of the
attorney general had been required before issuance of a new
charter to an insurance conpany. Article 2.07 was anended by
Chapter 6, Acts of the 70th Legislature, Regul ar Session, 1987,
under that article as anended, the approval of the attorney
general is no longer required. The revised lawis drafted
accordingly.
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Revi sed Law
Sec. 824.053. APPROVAL OF MERGER OR CONSOLI DATI ON AFFECTI NG

FOREI GN CORPCRATI ON, EFFECTI VE DATE. Notw t hstandi ng Section
824. 051 or 824.052, a nerger or consolidation involving a
corporation organized under the | aws of another state does not
take effect until the merger or consolidation is approved by the
proper official of the domciliary state, if that approval is
required. (V.T.I.C Art. 21.25, Sec. 3 (part).)

Source Law

Sec. 3. . . . A nerger or consolidation involving a
corporation organi zed under the | aws of another state shall not
be effective until the nerger or consolidation has been approved
by the proper official of the domciliary state of the
out-of -state corporation, when such approval is required under
the laws of such domciliary state.

[ Sections 824. 054-824. 100 reserved for expansion]

SUBCHAPTER C. EFFECT OF MERGER OR CONSOLI DATI ON
Revi sed Law

Sec. 824.101. EFFECT OF MERGER OR CONSOLI DATI ON ON
OUTSTANDI NG | NSURANCE POLICIES. (a) A new or surviving
corporation resulting froma nmerger or consolidation shall assune
each insurance policy outstandi ng agai nst each insurance
corporation that nmerges or consolidates on the sane terns and
under the sanme conditions as if the policy had continued in force
t hrough the original corporation.

(b) The new or surviving insurance corporation shal
i npl ement the terns of the policy.

(c) The new or surviving insurance corporation is entitled

to:
(1) all rights and privil eges under the policy; and
(2) all reserves that accunul ated on the policy
before the nmerger or consolidation. (V.T.1.C Art. 21.25, Sec.
4.)
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Source Law

Sec. 4. Al policies of insurance outstandi ng agai nst any
corporation so nerged or consolidated shall be assuned by the new
or surviving corporation on the sane terns under the sane
conditions as if such policies had continued in force in the
original corporation, and such insurer shall carry out the terns
of such policy and be entitled to all the rights and privil eges
t hereof and the reserves accunul ating on such policy prior to
such nerger or consolidation

Revi sed Law
Sec. 824.102. EFFECT OF MERGER OR CONSOLI DATI ON ON CERTAI N
| N\VESTMENTS. (a) This section applies to each investnent of an
affected corporation, including an investnent in real property,
t hat :

(1) was authorized as a proper asset, as of the date
on which the investnent was made and under the |aws of the state
in which the insurance corporation was organi zed, for investnent
of funds of an insurance corporation; and

(2) is taken over by the new or surviving corporation
under the terns of the nmerger or consolidation.

(b) On the nerger or consolidation of two or nore insurance
corporations under this chapter, an investnment of the affected
corporations described by Subsection (a) is a proper asset under
the laws of this state of the new or surviving corporation if the
i nvestnent is:

(1) approved by the comm ssioner; and

(2) taken over on ternms satisfactory to the
conm ssi oner.

(c) A new or surviving corporation that acquires, under the
terms of the merger or consolidation, real property that exceeds
t he amount of real property permtted by the applicable sections
of this code relating to owning or holding real property nust
sell and di spose of the excess real property:

(1) wthin the period specified by those sections; or
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(2) wthin a longer period if the corporation obtains
a certificate fromthe conm ssioner:

(A) stating that the interests of the corporation
will materially suffer by the forced sale of the affected real
property; and

(B) specifying the |onger period for the sale of
t he excess real property.

(d) This section does not preclude the designation and use
of the acquired excess real property as branch offices in
accordance with this code. (V.T.1.C Art. 21.25, Sec. 5.)

Source Law

Sec. 5. In the event of the nmerger or consolidation of any
two or nore insurance corporations under the provisions of this
Act, all investnents of such corporations so absorbed, that were

aut hori zed when nade by the laws of the state in which such

I nsurance corporations were organi zed, as proper securities or
assets, including real property, for investnent of funds of an

i nsurance corporation and which are taken over by such new or
surviving corporation by virtue of a nmerger or consolidation
under the provisions of the Act, shall be, under the laws of this
state, considered as valid securities or assets, including real
property, of such new or surviving corporation by virtue of a
merger or consolidation under the provisions of this Act,

provi ded such investnments are approved by the Comm ssioner of

| nsurance in this state, and the sane are taken over on terns
satisfactory to said Conm ssioner; provided, however, that in the
event the new or surviving corporation acquires by virtue of such
merger or consolidation real estate or property beyond or in
excess of that permtted by the applicable Articles pertaining to
owni ng or hol ding real estate, such new or surviving corporation
shal |l sell and dispose of all such excess real estate within the
time specified in such applicable Articles; provided that the new
or surviving corporation shall not hold such property for a

| onger period unless it shall procure a certificate fromsaid
Comm ssioner that its interests will materially suffer by the
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forced sale thereof; in which event the tinme for the sal e thereof
may be extended to such tinme as the Comm ssioner shall direct in
such certificate. Provided further, that this Section wll not
precl ude the designation and use of such acquired excess real
estate as branch offices in accordance with the applicable

provi sions of this Code.

Revisor's Note

Section 5, V.T.1.C. Article 21.25, refers to "proper
securities or assets" of insurance corporations. The revised |aw
omts the reference to "security" because, in context, "security"
is included within the neaning of "asset."

Revi sed Law

Sec. 824.103. RETI REMENT AND CANCELLATI ON OF TREASURY
SHARES. (a) After a nmerger or consolidation is conpleted, any
shares of the new or surviving corporation acquired by that
corporation as a result of distribution of shares to the
shar ehol ders of another corporation that is nmerged or
consolidated or as a result of purchase of shares of dissenting
shar ehol ders, may be held as treasury shares until the first
anni versary of the date on which the nerger or consolidation
t akes effect.

(b) After the period during which shares descri bed by
Subsection (a) are held as treasury shares, the corporation shal
retire and cancel those shares by proper anmendnents to its
charter if the shares have not previously been reissued.
(V.T.1.C. Art. 21.25, Sec. 6.)

Source Law

Sec. 6. If, after any nerger or consolidation is conpleted,
the new or surviving corporation acquires its own shares as a
result of distribution of shares to the sharehol ders of the other
corporation or corporations which are being nmerged or
consol idated, or acquires its own stock as a result of purchase
of stock of the dissenting sharehol ders, such stock may be held
as treasury stock for a period of one (1) year, after which tine
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such corporation shall retire and cancel such stock by proper
charter anmendnent, if the sane has not previously been reissued.

Revisor's Note
Section 6, V.T.1.C. Article 21.25, refers to acquisition of
"stock" that is held as "treasury stock."” The revised |aw
substitutes "shares" for "stock"” and "treasury shares" for
"treasury stock"” to conformto the term nol ogy used in the Texas
Busi ness Corporation Act. See Article 1.02, Texas Business
Cor poration Act.

Revi sed Law
Sec. 824.104. EFFECT ON ANTI TRUST LAWS. This chapter does
not affect in any manner the antitrust |laws of this state.
(V.T.1.C. Art. 21.25, Sec. 8.)
Source Law

Sec. 8. Nothing herein shall be construed as affecting,
nodi fyi ng, amendi ng or repealing in any nmanner the Anti-Trust
Statutes of this state.

Revisor's Note
Section 8 V.T.1.C. Article 21.25, refers to "affecting,
nodi fyi ng, amendi ng or repealing in any nmanner" certain antitrust
laws. The revised law omts the references to "nodifying,
amendi ng or repealing" because, in context, those terns are
i ncluded within the neaning of "affecting."”
[ Sections 824.105-824. 150 reserved for expansion]
SUBCHAPTER D. MERGER OR CONSOLI DATI ON OF LI FE | NSURANCE
CORPORATI ONS
Revi sed Law
Sec. 824.151. PURCHASE OF QUTSTANDI NG SHARES BY LI FE
| NSURANCE CORPORATION. (a) A life insurance corporation may
purchase or contract to purchase all or part of the outstanding
shares of another life insurance corporation for purposes of
mer ger or consolidation.
(b) Except as provided by Section 824. 152, the provisions
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of Article 3.39 that Iimt investnents in the corporate stock of
anot her corporation do not apply to a purchase made under this
section. (V.T.1.C Art. 21.25, Sec. 7 (part).)

Source Law

Sec. 7. One life insurance corporation may purchase or
contract to purchase all or part of the outstanding stock of
another |ife insurance corporation for purposes of nerger or
consolidation. The provisions contained in Article 3.39 of the
| nsurance Code which [imt investnents in the corporate stock of
anot her corporation shall not apply provided that

Revi sed Law

Sec. 824.152. LIM TATI ONS ON PURCHASE OF OUTSTANDI NG SHARES
BY LI FE | NSURANCE CORPORATION. (a) A purchase or contract to
pur chase under Section 824.151 is subject to this section.

(b) The intention to nerge or consolidate nust be evidenced
by a resolution adopted by the board of directors of the
pur chasi ng corporation on or before the purchase of the shares or
t he execution of a contract to purchase the shares.

(c) The purchasing corporation shall obtain or seek to
obtain at |east the nunber of shares of the other insurance
corporation necessary to vote an approval of the merger or
consolidation under the laws of the state in which the other
i nsurance corporation is organized, by one or nore of the
fol | ow ng neans:

(1) initially purchasing or contracting to purchase
t he shares; or

(2) offering to purchase, nmeking a tender offer for,
requesting or inviting tenders of, or otherw se seeking to
acquire the shares in the open nmarket or otherw se.

(d) A purchase, offer to purchase, tender offer, request to
purchase, or invitation to purchase shares in excess of the
[imts inposed under Article 3.39 may not be made until it is
filed with and approved by the comm ssioner in accordance with
Chapt er 823.
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(e) Following the earlier of the date of the contract to
purchase the shares or the date of the conm ssioner's approval of
t he purchase, offer to purchase, tender offer, or request or an
invitation to purchase the shares, the corporation the shares of
whi ch are bei ng purchased may not purchase or contract to
purchase any of its own shares as treasury shares, issue or
contract to issue any of its authorized but unissued shares, or
make any investnments in or |loans to the purchasing corporation or
any of its affiliates unless the investnent or |oan is otherw se
aut hori zed and approved i n advance by the conmm ssioner under
Chapt er 823.

(f) The nerger or consolidation nust take effect on or
bef ore Decenber 31 of the second year after the earlier of the
year in which the initial purchase of the shares is nmade or the
year in which the initial contract to purchase is executed unless
t he comm ssioner for good cause shown extends that period.

(g) |If the nerger or consolidation does not take effect
within the period finally determ ned and extended by the
conm ssi oner, the purchasing corporation nust sell or otherw se
di spose of the purchased shares that exceed the investnent
[imtations inposed under Article 3.39 wthin six nonths of the
final effective date.

(h) Anmounts actually paid by the purchasing corporation for
t he purchase of shares acquired or obtained under this subchapter
may not include the m ninmum capital, mninmmsurplus, and policy
reserves required by law for the purchasing corporation.

(V.T.I1.C Art. 21.25, Sec. 7 (part).)
Source Law

Sec. 7. . . . such purchase or contract to purchase shall be
subject to the follow ng conditions or limtations:

(a) The intention to nerge or consolidate is evidenced by a
resol uti on adopted by the Board of Directors of the purchasing
corporation at or prior to the purchase of such stock or the
execution of a contract to purchase such stock; and

(b) The purchasing corporation shall either (1) initially
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purchase or contract to purchase at | east the nunber of shares of
the stock of the other insurance corporation necessary to vote an
approval of such nerger or consolidation under the |aws of the
state in which such other insurance corporation was organized,
(2) offer to purchase, make a tender offer for, request or invite
tenders of, or otherw se seek to acquire, in the open market or
ot herw se, at |east the nunber of shares of the stock of the
ot her insurance corporation necessary to vote an approval of such
merger or consolidation under the |laws of the state in which such
ot her corporation was organi zed, or (3) by any conbi nation of the
provisions of (1) and (2) hereof, obtain or seek to obtain the
nunber of shares of stock of the other insurance corporation
necessary to vote an approval of such nmerger or consolidation
under the |laws of the state in which such other insurance
corporation was organi zed; and

(c) No such purchase of stock, offer to purchase, tender
offer, request or invitation to purchase stock in excess of the
l[imts of Article 3.39 of the Insurance Code may be nmade until
such proposed purchase, offer to purchase, tender offer, request
or invitation to purchase has been filed with and approved by the
conmi ssioner in accordance with the provisions of Article 21.49-1
of this code; and

(d) Following the date of the contract to purchase such
shares or the date of the comm ssioner's approval of such
purchase, offer to purchase, tender offer, request or invitation
to purchase such stock, whichever shall first occur, the
corporation whose stock is being purchased shall not purchase or
contract to purchase any of its own shares as treasury stock
i ssue or contract to issue any of its authorized but uni ssued
stock, nor shall such corporation nmake any investnents in or
| oans to the purchasing corporation or any of its affiliates
unl ess such investnent or loan is otherw se authorized and
approved in advance by the comm ssioner under the provisions of
Article 21.49-1, as anmended, of the |Insurance Code; and

(e) The merger or consolidation shall becone effective on
or before Decenber 31st in the second year follow ng the year in
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which the initial purchase of such stock is nmade or the initial
contract to purchase is executed, whichever shall occur first,
unl ess the conm ssioner for good cause shown shall extend such
time for the effective date of the nerger or consolidation; and

(f) If the nerger or consolidation fails to becone
effective within such tinme as may be finally determ ned and
extended by the comm ssioner, the purchasing corporation nust
sell or otherw se dispose of such purchased shares which are in
excess of the investnment limtations of Article 3.39 of this code
within six nonths of such final effective date; and

(g) In no event shall any sunms actually paid out by the
pur chasi ng corporation for the purchase of stock acquired or
obt ai ned hereunder include the m nimum capital, m ninmum surpl us,
and policy reserves required by |law for such corporation.

Revisor's Note
Section 7(d), V.T.1.C. Article 21.25, refers to Article

21.49-1, Insurance Code, "as anended." The revised |law omts the
reference to "as anended"” for the reason stated in Revisor's Note
(1) to Section 824.002.

CHAPTER 825. CONVERSI ON OF STOCK | NSURANCE COVPANY

TO MUTUAL | NSURANCE COWVPANY
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 825.001. DEFI N TI ONS 215
Sec. 825.002. AUTHORI TY TO CONVERT TO MUTUAL | NSURANCE
COWPANY 215
[ Sections 825. 003-825. 050 reserved for expansion]
SUBCHAPTER B. STOCK ACQUI SI TI ON PLAN

Sec. 825.051. CONTENTS COF STOCK ACQUI SI TION PLAN 216
Sec. 825.052. SUFFI Cl ENT ASSETS REQUI RED 218
Sec. 825.053. STOCK ACQUI SI TI ON PLAN APPROVAL 218
Sec. 825.054. POLI CYHOLDER ELI G BILITY 219
Sec. 825.055. POLI CYHOLDERS' MEETING 219
Sec. 825.056. POLI CYHOLDER VOTI NG 220

[ Sections 825.057-825. 100 reserved for expansion]
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SUBCHAPTER C. ACQUI SI TI ON OF SHARES
Sec. 825.101. | SSUANCE OF ANNUI TY BONDS | N PAYNMENT
OF STOCK 221
Sec. 825.102. ACQUI SITION I N TRUST 222
Sec. 825.103. DI STRI BUTI ON OF DI VI DENDS 223
Sec. 825.104. CONVERSI ON COVPLETE ON CANCELLATI ON OF
STOCK; APPLI CATI ON OF CERTAI N LAWS 224
CHAPTER 825. CONVERSI ON OF STOCK | NSURANCE COVPANY
TO MUTUAL | NSURANCE COWVPANY
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 825.001. DEFINITIONS. In this chapter:
(1) "Converting conpany" nmeans a stock insurance
conpany that converts to a nutual insurance conpany under this
chapter.

(2) "Resulting conmpany” neans a mutual insurance
conpany to which a stock insurance conpany converts under this
chapter.

(3) "Stock acquisition plan" nmeans a converting
conpany's plan for the acquisition of shares of its capital
stock. (New. )

Revisor's Note

The definitions of "converting conpany,” "resulting
conpany, " and "stock acquisition plan" are added to the revised
| aw for drafting convenience and to elimnate frequent,
unnecessary repetition of the substance of the definitions.

Revi sed Law

Sec. 825.002. AUTHORI TY TO CONVERT TO MUTUAL | NSURANCE
COVPANY. (a) A donestic stock insurance conpany, as defined by
| aw, may convert to a nutual insurance conpany.

(b) To convert to a nutual insurance conpany, a stock
I nsurance conpany mnust inplenent a plan for the acquisition of
shares of its capital stock

(c) In inmplenmenting a stock acquisition plan under this
chapter, a converting conpany may acquire shares of its stock by
gi ft, bequest, or purchase. (V.T.I.C Art. 21.27, Secs. 1
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(part), 2 (part).)
Source Law

Art. 21.27

Sec. 1. Any stock insurance conpany which is a donestic
conpany, as defined by |law, nmay becone a nutual conpany owned and
controlled by its policyholders, and to that end may carry out a
plan for the acquisition of shares of its capital stock;

Sec. 2. If any insurance corporation shall determne to
becone a mutual insurance corporation in accordance with the
provi sions of Section 1 of this article, it may, in carrying out
any plan to that end under such provisions, acquire any shares of
its own stock by gift, bequest or purchase;

Revisor's Note

Section 1, V.T.1.C. Article 21.27, provides that a donestic
stock i nsurance conpany "nmay becone a nutual conpany owned and
controlled by its policyholders.” The revised law onmts the
reference to "owned and controlled by its policyhol ders" because
t hose concepts are inherent in the definition of a nutual
I nsurance conpany.

[ Sections 825. 003-825. 050 reserved for expansion]
SUBCHAPTER B. STOCK ACQUI SI TI ON PLAN
Revi sed Law

Sec. 825.051. CONTENTS OF STOCK ACQUI SITION PLAN. (a) A
stock acquisition plan nust:

(1) be adopted by a vote of a ngjority of the
directors of the corporation at a directors' neeting called for
t hat pur pose;

(2) be approved by a vote of sharehol ders representing
a mpjority of the capital stock at a neeting of sharehol ders
called for that purpose;

(3) enable each sharehol der to di spose of the sane
proportion of the shareholder's holdings at the sanme price per
share and on the sane terns as any ot her sharehol der;

(4) be approved by a vote of the ngjority of the
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pol i cyhol ders eligible under Section 825.054 to participate at a
meeting of the policyholders called for that purpose; and

(5) be submtted to the comm ssioner and approved by
the comm ssioner in witing.

(b) If the purchase price for the conpany's acquisition of
shares of its capital stock is not set by the stock acquisition
pl an, each paynment for those shares is subject to the
conm ssioner's approval. (V.T.1.C. Art. 21.27, Sec. 1 (part).)

Source Law

Sec. 1. . . . provided, however, that such plan:

(1) Shall enable each stockholder to di spose of the
sane proportion of his holdings at the sane price per share and
on the sane ternmns;

(2) Shall have been adopted by a vote of a majority of
the directors of such corporation;

(3) Shall have been approved by a vote of stockhol ders
representing a majority of the capital stock at a neeting of
st ockhol ders call ed for the purpose;

(4) Shall have been approved by a majority vote of the
policyhol ders voting at a neeting, called for the purpose of
policyholders, . . . unless and until the plan shall first have
been approved and adopted by a majority of the directors of such
corporation and approved and adopted by its stockhol ders
representing at least a mpjority of the capital stock of the
corporation at neetings of the directors and stockhol ders,
respectively, duly called and held for the purpose of considering
t he adoption of such plan,

(5) Shall have been submtted to the Chairnman of the
Board of Insurance Conm ssioners and shall have been approved by
himin witing, provided that every paynent for the acquisition
of any shares of the capital stock of such corporation, the
purchase price of which is not fixed by such plan, shall be
subject to the approval of the Chairman of the Board of |nsurance
Comm ssi oners and .

78C204 DLF-D
251



Revisor's Note

V.T.1.C. Article 21.27 refers to the "Board of I|nsurance
Comm ssioners.” Under Chapter 499, Acts of the 55th Legi sl ature,
Regul ar Session, 1957, adm nistration of the insurance |aws of
this state was reorgani zed and the powers and duties of the Board
of Insurance Comm ssioners were transferred to the State Board of
| nsurance. Chapter 685, Acts of the 73rd Legislature, Regular
Session, 1993, abolished the State Board of |nsurance and
transferred its functions to the comm ssioner of insurance and
the Texas Departnent of |Insurance as appropriate. Chapter 31 of
this code defines "comm ssioner"” and "departnent"” for purposes of
this code and the other insurance laws of this state to nmean the
comm ssioner of insurance and the Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of I nsurance Conmm ssioners have been changed appropriately.

Revi sed Law

Sec. 825.052. SUFFI Cl ENT ASSETS REQUI RED. The comm ssi oner
may not approve a stock acquisition plan or a paynent for stock
under Section 825.051(b) unless, at the tine of the approval, the
conpany has assets equal to at |east $500,000 nore than the
entire liability of the conpany, including the net values of its
out standi ng contracts conputed as required by |law, and all funds
and contingent reserves, after deducting:

(1) the aggregate anount allocated by the plan for the
acqui sition of any part or all of its capital stock, to be paid
in cash or other assets of the conpany; and

(2) the amount of any paynment not set by the plan and
subj ect to separate approval by the comm ssioner after the
approval of the plan. (V.T.1.C Art. 21.27, Sec. 1 (part).)

Source Law

Sec. 1. .

(5 . . . provided that neither such plan, nor any
such paynent, shall be approved by the Chairman of the Board of
| nsurance Comm ssioners, unless at the tinme of such approval s
respectively the corporation, after deducting the aggregate sum
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appropriated by such plan, to be paid in cash or other assets of
the corporation, for the acquisition of any part or all of its
capital stock, and in the case of any paynent not fixed by such
pl an and subject to separate approval as aforesaid after the
approval of such plan, after deducting also the anmount of such
paynment, shall be possessed of assets sufficient to equal the
entire liability of the corporation, including the net val ues of
its outstanding contracts conputed as required by law, and al so
all funds, contingent reserves, and a surplus over and above al
liabilities of not |less than Five Hundred Thousand ($500, 000. 00)
Dol | ars.

Revi sed Law
Sec. 825.053. STOCK ACQUI SI TI ON PLAN APPROVAL. A
pol i cyhol ders' neeting for approval of a stock acquisition plan
may not be called until Sections 825.051(a)(1) and (2) are
satisfied. (V.T.1.C Art. 21.27, Sec. 1 (part).)
Source Law

Sec. 1. .

(4) . . . but no such neeting shall be called for such
pur pose nor shall such plan be submtted to the policyhol ders
unl ess and until the plan shall first have been [approved and
adopted by a magjority of the directors of such corporation and
approved and adopted by its stockhol ders representing at |east a
majority of the capital stock of the corporation at neetings of
the directors and stockhol ders, respectively, duly called and
held for the purpose of considering the adoption of such pl an]

Revi sed Law
Sec. 825.054. POLICYHOLDER ELIG@BILITY. To be eligible to
participate in a policyholders' neeting held to approve a stock
acquisition plan, a policyhol der nust have insurance coverage
i ssued by the converting conpany that:
(1) is in the anbunt of at |east $1, 000;
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(2) is in force on the date of the policyhol ders
nmeeting; and
(3) has been in force for at |east one year before
the date of the policyholders' neeting. (V.T.1.C Art. 21.27,
Sec. 1 (part).)
Source Law

Sec. 1. .
(4 . . . each insured in at |east One Thousand
(%1, 000.00) Dol lars and whose insurance shall then be in force
and shall have been in force for at |east one (1) year prior to
such neeti ng;

Revi sed Law

Sec. 825.055. POLICYHOLDERS MEETING (a) A converting
conpany shall give notice of the policyholders' neeting to each
el i gi ble policyhol der.

(b) The notice nust be mailed fromthe honme office of the
converting conpany not |ater than the 31st day before the
schedul ed date of the neeting in a seal ed envel ope, postage
prepaid, to the policyhol der at the policyholder's |ast known
mai | i ng addr ess.

(c) The policyholders' neeting shall be conducted in the
manner provided by the stock acquisition plan.

(d) The comm ssioner shall supervise and direct the
procedure of the policyholders' neeting. The converting conpany
shall pay all necessary expenses incurred by the conm ssioner as
certified by the comm ssioner. (V.T.1.C Art. 21.27, Sec. 1

(part).)

Source Law

Sec. 1. .

(4) . . . notice of such neeting shall be given by
mai | i ng such notice fromthe hone office of such corporation at
| east thirty days prior to such neeting in a seal ed envel ope,
post age prepaid, addressed to such policyholders at their | ast
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known postoffice addresses, and such neeting shall be otherw se
provi ded for and conducted in such manner as shall be provided in

such plan; . . . the Chairman of the Board of |nsurance
Commi ssi oners shall supervise and direct the nmethods and
procedure of said neeting and . . . that all necessary expenses

incurred by the Chairman of the Board of |nsurance Conm ssioners
shal |l be paid by the corporation as certified to by him and

Revisor's Note
Section 1, V.T.1.C Article 21.27, refers to the "nethods
and procedure" of the policyholders' neeting. The revised |aw
omts the reference to "nmethods" because, in context, "nethods"
is included within the neaning of "procedure."
Revi sed Law
Sec. 825.056. POLI CYHOLDER VOTING (a) A policyhol der may
vote in person, by proxy, or by mail. Al votes nust be cast by
bal | ot .
(b) The comm ssioner shall appoint an adequate nunber of
i nspectors to conduct the voting at the policyhol ders' neeting.
(c) The inspectors determne all questions concerning the
verification of the ballots, the validity of the ballots, the
qualification of the voters, and the canvass of the vote and
shall certify the results to the comm ssioner and the converting
conpany.
(d) An inspector shall act under rules prescribed by the
comm ssioner. (V.T.1.C. Art. 21.27, Sec. 1 (part).)
Source Law

Sec. 1.

(4) . . . provided, however, that policyhol ders may
vote in person, by proxy or by mail; that all votes shall be cast
by ball ot and [the Chairman of the Board of |nsurance
Comm ssioners shall] . . . appoint an adequate nunber of

i nspectors to conduct the voting at said neeting who shall have
power to determ ne all questions concerning the verification of
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the ballots, the ascertainnent of the validity thereof, the
qualification of the voters, and the canvass of the vote, and who
shall certify to the Chairman of the Board of |nsurance

Commi ssioners and to the corporation the result thereof, and with
respect thereto shall act under such rules and regul ati ons as
shal | be prescribed by the Chairman of the Board of I|nsurance
Comm ssi oners;

Revisor's Note

Section 1, V.T.1.C. Article 21.27, refers to "such rules and
regul ations as shall be prescribed by the Chairman of the Board
of I nsurance Conmm ssioners.” The reference to "regulations” is
omtted fromthe revised | aw because under Section 311. 005,
Gover nment Code (Code Construction Act), a rule is defined to
include a regulation. That definition applies to the revised
| aw.

[ Sections 825.057-825. 100 reserved for expansion]
SUBCHAPTER C. ACQUI SI TI ON OF SHARES
Revi sed Law

Sec. 825.101. | SSUANCE OF ANNUI TY BONDS | N PAYMENT OF
STOCK. (a) A stock acquisition plan may provide that all or part
of the purchase price of any part or all of the shares of stock
of a converting conpany that are acquired by the conpany under
the plan may be paid by the conpany through the issuance of
annui ty bonds payable in annual anmounts and for the term provided
by the plan.

(b) Each annuity bond issued under Subsection (a) nust
expressly provide, on the face of the bond, that the bond is
payabl e only out of the surplus of the converting conpany
remaining after all liabilities, including reserves, are provided
for and is not otherwse a liability or claimagainst the
converting conpany or any of its assets, as provided by Section
882. 253.

(c) Not nore than three-fourths of the net earnings of the
converting conpany during any cal endar year nmay be used or
applied to the paynent of the annuity bonds.
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(d) On the approval of the comm ssioner, the conpany
i ssuing the annuity bonds or any life insurance conpany may
invest its funds in the annuity bonds. The investnent in the
annuity bonds may not at any tine exceed 10 percent of the
conpany's total admtted assets. (V.T.1.C Art. 21.27, Sec. 3.)
Source Law

Sec. 3. The plan provided for in Section 1 of this article
may provide that part or all of the purchase price of any part or
all of the shares of stock of the corporation acquired by the
corporation under the provisions of such plan may be paid by the
corporation issuing its annuity bonds to be payable in such
annual anounts, and to run for such nunber of years as nay be
provided for in said plan, provided that such annuity bonds
i ssued by any such conpany shall expressly provide, on the face
t hereof, that they shall be payable only out of the surplus of
t he conpany remai ning after providing for all reserves and ot her
liabilities, and shall not otherwise be a liability or claim
agai nst the conpany or any of its assets, as is provided by
Article 11.16 of this code with respect to advances made to
mutual |ife insurance conpani es; and provided that not nore than
three-fourths (3/4) of the net earnings of the corporation during
any cal endar year shall be used or applied to the paynent of such
annui ties.

Wth the approval of the Chairman of the Board of I|nsurance
Comm ssi oners, the corporation issuing such annuity bonds, or any
life insurance conpany may invest its funds in such annuity
bonds, provided that no such conpany shall have so invested at
any one tinme an anmount in excess of ten (10% per cent of its
total admtted assets.

Revi sed Law
Sec. 825.102. ACQUI SITION IN TRUST. (a) Until all of the
shares of a converting conpany are acquired, any shares acquired
under the stock acquisition plan shall be held in trust for the
pol i cyhol ders of the converting conpany by three trustees
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appoi nted as provided by the stock acquisition plan.

(b) Each appointee nust file with the converting conpany a
verified acceptance of the appointnment and a declaration that the
appointee will faithfully discharge the appointee's duties.

(c) The shares shall be assigned and transferred on the
books of the converting conpany to the trustees. The trustees
shal |l vote the shares at each neeting at which sharehol ders are
entitled to vote, until all the capital stock of the converting
conpany i s cancel ed under Section 825.104.

(d) After paying the necessary expenses of executing the
trust, the trustees shall imrediately pay all dividends and ot her
anounts recei ved on the shares of stock acquired under Section
825.101 to the converting conpany for the benefit of those who
are or becone policyholders of the resulting conpany entitled to
participate in the profits of the resulting conpany.

(e) Al anobunts received by the converting conpany under
Subsection (d) shall be added to the surplus earned by the
resul ting conpany and accordi ngly are apportionable as a part of
the surplus anong the resulting conpany's policyhol ders.

(f) A vacancy anong the trustees shall be filled as
provi ded by the stock acquisition plan. (V.T.1.C Art. 21.27,
Sec. 2 (part).)

Source Law

Sec. 2. . . . and until all of such shares are acquired,
any shares so acquired shall be acquired in trust for the
pol i cyhol ders of the corporation as hereinafter provided, and
shal | be assigned and transferred on the books of the corporation
to three trustees and be held by themin trust and be voted by
such trustees at all corporate neetings at which stockhol ders
have the right to vote, [until all the capital stock of such
corporation is acquired, and the purchase price therefor,
including all annuity bonds issued on account thereof shall be
fully paid off,] . . . . Said trustees shall be appointed and
vacanci es shall be filled as provided in the plan adopted under
Section 1 of this article. Said trustees shall file with the
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corporation a verified acceptance of their appointnents and
declaration that they will faithfully discharge their duty as
such trustees. Al dividends and other suns received on said
shares of stock so acquired, after paying the necessary expenses
of executing said trust, shall be imediately repaid to said
corporation for the benefit of all who are, or may becone,

pol i cyhol ders of said corporation, and entitled to participate in
the profits thereof, and shall be added to and becone a part of
the surplus earned by said corporation and be apportionable
accordingly, as a part of said surplus anong said policyhol ders.

Revi sed Law
Sec. 825.103. DI STRIBUTI ON OF DI VI DENDS. After conversion,
t he converting conpany shall annually distribute anong its
pol i cyhol ders, under terns approved by the conm ssi oner,
di vi dends or earnings accruing to the converting conpany as the

result of the acquisition of shares of the converting conpany's
stock under this chapter. (V.T.1.C. Art. 21.27, Sec. 4.)
Source Law

Sec. 4. Al dividends or earnings accruing to the
corporation as the result of the acquisition of any or all of the
shares of its stock under the provisions of this article, shal
be annual ly distributed anong the policyhol ders of the
corporation under ternms and conditions to be approved by the
Chai rman of the Board of Insurance Conm ssioners.

Revisor's Note
Section 4, V.T.1.C Article 21.27, refers to "terns and
condi ti ons" approved by the comm ssioner. The revised |aw omts
"conditions" because "conditions" is included within the nmeaning
of "terms."

Revi sed Law
Sec. 825.104. CONVERSI ON COVPLETE ON CANCELLATI ON OF STOCK
APPLI CATI ON OF CERTAIN LAW5. (a) When the converting conpany
acquires all of its capital stock and the purchase price for that
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stock, including any annuity bond issued for the purchase of the
stock, is paid in full, the stock shall be cancel ed.

(b) On cancellation of the stock, the converting conpany
becones a nutual insurance conpany w thout capital stock and is
subject to the laws of this state governing nutual insurance
conpanies. (V.T.1.C Art. 21.27, Sec. 2 (part).)

Source Law

Sec. 2. . . . until all the capital stock of such
corporation is acquired, and the purchase price therefor,
including all annuity bonds issued on account thereof shall be
fully paid off, whereupon the entire capital stock shall be
retired and cancell ed, and thereupon the corporation shall be and
beconme a nutual insurance corporation wthout capital stock, and
shall thereafter be controlled by the | aws of Texas governing
such nutual conpani es.

Revisor's Note
Section 2, V.T.1.C Article 21.27, refers to "retired and
cancel | ed" capital stock. The revised law omts the reference to
"retired" because, in context, "retired" is included within the
meani ng of "cancelled."
CHAPTER 826. CONVERSI ON OF MUTUAL | NSURANCE COWVPANY
TO STOCK | NSURANCE COVPANY
SUBCHAPTER A. GENERAL PROVI SI ONS
Sec. 826.001. DEFI N TI ONS 226
Sec. 826.002. AUTHORITY TO CONVERT TO STOCK | NSURANCE
COVMPANY 228
Sec. 826.003. RIGHTS AND PRI VI LEGES OF RESULTI NG
COMPANY; LAWS APPLI CABLE 228
Sec. 826.004. CERTAI N CONVERSI ONS PROHI BI TED 229
Sec. 826.005. CORPORATE EXI STENCE 229
[ Sections 826. 006- 826. 050 reserved for expansion]
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SUBCHAPTER B. CONVERSI ON PLAN ADOPTI ON AND REQUI REMENTS
826. 051. PLAN ADOPTION 230
826. 052. CGENERAL REQUI REMENTS; EFFECT OF
CONVERSI ON ON PCLICIES 231
826. 053. SALE OF CAPI TAL STOCK 232
826. 054. PURCHASE PRI CE OF CAPI TAL STOCK 233
826. 055. LIM TATI ON ON ACQUI SI TI ON OF CAPI TAL
STOCK 234
826. 056. DI RECTORS AND OFFI CERS 234
826.057. RIGHTS OF HOLDER OF SURPLUS NOTES 236
826. 058. SUBSCRI PTI ON RI GHTS; CGENERAL PROVI SIONS 236
826. 059. SUBSCRI PTI ON RI GHTS; TAX- QUALI FI ED EMPLOYEE
BENEFI T PLAN 239
826. 060. LI QUI DATI ON ACCOUNT 239
826. 061. ALTERNATE CONVERSI ON PLAN 239
[ Sections 826. 062-826. 100 reserved for expansion]
SUBCHAPTER C. ADOPTI ON OF CONVERSI ON PLAN
826.101. PLAN | NFORVATI ON FI LED W TH COW SSI ONER;
COW SSI ONER PONERS AND DUTI ES 241
826.102. APPROVAL OF PLAN BY COWM SSI ONER 242
826. 103. AVENDMENTS; W THDRAWAL OF PLAN 243
826.104. NOTICE TO ELI G BLE MEMBERS; COMVENTS 244
826. 105. SUBSTANTI AL COVPLI ANCE W TH NOTI CE
REQUI REMENTS 245
826. 106. | NSOLVENT CONVERTI NG COVPANY; NOTI CE
REQUI REMENTS 245
826.107. ELECTI ON; APPROVAL OF PLAN; ADOPTI ON OF
AVMENDED OR RESTATED ARTI CLES OF
| NCORPORATI ON 246
826. 108. FILING OF M NUTES, ARTICLES OF | NCORPORATI CON,
AND BYLAWS; EFFECTI VE DATE OF CONVERSI ON 247
826.109. CONFLI CT OF | NTEREST 248
826. 110. LI M TATION ON ACTIONS 248
[ Sections 826.111-826. 150 reserved for expansion]
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SUBCHAPTER D. RIGHTS OF MEMBERS ON CONVERSI ON

Sec. 826.151. RIGHTS OF MEMBERS WHOSE POLI Cl ES ARE
| SSUED AFTER ADOPTI ON OF CONVERSI ON PLAN
BUT BEFORE EFFECTI VE DATE 249

Sec. 826.152. AMENDMENT OF POLICIES 250

[ Sections 826. 153-826. 200 reserved for expansion]
SUBCHAPTER E. CONVERSI ON THROUGH MUTUAL HOLDI NG COVPANY

Sec. 826.201. CONVERSI ON THROUGH CREATI ON OF HOLDI NG
COVPANY 251

Sec. 826.202. COW SSI ONER PONERS AND DUTI ES; APPROVAL 252

Sec. 826.203. APPLICABILITY OF CERTAI N LAWS;
| NCORPORATI ON 253

Sec. 826.204. MEMBERSHI P | NTERESTS 253

Sec. 826.205. CAPI TAL STOCK HELD BY MJUTUAL HOLDI NG
COVPANY 254

Sec. 826.206. CONVERSI ON OF FOREI GN MUTUAL | NSURANCE
COVPANY 256

CHAPTER 826. CONVERSI ON OF MUTUAL | NSURANCE COWVPANY
TO STOCK | NSURANCE COVPANY
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 826.001. DEFINITIONS. In this chapter:

(1) "Conversion plan" neans a plan adopted under this
chapter to convert a nutual insurance conpany into a stock
I nsurance conpany.

(2) "Converting conpany” nmeans a donestic nutua
i nsurance conpany that is converting under this chapter into a
donestic stock insurance conpany.

(3) "Eligible nmenber"” neans a nenber of a converting
conpany whose policy is in force on the date that the conpany's
board of directors adopts a conversion plan. The term does not
i nclude a person insured under a group policy.

(4) "Mutual insurance conpany" nmeans a donestic nutua
I nsurance conpany.

(5) "Participating policy" neans a policy issued by a
mut ual insurance conpany that grants a holder the right to
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recei ve decl ared divi dends.
(6) "Resulting conpany” neans a donestic stock
i nsurance conpany that has converted under this chapter froma
donesti c nutual insurance conpany. (V.T.1.C Art. 15.22, Secs.
1(1), (2), (3), (4), (5); New.)
Source Law

Art. 15.22
Sec. 1. In this article:

(1) "Conversion plan" neans a plan adopted under this
article by the board of directors of a nutual insurance conpany
to convert the nutual insurance conpany into a stock conpany.

(2) "Converted stock conmpany" neans a donestic stock
i nsurance conpany that has converted under this article froma
donmestic mutual insurance conpany.

(3) "Eligible nmenber" neans a nenber of a nutual
i nsurance conpany whose policy is in force on the date that the
mut ual i nsurance conpany's board of directors adopts a conversion
pl an. The term does not include a person:

(A) insured under a group policy; or

(B) whose policy becones effective after the date
that the board of directors adopts the conversion plan but before
the conversion plan's effective date.

(4) "Mutual insurance conpany” neans a donestic nutua
I nsurance conpany.

(5) "Participating policy" nmeans a policy that grants
a holder the right to receive dividends if, as, and when decl ared
by the nutual insurance conpany.

Revisor's Note
The definitions of "converting conpany” and "resulting
conpany" are added to the revised |aw for drafting convenience
and to elimnate frequent, unnecessary repetition of the
substance of the definition.
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Revi sed Law

Sec. 826.002. AUTHORITY TO CONVERT TO STOCK | NSURANCE
COVPANY. (a) A nutual insurance conpany may convert to a stock
I nsurance conpany.

(b) A converting conpany may not engage in the business of
i nsurance as a stock insurance conpany until it conplies with the
requi renents of this chapter. (V.T.1.C Art. 15.22, Sec. 2(a)
(part); New.)

Source Law

Sec. 2. (a) . . . A nmutual insurance conpany may not
engage in the business of insurance as a stock conmpany until it
conplies with the requirenents of this article.

Revisor's Note
V.T..C. Article 15.22 specifies the requirenents with which
a nutual insurance conpany nust conply before it can convert to a
stock insurance conpany. The revised law clarifies that a nutual
i nsurance conpany has the authority to engage in such a
conver si on.

Revi sed Law
Sec. 826.003. RIGHTS AND PRI VI LEGES OF RESULTI NG COVPANY;
LAWS APPLI CABLE. Except as provided by this chapter, a resulting

conpany:

(1) may exercise only the rights and privil eges of a
st ock i nsurance conpany; and
(2) 1is subject to:
(A) all of the requirenents and rules inposed on
stock insurance conpani es organi zed under this code; and
(B) the laws of this state relating to the
regul ati on or supervision of insurance conpanies. (V.T.1.C
Art. 15.22, Secs. 1(6), 22(b).)
Source Law

[ Sec. 1]
(6) "Stock conmpany"” nmeans a stock insurance conpany
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that neets all of the requirenents for adm ssion to do business
as a domestic insurer in this state.

[ Sec. 22]

(b) Except as otherw se specified in this article, a stock
conpany converted under this article has all of the rights and
privileges and is subject to all of the requirenents and
regul ati ons i nposed on stock conpanies forned under this code and
any other laws of this state relating to the regulation and
supervi sion of insurance conpani es but may not exercise rights or
privileges that other stock insurance conpani es nmay not exercise.

Revi sed Law
Sec. 826.004. CERTAI N CONVERSI ONS PROHI BI TED. A nut ual

I nsurance conpany may not convert to a stock insurance conpany
under this chapter if, as a direct result of the conversion, any
affiliate or other person acquires control of the resulting
conpany, unless that affiliate or person conplies with Section
823.154. (V.T.I.C Art. 15.22, Sec. 22(a).)

Source Law

Sec. 22. (a) A mutual insurance conpany may not be
permtted to convert under this article if, as a direct result of
t he conversion, any person or any affiliate acquires control of
the converted stock conpany, unless that person or the affiliate
conplies with the requirenents of Section 5, Article 21.49-1 of
thi s code.

Revi sed Law
Sec. 826.005. CORPORATE EXI STENCE. (a) On the effective
date of a conversion under this chapter
(1) the corporate existence of the converting conpany
continues in the resulting conpany;
(2) all assets, rights, franchises, and interests of
the converting conpany in and to property and any acconpanyi ng
thing in action are vested in the resulting conpany w thout a
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deed or transfer; and
(3) the resulting conpany assunes all the obligations
and liabilities of the converting conpany.

(b) Except as otherw se specified by the conversion plan,
the directors and officers of the converting conpany serving on
the effective date of the conversion serve as directors and
officers of the resulting conpany until new directors and
officers are elected under the articles of incorporation and
byl aws of the resulting conmpany. (V.T.1.C Art. 15.22, Sec. 17.)

Source Law

Sec. 17. (a) On the effective date of the conversion:

(1) the corporate existence of the nutual insurance
conpany continues in the converted stock conpany; and

(2) all assets, rights, franchises, and interests of
the mutual insurance conpany in and to property, real, personal,
or m xed, and any acconpanying things in action, are vested in
the converted stock conmpany, without a deed or transfer, and the
converted stock conpany assunes all the obligations and
liabilities of the nmutual insurance conpany.

(b) Unless otherw se specified in the conversion plan, the
directors and officers of the nutual insurance conpany serving on
the effective date of the conversion serve as directors and
officers of the converted stock conpany until new directors and
officers of the converted stock conpany are el ected under the
articles of incorporation and byl aws of the converted stock

conpany.

Revisor's Note

Section 17(a)(2), V.T.1.C. Article 15.22, refers to
"property, real, personal, or mxed." The revised law omts the
reference to "real, personal, or m xed" property because, in
context, those terns are included in the general neaning of
"property," and because, under Section 311.005, CGovernnent Code
(Code Construction Act), "property" neans real and personal
property. That definition applies to the revised |aw.
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[ Sections 826. 006- 826. 050 reserved for expansion]
SUBCHAPTER B. CONVERSI ON PLAN ADOPTI ON AND REQUI REMENTS
Revi sed Law

Sec. 826.051. PLAN ADOPTION. (a) To convert to a stock
i nsurance conpany a mnutual insurance conpany nust adopt, by the
affirmative vote of at |least two-thirds of the nenbers of its
board of directors, a conversion plan consistent with this
chapter.

(b) For a conversion plan to take effect:

(1) the comm ssioner nust approve the conversion plan;

and
(2) the eligible nenbers nust approve the conversion
pl an and adopt the anmended or restated articles of incorporation
of the resulting conpany. (V.T.I.C Art. 15.22, Secs. 2(a)
(part), 15(a).)
Source Law

Sec. 2. (a) A nutual insurance conpany that seeks to
convert to a stock conpany nust adopt, by the affirmative vote of
not less than two-thirds of the nenbers of its board of
directors, a conversion plan consistent wwth the requirenents of
this article.

Sec. 15. (a) For a conversion plan to take effect:
(1) the comm ssioner nust approve the conversion plan;
and
(2) the eligible nmenbers nust approve the conversion
pl an and adopt the anmended or restated articles of incorporation.

Revi sed Law
Sec. 826.052. CENERAL REQUI REMENTS; EFFECT OF CONVERSI ON ON
PCLICIES. (a) Each conversion plan nust include the provisions
required by this chapter.
(b) Each policy in effect on the effective date of the
conversion remains in effect under the terns of that policy,
except that the following rights, to the extent they existed in
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t he converting conpany, are extinguished on the effective date of
t he conversi on:

(1) any voting rights of policyhol ders;

(2) except as provided by Subsection (c), aright to
share in the surplus or profits of the converting conpany; and

(3) any assessnent provisions.

(c) The holder of a participating policy in effect on the
effective date of the conversion continues to have a right to
recei ve dividends as provided by the participating policy.

(d) On the renewal date of a participating policy, the
resulting conpany may issue to the insured a nonparticipating
policy as a substitute for the participating policy, unless the
participating policy is:

(1) a guaranteed renewabl e acci dent and health policy;
or

(2) a guaranteed renewabl e, noncancel | abl e acci dent
and heal th policy.

(e) Al the costs and expenses connected with a conversion
pl an shall be paid or reinbursed by the converting conpany or the
resulting conpany. (V.T.I1.C Art. 15.22, Secs. 8, 18(b).)

Source Law

Sec. 8. (a) Each conversion plan nust include the
provisions required by this article.

(b) Each policy in effect on the effective date of the
conversion remains in effect under the terns of that policy,
except that the following rights, to the extent they existed in
t he mutual insurance conpany, are extingui shed on the effective
date of the conversion:

(1) any voting rights of policyhol ders provided under
t he policy;

(2) except as provided in Subsection (c) of this
section, a right to share in the surplus or profits of the nutual
I nsurance conpany; and

(3) any assessnent provisions provided under the

policy.
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(c) The holder of a participating policy in effect on the
date of the conversion continues to have a right to receive
di vi dends as provided by the participating policy.

(d) Except for the nutual insurance conpany's guaranteed
renewabl e acci dent and health policies and guaranteed renewabl e,
noncancel | abl e acci dent and health policies, on the renewal date
of a participating policy, the converted stock conpany nmay issue
the insured a nonparticipating policy as a substitute for the
participating policy.

[ Sec. 18]

(b) Al the costs and expenses connected with a conversion
pl an shall be paid for or reinbursed by the nmutual insurance
conpany or the converted stock conpany.

Revi sed Law
Sec. 826.053. SALE OF CAPI TAL STOCK. A conversion plan nust
provi de that shares of capital stock of the resulting conpany
shall be sold in a private placenent, public offering, or an
alternative nethod approved by the comm ssioner unless the shares
ar e:

(1) sold or distributed to a holder of surplus notes
of the converting conpany; or
(2) subscribed to by:
(A) a tax-qualified enpl oyee benefit plan under
Section 826. 059;
(B) a director or officer under Section
826. 056(b); or
(© an eligible nmenber exercising subscription
ri ghts under Section 826.058. (V.T.1.C Art. 15.22, Sec. 10(a).)
Source Law

Sec. 10. (a) The conversion plan nust provide that any
shares of capital stock not sold or distributed to hol ders of
surplus notes, subscribed to by a tax-qualified enpl oyee benefit
pl an, as permtted under Section 13(c) of this article,

78C204 DLF-D
269



subscribed to by directors and officers, as permtted under
Section 13(a) of this article, or subscribed to by eligible
menbers exercising subscription rights under Section 9 of this
article shall be sold in a private placenent, public offering, or
ot her alternative nethod approved by the conm ssi oner.

Revi sed Law

Sec. 826.054. PURCHASE PRI CE OF CAPI TAL STOCK. (a) A
conversion plan nust set the total price of the capital stock in
an anmount equal to the estimated pro forma market val ue of the
resul ti ng conpany based on an i ndependent valuation by a
qualified expert, giving consideration to the anmount of capital
that the board of directors considers necessary to be raised by
the conpany. The pro forma market value may be the val ue
estimated to be necessary to attract full subscription for the
shares, as indicated by the independent valuation, and nay be
stated as a range of val ues.

(b) The conversion plan may set the purchase price for a
share of capital stock at any reasonable amount. The price per
share is not required to be the sane for each class of purchaser.
However, eligible nenbers purchasi ng stock under subscription
rights received under Section 826.058 may purchase shares at the
| onest avail able price under the plan. (V.T.1.C. Art. 15.22,
Secs. 10(b), (c).)

Source Law

(b) The conversion plan nust set the total price of the
capital stock in an anount equal to the estimated pro forma
mar ket val ue of the converted stock conpany based on an
i ndependent val uation by a qualified expert, giving consideration
to the anount of capital deenmed necessary by the board of
directors to be raised by the conpany. The pro forma market val ue
may be the value estimated to be necessary to attract ful
subscription for the shares, as indicated by the independent
val uation, and may be stated as a range of val ues.

(c) The conversion plan shall set the purchase price per
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share of capital stock at any reasonable anmount. The purchase
price per share need not be the sane for each class of purchaser;
provi ded, however, that eligible nmenbers purchasing stock
pursuant to subscription rights received under Section 9 of this
article shall have the right to purchase shares at the | owest
avai | abl e purchase price under the plan.

Revi sed Law

Sec. 826.055. LIMTATION ON ACQUI SI TI ON OF CAPI TAL STOCK.
(a) The conversion plan nust provide that a person or group of
persons acting in concert may not acquire, in the public or
private offering or through the exercise of subscription rights,
nore than 10 percent of the capital stock of the resulting
conpany except with the approval of the comm ssioner.

(b) This section does not apply to an entity that purchases
100 percent of the capital stock of the resulting conpany as part
of the conversion plan approved by the comm ssioner. (V.T.I1.C
Art. 15.22, Sec. 10(d).)

Source Law

(d) The conversion plan nust provide that a person or group
of persons acting in concert may not acquire, in the public or
private offering or through the exercise of subscription rights,
nore than 10 percent of the capital stock of the converted stock
conpany except with the approval of the comm ssioner. This
[imtation does not apply to an entity that purchases 100 percent
of the capital stock of the converted stock conpany as part of
t he conversion plan approved by the conm ssi oner.

Revi sed Law
Sec. 826.056. DI RECTORS AND OFFI CERS. (a) Except as
ot herwi se provided by this section, the conversion plan nust
provide that a director or officer of the converting conpany, or
a person acting in concert wwth a director or officer, nay not
acquire, wthout the perm ssion of the comm ssioner, any capital
stock of the resulting conpany or the stock of another
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corporation that is participating in the conversion plan before
the third anniversary of the effective date of the conversion.
Thi s subsection does not prohibit a director or officer from

(1) acquiring capital stock through a broker-dealer;

(2) making purchases through the exercise of
subscription rights recei ved under the conversion plan; or

(3) participating in a stock benefit plan permtted by
Section 826.059 or approved by the eligible nenbers under Section
826. 107.

(b) A conversion plan may provide that the directors and
officers of the converting conpany nmay receive, w thout paynent,
nont r ansferabl e subscription rights to purchase capital stock of
the resulting conmpany or the stock of another corporation that is
participating in the conversion plan.

(c) The aggregate nunber of shares that may be purchased by
directors and officers under Subsection (b) may not exceed:

(1) 35 percent of the total nunber of shares to be
i ssued for the resulting conpany if the total assets of the
converting conpany are |less than $50 million; or

(2) 25 percent of the total nunber of shares to be
i ssued for the resulting conpany if the total assets of the
converting conpany are nore than $500 nmillion.

(d) For converting conpanies with total assets between $50
mllion and $500 million, inclusive, the maxi mum percentage of
the total nunber of shares that nay be purchased shall be
i nterpol ated from anounts provi ded under Subsection (c).

(e) A conversion plan nust provide that a director or
of ficer of the converting conpany nmay not sell stock purchased
under the conversion plan before the first anniversary of the
effective date of the conversion.

(f) Notw thstandi ng Subsection (e), a conversion plan may
provi de for the purchase or redenption of stock in the event that
a director or officer is no |longer associated with the resulting
conpany during the period described by Subsection (e). (V.T.1.C.
Art. 15.22, Secs. 10(e); 11; 13(a), (b).)
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Source Law

[ Sec. 10]

(e) Except as otherwi se provided in this article, the
conversion plan nust provide that a director or officer of the
mut ual i nsurance conpany, or a person acting in concert with a
director or officer, may not acquire, w thout the perm ssion of
the comm ssioner, any capital stock of the converted stock
conpany or the stock of another corporation that is participating
in the conversion plan before the third anniversary of the
effective date of the conversion, except through a broker-dealer.
Thi s subsection does not prohibit a director or officer from

(1) nmaking purchases through the exercise of
subscription rights recei ved under the conversion plan; or

(2) participating in a stock benefit plan permtted by
Section 13(c) of this article or approved by the eligible nenbers
pursuant to Section 6 of this article.

Sec. 11. The conversion plan nmust provide that a director or
of ficer may not sell stock purchased pursuant to the conversion
pl an before the first anniversary of the effective date of the
conversion; provided, however, the conversion plan nay provide
for the purchase or redenption of stock in the event that a
director or officer is no |onger associated with the converted
stock conpany during such peri od.

Sec. 13. (a) The conversion plan may provide that the
directors and officers of the nutual insurance conpany nay
receive, wthout paynent, nontransferable subscription rights to
purchase capital stock of the converted stock conpany or the
stock of another corporation that is participating in the
conversion pl an.

(b) The aggregate nunber of shares that may be purchased by
directors and officers of the nutual insurance conpany in their
capacity under Subsection (a) of this section may not exceed 35
percent of the total nunber of shares to be issued for the
conpany if total assets of the mutual insurance conpany are |ess
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than $50 million, or 25 percent of the total nunmber of shares to
be issued for the conpany if total assets of the nutual insurance
conpany are nore than $500 mllion. For nutual insurance
conpanies with total assets of or between $50 million and $500
mllion, the maxi num percentage of the total nunber of shares
that may be purchased shall be interpol ated.

Revi sed Law
Sec. 826.057. RIGHTS OF HOLDER OF SURPLUS NOTES. A
conversion plan nust provide that any rights of a holder of a
surplus note to participate in the conversion are governed by the
terms of the surplus note. (V.T.1.C. Art. 15.22, Sec. 12.)
Source Law

Sec. 12. The conversion plan nmust provide that the rights of
a holder of a surplus note to participate in the conversion, if
any, are governed by the terns of the surplus note.

Revi sed Law
Sec. 826.058. SUBSCRI PTI ON RI GHTS; GENERAL PROVI SI ONS. (a)
Except for an alternate conversion plan adopted under Section
826. 061, each conversion plan nust specify the subscription
rights of eligible nmenbers.
(b) The conversion plan nust provide that:

(1) each eligible nenber is to receive, wthout
paynment by the nmenber, nontransferabl e subscription rights to
purchase a portion of the capital stock of the resulting conpany;
and

(2) in the aggregate, all eligible nenbers have the

right, before the right of any other party, to purchase 100
percent of the capital stock of the resulting conpany after
provi sion for:

(A) capital stock required to be sold or
distributed to the holders of surplus notes, if any;

(B) capital stock purchased by a stock benefit
plan as permtted by Section 826.059; and
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(C capital stock acquired by the directors and
officers, as permtted by Section 826. 056(Db).

(c) As an alternative to subscription rights in the
resul ti ng conpany, the conversion plan may provide that each
eligible nenber is to receive, wthout paynent by the nenber,
nont r ansf erabl e subscription rights to purchase a portion of the
capital stock of:

(1) a corporation organized for the purpose of
purchasi ng and holding all the stock of the resulting conpany;

(2) a stock insurance conpany owned by the converting
conpany into which the converting conpany is to be nmerged; or

(3) an unaffiliated stock insurance conpany or other
corporation that is to purchase all the stock of the resulting
conpany.

(d) The conversion plan nust provide that the subscription
rights are allocated in whole shares anong the eligible nmenbers
using a fair and equitable fornmula. The formula may consi der
that the different classes of policies of the eligible nenbers
contributed to the surplus of the converting conpany or any other
factors that may be fair or equitable as determ ned by the board
of directors.

(e) The conversion plan nust provide a fair and equitable
met hod for allocating shares of capital stock in the event of an
oversubscription to shares by eligible nmenbers exercising
subscription rights under this section. (V.T.1.C. Art. 15.22,
Sec. 9.)

Source Law

Sec. 9. (a) Except for an alternative plan under Section 14
of this article, each conversion plan nust specify the
subscription rights of eligible nenbers.

(b) The plan nust include a provision that:

(1) each eligible nenber is to receive, wthout
paynment by the nmenber, nontransferabl e subscription rights to
purchase a portion of the capital stock of the converted stock
conpany; and

78C204 DLF-D
275



(2) in the aggregate, all eligible nenbers have the
right, before the right of any other party, to purchase 100
percent of the capital stock of the converted conpany after
provi sion for:

(A) capital stock required to be sold or
distributed to the holders of surplus notes, if any;

(B) capital stock purchased by the conpany's
tax-qualified enpl oyee stock benefit plan as permtted by Section
13(c) of this article; and

(C capital stock acquired by the nutual
i nsurance conpany's directors and officers, as permtted by
Section 13(a) of this article.

(c) As an alternative to subscription rights in the
converted stock conpany, the conversion plan may provide that
each eligible nenber is to receive, wthout paynent by the
menber, nontransferabl e subscription rights to purchase a portion
of the capital stock of one of the follow ng:

(1) a corporation organized for the purpose of
pur chasi ng and holding all the stock of the converted stock
conpany;

(2) a stock insurance conpany owned by the nutua
i nsurance conpany into which the nmutual insurance conpany is to
be nmerged; or

(3) an unaffiliated stock insurance conpany or other
corporation that is to purchase all the stock of the converted
stock conpany.

(d) The conversion plan nust provide that the subscription
rights are allocated in whole shares anong the eligible nmenbers
using a fair and equitable fornmula. The fornula may consi der,
but is not required to consider, how the different classes of
policies of the eligible nmenbers contributed to the surplus of
t he nutual insurance conpany or any other factors that may be
fair or equitable as determ ned by the board of directors.

(e) The conversion plan nust provide a fair and equitable
means for allocating shares of capital stock in the event of an
oversubscription to shares by eligible nmenbers exercising
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subscription rights under this section.

Revi sed Law
Sec. 826.059. SUBSCRI PTI ON RI GHTS; TAX- QUALI FI ED EMPLOYEE
BENEFI T PLAN. The conversion plan may allocate to a tax-qualified
enpl oyee benefit plan nontransferable subscription rights to
purchase not nore than 10 percent of the capital stock of the
resulting conpany. (V.T.I.C Art. 15.22, Sec. 13(c).)
Source Law

(c) The conversion plan may allocate to a tax-qualified
enpl oyee benefit plan nontransferable subscription rights to
purchase not nore than 10 percent of the capital stock of the
converted stock conpany.

Revi sed Law

Sec. 826.060. LI QU DATI ON ACCOUNT. (a) The conversion plan
may provide for the creation of a |iquidation account for the
benefit of menmbers in the event of a voluntary |iquidation after
t he conversion.

(b) The liquidation account nmust be in an anmount equal to
the surplus of the converting conpany, exclusive of the principal
anount of any surplus note, on the |last day of the quarter
precedi ng the date the conversion plan is adopted. (V.T.1.C
Art. 15.22, Sec. 13(d).)

Source Law

(d) The conversion plan may provide for the creation of a
i quidation account for the benefit of nmenbers in the event of
voluntary liquidation after conversion in an anount equal to the
surplus of the nmutual insurance conpany, exclusive of the
princi pal anmobunt of any surplus note, on the |ast day of the
quarter imedi ately preceding the date of adoption of the
conversion pl an.
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Revisor's Note

V.T.1.C. Article 15.22, Sec. 13(d), refers to "the quarter
i mredi ately preceding the date of adoption of the conversion
plan.” The revised law omts "imredi atel y" as unnecessary. "The
gquarter preceding" neans "the quarter imredi ately preceding.”

Revi sed Law

Sec. 826.061. ALTERNATE CONVERSI ON PLAN. (a) The board of
directors may adopt a conversion plan that does not rely in whole
or in part on the issuance of nontransferable subscription rights
to menbers to purchase stock of the resulting conpany if the
conmi ssioner determ nes that the plan:

(1) conplies with this chapter;

(2) is fair and equitable; and

(3) permts the resulting conpany to satisfy the
requirenents in effect on the date of the determ nation for a
certificate of authority applicable to a donestic stock insurance
conpany.

(b) The conversion plan may:

(1) include the nerger of a donestic nmutual insurance
conpany with a donestic or foreign stock insurance conpany;

(2) provide for issuing stock, cash, or other
consideration to nenbers instead of subscription rights;

(3) provide for the formation of a mutual hol ding
conpany under Subchapter E; or

(4) establish another plan containing other provisions
approved by the conmm ssioner.

(c) The conm ssioner may retain, at the converting
conpany's expense, a qualified expert who is not a nenber of the
conmm ssioner's staff to assist in review ng whether the
conversion plan neets the requirenments for approval by the
comm ssioner. (V.T.1.C. Art. 15.22, Sec. 14.)

Source Law

Sec. 14. (a) The board of directors nmay adopt a conversion
pl an that does not rely wholly or partially on issuing
nontransferabl e subscription rights to nmenbers to purchase stock
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of the converted stock conpany if the conm ssioner finds that the
alternative conversion plan:

(1) conplies with this article;

(2) is fair and equitable; and

(3) permts the converted stock conpany to satisfy the
current requirenents applicable to a donestic stock conpany for a
certificate of authority.

(b) An alternative conversion plan may:

(1) include the nmerger of a donestic nutual insurance
conpany into a donestic or foreign stock insurance conpany;

(2) provide for issuing stock, cash, or other
consideration to nenbers instead of subscription rights;

(3) provide for the formation of a mutual hol ding
conpany pursuant to Section 24 of this article; or

(4) set forth another plan containing any other
provi si ons approved by the comm ssioner.

(c) The comm ssioner nmay retain, at the nmutual insurance
conpany's expense, a qualified expert not otherwi se a part of the
conmm ssioner's staff to assist in review ng whether the
al ternative conversion plan nmay be approved by the comm ssioner.

[ Sections 826. 062-826. 100 reserved for expansion]

SUBCHAPTER C. ADCPTI ON OF CONVERSI ON PLAN
Revi sed Law
Sec. 826.101. PLAN | NFORVATI ON FI LED W TH COW SSI ONER

COWM SSI ONER PONERS AND DUTI ES. Not |ater than the 90th day after
the date on which a converting conpany's board of directors
adopts a conversion plan, the conpany shall file with the
conm ssi oner:

(1) a copy of the docunents relating to the conversion
pl an, including the valuation required by Section 826.054(a);

(2) the formof notice required by Section 826. 104;

(3) the formof proxy to be solicited fromeligible
menbers under Section 826.107(a);

(4) the formof notice required by Section 826.151 to
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persons whose policies are issued after adoption of the
conversion plan but before the effective date of the conversion
pl an;

(5) the proposed anended or restated articles of
i ncorporation of the resulting conpany;

(6) a statenment regarding acquisition of control, if
applicable, as required by Chapter 823; and

(7) any other information requested by the
comm ssioner. (V.T.1.C Art. 15.22, Sec. 3(a).)

Source Law

Sec. 3. (a) Not later than the 90th day after the date on

whi ch a mutual insurance conpany's board of directors adopts a
conversion plan, the conpany shall file with the comm ssioner:

(1) a copy of the docunents relating to the conversion
pl an, including the independent evaluation of pro forma market
val ue required by Section 10(b) of this article;

(2) the formof notice required by Section 5 of this
article;

(3) the formof proxy to be solicited fromeligible
menbers under Section 6(b) of this article;

(4) the formof notice required by Section 16 of this
article to persons whose policies are issued after adoption of
t he conversion plan but before the effective date of the
conversion pl an;

(5) the proposed anended or restated articles of
i ncorporation of the converted stock conpany;

(6) a statenment regarding acquisition of control, if
applicable, as required by Article 21.49-1 of this code; and

(7) any other information requested by the
conm ssi oner.

Revi sed Law
Sec. 826.102. APPROVAL OF PLAN BY COW SSI ONER. (a) The
comm ssi oner shall approve a conversion plan if the comm ssioner
determ nes that:
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(1) the plan conplies with this chapter;

(2) the plan's nethod of allocating subscription
rights or other value is fair and equitable; and

(3) the resulting conmpany woul d satisfy the
requi renents applicable to a donestic stock insurance conpany for
a certificate of authority on the date of the determ nation.

(b) Except as otherw se provided by this section, the
conm ssi oner shall approve or disapprove a conversion plan not
|ater than the 60th day after the first day on which all the
docunents required under Section 826.101 are filed with the
conm ssi oner.

(c) The comm ssioner may extend the tinme for decision by an
additional 30 days on witten notice to the converting conpany.
Except as provided under Subsection (e), the comm ssioner may not
extend the tinme for decision beyond that 30-day period.

(d) The conmm ssioner shall immediately give witten notice
to the converting conpany of the conm ssioner's decision and, if
t he comm ssi oner di sapproves the plan, a detailed statenent of
the reasons for the disapproval.

(e) The comm ssioner may retain, at the nmutual insurance
conpany's expense, a qualified expert who is not a nenber of the
conm ssioner's staff to assist the comm ssioner in review ng the
conversion plan and the valuation required under Section
826.054(a). |If the comm ssioner retains a qualified expert under
this subsection, the conm ssioner may extend the period for
deci sion by an additional 60 days beyond the initial 60-day
peri od.

(f) After giving witten notice to the converting conpany
and other interested persons, the conm ssioner may hold a hearing
on whet her the conversion plan conplies with this chapter. The
conpany and any other interested person have the right to appear
at the hearing. Notice to interested persons who have not filed
an appearance in the matter nmay be nmade through publication in
the Texas Register. (V.T.1.C Art. 15.22, Secs. 3(b), (c), (d),

(e).)
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Source Law

(b) Except as otherw se provided by this subsection, the
conm ssi oner shall approve or disapprove a conversion plan not
|ater than the 60th day after the first day on which all the
docunents required under Subsection (a) of this section are
filed with the conm ssioner. The comm ssioner nay extend the
time for approval or disapproval by an additional 30 days on
witten notice to the nutual insurance conpany. The comm ssioner
may not extend the tinme for approval or disapproval beyond this
time period unless he finds it necessary to retain a qualified
expert pursuant to Subsection (d) of this section, in which case
he may extend the tine for review for an additional 60 days
beyond the initial 60-day period. The comm ssioner shal
i mredi ately give witten notice to the nmutual insurance conpany
of the comm ssioner's decision and, in the event of disapproval,
a detailed statenent of the reasons for the adverse deci sion.

(c) The comm ssioner shall approve a conversion plan if the
comm ssioner finds that:

(1) the conversion plan conplies with this article;

(2) the conversion plan's nethod of allocating
subscription rights or other value is fair and equitable; and

(3) the converted stock conmpany woul d satisfy the
current requirenents applicable to a donestic stock conpany for a
certificate of authority.

(d) The comm ssioner nmay retain, at the rmutual insurance
conpany's expense, a qualified expert not otherwi se a part of the
conmi ssioner's staff to assist the comm ssioner in review ng the
conversion plan and the independent evaluation of the pro form
mar ket val ue required under Section 10(b) of this article.

(e) The comm ssioner nmay hold a hearing on whether the
terms of the conversion plan conply with this article after
giving witten notice to the mutual insurance conpany and ot her
i nterested persons, all of whom have the right to appear at the
hearing. Notice to interested persons who have not filed an
appearance in the matter nay be made through publication in the
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Texas Regi ster.

Revi sed Law
Sec. 826.103. AMENDVENTS; W THDRAWAL OF PLAN. Before a
conversion plan takes effect, a converting conpany may anend or
wi thdraw the plan by the affirmative vote of at |east two-thirds
of the menbers of its board of directors. (V.T.I.C. Art. 15.22,
Sec. 4.)

Source Law

Sec. 4. At any tine before the conversion plan becones
effective, the nutual insurance conpany, by the affirmative vote
of not less than two-thirds of the nenbers of its board of
directors, may anend or w thdraw the conversion plan.

Revi sed Law
Sec. 826.104. NOTICE TO ELI G BLE MEMBERS; COWENTS. (a)
Not later than the 10th business day after the date of filing
with the comm ssioner the docunents required under Section
826. 101, the converting conpany shall send to each eligible
menber a notice advising the nenber of:
(1) the adoption and filing of the conversion plan;

and
(2) the nenber's right to comment on the plan to the
conmmi ssi oner and the converting conpany.

(b) The notice nust include a description of the procedure
to be used in making comments. An eligible nenber who elects to
make comments nust nmake the comments in witing not later than
the 30th day after the date on which the notice is sent.

(c) Not later than the 60th day after the date of the
conmi ssioner's approval of the plan, the converting conpany shal
send to each eligible nmenber notice of the nenbers' neeting to
vote on the conversion plan. The notice nust be sent to the
menber's | ast known address, as shown on the converting conpany's
records, before the 30th day preceding the date set for the
meeting. The notice nust:
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(1) briefly but fairly describe the proposed
conversion plan; and

(2) informthe nenber of the nenber's right to vote on
t he conversion plan.

(d) If the neeting to vote on the conversion plan is held
during the converting conpany's annual neeting of policyhol ders,
a conbined neeting notice satisfies the requirenents of this
section. (V.T.1.C Art. 15.22, Sec. 5.)

Source Law

Sec. 5. (a) Wthin 10 business days after filing the
docunents required under Section 3(a) of this article with the
comm ssioner, the nutual insurance conpany shall send to each
el igible nmenber a notice advising the eligible nmenber of the
adoption and filing of the conversion plan and of the nenber's
right to provide to the comm ssioner and the nutual insurance
conpany comments on the plan. The notice nust include a
description of the procedure to be used in nmaki ng comments.

(b) An eligible menber who elects to make comment s nust
make the comments in witing not later than the 30th day after
the date on which the notice is sent.

(c) Wthin 60 days after the comm ssioner's approval of the
pl an, the nutual insurance conpany also shall send to each
el igible menber notice of the nenbers' neeting to vote on the
conversion plan. The notice nust be sent to the nenber's | ast
known address, as shown on the nutual insurance conpany's
records, before the 30th day preceding the date set for the
meeting. The notice nust:

(1) briefly but fairly describe the proposed
conversion plan; and

(2) informthe nenber of the nenber's right to vote on
t he conversion plan.

(d) If the neeting to vote on the conversion plan is held
during the mutual insurance conpany's annual neeting of
pol i cyhol ders, only a conbi ned neeting notice is required.
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Revi sed Law
Sec. 826.105. SUBSTANTI AL COVPLI ANCE W TH NOTI CE

REQUI REMENTS. | f the converting conpany in good faith
substantially conplies with the notice requirenents of this
chapter, the conpany's failure to send a nenber the required
notice does not inpair the validity of an action taken under this
chapter. (V.T.1.C. Art. 15.22, Sec. 19.)

Source Law

Sec. 19. If the nmutual insurance conpany conplies
substantially and in good faith with the notice requirenents of
this article, the mutual insurance conpany's failure to send a
menber the required notice does not inpair the validity of any
action taken under this article.

Revi sed Law
Sec. 826.106. | NSOLVENT CONVERTI NG COVPANY; NOTI CE

REQUI REMENTS. |f a converting conpany is insolvent or, in the
j udgnent of the conm ssioner, is in hazardous financi al
condition, its board of directors, by a majority vote, may
request in its subm ssion to the comm ssioner a waiver of the
requi renents for notice to and approval of the proposed
conversion by eligible nenbers. The request nust specify:

(1) the nmethod and basis for the issuance of the
resul ting conpany's shares of its capital stock to an i ndependent
party in connection with an investnent by the independent party
in an anount sufficient to restore the resulting conpany to a
sound financial condition; and

(2) that the conversion is to be acconplished w thout
paynment of consideration to past, present, or future
policyholders if the comm ssioner determ nes that the val ue of
the converting conpany is insufficient to justify that paynent.
(V.T.1.C. Art. 15.22, Sec. 21.)
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Source Law

Sec. 21. If a nmutual insurance conpany is insolvent or, in
the judgnent of the comm ssioner, is in hazardous financial
condition, its board of directors, by a majority vote, may
request in its petition that the conmm ssioner waive the
requi renments inposing notice to and policyhol der approval of the
pl anned conversion. The petition must specify:

(1) the nmethod and basis for the issuance of the
converted stock conpany's shares of its capital stock to an
i ndependent party in connection with an investnment by the
i ndependent party in an anmount sufficient to restore the
converted stock conpany to a sound financial condition; and

(2) that the conversion is to be acconplished w thout
paynment of consideration to past, present, or future
policyholders, if the comm ssioner finds that the value of the
mut ual insurance conpany is insufficient to warrant that
consi derati on.

Revi sed Law

Sec. 826.107. ELECTION;, APPROVAL OF PLAN; ADOPTI ON OF
AVMENDED OR RESTATED ARTI CLES OF | NCORPORATION. (a) At a neeting
convened to consider the conversion plan, an eligible nenber
entitled to vote on the proposed conversion plan may vote in
person or by proxy. The nunber of votes each eligible nenber my
cast is determned by the converting conpany's bylaws. |If the
byl aws do not contain an applicable provision, each nenber may
cast one vote. Before the eligible nenbers may vote on approval
of a conversion plan, the converting conpany nust conply with
Sections 826.101 and 826. 102.

(b) At the neeting held to vote on the conversion plan, the
eligible menbers shall al so consider the adoption of anended or
restated articles of incorporation.

(c) Adoption of the conversion plan or adoption of anmended
articles of incorporation requires the affirmative vote of at
| east two-thirds of the votes cast by eligible nenbers.
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(V.T.1.C. Art. 15.22, Secs. 2(b), 6.)
Source Law

[ Sec. 2]

(b) Before the eligible nenbers of a nmutual insurance
conpany may vote on approval of a conversion plan, the nutual
i nsurance conpany nust conply with Section 3 of this article.

Sec. 6. (a) A conversion plan is adopted on receiving the
affirmative vote of at |east two-thirds of the votes cast by
eligible menbers at a duly convened neeting to consider the plan
of conversion.

(b) Menbers entitled to vote on the proposed conversion
plan may vote in person or by proxy. The nunber of votes each
el i gible nenber may cast shall be determ ned by the nutual
i nsurance conpany's bylaws. |If the bylaws are silent, each
el i gi ble nenber nmay cast one vote.

(c) At the neeting held to vote on the conversion plan, the
menbers shall al so consider the adoption of anmended or restated
articles of incorporation. Adoption of the anended articles
requires the affirmative vote of at |east two-thirds of the votes
cast by eligible nenbers.

Revi sed Law
Sec. 826.108. FILING OF M NUTES, ARTI CLES OF | NCORPCRATI ON
AND BYLAWS; EFFECTI VE DATE OF CONVERSION. (a) Not later than the
30th day after the date on which the eligible nenbers approve the
conversion plan, the converting conpany shall file with the
conm ssi oner:
(1) the mnutes of the neeting at which the plan was
approved; and
(2) the anended or restated articles of incorporation
and byl aws of the resulting conpany.
(b) A conversion plan takes effect on the date that the
amended or restated articles of incorporation are filed with the
comm ssioner. (V.T.1.C Art. 15.22, Secs. 7, 15(b).)
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Source Law

Sec. 7. Not later than the 30th day after the date on which
the eligible nenbers adopt the conversion plan at a duly convened
nmeeting, the converted stock conpany shall file with the
conm ssi oner:

(1) the mnutes of the nmeeting of the eligible nmenbers
at which the conversion plan was adopted; and

(2) the anended or restated articles of incorporation
and byl aws of the converted stock conpany.

[ Sec. 15]

(b) A conversion plan takes effect when the anended or
restated articles of incorporation are filed with the
conm ssi oner.

Revi sed Law
Sec. 826.109. CONFLICT OF INTEREST. (a) Except as provided
by a conversion plan approved by the comm ssioner or this
section, a director, officer, agent, or enployee of a converting
conpany may not receive a fee, comm ssion, or other
consi deration, other than that person's usual salary or
conpensation, for aiding, pronoting, or assisting in a conversion
under this chapter
(b) This section does not prohibit the paynent of
reasonabl e fees and conpensation to an attorney, accountant, or
actuary for professional services perforned by that person, even
if the person is also a director or officer of the converting
conpany. (V.T.1.C Art. 15.22, Sec. 18(a).)
Source Law

Sec. 18. (a) A director, officer, agent, or enployee of the
mut ual i nsurance conpany may not receive a fee, comm ssion, or
ot her consideration, other than that person's usual salary or
conpensation, for aiding, pronoting, or assisting in a conversion
under this article, except as provided by the conversion plan
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approved by the comm ssioner. This subsection does not prohibit
t he paynent of reasonable fees and conpensation to an attorney,
accountant, or actuary for professional services perfornmed by

t hat person, even if the attorney, accountant, or actuary is also
a director or officer of the mutual insurance conpany.

Revi sed Law
Sec. 826.110. LIMTATION ON ACTIONS. An action chall enging
the validity of or arising out of acts taken or proposed to be
taken regarding a conversion plan under this chapter nust be
commenced not |ater than the 30th day after the effective date of
the conversion plan. (V.T.1.C Art. 15.22, Sec. 20.)
Source Law

Sec. 20. An action challenging the validity of or arising
out of acts taken or proposed to be taken regarding a conversion
pl an under this article nmust be comenced not |ater than the 30th
day after the effective date of that conversion plan.

[ Sections 826.111-826. 150 reserved for expansion]

SUBCHAPTER D. RIGHTS OF MEMBERS ON CONVERSI ON
Revi sed Law

Sec. 826.151. RIGHTS OF MEMBERS WHOSE PCLI Cl ES ARE | SSUED
AFTER ADOPTI ON OF CONVERSI ON PLAN BUT BEFORE EFFECTI VE DATE. (a)
On issuance of a policy after a conversion plan has been adopted
by the board of directors but before the effective date of the
conversion plan, the converting conpany shall send to each nenber
to whoma policy is issued a witten notice regarding the
conversion pl an.

(b) Except as provided by Subsection (d), a nenber of an
accident and health insurance conpany entitled to notice under
Subsection (a) is entitled to rescind the nmenber's policy and
receive a full refund of any anount paid for the policy not |ater
than the 10th day after the date on which the notice is received.

(c) Except as provided by Subsection (d), each nenber
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i nsured under a property or casualty insurance policy is entitled
to notice under Subsection (a) and shall be advised of the
menber's right to:
(1) cancel the policy; and
(2) receive a pro rata refund of unearned prem uns.
(d) A nenber who has nade or filed a claimunder the
i nsurance policy is not entitled to a refund under Subsection (b)
or (c). A nenber who has exercised a right provided by
Subsection (b) or (c) may not make or file a clai munder the
i nsurance policy. (V.T.1.C Art. 15.22, Sec. 16.)
Source Law

Sec. 16. (a) On issuance of a policy after a conversion
pl an has been adopted by the board of directors but before the
effective date of the conversion plan, the nutual insurance
conpany shall send to the nmenber to whomthe policy is issued a
witten notice regarding the conversion plan.

(b) Except as provided by Subsection (d) of this section, a
menber of an accident and health insurance conpany entitled to
recei ve the notice described by Subsection (a) of this section is
entitled to rescind the nenber's policy and receive a full refund
of any amount paid for the policy not later than the 10th day
after the date on which the nenber receives the notice.

(c) Except as provided by Subsection (d) of this section,
each nmenber who is insured under a property or casualty insurance
policy is entitled to receive the notice described by Subsection
(a) of this section and shall be advised of the nenber's right
t o:

(1) cancel the policy; and
(2) receive a pro rata refund of unearned prem uns.

(d) A nmenber who has nade or filed a claimunder the
i nsurance policy is not entitled to a right to receive a refund
under Subsection (b) or (c) of this section. A person who has
exercised the rights provided by Subsection (b) or (c) of this
section is not entitled to make or file a clai munder the
i nsurance policy.
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Revi sed Law
Sec. 826.152. AMENDMENT OF POLICIES. A converting conpany,

by endorsenent or rider approved by the comm ssioner and sent to
the policyholder, may sinmultaneously with or at any tinme after
t he adoption of a conversion plan anend an insurance policy in
effect to termnate a right of the holder of the policy to share
in the surplus or profits of the converting conpany. The
amendnent is void if the conversion plan does not take effect.
(V.T.1.C. Art. 15.22, Sec. 23.)

Source Law

Sec. 23. A nutual insurance conpany, by endorsenent or rider
approved by the comm ssioner and sent to the policyhol der, may
sinmultaneously with or at any tine after the adoption of a
conversion plan anmend any outstandi ng i nsurance policy to
extinguish the right, if any, of the holder of the policy to
share in the surplus or profits of the nutual insurance conpany.
However, such an anendnent is void if the conversion plan does
not take effect.

[ Sections 826. 153-826. 200 reserved for expansion]

SUBCHAPTER E. CONVERSI ON THROUGH MUTUAL HOLDI NG COVPANY
Revi sed Law

Sec. 826.201. CONVERSI ON THROUGH CREATI ON OF HOLDI NG
COMPANY. (a) A converting conpany, on approval by the
comm ssi oner, may reorganize by formng a hol di ng conpany based
on a mutual plan and continuing the corporate existence of the
converting conpany as a stock insurance conpany.

(b) A nmutual holding conpany is considered an insurer
subject to this chapter and Chapter 883. A nutual hol di ng
conpany is automatically a party to an adm nistrative proceedi ng
under this code involving an insurance conpany that, as a result
of a reorgani zation under this subchapter, is a subsidiary of the
mut ual hol di ng conpany. In any proceeding involving the
resul ting conpany, the assets of the nmutual hol di ng conpany are
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consi dered assets of the resulting conpany for purposes of
satisfying the clains of the resulting conpany's policyhol ders.

(c) A nutual holding conmpany may not dissolve or |iquidate
wi t hout the approval of the comm ssioner.

(d) A nutual hol ding conpany may convert to a stock hol di ng
conpany under this chapter as if the nutual hol ding conpany were
a nmutual insurance conpany. (V.T.1.C Art. 15.22, Secs. 24(a)(1)
(part), (d), (h).)

Source Law

Sec. 24. (a)(1l) Pursuant to this section, a nutua
i nsurance conpany, on approval by the conm ssioner, may
reorgani ze by form ng an insurance hol di ng conpany based on a
mut ual plan and continuing the corporate existence of the
reorgani zi ng i nsurance conpany as a stock insurance

conpany.

(d) A nutual holding conpany is deened to be an insurer
subject to this chapter and shall automatically be a party to any
adm ni strative proceedi ng under this code involving an insurance
conpany which, as a result of a reorganization pursuant to this
section, is a subsidiary of the nutual hol ding conpany. |n any
proceedi ng involving the reorgani zed i nsurance conpany, the
assets of the nutual hol ding conpany are deened to be assets of
the estate of the reorganized insurance conpany for purposes of
satisfying the clains of the reorgani zed i nsurance conpany's
pol i cyhol ders. A mutual hol ding conpany shall not dissolve or
i qui date wi thout the approval of the conm ssioner.

(h) A nutual hol ding conpany may convert to a stock hol di ng
conpany pursuant to the provisions of this article as if such
mut ual hol di ng conpany were a nutual insurance conpany.

Revi sor's Note
Section 24(d), V.T.1.C. Article 15.22, states that a nutual
hol di ng conpany is considered an insurer "subject to this
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chapter."” The "chapter” to which the provision refers is Chapter
15, Vernon's Texas |Insurance Code. Article 15.22 of Chapter 15,
Vernon's Texas Insurance Code, is revised as this chapter,
Chapter 826. The remai nder of Chapter 15, Vernon's Texas
| nsurance Code, is revised as Chapter 883. The revised | aw
accordingly includes a reference to Chapter 883.
Revi sed Law

Sec. 826.202. COW SSI ONER PONERS AND DUTI ES; APPROVAL. (a)
The comm ssioner shall review the proposed plan of reorganization
as an alternate conversion plan under Section 826.061. The
conmi ssioner nmay require as a condition of approval nodifications
of the proposed plan of reorganization that the comm ssioner
determ nes necessary to protect the nenbers' interests.

(b) The comm ssioner nay retain a qualified expert as
provi ded by Section 826.102(e).

(c) The comm ssioner has jurisdiction over a nutual hol ding
conpany organi zed under this subchapter to ensure that nenber
interests are protected. (V.T.1.C Art. 15.22, Sec. 24(a)(1)

(part).)

Source Law

Sec. 24. (a)(1) . . . The commssioner, if satisfied that
the requirenents of Section 14 of this article are nmet, shal
approve the proposed plan of reorgani zation and may require as a
condi tion of approval such nodifications of the proposed plan of
reorgani zation as the comm ssioner finds necessary for the
protection of the nenbers' interests. The conm ssioner may
retain a qualified expert as provided in Section 3(d) of this
article. The conmm ssioner shall retain jurisdiction over a
mut ual hol di ng conpany organi zed pursuant to this section to
assure that nenber interests are protected.

Revi sed Law
Sec. 826.203. APPLICABILITY OF CERTAI N LAWS; | NCORPORATI ON.
A mutual hol ding conpany that results fromthe reorgani zati on of
a donestic nutual insurance conpany organi zed under Chapter 883
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nmust be organi zed under Sections 883.051, 883.052, 883.054, and

883.056. The articles of incorporation, and any anmendnents to

those articles, of the nutual hol ding conpany are subject to

approval of the comm ssioner in the sane manner as those of a

mut ual insurance conpany. (V.T.1.C Art. 15.22, Sec. 24(c).)
Source Law

(c) A nutual hol ding conpany resulting fromthe
reorgani zati on of a donestic nutual insurance conpany organi zed
under this chapter shall be incorporated pursuant to Article
15.02 of this code and the Texas Non-Profit Corporation Act
(Article 1396-1.01 et seq., Vernon's Texas Cvil Statutes). The
articles of incorporation, and any anendnents to such articles,
of the nmutual holding conpany shall be subject to approval of the
conmi ssioner in the same manner as those of a nutual insurance

conpany.

Revisor's Note

Section 24(c), V.T.1.C. Article 15.22, states that a nutual
hol di ng conpany nust be incorporated "pursuant to Article 15.02
of this code and the Texas Non-Profit Corporation Act (Article
1396-1.01 et seq., Vernon's Texas Cvil Statutes)." The revised
law omits the specific reference to the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq., Vernon's Texas G vil
Statutes) because V.T.1.C. Article 15.05-A revised in pertinent
part as Section 883.003, includes incorporation as a nonprofit
corporation as a requirenent for incorporation under V.T.1.C
Article 15.02, revised as Sections 883. 051, 883.052, 883.054, and
883. 056.

Revi sed Law
Sec. 826.204. MEMBERSHI P | NTERESTS. (a) The nenbership
interests of the policyholders of the resulting conpany becone
menbership interests in the mutual hol ding conpany. Eligible
menbers of the converting conpany becone nenbers of the nutua
hol di ng conpany in accordance with the articles of incorporation
and byl aws of the nutual hol di ng conpany.
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(b) A nmenbership interest in a nmutual hol di ng conpany does
not constitute a security as defined by Section 4, The Securities
Act (Article 581-4, Vernon's Texas Civil Statutes). (V.T.1.C
Art. 15.22, Secs. 24(a)(2) (part), (e).)

Source Law

[(a)](2) . . . The nenbership interests of the
pol i cyhol ders of the reorgani zed i nsurance conpany shall becone
menbership interests in the nmutual hol ding conpany. Eligible
menbers of the reorgani zed i nsurance conpany shall be nenbers of
t he nutual hol ding conpany in accordance with the articles of
i ncorporation and byl aws of the nutual hol di ng conpany.

(e) A nenbership interest in a nutual hol ding conpany shal
not constitute a security as defined in Section 4, The Securities
Act (Article 581-4, Vernon's Texas Civil Statutes).

Revi sed Law
Sec. 826.205. CAPI TAL STOCK HELD BY MUTUAL HOLDI NG COMPANY.
(a) In this section:
(1) "Internmedi ate hol ding conpany” neans a hol di ng
conpany that:

(A) is a subsidiary of a nmutual hol di ng conpany
formed to reorgani ze a nutual insurance conpany; and

(B) directly or through a subsidiary internediate
hol di ng conpany, owns the resulting conpany.

(2) "Majority of the voting shares of the capital
stock"™ means shares of the capital stock of a conpany that carry
the right to cast a majority of the votes entitled to be cast by
all of the outstanding shares of the capital stock of the conpany
on all matters submtted to a vote of the sharehol ders of the
conpany.

(b) Al of the initial shares of the capital stock of the
resul ting conpany shall be issued to the nutual hol di ng conpany.

(c) The mutual holding conpany shall at all tinmes own a
majority of the voting shares of the capital stock of the
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resul ting conpany or of an internedi ate hol di ng conpany
established to hold the voting shares of the resulting conpany.
The requirenments of this subsection may be satisfied by indirect
owner ship through one or nore internediate hol ding conpanies in a
corporate structure approved by the comm ssioner.

(d) The nmutual hol di ng conpany or internedi ate hol di ng
conpany may not convey, transfer, assign, pledge, subject to a
security interest or lien, encunber, or otherw se hypothecate or
alienate the majority of the voting shares of the capital stock
that is required to be owned under Subsection (c).

(e) A violation of Subsection (d) is void in inverse
chronol ogi cal order fromthe date of the conveyance or activity
as to the shares necessary to constitute a majority of the voting
shares of the capital stock. (V.T.1.C Art. 15.22, Secs.

24(a)(2) (part), (f), (9).)
Source Law

[(a)](2) Al of the initial shares of the capital stock of
the reorgani zed i nsurance conpany shall be issued to the nutual
hol di ng conpany. . . . The nmutual hol ding conpany shall at al
tines owmn a majority of the voting shares of the capital stock of
t he reorgani zed i nsurance conpany or of an internedi ate hol di ng
conpany established to hold the voting shares of the reorganized
I nsurance conpany.

(f) The mpjority of the voting shares of the capital stock
of the reorgani zed i nsurance conpany, which is required by this
section to be at all tines owned by a nutual hol di ng conpany,
shal | not be conveyed, transferred, assigned, pledged, subjected
to a security interest or lien, encunbered, or otherw se
hypot hecated or alienated by the mutual hol ding conpany or
i nternedi ate hol di ng conpany. Any conveyance, transfer,
assi gnnent, pledge, security interest, lien, encunbrance, or
hypot hecation or alienation of, in, or on the mgjority of the
voting shares of the reorganized i nsurance conpany which is
required by this section to be at all tinmes owned by a mnutual
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hol di ng conpany is in violation of this section and shall be void
in inverse chronol ogical order fromthe date of such conveyance,
transfer, assignnent, pledge, security interest, lien,
encunbrance, or hypothecation or alienation as to the shares
necessary to constitute a magjority of such voting shares.

(g) As used in this section, "majority of the voting shares
of the capital stock of the reorgani zed i nsurance conpany” neans
shares of the capital stock of the reorgani zed i nsurance conpany
which carry the right to cast a majority of the votes entitled to
be cast by all of the outstanding shares of the capital stock of
t he reorgani zed i nsurance conpany for the election of directors
and on all other matters submtted to a vote of the sharehol ders
of the reorgani zed i nsurance conpany. The ownership of a
majority of the voting shares of the capital stock of the
reorgani zed i nsurance conpany which are required by this section
to be at all times owned by a parent mutual hol di ng conpany
i ncl udes indirect ownership through one or nore internedi ate
hol di ng conpanies in a corporate structure approved by the
comm ssioner. However, indirect ownership through one or nore
i nternmedi ate hol di ng conpani es shall not result in the mnutual
hol di ng conpany owni ng | ess than the equivalent of a majority of
the voting shares of the capital stock of the reorganized
i nsurance conpany. As used in this section, "internedi ate hol di ng
conpany" neans a hol ding conpany which is a subsidiary of a
mut ual hol di ng conpany and which either directly or through a
subsidiary internedi ate hol di ng conpany owns a subsidiary
reorgani zed i nsurance conpany of which a majority of the voting
shares of the capital stock would otherw se have been required by
this section to be at all tinmes owned by the nmutual hol ding

conpany.

Revisor's Note
Section 24(g), V.T.1.C Article 15.22, defines the "majority
of the voting shares of the capital stock of the reorganized
i nsurance conpany" as the shares "entitled to be cast . . . for
the election of directors and on all other matters submtted to a
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vote of the sharehol ders of the reorganized i nsurance conpany."
The revised law omts the reference to "the el ection of
directors” as unnecessary. A vote for the directors is included
inthe "matters" submtted for the vote of the sharehol ders. The
revised law is drafted accordingly.

Revi sed Law

Sec. 826.206. CONVERSI ON OF FOREI GN MUTUAL | NSURANCE
COVPANY. (a) On the approval of the comm ssioner, a foreign
mut ual i nsurance conpany nay reorganize in conpliance with the
requi renents of any law or regulation applicable to the foreign
mut ual i nsurance conpany by:

(1) transferring its nmenbers' nenbership interests
into a nutual hol ding conpany formed under a procedure anal ogous
to that described by this subchapter; and

(2) continuing the corporate existence of the
reorgani zing foreign nutual insurance conpany as a foreign stock
i nsurance conpany subsidiary of the nutual hol di ng conpany.

(b) The reorgani zing foreign mutual insurance conpany nay
remain a foreign conpany and may be admtted to do business in
this state. A foreign nutual insurance conpany may al so
redonesticate in this state by conplying with the applicable
requi renents of Chapter 983. (V. T.1.C Art. 15.22, Sec. 24(b).)

Source Law

(b) A foreign mutual insurance conpany nay reorganize on
approval by the comm ssioner and in conpliance with the
requi renents of any |aw or regulation which is applicable to the
foreign nutual insurance conpany by transferring its nenbers’
menbership interests into a nmutual hol di ng conpany fornmed under a
procedure simlar to that described in Subsection (a) of this
section and continuing the corporate existence of the
reorgani zing foreign nutual insurance conpany as a foreign stock
i nsurance conpany subsidiary of the nutual hol ding conpany. The
reorgani zing foreign nutual insurance conpany may remain a
foreign conpany and nay be admtted to do business in this state.
A foreign nmutual insurance conpany nmay at the sane tine
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redonesticate in this state by conplying with the applicable
requi renents of Article 1.38 of this code.

CHAPTER 827. W THDRAWAL AND RESTRI CTI ON PLANS
Sec. 827.001. DEFINITION 257
Sec. 827.002. EXEMPTION 258
Sec. 827.003. W THDRAWAL PLAN REQUI RED 258
Sec. 827.004. PROVI SIONS OF W THDRAWAL PLAN 258
Sec. 827.005. APPROVAL OF W THDRAWAL PLAN 259
Sec. 827.006. RESUMPTI ON OF WRI TI NG | NSURANCE AFTER COVPLETE
W THDRAWAL 260
Sec. 827.007. PENALTIES 260
Sec. 827.008. RESTRICTION PLAN 261
Sec. 827.009. DEPCSIT OF SECURITIES 262
Sec. 827.010. MORATORIUM 262
Sec. 827.011. RULES 264
CHAPTER 827. W THDRAWAL AND RESTRI CTI ON PLANS
Revi sed Law
Sec. 827.001. DEFINITION. In this chapter, "rating
territory”" nmeans a rating territory established by the
departnment. (V.T.1.C Art. 21.49-2C, Sec. (a)(3).)
Source Law

(3) "Rating territory" means a rating territory
established by the Texas Departnment of |nsurance.

Revi sed Law
Sec. 827.002. EXEMPTION. This chapter does not apply to a
transfer of business froman insurer to a conpany that:
(1) is under common ownership with the insurer; and
(2) is authorized to engage in the business of
insurance in this state. (V.T.1.C Art. 21.49-2C, Sec. (b).)
Source Law

(b) This article does not apply to the transfer of the
busi ness froman insurer to a conpany under common owner ship
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admtted to do business in this state.

Revi sed Law
Sec. 827.003. W THDRAWAL PLAN REQUI RED. An authori zed
insurer shall file with the comm ssioner a plan for orderly
withdrawal if the insurer proposes to:
(1) wthdraw fromwiting a |line of insurance in this
state or reduce the insurer's total annual prem um volume by 75
percent or nore; or
(2) reduce, inarating territory, the insurer's total
annual prem um volune in a personal |ine of notor vehicle
conprehensive or residential property insurance by 50 percent or
nmore. (V.T.1.C. Art. 21.49-2C, Sec. (a)(1) (part).)
Source Law

Art. 21.49-2C. (a)(1l) An authorized insurer shall file with
the comm ssioner a plan for orderly withdrawal if the insurer
proposes to withdraw fromwiting a line of insurance in this
state or to reduce its total annual prem um volunme by 75 percent
or nore or proposes, in a personal line of notor vehicle
conprehensive or residential property insurance, to reduce its
total annual premumvolunme in a rating territory by 50 percent
or nore.

Revi sed Law
Sec. 827.004. PROVI SIONS OF W THDRAWAL PLAN. A w t hdr awal

plan filed under Section 827.003 nust:

(1) be constructed to protect the interests of the
peopl e of this state;

(2) indicate the dates on which the insurer intends to
begin and to conplete the plan; and

(3) provide for:

(A) neeting the insurer's contractual

obl i gati ons;
(B) providing service to the insurer's
policyholders and claimants in this state; and
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(© neeting any applicable statutory obligations,
such as paynent of assessnents to the guaranty fund and
participation in an assigned risk plan or joint underwiting
arrangenment. (V. T.1.C. Art. 21.49-2C, Sec. (a)(1l) (part).)

Source Law

(1) . . . The insurer's plan shall be constructed to
protect the interests of the people of this state and shal
indicate the date it intends to begin and conplete its w thdrawal
pl an and nust contain provisions for:

(A) neeting the insurer's contractual
obl i gati ons;

(B) providing service to its Texas policyhol ders
and cl ai mants; and

(© neeting any applicable statutory obligations,
such as the paynent of assessnents to the guaranty fund and
participation in any assigned risk plans or joint underwiting
arrangenents.

Revi sed Law

Sec. 827.005. APPROVAL OF W THDRAWAL PLAN. (a) The
conmmi ssioner shall approve a withdrawal plan that adequately
provides for neeting the requirenents prescribed by Section
827.004(3).

(b) A wthdrawal plan is deenmed approved if the
conm ssi oner:

(1) does not hold a hearing on the plan before the

31lst day after the date the plan is filed with the comm ssi oner;
or

(2) does not deny approval before the 31st day after
the date a hearing on the plan is held. (V.T.1.C. Art. 21.49-2C,
Secs. (e), (f) (part).)

Source Law

(e) The comm ssioner shall approve the plan if it
adequately provides for:
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(1) neeting the insurer's contractual obligations;

(2) providing service to its Texas policyhol ders and
cl ai mants; and

(3) neeting any applicable statutory obligations, such
as the paynent of assessnents to the guaranty fund and
participation in any assigned risk plans or joint underwiting
arrangenents.

(f) The withdrawal plan shall be deemed approved if the
conmmi ssi oner has not held a hearing within 30 days after the plan
is filed wwth the conm ssioner or has not denied approval wthin
30 days after the hearing.

Revi sed Law
Sec. 827.006. RESUMPTI ON OF WRI TI NG | NSURANCE AFTER
COVMPLETE W THDRAWAL. An insurer that withdraws fromwiting al
lines of insurance in this state may not, w thout the approval of
the comm ssioner, resunme witing insurance in this state before
the fifth anniversary of the date of withdrawal. (V.T.1.C.
Art. 21.49-2C, Sec. (d).)

Source Law

(d) An insurer that withdraws fromwiting all Iines of
insurance in this state may not resune witing insurance in this
state for five years without the approval of the comm ssioner.

Revi sed Law
Sec. 827.007. PENALTIES. The conm ssioner may inpose the
civil penalties under Chapter 82 on an insurer that fails to
obtain the conmm ssioner's approval before the insurer:
(1) wthdraws fromwiting a line of insurance in this

state; or
(2) reduces the insurer's total annual prem um vol une
by 75 percent or nore in any year. (V.T.1.C Art. 21.49-2C, Sec.

(f) (part).)
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Source Law

(f) . . . Aninsurer that wthdraws fromwiting insurance
inthis state or that reduces its total annual prem um volunme by
75 percent or nore in any year without receiving the
comm ssioner's approval is subject to the civil penalties under
Article 1.10 of this code.

Revisor's Note
Section (f), V.T.1.C Article 21.49-2C, refers to penalties
under V.T.I.C Article 1.10. Section 7, Article 1.10, which
aut hori zes the comm ssioner to inpose certain sanctions, was
codified in 1999 as Chapter 82 of this code. The revised lawis
drafted accordingly.

Revi sed Law

Sec. 827.008. RESTRICTION PLAN. (a) Before an insurer, in
response to a catastrophic natural event that occurred during the
precedi ng six nonths, may restrict witing new business in a
rating territory in a personal |ine of conprehensive notor
vehicle or residential property insurance, the insurer nust file
a proposed restriction plan with the comm ssioner for the
conmi ssioner's review and comrent.

(b) The conm ssioner's approval of a restriction plan filed
under Subsection (a) is not required. An insurer that files a
restriction plan may institute the plan on or after the 15th day
after the date the plan is fil ed.

(c) Notw thstandi ng Subsection (b), a w thdrawal plan nust
be filed and approved under Sections 827.003 and 827.004 if an
insurer's decision not to accept new business in a personal |ine
of conprehensive notor vehicle or residential property insurance
results in a reduction of the insurer's total annual prem um
volume by 50 percent or nore. (V.T.I.C Art. 21.49-2C, Sec.

(a)(2).)
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Source Law

(2) If wthin six nonths after a catastrophic event of
natural origin an insurer, in response to such catastrophic
event, wishes to restrict its witing of new business in a
personal |ine of conprehensive notor vehicle or residential
property insurance in a rating territory, it shall prepare and
file a plan as to such proposed plan of restriction with the
conmm ssioner for the conm ssioner's review and conment. Approval
of such plan is not required and the insurer may institute such
pl an 15 days after filing. However, in the event of a conflict
bet ween Subsections (a)(1l) and (a)(2), where not accepting new
business may result in a withdrawal as defined in Subsection
(a)(1), Subsection (a)(1) controls.

Revisor's Note

Section (a)(2), V.T.I.C Article 21.49-2C, states that an
insurer nust "prepare and file" a plan under that section. The
revised law omts "prepare" as unnecessary because a plan nust be
prepared before it can be fil ed.

Revi sed Law

Sec. 827.009. DEPOSIT OF SECURI TIES. Under this chapter,
the comm ssioner nay require the deposit of securities in this
state in trust in the nanme of the comm ssioner if the
conm ssioner determ nes, after notice and hearing, that there is
reasonabl e cause to conclude that the interests of the people of
this state are best served by the deposit. (V.T.1.C
Art. 21.49-2C, Sec. (c).)

Source Law

(c) The comm ssioner may require the deposit of securities
inthis state in trust in the name of the comm ssioner upon a
finding, after notice and hearing, that there is reasonabl e cause
to conclude that the interests of the people of this state are
best served by such deposit.
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Revi sed Law

Sec. 827.010. MORATORIUM (a) The comm ssioner nay i npose

a noratoriumof not |onger than two years on

(1) the approval of w thdrawal plans; or

(2) the inplenentation of plans to restrict the
witing of new business described by Section 827.008.

(b) A noratoriumunder this section nmay be inposed on plans
i npl enented after the comm ssioner has published notice of
intention to inpose a noratoriumon plans under Subsection
(a)(2).

(c) The comm ssioner nmay annual ly renew a noratorium
i nposed under this section.

(d) To inpose or renew a noratoriumunder this section, the
conmmi ssioner nust determ ne, after notice and hearing, that a
catastrophic event has occurred and that as a result of that
event a particular line of insurance is not reasonably expected
to be available to a substantial nunber of policyhol ders or
potential policyholders in this state or, in the case of personal
lines of notor vehicle conprehensive or residential property
insurance, in arating territory.

(e) The provisions of Chapter 2001, Governnent Code,
relating to contested cases apply to the notice and hearing.

(f) The comm ssioner by rule shall establish reasonable
criteria for applying the standards for determ ning whether to
i npose a noratoriumunder this section.

(g) The comm ssioner may limt a noratoriumon w thdrawal
fromor restriction of witing business in personal |ines
i nsurance to certain geographical areas of the state. (V.T.1.C
Art. 21.49-2C, Sec. (9).)

Source Law

(g) The comm ssioner nmay inpose a noratoriumof up to two
years on the approval of plans for withdrawal or inplenentation
of plans to restrict the witing of new business pursuant to
Subsection (a)(2) of this section, including those such plans
i npl enent ed subsequent to the comm ssioner's publishing of notice
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of intention to inpose a noratoriumregardi ng the catastrophic
event related to such plans, and may renew the noratorium
annually. To inpose or renew a noratorium the comm ssioner nust
find after notice and public hearing that a catastrophic event
has occurred and that as a result of the event, the relevant line
of insurance is not reasonably expected to be available to a
substantial nunber of policyholders or potential policyholders in
this state, or in the case of personal |ines of notor vehicle
conprehensive or residential property insurance, in a rating
territory. Such notice and hearing shall be governed by

provi sions of Chapter 2001, Governnent Code, related to contested
cases and of Subsection (b), Article 1.33B, Insurance Code. The
comm ssioner shall, by rule, establish reasonable criteria for
appl ying the above set forth standards for determ ning whether to
i npose a noratorium The commissioner may limt a noratorium on
w thdrawal fromor reduction in personal lines insurance to
certain geographical areas of this state.

Revisor's Note

(1) Section (g), V.T.1.C. Article 21.29-2C, refers to a
"public hearing." Throughout this chapter, the revised law onmts
"public" as unnecessary. In context, "hearing" nmeans a hearing
open to the public.

(2) Section (g), V.T.1.C. Article 21.49-2C, refers to
Subsection (b), V.T.I.C Article 1.33B. The revised law omts
the reference to that subsection, codified in 1999 as part of
Sections 40.001-40.003 of this code, as unnecessary because those
sections apply to the revised | aw under Section 40.003.

Revi sed Law

Sec. 827.011. RULES. The comm ssioner shall adopt rules as

necessary to enforce this chapter. (V.T.1.C Art. 21.49-2C, Sec.

(h).)

Source Law

(h) The board shall adopt such rules as may be necessary to
enforce the provisions of this article.
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CHAPTER 828. PURCHASE OF STOCK FOR TOTAL ASSUWPTI ON
REI NSURANCE
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 828.001. AUTHORI TY TO PURCHASE STOCK FOR TOTAL
ASSUMPTI ON REI NSURANCE 264
Sec. 828.002. EFFECT ON ANTI TRUST LAWS 266
Sec. 828.003. | NVESTMENTS OF REI NSURED COVMPANY 266
[ Sections 828. 004-828. 050 reserved for expansion]
SUBCHAPTER B. EXCEPTI ON TO | NVESTMENT LI M TATI ON
Sec. 828.051. EXCEPTION TO LI M TATI ON ON PURCHASI NG SHARES
OF OTHER COWPANY 266
Sec. 828.052. RESOLUTION OF | NTENTION TO REI NSURE 267
Sec. 828.053. M N MUM STOCK ACQUI SI TI ON 267
Sec. 828.054. APPROVAL REQUI RED 268
Sec. 828.055. RESTRICTIONS ON REI NSURED COVPANY 269
Sec. 828.056. REQUI RED EFFECTI VE DATE OF REI NSURANCE
AGREEMENT; EFFECT OF FAI LURE TO MEET REQUI RED
EFFECTI VE DATE 270
Sec. 828.057. PRCH BI TION ON USE OF PURCHASI NG COVPANY' S
CAPI TAL, SURPLUS, OR RESERVES 271
CHAPTER 828. PURCHASE OF STOCK FOR TOTAL ASSUWPTI ON
REI NSURANCE
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 828.001. AUTHORITY TO PURCHASE STOCK FOR TOTAL
ASSUMPTI ON REI NSURANCE. Thi s code does not affect the right of a
Iife insurance conpany organi zed or operating under Chapter 841,
882, or 982 to purchase or contract to purchase all or part of
t he outstandi ng shares of another domestic or foreign life
i nsurance conpany that engages in a simlar |line of business in
order to:

(1) reinsure all of the other conpany's business;

(2) assune all of the other conpany's liabilities; and

(3) take over all of the other conpany's assets.
(V.T.I.C Art. 21.26, Sec. 1 (part).)
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Source Law

Art. 21.26

Sec. 1. Nothing in this Act or in the Insurance Code shal
be construed as in any way affecting or limting the right of a
life insurance corporation organi zed or operating under Chapter
Three (3) or Chapter Eleven (11) of the Insurance Code of the
State of Texas to purchase or to contract to purchase all or part
of the outstanding shares of another life insurance corporation,
donestic or foreign, doing a simlar |ine of business for the
pur pose of reinsuring all of the business of such other insurance
corporation and assumng all of the liabilities and taking over
all of the assets of such other corporation.

Revisor's Note

(1) Section 1, V.T.1.C. Article 21.26, provides that the
| nsurance Code may not be construed as "affecting or limting"
the right of certain insurers to purchase the shares of certain
other insurers. The revised |law omts as unnecessary the
reference to "limting" because "limting" is included in the
meani ng of "affecting."

(2) Section 1, V.T.1.C. Article 21.26, refers to a "life
i nsurance corporation.” The revised | aw substitutes "conpany”
for "corporation” to ensure consistent term nol ogy throughout
this code.

(3) Section 1, V.T.1.C. Article 21.26, refers to Chapters 3
and 11 of the Insurance Code. The pertinent portions of Chapter
3, relating to authorization of |life insurance conpanies, are
revised in Chapters 841 and 982 of this code. Chapter 11 is
revised as Chapter 882 of this code. The revised lawis drafted
accordingly.

Revi sed Law
Sec. 828.002. EFFECT ON ANTI TRUST LAWS. This chapter does
not affect in any manner the antitrust laws of this state.
(V.T.I.C Art. 21.26, Sec. 3.)
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Source Law

Sec. 3. Nothing herein shall be construed as affecting,
nodi fyi ng, amendi ng or repealing in any nmanner the Anti-Trust
Statutes of this state.

Revisor's Note
Section 3, V.T.1.C. Article 21.26, provides that the article
may not be construed as "affecting, nodifying, amendi ng or
repealing" the state's antitrust statutes. The revised law omts
as unnecessary the references to "nodifying, amending or
repeal i ng" because, in context, those terns are included in the
meani ng of "affecting."

Revi sed Law
Sec. 828.003. | NVESTMENTS OF RElI NSURED COMPANY. The
i nvestnments of a conpany reinsured under this chapter are subject
to Section 824.102 as if the conpany had been nerged or
consolidated. (V.T.1.C. Art. 21.26, Sec. 2.)
Source Law

Sec. 2. Al investnments of such reinsured corporation shal
be subject to Section 5 of Article 21.25 hereof, as if such
corporation had been nerged or consoli dated.

[ Sections 828. 004-828. 050 reserved for expansion]

SUBCHAPTER B. EXCEPTI ON TO | NVESTMENT LI M TATI ON
Revi sed Law
Sec. 828.051. EXCEPTION TO LI M TATI ON ON PURCHASI NG SHARES
OF OTHER COMPANY. Articles 3.33 and 3.39 do not apply to a
purchase or contract described by Section 828.001 if al
requi renents of this subchapter are net. (V.T.I.C Art. 21.26,
Sec. 1 (part).)
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Source Law

Sec. 1. . . . The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:

Revi sed Law
Sec. 828.052. RESOLUTION OF | NTENTI ON TO REI NSURE. The
intention to reinsure nust be evidenced by a resol ution adopted
by the board of directors of the purchasing conpany on or before
t he purchase of the shares or the execution of a contract to
purchase the shares. (V.T.I.C Art. 21.26, Sec. 1 (part).)
Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(a) The intention to reinsure is evidenced by a
resol ution adopted by the Board of Directors of the reinsuring
corporation at or prior to the purchase of such stock or the
execution of a contract to purchase such stock; and

Revisor's Note

V.T.1.C. Article 21.26 refers to the "reinsuring
corporation” and the "purchasing corporation,” in both cases
meani ng a conpany that is purchasing shares of another conpany to
reinsure all of the other conpany's business, as described by the
portion of Section 1, V.T.1.C Article 21.26, revised as Section
828.001 of this chapter. Throughout this chapter, the revised
| aw uses the phrase "purchasi ng conpany” for consistency of
t er m nol ogy.

78C204 DLF-D
310



Revi sed Law
Sec. 828.053. M N MJUM STOCK ACQUI SI TI ON. The purchasi ng
conpany shall obtain or seek to obtain at |east the nunber of
shares of the other insurance conpany necessary to vote an
approval of the total assunption reinsurance agreenent under the
|aws of the state in which the other insurance conpany is
organi zed by one or nore of the foll ow ng neans:
(1) initially purchasing or contracting to purchase
t he shares; or
(2) offering to purchase, nmeking a tender offer for,
requesting or inviting tenders of, or otherw se seeking to
acquire the shares in the open market or otherwse. (V.T.1.C
Art. 21.26, Sec. 1 (part).)
Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(b) The reinsuring corporation shall either (1)
initially purchase or contract to purchase the nunber of shares
of the stock of the other insurance corporation necessary to vote
an approval of a total assunption reinsurance agreenent under the
|aws of the state in which such other insurance corporation was
organi zed, (2) offer to purchase, nake a tender offer for,
request or invite tenders of, or otherw se seek to acquire, in
t he open market at |east the nunber of shares of the stock of the
ot her insurance corporation necessary to vote an approval of such
rei nsurance agreenent under the laws of the state in which such
ot her corporation was organi zed, or (3) by any conbi nation of the
provisions of (1) and (2) hereof, obtain or seek to obtain the
nunber of shares of stock of the other insurance corporation
necessary to vote an approval of such reinsurance agreenent under
the laws of the state in which such other insurance corporation
was organi zed; and
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Revi sed Law
Sec. 828.054. APPROVAL REQUI RED. A purchase, offer to
purchase, tender offer, request to purchase, or invitation to
purchase shares in excess of the [imts inposed under Article
3.33 or 3.39 may not be made until it is filed with and approved
by the conm ssioner in accordance with Chapter 823. (V.T.I.C
Art. 21.26, Sec. 1 (part).)

Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(c) No such purchase of stock, offer to purchase,
tender offer, request or invitation to purchase stock in excess
of the [imts of Article 3.39 of the Insurance Code nay be made
until such proposed purchase, offer to purchase, tender offer
request or invitation to purchase has been filed with and
approved by the conmm ssioner in accordance with the provisions of
Article 21.49-1 of this code; and

Revi sed Law

Sec. 828.055. RESTRICTIONS ON REI NSURED COVPANY. Fol | owi ng
the earlier of the date of the contract to purchase the shares or
the date of the comm ssioner's approval of the purchase, offer to
purchase, tender offer, request to purchase, or invitation to
purchase the shares, the conpany the shares of which are being
purchased may not purchase or contract to purchase any of its own
shares as treasury shares, issue or contract to issue any of its
aut hori zed but uni ssued shares, or make any investnents in or
| oans to the purchasing conpany or an affiliate of the purchasing
conpany unless the investnent or loan is otherw se authorized and
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approved in advance by the conm ssioner under Chapter 823.
(V.T.I.C Art. 21.26, Sec. 1 (part).)
Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(d) Following the date of the contract to purchase
such shares or the date of the comm ssioner's approval of such
purchase, offer to purchase, tender offer, request or invitation
to purchase such stock, whichever shall first occur, the
corporation whose stock is being purchased shall not purchase or
contract to purchase any of its own shares as treasury stock
i ssue or contract to issue any of its authorized but uni ssued
stock, nor shall such corporation nake any investnents in or
| oans to the purchasing corporation or any of its affiliates
unl ess such investnent or loan is otherw se authorized and
approved in advance by the comm ssioner under the provisions of
Article 21.49-1, as anmended, of the |Insurance Code; and

Revi sor's Note

Section 1(d), V.T.1.C. Article 21.26, refers to "Article
21.49-1, as anended, of the Insurance Code." The revised |aw
omts the reference to "as anended" as unnecessary because
Section 311. 027, CGovernnent Code (Code Construction Act),
applicable to the revised |l aw, provides that unless expressly
provi ded ot herwi se, a reference to any portion of a statute
applies to all reenactnents, revisions, or anendnents of the
statute.

Revi sed Law
Sec. 828.056. REQUI RED EFFECTI VE DATE OF REI NSURANCE
AGREEMENT; EFFECT OF FAI LURE TO MEET REQUI RED EFFECTI VE DATE. (a)
The rei nsurance agreenent nust take effect on or before Decenber
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31 of the second year after the earlier of the year in which the
initial purchase of shares is nmade or the year in which the
initial contract to purchase is executed unless the comm ssioner
for good cause shown extends that period.

(b) If the reinsurance agreenent does not take effect
within the period finally determ ned and extended by the
comm ssi oner, the purchasing conpany shall sell or otherw se
di spose of the purchased shares that exceed the investnent
[imtations inposed under Article 3.33 or 3.39 within six nonths
of the final effective date. (V.T.1.C Art. 21.26, Sec. 1
(part).)

Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(e) The reinsurance agreenment shall becone effective
on or before Decenber 31st in the second year follow ng the year
in which the initial purchase of such stock is nade or the
initial contract to purchase is executed, whichever shall occur
first, unless the conm ssioner for good cause shown shall extend
such tinme for the effective date of the reinsurance agreenent;
and

(f) If the reinsurance agreenent fails to becone
effective within such tine as may be finally determ ned and
extended by the conm ssioner, the purchasing corporation nust
sell or otherw se dispose of such purchased shares which are in
excess of the investnment limtations of Article 3.39 of this code
wi thin six nonths of such final effective date; and

Revi sor's Note
Section 1, V.T.1.C. Article 21.26, which has not been
anended since 1977, refers to the investnent limtations of
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V.T..C. Article 3.39. 1In 1985, V.T.I.C Article 3.33 was
enacted to govern investnents of nost types of insurers. Section
1 of Article 3.33 states that Article 3.39 is applicable only to
specified types of insurers listed by that section. Accordingly,
the revised law includes a reference to Article 3.33.
Revi sed Law
Sec. 828.057. PRCH BI TION ON USE OF PURCHASI NG COVPANY' S
CAPI TAL, SURPLUS, OR RESERVES. Amounts actually paid by the
pur chasi ng conpany for the purchase of shares acquired or
obt ai ned under this subchapter may not include the m ni num
capital, mninmum surplus, and policy reserves required by |aw for
t he purchasing conpany. (V.T.1.C. Art. 21.26, Sec. 1 (part).)
Source Law

Sec. 1. . . . [The provisions contained in Article 3.39 of
the Insurance Code |limting investnents in the purchase of the
corporate shares of another corporation shall not apply to such
purchase or contract to purchase provided that:]

(g) In no event shall any sunms actually paid out by
t he purchasing corporation for the purchase of stock acquired or
obt ai ned hereunder include the m ninumcapital, m ninmum surpl us,
and policy reserves required by |law for such corporation.

[ Chapters 829-840 reserved for expansion]
SUBTI TLE C. LI FE, HEALTH, AND ACCI DENT | NSURERS AND
RELATED ENTI TI ES
CHAPTER 841. LIFE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 841.001. DEFI N TIONS 274
Sec. 841.002. APPLICABILITY OF CHAPTER AND OTHER LAW 277
Sec. 841.003. APPLICABILITY OF LAW GOVERNI NG
CORPORATI ONS 279
Sec. 841.004. NET ASSETS DEFI NED;, RULES 280
[ Sections 841. 005-841. 050 reserved for expansion]
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SUBCHAPTER B. FORMATI ON AND STRUCTURE OF DOMESTI C COMPANI ES

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

841. 051. FORVATI ON OF COVPANY 282

841.052. ARTICLES OF | NCORPORATION 283

841. 053. COVPANY NAME 284

841. 054. CAPI TAL STOCK AND SURPLUS REQUI REMENTS 284
841. 055. SHARES OF STOCK 286

841. 056. REQUI REMENTS FOR SHARES OF STOCK W TH PAR

VALUE 287
841. 057. REQUI REMENTS FOR SHARES OF STOCK W THOUT PAR
VALUE 290

841. 058. APPLI CATI ON FOR CHARTER 292
841. 059. ACTI ON BY COMWM SSI ONER AND DEPARTMENT AFTER
FILING 293

841. 060. APPLI CATI ON PROCESS 294
841.061. ACTI ON ON APPLI CATION 295
841.062. BEG NNI NG OF CORPORATE EXI STENCE 297
841. 063. ORGANI ZATI ON MEETI NG 297

[ Sections 841.064-841. 100 reserved for expansion]

SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS

841.101. CERTIFI CATE OF AUTHORI TY REQUI RED 298
841.102. SCHEDULE OF ASSETS 298
841.103. | SSUANCE OF CERTI FI CATE OF AUTHORI TY 299

[ Sections 841.104-841. 150 reserved for expansion]

SUBCHAPTER D. MANAGEMENT OF COMPANY
841.151. CONDUCTI NG SHAREHOLDERS' MEETI NG 300
841.152. BQOARD OF DI RECTORS 301
841.153. ELECTION OF DI RECTORS 302
841.154. STAGGERED TERMS FOR LARGE BOARD OF
DI RECTORS 303

841.155. OFFICERS 304
841.156. AMENDMENT OF CHARTER OR ARTI CLES 304

[ Sections 841.157-841. 200 reserved for expansion]

SUBCHAPTER E. CAPI TAL AND SURPLUS

841.201. FORM OF REQUI RED CAPI TAL AND SURPLUS 305
841.202. AUTHORI ZED SHARES 306
841.203. COWPANY' S REPURCHASE OF STOCK 307
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Sec. 841.204. EXEMPTI ON FROM REQUI RED | NCREASE OF CAPI TAL
AND SURPLUS 308
Sec. 841.205. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS 309
Sec. 841.206. | MPAI RVMENT OF CAPI TAL AND SURPLUS 311
Sec. 841.207. ACTIONS OF COW SSI ONER WHEN CAPI TAL AND
SURPLUS REQUI REMENTS NOT SATI SFI ED 313
[ Sections 841. 208-841. 250 reserved for expansion]
SUBCHAPTER F. CGENERAL PONERS, DUTIES, AND LI M TATI ONS
Sec. 841.251. EVIDENCE OF EXPENDI TURES 313
Sec. 841.252. PAYMENTS TO OFFI CERS, DI RECTORS, AND
EMPLOYEES 314
Sec. 841.253. LIFE I NSURANCE COVPANY' S PAYMENT OF
DI VI DENDS 316
Sec. 841.254. TRANSFER OF STOCK 317
Sec. 841.255. ANNUAL STATEMENT; FILING FEE 317
Sec. 841.256. BUSINESS | N SEPARATE DEPARTMENTS OF DOVESTI C
| NSURANCE COVPANY 318
Sec. 841.257. KINDS OF BUSI NESS LI M TED 319
Sec. 841.258. AGENTS FOR COVMPANY THAT CEASES WRI TI NG NEW
BUSI NESS 320
Sec. 841.259. ACTIVITIES OF DI RECTORS AND OFFI CERS 321
Sec. 841.260. PRCH BITED COM SSI ONS 322
Sec. 841.261. CAUSES OF ACTION 324
[ Sections 841. 262-841. 300 reserved for expansion]
SUBCHAPTER G PROHI BI TI ONS AND RESTRI CTI ONS
ON | SSUANCE OF POLI CI ES
Sec. 841.301. LIMTS ON AMOUNT OF ACCI DENT AND HEALTH
| NSURANCE POLICIES 324
Sec. 841.302. LIMTS ON LI FE OR ACCI DENTAL DEATH
| NSURANCE 328
[ Sections 841. 303-841. 350 reserved for expansion]
SUBCHAPTER H. DEPOSI T OF SECURI Tl ES
Sec. 841.351. DEPOCSIT WTH COMPTROLLER 330
Sec. 841.352. | SSUANCE OF RECEI PT FOR DEPOCSI T 331
Sec. 841.353. ADVERTI SEMENT OF DEPCSI T 331
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Sec. 841.354. ACCESS TO DEPCSIT 331
Sec. 841.355. W THDRAWAL OF DEPCSI T AFTER MERGER

CONSOLI DATI ON, OR TOTAL REI NSURANCE 332
Sec. 841.356. SITUS OF DEPCSI T FOR TAX PURPCSES 333
Sec. 841.357. MAINTENANCE OF DEPCSIT 333

[ Sections 841. 358-841. 700 reserved for expansion]
SUBCHAPTER O. ENFORCEMENT AND | NTERVENTI ON

Sec. 841.701. REVOCATI ON OF CERTI FI CATE OF AUTHORITY 334
Sec. 841.702. APPEAL OF DETERM NATI ON TO REVCKE

CERTI FI CATE 335
Sec. 841.703. CERTIFI CATE OF AUTHORI TY VO D ON FAILURE TO

SATI SFY JUDGVENT 336
Sec. 841.704. FALSE STATEMENT, REPORT, OR OTHER DOCUMENT;

CRI M NAL PENALTY 337

CHAPTER 841. LIFE, HEALTH, OR ACCI DENT | NSURANCE COVPANI ES
SUBCHAPTER A. GENERAL PROVI SI ONS
Revi sed Law
Sec. 841.001. DEFINITIONS. (1) "Accident insurance

conpany" nmeans a corporation authorized under a charter to engage
i n business involving the paynent of noney or another thing of
value in the event of an injury to or the disablenment or death of
an individual as a result of travel or a general accident by |and
or water.

(2) "Alien conpany" neans a life, accident, or health
I nsurance conpany organi zed under the laws of a foreign country.

(3) "Beneficiary" is the person to whom an insurance
policy is payabl e.

(4) "Donestic insurance conpany," in this chapter and
anot her | aw descri bed by Section 841.002, nmeans an insurance
conpany organi zed under the laws of this state as:

(A) a life insurance conpany;

(B) an accident insurance conpany;

(C© alife and accident insurance conpany;

(D) a health and accident insurance conpany; or
(E) alife, health, and accident insurance

conpany.
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(5) "Foreign conpany" neans a |life, accident, or
heal t h i nsurance conpany organi zed under the |aws of another
state.

(6) "Health insurance conpany" mnmeans a corporation
aut hori zed under a charter to engage in business involving the
paynment of noney or another thing of value in the event of |oss
resulting fromdisability incurred as a result of sickness or il
heal t h.

(7) "Home office,” with respect to an insurance
conpany, neans the principal office of the conpany in the state
or country under whose | aws the conpany is organized.

(8) "lnsurance conpany" and "conpany" i nclude al
corporations engaged as a principal in the business of |ife,
accident, or health insurance.

(9) "Life insurance conpany” nmeans a corporation
aut hori zed under a charter to engage in business involving the
paynment of noney or another thing of value conditioned on the
conti nuance or cessation of human |ife or involving an insurance,
guaranty, or contract for the paynent of an endownent or annuity.

(10) "Policyholder” and "insured" nean the individual
on whose life an insurance policy is effected.

(11) "Profits,” with respect to an insurance conpany,
means the portion of the conpany's funds that are not:

(A) required for the paynent of |osses and
expenses; or

(B) set aside for any other purpose required by
| aw.

(12) "United States branch" neans:

(A) the business unit through which business is
transacted within the United States by an alien conpany;

(B) the assets and liabilities of the conpany
within the United States pertaining to the business;

(© the managenent powers pertaining to the
business and to the assets and liabilities; or

(D) any conbination of the itens described by
Par agraphs (A)-(C).
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(13) The definitions of "conpany" and "insurance
conpany" apply to this chapter and anot her | aw described by
Section 841.002 unless a different nmeaning is plainly required by
the context in which the termappears. (V.T.1.C Art. 3.01,

Secs. 1, 2, 3, 4, 5, 6, 7, 7A, 8, 9, 11, 13.)
Source Law

Art. 3.01

Sec. 1. Alife insurance conpany shall be deened to be a
corporation doi ng business under any charter involving the
paynment of noney or other thing of value, conditioned on the
conti nuance or cessation of human |life, or involving an
i nsurance, guaranty, contract or pledge for the paynent of
endownents or annuities.

Sec. 2. An accident insurance conpany shall be deened to be
a corporation doing business under any charter involving the
paynment of noney or other thing of value, conditioned upon the
injury, disablenment or death of persons resulting fromtraveling
or general accidents by |land or water.

Sec. 3. A health insurance conpany shall be deened to be a
corporation doi ng business under any charter involving the
paynment of any anount of noney, or other thing of val ue,
condi ti oned upon | oss by reason of disability due to sickness or
ill-health.

Sec. 4. \When consistent with the context and not obviously
used in a different sense, the term"conpany," or "insurance
conpany, " as used herein, includes all corporations engaged as
principals in the business of life, accident or health insurance.

Sec. 5. The term "donestic" conpany, as used herein,
designates those life, accident or |ife and accident, health and
accident, or life, health and accident insurance conpanies
i ncorporated and fornmed in this State.

Sec. 6. The term "foreign conpany” neans any |ife, accident
or health insurance conpany organi zed under the |aws of any other
state or territory of the United States.

Sec. 7. The term "home office" of a conpany neans its
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principal office wwthin the state or country in which it is
i ncor porated and forned.

Sec. 7A. The term "alien conpany" neans any |life, accident,
or health insurance conpany organi zed under the |aws of any
foreign country.

Sec. 8. The "insured" or "policyholder" is the person on
whose |life a policy of insurance is effected.

Sec. 9. The "beneficiary"” is the person to whoma policy of
i nsurance effected is payable.

Sec. 11. The "profits" of a conpany are that portion of its
funds not required for the paynent of | osses and expenses, nor
set apart for any other purpose required by |aw.

Sec. 13. The "United States branch" neans:

(a) the business unit through which business is
transacted within the United States by an alien insurer;

(b) the assets and liabilities of the insurer within
the United States pertaining to such business;

(c) the managenent powers pertaining to such business
and to the assets and liabilities; or

(d) any conbination of the foregoing.

Revisor's Note

(1) Section 1, V.T.1.C. Article 3.01, defines "life
i nsurance conpany” to include a corporation doing business
invol ving an "insurance, guaranty, contract or pledge" for
paynment of an endownent or annuity. The revised |aw omts
"pl edge" as unnecessary because it is included within the neaning
of "guaranty."

(2) Sections 5 and 7, V.T.I.C. Article 3.01, refer to
i nsurance conpani es "incorporated and fornmed" in this state and
to the state or country in which a conpany is "incorporated and
formed."” The revised | aw substitutes "organi zed" for
"incorporated and fornmed" for consistency with term nol ogy used
in other chapters of this code.
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(3) Section 6, V.T.1.C. Article 3.01, refers to "any other
state or territory of the United States." The revised law omts
"territory" as unnecessary because Section 311. 005, Governnent
Code (Code Construction Act), which applies to the revised |aw,
provi des that "state," when referring to a part of the United
States, includes any state or territory of the United States.

Revi sed Law

Sec. 841.002. APPLICABILITY OF CHAPTER AND OTHER LAW
Except as otherw se expressly provided by this code, each
i nsurance conpany i ncorporated or engaging in business in this
state as a life insurance conpany, an accident insurance conpany,
a life and accident insurance conpany, a health and acci dent
i nsurance conpany, or a life, health, and accident insurance
conpany i s subject to:

(1) this chapter

(2) Chapter 3; and

(3) Title 7. (V.T.1.C. Art. 3.02, Sec. 3.)
Source Law

Sec. 3. Every life insurance conpany, or accident insurance
conpany, or life and accident, health and accident, or life,
heal th and acci dent insurance conpany incorporated or transacting
such business in this State is subject to the capital and surplus
requi renents inposed by this article and is subject to the other
provi sions of this chapter unless otherw se expressly provi ded by
t hi s Code.

Revisor's Note

(1) Section 3, V.T.I.C. Article 3.02, provides that certain
conpani es are subject to "the capital and surplus requirenents”
i nposed by Article 3.02 and to "the other provisions of this
chapter.” The revised law omts the reference to "the capital
and surplus requirenents” as unnecessary because "the capital and
surplus requirenents” are included within the neaning of
"provisions of this chapter."”

(2) Section 3, V.T.1.C. Article 3.02, refers to "the other
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provi sions of this chapter,"” neaning Chapter 3, |nsurance Code,
portions of which are revised as this chapter. This chapter
contains primarily portions of V.T.1.C. Chapter 3 that are
derived fromlaw originally derived from Chapter 108, Genera
Laws, Acts of the 31st Legislature, Regular Session, 19009.
V.T.I.C. Chapter 3 also contains law that is derived fromlaw
that was added to the Revised Statutes after 1909, but before the
enact nent of the Insurance Code of 1951, and provisions added to
Chapter 3 after 1951. In addition, V.T.1.C Chapter 3 includes
provi sions of |law that are published by the publishing conpany as
part of Chapter 3, but which were never fornally added to the

| nsurance Code by the |egislature.

Portions of Chapter 3 of the Insurance Code of 1951 renmain
as a part of Chapter 3. It is appropriate, therefore, to state in
this section that the conpani es described by this section are
subj ect to Chapter 3.

Portions of V.T.I.C Chapter 3 are revised as part of Title
7 of this code. Wiile portions of Title 7 are not derived from
Chapter 3 of the Insurance Code of 1951, those provisions either
apply to the insurance conpani es described by this section by
their owmn terns or cannot be interpreted to apply to these
conpanies. It is appropriate, therefore, to state in this section
that the conpani es described by this section are subject to Title
7.

Portions of Chapter 3 of the Insurance Code of 1951 are
revised as part of Chapter 982 of this code. The provisions of
Chapter 982 that are derived from Chapter 3 clearly state the
scope of their applicability and it is not necessary to repeat
that applicability in this section.

Portions of V.T.1.C. Chapter 3 are revised in Subtitle H of
Title 8 of this code. To the extent that the provisions of
Subtitle H, Title 8, that are derived from Chapter 3 of the
| nsurance Code of 1951 apply to conpani es described by this
section, those provisions clearly state the scope of their
applicability and it is not necessary to repeat that
applicability in this section. The revised lawis drafted
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accordingly.

Revi sed Law

Sec. 841.003. APPLICABILITY OF LAW GOVERNI NG CORPORATI ONS

An i nsurance conpany operating under this chapter is subject to
t he Texas Busi ness Corporation Act, the Texas M scel |l aneous
Corporation Laws Act (Article 1302-1.01 et seq., Vernon's Texas
Cvil Statutes), and any other law of this state that governs
corporations in general to the extent those | aws are not
inconsistent wwth this chapter or another |aw described by
Section 841.002. (V.T.1.C. Art. 3.69.)

Source Law

Art. 3.69. The | aws governing corporations in general shal
apply to and govern insurance conpani es organi zed or operating
under this Chapter 3 in so far as sanme are not inconsistent with
the provisions of this chapter.

Revisor's Note

(1) V.T.1.C Article 3.69 refers to "l aws governi ng
corporations in general."” For the convenience of the reader, the
revised | aw adds references to the Texas Busi ness Corporation Act
and the Texas M scel | aneous Corporation Laws Act (Article
1302-1.01 et seq., Vernon's Texas Cvil Statutes), which are | aws
t hat govern corporations in general.

(2) V.T.I.C. Article 3.69 refers to "insurance conpani es
organi zed or operating under" this chapter. Throughout this
chapter, the revised law refers only to a conpany "operating"
under this chapter because a conpany "organi zed" under this
chapter is also "operating” under this chapter

Revi sed Law

Sec. 841.004. NET ASSETS DEFI NED, RULES. (a) A conpany's
"net assets" consist of the conpany's funds that are avail able
for the paynent of a conpany's obligations in this state,

i ncl udi ng:
(1) uncollected premuns that are not nore than three
nmont hs past due and deferred prem uns on policies actually in
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force, after the deduction of:

(A) all unpaid | osses and cl ai ns;

(B) all clainms for |osses; and

(© all other debts, exclusive of capital stock;
and

(2) if the total value of the equi pnent exceeds

$2,000, the value of all electronic machines that conprise a data
processi ng systemor systens and of all other office equipnent,
furniture, machines, and | abor-saving devi ces purchased for and
used in connection wth the business of the insurance conpany to
the extent that the total actual cash narket val ue of those
assets is less than 10 percent of the other admtted assets of
t he conpany.

(b) The comm ssioner may adopt rules defining electronic
machi nes and systens, office equipnent, furniture, machines, and
| abor - savi ng devi ces descri bed by Subsection (a) and stating the
maxi mum peri od for which each class of equi pment nay be
anortized. (V.T.1.C. Art. 3.01, Sec. 10 (part).)

Source Law

Sec. 10. By the term "net assets" is neant the funds of the
conpany avail able for the paynent of its obligations in this
state, including but not limted to:

(a) Uncollected premuns not nore than three (3)
nmont hs past due and deferred prem unms on policies actually in
force, after deducting fromsuch funds all unpaid | osses and
clainms and clainms for |osses, and all other debts, exclusive of
capital stock; and

(b) Al electronic machines, constituting a
dat a- processi ng system or systens, and all other office
equi pnent, furniture, machines and | abor-saving devices
heretof ore or hereafter purchased for and used in connection with
t he busi ness of an insurance conpany to the extent that the total
actual cash market value of all of such systens, equipnent,
furniture, nmachines and devices constitute not nore than ten
percent (10% of the otherw se admtted assets of such conpany;
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and provided further, that the total value of all such property
of a conpany nust exceed Two Thousand Dol lars ($2,000), to
qual i fy hereunder.

(c) The Comm ssioner of Insurance nmay adopt
regul ati ons defining electronic machi nes and systens, office
equi pnent, furniture, nmachi nes and | abor-saving devices as used
in subsection (b), and provide for the maxi mum period for which
each such cl ass of equipnent may be anorti zed.

Revisor's Note

Section 10(c), V.T.I.C Article 3.01, refers to the
authority of the conmm ssioner of insurance to adopt "regul ati ons"”
defining certain equipnment. Throughout this chapter, the revised
| aw substitutes "rules" for "regul ati ons" because, in this
context, the terns are synonynous and because under Section
311. 005, CGovernnent Code (Code Construction Act), a rule is
defined to include a regulation. That definition applies to the
revi sed | aw.

[ Sections 841. 005-841. 050 reserved for expansion]
SUBCHAPTER B. FORVMATI ON AND STRUCTURE OF DOMESTI C COMPANI ES
Revi sed Law
Sec. 841.051. FORMATION OF COWANY. (a) Three or nore

residents of this state may form

(1) a life insurance conpany;

(2) an accident insurance conpany;

(3) alife and accident insurance conpany;

(4) a health and accident insurance conpany; or

(5 alife, health, and accident insurance conpany.

(b) To forma donestic insurance conpany:

(1) each incorporator nust sign and acknow edge the
articles of incorporation of the conpany; and

(2) the incorporators nust file the articles of
incorporation with the departnent. (V.T.1.C Art. 3.02, Sec.

1(a) (part).)
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Source Law

Art. 3.02

Sec. 1. (a) Any three or nore citizens of this State may
associ ate thensel ves for the purpose of formng a life insurance
conpany, or accident insurance conpany, or |ife and accident,
heal th and accident, or life, health and accident insurance
conpany. . . . In order to formsuch a conpany, the
i ncorporators shall sign and acknow edge its articles of
incorporation and file the sane in the office of the State Board
of I nsurance.

Revisor's Note

(1) Section 1(a), V.T.1.C Article 3.02, refers to
"citizens of this State.” The revised |aw substitutes "resident"
for "citizen" because, in context, "citizen" and "resident" are
synonynous, and "resident" is nore commonly used.

(2) Section 1(a), V.T.I.C Article 3.02, refers to "such a
conpany,"” neaning a life insurance conpany, accident insurance
conpany, life and accident insurance conpany, health and acci dent
i nsurance conpany, or life, health, and accident insurance
conpany forned in accordance with V.T.1.C Article 3.02. The
revised | aw substitutes the term "donestic insurance conpany"
because that is the defined termthat describes a conpany
organi zed under this chapter. Simlar changes are made throughout
this chapter, as appropriate.

(3) Section 1(a), V.T.I.C Article 3.02, refers to the
State Board of Insurance. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished that board and
transferred its functions to the comm ssioner of insurance and
t he Texas Departnent of |Insurance. Chapter 31 of this code
defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
comm ssioner of insurance and the Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the board
have been changed appropriately.
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Revi sed Law
Sec. 841.052. ARTICLES OF | NCORPORATION. (a) Articles of
i ncorporation of a proposed donmestic insurance conpany nust
st at e:

(1) the nane of the conpany;

(2) the location of the conpany's home office;

(3) the kinds of insurance business in which the
conpany proposes to engage;

(4) the name and place of residence of each
i ncor por at or;

(5) the anobunt of the conpany's capital stock;

(6) the nunber of shares of the conpany's capital
st ock;

(7) the anobunt of the conpany's surplus; and

(8) the period of the conpany's duration, which nay be
per pet ual .

(b) The incorporators of a domestic insurance conpany nmay
include in the articles of incorporation other provisions that
are not inconsistent wwth law. (V.T.I1.C. Art. 3.02, Sec. 1(a)
(part).)

Source Law

(a) . . . Such articles shall specify:

1. The nanme and pl ace of residence of each of the
i ncor porators;

2. The nane of the proposed conpany . . .;

3. The location of its hone office;

4. The kind or kinds of insurance business it proposes
to transact;

5. The anount of its capital stock and its surplus

6. The period of tine it is to exist, which may be
per pet ual ;

7. The nunber of shares of such capital stock

8. Such other provisions not inconsistent wwth the | aw
as the incorporators may deem proper to insert therein.
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Revi sed Law
Sec. 841.053. COWANY NAME. (a) The nane of a donestic
i nsurance conpany mnust contain the words "I nsurance Conpany."
(b) A donestic insurance conpany's name may not be so
simlar to the nane of another donestic insurance conpany as to
likely mslead the public. (V.T.1.C. Art. 3.02, Sec. 1(a)

(part).)

Source Law

(a) . . . [Such articles shall specify:]

2. The nane of the proposed conpany, which shal
contain the words "I nsurance Conpany"” as a part thereof, and the
name sel ected shall not be so simlar to that of any other
i nsurance conpany as to be likely to m slead the public;

Revi sed Law
Sec. 841.054. CAPITAL STOCK AND SURPLUS REQUI REMENTS. (a)
A donestic insurance conpany mnmust have capital stock in an anpunt
of at least $700,000 and surplus in an amobunt of at | east
$700, 000.
(b) Al of the capital stock required by Subsection (a)
must be fully subscribed and paid up and delivered to the
i ncorporators before the articles of incorporation are fil ed.
(c) At the tinme of incorporation, the required capital and
surplus shall consist only of:
(1) United States currency;
(2) bonds of the United States, this state, or a
county or nunicipality of this state; or
(3) governnment insured nortgage |oans that are
aut horized by this chapter or Chapter 3, with not nore than 50
percent of the required capital invested in first nortgage real
property loans. (V.T.1.C. Art. 3.02, Sec. 1(a) (part).)
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Source Law

(a) . . . [Such articles shall specify:]

5. The anount of its capital stock and its surplus,
that in no case may be | ess than Seven Hundred Thousand
($700, 000. 00) Dol lars capital and Seven Hundred Thousand
($700, 000.00) Dol lars surplus; all of which capital stock nust be
fully subscribed and fully paid up and in the hands of the
i ncorporators before said articles of incorporation are filed.
Such m ni mum capital and surplus shall, at the tinme of
i ncorporation, consist only of |awful noney of the United States
or bonds of the United States or of this State or of any county
or incorporated nunicipality thereof, or governnent insured
nort gage | oans which are otherw se authorized by this chapter
and shall not include any real estate; provided, however, that
fifty (50% per cent of the m ninmumcapital may be invested in
first nortgage real estate | oans.

Revisor's Note

(1) Section 1(a), V.T.1.C Article 3.02, refers to an
"incorporated nunicipality" of this state. The revised |law omts
"incorporated" because under the Local Governnent Code al
muni ci palities nmust be incorporated.

(2) Section 1(a), V.T.1.C Article 3.02, refers to
"government insured nortgage loans . . . authorized by this
chapter.” The revised |aw includes a reference to Chapter 3,
| nsurance Code, which contains provisions applicable to
i nvestnments of insurance conpanies that are not revised in this
chapter.

(3) Section 1(a), V.T.1.C Article 3.02, provides that the
m ni mum capi tal and surplus "shall not include any real estate."
The revised law omts the quoted | anguage as unnecessary because
the revised | aw expressly sets out all of the forns that capital
and surplus may take, which do not include real property.
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Revi sed Law

Sec. 841.055. SHARES OF STOCK. (a) The shares of stock of
an insurance conpany operating under this chapter may be divi ded
or converted into shares of stock with a par value or shares of
stock wi thout par value or into a conbination of shares with or
w t hout par val ue.

(b) Each issued share of stock nmust be fully paid for and
nonassessabl e.

(c) The insurance conpany by an anendnent to its charter
may i ncrease or decrease the total nunber of shares of stock the
conpany is authorized to issue if:

(1) shares representing at |east 50 percent of the
total par value of the authorized shares with a par value, if
any, have been in good faith subscribed and fully paid for; and

(2) shares representing at |east 50 percent of the
total nunber of the authorized shares without a par value, if
any, have been in good faith subscribed and fully paid for.

(d) Authorized but unissued shares of stock of an insurance
conpany are not considered capital, stock, or capital stock of
t he conpany.

(e) This section and Sections 841.056 and 841. 057 do not
inpair the charter rights of an insurance conpany authorized to
i ssue shares of stock with or wthout a par value before
Septenber 6, 1955. (V.T.1.C. Art. 3.02a, Subsecs. (a) (part),

(d).)

Source Law

Art. 3.02a. (a) The shares of any life, health or accident
i nsurance conpany organi zed or operating under the provisions of
this Chapter may be divided or converted into shares of either
par value or no par value, or sonme of each, and all issued shares
shall be fully paid and nonassessable. . . . The aggregate
nunber of shares which the conpany has authority to i ssue nay be
i ncreased or decreased fromtinme to tinme by lawful charter
amendnent so long as at least fifty per cent (50% of the
aggregat e nunber of the authorized shares to be issued w thout

78C204 DLF-D
331



nom nal or par value is in good faith subscribed and paid for and
so long as shares representing at least fifty per cent (50% of

t he aggregate par value of the shares authorized to be issued
with a nom nal or par value has been in good faith subscribed and
paid for in full; provided that authorized but uni ssued shares
shall not constitute capital or stock or capital stock of such

conpany.

(d) Nothing herein contained shall be construed to inpair
the charter rights of conpanies heretofore authorized to issue
stock of no par val ue or par val ue.

Revisor's Note

(1) Subsection (a), V.T.I.C. Article 3.02a, provides for a
change in the nunber of authorized shares by "lawful charter
amendnent."” The revised law omts "lawful" as unnecessary
because it does not add to the clear meaning of the |aw.

(2) Subsection (a), V.T.I.C. Article 3.02a, refers to
shares with a "nom nal or par value." The revised law omts
"nom nal " because, in context, the terns are synonynous, and "par
value" is nore commonly used.

(3) Subsection (d), V.T.I.C. Article 3.02a, refers to the
effect of that article on charter rights of conpanies

"heretofore"” authorized to issue stock with or without a par
value. That article was enacted by Chapter 363, Acts of the 54th
Legi sl ature, Regul ar Session, 1955, which took effect after
m dni ght of Septenber 5, 1955 (90 days after June 7, 1955). The
revised | aw substitutes "before Septenber 6, 1955," for
"heretofore."
Revi sed Law

Sec. 841.056. REQU REMENTS FOR SHARES OF STOCK W TH PAR
VALUE. (a) The shares of stock of an insurance conpany operating
under this chapter that are divided or converted into par val ue
shares, if any, nust have a par value of not |less than $1 or nore
t han $100.

(b) Each par value share of stock nust be fully paid for

78C204 DLF-D
332



before issuance in an anmount that is not |less than the share's
par val ue.

(c) \When an application for charter or an anmendnent to the
charter authorizing the issuance of shares of stock with a par
value is filed, the insurance conpany shall file with the
departnment a statenment under oath stating:

(1) the total nunber of par val ue shares subscri bed;
and

(2) the actual total consideration the conpany
received for those shares.

(d) The sharehol ders of an insurance conpany authori zing
par val ue shares of stock nust in good faith subscribe and fully
pay for shares representing at | east 50 percent of the total par
val ue of the authorized shares with a par value before the
conpany:

(1) is granted a charter; or
(2) amends its charter to authorize the issuance of
par val ue shares.

(e) If all of the authorized par val ue shares of stock are
not subscribed and paid for when the charter is granted or the
amendnent is filed, respectively, the insurance conpany shal
file wwth the departnent a certificate authenticated by a
majority of the directors stating the total nunmber of par val ue
shares issued and the actual total consideration received for
t hose shares. The conpany shall file the certificate not |ater
than the 90th day after the date of issuance of those renaining
shares. The conpany is not required to file an anendnent to its
charter or take further action to effect the increase in the
capi tal and surplus of the conpany.

(f) The actual consideration received by an insurance
conpany for a par value share constitutes capital to the extent
of its par value and the remainder, if any, constitutes surplus.
(V.T.1.C. Art. 3.02a, Subsecs. (a) (part), (b) (part), (c)

(part).)

78C204 DLF-D
333



Source Law

(a) . . . If divided or converted into shares of par
val ue, each share shall be for not |less than One Dollar ($1) nor
nore than One Hundred Dol lars ($100) and the stockhol ders of any
such conpany authorizing the issuance of its stock wwth a nom nal
or par value shall be required in good faith to subscri be and
fully pay for shares representing at least fifty per cent (50%
of the aggregate par value of the shares authorized to be issued
with a nom nal par value before said conpany shall be chartered
or have its charter anended so as to authorize the issuance of
shares with a nomnal or par value. At the tinme of filing of an
original charter or any anendnent of an existing charter
aut hori zing the issuance of stock with a nom nal or par val ue,
the conpany shall file a statenment under oath with the State
Board of Insurance setting forth the aggregate nunber of shares
with a nom nal or par val ue subscribed and the actual aggregate
consi deration received by the conpany for such shares.

(b) . . . The consideration received for shares with a
nom nal or par value shall constitute capital to the extent of
t he par value of such shares, and the excess, if any, of such
consideration shall constitute surplus. . . . Al shares with a
nom nal or par value issued by the conpany shall be fully paid
for prior to issuance at a rate of not |ess than the par val ue

thereof. 1n no event shall the capital or surplus be |less than
the mnimumrequired by this Chapter.
(c) . . . Inthe event all of the shares with a nom nal or

par val ue, authorized by the original charter or any anmendnent,
are not subscribed and paid for at the tinme the original charter
is granted, or the anendnment is filed, then when such remaining
shares with a nomnal or par value are sold and issued, the
conpany shall file with the Board, wthin ninety (90) days after
t he i ssuance of such shares, a certificate authenticated by a
majority of the directors setting forth the aggregate nunber of
shares so issued and the actual aggregate consideration received
by the conpany for such shares. |In the case of the issuance by a
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conpany of any of its authorized shares having a nom nal or par
val ue, the consideration received therefor shall constitute
capital to the extent of the par value of such shares, and the
excess, if any, of such consideration shall constitute surplus.
All shares with a nom nal or par value issued by the
conpany shall be fully paid for prior to issuance at a rate of
not |l ess than the par value thereof. No further action on the
part of the conpany and no charter amendnent shall be necessary
to effect the increase in capital or surplus, or both, of the

conpany.

Revisor's Note

(1) Subsections (a), (b), and (c), V.T.I.C Article 3.02a,
refer to shares with a "nomnal or par value." The revised |aw
omts "nomnal" for the reason stated in Revisor's Note (2) to
Section 841. 055.

(2) Subsection (b), V.T.I.C Article 3.02a, provides that
"[1]n no event shall the capital or surplus be |less than the
mnimumrequired by this Chapter."” The revised law omts the
quot ed | anguage as unnecessary because it duplicates the m ni nrum
capital and surplus requirenents of Section 1(a), V.T.1.C
Article 3.02, revised in relevant part as Section 841. 054.

Revi sed Law

Sec. 841.057. REQU REMENTS FOR SHARES OF STOCK W THOUT PAR
VALUE. (a) The shares of stock of an insurance conpany operating
under this chapter that are divided or converted into shares
W t hout par value, if any, nust be equal in all respects.

(b) An insurance conpany may issue and di spose of
aut hori zed shares w thout par value for noney or for notes,
nort gages, and stocks in the form authorized by |aw for capital
stock of insurance conpanies. Each share of stock w thout par
val ue nust be fully paid before issuance. After the conpany
recei ves paynent for a share of stock issued under this section
the share is not subject to additional call or assessnent, and
t he subscriber or holder of the share is not required to make an
addi ti onal paynent with respect to the share.
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(c) The sharehol ders of an insurance conpany authori zing
shares of stock w thout par value nust in good faith subscribe
and pay for shares representing at |east 50 percent of the
aut hori zed shares w thout par value before the conpany is granted
a charter or has its charter anended to authorize the issuance of
shares w thout par value. The total anount paid for the shares
must be at |east $250, 000.

(d) When an application for charter or an anmendnent to the
charter authorizing the issuance of shares w thout par value is
filed, the insurance conpany shall file wth the departnent a
statenment under oath stating:

(1) the nunmber of shares w thout par val ue subscri bed;
and

(2) the actual consideration the conpany received for
t hose shares.

(e) If all of the authorized shares of stock w thout par
val ue are not subscribed and paid for when the charter is granted
or the anendnent is filed, respectively, the insurance conpany
shall file wth the departnment a certificate authenticated by a
majority of the directors stating the nunber of shares w t hout
par val ue issued and the consideration received for those shares.

(f) The insurance conpany shall file the certificate
requi red by Subsection (e) not later than the 90th day after the
date of issuance of those remaining shares. The portion of the
consi deration received for shares without par value that is
desi gnated as capital by the conpany's directors, or by the
conpany's shareholders if the charter or articles of
i ncorporation reserve the right to make that determnation to the
sharehol ders, constitutes capital and the remai nder, if any,
constitutes surplus. The conpany is not required to file an
amendnent to its charter or take further action to effect the
increase in the capital and surplus of the conpany. (V.T.I.C
Art. 3.02a, Subsecs. (a) (part), (b) (part), (c) (part).)
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Source Law

(a) . . . If divided or converted into shares of no par
val ue, every such share shall be equal in all respects to every
ot her such share. At the tinme of filing of an original charter or
any anmendnment of an existing charter authorizing the issuance of
stock with no par value, the conpany shall file a statenent under
oath with the State Board of Insurance setting forth the nunber
of shares w thout par val ue subscribed and the actual
consi deration received by the conpany for such shares. Provided,
however, that the stockhol ders of any such conpany authori zi ng
t he i ssuance of its stock wi thout nom nal or par value, shall be
required in good faith to subscribe and pay for at least fifty
per cent (50% of the authorized shares to be issued w thout
nom nal or par value, before said corporation shall be chartered
or have its charter anended so as to authorize the issuance of
shares wi thout nom nal or par value; and provided further, that
in no event shall the anmount so paid be | ess than Two Hundred
Fifty Thousand Dol l ars ($250, 000).

(b) Such conpani es may issue and di spose of their
aut hori zed shares having no nom nal or par value for noney or
t hose notes, nortgages and stocks of which the | aw requires that
capital stock of insurance conpanies shall consist. Any and al
shares wi thout nom nal or par value issued for the consideration
prescribed or fixed in accordance with the provisions of this
Article shall be fully paid stock and not |iable to any further
call or assessnent thereon, nor shall the subscriber or hol der be
liable for any further paynments. . . . In the case of issuance
of shares wi thout a nom nal or par value, that portion of the
consideration fixed by the Board of Directors, unless the charter
or the articles of incorporation reserve to the sharehol ders the
right to fix the consideration, shall constitute capital and the
excess, if any, of such consideration shall constitute surplus.

(c) In the event all of the shares w thout nom nal or par

val ue, authorized by the original charter or any anmendnent, are
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not subscribed and paid for at the time the original charter is
granted, or the anmendnent is filed, then when such renaini ng
shares wi thout nom nal or par value are sold and issued, the
conpany shall file with the State Board of Insurance within
ninety (90) days after the issuance of such shares, a certificate
authenticated by a majority of the directors setting forth the
nunber of such shares so issued and the actual consideration
recei ved by the conmpany for such shares. . . . |In case of the

i ssuance by a conpany of any of its authorized shares w thout a
nom nal or par value, that portion of the consideration fixed by
the Board of Directors, unless the charter or articles of

i ncorporation of the conpany reserve to the sharehol ders the
right to fix the consideration, shall constitute capital, and the
excess, if any, shall constitute surplus. . . . No further
action on the part of the conpany and no charter anmendnent shal
be necessary to effect the increase in capital or surplus, or
bot h, of the conpany.

Revi sed Law
Sec. 841.058. APPLI CATION FOR CHARTER. (a) To obtain a
charter for a donestic insurance conpany, the incorporators nust
pay to the departnent the charter fee in an anount determ ned
under Article 4.07 and file wth the departnent:
(1) an application for charter on the form and
containing the informati on prescribed by the conm ssioner;
(2) the conpany's articles of incorporation; and
(3) an affidavit nade by two or nore of the
i ncorporators that states that:
(A) the mnimumcapital and surplus requirenments
of Section 841.054 are satisfied;
(B) the capital and surplus are the bona fide
property of the conpany; and
(© the information in the articles of
incorporation is true and correct.
(b) The comm ssioner may require that the incorporators
provi de at their expense additional evidence of a matter required
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in the affidavit before the comm ssioner takes further action on
the application for charter. (V.T.1.C. Art. 3.04, Sec. 1.)
Source Law

Art. 3.04

Sec. 1. As a condition precedent to the granting of a
charter of any such conpany, the incorporators shall file with
the State Board of Insurance the follow ng:

1. An application for charter on such form and
i ncluding therein such informati on as may be prescribed by the
Boar d;

2. The articles of incorporation as provided in this
Code;

3. An affidavit made by two (2) or nore of its
incorporators that all of the stock has been subscribed in good
faith and fully paid for, as required by law, in the anount as
required by law, in addition to its capital; which affidavit
shall state that the facts set forth in the application and the
articles of incorporation are true and correct and that the
capital and surplus is the bona fide property of such conpany.
The State Board of Insurance nay, in its discretion, at the
expense of the incorporators, require other and additi onal
satisfactory evidence of the matters required to be set forth in
said affidavit before it shall be required to file the articles
of incorporation, application for charter or follow the procedure
herei nafter set forth;

4. A charter fee prescribed by | aw.

Revisor's Note
Section 1, V.T.1.C. Article 3.04, provides that a donestic
i nsurance conpany nust deposit with the Texas Departnent of
| nsurance "[a] charter fee prescribed by |aw' when it files an
application to obtain a charter. V. T.1.C. Article 4.07 is a
conprehensi ve fee provision that authorizes the Texas Depart nent

of Insurance to set the anounts of various fees, including a
charter fee, subject to statutorily specified limts.
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Accordingly, the revised | aw substitutes a general reference to a
fee in the anount determ ned under V.T.I.C Article 4.07.

Revi sed Law
Sec. 841.059. ACTION BY COW SSI ONER AND DEPARTMENT AFTER
FILING (a) After the charter fee is paid and all itens required
for a charter under Section 841.058 are filed with the
depart nent:
(1) the comm ssioner may set a date for a hearing on
t he application; and
(2) the departnment shall meke or cause to be made a
full and thorough exam nation of the donmestic insurance conpany
before the hearing.
(b) The donestic insurance conpany shall pay for the
exam nation under Subsection (a)(2). (V.T.I.C Art. 3.04, Sec. 2
(part); Art. 3.06 (part).)

Source Law

[Art. 3.04]

Sec. 2. \Wen such application for charter, articles of
i ncorporation, affidavit, and charter fee are filed with the
State Board of Insurance, the Board nmay set a date for a public
heari ng of the sane,

Art. 3.06. Wien the application for charter, articles of
incorporation, affidavit, and charter fee are filed with the
State Board of |Insurance and before the hearing required by
Article 3.04 of this Code, the Board shall neke, or cause to be
made, at the expense of the conpany, a full and thorough
exam nation thereof.

Revi sor's Note
Section 2, V.T.1.C. Article 3.04, refers to a "public
heari ng" of the former State Board of Insurance. Throughout this
chapter, the revised law omts "public" as unnecessary. In
context, "hearing" neans a hearing open to the public.
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Revi sed Law
Sec. 841.060. APPLICATION PROCESS. (a) The date for a
hearing on an application for charter may not be before the 1lth
day or later than the 30th day after the date notice is provided
under Subsection (b).
(b) The comm ssioner shall:
(1) provide witten notice of the date of a hearing

to:

(A) the person or persons who filed the
application; and

(B) any interested party, including any other
party who had previously requested a copy of the notice; and

(2) publish, at the expense of the incorporators, a

copy of the notice in a newspaper of general circulation in the
county in which the donmestic insurance conpany's hone office is
proposed to be | ocated.

(c) The departnent shall make a record of the proceedi ngs
of a hearing under this section.

(d) An interested party is entitled to oppose or support
the granting or denial of the application and may intervene and
participate fully and in all respects in any hearing or other
proceedi ng on the application. An intervenor has the rights and
privileges of a proper or necessary party in a civil suit in the
courts of this state, including the right to be represented by
counsel. (V.T.1.C. Art. 3.04, Sec. 2 (part).)

Source Law

Sec. 2. . . . the Board nay set a date for a public hearing

., Which date shall be not less than ten (10) nor nore than
thirty (30) days after the date of notice thereof. The Board
shall notify in witing the person or persons submtting such
application of the date for such hearing and shall furnish a copy

of such notice to all interested parties including any parties
who have theretofore requested a copy of such notice. The Board
shal |, at the expense of the incorporators, publish a copy of

such notice in any newspaper of general circulation in the county
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of the proposed hone office of said conpany. In all such public
heari ngs on such applications, a record shall be nmade of such
proceedings, and . . . . Any interested party shall have the
right to oppose or support the granting or denial of such
application and may intervene and participate fully and in al
respects in any hearing or other proceeding had on any such
application. Any such intervenor shall have and enjoy all the
rights and privileges of a proper or necessary party in a civil
suit in the courts of this state, including the right to be
represented by counsel.

Revi sed Law

Sec. 841.061. ACTION ON APPLI CATION. (a) In considering
t he application, the comnm ssioner, not |ater than the 30th day
after the date a hearing under Section 841.060 is conpleted,
shall determne if:

(1) the mnimum capital and surplus required by
Section 841.054 are the bona fide property of the donestic
I nsurance conpany;

(2) the proposed officers, directors, and nmanagi ng
executive of the conpany have sufficient insurance experience,
ability, and standing to nake success of the proposed conpany
probabl e; and

(3) the applicants are acting in good faith.

(b) If the comm ssioner determ nes by an affirmative
finding any of the issues under Subsection (a) adversely to the
applicants, the comm ssioner shall reject the application in
witing, giving the reason for the rejection. An application may
not be granted unless it is adequately supported by conpetent
evi dence.

(c) |If the comm ssioner does not reject the application
under Subsection (b), the comm ssioner shall approve the
application. On approval of an application, the departnent shal
record the information required by Section 841.058 in records
mai ntai ned for that purpose. On receipt of a fee in the anount
determ ned under Article 4.07, the conmm ssioner shall provide to
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the incorporators a certified copy of the application, articles
of incorporation, and submtted affidavit. (V.T.1.C Art. 3.04,
Secs. 2 (part), 3, 4 (part).)

Source Law

Sec. 2. . . . no such application shall be granted except
when sane is adequately supported by conpetent evidence.

Sec. 3. In considering any such application, the Board
shall, within thirty (30) days after public hearing, determ ne
whet her or not:

(a) The m ninmum capital and surplus, as required by
law, is the bona fide property of the conpany;

(b) The proposed officers, directors and managi ng
executive have sufficient insurance experience, ability and
standing to render success of the proposed conpany probabl e;

(c) The applicants are acting in good faith.

Sec. 4. If the Board shall determ ne by an affirmative
finding any of the above issues adversely to the applicants, it
shall reject the application in witing giving the reason
therefor. Oherw se, the Board shall approve the application,
wher eupon all such docunents shall be deposited with the Board.
The Board shall record the docunents in a |og kept for that
pur pose; and upon receipt of the prescribed fee, it shall furnish
a certified copy of the sane to the incorporators,

Revisor's Note

Section 4, V.T.1.C. Article 3.04, refers to "receipt of the
prescribed fee" for providing a certified copy of the
application, articles of incorporation, and affidavit to the
incorporators. V.T.1.C. Article 4.07 is a conprehensive fee
provi sion that authorizes the Texas Departnent of |nsurance to
set the amobunts of various fees, including a fee for making
copi es of any paper or record in the Texas Departnent of
| nsurance. Accordingly, the revised | aw substitutes a general
reference to a fee in the anount determ ned under V.T.I.C,
Article 4.07.
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Revi sed Law
Sec. 841.062. BEGQ NNI NG OF CORPORATE EXI STENCE. On recei pt
of the certified copy of documents under Section 841.061(c), the
donesti c i nsurance conpany becones a body politic and corporate,
and the incorporators nmay conpl ete organi zation of the conpany
under Section 841.063. (V.T.1.C. Art. 3.04, Sec. 4 (part).)
Source Law

Sec. 4. . . . [whereupon all such docunents shall be
deposited with the Board. The Board shall . . . furnish a
certified copy of the sanme to the incorporators,] upon which they
shal | becone a body politic and corporate and nay proceed to
conpl ete the organi zati on of the conpany,

Revi sed Law
Sec. 841.063. ORGAN ZATI ON MEETING (a) After receipt of
the certified copy of docunents under Section 841.061(c), the
i ncorporators shall pronptly call a neeting of the donestic
i nsurance conpany's sharehol ders. The sharehol ders shall:
(1) adopt bylaws to govern the conpany; and
(2) elect the conpany's initial board of directors.
(b) The directors elected under this section serve until
directors are first elected under Section 841.153. (V. T.1.C.
Art. 3.04, Sec. 4 (part).)

Source Law

Sec. 4. [. . . the incorporators . . . may proceed to
conpl ete the organi zati on of the conpany,] for which purpose they
shall forthwith call a neeting of the stockhol ders who shal
adopt byl aws for the governnent of the conpany, and el ect a board
of directors . . . . The board of directors so elected shal
serve until the fourth Tuesday in April thereafter,

[ Sections 841. 064-841. 100 reserved for expansion]
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SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 841.101. CERTIFI CATE OF AUTHORI TY REQUI RED. A domestic
I nsurance conpany may not engage in the business of insurance in
this state, except for the |l ending of noney, wthout first
obtaining fromthe conm ssioner a certificate of authority that:
(1) shows that the conmpany has fully conplied with the
| aws of this state; and
(2) authorizes the conpany to engage in the business
of insurance in this state. (V.T.I1.C Art. 3.57 (part).)
Source Law

Art. 3.57. No . . . donestic insurance conpany shal
transact any insurance business in this State, other than the
| endi ng of noney, unless it shall first procure fromthe Board of
| nsurance Comm ssioners a certificate of authority, stating that
the laws of this State have been fully conplied with by it, and
authorizing it to do business in this State.

Revi sed Law
Sec. 841.102. SCHEDULE OF ASSETS. Two or nore officers of
t he donmestic i nsurance conpany shall execute and file with the
depart nent:

(1) a sworn schedul e of each of the assets of the
conpany exhibited to the departnent during the exam nation under
Section 841.059 showi ng the value of the assets; and

(2) a sworn statenent that the assets are the bona
fide, unconditional, and unencunbered property of the conpany and
are worth the amount stated in the schedule. (V.T.1.C. Art. 3.06

(part).)

Source Law

Art. 3.06. . . . not less than two (2) officers of such
conpany shall execute and file with the State Board of I|nsurance
a sworn schedule of all the assets of the conpany exhibited to
t he Board upon such exam nati on show ng the val ue thereof,
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together wwth a sworn statenent that the sane are bona fide, the
uncondi tional and unencunbered property of the conpany, and are
worth the anmpunt stated in such schedul e.

Revi sed Law
Sec. 841.103. | SSUANCE COF CERTI FI CATE OF AUTHORITY. (a) |If
the comm ssi oner makes a determ nation favorable to the

applicants on all issues under Section 841.061(a), the
conmi ssioner, on conpliance with the requirenents of Section
841. 102, shall issue to the donestic insurance conpany a

certificate of authority authorizing the conpany to engage in the
ki nds of business authorized by the conpany's charter.

(b) On witten request of a donestic insurance conpany, the
comm ssioner shall provide a certified copy of the conpany's
certificate of authority to the conpany for each of the conpany's
agents in this state. (V.T.1.C. Arts. 3.06 (part), 3.09.)

Source Law

Art. 3.06. . . . After the hearing under Article 3.04 of
this Code, if the Board finds that all of the capital of the
conpany, as required by law, has been fully paid up and that the
capital and surplus is in the custody of the officers, in cash or
securities of the class authorized by Article 3.02 of this Code
as anended, and if the Board makes the other findings required by
Section 3 of Article 3.04 of this Code favorably to the
applicant, on conpliance with the other requirenments of this
article and Article 3.04 of this Code, the Board shall issue to
such conpany a certificate of authority to transact such kind or
ki nds of insurance business wthin this State as such officers
may apply for and as nmay be authorized by its charter. Before

such certificate is issued, . . . [officers of such conpany shal

file wwth the State Board of |nsurance a sworn schedul e of
all the assets of the conpany . . . together with a sworn
statenent . . . .]

Art. 3.09. Any such conpany organi zed under the laws of this
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State, having received authority fromthe Board of I|nsurance
Comm ssioners to transact business in this State, shall receive
fromsuch Board, upon witten request therefor, a certified copy
of its certificate of authority for each of its agents in this
St at e.

Revi sor's Note
(End of Subchapter)

V.T.1.C. Article 3.08 provides a procedure for obtaining a
renewal certificate of authority, and V.T.1.C. Article 3.57
refers to the expiration and annual renewal of a certificate of
authority. The revised |law omts these provisions as repeal ed.
Under Section 1, V.T.1.C Article 1.14, revised in relevant part
as Section 801.053, a certificate of authority is valid until it
i s suspended or revoked. Section 2, Chapter 194, Acts of the
56th Legi sl ature, Regul ar Session, 1959, anending Article 1.14,

repealed "[a]ll laws and parts of laws in conflict herewith .
including . . . [Articles] 3.08, 3.57 . . . to the extent that
they require periodic renewal of certificates of authority.” The

omtted | aw reads:

Art. 3.08. Wienever any such conpany, transacting insurance
business in this State, shall have filed its annual statenent in
accordance with the preceding article, showing a condition which
entitles it to transact business in this State in accordance with
the provisions of this chapter, the State Board of |nsurance
shal |, upon a receipt of the prescribed fee, issue a renewal
certificate of authority to such conpany for a period of not nore
than fifteen (15) nonths, and not extending nore than ninety (90)
days beyond the |ast day of February next after the date of its
i ssuance, on which date such certificate shall expire by its
terms unl ess revoked or suspended according to | aw

Art. 3.57. . . . Such certificate of authority shall expire
on the day fixed by the Board under Articles 3.06 and 3. 08 of
this code and shall be renewed annually so | ong as the conpany
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shall continue to conmply with the |laws of the State, such
renewal s to be granted upon the sanme terns and consi derations as
the original certificate.

[ Sections 841.104-841. 150 reserved for expansion]
SUBCHAPTER D. MANAGEMENT OF COVPANY
Revi sed Law
Sec. 841.151. CONDUCTI NG SHAREHOLDERS' MEETING (a) At a
nmeeting of a domestic insurance conpany's sharehol ders, each
sharehol der is entitled to one vote for each fully paid up share
of stock appearing in the sharehol der's name on the conpany's
books, except to the extent that the articles of incorporation
increase, limt, or deny voting rights to the hol ders of the
shares of a class of stock as authorized by the Texas Busi ness
Cor poration Act.
(b) A shareholder may vote in person or by witten proxy.
(c) At a shareholders' neeting, a quorumis any nunber of
shar ehol ders whose cunul ative stock ownership in the donestic
I nsurance conpany represents a ngjority of the conpany's paid up
capital stock. (V.T.I.C Art. 3.04, Sec. 4 (part).)
Source Law

Sec. 4. . . . At all neetings of the stockhol ders, each
stockhol der shall be entitled to one vote for each share of stock
fully paid up appearing in his nanme on the books of the conpany,
except to the extent that the voting rights of the shares of any
cl ass or classes of stock are increased, limted or denied by the
articles of incorporation as authorized or permtted by the Texas
Busi ness Corporation Act, which vote may be given in person or by
witten proxy. The majority of the paid up capital stock at any
nmeeti ng of the stockhol ders shall be a quorum

Revi sed Law
Sec. 841.152. BOARD OF DI RECTORS. (a) Subject to the
byl aws of the donestic insurance conpany, as adopted or anended
by the sharehol ders or directors, the board of directors has ful
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managenent and control of the conpany.

(b) The board consists of not fewer than five directors. A
director is not required to be a sharehol der unless such a
qualification is required by the articles of incorporation or
byl aws of the conpany.

(c) The directors shall keep a full and correct record of
the board' s transactions. The sharehol ders nmay inspect those
records during business hours.

(d) The directors shall fill a vacancy that occurs on the
board or in any office of the conpany.

(e) Amjority of the board is a quorum (V.T.I.C
Art. 3.04, Sec. 4 (part).)

Source Law

Sec. 4. . . . [elect a board of directors] of not |ess than
five (5) nmenbers; which board shall have full control and
managenent of the affairs of the corporation, subject to the
byl aws t hereof as adopted or anmended fromtinme to tine by the
stockhol ders or directors, and to the laws of this state.

Nei ther directors [nor officers] need be stockhol ders unless the
articles of incorporation or bylaws so require. . . . The
directors shall keep a full and correct record of their
transactions to be open during business hours to the inspection
of stockholders. The directors shall fill any vacancy which
occurs in the board or in any office of such conpany. A mgjority
of the board shall be a quorumfor the transaction of such

busi ness.

Revisor's Note

(1) Section 4, V.T.1.C. Article 3.04, provides that the
board's control of a conpany is subject "to the laws of this
state.” The revised law omts that provision as unnecessary
because the provisions of state |law require conpliance w thout an
express statenment to that effect.

(2) Section 4, V.T.I1.C. Article 3.04, provides that a
majority of the board is a quorum "for the transaction of such
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business."” The revised law omts the quoted phrase as
unnecessary. "Quorunt neans the nunber of persons or votes
necessary for a body to act.

Revi sed Law

Sec. 841.153. ELECTION OF DIRECTORS. (a) After a donestic
I nsurance conpany conpl etes the organi zati on of the conpany under
Section 841.063, the conpany shall hold an annual neeting of the
conpany's sharehol ders on the fourth Tuesday in April at the hone
of fice of the conpany to elect the conpany's board of directors.

(b) After the directors are first elected under this
section, the annual neeting nust be before May 1 of each year as
establi shed by the conpany's bylaws. The directors serve one-year
ternms beginning imediately after the el ection, except as
provi ded by Section 841. 154.

(c) If the shareholders do not elect directors at an annual
nmeeting, the shareholders may elect the directors at a speci al
shar ehol ders' neeting called for that purpose. (V.T.I.C
Art. 3.04, Sec. 4 (part).)

Source Law

Sec. 4. . . . [The board of directors so el ected shal
serve until the fourth Tuesday in April thereafter,] on which
date, there shall be held a neeting of the stockholders at the
home office, and a board of directors elected for the ensuing
year; provided, however, that . . . Annual neetings of the
stockhol ders, after the first neeting, shall be held at the hone
office of the conpany on or before April 30 of each year as my
be prescribed in the bylaws of the corporation. |If the
stockhol ders fail to elect directors at any annual neeting,
directors may be elected at a special neeting of the stockhol ders
called for that purpose.

Revi sed Law
Sec. 841.154. STAGGERED TERMS FOR LARGE BOARD OF DI RECTORS.
(a) This section applies only to a donestic insurance conpany
whose board of directors consists of at |east nine nenbers.
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(b) The bylaws of a donestic insurance conpany may provide
that the conpany's directors, other than initial directors, may
be el ected to serve staggered terns as provided by this section.

(c) The conpany's directors shall be divided into two or
three classes, with each class consisting of an equal nunber of
directors to the extent possible. After the directors are
di vided into cl asses:

(1) the terns of the directors in the first class
expire on the first annual neeting date after their initial
el ecti on;

(2) the ternms of the directors in the second cl ass
expire on the second annual neeting date after their initial
el ection; and

(3) the ternms of the directors in the third class, if
any, expire on the third annual neeting date after their initial
el ecti on.

(d) At each annual neeting after the directors are first
el ected, the sharehol ders shall el ect the nunber of directors
whose terns expire on that date. Directors are elected for:

(1) staggered two-year terns, if the board is divided
into two cl asses; or
(2) staggered three-year terns, if the board is
divided into three classes. (V.T.1.C. Art. 3.04, Sec. 4 (part).)
Source Law

Sec. 4. . . . when the board of directors shall consist of
nine (9) or nore nenbers, in lieu of electing the whol e nunber of
directors annually, the bylaws may provide that the directors be
divided into either two or three classes, each class to be as
nearly equal in nunber as possible, the terns of office of
directors of the first class to expire at the first annual
meeti ng of stockholders after their election, that of the second
class to expire at the second annual neeting after their
el ection, and that of the third class, if any, to expire at the
third annual neeting after their election. At each annual
nmeeting after such classification the nunber of directors equal
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to the nunber of the class whose termexpires at the tinme of such
nmeeting shall be elected to hold office until the second
succeedi ng annual neeting, if there be two classes, or until the
third succeedi ng annual neeting, if there be three classes. No
classification of directors shall be effective prior to the first
annual neeting of stockhol ders.

Revi sed Law

Sec. 841.155. OFFICERS. (a) A donestic insurance conpany's
directors shall choose one of the directors to serve as the
conpany's president.

(b) Oher officers of the donestic insurance conpany shal
be chosen in accordance with the conpany's bylaws. An officer is
not required to be a sharehol der unless such a qualification is
requi red by the conpany's articles of incorporation or bylaws. An
of ficer other than the president is not required to be a director
unl ess such a qualification is required by the conpany's byl aws.

(c) The duties and conpensation of a donestic insurance
conpany's officers are as stated in the conpany's bylaws. |If the
byl aws do not state the duties or conpensation of the officers,
the directors shall establish the duties or conpensation.
(V.T.1.C Art. 3.04, Sec. 4 (part).)

Source Law

Sec. 4. . . . Neither [directors] nor officers need be
st ockhol ders unless the articles of incorporation or bylaws so
require. The directors shall choose a president fromtheir own
nunber, and all other officers shall be chosen in accordance with
t he byl aws of the conpany, and none of such other officers need
be a director except as required by the bylaws of such conpany.
The duties and conpensation of officers of such conpany shall be
in accordance with the bylaws of the conpany, or, to the extent
of the absence of provisions governing the sane in the byl aws,
then the duties and conpensation of officers shall be defined and
fixed by the directors.
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Revi sed Law

Sec. 841.156. AMENDVENT OF CHARTER OR ARTICLES. (a) The
shar ehol ders of a domestic insurance conpany by resol uti on may
amend the conpany's charter or articles of incorporation at any
shar ehol ders' neeti ng.

(b) The anendnent and a copy of the resolution certified by
the president and secretary of the domestic insurance conpany
shall be filed and recorded in the same manner as the charter.

(c) An anmendnent of the charter or articles takes effect
when it is recorded. (V.T.1.C Art. 3.05, Subsec. (a) (part).)

Source Law

Art. 3.05. (a) At any regular or called neeting of the
st ockhol ders, they may, by resolution, provide for any | aw ul
anendnent to the charter or articles of incorporation; and such
anendnent, acconpani ed by a copy of such resolution duly
certified by the president and secretary of the conpany, shall be
filed and recorded in the sanme manner as the original charter,
and shall thereupon becone effective.

Revisor's Note

(1) Subsection (a), V.T.I.C Article 3.05, authorizes any
"l awful " amendnent to a charter or to articles of incorporation.
The revised law omts "lawful" for the reason stated in Revisor's
Note (1) to Section 841.055.

(2) Subsection (a), V.T.I.C. Article 3.05, provides for the
amendnent of a conpany's charter or articles at "any regular or
called nmeeting." The revised law omts "regular or called" as
unnecessary because a neeting is either "regular"” or "called."

[ Sections 841.157-841. 200 reserved for expansion]
SUBCHAPTER E. CAPI TAL AND SURPLUS
Revi sed Law

Sec. 841.201. FORM OF REQUI RED CAPI TAL AND SURPLUS.

Not wi t hst andi ng any other provision of this code, after a charter
is granted under this chapter, the donmestic insurance conpany:
(1) shall maintain the conpany's m ni num capital at
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all times in a formdescribed by Section 841.054(c); and
(2) may invest the conpany's surplus as provided by
this code. (V.T.I.C. Art. 3.02, Sec. 1l(a) (part).)
Source Law

(a)

5. . . . After the granting of charter the surplus may
be invested as otherwise provided in this Code. Notw thstanding
any ot her provisions of this Code, such mninmmcapital shall at
all tinmes be maintained in cash or in the classes of investnents
described in this article;

Revi sed Law

Sec. 841.202. AUTHORI ZED SHARES. (a) At any sharehol ders'
nmeeti ng, sharehol ders of a donestic insurance conpany whose
cunmul ative stock ownership represents a majority of the capital
stock of the conpany by resolution nmay increase or decrease the
anount of the conpany's capital stock, subject to this section.

(b) Capital stock may never be decreased to an anount that
is less than the m ni mum anount of paid-up stock required by
Section 841. 054.

(c) Two officers of the donmestic insurance conpany nust
sign and acknowl edge a statenent of the increase or decrease.
The acknow edged statenment and a certified copy of the resolution
shall be filed and recorded in the same manner as the charter.

(d) For an increase or decrease of capital stock, the
donestic insurance conpany may require the return of the origina
certificates evidencing the stock in exchange for new
certificates. An issuance of new certificates that results in a
transfer of stock is subject to Section 841.254. (V.T.1.C,

Art. 3.05, Subsec. (a) (part).)
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Source Law

[(a) At any regular or called neeting of the stockhol ders,
they may, by resolution, provide for . . . .] Stockholders
representing a majority of the capital stock of any such conpany
may in such manner al so increase or reduce the amount of its
capital stock. The capital stock shall in no case be reduced to
| ess than the m ni mum anmount of fully paid up capital stock
requi red by applicable provisions of law. A statenent of any
such increase or reduction shall be signed and acknow edged by
two officers of the conpany and filed and recorded along with the
certified copy of the resolution of the stockhol ders provided
therefor in the sane manner as the charter or anendnent thereto.
For any such increase or reduction, the conpany may require the
return of the original certificates as other evidence of stock in
exchange for new certificates issued in |ieu thereof.

Revisor's Note

The part of Subsection (a), V.T.I1.C. Article 3.05, that
follows the part of the lawrevised in this section is revised as
Section 841.254 of this code. The revised | aw adds a
cross-reference to Section 841.254 for the reader's conveni ence.

Revi sed Law

Sec. 841.203. COWANY'S REPURCHASE OF STOCK. (a) A legal
reserve life insurance conpany nmay purchase in the name of the
conpany out standi ng shares of the conpany's capital stock as
provi ded by the Texas Busi ness Corporation Act.

(b) A purchase of stock under this section is not
consi dered an investnent and does not violate the provisions of
this code relating to eligible investnents for a | egal reserve
life insurance conpany.

(c) A legal reserve life insurance conpany that purchases
stock under this section shall file with the departnment not |ater
than the 10th day after the date of the purchase a statenent that
cont ai ns:

(1) the name of each sharehol der from whomthe shares
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wer e purchased; and
(2) the sumof noney paid for those shares. (V.T.1.C
Art. 3.05, Subsec. (b).)
Source Law

(b) Any legal reserve life insurance conpany nay purchase
in the name of such conpany, issued and outstandi ng shares of the
capital stock of such conpany in accordance with the provisions
of the Texas Business Corporation Act. Purchases of stock under
t hi s paragraph shall not be deenmed an investnent nor shall such
purchases be held in violation of the provisions of the Texas
| nsurance Code governing eligible investnents for such conpany.
Any such conpany, imrediately or within ten days after such
purchase, shall file a statenent with the Comm ssi oner of
| nsurance, which statenent shall set forth the nanme of the
shar ehol der or sharehol ders from whom such shares have been
purchased and the sum of noney paid for such shares.

Revi sed Law

Sec. 841.204. EXEMPTI ON FROM REQUI RED | NCREASE OF CAPI TAL
AND SURPLUS. (a) Except as otherw se provided by this chapter, a
donestic i nsurance conpany that after Septenber 1, 1991, had | ess
than the m ni mum anmount of capital and surplus required for a
new y i ncorporated conpany under Section 841.054 may continue to
transact the kinds of business for which it holds a certificate
of authority.

(b) The insurance conpany shall inmediately increase the
anount of its capital to the required anount of capital under
Section 841.054 if there is:

(1) a change in the control of at |east 50 percent of
the voting securities of the insurance conpany;

(2) a change in the control of at |east 50 percent of
the voting securities of a holding conpany controlling the
i nsurance conpany; or

(3) a change in control of at |east 50 percent by any
ot her nmethod of control if the insurance conpany or hol ding
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conpany is not controlled by voting securities.

(c) For purposes of Subsection (b), a transfer of ownership
t hat occurs because of death, regardl ess of whether the decedent
died testate or intestate, may not be considered a change in the
control of an insurance conpany or hol ding conpany if ownership
is transferred solely to one or nore individuals, each of whom
woul d be an heir of the decedent if the decedent had died
intestate. (V.T.1.C Art. 3.02, Sec. 2(a).)

Source Law

Sec. 2. (a) |If an insurance conpany subject to this chapter
and doing business in this state as an authorized insurer has
| ess than the m nimum capital and surplus required for a newmy
i ncor porat ed conpany under Section 1 of this article, it may
continue to transact the kind or kinds of insurance business for
which it holds a Texas certificate of authority. However, the
I nsurance conpany must increase its capital to at |east the
m nimum required by Section 1 of this article immedi ately after
any change of control of the insurance conpany or any hol di ng
conpany controlling the insurance conpany if, after Septenber 1,
1991, there has been a change of control of at |east 50 percent
of the voting securities of the insurance conpany or hol di ng
conpany or other neans of control if the insurance conpany or
hol di ng conpany is not controlled by voting securities. The
i nsurance conpany is not required to increase its surplus. For
t he purposes of this section, a transfer of ownership that occurs
because of death, regardl ess of whether the decedent died testate
or intestate, may not be considered a change of control of an
i nsurance conpany or change of control of a holding conpany, if
ownership is transferred solely to one or nore natural persons,
each of whom would be an heir of the decedent if the decedent had
died intestate.

Revi sor's Note
Section 2(a), V.T.1.C. Article 3.02, refers to "an insurance
conpany subject to this chapter and doing business in this state
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as an authorized insurer.” The revised | aw substitutes "donestic
i nsurance conpany"” for the quoted phrase because the
applicability of these capital and surplus requirenments to
foreign and alien insurance conpanies, the other insurance
conpani es that are engaging in business in this state as
authorized insurers, is established clearly under V.T.I.C
Article 3.22, revised as part of Chapter 982. Simlar changes in
this context have been nade throughout this chapter.

Revi sed Law

Sec. 841.205. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS. (a) The conmm ssioner by rule or guideline my
requi re a donmestic insurance conpany that wites or assunes a
life insurance or annuity contract or assunes liability on or
i ndemmi fies one person for any risk under an accident and health
i nsurance policy, or a conbination of these policies, in an
amount that exceeds $10,000, to maintain capital and surplus in
anounts that exceed the m ni mum anmounts required by this chapter
because of:

(1) the nature and kind of risks the conpany
underwites or reinsures;

(2) the prem umvolunme of risks the conpany
underwites or reinsures;

(3) the conposition, quality, duration, or liquidity
of the company's investnent portfolio;

(4) fluctuations in the market value of securities the
conpany hol ds; or

(5) the adequacy of the conpany's reserves.

(b) A rule adopted under Subsection (a) nust be designed to
ensure the financial solvency of an insurance conpany for the
protection of policyholders but may not require that the total
admtted assets of a conpany exceed 106 percent of its total
liabilities.

(c) A fraternal benefit society operating under Chapter 885
and a nutual |ife insurance conpany operating under Chapter 882
are subject to a rule adopted under this section. (V.T.I.C
Art. 3.02, Secs. 2A(a)(part), (b); 3A)
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Source Law

Sec. 2A. (a) |In addition to the requirenments for capital
and surplus provided by this article, the board may adopt rul es,
regul ati ons, and guidelines requiring any conpany subject to this
chapter . . . that wites or assunes life insurance, annuity
contracts or liability on, or indemifies any one person for, any
ri sk under a health, accident, sickness, or hospitalization
policy, or any conbination of those policies, in an anount in
excess of $10,000, to maintain capital and surplus levels in
excess of the mnimumlevels required by either Section 1 or
Section 2 of this article for that conpany based upon any of the
foll owi ng factors:

1. the nature and type of risks a conpany underwrites
or reinsures;

2. the premumvolune of risks a conpany underwites
or reinsures;

3. the conposition, quality, duration, or liquidity of
a conpany's investnent portfolio;

4. fluctuations in the market value of securities a
conpany hol ds; or

5. the adequacy of a conpany's reserves.

(b) The rules adopted under this section shall be designed
to ensure the financial solvency of conpanies for the protection
of policyhol ders, but may not, according to the dates specified
below, require that the total admtted assets of a conpany exceed
the followi ng percentages of its total liabilities:
as of Decenber 31, 1992, 103 percent;
as of Decenber 31, 1993, 103 percent;
as of Decenber 31, 1994, 103 percent;
as of Decenber 31, 1995, 104 percent;
as of Decenber 31, 1996, 105 percent; and
as of Decenber 31, 1997, 106 percent.

o0k wheE

Sec. 3A. Fraternal benefit societies organized or operating
under the provisions of Chapter 10 of this code and nutual life
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I nsurance conpani es organi zed or operating under the provisions
of Chapter 11 of this code shall be subject to the risk capital
rules and regul ati ons adopted by the board under Section 2A of
this article.

Revisor's Note

(1) Section 2A(a), V.T.1.C Article 3.02, refers to the
application of that subsection to "any alien or foreign conpany."
The revised law omts the quoted | anguage as unnecessary because
the applicability of these capital and surplus requirenents to
foreign and alien insurance conpanies is established clearly
under V.T.1.C Article 3.22, revised as part of Chapter 982. The
omtted | aw reads:

or any alien or foreign conpany admitted in this state to
do the types of business authorized by this chapter,

(2) Section 2A(a), V.T.1.C. Article 3.02, refers to a
"heal th, accident, sickness, or hospitalization policy."
Throughout this code, the term "accident and health insurance
policy"” is used when referring to that type of policy, and that
term has been substituted for "health, accident, sickness, or
hospi talization policy" throughout this chapter.

(3) Section 2A(b), V.T.1.C Article 3.02, provides a series
of limts for admtted assets based on percentages of liabilities
for the years 1992 to 1997. The revised law omts the series as
execut ed.

Revi sed Law

Sec. 841. 206. | MPAI RVENT OF CAPI TAL AND SURPLUS. (a) A

donesti c i nsurance conpany may not have:

(1) the conpany's required capital inpaired,

(2) nore than 90 percent of the conpany's required
m ni mum sur pl us i npaired; or

(3) the surplus required under Section 841. 205

i npai r ed.
(b) If the comm ssioner determ nes that an insurance
conpany's capital or surplus is inpaired in violation of this
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section, the comm ssioner shall:

(1) order the conpany to imedi ately reduce the | evel
of inpairment to an acceptable | evel of inpairnment as specified
by the conm ssioner or prohibit the conpany fromengaging in the
busi ness of insurance in this state; and

(2) begin proceedings as necessary to determ ne any
further actions with respect to the inpairnent. (V.T.1.C.

Art. 3.60.)
Source Law

Art. 3.60. No inpairnment of capital shall be permtted for
conpani es either incorporated or authorized to do the |lines of
busi ness authorized in this chapter. No inpairnment of nore than
90 percent of the statutory m ni mum surplus required of a conpany
under Article 3.02 of this code shall be permtted, and no
i npai rment of a conpany's surplus required by the board
promul gated ri sk-based capital and surplus regulations shall be
permtted. |f the comm ssioner determ nes that either the
capital is inpaired or the surplus of a conpany is inpaired in
excess of such perm ssible anmobunt, the conm ssioner shall order
the conpany to imedi ately reduce the inpairnent to acceptable
| evel s specified by the comm ssioner or to cease to do business
within this state. The comm ssioner shall thereupon institute
such proceedi ngs as may be necessary to determ ne what further
actions shall be taken in the matter.

Revisor's Note

V.T.1.C. Article 3.60 refers to inpairnent of a conpany's
surplus "required by the board promul gated ri sk-based capital and
surplus regulations.” The revised |aw substitutes for the quoted
| anguage a reference to the surplus "required under Section
841. 205" for the convenience of the reader. The quoted | anguage
refers to the provisions of Section 2A(a), V.T.I.C Article 3.02,
gi ving the Texas Departnent of Insurance the authority to require
capital and surplus anpbunts after taking into account certain
risks. The relevant parts of Section 2A are revised in Section
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841. 205.
Revi sed Law
Sec. 841.207. ACTIONS OF COW SSI ONER WHEN CAPI TAL AND
SURPLUS REQUI REMENTS NOT SATI SFI ED. |If an insurance conpany does
not conply with the capital and surplus requirenments of this
chapter, the comm ssioner may order the insurance conpany to
cease witing new business and may:
(1) place the insurance conpany under state
supervi sion or conservatorshi p;
(2) declare the insurance conpany to be in a hazardous
condition as provided by Article 1.32;
(3) declare the insurance conpany to be inpaired as
provi ded by Section 841.206; or
(4) apply to the insurance conpany any ot her
appl i cabl e sanction provided by this code. (V.T.1.C. Art. 3.02,
Sec. 1(b).)

Source Law

(b) The comm ssioner nmay order an insurer subject to the

m ni mum capi tal and surplus requirenments of this article that
fails to conply with those requirements to cease witing new
busi ness, and the comm ssioner may al so:

1. place the insurer under state supervision or
conser vat or shi p;

2. determne the insurer to be in a hazardous
condition as provided by Article 1.32 of this Code;

3. determne the insurer to be inpaired as provi ded by
Article 3.60 of this Code; or

4. make the insurer subject to any other applicable
sanctions provided by this Code.

[ Sections 841. 208-841. 250 reserved for expansion]
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SUBCHAPTER F. CGENERAL PONERS, DUTIES, AND LI M TATI ONS
Revi sed Law

Sec. 841.251. EVIDENCE OF EXPENDI TURES. (a) A donestic
i nsurance conpany may not nmake an expenditure of $100 or nore
unl ess the expenditure is evidenced by a voucher that:

(1) is signed by or on behalf of the individual, firm
or corporation that receives the noney; and

(2) describes the consideration received for the
paynment correctly.

(b) For an expenditure for both services and di sbursenents,
t he voucher nust state the services rendered and di sbursenent
made.

(c) For an expenditure related to a matter pending before a
| egi sl ature or public body or a departnent or officer of a state
or government, the voucher nust describe both the nature of the
matter and the interest of the conpany in the matter correctly.

(d) If the donestic insurance conmpany cannot obtain a
voucher as required by this section, the expenditure nust be
evi denced by:

(1) a paid check; or
(2) an affidavit that:
(A) describes the nature and purpose of the
expendi ture; and
(B) states the reason the voucher was not
obtained. (V.T.1.C Art. 3.13.)
Source Law

Art. 3.13. No "donestic" conpany shall nake any di sbursenent
of One Hundred ($100.00) Dol lars or nore, unless the sane be
evi denced by a voucher signed by, or on behalf of, the person,
firmor corporation receiving the noney and correctly descri bi ng

the consideration for the paynent. |If the expenditure be for
both services and di sbursenents, the voucher shall set forth the
servi ce rendered and statenent of the di sbursenent nmade. If the

expenditure be in connection with any matter pendi ng before any
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| egi slature or public body, or before any departnment or officer
of any state or governnent, the voucher shall correctly describe,
in addition, the nature of the matter and of the interest of such
conpany therein. Wen such voucher cannot be obtained, the
expenditure shall be evidenced by a paid check or an affidavit
descri bing the character and object of the expenditure, and
stating the reason for not obtaining such voucher.

Revi sed Law

Sec. 841.252. PAYMENTS TO OFFI CERS, DI RECTORS, AND
EMPLOYEES. (a) Unless first authorized by a vote of a donestic
i nsurance conpany's board of directors or a conmttee of the
board that has the duty to authorize the paynents, the conpany
may not pay any conpensation or enolunent in an anount that, when
added to any conpensation or enolunent paid to the person by an
affiliated donmestic insurance conpany, exceeds $100,000 in any
year to an individual, firm or corporation, including an officer
or director of the conpany.

(b) Subsection (a) does not prevent a donestic insurance
conpany fromcontracting with its agents for the paynent of
renewal comm ssi ons.

(c) The sharehol ders of a donmestic insurance conpany nay
authorize the creation of one or nore plans for the paynent of
pensions, retirenment benefits, or group insurance for the
conpany's officers and enpl oyees. The sharehol ders nay del egate
to the conpany's board of directors the power and duty to
prepare, effect, finally approve, adm nister, and anend a pl an.

(d) A nutual insurance conpany, acting through the
conpany's policyhol ders, nay exercise the sane discretion, and
has the sane powers, privileges, and rights, as are conferred on
a donestic insurance conpany under Subsection (c). (V.T.1.C
Art. 3.12.)

Source Law

Art. 3.12. (a) A "donestic" conpany may not pay any sal ary,
conpensati on or enolunent which, together with any sal ary,
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conpensation or enolunent froman affiliated "donmestic" conpany,
anounts in any year to nore than $100,000 to any officer, trustee
or director of the "donmestic" conpany, or to any person, firmor
corporation, unless such paynent be first authorized by a vote of
the board of directors of such conpany, or by a conmttee of such
board charged with the duty of authorizing such paynents. The
limtation as to tine contained in this article does not prevent
a "donestic" conpany fromentering into contracts with its agents
for the paynment of renewal conm ssions.

(b) The stockhol ders of any such "donestic" conpany may
aut horize the inauguration of a plan or plans for the paynent of
pensions, retirenent benefits or group insurance to its officers
and enpl oyees. The stockhol ders may del egate to the board of
directors authority and responsibility for the preparation,

i nauguration, putting into effect, final approval and
adm ni stration of any such plan or plans or any anendnents
t her eof .

(c) Mutual conpanies, acting through their policyhol ders,
may exercise the sane discretion and shall have the sane
authority, privileges and rights as are conferred upon "donestic"
conpani es under Subparagraph (b) next above.

Revisor's Note

(1) Subsection (a), V.T.I.C Article 3.12, refers to
"sal ary, conpensation or enolunent.” The references to "sal ary"
are omtted fromthe revised | aw because "sal ary” is included
wi thin the neaning of "conpensation."

(2) Subsection (a), V.T.I.C Article 3.12, refers to a
conpany's "trustee." A donestic insurance conpany is governed by
directors rather than trustees. The revised |law omts the
ref erence as unnecessary.

(3) Subsection (b), V.T.I.C. Article 3.12, refers to "the
preparation, inauguration, putting into effect, final approval
and adm ni stration of any such plan or plans.” The revised | aw
omts the reference to "inauguration"” because in this context it
is included in the action of "putting into effect.”
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Revi sed Law

Sec. 841.253. LIFE I NSURANCE COVPANY' S PAYMENT OF
DIVIDENDS. (a) A life insurance conpany nmay declare or pay a
dividend to its:

(1) policyholders only fromthe expense |oading and
profits made by the conpany; and

(2) shareholders only fromthe conpany's earned
surplus, as defined by the conmm ssioner.

(b) Alife insurance conpany that is not showing a profit
may pay a dividend on its participating policies fromthe expense
| oadi ng on those policies.

(c) Alife insurance conpany may not discrimnate between
pol i cyhol ders in paying a dividend fromthe expense | oadi ng under
this section. (V.T.1.C. Art. 3.11 (part).)

Source Law

Art. 3.11. No life insurance conpany shall declare or pay
any dividends to its policyhol ders, except fromthe expense
| oadi ng and profits made by such conpany; provi ded, however, any
such conpany not showing a profit nmay pay dividends on its
participating policies fromthe expense | oading on such policies;
and provided further, that any paynent of dividends fromthe
expense | oadi ng shall not be discrimnatory as between
policyholders. . . . No such conpany shall declare or pay any
dividends to its stockhol ders, except fromthe conpany's earned
surplus as defined by the State Board of I|nsurance.

Revi sed Law

Sec. 841.254. TRANSFER OF STOCK. (a) A donestic insurance
conpany's shares of stock are transferrable on the conpany's
books, in accordance with |aw and the byl aws of the conpany, by
t he owner or the owner's authorized agent.

(b) Each person who becones a sharehol der by a transfer of
shares succeeds to all rights of the former hol der of those
shares, by reason of that ownership. (V.T.1.C Art. 3.05, Subsec.

(a) (part).)
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Source Law

(a) . . . The shares of stock of such conpany shall be
transferable on its books, in accordance with | aw and the by-Iaws
of the conpany, by the owner in person or his authorized agent.
Every person becom ng a stockhol der by such transfer shal
succeed to all rights of the fornmer holder of the stock
transferred, by reason of such ownershi p.

Revi sed Law
Sec. 841.255. ANNUAL STATEMENT; FILING FEE. (a) Not |ater

than March 1 of each year, a domestic insurance conpany shall:

(1) prepare a statenment showi ng the condition of the
conpany on Decenber 31 of the preceding year; and

(2) deliver the statenent to the departnent
acconpanied by a filing fee in the anount determ ned under
Article 4.07.

(b) The statenent nust be under oath of two of the donestic

i nsurance conpany's officers and show in detail:

(1) the character of the conpany's assets and
liabilities on Decenber 31 of the preceding year;

(2) the amount and character of business transacted
and noney received during the preceding year;

(3) how noney was spent during the precedi ng year;

(4) the nunber and anmobunt of the conpany's policies in
force in this state on that date; and

(5) the total anount of the conpany's policies in
force on that date. (V.T.I.C Art. 3.07.)

Source Law

Art. 3.07. Each "donestic" conpany shall, after the first
day of January of each year and before the first day of March
foll ow ng, and before the renewal of its certificate of authority
to transact business, prepare, under oath of two of its officers,
and deposit in the office of the State Board of |nsurance, a
statenent, acconpanied with the prescribed fee for filing annual
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statenents, show ng the condition of the conpany on the
thirty-first day of Decenber the next preceding, which shal
include a statenent in detail showi ng the character of its assets
and liabilities on that date, the anmount and character of

busi ness transacted, noneys received and how expended during the
year, and the nunber and anount of its policies in force on that
date in Texas, and the total anmpbunt of its policies in force.

Revisor's Note

(1) V.T.1.C Article 3.07 requires a donestic insurance
conpany to file an annual statenent "before the renewal of its
certificate of authority.” The revised law omts the reference
to the renewal of a certificate for the reason stated in the
revisor's note at the end of Subchapter C

(2) V.T.I1.C. Article 3.07 refers to "the prescribed fee for
filing annual statenments.” V.T.1.C Article 4.07 is a
conprehensi ve provision that authorizes the Texas Departnment of
| nsurance to set the anmpbunt of various fees, including fees for
annual statenents. Accordingly, the revised | aw substitutes a
general reference to a fee in the anount determ ned under
V.T.1.C. Article 4.07.

(3) V.T.I.C. Article 3.07 refers to "the next precedi ng"
Decenber 31. The revised law omts "next" as unnecessary because
"the precedi ng" neans "the next preceding."

Revi sed Law

Sec. 841.256. BUSINESS | N SEPARATE DEPARTMENTS OF DOVESTI C
| NSURANCE COMPANY. A donmestic insurance conpany nmay not transact
nmore than one of the kinds of insurance business described by
Section 841.051(a) unless the conpany establishes separate
departnments to transact each kind of business. (V.T.I.C
Art. 3.02, Sec. 1(a) (part).)

Source Law

(a) . . . [for the purpose of formng a life insurance
conpany, or accident insurance conpany, or |ife and accident,
health and accident, or life, health and accident insurance
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conpany.] No such conpany shall transact nore than one of the
foregoi ng cl asses of business except in separate and distinct
depart nents.

Revisor's Note
Section 1(a), V.T.1.C Article 3.02, refers to "separate and
distinct" departnents of an insurance conpany. The revised |aw
omts "distinct" as unnecessary because, in context, "distinct"
is included within the neaning of "separate."
Revi sed Law
Sec. 841.257. KINDS OF BUSI NESS LI M TED. An insurance
conpany authorized to engage in the business of insurance under
this chapter may not accept a risk or wite an insurance policy
in this state or any other state or country other than:
(1) alife, accident, or health insurance policy;
(2) reinsurance under Article 5.75-1 by a life
i nsurance conpany aut horized to engage in the business of
insurance in this state; or
(3) reinsurance under Article 5.75-3 by a donestic
i nsurance conpany. (V.T.1.C. Art. 3.54.)
Source Law

Art. 3.54. It shall be unlawful for any insurance conpany
i ncorporated or |icensed under the provisions of this chapter to
take any kind of risks or issue any policies of insurance, except
those of life, accident or health or those risks reinsured under
Article 5.75-1 or 5.75-3 of this code; nor shall the business of
life insurance in this State be in anyw se conducted or
transacted by any conpany which, in this or any other State or
country, is engaged or concerned in witing any kinds of
i nsurance other than life, health and acci dent insurance,
rei nsurance under Article 5.75-1 of this code by a |life insurance
conpany authorized to do business in this State, or reinsurance
under Article 5.75-3 of this code by a donestic conpany as
defined in Section 5 of Article 3.01 of this code.
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Revisor's Note
V.T.1.C. Article 3.54 refers to an insurance conpany
"licensed" under V.T.I.C Chapter 3. The revised |aw substitutes
"aut horized to engage in the business of insurance" for
"lI'i censed” because "certificate of authority” is the termused
t hroughout this code in relation to an entity's authority to
engage in busi ness.

Revi sed Law
Sec. 841.258. AGENTS FOR COVMPANY THAT CEASES WRI TI NG NEW
BUSI NESS. A donestic insurance conpany that ceases to wite new
business in this state may maintain in this state agents to
coll ect renewal prem uns on outstanding policies the conpany has
witten under its certificate of authority. (V.T.1.C
Art. 3.58.)

Source Law

Art. 3.58. Any conpany which shall fail to renewits
certificate of authority or continue to wite new business in
this State, shall, neverthel ess, have the right to maintain
agents in Texas for the purpose of collecting renewal prem unms on
out standi ng business witten by it under certificate of
authority, and also for the purpose of making investnents as
provi ded by this chapter.

Revisor's Note

(1) V.T.1.C. Article 3.58 addresses in part a conpany that
fails to "renew its certificate of authority."” The revised |aw
omts the reference to the renewal of a certificate of authority
for the reason stated in the revisor's note at the end of
Subchapter C

(2) V.T.1.C. Article 3.58 provides that certain insurance
conpani es may nmaintain agents in this state "for the purpose of
maki ng i nvestnments as provided by this chapter.” The revised | aw
omts the quoted | anguage because the provisions of V.T.I.C
Chapter 3 to which it refers have been repealed. Article 3.58 is
derived from Section 9, Chapter 122, General Laws, Acts of the
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31st Legi sl ature, Regul ar Session, 1909, which established
requirenents for life insurance conpanies to maintain investnents
in Texas securities (see fornmer V.T.I.C. Article 3.34). The
requi renents relating to investnents of insurance conpanies in
Texas securities were repealed by Chapter 31, Acts of the 68th
Legi slature, 2nd Call ed Session, 1984, and investnents of
i nsurance conpani es are now governed by V.T.1.C. Articles 3.33,
3.39, and 3.40-1.
Revi sed Law

Sec. 841.259. ACTIVITIES OF DI RECTORS AND OFFI CERS. (a) A
director or officer of an insurance conpany may not:

(1) receive noney or another valuable thing for
negoti ati ng, procuring, recommending, or aiding in a purchase or
sale of property by or a loan fromthe conpany; or

(2) have a pecuniary interest, as a principal,
coprinci pal, agent, or beneficiary, in a purchase, sale, or |oan
descri bed by Subdivision (1).

(b) This section does not prohibit:

(1) a life insurance conpany frommeking a loan to a
policyholder in an anount that is not greater than the reserve
val ue of the policy; or

(2) a transaction, purchase, sale, or |oan approved by
t he comm ssi oner under Subchapter A of Chapter 805 or Chapter
823. (V.T.I1.C Art. 3.67.)

Source Law

Art. 3.67. No director or officer of any insurance conpany
transacting business in or organized under the laws of this
State, shall receive any noney or valuable thing for negotiating,
procuring, recommending or aiding in any purchase or sale by such
conpany of any property, or any |oan from such conpany, nor be
pecuniarily interested, either as principal, co-principal, agent
or beneficiary in any such purchase, sale or loan. Nothing in
this article shall prevent a life insurance corporation from
maki ng a | oan upon a policy held therein, by the borrower, not in
excess of the reserve value thereof. Provided, however, that
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nothing in this article shall prevent any transaction, purchase,
sale or |loan which is approved by the conm ssioner of insurance
under the provisions of either Article 1.29 or Article 21.49-1 of
this code, as anended.

Revisor's Note
V.T.1.C. Article 3.67 refers to "Article 1.29 or Article
21.49-1 of this code, as anended.” V.T.1.C Articles 1.29 and
21.49-1 are revised as Chapters 805 and 823, respectively, and
the revised law is drafted accordingly. The revised |aw omts
the reference to "as anended" as unnecessary because Section
311. 027, CGovernnent Code (Code Construction Act), applicable to
the revised | aw, provides that unless expressly provided
otherwi se, a reference to any portion of a statute applies to al
reenactnents, revisions, or anendnents of the statute.
Revi sed Law
Sec. 841.260. PROH BITED COM SSIONS. (a) In this section,

"contingent conpensation” nmeans a conm ssion or other
conpensati on an insurance conpany pays to a person that is
conti ngent on:

(1) the witing or procurenent of an insurance policy
in the conpany;

(2) the procurenent of an application for an insurance
policy in the conpany;

(3) the paynent of a renewal prem um or

(4) the assunption of an insurance risk by the

conpany.
(b) A life insurance conpany that engages in the business

of insurance in this state may not, directly or indirectly, pay
or contract to pay a contingent conpensation to:

(1) the president, vice president, secretary, or
treasurer of the conpany;

(2) any other officer of the conpany, other than an
agent or solicitor;

(3) an actuary of the conpany; or

(4) a nedical director or other physician of the
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conpany whose duty is to exam ne risks or applications for
i nsurance for the conpany.

(c) This section does not prohibit a plan of conpensation
to a marketing officer according to the total anmount of insurance
t he insurance conpany wites or to the total anount of insurance
in force with the insurance conpany during a specified period if:

(1) the comm ssioner approves the plan under
Subchapter A, Chapter 805;

(2) the marketing officer is not responsible for
underwriting, rating, or otherw se approving the acceptability of
i nsurance risks; and

(3) the plan does not conpensate the marketing officer
according to conmm ssions on individual sales of any insurance
product. (V.T.1.C. Art. 3.68 (part).)

Source Law

Art. 3.68. No life insurance conpany transacting business in
this State shall pay, or contract to pay, directly or indirectly,
to its president, vice president, secretary, treasurer, actuary,
medi cal director or other physician charged with the duty of
exam ning risks or applications for insurance or to any officer
of the conpany other than an agent or solicitor, any conmm ssion
or other conpensation contingent upon the witing or procuring of
any policy of insurance in such conpany, or procuring an
application therefor by any person whonsoever, or contingent upon
the paynent of any renewal prem um or upon the assunption of any
i nsurance ri sk by such conpany. . . . Provided, however, that
nothing in this article shall prevent any plan of conpensation to
a marketing officer based on the aggregate anount of insurance
that is issued by or that is in force wwth the conpany during any
specified period, which is approved under the provisions of
Article 1.29 of this code, as anended, so |ong as such officer is
not responsible for underwiting, rating, or otherw se approving
the acceptability of insurance risks. Further provided, this
exception shall not allow such a plan of conpensation to be based
on conm ssions for individual sales of insurance products.
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Revisor's Note

(1) V.T.1.C. Article 3.68 provides that an insurance
conpany may have its certificate of authority revoked for a
violation of the article. The revised |law omts the provision
because it duplicates V.T.1.C Article 3.55, revised as Section
841. 701, which provides for revocation of a certificate of
authority for any violation of V.T.1.C. Chapter 3. The omtted
| aw r eads:

Art. 3.68. . . . Should any conpany violate any provision
of this article, the Board may revoke its certificate of
authority to transact business in this State.

(2) V.T.1.C. Article 3.68 refers to "Article 1.29 of this
code, as anended." The revised |law omts the reference to "as
anmended" for the reason stated in the revisor's note to Section
841. 259.

Revi sed Law

Sec. 841.261. CAUSES OF ACTION. (a) A donestic insurance
conpany may bring an action against any person, including a
pol i cyhol der or sharehol der of the conpany, for any cause rel ated
to the conpany's busi ness.

(b) A policyholder or an heir or |legal representative of a
pol i cyhol der may bring an action agai nst a donmestic insurance
conpany for a loss that accrues on a policy.

(c) An action enjoining, restraining, or interfering with
the prosecution of a donestic insurance conpany's busi ness nay be
brought only by the departnment. (V.T.I.C Art. 3.63.)

Source Law

Art. 3.63. Actions may be nmintained by a conpany organi zed
under the laws of this State against any of its policyhol ders,
stockhol ders, or other person for any cause relating to the
busi ness of such conpany. Suits may al so be prosecuted and
mai nt ai ned by any policyholder or his heirs or his |egal
representatives agai nst the conpany for |osses which accrue on
any policy. No action shall be brought or maintained by any
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person other than the Board of Insurance Comm ssioners for the
enjoining, restraining or interfering wwth the prosecution of the
busi ness of the conpany.

[ Sections 841. 262-841. 300 reserved for expansion]

SUBCHAPTER G PROHI BI TI ONS AND RESTRI CTI ONS
ON | SSUANCE OF POLICI ES
Revi sed Law

Sec. 841.301. LIMTS ON AMOUNT OF ACCI DENT AND HEALTH
| NSURANCE POLICIES. (a) A donestic insurance conpany may not
assune liability on or indemify one person for any risk under
one or nore accident, health, or hospitalization insurance
policies, or a conbination of those policies, in an anount that
exceeds $10, 000, unless the ampunt of the issued, outstanding,
and stated capital of the conpany is at |east equal to the
m ni mum anount of capital required for a newy incorporated
conpany under Section 841. 054.

(b) A donestic insurance conpany that before January 1,
2002, ceases to wite or assune liability on, or indemify any
ri sk under, a policy described by Subsection (a) in the anmount
speci fied by Subsection (a) and notifies the comm ssioner of that
action is exenpt fromthe requirenments of Subsection (a) until
the date the conpany resunes witing those policies. A conpany
that resunmes assuming liability on or indemifying risks under
those policies shall conply wth Subsections (a) and (c).

(c) A donestic insurance conpany that is exenpt under
Subsection (b) shall maintain its issued, outstanding, and stated
capital in an anmount that is at |east $100,000 and is at |east:

(1) the amount of capital held by the conpany on
Decenber 31, 1991, plus 10 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1993;

(2) the amount of capital held by the conpany on
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Decenber 31, 1991, plus 20 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1994;

(3) the amount of capital held by the conpany on
Decenber 31, 1991, plus 30 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1995;

(4) the amount of capital held by the conpany on
Decenber 31, 1991, plus 40 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1996;

(5) the amount of capital held by the conpany on
Decenber 31, 1991, plus 50 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1997;

(6) the amount of capital held by the conpany on
Decenmber 31, 1991, plus 60 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1998;

(7) the amount of capital held by the conpany on
Decenber 31, 1991, plus 70 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 1999;

(8) the amount of capital held by the conpany on
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Decenber 31, 1991, plus 80 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 2000; and

(9) the anobunt of capital held by the conpany on
Decenber 31, 1991, plus 90 percent of the difference between that
anount and an anmount equal to the m ni num anount of capital
required for a newy incorporated conpany under Section 841. 054,
if the last date that the conpany wites a policy described by
Subsection (a) is during 2001. (V.T.1.C Art. 3.02, Secs. 2(c),
(d).)

Source Law

[(a) If an insurance conpany subject to this chapter and
doing business in this state as an authorized insurer . . . .]

(c) In addition to increases under Subsection (a) of this
section, after Decenber 31, 1991, an insurance conpany subject to
this chapter may not assume risk of liability on, or indemify
any one person for, any risk under any health, accident,
si ckness, or hospitalization policy, or any conbination of those
policies, in an amount in excess of $10,000, unless the issued,
out standi ng, and stated capital of the insurer is at |east
$100, 000 as of Decenber 31, 1991, and:

1. not later than Decenber 31, 1992, the conpany's
capital nust have increased by at |east 10 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

2. not later than Decenber 31, 1993, the conpany's
capital nust have increased by at | east 20 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

3. not later than Decenber 31, 1994, the conpany's
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capital nust have increased by at |east 30 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

4. not |ater than Decenber 31, 1995, the conpany's
capital nust have increased by at |east 40 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

5. not later than Decenber 31, 1996, the conpany's
capital nust have increased by at |east 50 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

6. not l|later than Decenber 31, 1997, the conpany's
capital nust have increased by at | east 60 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

7. not later than Decenber 31, 1998, the conpany's
capital nust have increased by at |east 70 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

8. not later than Decenber 31, 1999, the conpany's
capital nust have increased by at | east 80 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
the conpany's capital on Decenber 31, 1991

9. not later than Decenber 31, 2000, the conpany's
capital nust have increased by at |east 90 percent of the
difference between the mninmumcapital |evel established by
Section 1 of this article for a newly incorporated conpany and
t he conpany's capital on Decenber 31, 1991; and

10. not l|ater than Decenber 31, 2001, and thereafter,
t he conpany nmust have capital of at |east the m ninum capital
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| evel established by Section 1 of this article for a newy
i ncor porated conpany.

(d) If an insurer subject to Subsection (c) of this section
ceases to wite or assune risk of liability on, or to indemify
any one person for, any risk under any health, accident,
si ckness, or hospitalization policy in an anpbunt in excess of
$10, 000, and so notifies the Comm ssioner, the insurer is not
thereafter required to neet the requirenments of Subsection (c) of
this section relating to increase in mninumcapital. |If the
i nsurer should thereafter resunme witing or assum ng such risk of
l[tability on, or indemifies any one person for, any risk under
any health, accident, sickness, or hospitalization policy in an
amount in excess of $10,000, the insurer shall be subject to and
conply with Subsection (c) of this section at the anmount of
capital required as of the date of such resuned witing or
assunption of such risks.

Revi sed Law

Sec. 841.302. LIMTS ON LI FE OR ACCI DENTAL DEATH | NSURANCE.
(a) Until the anmpbunt of the capital and surplus of a donestic
i nsurance conpany is at |east $100,000, the conpany may not
insure any one life for nore than $20,000 in the event of death
fromnatural causes or nore than $40,000 in the event of death
from acci dental causes.

(b) If the net capital and surplus of a donestic insurance
conpany is at |east $75,6001 but |ess than $100, 000, the conpany,
for any policy issued by the conpany, shall reinsure the anount
of the benefit that exceeds $4,000 in the event of death from
natural causes and the amount of the benefit that exceeds $8, 000
in the event of death from acci dental causes.

(c) |If the net capital and surplus of a donestic insurance
conpany is at |east $50,001 but |ess than $75, 001, the conpany,
for any policy issued by the conpany, shall reinsure the anount
of the benefit that exceeds $3,000 in the event of death from
natural causes and the amount of the benefit that exceeds $6, 000
in the event of death from acci dental causes.
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(d) If the net capital and surplus of a donestic insurance
conpany is at |east $35,001 but |ess than $50, 001, the conpany,
for any policy issued by the conpany, shall reinsure the anount
of the benefit that exceeds $2,000 in the event of death from
nat ural causes and the anount of the benefit that exceeds $4, 000
in the event of death from accidental causes.

(e) If the net capital and surplus of a donestic insurance
conpany is $35,000 or |ess, the conpany, for any policy issued by
t he conpany, shall reinsure the amount of the benefit that
exceeds $1,000 in the event of death from natural causes and the
amount of the benefit that exceeds $2,000 in the event of death
from acci dental causes.

(f) Benefits under this section nust be reinsured with a
| egal reserve conpany that is authorized to engage in the
busi ness of insurance in this state. (V.T.1.C. Art. 3.02, Sec.
2(b).)

Source Law

(b) Until the capital and surplus of such conpany is at
| east One Hundred Thousand ($100, 000.00) Dol l ars, no such conpany
shall insure any life for nore than Twenty Thousand ($20, 000. 00)
Dollars in the event of death from natural causes nor nore than
Forty Thousand ($40, 000.00) Dollars in the event of death from
acci dental causes. Provided, however, that when the net capital
and surplus of any such conpany is not nore than Thirty-five
Thousand ($35, 000.00) Dol |l ars, the excess over One Thousand
($1,000.00) Dollars natural death benefit and Two Thousand
(%2, 000. 00) Dollars accidental death benefit under any policy
issued by it shall be reinsured in sone | egal reserve conpany
licensed in Texas; that when the net capital and surplus is
Thirty-five Thousand and One ($35,001.00) Dollars to Fifty
Thousand ($50, 000.00) Dollars, the natural death benefit over Two
Thousand ($2,000.00) Dollars and acci dental death benefit over
Four Thousand ($4, 000.00) Dollars shall be so reinsured; that
when the net capital and surplus is Fifty Thousand and One
($50,001.00) Dollars to Seventy-five Thousand ($75, 000. 00)
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Dol I ars, the natural death benefit over Three Thousand
($3,000.00) Dollars and accidental death benefit over Six
Thousand ($6, 000.00) Dollars shall be so reinsured; and when the
net capital and surplus is Seventy-five Thousand and One
($75,001.00) Dollars to |l ess than One Hundred Thousand

($100, 000.00) Dol lars, the natural death benefit over Four
Thousand ($4, 000.00) Dollars and accidental death benefit over

Ei ght Thousand ($8, 000.00) Dollars shall be so reinsured.

Revisor's Note
Section 2(b), V.T.1.C. Article 3.02, refers to a | egal
reserve conpany "licensed" in Texas. The revised |aw substitutes
"aut horized to engage in the business of insurance" for
"licensed" for the reason stated in the revisor's note to Section
841. 257.

[ Sections 841. 303-841. 350 reserved for expansion]
SUBCHAPTER H.  DEPOSI T OF SECURI Tl ES
Revi sed Law

Sec. 841.351. DEPOSIT WTH COWTROLLER. (a) A donestic
I nsurance conpany nmay, at its option, deposit with the
conptrol |l er either

(1) securities in which the conpany's capital stock is
i nvested; or
(2) securities in an anmount equal to the anobunt of the

conpany's capital stock

(b) Securities deposited under Subsection (a) nust be
securities of a class authorized by the laws of this state for
i nvestnments of a donestic insurance conpany's capital stock

(c) A donestic insurance conpany nmay, at its option,
wi t hdraw a deposit made under Subsection (a), or any portion of
the deposit, after substituting a deposit of securities of a like
cl ass and of an anmount and val ue equal to the w thdrawn deposit
or portion of deposit.

(d) The comm ssioner nust first approve any securities
deposited or being substituted under this section. (V.T.I.C
Art. 3.15, Subsec. (a) (part).)
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Source Law

Art. 3.15. (a) Any "donestic" conpany may, at its option,
deposit with the conptroller, securities in which its capital
stock is invested, or securities equal in anbunt to its capital
stock, of the class in which the law of this State permts such
I nsurance conpanies to invest their capital stock, and nay, at
its option, withdraw the sane or any part thereof, first having
deposited with the conptroller, in lieu thereof, other securities
of |ike class and equal anount and value to those w thdrawn. Any
such securities, before being so originally deposited or
substituted, shall be approved by the Board of I|nsurance
Comm ssi oners.

Revi sed Law
Sec. 841.352. | SSUANCE COF RECEI PT FOR DEPCSIT. Wen a
donesti c i nsurance conpany deposits securities under this
subchapter, the conptroller shall issue to the conpany a receipt
t hat :

(1) describes the deposit in a manner that identifies
the securities; and
(2) states that the securities are held on deposit as
capital stock investnents of the conpany. (V.T.1.C Art. 3.15,
Subsec. (a) (part).)
Source Law

(a) . . . Wen any such deposit is nade, the conptroller
shal | execute to the conpany maki ng such deposit a receipt
therefor, giving such description of said stock or securities as
will identify the sane, and stating that the sanme are held on
deposit as the capital stock investnents of such conpany;
and .

Revi sed Law
Sec. 841.353. ADVERTI SEMENT OF DEPCSIT. A donestic
i nsurance conpany that makes a deposit under this subchapter nmay:
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(1) advertise the fact that a deposit has been nade;
or
(2) print a copy of the receipt for the deposit on any
policy the conpany issues. (V.T.1.C Art. 3.15, Subsec. (a)
(part).)
Source Law

(a) . . . such conpany shall have the right to advertise
such fact or print a copy of the conptroller's receipt on the
policies it may issue; and .

Revi sed Law
Sec. 841.354. ACCESS TO DEPCSIT. In accordance with
reasonabl e rul es adopted by the conptroller and the conm ssi oner,
the proper officer or agent of a donestic insurance conpany
maki ng a deposit of securities under this subchapter may at a
reasonabl e tine:
(1) exam ne the deposit;
(2) detach coupons fromthe securities; and
(3) collect interest on the deposit. (V.T.1.C.
Art. 3.15, Subsec. (a) (part).)
Source Law

(a) . . . the proper officer or agent of each insurance
conpany maki ng such deposit shall be permtted at all reasonable
tinmes to exam ne such securities and to detach coupons therefrom
and to collect interest thereon, under such reasonable rules and
regul ati ons as may be prescribed by the conptroller and the Board
of I nsurance Conmi ssioners.

Revi sed Law
Sec. 841.355. W THDRAWAL OF DEPOSI T AFTER MERGER,
CONSOLI DATI ON, OR TOTAL REI NSURANCE. (a) Wen two or nore
donesti c i nsurance conpanies that have two or nore deposits of
securities under this subchapter nerge, consolidate, or enter
into a total reinsurance contract by which the ceding conpany is

78C204 DLF-D
383



di ssolved and its assets and liabilities are acquired or assuned
by the surviving conpany, the new, surviving, or reinsuring

I nsurance conpany, on approval of the conmm ssioner, may w thdraw
all of the deposits, except for the deposit of the greatest
anount and value. The new, surviving, or reinsuring insurance
conpany nust denonstrate to the conm ssioner that the conpany is
t he owner of the deposited securities before the comm ssioner
approves the w thdrawal of those securities.

(b) In accordance with an order of the comm ssioner
approving a wthdrawal of securities under this section, the
conptroller shall release, transfer, and deliver the w thdrawn
securities to their ower. (V.T.1.C Art. 3.15, Subsec. (b).)

Source Law

(b) When two or nore conpani es nerge or consolidate or
enter a total reinsurance contract by which the ceding conpany is
di ssolved and its assets acquired and liabilities assuned by the
surviving conpany, and the conpani es have on deposit with the
conptroller two or nore deposits nmade under Article 3.15 of the
Texas I nsurance Code, as anended, all such deposits, except the
deposit of greatest anount and value may be w thdrawn by the new,
surviving or reinsuring conpany upon proper show ng before the
Comm ssi oner that the conpany is the owner thereof. The
conptroller shall release, transfer and deliver such deposit or
deposits to the owner as directed by order of the Comm ssioner.

Revi sor's Note
Subsection (b), V.T.I1.C Article 3.15, refers to "Article
3.15 of the Texas | nsurance Code, as anended." The revised | aw
omts "as anended" for the reason stated in the revisor's note to
Section 841. 259.

Revi sed Law
Sec. 841.356. SITUS OF DEPOSI T FOR TAX PURPOSES. For
pur poses of state, county, or municipal taxation, the situs of
deposited securities is the municipality and county in which the
depositing conpany's hone office is located. (V.T.I.C. Art. 3.15,
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Subsec. (a) (part).)
Source Law

(a) . . . For the purpose of state, county and nuni ci pal
taxation, the situs of securities deposited with the conptroller
by donestic insurance conpanies shall be in the city and county
where the principal business office of such conpany is fixed by
its charter.

Revisor's Note
(1) Subsection (a), V.T.I.C Article 3.15, refers to the
"city" where a conpany's business office is |ocated. The revised
| aw substitutes "municipality" for "city" because that is the
termused in the Local Governnent Code.
(2) Subsection (a), V.T.I.C Article 3.15, refers to an
i nsurance conpany's "principal business office.” The revised | aw
substitutes "honme office" for the quoted termfor consistency of
term nol ogy used in this chapter. Section 7, V.T.I.C Article
3.01, revised as Section 841.001(7), defines "honme office" to
mean "the principal office" of a conpany.
Revi sed Law
Sec. 841.357. MAINTENANCE OF DEPCSI T. A donestic iInsurance
conpany nust nmaintain a deposit of securities under this
subchapter as long as the conpany has outstanding any liability
to a policyholder in this state. (V.T.I.C Art. 3.15, Subsec.

(a) (part).)

Source Law

(a) . . . The deposit herein provided for, when made by
any conpany, shall thereafter be nmaintained so |long as said
conpany shall have outstanding any liability to its policyhol ders
inthis State.

[ Sections 841. 358-841. 700 reserved for expansion]
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SUBCHAPTER O. ENFORCEMENT AND | NTERVENTI ON
Revi sed Law

Sec. 841.701. REVOCATI ON OF CERTI FI CATE OF AUTHORITY. (a)
| f the comm ssioner determ nes that an insurance conpany that
holds a certificate of authority does not conmply with this
chapter or another |aw described by Section 841.002, the
conmmi ssioner shall notify the conpany that the conm ssioner
intends to revoke its certificate of authority on the expiration
of the 30-day period after the date actual notice is delivered or
mai | ed under this section.

(b) Notice under this section nust:

(1) be in witing; and
(2) be delivered to an executive officer of the
conpany by personal service or by registered mail.

(c) If an insurance conpany receiving notice under this
section does not fully conply before the expiration of the period
prescribed by Subsection (a), the comm ssioner shall revoke the
conpany's certificate of authority.

(d) An insurance conpany whose certificate of authority is
revoked under this section is not entitled to receive anot her
certificate of authority for a period of one year and until the
conpany has fully and in good faith conplied with this chapter
(V.T.1.C Art. 3.55 (part).)

Source Law

Art. 3.55. If any such insurance conpany, while holding a
certificate of authority to transact business in this State,
shall fail or refuse to conply with any of the provisions or
requi renents of this chapter, the Board of I|nsurance
Commi ssi oners upon ascertaining such fact, shall notify such
conpany by actual notice in witing delivered to an executive
of ficer of such conpany, of its intention to revoke its
certificate of authority to transact business in this State at
the expiration of thirty (30) days after the mailing of such
registered letter, or the date upon which such actual notice is
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served. |If such provisions or requirenents are not fully
conplied with upon the expiration of said thirty (30) days, it
shall be the duty of said Board to revoke the certificate of

authority of such conpany. 1In case of such revocation, such
conpany shall not be entitled to receive another certificate of
authority for a period of one (1) year, and until it shall have

fully and in good faith conplied with all such provisions and
requi renents of this chapter.

Revisor's Note
V.T..C. Article 3.55 refers to the "Board of I|nsurance
Comm ssioners.” Under Chapter 499, Acts of the 55th Legi sl ature,
Regul ar Session, 1957, adm nistration of the insurance | aws of
this state was reorgani zed and the powers and duties of the Board
of Insurance Comm ssioners were transferred to the State Board of
| nsurance. Chapter 685, Acts of the 73rd Legislature, Regular
Session, 1993, abolished the State Board of |nsurance and
transferred its functions to the comm ssioner of insurance and
t he Texas Departnent of Insurance. Chapter 31 of this code
defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
comm ssioner of insurance and the Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of Insurance Comm ssioners and the State Board of |nsurance have
been changed appropriately.
Revi sed Law
Sec. 841.702. APPEAL OF DETERM NATI ON TO REVCKE
CERTI FI CATE. A donestic insurance conpany aggrieved by an order
of the comm ssioner to revoke the conpany's certificate of
authority under Section 841.701 may file suit in a court in
Travis County to vacate the order. (V.T.I.C. Art. 3.55 (part).)
Source Law

Art. 3.55. . . . Any conpany feeling itself aggrieved by
the action of the Board in revoking its certificate of authority
to do business in this State may bring suit against said Board in
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Travis County to annul and vacate the order revoking such
certificate.

Revisor's Note

V.T.1.C. Article 3.55 provides that a suit may be brought to
"annul and vacate" certain orders of the conm ssioner. The
revised law omts the reference to "annul" because, in context,
"annul" is included within the nmeaning of "vacate."

Revi sed Law

Sec. 841.703. CERTIFI CATE OF AUTHORI TY VO D ON FAI LURE TO
SATI SFY JUDGVENT. (a) |If an officer holding an execution issued
on a final judgnent rendered agai nst an insurance conpany demands
paynment of the judgnent froman officer or attorney of record of
t he conpany and the conpany does not fully satisfy the judgnent
before the 31st day after the date the demand is nade, the
of ficer shall certify the demand and failure to the conm ssioner,
regardl ess of whether the demand is nade in this state.

(b) On receipt of a certification under Subsection (a), the
conmmi ssioner shall declare void the certificate of authority
i ssued to the conpany under this chapter

(c) An insurance conpany whose certificate of authority is
decl ared void under this section may not engage in the business
of insurance in this state until:

(1) the judgnment is fully satisfied and di scharged;

and
(2) the comm ssioner renews the conmpany's certificate
of authority. (V.T.1.C Art. 3.61.)
Source Law

Art. 3.61. If any |life insurance conpany, accident insurance
conpany, life and accident, health and accident, or life, health
and acci dent insurance conpany fails to pay off and satisfy any
execution that may lawfully issue on any final judgnment agai nst
said conmpany wwthin thirty (30) days after the officer holding
such execution has demanded paynent thereof fromany officer or
attorney of record of such conpany, in this State, or out of it,
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such officer shall imediately certify such demand and failure to
the Board of I|nsurance Comm ssioners; and thereupon the Board
shall forthwith declare null and void the certificate of
authority of such conpany; and such conpany shall be prohibited
fromtransacting any business in this State until such execution
shall be fully satisfied and di scharged, and until such Board
shall renewits certificate of authority to such conpany.

Revisor's Note

(1) V.T.1.C Article 3.61 provides for voiding a
certificate of authority of a conpany that fails "to pay off and
satisfy" an execution. The revised law omts "to pay off" as
unnecessary because, in context, "pay off" is included within the
meani ng of "satisfy."

(2) V.T.1.C. Article 3.61 refers to an execution issued
"lawfully." The revised law omts "lawfully" as unnecessary
because the authority to issue the execution on a judgnent is
sufficient to nmake the issuance | awful.

(3) V.T.1.C. Article 3.61 provides that under certain
circunstances a conpany's certificate of authority shall be
declared "null and void." The revised law omts "null" as
unnecessary because it is included within the meaning of "void."

Revi sed Law

Sec. 841.704. FALSE STATEMENT, REPORT, OR OTHER DOCUMENT;
CRI M NAL PENALTY. (a) A person conmmts an offense if the person
executes or causes to be executed a statenent, report, or other
docunent required by lawto be filed with the comm ssioner that
contains a material statenent or fact that the person knows to be
fal se.

(b) A person conmts an offense if the person is an officer
of an insurance conpany that is not organi zed under the | aws of
this state and the person files a statenent, report, or other
docunent required by lawto be filed with the comm ssioner that
contains a material statenent or fact that the person knows to be
fal se.

(c) An offense under this section is punishable by
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i nprisonnment in the institutional division of the Texas
Departnent of Crimnal Justice for a termof not |ess than one
year. (V.T.1.C Art. 3.56-1.)

Source Law

Art. 3.56-1. Any officer of any insurance conpany not
organi zed under the laws of this State, who shall file with the
Comm ssi oner of Insurance any statenent, report or other paper
required or provided for by law to be so filed, which shal
contain any material statenent or fact known to be false by the
person filing the sane, or any person who shall execute or cause
to be executed any such fal se statenent, report or other paper to
be so filed, shall be inprisoned in the penitentiary for a term
of not |ess than one year.

Revisor's Note
V.T..C. Article 3.56-1 refers to inprisonnent in the
"penitentiary." The revised |aw substitutes "institutional
di vision of the Texas Departnment of Crimnal Justice" for
"penitentiary" to conformto the changes in | aw made by Chapter
785, Acts of the 71st Legislature, Regul ar Session, 1989, which
transferred to that division the powers and duties that were
previously those of the Texas Departnent of Corrections, the
state agency with jurisdiction over penitentiaries in this state.
CHAPTER 842. GROUP HOSPI TAL SERVI CE CORPORATI ONS
SUBCHAPTER A. GENERAL PROVI SI ONS
Sec. 842.001. DEFINITIONS 340
Sec. 842.002. APPLICABILITY OF OTHER LAWS 341
Sec. 842.003. CORPORATI ON SUBJECT TO REGULATI ON BY
COW SSI ONER AND DEPARTMENT 341
[ Sections 842.004-842. 050 reserved for expansion]
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SUBCHAPTER B. FORMATI ON AND STRUCTURE COF
GROUP HOSPI TAL SERVI CE CORPORATI ON
Sec. 842.051. APPLI CATI ON FOR CORPCRATE CHARTER, NONPRCFI T
STATUS REQUI RED 342
Sec. 842.052. M N MUM MEMBERSHI P REQUI REMENTS 343
[ Sections 842.053-842. 100 reserved for expansion]
SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Sec. 842.101. | SSUANCE COF CERTI FI CATE OF AUTHORITY 344
[ Sections 842.102-842. 150 reserved for expansion]
SUBCHAPTER D. BOARD OF DI RECTORS; PERSONNEL
Sec. 842.151. BOARD OF DI RECTORS 345
Sec. 842.152. COVPENSATI ON OF DI RECTORS 346
Sec. 842.153. BOARD MEETINGS 346
Sec. 842.154. BOND REQUI REMENTS FOR CERTAI N OFFI CERS AND
EMPLOYEES 346
Sec. 842.155. TREASURER S BOND 347
Sec. 842.156. COVPENSATI ON OF CERTAI N OFFI CERS AND
EMPLOYEES 348
[ Sections 842.157-842. 200 reserved for expansion]
SUBCHAPTER E. REGULATI ON OF GROUP
HOSPI TAL SERVI CE CORPCORATI ONS
Sec. 842.201. ANNUAL OPERATI NG STATEMENT; FILING FEE 348
Sec. 842.202. RESERVE REQUI REMENTS 349
Sec. 842.203. FINAL JUDGVENT DEPCSIT 350
Sec. 842.204. | NVESTMENT LIM TATIONS 350
Sec. 842.205. | NCURRED EXPENSES 351
Sec. 842.206. M N MUM SURPLUS REQUI REMENT 352
Sec. 842.207. CONTRACTS; RElI NSURANCE, OTHER AGREEMENTS 352
Sec. 842.208. BOCOKS AND RECORDS 353
Sec. 842.209. EXAM NATIONS 353
Sec. 842.210. LI QU DATI ON, REHABI LI TATI ON, OR CONSERVATI ON
OF GROUP HGOSPI TAL SERVI CE CORPORATION 353
[ Sections 842.211-842. 250 reserved for expansion]
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SUBCHAPTER F. PLAN OF OPERATI ON; PROVI SI ON OF
BENEFI TS TO MEMBERS
Sec. 842.251. PLAN OF OPERATI ON 354
Sec. 842.252. MEMBERSHI P CERTI FI CATE; CONTRACT 354
Sec. 842.253. POLICY, CERTIFICATE, AND APPLI CATI ON FORMS 355
Sec. 842.254. DEPOCSI T REQUI REMENTS 355
Sec. 842.255. ADVANCE PAYMENTS TO HOSPI TAL PROHI BI TED 355
Sec. 842.256. CONTRACTS W TH HEALTH CARE PROVI DERS 355
Sec. 842.257. MAY LIMT BENEFI TS 356
Sec. 842.258. LIMTATIONS ON CONTRACTS FOR MEDI CAL
SERVI CES 356

Sec. 842.259. USE OF I NDEMNI TY PLAN AUTHORI ZED 357
Sec. 842.260. PAYMENT OF CLAIM PROCOF OF CLAIM 358

[ Sections 842.261-842. 300 reserved for expansion]

SUBCHAPTER G DI SCI PLI NARY PROCEDURES

Sec. 842.301. REVOCATI ON OF CERTI FI CATE OF AUTHORI TY 358

CHAPTER 842. (GROUP HOSPI TAL SERVI CE CORPORATI ONS

SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 842.001. DEFINITIONS. In this chapter:

(1) "Goup hospital service corporation” neans a
corporation organi zed under this chapter to establish and operate
a nonprofit hospital service plan, under which hospital care may
be provided by the corporation through one or nore hospitals and
sanitariunms with which the corporation has contracted for the
provi sion of that care.

(2) "Health care provider" neans a person,
associ ation, partnership, corporation, or other entity that
provi des a service or supplies to prevent, alleviate, cure, or
heal human illness or injury. (V.T.I.C Arts. 20.01 (part);
20.11 (part).)

Source Law

[Art. 20.01. Any seven (7) or nore persons, a mgjority of
whom are superintendents of hospitals or physicians or surgeons
licensed by the State Board of Medical Exam ners, upon
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application to the Secretary of State of the State of Texas for a
corporate charter may be incorporated] for the purpose of
establ i shing, maintaining and operating a nonprofit hospital
servi ce plan, whereby hospital care may be provided by said
corporation through an established hospital or hospitals, and
sanitariums with which it has contracted for such care, as is
herei nafter defi ned.

[Art. 20.11]

Heal th care provider neans any person, associ ation,
partnership, corporation, or other entity furnishing or providing
any services or supplies for the purpose of preventing,
all eviating, curing, or healing human illness or injury.

Revisor's Note

(1) V.T.1.C. Article 20.01 refers to "establishing,
mai nt ai ni ng and operating” a nonprofit hospital service plan.
The revised law omts the reference to "nmai ntaining" because, in
context, "maintaining" is included wthin the nmeaning of
"operating."

(2) V.T.1.C. Article 20.11 refers to "furnishing or
provi di ng" any services or supplies. The revised law omts the
reference to "furnishing" because, in context, "furnishing" is
i ncluded within the neaning of "providing."

Revi sed Law

Sec. 842.002. APPLICABILITY OF OTHER LAWS. (a) Except as
otherwi se required by this chapter, a state agency may not
require a group hospital service corporation to post a bond or
pl ace a deposit with the agency or another agency of this state
to begin or maintain operations authorized under this chapter.

(b) The group hospital service corporation is exenpt froma
provision of this code that is not expressly nmade applicable to
the corporation. (V.T.1.C. Art. 20.09.)
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Source Law

Art. 20.09. Such corporations organi zed and operated under
the provisions of this chapter shall not be required by any
departnment of this State to post bond, or place deposits wth any
departnent of this State to begin and/or operate under this
chapter, except as may be otherwi se required in this chapter, and
the provisions of the other chapters of this code which are not
expressly nade applicable to corporations organi zed and operating
under this chapter are hereby decl ared i napplicable.

Revi sed Law
Sec. 842.003. CORPORATI ON SUBJECT TO REGULATI ON BY
COWMM SSI ONER AND DEPARTMENT. Each group hospital service
corporation is subject to regulation by the departnent and the
comm ssioner. (V.T.1.C. Art. 20.02 (part).)
Source Law

Art. 20.02. Al corporations organi zed under the provisions
of this chapter shall be under the direct supervision of the
Board of Insurance Conm ssioners of the State of Texas,
and .

Revisor's Note

(1) V.T.1.C Article 20.02 refers to the "direct
supervi sion" of the fornmer Board of |Insurance Conmm ssioners. The
revised | aw substitutes "regulation"” for "direct supervision”
because the terns are synonynous and the use of "regulation"” in
this context is consistent with term nology used throughout this
code.

(2) V.T.1.C Article 20.02 refers to the "Board of
| nsurance Comm ssioners of the State of Texas." Under Chapter
499, Acts of the 55th Legislature, Regular Session, 1957,
adm nistration of the insurance |laws of this state was
reorgani zed and the powers and duties of the Board of I|nsurance
Comm ssioners were transferred to the State Board of I|nsurance.
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Chapter 685, Acts of the 73rd Legislature, Regular Session, 1993,
abol i shed that board and transferred its functions to the
conmi ssi oner of insurance and the Texas Departnent of |nsurance.
Chapter 31 of this code defines "comm ssioner" and "departnent”
for purposes of this code and the other insurance |aws of this
state to nmean the comm ssioner of insurance and the Texas
Department of |nsurance, respectively. Throughout this chapter,
references to the Board of Insurance Comm ssioners and the State
Board of Insurance have been changed appropriately.
[ Sections 842.004-842. 050 reserved for expansion]
SUBCHAPTER B. FORVMATI ON AND STRUCTURE OF GROUP
HOSPI TAL SERVI CE CORPORATI ON
Revi sed Law

Sec. 842.051. APPLI CATI ON FOR CORPCRATE CHARTER, NONPROFI T
STATUS REQUI RED. (a) Seven or nore persons, a mgjority of whom
are superintendents of hospitals or physicians |licensed by the
Texas State Board of Medical Exam ners, may apply to the
secretary of state for a corporate charter to operate a group
hospi tal service corporation.

(b) A group hospital service corporation must be governed
and operated as a nonprofit organization. (V.T.1.C. Arts. 20.01
(part); 20.10 (part).)

Source Law

Art. 20.01. Any seven (7) or nore persons, a mpjority of
whom are superintendents of hospitals or physicians or surgeons
licensed by the State Board of Medical Exam ners, upon
application to the Secretary of State of the State of Texas for a
corporate charter may be incorporated .

Art. 20.10. Such corporations shall be governed and
conducted as nonprofit organi zations; and provided that
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Revisor's Note

(1) V.T.I1.C Article 20.01 refers to "physicians or
surgeons” |licensed by the State Board of Medical Exam ners.
Section 151.002(12), Cccupations Code, defines a person |icensed
to practice nedicine in this state as a "physician." Section
151. 002(b), GCccupations Code, provides that the terns "physician”
and "surgeon" are synonyns. The revised law omts the use of the
term "surgeon"” because a surgeon is covered by the use of the
term "physician."

(2) V.T.1.C. Article 20.01 refers to the "Secretary of
State of the State of Texas." The revised |aw substitutes the
term"secretary of state" because, under Chapter 405, Governnment
Code, that is the official title of that officer.

Revi sed Law

Sec. 842.052. M N MUM MEMBERSHI P REQUI REMENTS. (a) Before
a group hospital service corporation nay be incorporated, the
corporation nust have collected in advance fromat |east 500
applicants for nenbership:

(1) the application fee; and
(2) an amobunt at |east equal to the anmount charged by
the corporation for one nonth's prem umfor coverage.

(b) A group hospital service corporation nmust maintain a
menbership of at |east 500 as a condition of continued operation.
(V.T.I1.C. Art. 20.02 (part).)

Source Law

(a) Upon incorporation, and as a condition thereof, they
shal | have collected in advance fromat |east five hundred (500)
applicants the application fee and at |east one (1) nonth's
paynment for insurance. It shall be a condition of continued
operation that a m ni nrum nenbership of five hundred (500) be
mai nt ai ned;

[ Sections 842.053-842. 100 reserved for expansion]
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SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law

Sec. 842.101. | SSUANCE COF CERTI FI CATE OF AUTHORI TY. (a)
The departnent shall issue to a group hospital service
corporation a certificate of authority that authorizes the
corporation to engage in the business of a group hospital service
corporation if the corporation:

(1) files a statenent acceptable to the departnent
show ng sol vency; and
(2) conplies with this chapter.

(b) The departnent shall charge the fee prescribed by | aw
for the issuance of the certificate of authority. (V.T.1.C
Arts. 20.02 (part); 20.08 (part).)

Source Law

[Art. 20.02. . . .]

(d) If any such corporation files an acceptabl e statenent
show ng sol vency, and otherw se conplies with this chapter, the
Board shall issue it a certificate authorizing it to transact
busi ness .

Art. 20.08. The State Board of Insurance shall charge the
fee prescribed by law for . . . the issuance of each certificate
of authority to such corporation.

Revisor's Note

V.T.1.C. Article 20.02(d) refers to the termof a
certificate of authority issued under that article. The revised
law omits this reference as repealed. Under Section 1, V.T.I1.C
Article 1.14, revised in relevant part as Section 801.053, a
certificate of authority is valid until it is suspended or
revoked. Section 2, Chapter 194, Acts of the 56th Legislature,
Regul ar Session, 1959, anending Article 1.14, Insurance Code,
provided that Article 20.02 was repealed "to the extent that [it
requi res] periodic renewal of certificates of authority." The
omtted | aw reads:
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[(d) [If any such corporation files an acceptabl e statenent
showi ng sol vency, and otherw se conplies with this chapter, the
Board shall issue it a certificate authorizing it to transact
busi ness] for a period of not nore than fifteen (15) nonths, and
not extendi ng beyond May 31, next follow ng the date of said
certificate;

[ Sections 842.102-842. 150 reserved for expansion]

SUBCHAPTER D. BOARD OF DI RECTORS; PERSONNEL
Revi sed Law

Sec. 842.151. BOARD OF DI RECTORS. (a) Each group hospital
service corporation is governed by a board of directors that has
full control over its managenent affairs.

(b) A board of directors nust be conposed of at |east 12
but not nore than 20 directors. A majority of the directors nust
be persons who:

(1) are not health care providers or enployees of
health care providers; and
(2) do not have a financial interest in a health care
provider. (V.T.I1.C Art. 20.13.)
Source Law

Art. 20.13. Such corporation shall have not fewer than 12
nor nore than 20 directors who shall have full control over its
managenent affairs. A majority of the directors shall not be
health care providers or enployees of or have a financi al
interest in a health care provider as defined in this chapter.

Revi sed Law
Sec. 842.152. COVPENSATI ON OF DI RECTORS. A director of a
group hospital service corporation may not receive conpensation
for the director's services but is entitled to receive
rei nbursenent for reasonabl e and necessary expenses incurred in
attending a neeting called to manage or direct the affairs of the

78C204 DLF-D
398



corporation. (V.T.I.C Art. 20.20 (part).)
Source Law

Art. 20.20. No director of any corporation created under
this chapter shall receive any salary, wages or conpensation for
his services, but shall be allowed reasonabl e and necessary
expenses incurred in attending any neeting called for the purpose
of managing or directing the affairs of said corporation.

Revisor's Note
V.T.1.C. Article 20.20 refers to the "salary, wages or
conpensation” of a director. The revised law omts the
references to salary and wages because, in context, salary and
wages are included within the meani ng of "conpensation."”
Revi sed Law
Sec. 842.153. BOARD MEETINGS. The board of directors of a
group hospital service corporation may not neet nore frequently
than once a nonth. A neeting may not |ast nore than five days.
(V.T.1.C. Art. 20.20 (part).)
Source Law

Provi ded, however, that the directors may not have
nore than one (1) neeting per nonth, which neeting shall not |ast
nore than five (5) days.

Revi sed Law
Sec. 842.154. BOND REQUI REMENTS FOR CERTAI N OFFI CERS AND

EMPLOYEES. (a) Each group hospital service corporation shal
post a bond for the officer or enployee responsible for the
handl i ng of the corporation's noney. The bond nust be:

(1) issued by a surety conpany licensed by the
departnment to do business in this state; and

(2) at all tinmes in an anpbunt at |east equal to

$25, 000.
(b) In addition to the bond required under Subsection (a),
the corporation shall post a separate bond or a bl anket bond for
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all enpl oyees who have access to the noney of the corporation.
The bond nust be in a reasonabl e anmobunt set by the comm ssioner
in the amount of at |east $500, not to exceed $10, 000.

(c) A bond required by this section nust be payable to the
comm ssioner for the use and benefit of the corporation.
(V.T.1.C. Art. 20.04.)

Source Law

Art. 20.04. Each such corporation shall furnish a bond for
the officer or enployee responsible for the handling of the
funds, the bond to be in some Surety conpany licensed by the
Board of Insurance Conmm ssioners to do business in Texas, and the
bond to be in a m ninum anount of One Thousand ($1, 000. 00)
Dollars, to be at all tines at |east equal to the assets on hand,
wi th a maxi mum bond of Twenty-five Thousand ($25, 000.00) Dol I ars.
In addition, it shall furnish on all enpl oyees who have access to
any of its funds, separate bonds, or a blanket bond, in amounts
to be reasonably fixed by the Board, with a m ni mum of Five
Hundred ($500.00) Dollars, and a maxi mum of Ten Thousand
(%10, 000.00) Dollars. Al such bonds shall be nade payable to
the Board of I|nsurance Conm ssioners for the use and benefit of
t he corporation.

Revisor's Note

V.T..C. Article 20.04 requires a bond equal to the "assets
on hand,” in a m nimum amount of $1, 000 and a nmaxi mum anount of
$25,000. Under V.T.I.C Article 20.15, revised as Section
842. 206, a group hospital service corporation nmust maintain a
surplus of at |east $100,000. As a result, the amount of assets
on hand for the corporation nust always exceed $25,000. The
revised law is drafted accordingly.

Revi sed Law

Sec. 842.155. TREASURER S BOND. The treasurer of each group
hospital service corporation shall post a fidelity bond with a
corporation surety. The bond nust be in the anount determ ned by
the officers of the corporation as necessary to secure the
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faithful handling of the corporation's noney. (V.T.I.C
Art. 20.17 (part).)
Source Law

Art. 20.17. The treasurer of such corporation shall be
required to give a fidelity bond with corporation surety in such
sum as nay be determ ned by the officers of said corporation for
the faithful handling of the funds of said corporation
and .

Revi sed Law
Sec. 842.156. COVPENSATI ON OF CERTAI N OFFI CERS AND

EMPLOYEES. A paid officer or enployee of a group hospital service
corporation nmay not receive nore than $20, 000 annually as
conpensation for the officer's or enployee's services unless a
hi gher anmount is first authorized by a vote of:

(1) the board of directors of the corporation; or

(2) a commttee of the board of directors that is
charged with the duty of authorizing that conpensation. (V.T.I.C
Art. 20.10 (part).)

Source Law

no paid officer or enployee of said corporations
shall receive nore than Twenty Thousand Dol | ars ($20, 000. 00) per
annum for his services, unless such paynent be first authorized
by a vote of the board of directors of such conpany, or by a
commttee of such board charged with the duty of authorizing such
payment s.

[ Sections 842.157-842. 200 reserved for expansion]

SUBCHAPTER E. REGULATI ON OF GROUP HOSPI TAL
SERVI CE CORPORATI ONS
Revi sed Law
Sec. 842.201. ANNUAL STATEMENT; FILING FEE. (a) Not |ater
than March 1 of each year, each group hospital service
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corporation shall file with the departnment an annual statenent
that covers the operations for the precedi ng cal endar year.

(b) The statenent nust be in the formprescribed by and
provide the information required by the conm ssioner.

(c) The departnent shall charge a fee in an anopunt
determ ned under Article 4.07 for filing the statenent.
(V.T.I.C. Arts. 20.02 (part); 20.08 (part).)

Source Law

[Art. 20.02. . . .]

(b) They shall file a statenent of their operations for the
year endi ng Decenber 31 each year, said statenent to reach the
Board of Insurance Conm ssioners not later than March 1 of the
succeedi ng year. The statenents shall be on such fornms and shal
reveal such information as shall be required by the Board;

Art. 20.08. The State Board of Insurance shall charge the
fee prescribed by law for filing the annual statenent of each
corporation operating under this chapter, and for

Revisor's Note

V.T..C. Article 20.08 provides that the fornmer State Board
of Insurance nust charge "the charter fee prescribed by |aw' for
filing an annual statenment. Article 4.07 is a conprehensive fee
provi sion that authorizes the Texas Departnent of |nsurance to
set the amounts of various fees, including the fee for an annual
statenent. Accordingly, the revised | aw substitutes a genera
reference to a fee in the anount determ ned under V.T.I.C,
Article 4.07.

Revi sed Law
Sec. 842.202. RESERVE REQUI REMENTS. (a) Each group
hospi tal service corporation shall mintain reserves sufficient
to cover liability for clainms incurred but not yet paid and the
expenses incurred in settling those clains.
(b) A group hospital service corporation shall estinate the
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anount necessary to satisfy the reserve requirenents using a
met hod submtted to the comm ssioner for approval. The estimte
met hod used by the corporation is considered approved on the
30th day after the date filed wth the comm ssioner unless the
comm ssioner affirmatively approves or disapproves the nethod
before that date. (V.T.1.C Art. 20.02 (part).)

Source Law

(c) They shall maintain reserves to cover the liability for
clains incurred but not yet paid and for the expenses of
settlenment on those clains; provided that the reserves shall be
estimated using a nethod which has been submtted to the
Comm ssi oner of Insurance for approval; and provided further that
t he nethod shall be deenmed approved thirty (30) days after filing
unl ess earlier affirmatively approved or disapproved by the
Comm ssi oner of Insurance;

Revi sed Law

Sec. 842.203. FINAL JUDGVENT DEPCSIT. (a) For each 1,000
menbers and fraction of 1,000 nenbers, a group hospital service
corporation shall deposit $100 with the conptroller through the
comm ssioner. The total deposit required under this subsection
may not exceed $2, 000.

(b) The deposit required under Subsection (a) shall be used
to pay any judgnent entered agai nst the group hospital service
corporation and is subject to garnishnent after a final judgnent
is entered.

(c) The group hospital service corporation shal
i mredi ately repl eni sh the anbunt on deposit if the amount is
i npounded or inpaired. If the anmount is not replenished
i mredi ately on the demand of the conm ssioner, the corporation
may be regarded as insolvent and treated accordingly. (V.T.I.C
Art. 20.03.)
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Source Law

Art. 20.03. Each such corporation shall place with the
conptroll er through the Board of |Insurance Comm ssioners a
deposit equal to One Hundred ($100.00) Dollars for each one
t housand (1, 000) of its nenbers and fractional part of such
nunber, provided that the maxi num deposit shall be Two Thousand
($2,000.00) Dollars. The deposit shall be liable for the paynent
of all judgnments against the corporation and subject to
garni shment after final judgnment against the corporation. Wen
such deposit becones inpounded or inpaired, it shall at once be
repl eni shed by the corporation; and if not replenished
i mredi ately on demand by the Board, the corporation nay be
regarded as insolvent and dealt with accordingly.

Revi sed Law
Sec. 842.204. | NVESTMENT LI M TATI ONS. The i nvest nent
l[imtations that apply to a life, health, and accident insurance
conpany apply to the investnents of a group hospital service
corporation. (V.T.I.C Art. 20.10 (part).)
Source Law

Such corporation's investnents shall be subject to
the limtations applicable to insurance conpani es operating under
t he provisions of Chapter 3 of this code.

Revisor's Note

V.T.1.C. Article 20.10 refers to "Chapter 3 of this code,"
meani ng Chapter 3 of the Insurance Code of 1951. That chapter
applies only to life, health, and accident insurance conpani es.
The revised | aw substitutes a reference to those conpanies for
t he conveni ence of the reader.

Revi sed Law

Sec. 842.205. |INCURRED EXPENSES. (a) In this section,
"general expenses" neans expenses incurred by a group hospital
service corporation in the operation of its business other than:
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(1) a tax;
(2) a license fee;
(3) a comm ssion; or
(4) an expense incurred in the performance of a
contract:
(A) nmade directly or indirectly with this state
or the United States; and
(B) under which the corporation does not assune
an i nsurance ri sk.

(b) Subject to Subsection (c), a group hospital service
corporation may not incur during a cal endar year general expenses
t hat exceed 20 percent of the prem uns earned in that cal endar
year.

(c) For a group hospital service corporation earning $500
mllion or nore in premuns in a cal endar year, the maxi mm
percent age of general expenses that may be incurred during a
cal endar year is reduced by one-half percent for each $50 nmillion
of prem uns earned to a maxi mum percentage of 15 percent.
(V.T.I1.C. Art. 20.10 (part).)

Source Law

No corporation operating under this chapter may incur
general expenses during a cal endar year in excess of twenty
percent (20% of premuns earned in that cal endar year; provided
further that the maxi num expense shall be reduced by one-half
percent (1/2% for each Fifty MIlion Dollars ($50, 000, 000) of
premumearned to fifteen percent (15% for corporations earning
Five Hundred MIlion Dollars ($500,000,000) or nore of premumin

a cal endar year. "General expenses" neans the expenses incurred
by a corporation in the operation of its business except that the
termshall not be deened to include taxes, |license fees,

comm ssions, or any expenses incurred in the performance of
contracts nmade directly or indirectly with the governnent of this
state or of the United States under which the corporation does
not assume an insurance ri sk.
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Revi sed Law
Sec. 842.206. M N MUM SURPLUS REQUI REMENT. Each group
hospital service corporation shall maintain a surplus of at |east
$100, 000 to neet adverse contingencies. (V.T.I.C Art. 20.15.)
Source Law

Art. 20.15. Such corporation shall maintain a surplus of at
| east $100, 000 to neet adverse contingencies.

Revi sed Law
Sec. 842.207. CONTRACTS; RElI NSURANCE; OTHER AGREENMENTS. (a)
Subj ect to Subsection (b), a group hospital service corporation
may:

(1) contract with another organization simlar in
character for joint participation through:
(A) a nutualization contract agreenent;
(B) a reinsurance treaty; or
(© another arrangenent; and
(2) ~cede or accept risks froman insurer on all or
part of a risk.

(b) Each docunent used for a purpose described by
Subsection (a) nust be filed with the departnent and approved by
the comm ssioner for use in that purpose. (V.T.1.C Art. 20.19.)

Source Law

Art. 20.19. Such corporations shall be authorized to
contract with other organizations simlar in character for joint
participation through nutualization contract agreenents,
re-insurance treaties or otherw se and cede or accept risks from
any insurance conpany or insurer upon the whole or any part of
any risks, provided that such contract fornms, docunents, treaties
or agreenent forns are filed with and approved by the State Board
of I nsurance for such purposes.
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Revisor's Note
V.T..C. Article 20.19 refers to "contract forns, docunents,
treaties or agreenent fornms." The revised law omts the
references to contract forns, treaties, and agreenent forns
because, in context, those terns are included within the neaning
of "docunent."

Revi sed Law
Sec. 842.208. BOOKS AND RECORDS. Each group hospital
service corporation shall keep conpl ete books and records.
(V.T.1.C. Art. 20.21(a).)

Source Law

Art. 20.21. (a) Every Such Corporation Shall Keep Conplete
Books and Records.

Revi sed Law
Sec. 842.209. EXAM NATIONS. Articles 1.15 and 1.16 apply to
a group hospital service corporation. (V.T.1.C Art. 20.21(b).)
Source Law

(b) Articles 1.15 and 1.16 of this code apply to
corporations regul ated under this article.

Revi sed Law
Sec. 842.210. LI QU DATI ON, REHABI LI TATI ON, OR CONSERVATI ON
OF GROUP HGOSPI TAL SERVI CE CORPCRATI ON. The di ssol uti on,
liquidation, rehabilitation, or conservation of a group hospital
service corporation is subject to Articles 21.28 and 21. 28-A
(V.T.I.C. Art. 20.06.)

Source Law

Art. 20.06. Any dissolution, liquidation, rehabilitation, or
conservation of any such corporation shall be handl ed as provided
in Articles 21.28, 21.28-A, and 21.28-B of this code.
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Revisor's Note

V.T..C. Article 20.06 refers to "Articles 21.28, 21.28-A,
and 21.28-B of this code." The revised law omts the reference
to Article 21.28-B because that article was repeal ed by Chapter
1082, Acts of the 71st Legislature, Regul ar Session, 1989.

[ Sections 842.211-842. 250 reserved for expansion]
SUBCHAPTER F. PLAN OF OPERATI ON; PROVI SI ON OF
BENEFI TS TO MEMBERS
Revi sed Law

Sec. 842.251. PLAN OF OPERATION. (a) Before accepting
applications for nmenbership in its hospital service plan, a group
hospi tal service corporation nust submt to the comm ssioner a
pl an of operation. The plan of operation nust be acconpani ed by
a schedul e of the dues to be charged to nenbers and a st at enent
of the anmpunt of hospital services that the corporation contracts
to provide.

(b) The comm ssioner nust approve the plan of operation as
fair and reasonabl e before the corporati on nmay engage in
business. (V.T.1.C. Art. 20.14.)

Source Law

Art. 20.14. Every such corporation shall, before accepting
applications for nmenbership in said nonprofit hospital service
pl an, submt to the Board of Insurance Conm ssioners a plan of
operation, together with a schedule of its dues to be charged and
t he amount of hospital service contracted to be rendered; which
pl an shall first be approved by the Board as fair and reasonabl e
before said corporation shall engage in business.

Revi sed Law
Sec. 842.252. MEMBERSH P CERTI FI CATE; CONTRACT. (a) A
group hospital service corporation shall issue to each nenber a
menbership certificate that states the benefits to which the
menber is or may becone entitled.
(b) The departnent nust approve the form of:
(1) the nenbership certificate; and
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(2) any contract nade between the group hospital
service corporation and the nenber's enpl oyer or group
representative. (V.T.1.C Art. 20.16.)

Source Law

Art. 20.16. Every such corporation shall issue to its
menbers certificates of menbership setting forth the benefits to
whi ch they are or may becone entitled. Such certificates, and
the contracts nade between the corporation and the nmenber's
enpl oyer or group representative shall be in form approved by the
State Board of |nsurance.

Revi sed Law
Sec. 842.253. POLICY, CERTIFICATE, AND APPLI CATI ON FORMS. A
policy, certificate, or application formused by a group hospital
service corporation is subject to Article 3.42. (V.T.I.C
Art. 20.02(e).)

Source Law

(e) Policy, certificate, and application forns shall be
subject to the provisions of Article 3.42 of this code, as
amended.

Revi sed Law
Sec. 842.254. DEPOSIT REQUI REMENTS. A group hospital
service corporation shall deposit in the account of the
corporation in a bank noney collected by the corporation froma
menber or subscriber. The bank nust be a state depository.
(V.T.I1.C. Art. 20.17 (part).)
Source Law

all funds collected fromnenbers or subscribers of
said corporation shall be deposited to the account of said
corporation in a bank, which is a State depository.
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Revi sed Law
Sec. 842.255. ADVANCE PAYMENTS TO HOSPI TAL PROH BI TED. A
group hospital service corporation may not pay to a hospital any
noney col |l ected by the corporation froma nmenber or subscriber
before the hospital provides necessary care to that nenber or
subscriber. (V.T.1.C Art. 20.18.)
Source Law

Art. 20.18. Such corporation shall not pay any of the funds
coll ected from nmenbers or subscribers to any hospital until after
said hospitals shall have rendered the necessary hospital care to
such subscri ber or nenber.

Revi sed Law

Sec. 842.256. CONTRACTS W TH HEALTH CARE PROVI DERS. (a) A
group hospital service corporation may contract wth health care
provi ders as necessary to ensure to each nmenber or subscriber the
provi sion of services and supplies covered by the nmenbership
certificate or policy of the corporation.

(b) A group hospital service corporation may not be
required to contract with any particul ar health care provider.

(c) This section does not authorize a group hospital
service corporation to contract with a health care provider in a
manner prohibited by a licensing |aw of this state under which
that health care provider operates. (V.T.1.C Art. 20.11

(part).)

Source Law

Art. 20.11. Such corporations shall have authority to
contract with health care providers in such manner as to assure
to each person holding a policy or certificate of said
corporation the furnishing of such services and supplies as my
be agreed upon in the policy, with . . . such corporations shal
not be required to contract wth any particular health care
provi der; and provided further that this Article shall not be
deened to authorize such corporation to contract with any health
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care provider in any manner which is prohibited by any |icensing
| aw of this state under which the health care provider
oper at es.

Revi sed Law
Sec. 842.257. MNAY LIMT BENEFITS. A policy or certificate
i ssued by a group hospital service corporation may limt the
types of disease for which benefits are provided. (V.T.1.C
Art. 20.11 (part).)

Source Law

the right to said corporation to limt in the policy
the types of disease for which it shall furnish benefits;
provi ded t hat

Revisor's Note
V.T.1.C. Article 20.11 refers to the "policy" of the
corporation. Mst provisions revised in this chapter refer to a
policy or contract. The revised law is drafted accordingly.
Revi sed Law
Sec. 842.258. LIMTATIONS ON CONTRACTS FOR MEDI CAL
SERVICES. (a) A group hospital service corporation nay not:
(1) contract to provide to a nenber a physician or any
medi cal services;
(2) contract to practice nedicine in any nmanner;
(3) control or attenpt to control the relations
exi sting between a nenber and the nenber's physician; or
(4) restrict the right of a patient to obtain the
services of any |icensed physician.
(b) This section does not prohibit a group hospital service
corporation fromcontracting with
(1) a health organization certified under Chapter 162,
Cccupati ons Code; or
(2) a physician or other health care provider under
rul es adopted for preferred provider plans. (V.T.1.C Art. 20.12

(part).)
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Source Law

Art. 20.12. Such corporations shall not contract to furnish
to the nmenber a physician or any nedical services, nor shall said
corporation contract to practice nedicine in any nmanner, nor
shal |l said corporation control or attenpt to control the
rel ati ons existing between said nenber and his or her physician,
nor restrict the right of the patient to obtain the services of
any licensed doctor of nedicine; provided that nothing in this
article shall prohibit a corporation fromcontracting with a
heal th organi zation certified under Section 5.01, Medical
Practice Act (Article 4495b, Vernon's Texas Civil Statutes), or
wi th physicians or other health care providers under rules
pronmul gated for preferred provider plans.

Revisor's Note

(1) V.T.1.C Article 20.12 refers to a "licensed doctor of
medi cine." The revised | aw substitutes the term "physician" for
the reason stated in Revisor's Note (1) to Section 842.051.

(2) V.T.1.C Article 20.12 refers to Section 5.01, Medical
Practice Act (Article 4495b, Vernon's Texas Civil Statutes).
That statute was codified in 1999 as Chapter 162, QCccupations
Code. The revised lawis drafted accordingly.

Revi sed Law

Sec. 842.259. USE OF | NDEMNI TY PLAN AUTHORI ZED. A group
hospi tal service corporation may provide benefits for nedical
care, surgical care, or both nmedical and surgical care on the
basis of indemity paynents for incurred expenses. (V.T.I1.C
Art. 20.12 (part).)

Source Law

In addition, such corporations are hereby authorized
to provide benefits for nedical and/or surgical care on the basis
of indemity paynents for expenses incurred.
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Revi sed Law

Sec. 842.260. PAYMENT OF CLAIM PROOF OF CLAIM (a) After
recei pt of due proof of claim a group hospital service
corporation shall pay each clai mpresented under a nenbership
certificate in full not later than the 60th day after the date on
whi ch the applicable services prescribed in the certificate have
been provi ded.

(b) Witten notice of a claimgiven to a group hospital
service corporation is considered due proof of claimunder this
section if the corporation does not provide the claimant with the
forms usually provided by the corporation for filing a claim
before the 16th day after the date notice is received. (V.T.I.C
Art. 20.05 (part).)

Source Law

Art. 20.05. All clains under certificates shall be paid in
full within sixty (60) days after the services called for by the
particular certificate have been rendered, and after receipt of
due proof of claim Witten notice of claimgiven to the
corporation shall be deemed due proof in the event the
corporation fails, upon receipt of notice, to furnish the
claimant within fifteen (15) days such forns as are usually
furnished by it for filing such clains.

[ Sections 842.261-842. 300 reserved for expansion]
SUBCHAPTER G. DI SCI PLI NARY PROCEDURES
Revi sed Law
Sec. 842.301. REVOCATI ON OF CERTI FI CATE OF AUTHORI TY. The
commi ssioner shall revoke the certificate of authority of a group
hospi tal service corporation that:
(1) is determned to be:
(A) operating fraudulently; or
(B) inproperly contesting clains; or
(2) fails to pay valid clains in accordance with this
chapter. (V.T.1.C Art. 20.05 (part).)
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Source Law

The Board of |nsurance Comm ssioners shall cancel the
certificate of authority of any corporation found to be operating
fraudul ently or inproperly contesting its clains, or which fails
to pay its valid clainms in accordance with the provisions of this
article.

Revisor's Note
V.T.1.C. Article 20.05 states that the former Board of
| nsurance Comm ssioners "shall cancel" the certificate of
authority of a group hospital service corporation in certain
ci rcunstances. The revised |law substitutes "revoke" for "cancel"
because, in context, the terns are synonynous and "revoke" is
nmore frequently used.

Revi sor's Note
(End of Chapter)

V.T.1.C. Article 20.02 contains introductory |anguage that
provi des that a group hospital service corporation is "subject to
the followng requirenents.” The revised law omts the |anguage
as unnecessary since the referenced requirenents are revi sed as
various sections of this chapter. The omtted | aw reads as
fol |l ows:

[Art. 20.02. Al corporations organized under the
provisions of this chapter . . .] shall be subject to the
foll ow ng requirenents:

CHAPTER 843. HEALTH MAI NTENANCE ORGANI ZATI ONS
SUBCHAPTER A. GENERAL PROVI SI ONS
Sec. 843.001. SHORT TITLE 366
Sec. 843.002. DEFINITIONS 366
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Sec.

Sec.

Sec.

Sec.
Sec.

Sec.

Sec.

Sec.

Sec.

Sec.
Sec.

Sec.
Sec.

843.

843.

843.

843.
843.

843.

843.

843.

843.

843.
843.

843.
843.

003.

004.

005.

006.
007.

008.

009.

POWNERS OF | NSURERS AND GROUP HOSPI TAL
SERVI CE CORPCRATIONS 378

GOVERNI NG BODY OF HEALTH MAI NTENANCE
ORGANI ZATION 380

USE OF | NSURANCE- RELATED TERMS BY HEALTH
MAI NTENANCE CORGANI ZATI ON 380

PUBLI C DOCUMENTS 381

CONFI DENTI ALI TY OF MEDI CAL AND HEALTH
| NFORVATI ON 381

COSTS OF ADM NI STERI NG HEALTH MAI NTENANCE
ORGANI ZATI ON LAWS 382

APPEALS; JUDI Cl AL REVIEW 382

[ Sections 843.010-843. 050 reserved for expansion]
SUBCHAPTER B. APPLI CABI LI TY OF AND CONSTRUCTI ON W TH

051.

052.

053.
054.

055.
056.

OTHER LAWS

APPLI CABI LI TY OF | NSURANCE AND GROUP

HOSPI TAL SERVI CE CORPORATI ON LAWS 385
LAWS RELATI NG TO SOLI ClI TATI ON OR

ADVERTI SING 388
LAWS RELATI NG TO RESTRAI NT OF TRADE 389
LAWS REQUI RI NG CERTI FI CATE OF NEED FOR HEALTH

CARE FACILITY OR SERVICE 390
LAWS RELATI NG TO PRACTI CE OF MEDI CI NE 391
| NAPPLI CABI LI TY OF BANKRUPTCY LAW 392

[ Sections 843.057-843.070 reserved for expansion]
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SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Sec. 843.071. CERTIFI CATE OF AUTHORI TY REQUI RED;, USE OF
"HEALTH MAI NTENANCE ORGANI ZATI ON' OR " HMO' 392
Sec. 843.072. AUTHORI ZATI ON REQUI RED TO ACT AS HEALTH
MAI NTENANCE ORGANI ZATI ON 393
Sec. 843.073. CERTIFI CATE OF AUTHORI TY REQUI REMENT:
APPLI CABI LI TY TO PHYSI Cl ANS AND PROVI DERS 393
Sec. 843.074. CERTIFI CATE OF AUTHORI TY REQUI REMENT:
APPLI CABI LI TY TO MEDI CAL SCHOOL AND MEDI CAL
AND DENTAL UNI T 395
Sec. 843.075. CERTIFI CATE OF AUTHORI TY FOR SI NGLE HEALTH
CARE SERVI CE PLAN 396
Sec. 843.076. APPLICATION 396
Sec. 843.077. ELIGBILITY OF FOREI GN CORPORATI ON 397
Sec. 843.078. CONTENTS OF APPLI CATION 398
Sec. 843.079. CONTENTS OF APPLI CATION: LI M TED HEALTH CARE
SERVI CE PLAN 403
Sec. 843.080. MODI FI CATI ON OR AMENDVENT OF APPLI CATI ON
| NFORVATI ON 403
Sec. 843.081. DEADLINE FOR ACTI ON ON APPLI CATI ON 404
Sec. 843.082. REQU REMENTS FOR APPROVAL OF APPLI CATI ON 405
Sec. 843.083. DEN AL OF CERTI FI CATE OF AUTHORI TY 407
Sec. 843.084. DURATI ON OF CERTI FI CATE OF AUTHORI TY 408
Sec. 843.085. CHANGE I N CONTROL: COW SSI ONER APPROVAL 408
[ Sections 843.086-843. 100 reserved for expansion]
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HEALTH MAI NTENANCE ORGANI ZATI ONS

PROVI DI NG OR ARRANG NG FOR CARE 409

HEALTH MAI NTENANCE ORGANI ZATI ON QUALI TY
ASSURANCE 410

ACQUI SI TI ON AND OPERATI ON OF FACI LI Tl ES;
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AFFI LI ATE TRANSACTI ONS 412
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REHABI LI TATI ON, LI QUI DATI ON, SUPERVI SI ON, OR
CONSERVATI ON OF HEALTH MAI NTENANCE
ORGANI ZATI ON 434

[ Sections 843.158-843. 200 reserved for expansion]
SUBCHAPTER F. RELATIONS W TH ENROLLEES AND GROUP

CONTRACT HOLDERS

DI SCLOSURE OF | NFORMVATI ON ABOUT HEALTH

CARE PLAN TERMS 435
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COMPLAI NT SYSTEM REQUI RED; COWM SSI ONER
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DEADLI NES FOR RESPONSE AND RESCLUTI ON 442
COWMPLAI NT | NVESTI GATI ON AND RESOLUTI ON 444
APPEAL TO COWVPLAI NT APPEAL PANEL;
DEADLI NES 445
COMPCSI TI ON OF COVPLAI NT APPEAL PANEL 446
| NFORMATI ON PROVI DED TO COWVPLAI NANT
RELATI NG TO COVPLAI NT APPEAL PANEL 447
Rl GATS OF COVPLAI NANT AT COVPLAI NT APPEAL
PANEL MEETI NG 447
APPEAL | NVOLVI NG ONGO NG EMERGENCY OR
CONTI NUED HOSPI TALI ZATI ON 448
NOTI CE OF DECI SI ON ON APPEAL 449
RECORD OF COVPLAI NTS 449

78C204 DLF-D

418



Sec.

Sec.
Sec.
Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

Sec.

843. 261. SPECI AL PROVI SI ONS FOR APPEALS OF ADVERSE

DETERM NATI ONS 450
[ Sections 843. 262-843. 280 reserved for expansion]

SUBCHAPTER H.  CGENERAL PROVI SI ONS REGARDI NG COVPLAI NTS

843. 281. RETALI ATORY ACTI ON PRCHI BI TED 452

843.282. SUBM TTI NG COVPLAI NTS TO DEPARTMENT 453

843.283. POSTI NG OF | NFORVATI ON ON COVPLAI NT PROCESS
REQUI RED 454

[ Sections 843. 284-843. 300 reserved for expansion]

SUBCHAPTER |I. RELATIONS W TH PHYSI CI ANS AND PROVI DERS

843. 301. PRACTI CE OF MEDI CI NE NOT AFFECTED 454

843. 302. DI SCLOSURE OF APPLI CATI ON PROCEDURES AND
QUALI FI CATI ON REQUI REMENTS TO PHYSI CI AN OR
PROVI DER 455

843.303. DENIAL OF I NI TI AL CONTRACT TO PHYSI CI AN OR
PROVI DER 455

843. 304. EXCLUSI ON OF PROVI DER BASED ON TYPE OF
LI CENSE PROHI BI TED 456

843. 305. ANNUAL APPLI CATI ON PERI OD FOR PHYSI CI ANS
AND PROVI DERS TO CONTRACT 457

843. 306. TERM NATI ON OF PARTI ClI PATI ON;, ADVI SORY REVI EW
PANEL 459

843. 307. EXPEDI TED REVI EW PROCESS ON TERM NATI ON OR
DESELECTI ON 460

843. 308. NOTI FI CATI ON OF PATI ENTS OF DESELECTED
PHYSI CI AN OR PROVI DER 461

843. 309. CONTRACTS W TH PHYSI CI ANS OR PROVI DERS:
NOTI CE TO CERTAI N ENROLLEES OF TERM NATI ON
OF PHYSI CI AN OR PROVI DER PARTI CI PATION I N
PLAN 461

843. 310. CONTRACTS W TH PHYSI Cl ANS OR PROVI DERS:
CERTAI N | NDEMNI TY CLAUSES PROHI Bl TED 462

843. 311. CONTRACTS W TH PODI ATRI STS 462
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NECESSARY SERVI CES PROHI Bl TED 465

843. 315. PAYMENT OF CAPI TATI ON; ASSI GNMENT OF PRI MARY
CARE PHYSI CI AN OR PROVI DER 465

843. 316. ALTERNATI VE CAPI TATI ON SYSTEM 467

843. 317. EXCLUSI ON OF PHYSI Cl AN OR PROVI DER BASED ON
AFFI LI ATI ON W TH HEALTH MAI NTENANCE
ORGANI ZATI ON PRCHI BI TED 468

843. 318. CERTAI N CONTRACTS OF PARTI ClI PATI NG PHYSI CI AN
OR PROVI DER NOT PROHI BI TED 468

[ Sections 843. 319-843. 335 reserved for expansion]
SUBCHAPTER J. PAYMENT OF CLAIMS TO PHYSI CI ANS
AND PROVI DERS

843. 336. DEFI NI TI ON 471

843. 337. ACKNOW.EDGVENT OF RECEI PT OF CLAIM 471

843. 338. DEADLI NE FOR ACTI ON ON CLEAN CLAI M5 472

843. 339. DEADLI NE FOR ACTI ON ON CERTAI N PRESCRI PTI ON
BENEFI T CLAI M5 472

843. 340. AUDI TED CLAI M5 473

843.341. CLAI M5 PROCESSI NG PROCEDURES 474

843.342. VI OLATI ON OF CERTAI N CLAI M5 PAYMENT PROVI SI ONS
ADM NI STRATI VE PENALTY 474

843. 343. ATTORNEY' S FEES 475

843. 344. APPLI CABI LI TY TO ENTI TI ES CONTRACTI NG W TH
HEALTH MAI NTENANCE ORGANI ZATI ON 476

843. 345. EXCEPTI ONS 476

843. 346. PAYMENT OF CLAIMS 476

[ Sections 843. 347-843. 360 reserved for expansion]
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SUBCHAPTER K. RELATI ONS BETWEEN ENROLLEE AND PHYSI Cl AN
OR PROVI DER
843.361. ENROLLEES HELD HARM_ESS 478
843.362. CONTINU TY OF CARE; OBLI GATI ON OF
HEALTH MAI NTENANCE ORGANI ZATI ON 478
843. 363. PROTECTED PHYSI CI AN OR PROVI DER COVMUNI CATI ONS
W TH PATI ENTS 481
[ Sections 843. 364-843. 400 reserved for expansion]
SUBCHAPTER L. FI NANCI AL REGULATI ON OF HEALTH
MAI NTENANCE ORGANI ZATI ONS
843.401. FI DUCI ARY RESPONSI BI LI TY 483
843.402. OFFI CERS AND EMPLOYEES BOND 484
843.403. M N MUM NET WORTH 485
843.4031. PHASE-IN PERIOD FOR M Nl MUM NET WORTH 486
843.404. ADDI TI ONAL NET WORTH REQUI REMENTS 487
843.405. DEPOSIT WTH COMPTROLLER 489
843.406. HAZARDOUS FI NANCI AL CONDI TI ON 494
843.407. RECEI VERSH P AND DELI NQUENCY PROCEEDI NGS 495
843.408. | NSOLVENCY AND ALLOCATI ON TO OTHER HEALTH
MAI NTENANCE ORGANI ZATI ONS 497
[ Sections 843.409-843. 434 reserved for expansion]
SUBCHAPTER M HEALTH MAI NTENANCE ORGANI ZATI ON SOLVENCY
SURVEI LLANCE COW TTEE
843.435. DEFI NI TI ON 498
843.436. COVPOSI TI ON AND ADM NI STRATI ON 499
843.437. PLAN OF OPERATI ON 501
843.438. EXAM NATI ON AND REGULATI ON 502
843.439. |IMMUNITY FROM LI ABI LI TY 503
843. 440. CGENERAL PONERS AND DUTI ES 503
843.441. ASSESSMENTS 505
[ Sections 843.442-843. 460 reserved for expansion]
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SUBCHAPTER N. ENFORCEMENT
Sec. 843.461. ENFORCEMENT ACTIONS 507
Sec. 843.462. OPERATI ONS DURI NG SUSPENSI ON OR AFTER
REVOCATI ON OF CERTI FI CATE OF AUTHORI TY 510
Sec. 843.463. |INJUNCTIONS 511
Sec. 843.464. CRI M NAL PENALTY 512
CHAPTER 843. HEALTH MAI NTENANCE ORGANI ZATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 843.001. SHORT TITLE. This chapter may be cited as the
Texas Heal th Mai ntenance Organi zation Act. (V.T.1.C
Art. 20A.01.)

Source Law

Art. 20A.01. This Act may be cited as the Texas Health
Mai nt enance Organi zati on Act.

Revi sed Law
Sec. 843.002. DEFINITIONS. In this chapter:

(1) "Adverse determ nation"” neans a determ nation by a
heal t h mai nt enance organi zation or a utilization review agent
that health care services provided or proposed to be provided to
an enrollee are not nmedically necessary or are not appropriate.

(2) "Basic health care services" neans health care
services that the conmm ssioner determ nes an enroll ed popul ation
m ght reasonably need to be maintained in good health, including,
at a mninmum services designated as basic health services under
Section 1302, Title XIll, Public Health Service Act (42 U.S. C
Section 300e-1(1)).

(3) "Blended contract” nmeans a single docunent that
provi des a conbi nation of indemity and heal th mai ntenance
organi zation benefits. The termincludes a single contract
policy, certificate, or evidence of coverage.

(4) "Capitation" neans a nethod of conpensating a
physi ci an or provider for arranging for or providing a defined
set of covered health care services to certain enrollees for a

78C204 DLF-D
422



specified period that is based on a predeterm ned paynent per
enrollee for the specified period, wthout regard to the quantity
of services actually provided.

(5) "Conplainant” neans an enrollee, or a physician,
provi der, or other person designated to act on behalf of an
enrollee, who files a conplaint.

(6) "Conplaint" neans any di ssatisfaction expressed
orally or in witing by a conplainant to a health mai ntenance
organi zati on regardi ng any aspect of the health maintenance
organi zation's operation. The termincludes dissatisfaction
relating to plan adm nistration, procedures related to review or
appeal of an adverse determ nation under Section 843. 261, the
deni al, reduction, or term nation of a service for reasons not
related to nedical necessity, the manner in which a service is
provi ded, and a disenroll nent decision. The term does not
i ncl ude:

(A) a msunderstanding or a probl em of
m sinformation that is resolved pronptly by clearing up the
m sunder st andi ng or supplying the appropriate information to the
sati sfaction of the enrollee; or

(B) a provider's or enrollee's oral or witten
expression of dissatisfaction or disagreenent with an adverse
determ nation

(7) "Emergency care" neans health care services
provided in a hospital emergency facility or conparable facility
to evaluate and stabilize nedical conditions of a recent onset
and severity, including severe pain, that would | ead a prudent
| ayper son possessi ng an average know edge of nedicine and health
to believe that the individual's condition, sickness, or injury
is of such a nature that failure to get imredi ate nedical care
coul d:

(A) place the individual's health in serious
| eopar dy;

(B) result in serious inpairnent to bodily
functi ons;

(C© result in serious dysfunction of a bodily
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organ or part;

(D) result in serious disfigurenent; or

(E) for a pregnant woman, result in serious
jeopardy to the health of the fetus.

(8) "Enrollee" neans an individual who is enrolled in
a health care plan and includes covered dependents.

(9) "Evidence of coverage" neans any certificate,
agreenent, or contract, including a blended contract, that:

(A) is issued to an enrollee; and

(B) states the coverage to which the enrollee is
entitl ed.

(10) "G oup hospital service corporation” neans a
corporation operating under Chapter 842.

(11) "Health care" neans prevention, maintenance,
rehabilitation, pharmaceutical, and chiropractic services, other
t han nedi cal care, provided by qualified persons.

(12) "Health care plan" neans a pl an:

(A) under which a person undertakes to provide,
arrange for, pay for, or reinburse any part of the cost of health
care services; and

(B) that consists in part of providing or
arranging for health care services on a prepaid basis through
i nsurance or otherw se, as distinguished fromindemifying for
the cost of health care services.

(13) "Health care services" neans services provided to
an individual to prevent, alleviate, cure, or heal human ill ness
or injury. The term i ncl udes:

(A) pharmaceutical services;

(B) nedical, chiropractic, or dental care;

(© hospitalization;

(D) care or services incidental to the health
care services described by Paragraphs (A-(C; and

(E) services provided under a limted health care
service plan or a single health care service plan.

(14) "Health mai ntenance organi zation" neans a person
who arranges for or provides to enrollees on a prepaid basis a
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health care plan, a limted health care service plan, or a single
heal th care service plan.

(15) "Health mai ntenance organi zation delivery
net wor k" neans a health care delivery systemin which a health
mai nt enance organi zation arranges for health care services
directly or indirectly through contracts and subcontracts with
physi ci ans and provi ders.

(16) "Life-threatening" neans a di sease or condition
fromwhich the likelihood of death is probable unless the course
of the disease or condition is interrupted.

(17) "Limted health care service plan" nmeans a pl an:

(A) under which a person undertakes to provide,
arrange for, pay for, or reinburse any part of the cost of
[imted health care services; and

(B) that consists in part of providing or
arranging for limted health care services on a prepaid basis
t hrough i nsurance or otherw se, as distinguished from
i ndemmi fying for the cost of limted health care services.

(18) "Limted health care services" neans:

(A) services for nental health, chem ca
dependency, or nental retardation, or any conbination of those
services; or

(B) an organized |long-termcare service delivery
systemthat provides for diagnostic, preventive, therapeutic,
rehabilitative, and personal care services required by an
individual with a loss in functional capacity on a long-term
basi s.

(19) "Medical care" neans the provision of those
servi ces defined as practicing nedicine under Section 151.002,
Cccupati ons Code.

(20) "Net worth" neans the anount by which tota
liabilities, excluding liability for subordinated debt issued in
conpliance with Article 1.39, is exceeded by total admtted
assets.

(21) "Person" nmeans any natural or artificial person,
i ncludi ng an individual, partnership, association, corporation,
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organi zation, trust, hospital district, community nental health
center, nental retardation center, nental health and nental
retardation center, |limted liability conpany, or limted
l[iability partnership or the statewi de rural health care system
under Chapter 845.

(22) "Physician" neans:

(A) an individual licensed to practice nedicine
in this state;

(B) a professional association organi zed under
t he Texas Professional Association Act (Article 1528f, Vernon's
Texas G vil Statutes);

(© an approved nonprofit health corporation
certified under Chapter 162, Cccupations Code;

(D) a nedical school or nedical and dental unit,
as defined or described by Section 61.003, 61.501, or 74.601,
Educati on Code, that enploys or contracts with physicians to
teach or provide nedical services or enploys physicians and
contracts with physicians in a practice plan; or

(E) another person wholly owned by physici ans.

(23) "Prospective enrollee" neans:

(A) an individual eligible to enroll in a health
mai nt enance organi zati on purchased through a group of which the
i ndi vidual is a nenber; or

(B) for an individual who is not a nenber of a
group or whose group has not purchased or does not intend to
purchase a heal th mai nt enance organi zation's health care plan, an
i ndi vi dual who has expressed an interest in purchasing individual
heal t h mai nt enance organi zati on coverage and is eligible for
coverage by a heal th mai nt enance organi zati on.

(24) "Provider" means:

(A) a person, other than a physician, who is
|icensed or otherw se authorized to provide a health care service
in this state, including:

(1) a chiropractor, registered nurse,
pharmaci st, optonetrist, or registered optician; or
(1i) a pharmacy, hospital, or other
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institution or organization;

(B) a person who is wholly owned or controlled by
a provider or by a group of providers who are |licensed or
ot herwi se authorized to provide the sane health care service; or

(© a person who is wholly owned or controlled by
one or nore hospitals and physicians, including a
physi ci an- hospi tal organi zati on.

(25) "Single health care service" nmeans a health care
servi ce:

(A) that an enrolled popul ation may reasonably
need to be maintained in good health with respect to a particul ar
health care need to prevent, alleviate, cure, or heal human
illness or injury of a single specified nature; and

(B) that is provided by one or nore persons
|icensed or otherw se authorized by the state to provide that
servi ce.

(26) "Single health care service plan" neans a pl an:

(A) under which a person undertakes to provide,
arrange for, pay for, or reinburse any part of the cost of a
single health care service;

(B) that consists in part of providing or
arranging for the single health care service on a prepaid basis
t hrough i nsurance or otherw se, as distinguished from
i ndemmi fying for the cost of that service; and

(© that does not include arranging for the
provi sion of nore than one health care need of a single specified
nat ur e.

(27) "Sponsoring organization" nmeans a person who
guar antees the uncovered expenses of a health nai ntenance
organi zati on and who is financially capable, as determ ned by the
conmi ssioner, of neeting the obligations resulting fromthat
guar ant ee.

(28) "Uncovered expenses" neans the estimated anount
of adm nistrative expenses and the estimted cost of health care
services that are not guaranteed, insured, or assuned by a person
ot her than the health nmai ntenance organi zation. The term does
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not include the cost of health care services if the physician or
provider agrees in witing that an enrollee is not |iable,
assessabl e, or in any way subject to making paynent for the
servi ces except as described in the evidence of coverage issued
to the enrollee under Article 20A.09. The termincludes any
anount due on | oans in the next cal endar year unless the anount
is specifically subordinated to uncovered nedical and health care
expenses or the anobunt is guaranteed by a sponsoring
or gani zati on.

(29) "Uncovered liabilities" means obligations
resulting fromunpai d uncovered expenses, the outstanding
i ndebt edness of | oans that are not specifically subordinated to
uncovered nedi cal and health care expenses or guaranteed by the
sponsoring organi zation, and all other nonetary obligations that
are not simlarly subordinated or guaranteed. (V.T.I.C
Art. 20A. 02, Subdivs. (b); (c); (e); (f); (9); (h); (i); (i) (k)
as anended Acts 75th Leg., R S., Ch. 1023; (k) as amended Acts
75th Leg., RS., Ch. 1026; (l) as amended Acts 75th Leg., R S.,
Ch. 1023; (l) as anmended Acts 75th Leg., R S., Ch. 1026; (m;
(n); (o); (p); (a); (r); (s); (t); (u); (v); (W as amended Acts
75th Leg., RS., Ch. 1023; (w) as anended Acts 75th Leg., R S.,
Ch. 1026; (x); (y); (z); (aa) as added Acts 76th Leg., R S., Ch.
273; (aa) as added Acts 76th Leg., R S., Ch. 1380; Art. 20A 12A,
Sec. (a)(1).)

Source Law

Art. 20A.02. For the purposes of this Act:

(b) "Basic health care services" neans health care
services which the comm ssioner determ nes an enrolled popul ation
m ght reasonably require in order to be maintained in good
heal th, including, at a mninmum services designated as basic
health services under Section 1302, Title XIll1, Public Health
Service Act (42 U. S.C. Section 300e-1(1)).

(c) "Capitation" nmeans a nethod of conpensation to a
physi ci an or provider based on a predeterm ned paynent per
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enrollee for a specified period of tinme for certain enrollees in
exchange for arranging for or providing a defined set of covered
health care services to such enrollees for a specified period of
time, regardless of the anmount of services actually provided.

(e) "Conplainant” neans an enrollee, or a physician,
provi der, or other person designated to act on behalf of an
enrollee, who files a conplaint.
(f) "Conplaint" nmeans any di ssatisfaction expressed by
a conplainant orally or in witing to the health maintenance
organi zation wth any aspect of the health maintenance
organi zation's operation, including but not limted to
di ssatisfaction with plan adm nistration; procedures related to
review or appeal of an adverse determi nation, as that termis
defined by Section 12A of this Act; the denial, reduction, or
term nation of a service for reasons not related to nedica
necessity; the way a service is provided; or disenroll nent
deci sions, expressed by a conplainant. The term does not include
a m sunderstanding or a problemof msinformation that is
resol ved pronptly by clearing up the m sunderstandi ng or
supplying the appropriate information to the satisfaction of the
enrol |l ee and does not include a provider's or enrollee's oral or
witten dissatisfaction or disagreenent with an adverse
determ nati on
(g) "Energency care" neans health care services
provided in a hospital enmergency facility or conparable facility
to evaluate and stabilize nedical conditions of a recent onset
and severity, including but not limted to severe pain, that
woul d | ead a prudent | ayperson, possessing an average know edge
of medicine and health, to believe that his or her condition,
sickness, or injury is of such a nature that failure to get
i mredi ate nmedical care could result in:
(1) placing the patient's health in serious

| eopar dy;
(2) serious inpairnent to bodily functions;
(3) serious dysfunction of any bodily organ or
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part;

(4) serious disfigurenent; or

(5) in the case of a pregnant wonman, serious
jeopardy to the health of the fetus.

(h) "Enrollee" neans an individual who is enrolled in
a health care plan, including covered dependents.

(1) "Evidence of coverage" neans any certificate,
agreenent, or contract, including a blended contract, issued to
an enrollee setting out the coverage to which the enrollee is
entitl ed.

(Jj) "Goup hospital service corporation” neans a
nonprofit corporation organi zed and operating under Chapter 20 of
t he I nsurance Code.

(k) [as anended Acts 75th Leg., R S., Ch. 1023]
"Limted health care services" neans:

(1) services for nental health, chem ca
dependency, or nental retardation, or any conbi nation of nental
heal th, chem cal dependency, or nental retardation; or

(2) an organized long-termcare service delivery
systemthat provides for diagnostic, preventive, therapeutic,
rehabilitative, and personal care services required by an
individual with a loss in functional capacity on a long-term
basi s.

(k) [as anended Acts 75th Leg., R S., Ch. 1026]
"Heal th care" neans prevention, nmaintenance, rehabilitation,
phar maceutical, and chiropractic services provided by qualified
persons ot her than nedical care.

(I') [as anended Acts 75th Leg., R S., Ch. 1023]
"Limted health care service plan" neans a plan under which any
person undertakes to provide, arrange for, pay for, or reinburse
any part of the cost of limted health care services, if a part
of the plan consists of arranging for, or the provision of,
limted health care services, as distinguished from an
i ndemmi fication agai nst the cost of those services, on a prepaid
basi s through i nsurance or otherw se.

(I') [as anended Acts 75th Leg., R S., Ch. 1026]
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"Heal th care plan" neans any plan whereby any person undert akes
to provide, arrange for, pay for, or reinburse any part of the
cost of any health care services; provided, however, a part of
such plan consists of arranging for or the provision of health
care services, as distinguished fromindemification against the
cost of such service, on a prepaid basis through insurance or

ot herw se.

(m "Health care services" neans any servi ces,

i ncluding the furnishing to any individual of pharmaceuti cal
services, nedical, chiropractic, or dental care, or
hospitalization or incident to the furnishing of such services,
care, or hospitalization, as well as the furnishing to any person
of any and all other services for the purpose of preventing,
alleviating, curing or healing human illness or injury alimted
health care service plan, or a single health care service plan.

(n) "Health mai ntenance organi zati on" means any person
who arranges for or provides a health care plan, a limted health
care service plan, or a single health care service plan to
enrol |l ees on a prepaid basis.

(o) "Life threatening" neans a di sease or condition
for which the |ikelihood of death is probable unless the course
of the disease or condition is interrupted.

(p) "Medical care" nmeans furnishing those services
defined as practicing nedicine under Section 1.03(8), Medical
Practice Act (Article 4495b, Vernon's Texas Civil Statutes).

(q) "Person" neans any natural or artificial person,
including, but not limted to, individuals, partnerships,
associ ations, organi zations, trusts, hospital districts,
comunity nental health, nental retardation, or nental health and
mental retardation centers, limted liability conpanies, limted
liability partnerships, corporations, or the rural comrunity
health care system under Chapter 20C, |nsurance Code.

(r) "Physician" nmeans:

(1) an individual licensed to practice nedicine
in this state;
(2) a professional association organi zed under
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t he Texas Professional Association Act (Article 1528f, Vernon's
Texas Civil Statutes) or a nonprofit health corporation certified
under Section 5.01, Medical Practice Act (Article 4495b, Vernon's
Texas G vil Statutes);

(3) a nedical school or nedical and dental unit,
as described by Section 61.003, 61.501, or 74.601, Education
Code, that enploys or contracts with physicians to teach or
provi de nmedi cal services or enploys physicians and contracts with
physicians in a practice plan; or

(4) another person wholly owned by physici ans.

(s) "Prospective enrollee" neans:

(1) in the case of an individual who is a nenber
of a group, an individual eligible for enrollnment in a health
mai nt enance organi zati on purchased through that individual's
group; or

(2) in the case of an individual who is not a
menber of a group or whose group has not purchased or does not
intend to purchase a health maintenance organization plan, an
i ndi vi dual who has expressed an interest in purchasing individual
heal t h mai nt enance organi zati on coverage and who is eligible for
coverage by the health maintenance organi zati on.

(t) "Provider" neans:

(1) any person other than a physician, including
a licensed doctor of chiropractic, registered nurse, pharnmacist,
optonetrist, registered optician, pharmacy, hospital, or other
institution or organization or person that is |icensed or
ot herwi se authorized to provide a health care service in this
st at e;

(2) a person who is wholly owned or controlled by
a provider or by a group of providers who are licensed to provide
the sane health care service; or

(3) a person who is wholly owned or controlled by
one or nore hospitals and physicians, including a
physi ci an- hospi tal organi zation.

(u) "Sponsoring organi zati on" neans a person who
guar antees the uncovered expenses of the health maintenance
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organi zati on and who is financially capable, as determ ned by the
conmmi ssioner, of neeting the obligations resulting fromthose
guar ant ees.

(v) "Uncovered expenses" neans the estinmated
adm ni strative expenses and the estimted cost of health care
services that are not guaranteed, insured, or assuned by a person
ot her than the health mai ntenance organi zation. Health care
services may be considered covered if the physician or provider
agrees in witing that enrollees shall in no way be |iable,
assessi ble, or in any way subject to paynent for services except
as described in the evidence of coverage issued to the enrollee
under Section 9 of this Act. The amobunt due on | oans in the next
cal endar year will be considered uncovered expenses unl ess
specifically subordinated to uncovered nedical and health care
expenses or unless guaranteed by the sponsoring organization.

(w) "Health mai ntenance organi zation delivery network"
means a health care delivery systemin which a health maintenance
organi zation arranges for health care services directly or
indirectly through contracts and subcontracts with providers and
physi ci ans.

(w) "Uncovered liabilities" nmeans obligations
resulting fromunpai d uncovered expenses, the outstanding
i ndebt edness of | oans that are not specifically subordinated to
uncovered nedi cal and health care expenses or guaranteed by the
sponsoring organi zation, and all other nonetary obligations that
are not simlarly subordi nated or guarant eed.

(x) "Single health care service" neans a health care
service that an enroll ed popul ation may reasonably require in
order to be maintained in good health with respect to a
particul ar health care need for the purpose of preventing,
alleviating, curing, or healing human illness or injury of a
single specified nature and that is to be provided by one or nore
persons each of whomis licensed by the state to provide that
specific health care service.

(y) "Single health care service plan" neans a plan
under whi ch any person undertakes to provide, arrange for, pay
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for, or reinburse any part of the cost of a single health care
service, provided that a part of the plan consists of arranging
for or the provision of the single health care service, as

di stingui shed froman i ndemi fication against the cost of that
service, on a prepaid basis through insurance or otherw se and
that no part of that plan consists of arranging for the provision
of nore than one health care need of a single specified nature.

(z) "Health maintenance organization delivery network"
means a health care delivery systemin which a health maintenance
organi zation arranges for health care services directly or
indirectly through contracts and subcontracts with providers and
physi ci ans.

(aa) [as added Acts 76th Leg., R S., Ch. 273] "Net
wort h" means the excess of total admtted assets over total
liabilities, excluding liability for subordi nated debt issued in
conpliance with Article 1.39, |nsurance Code.

(aa) [as added Acts 76th Leg., R S., Ch. 1380]

"Bl ended contract” neans a single docunent, including a single
contract policy, certificate, or evidence of coverage, that
provi des a conbi nation of indemity and heal th mai ntenance
organi zati on benefits.

Art. 20A.12A. (a) In this section:

(1) "Adverse determ nation"” neans a determ nation by a
heal t h mai nt enance organi zation or a utilization review agent
that the health care services furnished or proposed to be
furnished to an enrollee are not nedically necessary or are not
appropri ate.

Revi sor's Note
(1) Subdivision (a), V.T.1.C. Article 20A. 02, defines
"adverse determnation.” The termis defined differently by
V.T..C. Article 20A 12A, which is revised in pertinent part in
this section. The termis used only in Article 20A 12A and in
V.T.1.C. Article 20A. 02(f), which specifically references the
definition contained in Article 20A. 12A. As a result, the
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revised law omts the definition of "adverse determ nation”
contained in Subdivision (a), V.T.I.C. Article 20A 02 as
unnecessary. The omtted | aw reads:

(a) "Adverse determ nation"” neans a determnation by a
heal t h mai nt enance organi zation or a utilization review agent
that the health care services furnished or proposed to be
furnished to a patient are not nedically necessary.

(2) Subdivision (d), V.T.1.C Article 20A. 02, defines
"comm ssioner." The revised law omts the definition as
unnecessary because Section 31.001 of this code contains a
definition of "comm ssioner” that is applicable throughout this
code and all other insurance laws of this state. The omtted |aw
r eads:

(d) "Comm ssioner" nmeans the comm ssioner of

i nsur ance.

(3) Subdivisions (f) and (g), V.T.1.C. Article 20A 02,
refer to dissatisfaction and nedical conditions, "including but
not limted to" certain types of dissatisfaction and nedi cal
conditions. Subdivision (q), V.T.1.C. Article 20A. 02, refers to
any natural or artificial person, "including, but not limted
to," various kinds of persons. Throughout this chapter, the
revised law omts "but not limted to" as unnecessary because
under Section 311.005(13), CGovernnent Code (Code Construction
Act), applicable to the revised law, "includes" and "i ncl udi ng"
are ternms of enlargenment and not of |limtation and use of the
ternms does not create a presunption that conponents not expressed
are excl uded.

(4) Subdivision (p), V.T.1.C. Article 20A.02, refers to
"services defined as practicing nedicine under Section 1.03(8)

[ meani ng Section 1.03(a)(8)], Medical Practice Act (Article
4495b, Vernon's Texas Civil Statutes)." The Medical Practice Act
was codified in 1999 as Subtitle B, Title 3, Occupations Code.

| medi ately before codification, Section 1.03(a)(8) of the

Medi cal Practice Act in fact defined "Open Records Law," and
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Section 1.03(a)(12) of the Medical Practice Act defined
"practicing nedicine." Section 1.03(a)(12) was codified in 1999
as a part of Section 151.002, Cccupations Code, and the revised
law is drafted accordingly.

(5) Subdivision (q), V.T.1.C. Article 20A. 02, defines
"person” to include "the rural community health care system under
Chapter 20C, Insurance Code," revised in this code as Chapter
845. The revised | aw substitutes "statewi de rural health care
systent for "rural community health care system to provide for
consi stent use of term nology with Chapter 845.

(6) Subdivision (r), V.T.1.C. Article 20A.02, refers to "a
nonprofit health corporation certified under Section 5.01,

Medi cal Practice Act (Article 4495b, Vernon's Texas G vil
Statutes)." That statute was codified in 1999 as Chapter 162,
Cccupations Code, and the revised law is drafted accordingly.

(7) Subdivision (t), V.T.1.C. Article 20A.02, refers to a
"I'i censed doctor of chiropractic.”™ The revised | aw substitutes
"chiropractor” for "licensed doctor of chiropractic" because
"chiropractor” is the defined termunder Chapter 201, Cccupations
Code, which is the chapter under which chiropractors are
regul ated. Under Section 201.001 of that code, "chiropractor” is
defined as a person licensed to practice chiropractic by the
Texas Board of Chiropractic Exam ners.

Revi sed Law

Sec. 843.003. PONERS OF | NSURERS AND GROUP HOSPI TAL SERVI CE
CORPORATIONS. (a) An insurer authorized to engage in the
busi ness of insurance in this state under Chapter 822, 841, or
883, an accident insurance conpany, health insurance conpany, or
life insurance conpany authorized to engage in the business of
insurance in this state under Chapter 982, or a group hospital
service corporation may, either directly or through a subsidiary
or affiliate, organize and operate a health mai ntenance
organi zati on under this chapter.

(b) Any two or nore insurers or group hospital service
corporations described by Subsection (a), or their subsidiaries
or affiliates, may jointly organi ze and operate a health
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mai nt enance organi zation under this chapter.
(c) An insurer or group hospital service corporation may
contract with a health maintenance organi zation to provide:
(1) insurance or simlar protection against the cost
of care provided by the health nmai ntenance organi zation; and
(2) ~coverage if the health nmai ntenance organi zation
does not neet its obligations.
(d) The authority of an insurer or group hospital service
corporation under a contract described by Subsection (c) may
i nclude the authority to nake benefit paynents to a health
mai nt enance organi zation for health care services provided by
physi ci ans or providers under a health care plan. (V.T.1.C
Art. 20A. 16.)
Source Law

Art. 20A.16. (a) An insurance conpany licensed in this
state, pursuant to Chapter 2, 3, or 15 of the Insurance Code, or
a group hospital service corporation authorized to do business in
this state, may either directly or through a subsidiary or
affiliate organi ze and operate a heal th nai nt enance organi zati on
under the provisions of this Act. Notw thstandi ng any ot her | aw
whi ch may be inconsistent herewith, any two or nore such
I nsurance conpani es or group hospital service corporations, or
subsidiaries or affiliates thereof, may jointly organi ze and
operate a heal th mai nt enance organi zati on under the provisions of
this Act.

(b) Notw thstandi ng any provision of insurance or group
hospital service corporation |aws, an insurer or group hospital
service corporation may contract with a health maintenance
organi zation to provide insurance or simlar protection agai nst
the cost of care provided by a health mai ntenance organi zation
and to provide coverage in the event of failure of a health
mai nt enance organi zation to neet its obligations. Anmong other
t hi ngs, under such contracts, the insurer or group hospital
service corporation may nmake benefit paynments to a health
mai nt enance organi zation for health care services rendered by
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physi ci ans or providers pursuant to health care pl ans.

Revisor's Note

(1) Section (a), V.T.1.C. Article 20A.16, refers to an
i nsurance conpany "licensed" in this state. Throughout this
chapter, the revised | aw substitutes "authorized" for "licensed"
in this context because "certificate of authority” is the term
used throughout this code in relation to an entity's authority to
engage in busi ness.

(2) Section (a), V.T.1.C. Article 20A.16, refers to Chapter
3 of the Insurance Code. The relevant portions of Chapter 3,
relating to organi zation of entities that may wite insurance,
are revised in Chapters 841 and 982. The revised law is drafted
accordingly.

Revi sed Law
Sec. 843.004. GOVERNI NG BODY OF HEALTH MAI NTENANCE
ORGANI ZATI ON. The governi ng body of a health maintenance
organi zati on may include physicians, providers, or other
i ndi vidual s, or any conbination of physicians, providers, and
other individuals. (V.T.1.C. Art. 20A 07.)
Source Law

Art. 20A.07. The governi ng body of any health mai ntenance
organi zati on may include physicians, providers, or other
i ndi vidual s, or any conbination of the above.

Revi sed Law
Sec. 843.005. USE OF | NSURANCE- RELATED TERMS BY HEALTH

MAI NTENANCE ORGANI ZATI ON. A heal t h mai nt enance organi zati on t hat
is not authorized as an insurer may not use in its nane,
contracts, or literature the word "insurance," "casualty,"
"surety," or "nmutual," or any other words that are:

(1) descriptive of the insurance, casualty, or surety
busi ness; or

(2) deceptively simlar to the nanme or description of
an insurer or surety corporation engaging in business in this
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state. (V.T.I.C. Art. 20A 14, Sec. (d).)
Source Law

(d) No health mai ntenance organi zation, unless |licensed as
an insurer, may use in its name, contracts, or literature, any of
the words "insurance," "casualty," "surety," "nutual," or any
ot her words descriptive of the insurance, casualty, or surety
busi ness or deceptively simlar to the name or description of any
i nsurance or surety corporation doing business in this state.

Revi sed Law

Sec. 843.006. PUBLIC DOCUMENTS. (a) Except as provided by
Subsection (b), each application, filing, and report required
under this chapter or Chapter 20A is a public docunent.

(b) An exam nation report is confidential but may be
released if, in the opinion of the comm ssioner, the release is
in the public interest. (V.T.1.C. Art. 20A 27.)

Source Law

Art. 20A.27. Al applications, filings, and reports required
under this Act shall be treated as public docunents, except that
exam nation reports shall be considered confidential docunents
whi ch may be released if, in the opinion of the conm ssioner, it
is in the public interest.

Revi sed Law
Sec. 843.007. CONFI DENTI ALITY OF MEDI CAL AND HEALTH
| NFORMATION. (a) Any information relating to the diagnosis,
treatnent, or health of an enrollee or applicant obtained by a
heal t h mai nt enance organi zation fromthe enroll ee or applicant or
froma physician or provider shall be held in confidence and may
not be disclosed to any person except:
(1) to the extent necessary to acconplish the
purposes of this chapter or Chapter 20A;
(2) wth the express consent of the enrollee or
appl i cant;
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(3) in conpliance with a statute or court order for
t he production or discovery of evidence; or

(4) in the event of a claimor litigation between the
enrol l ee or applicant and the health nmai ntenance organi zation in
which the information is pertinent.

(b) A health maintenance organi zation is entitled to claim
the statutory privilege agai nst disclosure that the physician or
provi der who provides the information to the heal th mai ntenance
organi zation is entitled to claim (V.T.1.C. Art. 20A 25.)

Source Law

Art. 20A.25. Any data or information pertaining to the
di agnosi s, treatnment, or health of any enrollee or applicant
obtai ned from such person or from any physician or provider by
any heal th mai ntenance organi zation shall be held in confidence
and shall not be disclosed to any person except to the extent
that it nay be necessary to carry out the purposes of this Act;
or upon the express consent of the enrollee or applicant; or
pursuant to a statute or court order for the production of
evi dence or to discovery therefor; or in the event of claimor
[itigation between such person and the heal th mai ntenance
organi zati on wherein such data or information is pertinent. The
heal t h mai nt enance organi zation shall be entitled to claimsuch
statutory privilege agai nst such discl osure which the physician
or provider who furnishes such information to the health
mai nt enance organi zation is entitled to claim

Revi sed Law
Sec. 843.008. COSTS OF ADM NI STERI NG HEALTH MAI NTENANCE
ORGANI ZATI ON LAWS. Money col l ected under this chapter and Article
20A. 33 nmust be sufficient to adm nister this chapter and Chapter
20A. (V.T.1.C Art. 20A 03, Sec. (d).)
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Source Law

(d) Funds collected under this Act shall be sufficient to
adm ni ster this Act.

Revi sed Law

Sec. 843.009. APPEALS; JUDICIAL REVIEW (a) A person who
is affected by a rule, ruling, or decision of the departnment or
the comm ssioner is entitled to have the rule, ruling, or
deci sion reviewed by the conm ssioner by applying to the
conm ssi oner.

(b) An application nust identify:

(1) the applicant;

(2) the rule, ruling, or decision affecting the
appl i cant;

(3) the interest of the applicant in the rule, ruling,
or deci sion;

(4) the grounds of the applicant's objection;

(5) the action sought of the comm ssioner; and

(6) the reasons and grounds for the comm ssioner to
take the action.

(c) An applicant shall file the original application with
the chief clerk of the departnment with a certification that a
true and correct copy of the application has been filed with the
conm ssi oner.

(d) Not later than the 30th day after the date the
application is filed, and after 10 days' witten notice to each
party of record, the comm ssioner shall review the action in a
hearing. In the hearing, any evidence and any matter pertinent
to the application may be submtted to the conm ssioner
regardl ess of whether it was included in the application.

(e) After the hearing, the comm ssioner shall render a
decision at the earliest possible date. The application has
precedence over all other business of a different nature pending
before the comm ssi oner.

(f) The comm ssioner shall adopt rules, consistent with
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this section, relating to applications under this section and
consi deration of those applications that the conm ssioner
consi ders advi sabl e.

(g0 A person who is affected by a rule, ruling, or decision
of the comm ssioner and is dissatisfied wwth the rule, ruling, or
decision may, after failing to get relief fromthe conmm ssioner,
file a petition seeking judicial review of the rule, ruling, or
deci si on under Subchapter D, Chapter 36. The action has
precedence over all other causes on the docket of a different
nature. (V.T.1.C Art. 20A 23, Secs. (a), (b), (c) (part).)

Source Law

Art. 20A.23. (a) Any person who is affected by any rule,
ruling, or decision of the Texas Departnent of Insurance or the
comm ssioner shall have the right to have such rule, ruling, or
deci sion reviewed by the conm ssioner by making an application to
t he comm ssioner. Such application shall state the identities of
the person, the rule, ruling, or decision conplained of, the
interest of the person in such rule, ruling, or decision, the
grounds of such objection, the action sought of the comm ssioner,
and the reasons and grounds for such action by the comm ssioner.
The original shall be filed wwth the chief clerk of the Texas
Department of Insurance together with a certification that a true
and correct copy of such application has been filed with the
comm ssioner. Wthin 30 days after the application is filed, and
after 10 days' witten notice to all parties of record, the
conm ssioner shall review the action conplained of in a public
hearing and render its decision at the earliest possible date
thereafter. The conm ssioner shall make such other rules and
regul ations with respect to such applications and their
consideration as it considers to be advisable, not inconsistent
with this Act. Said application shall have precedence over al
ot her business of a different nature pending before said
conm ssi oner.

(b) In the public hearing, any and all evidence and matters
pertinent to the appeal may be submtted to the comm ssioner
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whet her included in the application or not.

(c) If any person who is affected by any rule, ruling, or
deci sion of the comm ssioner be dissatisfied with any rule,
ruling, or decision adopted by the conm ssioner, that person,
after failing to get relief fromthe comm ssioner, may file a
petition seeking review of the rule, ruling, or decision
and . . . . The action shall have precedence over all other
causes on the docket of a different nature. The proceedi ngs on
appeal shall be tried and determ ned as provided by Article 1.04,
| nsurance Code.

Revisor's Note

(1) Section (a), V.T.1.C. Article 20A.23, refers to the
"Texas Departnent of Insurance.” In this section and throughout
this chapter, the revised law refers to the "departnent" because
Section 31.001 of this code defines "departnent” to nmean the
Texas Departnent of |nsurance throughout this code.

(2) V.T.I.C. Article 20A.23 refers to a "public hearing."
Throughout this chapter, the revised |law omts "public" as

unnecessary. In context, "hearing" neans a hearing open to the
public.

(3) Section (a), V.T.I.C. Article 20A 23, refers to "rules
and regul ations."” Throughout this chapter, the reference to

"regulations” is omtted fromthe revised law in this context
because under Section 311.005(5), Governnent Code (Code
Construction Act), a rule is defined to include a regulation.
That definition applies to the revised | aw

(4) Section (c), V.T.1.C. Article 20A. 23, provides that
Article 1.04, Insurance Code (revised in 1999 as Subchapter D,
Chapter 36), applies to the judicial review of a rule, ruling, or
deci sion of the comm ssioner and then duplicates various
provi si ons covered by that subchapter. The revised |aw omts the
duplicative provisions as unnecessary. The omtted | aw reads:

(c) . . . [that person . . . may file a petition seeking
review of the rule, ruling, or decision and] setting forth the
particul ar objection to such rule, ruling, or decision, or either
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or all of them in a district court of Travis County, Texas, and
not el sewhere, against the comm ssioner as defendant.

Either party to the action nay appeal to the appellate court
having jurisdiction of the cause and the appeal shall at once be
returnable to the appellate court having jurisdiction of the
cause and the action so appeal ed shall have precedence in the
appel l ate court over all causes of a different character therein
pendi ng. The conm ssioner is not required to give any appeal
bond in any cause arising hereunder.

[ Sections 843.010-843. 050 reserved for expansion]

SUBCHAPTER B. APPLI CABI LI TY OF AND CONSTRUCTI ON W TH
OTHER LAWS
Revi sed Law
Sec. 843.051. APPLICABILITY OF | NSURANCE AND GROUP HOSPI TAL
SERVI CE CORPORATI ON LAWS. (a) Except to the extent that the
conmmi ssioner determ nes that the nature of health maintenance
organi zati ons, health care plans, or evidences of coverage
renders a provision of the followng laws clearly inappropriate,
Articles 21.21, 21.21A, 21.21-2, 21.21-5, and 21.21-6, as added
by Chapter 522, Acts of the 74th Legi sl ature, Regul ar Sessi on,
1995, and the Unauthorized Insurers Fal se Advertising Process Act
(Article 21.21-1, Vernon's Texas | nsurance Code) apply to:
(1) health maintenance organi zations that offer basic,
limted, and single health care coverages;
(2) basic, limted, and single health care plans; and
(3) evidences of coverage under basic, limted, and
single health care plans.
(b) A health mai ntenance organi zation is subject to:
(1) Section 3B, Article 3.51-6;
(2) Chapter 827 and is an authorized insurer for
pur poses of that chapter; and
(3) Article 21.49-8.
(c) Except as otherw se provided by this chapter or other
| aw, insurance |aws and group hospital service corporation |aws
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do not apply to a health maintenance organi zation that holds a
certificate of authority under this chapter. This subsection
applies to an insurer or a group hospital service corporation
only with respect to the health mai ntenance organi zation
activities of the insurer or corporation.

(d) Activities permtted under other chapters of this code
are not subject to this chapter

(e) Except for Articles 21.07-6 and 21.58A, insurance | aws
and group hospital service corporation |laws do not apply to a
physi cian or provider. Notw thstanding this subsection, a
physi ci an or provider who conducts a utilization review during
the ordinary course of treatnent of patients under a joint or
del egated review agreenent with a health maintenance organi zation
on services provided by the physician or provider is not required
to obtain certification under Section 3, Article 21.58A
(V.T.1.C. Art. 20A.14, Sec. (b); Art. 20A 26, Secs. (a), (f)(4),
(h) (part), (i).)

Source Law

[Art. 20A. 14]

(b) Articles 21.21, 21.21A 21.21-2, 21.21-3, and 21.21-5,
| nsurance Code, Article 21.21-6, Insurance Code, as added by
Chapter 522, Acts of the 74th Legislature, Regul ar Session, 1995,
and Chapter 122, Acts of the 57th Legislature, Regul ar Session,
1961 (Article 21.21-1, Vernon's Texas |nsurance Code), apply to
heal t h mai nt enance organi zations that offer basic, |limted, and
single health care coverages and to basic, |limted, and single
health care plans and the evidence of coverage under those pl ans,
except to the extent that the comm ssioner determ nes that the
nature of health nmai ntenance organi zati ons and health care pl ans
and evi dence of coverage renders any provision of those articles
clearly inappropriate.

Art. 20A. 26. (a) Except as otherw se provided in this Act,
provi sions of the insurance | aw and provi sions of the group
hospi tal service corporation |laws shall not be applicable to any
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heal t h mai nt enance organi zation granted a certificate of
authority under this Act. This provision shall not apply to an

I nsurance conpany or a group hospital service corporation
Iicensed and regul ated pursuant to the insurance |aws or the
group hospital service corporation laws of this state except with
respect to its health maintenance organi zation's activities

aut hori zed and regul ated pursuant to this Act.

[(f)]

(4) Except for Articles 21.07-6 and 21.58A, |nsurance
Code, the insurance |aws, including the group hospital service
corporation law, do not apply to physicians and providers;
however, a physician or provider who conducts utilization review
during the ordinary course of treatnent of patients pursuant to a
joint or delegated review agreenent or agreenents with a health
mai nt enance organi zati on on services rendered by the physician or
provi der shall not be required to obtain certification under
Section 3, Article 21.58A, Insurance Code.

(h) Activities permtted under authority of Chapter 491,
Acts of the 52nd Legi sl ature, 1951, as anended, shall not be
consi dered subject to the provisions of this Act
(1) A health mai ntenance organi zation authorized under this
Act is subject to:
(1) Article 21.49-2C, Insurance Code, and is an
aut hori zed i nsurer for the purposes of that article;
(2) Article 21.49-8, Insurance Code; and
(3) Article 3.51-6, Section 3B, Insurance Code.

Revisor's Note
(1) Section (b), V.T.1.C. Article 20A. 14, refers to Article
21.21-3, Insurance Code. The revised law omts the reference
because Article 21.21-3 was repeal ed by Chapter 415, Acts of the
74t h Legi sl ature, Regul ar Session, 1995.
(2) Section (a), V.T.1.C. Article 20A. 26, provides that the
i nsurance | aws and group hospital service corporation |aws do not
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apply to a health mai ntenance organi zati on except as provided in
t he Texas Heal th Mai ntenance Organi zation Act. The revised | aw
states that the insurance | aws and group hospital service
corporation | aws do not apply to a health mai ntenance

organi zati on except as otherw se provided by "this chapter or
other law' to reflect the fact that many other insurance |aws and
group hospital service corporation | aws expressly apply to a
heal t h mai nt enance organi zati on.

(3) Section (h), WT.I.C. Article 20A 26, in part refers to
the general inapplicability of Chapter 491, Acts of the 52nd
Legi sl ature, 1951 (the Insurance Code of 1951), to health
mai nt enance organi zations. The revised law omts the reference as
duplicative of Section (a), V.T.I.C Article 20A 26, revised as
Subsection (c) of this section, which provides that the insurance
| aws are generally inapplicable to health maintenance
organi zations. The omtted |aw reads:

(h) . . . nor shall the provisions of Chapter 491, Acts of
the 52nd Legi sl ature, 1951, be applicable to organi zations
permtted under the authority of this Act.

Revi sed Law

Sec. 843.052. LAWS RELATI NG TO SCLI Cl TATI ON OR ADVERTI SI NG
(a) Solicitation of enrollees by a health naintenance
organi zation or its representative or agent does not violate a
law relating to solicitation or advertising by a physician or
provi der.

(b) The provision of factually accurate information by a
heal t h mai nt enance organi zation or its personnel to prospective
enrol | ees regardi ng coverage, rates, |ocation and hours of
service, and nanes of affiliated institutions, physicians, and
provi ders does not violate any lawrelating to solicitation or
advertising by a physician or provider. The provision of that
information with respect to a physician or provider nay not be
contrary to or in conflict wwth any |aw or ethical provision
regul ating the practice of a practitioner of any professional
service provided through or in connection with the physician or
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provider. (V.T.1.C. Art. 20A 26, Secs. (b), (d).)
Source Law

(b) Solicitation of enrollees by health maintenance
organi zations granted a certificate of authority, or their
representatives or agents, shall not be construed to violate any
provision of lawrelating to solicitation or advertising by
provi ders or physicians.

(d) The provision of factually accurate information
regardi ng coverage, rates, |location and hours of service, and
nanmes of affiliated institutions, physicians, and providers by
heal t h mai nt enance organi zations or its personnel to potenti al
enroll ed participants shall not be construed to be violative of
any provision of lawrelating to solicitation or advertising by
physi cians or providers. Such information with respect to
provi ders or physicians shall in no manner be contrary to or in
conflict wwth any law or ethics regulating the practice of
practitioners of any professional service rendered through or in
connection with such providers or physicians.

Revisor's Note
Section (d), V.T.I.C Article 20A. 26, refers to "potenti al
enrolled participants.” The revised | aw substitutes the

equi val ent term "prospective enroll ee" because that is the
defined termused in this chapter
Revi sed Law

Sec. 843.053. LAWS RELATI NG TO RESTRAI NT OF TRADE. (a) A
heal t h mai nt enance organi zation that contracts with a health
facility or enters into an i ndependent contractual arrangenent
wi th physicians or providers practicing individually or as a
group is not, because of the contract or arrangenent, considered
to have entered into a conspiracy in restraint of trade in
vi ol ation of Sections 15.01-15.26, Business & Conmerce Code.

(b) Notw thstandi ng any other |aw, a physician who
contracts with one or nore physicians in the process of
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conducting activities that are permtted by |aw but that do not
require a certificate of authority under this chapter is not,
because of the contract, considered to have entered into a
conspiracy in restraint of trade in violation of Sections
15. 01- 15. 26, Business & Commerce Code. (V. T.1.C Art. 20A 26,
Secs. (e), (f)(3).)

Source Law

(e) Any health mai ntenance organi zation authorized under
this Act which contracts with a health facility or enters into an
i ndependent contractual arrangenent w th physicians or providers
organi zed on a group practice or individual practice basis shal
not by virtue of any contracts or arrangenents be deened to have
entered into a conspiracy in restraint of trade in violation of
Sections 15.01 through 15.34 of the Business & Conmerce Code.

[(f)]

(3) Notw thstandi ng any other |aw, any physician who
conducts activities permtted by |aw but which do not require a
certificate of authority under this Act, and in the process
contracts with one or nore physicians, shall not, by virtue of
such contract or arrangenent, be deened to have entered into a
conspiracy in restraint of trade in violation of Sections 15.01
t hrough 15.34 of the Business & Conmerce Code.

Revisor's Note

Sections (e) and (f)(3), V.T.I1.C Article 20A 26, refer to
"Sections 15.01 through 15.34 of the Business & Commerce Code."
Section 15.27, Business & Commerce Code, is reserved for
expansion. Sections 15.28-15. 34, Business & Conmerce Code, were
repeal ed by Chapter 519, Acts of the 68th Legislature, Regular
Session, 1983. The revised |law accordingly substitutes a
reference to Sections 15.01-15.26, Business & Commerce Code.
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Revi sed Law
Sec. 843.054. LAWS REQUI RI NG CERTI FI CATE OF NEED FOR HEALTH
CARE FACILITY OR SERVICE. (a) A health maintenance organization
is not exenpt fromany statute that provides for the regul ation
and certification of need of health care facility construction,
expansi on, or other nodification, or the institution of a health
care service through the issuance of a certificate of need, if at
the time of establishment of operation or during the course of
operation of the health mai ntenance organi zation it becones
subject to the provisions of that statute.
(b) If the proposed plan of operation of a health
mai nt enance organi zation includes providing a health care
facility or service that makes the heal th mai nt enance
organi zati on subject to a statute descri bed by Subsection (a),
t he conm ssioner may not issue a certificate of authority until
t he comm ssioner has received a certified copy of the certificate
of need granted to the health mai ntenance organi zation by the
appropriate agency. (V.T.1.C. Art. 20A 26, Sec. (Q).)
Source Law

(g)(1) No health maintenance organi zation shall be exenpt
fromany statute that provides for the regulation and
certification of need of health care facility construction,
expansi on, or other nodification, or the institution of a health
care service through the issuance of a certificate of need, if at
the time of establishment of operation or during the course of
operation of the health mai ntenance organi zation it becones
subject to the provisions of that statute.

(2) If the proposed plan of operation of the health
mai nt enance organi zation includes the provision of any facility
and/ or service that makes the heal th nmai ntenance organi zation
subject to the statute nentioned in Subdivision (1) of this
subsection, the conmm ssioner may not issue a certificate of
authority until the conm ssioner has received a certified copy of
the certificate of need granted to the heal th mai ntenance
organi zati on by the agency responsi ble for the issuance of the
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certificate of need.

Revi sed Law
Sec. 843.055. LAWS RELATI NG TO PRACTI CE OF MEDI CI NE. (a)
Thi s chapter does not authorize the practice of nedicine as
defined by state | aw.
(b) This chapter does not repeal, nodify, or anmend Section
164. 051, 164.052, 164.053, 164.054, or 164.056, QOccupations Code,
and a heal th mai ntenance organi zation is not exenpt fromthose
sections. (V.T.1.C. Art. 20A 26, Sec. (c).)
Source Law

(c) Nothing in this Act shall be construed as permtting
the practice of medicine as defined by the laws of this state.
Nothing in this Act shall be construed to repeal, nodify, or
amend Section 3.08, Medical Practice Act (Article 4495b Vernon's
Texas Civil Statutes), and no health mai ntenance organi zation
shal | be exenpt from sane.

Revisor's Note

Section (c), V.T.I.C. Article 20A 26, refers to Section
3.08, Medical Practice Act (Article 4495b, Vernon's Texas Cvil
Statutes). That statute was codified in 1999 as Sections
164. 051, 164.052, 164.053, 164.054, and 164. 056, Cccupations
Code, and the revised law is drafted accordingly.

Revi sed Law

Sec. 843.056. | NAPPLI CABI LI TY OF BANKRUPTCY LAW By
applying for and receiving a certificate of authority to engage
in business in this state, a health mai ntenance organi zation
agrees and admts that it is not subject to and is not eligible
to proceed under the United States Bankruptcy Code. (V.T.I.C
Art. 20A.05, Sec. (e).)

Source Law

(e) By applying for and receiving a certificate of
authority to do business in this state, the health mai ntenance
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organi zation agrees and admts that it is not subject to the
United States Bankruptcy Code and is not eligible to proceed
under the United States Bankruptcy Code.

[ Sections 843.057-843.070 reserved for expansion]

SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 843.071. CERTIFI CATE OF AUTHORI TY REQUI RED; USE OF
"HEALTH MAI NTENANCE ORGANI ZATION' OR "HMO'. (a) A person may
not organi ze or operate a health mai ntenance organi zation in this
state, or sell or offer to sell or solicit offers to purchase or
recei ve advance or periodic consideration in conjunction with a
heal t h mai nt enance organi zati on, w thout obtaining a certificate
of authority under this chapter.
(b) A person may not use "health maintenance organization”
or "HMO' in the course of operation unless the person
(1) conplies with this chapter and Chapter 20A; and
(2) holds a certificate of authority under this
chapter. (V.T.1.C. Art. 20A.03, Sec. (a) (part); Art. 20A 14,
Sec. (f).)

Source Law

Art. 20A.03. (a) . . . No person shall establish or
operate a health mai ntenance organi zation in this state, or sel
or offer to sell or solicit offers to purchase or receive advance
or periodic consideration in conjunction with a health
mai nt enance organi zati on wi thout obtaining a certificate of
authority under this Act.

[Art. 20A. 14]

(f) Only those persons who conply with the provisions of
this Act and are issued a certificate of authority by the
comm ssi oner may use the phrase "health nmai nt enance organi zati on"
or "HMO' in the course of operation
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Revi sed Law

Sec. 843.072. AUTHORI ZATI ON REQUI RED TO ACT AS HEALTH
MAI NTENANCE ORGANI ZATI ON. (a) A person, including a physician or
provi der, may not perform any act of a health maintenance
organi zati on except in accordance with the specific authorization
of this chapter or other |aw

(b) A person, including a physician or provider, who
perfornms an act of a health nmai ntenance organi zation that
requires a certificate of authority under this chapter w thout
first obtaining the certificate is subject to all enforcenent
processes and procedures avail abl e agai nst an unaut hori zed
i nsurer under Chapter 101 and Subchapter C, Chapter 36.

(c) This section does not apply to an activity exenpt from
regul ati on under Section 843.051(e), 843.053, 843.073, or
843.318. (V.T.I.C. Art. 20A. 03, Secs. (e), (f), (9).)

Source Law

(e) A person, physician, or provider may not perform any of
the acts of a health maintenance organi zation, as defined in this
Act, except as provided by and in accordance with the specific
aut hori zation of this Act or other |aw

(f) A person, physician, or provider who perforns any of
the acts of a health maintenance organization that require a
certificate of authority under this Act w thout having first
obtained a certificate of authority fromthe Texas Departnent of
| nsurance is subject to all enforcenent processes and procedures
avai | abl e agai nst an unaut hori zed i nsurer under Articles 1.14-1
and 1.19-1, Insurance Code.

(g) Subsections (e) and (f) of this section do not apply to
an activity exenpt fromregul ati on under Section 26(f) of this
Act .

Revi sed Law
Sec. 843.073. CERTIFI CATE OF AUTHORI TY REQUI REMENT:
APPLI CABI LI TY TO PHYSI Cl ANS AND PROVI DERS. (a) A person is not
required to obtain a certificate of authority under this chapter
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to the extent that the person is:

(1) a physician engaged in the delivery of nedical
care; or

(2) a provider engaged in the delivery of health care
services other than nmedical care as part of a health maintenance
organi zati on delivery network.

(b) Except as provided by Section 843.101 or 843.318(a), a
physi ci an or provider that enploys or enters into a contractual
arrangenent with a provider or group of providers to provide
basic or limted health care services or a single health care
service is subject to this chapter and Chapter 20A and is
required to obtain a certificate of authority under this chapter.
(V.T.1.C. Art. 20A. .26, Secs. (f)(1), (2).)

Source Law

(f)(1) This Act shall not be applicable to:

(A) any physician, so long as that physician is
engaged in the delivery of care that is within the definition of
medi cal care; or

(B) any provider that is engaged in the delivery
of health care services other than nedical care as part of a
heal t h mai nt enance organi zati on delivery networKk.

(2) Except as provided by Section 6(a)(3) of this Act
or Subdivision (5) of this subsection, any physician or provider
that enploys or enters into a contractual arrangenent with a
provi der or group of providers to furnish basic, limted, or
single health care services as defined in Section 2 of this Act
is subject to the provisions of this Act and shall be required to
obtain a certificate of authority fromthe conm ssioner.

Revisor's Note
Sections (f)(1) and (2), V.T.1.C. Article 20A 26, state that
the Texas Heal th Mai ntenance Organi zati on Act does not apply to a
physi cian, as long as the physician is engaged in the delivery of
care that is wthin the definition of nedical care, or to a
provider that is engaged in the delivery of health care services
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ot her than nedical care as part of a health maintenance
organi zation delivery network. The revised law clarifies this
provision to reflect the clear intent of the legislature. In
context, the purpose of the provision is to exenpt physicians and
providers providing only certain care and services fromthe
requi renent of obtaining a certificate of authority and from
application of the regulatory provisions in the Texas Health
Mai nt enance Organi zation Act that apply to a health mai ntenance
organi zation. The bl anket statenent in Section (f)(1) that the
act does not apply to such a physician or provider, if read
literally, does not reflect the intent of the |egislature. Large
portions of the act, such as the provisions revised in Subchapter
| (concerning relations between a health nmai nt enance organi zati on
and physicians and providers) and in Subchapter K (concerning
rel ati ons between an enroll ee and a physician or provider)
explicitly apply to physicians and providers.

Revi sed Law

Sec. 843.074. CERTI FI CATE OF AUTHORI TY REQUI REMENT:

APPLI CABI LI TY TO MEDI CAL SCHOOL AND MEDI CAL AND DENTAL UNIT. A
medi cal school or nedical and dental unit, as defined or
descri bed by Section 61.003, 61.501, or 74.601, Education Code,
is not required to obtain a certificate of authority under this
chapter to the extent that the nmedical school or nedical and
dental unit contracts to deliver medical care within a health
mai nt enance organi zation delivery network. This chapter is
ot herw se applicable to the nedical school or nedical and dental
unit. (V.T.1.C Art. 20A. 26, Sec. (j).)

Source Law

(j) This Act applies to a nmedical school and nedi cal and
dental unit as defined by Section 61.003, 61.501, or 74.601,
Educati on Code, except when such a nedical school and nedical and
dental unit contracts to deliver nedical care within a health
mai nt enance organi zati on delivery networKk.
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Revisor's Note

Section (j), V.T.1.C. Article 20A 26, states that the Texas
Heal t h Mai nt enance Organi zation Act applies to a nmedical school
or nedical and dental unit except when the nedical school or
medi cal and dental unit contracts to deliver nedical care within
a heal th mai ntenance organi zation delivery network. The revised
law clarifies this provision to reflect the clear intent of the
| egislature. In context, the purpose of the provisionis to
exenpt a nedical school or nedical and dental unit in the
described circunmstance fromthe requirenent of obtaining a
certificate of authority and from application of the regulatory
provisions in the Texas Heal th Mi ntenance Organi zation Act that
apply to a health mai nt enance organi zati on. The bl anket statenent
in Section (j) that a nedical school and nedical and dental unit
are exenpted fromthe act when contracting to deliver nedica
care within a health mai ntenance organi zation delivery network,
if read literally, does not reflect the intent of the
| egislature. A nedical school or nedical and dental unit that
contracts to provide nedical care wwthin a heal th mai nt enance
organi zation delivery network is a physician as defined by
Section 843.002, and consequently the provisions of the act that
explicitly apply to a physician will apply to the nedical school
or nedical and dental unit.

Revi sed Law

Sec. 843.075. CERTIFI CATE OF AUTHORI TY FOR SI NGLE HEALTH
CARE SERVI CE PLAN. The conmm ssioner may issue a certificate of
authority to a health nmai ntenance organi zati on organi zed and
operated solely to provide a single health care service plan.
(V.T.1.C. Art. 20A.03, Sec. (c) (part).)

Source Law

(c) Notw thstanding any other law of this state or
provision of this Act, a health maintenance organi zati on may be
organi zed, established, operated, and issued a certificate of
authority by the comm ssioner of insurance for the sole purpose
of providing a single health care service plan.
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Revi sed Law
Sec. 843.076. APPLICATION. (a) Any person may apply to the
conmi ssioner for and obtain a certificate of authority to
organi ze and operate a heal th mai nt enance organi zati on.
(b) An application for a certificate of authority nust:
(1) be on a formprescribed by rul es adopted by the
conmm ssi oner; and
(2) be verified by the applicant or an officer or
ot her authorized representative of the applicant. (V.T.I.C
Art. 20A.03, Sec. (a) (part); Art. 20A. 04, Sec. (a) (part).)
Source Law

Art. 20A.03. (a) Notwi thstanding any law of this state to
the contrary, any person may apply to the conm ssioner for and
obtain a certificate of authority to establish and operate a
heal t h mai nt enance organi zation in conpliance with this
Act .

Art. 20A.04. (a) Each application for a certificate of
authority shall be on a formprescribed by rule of the
conmi ssioner and shall be verified by the applicant, an officer,
or other authorized representative of the applicant, and .

Revi sed Law

Sec. 843.077. ELIGBILITY OF FOREI GN CORPORATI ON. A foreign
corporation may qualify for a certificate of authority under this
chapter, including a certificate of authority for a single health
care service plan, subject to the corporation's:

(1) registration to engage in business in this state

as a foreign corporation under the Texas Busi ness Corporation
Act; and

(2) conpliance with this chapter and ot her applicable
state laws. (V.T.1.C Art. 20A 03, Secs. (a) (part), (c) (part).)
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Source Law

(a) . . . Aforeign corporation nmay qualify under this
Act, subject to its registration to do business in this state as
a foreign corporation under the Texas Business Corporation Act
and conpliance with all provisions of this Act and ot her
appl i cabl e Texas statutes.

(c) . . . [a health maintenance organi zati on nmay be
organi zed, established, operated, and issued a certificate of
authority by the comm ssioner of insurance for the sole purpose
of providing a single health care service plan.] A foreign
corporation may qualify under this Act, subject to its regul ation
to do business in the state as a foreign corporation under the
Texas Busi ness Corporation Act and in conpliance with this Act
and ot her applicable state | aws.

Revi sed Law

Sec. 843.078. CONTENTS OF APPLI CATION. (a) An application
for a certificate of authority nust include:

(1) a copy of the applicant's basic organizati onal
docunent, if any, such as the articles of incorporation, articles
of associ ation, partnership agreenent, trust agreenent, or other
appl i cabl e docunents;

(2) all anmendnents to the applicant's basic
or gani zati onal docunent; and

(3) a copy of the bylaws, rules and regul ations, or
simlar docunents, if any, reqgulating the conduct of the
applicant's internal affairs.

(b) An application for a certificate of authority nust
include a list of the names, addresses, and official positions of
t he persons responsi ble for the conduct of the applicant's
affairs, including:

(1) each nenber of the board of directors, board of
trustees, executive commttee, or other governing body or
comm ttee;
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(2) the principal officer, if the applicant is a
corporation; and

(3) each partner or nmenber, if the applicant is a
partnership or association.

(c) An application for a certificate of authority nust
i nclude a copy of any independent contract or other contract nade
or to be made between the applicant and any physician, provider,
or person |isted under Subsection (b).

(d) An application for a certificate of authority nust
i ncl ude:

(1) a copy of the formof evidence of coverage to be
i ssued to an enroll ee;

(2) a copy of the formof the group contract, if any,
to be issued to an enpl oyer, union, trustee, or other
or gani zation; and

(3) awitten description of health care plan terns
made avail able to any current or prospective group contract
hol der or current or prospective enrollee of the health
mai nt enance organi zation in accordance with Section 843. 201.

(e) An application for a certificate of authority nust
include a financial statenent that is current on the date of the
application and that includes:

(1) the sources and application of funds;

(2) projected financial statenments during the initial
peri od of operations;

(3) a balance sheet reflecting the condition of the
applicant on the date operations are expected to start;

(4) a statenment of revenue and expenses with expected
menber nont hs; and

(5) a cash flow statenent that states any capita
expendi tures, purchase and sale of investnents, and deposits with
the state.

(f) An application for a certificate of authority nust
i ncl ude the schedul e of charges to be used during the first 12
nont hs of operation.

(g) An application for a certificate of authority nust
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i nclude a statenent acknow edgi ng that | awful process in a |egal
action or proceedi ng agai nst the health nmai nt enance organi zati on
on a cause of action arising in this state is valid if served in
accordance wth Chapter 804.

(h) An application for a certificate of authority nust
i nclude a statenent reasonably describing the service area or
areas to be served by the applicant.

(1) An application for a certificate of authority nust
i nclude a description of the conplaint procedures the applicant
wll use.

(j) An application for a certificate of authority nust
i nclude a description of the procedures and progranms to be
i npl enented by the applicant to neet the quality of health care
requi renents of this chapter and Chapter 20A.

(k) An application for a certificate of authority nust
i ncl ude network configuration information, including an
expl anation of the adequacy of the physician and other provider
network configuration. The information provided nust:

(1) include the nanes of physicians, specialty
physi ci ans, and other providers by zip code or zip code map; and
(2) indicate whether each physician or other provider
is accepting new patients fromthe health mai ntenance
or gani zati on.

(I') An application for a certificate of authority nust
include a witten description of the types of conpensation
arrangenments, such as conpensation based on fee-for-service
arrangenments, risk-sharing arrangenents, or capitated risk
arrangenments, nmade or to be made with physicians and providers in
exchange for the provision of or an arrangenent to provide health
care services to enrollees, including any financial incentives
for physicians and providers. The conpensation arrangenents are
confidential and are not subject to the public information |aw,
Chapt er 552, Governnent Code.

(m An application for a certificate of authority nust
i ncl ude docunentation denonstrating that the applicant wl|l
conply with Article 20A 09Z
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(n) An application for a certificate of authority nust
i nclude any other information that the comm ssioner requires to
make the determ nations required by this chapter and Chapter 20A.
(V.T.1.C. Art. 20A.04, Sec. (a) (part).)
Source Law

Art. 20A.04. (a) Each application for a certificate of
authority . . . shall set forth or be acconpani ed by the
fol | ow ng:

(1) a copy of the basic organizational docunent, if
any, of the applicant, such as the articles of incorporation,
articles of association, partnership agreenment, trust agreenent,
or other applicable docunents, and all anmendnents thereto;

(2) a copy of the bylaws, rules and regul ations, or
simlar docunent, if any, regulating the conduct of the internal
affairs of the applicant;

(3) alist of the names, addresses, and official
positions of the persons who are to be responsible for the
conduct of the affairs of the applicant, including all nenbers of
the board of directors, board of trustees, executive commttee,
or ot her governing body or conmttee, the principal officer in
the case of a corporation, and the partnership or nenbers in the
case of a partnership or association;

(4) a copy of any independent or other contract nade
or to be made between any provider, physician, or persons |isted
i n Paragraph (3) hereof and the applicant;

(5 a copy of the formof evidence of coverage to be
issued to the enrollee;

(6) a copy of the formof the group contract, if any,
which is to be issued to enployers, unions, trustees, or other
or gani zati ons;

(7) a current financial statenent that includes:

(A) the sources and application of funds;

(B) projected financial statenents during the
initial period of operations;

(© a balance sheet begi nning as of the date of
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t he expected start of operations;

(D) a statenent of revenue and expenses with
expected nmenber nonths; and

(E) a cash flow statenment that states any capital
expendi tures, purchase and sale of investnents, and deposits with
t he state;

(8) the schedule of charges to be used during the
first 12 nonths of operation;

(9) a statenment acknow edging that all |awful process
in any | egal action or proceedi ng agai nst the heal th maintenance
organi zation on a cause of action arising in this state is valid
if served in accordance with Article 1.36, |Insurance Code;

(10) a statenent reasonably describing the geographic
area or areas to be served,

(11) a description of the conplaint procedures to be
utilized;

(12) a description of the procedures and progranms to
be inplenmented to neet the quality of health care requirenments
set forth herein;

(13) [as added Acts 75th Leg., R S., Ch. 1026] a
witten description of health care plan ternms and conditions nade
avai l able to any current or prospective group contract hol der or
current or prospective enrollee of the health maintenance
organi zati on pursuant to the requirenents of Section 11 of this
Act ;

(14) network configuration information, including an
expl anation of the adequacy of the physician and other provider
network configuration; the information provided nmust include the
names of physicians, specialty physicians, and other providers by
zip code or zip code map and indi cate whet her each physician or
other provider is accepting new patients fromthe health
mai nt enance organi zati on;

(15) a witten description of the types of
conpensati on arrangenents, such as conpensation based on
fee-for-service arrangenents, risk-sharing arrangenents, or
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capitated risk arrangenents, nmade or to be made w th physicians
and providers in exchange for the provision of or an arrangenent
to provide health care services to enrollees, including any
financial incentives for physicians and providers; such
conpensati on arrangenents shall be confidential and not subject
to the open records |law, Chapter 552, Governnent Code;

(16) docunentation denonstrating that the health
mai nt enance organi zation will [pay for energency care services
performed by non-network physicians or providers at the
negoti ated or usual and customary rate and that the health care
pl an contains, without regard to whether the physician or
provi der furnishing the services has a contractual or other
arrangenment with the entity to provide itens or services to
covered individuals, the follow ng provisions and procedures for
coverage of energency care services:

(A) any nedical screening exam nation or other
eval uation required by state or federal law that is necessary to
det erm ne whet her an enmergency nedi cal condition exists will be
provided to covered enrollees in a hospital energency facility or
conparable facility;

(B) necessary energency care services wll be
provi ded to covered enrollees, including the treatnent and
stabilization of an energency nedical condition; and

(C services originated in a hospital energency
facility or conmparable facility follow ng treatnment or
stabilization of an energency nedical condition wll be provided
to covered enrollees as approved by the health nai ntenance
organi zati on, provided that the health mai nt enance organi zati on
is required to approve or deny coverage of poststabilization care
as requested by a treating physician or provider within the tine
appropriate to the circunstances relating to the delivery of the
services and the condition of the patient, but in no case to
exceed one hour fromthe tine of the request; the health
mai nt enance organi zation nust respond to inquiries fromthe
treating physician or provider in conpliance with this provision
in the health mai nt enance organi zation's plan; and]
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(17) such other information as the conm ssioner may
require to make the determ nations required by this Act.

Revisor's Note

(1) Section (a)(10), V.T.1.C Article 20A.04, refers to the
"geographi c area" of a health mai ntenance organi zati on. For
consi stent use of term nology throughout this chapter, the
revised | aw substitutes "service area.”

(2) Section (a)(13), V.T.1.C. Article 20A 04, as added by
Chapter 1026, Acts of the 75th Legi sl ature, Regul ar Session,
1997, refers to "terns and conditions." Throughout this chapter,
the revised law omts "conditions" in this context as unnecessary
because it is included within the neaning of "terns."

(3) Section (a)(15), V.T.1.C Article 20A. 04, refers to
"the open records |law, Chapter 552, Governnent Code." Section 1
Chapter 1035, Acts of the 74th Legislature, Regul ar Sessi on,
1995, changed the headi ng of Chapter 552, Governnent Code, from
"Qpen Records" to "Public Information." The revised lawis
drafted accordingly throughout this chapter.

Revi sed Law

Sec. 843.079. CONTENTS OF APPLI CATION: LI M TED HEALTH CARE
SERVICE PLAN. In addition to the itens required under Section
843.078, an application for a certificate of authority for a
limted health care service plan nust include a specific
description of the health care services to be provided by the
applicant. (V.T.1.C Art. 20A. 04, Sec. (a) (part).)

Source Law

(a) Each application for a certificate of authority .
shall set forth or be acconpani ed by the foll ow ng:

(13) [as added Acts 75th Leg., R S., Ch. 1023] for a
limted health care service plan, a specific description of the
health care services to be provided; and
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Revi sed Law

Sec. 843.080. MODI FI CATI ON OR AVENDVENT OF APPLI CATI ON
| NFORMATI ON. (a) The conm ssioner may adopt reasonable rules
that the comm ssioner considers necessary for the proper
adm nistration of this chapter to require a health mai ntenance
organi zation, after receiving its certificate of authority, to
submt nodifications or anendnments to the operations or docunents
described in Sections 843.078 and 843.079 to the comm ssi oner,
for the conm ssioner's approval or only to provide information,
before inplenenting the nodification or amendnent or to require
t he heal th mai nt enance organi zation to indicate the nodifications
to the comm ssioner at the tinme of the next site visit or
exam nati on

(b) As soon as reasonably possible after any filing for
approval required under this section is nmade, the conmm ssioner
shal | approve or disapprove the filing in witing. |[If, before
the 31st day after the date a nodification or anendnment for which
the comm ssioner's approval is required is filed, the
comm ssi oner does not di sapprove the nodification or anmendnent,
it is considered approved. The comm ssioner may delay action as
necessary for proper consideration for not nore than an
additional 30 days. (V.T.I1.C. Art. 20A. 04, Sec. (b).)

Source Law

(b) The comm ssioner may promnul gate such reasonabl e rul es
and regul ati ons as the conm ssioner deens necessary to the proper
adm nistration of this Act to require a health maintenance
organi zati on, subsequent to receiving its certificate of
authority, to submt the nodifications or anendnents to the
operations or docunments described in Subsection (a) of this
section to the comm ssioner, either for his approval or for
information only, prior to the effectuation of the nodification
or amendnent or to require the health mai ntenance organi zation to
indicate the nodifications to the comm ssioner at the tinme of the
next site visit or exam nation. As soon as reasonably possible
after any filing for approval required by this subsection is

78C204 DLF-D
465



made, the comm ssioner shall in witing approve or disapprove it.
Any nodi fication or anendnment for which the comm ssioner's
approval is required shall be considered approved unl ess

di sapproved within 30 days; provided that the comm ssioner may
post pone the action for such further tinme, not exceeding an

addi tional 30 days, as necessary for proper consideration.

Revi sed Law

Sec. 843.081. DEADLINE FOR ACTI ON ON APPLI CATION. (a)

After receipt by the departnment of a conpleted application for a
certificate of authority, the departnent shall provide notice and
an opportunity for a hearing regarding the matter. Not |ater
than the 75th day after the date the departnent receives the
conpl eted application:

(1) the departnment shall schedule the matter for a
heari ng; or

(2) the comm ssioner shall issue or deny a certificate
of authority to the person filing the application.

(b) Notw thstandi ng Subsection (a), the conm ssioner nmay
grant to an applicant a delay of final action on the application.
(V.T.1.C. Art. 20A.05, Sec. (a) (part).)

Source Law

Art. 20A.05. (a) The conm ssioner shall, after notice and
hearing, issue or deny a certificate of authority to any person
filing an application pursuant to Section 4 of this Act, within
75 days of the receipt of a conpleted application; provided,
however, that if notice and the opportunity for a hearing is
involved in a particular issuance or denial, then the matter nust
be scheduled for a hearing within 75 days of the receipt of a
conpleted application. |In any event, the comm ssioner nay grant
a delay of final action on the application to an applicant.

Revi sed Law
Sec. 843.082. REQUI REMENTS FOR APPROVAL OF APPLI CATI ON. The
conm ssioner shall issue a certificate of authority on paynent of
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the application fee prescribed by Section 843.154(c) if the
conmi ssioner is satisfied that:

(1) wth respect to health care services to be
provi ded, the applicant:

(A) has denonstrated the willingness and
potential ability to ensure that the health care services wll be
provided in a manner to:

(1) ensure both availability and
accessibility of adequate personnel and facilities; and

(1i) enhance availability, accessibility,
quality of care, and continuity of services;

(B) has arrangenents, established in accordance
with rules adopted by the comm ssioner, for a continuing quality
of health care assurance program concerning health care processes
and out cones; and

(© has a procedure, that is in accordance with
rul es adopted by the comm ssioner, to devel op, conpile, eval uate,
and report statistics relating to the cost of operation, the
pattern of utilization of services, and availability and
accessibility of services;

(2) the person responsible for the conduct of the
affairs of the applicant is conpetent, is trustworthy, and has a
good reputation;

(3) the health care plan, limted health care service
pl an, or single health care service plan is an appropriate
mechani sm t hrough whi ch the health nmai ntenance organi zation wl|
effectively provide or arrange for the provision of basic health
care services, limted health care services, or a single health
care service on a prepaid basis, through insurance or otherw se,
except to the extent of reasonable requirenents for copaynents;

(4) the health maintenance organization is fully
responsi bl e and nmay reasonably be expected to neet its
obligations to enroll ees and prospective enrollees, after
consi deri ng:

(A) the financial soundness of the health care
pl an's arrangenent for health care services and the schedul e of
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charges used in connection with the arrangenent;

(B) the adequacy of working capital;

(© any agreenent with an insurer, a group
hospi tal service corporation, a political subdivision of
government, or any other organization for insuring the paynent of
the cost of health care services or providing for automatic
applicability of an alternative coverage in the event the plan is
di sconti nued;

(D) any agreenent that provides for the provision
of health care services; and

(E) any deposit of cash or securities submitted
in accordance with Section 843.405 as a guarantee that the
obligations will be perforned; and

(5) the proposed plan of operation, as shown by the
informati on subm tted under Section 843.078 and, if applicable,
Section 843.079, or by independent investigation, does not
violate state law. (V.T.I.C. Art. 20A. 05, Sec. (a) (part).)
Source Law

(a) . . . Issuance of the certificate of authority shal
be granted upon paynent of the application fee prescribed in
Section 32 of this Act if the comm ssioner is satisfied that:

(1) the applicant for a certificate of authority, wth
respect to health care services to be furnished:

(A) has denonstrated the willingness and
potential ability to assure that such health care services wll
be provided in a manner to assure both availability and
accessibility of adequate personnel and facilities, in a manner
enhanci ng availability, accessibility, quality of care, and
continuity of services;

(B) has arrangenents, established in accordance
with rules and regul ati ons pronul gated by the conm ssioner, for
an ongoing quality of health care assurance program concerning
health care processes and outcone; and

(C has a procedure, established by rules and
regul ati ons of the comm ssioner to devel op, conpile, eval uate,
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and report statistics relating to the cost of operation, the
pattern of utilization of its services, and availability and
accessibility of its services;

(2) the person responsible for the conduct of the
affairs of the applicant is conpetent, trustworthy, and possesses
a good reputation;

(3) the health care plan, limted health care service
pl an, or single health care service plan constitutes an
appropriate nmechani sm whereby the health mai ntenance organi zation
will effectively provide or arrange for the provision of basic
health care services, |imted health care services or single
health care service on a prepaid basis, through insurance or
ot herwi se, except to the extent of reasonable requirenments for
co- paynent ;

(4) the health maintenance organization is fully
responsi bl e and nay reasonably be expected to neet its
obligations to enrollees and prospective enrollees. |In nmaking
this determ nation, the conmm ssioner shall consider:

(A) the financial soundness of the health care
pl an's arrangenent for health care services and a schedul e of
charges used in connection therewth;

(B) the adequacy of working capital;

(© any agreenent with an insurer, group hospital
service corporation, a political subdivision of governnent, or
any other organization for insuring the paynent of the cost of
health care services or the provision for automatic applicability
of an alternative coverage in the event of discontinuance of
pl an;

(D) any agreenent which provides for the
provi sion of health care services; and

(E) any deposit of cash or securities submtted
in accordance with Section 13 of this Act as a guarantee that the
obligations will be duly perforned; and

(5) nothing in the proposed nethod of operation, as
shown by the information submtted pursuant to Section 4 of this
Act, or by independent investigation, is contrary to Texas |aw.
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Revi sed Law

Sec. 843.083. DEN AL OF CERTI FI CATE OF AUTHORITY. (a) If
the comm ssioner certifies that the health maintenance
organi zation's proposed plan of operation does not neet the
requi renents of Section 843.082, the conmm ssioner nmay not issue a
certificate of authority.

(b) The comm ssioner shall notify the applicant that the
plan is deficient and specify the deficiencies. (V.T.1.C
Art. 20A.05, Sec. (b).)

Source Law

(b) If the comm ssioner shall certify that the health
mai nt enance organi zation's proposed plan of operation does not
nmeet the requirenents of this section, the comm ssioner shall not
issue the certificate of authority. The conm ssioner shal
notify the applicant that it is deficient and shall specify in
what respects it is deficient.

Revi sed Law
Sec. 843.084. DURATI ON OF CERTI FI CATE OF AUTHORITY. A

certificate of authority continues in effect:

(1) while the certificate hol der neets the
requi renents of this chapter and Chapter 20A; or

(2) until the conmm ssioner suspends or revokes the
certificate or the conm ssioner termnates the certificate at the
request of the certificate holder. (V.T.1.C Art. 20A 05, Sec.

(c) (part).)

Source Law

(c) Acertificate of authority shall continue in force as
|l ong as the person to whomit is issued neets the requirenments of
this Act or until suspended or revoked by the comm ssioner or
term nated at the request of the certificate hol der.
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Revi sed Law
Sec. 843.085. CHANGE I N CONTROL: COW SSI ONER APPROVAL.
Any change in control, as defined by Chapter 823, of a health
mai nt enance organi zation is subject to the approval of the
comm ssioner. (V.T.I.C Art. 20A.05, Sec. (c) (part).)
Source Law

(c) . . . Any change in control, as defined by Article
21.49-1 of the Insurance Code of Texas, of the health maintenance
organi zati on, shall be subject to the approval of the
conm ssi oner.

Revi sor's Note
(End of Subchapter)

Section (b), V.T.I.C Article 20A 03, contains speci al
provisions for the treatment of health nmai ntenance organi zations
that were in existence on the effective date of the Texas Health
Mai nt enance Organi zati on Act, which was enacted in 1975 by the
64t h Legi sl ature and which took effect Decenber 1, 1975. The
revised law omts the provisions as executed law. The omtted
| aw r eads:

(b) Wthin 90 days of the effective date of this Act, every
exi sting heal th maintenance organi zation shall submt an
application for a certificate of authority. Each such applicant
may continue to operate until the comm ssioner acts on the
application. In the event that an application is denied, the
applicant shall henceforth be treated as a heal th mai nt enance
organi zati on whose certificate of authority has been revoked.

[ Sections 843. 086-843. 100 reserved for expansion]
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SUBCHAPTER D. GENERAL POWERS AND DUTI ES OF
HEALTH MAI NTENANCE ORGANI ZATI ONS
Revi sed Law
Sec. 843.101. PROVIDI NG OR ARRANG NG FOR CARE. (a) A
heal t h mai nt enance organi zati on may provi de or arrange for
nmedi cal care services only through:
(1) other health maintenance organi zations; or
(2) physicians or groups of physicians who have
i ndependent contracts with the health mai nt enance organi zati ons.
(b) A health maintenance organi zati on nmay provi de or
arrange for health care services only through:
(1) other health maintenance organi zati ons;
(2) providers or groups of providers who are under
contract wwth or are enpl oyed by the health nmai ntenance
organi zati on; or
(3) additional health mai ntenance organi zati ons or
physi ci ans or providers who have contracted for health care
services with
(A) the other health mai ntenance organi zati ons;
(B) physicians with whomthe health mai ntenance
organi zati on has contracted; or
(C providers who are under contract with or are
enpl oyed by the heal th mai ntenance organi zati on.
(c) Notw thstandi ng Subsections (a) and (b), a health
mai nt enance organi zati on may provide or authorize the foll ow ng
in a manner approved by the conm ssi oner:
(1) -enmergency care;
(2) services by referral; and
(3) services provided outside the service area.
(d) A health maintenance organi zati on may not enpl oy or
contract with other health mai ntenance organi zati ons or
physi cians or providers in a manner that is prohibited by a | aw
of this state under which those heal th mai ntenance organi zations
or physicians or providers are |icensed or otherw se authori zed.
(V.T.1.C. Art. 20A.06, Sec. (a) (part).)
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