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expenses of experts'are both ressonebls and In accordance wMh
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Although we recognize the ultty of and benedto to be derived fiwn the
uttteatfon of Form E. which It ooraMwit wNh the NAIC model (bon. there to the
needfofdariflceHon«« to certain Form E tarirtnoloqy. •pedfceJy.
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penmn'.le., the target company?
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foregoing 1

4. 7«um and Pi*pote ci Prctweed Merger..." (Kern ^
GWMoam^lanaadadmtoWbatWtoTn^ulrimgamdihanaWtor

O M i i l S S ^ «nd
991.1403.

Thank you tor the opporturtfy to comment upon the Prc*>c*edRu»erneWng
and for consWertng the concern* of the HarteyevMe mtumneaOompaniae.

Very truly youre,

Roger A. Brawn
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Office of Special Projeo*

RE: Proposed Rulemaking, Insurance Company Holding
Company Systems

Dear Sir:

I am president of the Pennsylvania Association of Mutual
Insurance Companies (PAMIC). On behalf of PANIC and its 74
member property/casualty companies, I offer the following comments
on proposed amendments to 31 Pa. Code 25, as published In the
Pennsylvania Bulletin. October 16, 1999.

The purpose of the rulemaking is to bring the affected
regulations into line with the relevant 1994 amendments to the
Insurance Company Law of 1921. The 1994 amendments brought
HMOs within the scope of the act. PAMIC does not have HMOs in its
membership and can offer no comments on that aspect of the
amendments. The 1994 amendments also reflect changes to the
provisions relating to dividends and other material transactions within
a holding company system to bring Pennsylvania into compliance with
the minimum financial regulation standards of the financial solvency
agenda of the National Association of Insurance Commissioners
(NAIC). The regulatory amendments Implementing these changes are
pertinent to PAMIC's membership and the following comments can be
offered.

First, PAMIC supports the NAIC's financial solvency agenda and
the NAIC financial solvency regulation standards for accreditation of
the state insurance departments. Since these regulations are

320W Market Street • 602 Strawberry Square, Harrisburg, PA 17101 • (717) 233-1599 • FAX (717) 233-7365



Pennsylvania Association of Mutual Insurance Companies

necessary to assure continued accreditation of Pennsylvania, they are
worthwhile.

Second, the effect of many of the changes is to streamline the
reporting requirements and, to that extent, they can only be
applauded.

Third, the following provisions may be singled out for specific
comments.

• Section 25.12 (b) - The change regarding the need to
file only one copy of Forms B and D rather than two
copies, and the language regarding the ability to file
electronically, are both helpful.

• Section 25.16 (a) and (c) - The addition of Form E for
providing a format for submitting information regarding
the competitive impact of a proposed merger or
acquisition is good. We would comment that it is
sometimes difficult to show market share statistics for
certain lines of business, especially for smaller companies,
and this argues for flexibility on the part of the
Department in Implementation.

• Section 25.17 (c) - The change to eliminate the need to
amend a company's Form B filing if it has already filed a
Form D regarding the transaction is a good change.

• Section 25.21 (c) - Regarding the addition of language
stating that the Department may withdraw its prior
approval of a transaction if there is a material change
after a Form D is submitted - On Its face this seems as
if the Department is stating the obvious. However, we
understand that without this language the Department
may not be able to enforce the withdrawal of approval
for such a transaction.

• Form C - Summary Registration Statement - The
amendment of this form to require a description of
items that have changed from the prior year's annual
registration statement to include the date and dollar
amount of the change is somewhat cumbersome, but
it probably describes the Department's view of what
was to be included in the filing prior to the change in



Pennsylvania Association of Mutual Insurance Companies

the regulation.

Basically the regulatory changes are appropriate and have the effect of
modernizing Pennsylvania law. Thank you for the opportunity to
comment on this rulemaking.

Very tjiily yours,

Steven C. fHlott, J.D., CPCU, CLU
/President
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Re: Proposal to Amend Insurance Holding Company
Systems Rules [29 PaB 5392]

Dear Mr. Salvatore:

The American insurance Association (AIA) is a trade association of more
than 380 property-casualty insurers that provide insurance throughout the United
States and around the world. In Pennsylvania, our members write more than
28% of the property-casualty business in the state. Almost all of our members
are part of holding company systems, so they are particularly interested in the
proposed amendments to Chapter 25 relating to rules and procedural
requirements for holding company systems.

First, AIA would like to make clear that we support the purposes set forth
in the proposed amendments as published in the Pennsylvania Bulletin, We
support the Insurance Departments efforts to meet financial regulation standards
adopted by the NAIC. In addition, we support efforts to clarify existing procedural
and reporting requirements and to eliminate other requirements deemed to be
unnecessary or duplicate. Accordingly, we support the portions of the proposal
that are in compliance with those purposes. However, we cannot support and
strongly object to two provisions to amend section 25.22 relating to all dividends
and other distributions. Neither of these provisions is a financial regulation
standard adopted by the NAIC, nor is either a clarification of existing procedures.
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Mr. Peter J.Salvatore
November 15,1999

SUBSECTION 25.22(f)

Subsection 25.22(f) indicates that The Department may withdraw its prior
approval of a dividend or other distribution and require the transaction to be
reversed or take otter regulatory action as a result of a material change in
information furnished under this section/ We do not understand how the
Department can reverse a dividend that may have been disbursed to thousands
of stockholders. Even if the insurer has paid a stockholder dividend to a single
parent, that parent may have distributed a dividend to all of its stockholders, who
may well be unaffiliated with the insurer. Such as broad distribution could not be
reversed.

AIA objects to this provision because of the uncertainty that it would cause
when a dividend is declared and distributed. This uncertainty is created
because: 1) there is no time limit for the department to require that the
transaction be reversed; and 2) an insurer is required to report changes in
information for fifteen days after the end of a month in which a dividend is paid,
which means that such changes may have to be reported up to forty-five days
after the dividend is distributed.

This requirement is not a part of the NAIC Model and as far as we can tell,
is unique to Pennsylvania. It certainly does not clarify any existing provision;
rather it raises questions in our view as to whether it applies only to extraordinary
dividends or whether it also applies to ordinary dividends. The confusion arises
from the following: 1) subsection 25.22(f) refers to information related to a
dividend or other distribution furnished under this section (which is found in
subsection 25.22(e)); 2) subsection 25.22(e) refers to information furnished
under subsection (c); and 3) subsection 25.22(c) refers to extraordinary
dividends or other extraordinary distributions. Therefore, one might conclude
that this provision relates only to extraordinary dividends or distributions, but this
is far from clear.

Even if this provision applies only to extraordinary dividends or
distributions, it is objectionable because of the uncertainty that it would cause.

SUBSECTION 25.22(a)

Subsection 25.22(a) provides that although the Commissioner may grant a
waiver, according to subsection 25.22(c)(5), insurers are required to file prior to
all dividends, "A balance sheet and statement of income for the period
intervening from the last annual statement filed with the Commissioner and the
end of the month preceding the month in which the request for dividend or other
distribution approval is submitted." If an insurer submits requests for dividends in
January, April, July or October, this would not present a hardship because
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insurers normally prepare quarterly financial statements for the periods ended
March, June, September and December, if an insurer submits requests for
dividends in any of the other eight months, however, this provision will require
that insurer to prepare financial statements for a one or two-month period that it
would not otherwise be required to prepare. And that is not a reasonable
requirement for the payment of ordinary dividends. There are additional
requirements for the payment of extraordinary dividends, but ordinary dividends
are in the course of business and require sufficient surplus so that this additional
burden should not be necessary. In the unusual circumstances when this
requirement is perceived as appropriate, it should be required by the Department
and not necessitate a waiver for all other insurers.

This requirement is neither a part of the NAIC Model nor is it required in
any other jurisdiction that we are aware of. It is also not a clarification of an
existing Pennsylvania requirement.

This requirement is objectionable because it puts an unnecessary burden
on all insurers when it is likely to be needed only rarely.

FOREIGN INSURERS

Finally, we note that The Holding Company Act (section 991.1404)
indicates that a foreign insurer is excepted if it is M . . . subject to registration
requirements and standards adopted by statute or regulation in the jurisdiction of
its domicile which are substantially similar to those contained in this section "
Since we have not been able to find another jurisdiction with similar
requirements, we wonder whether all foreign insurers are going to be subject to
Pennsylvania registration requirements as a result of these proposed regulations.
We certainly do not want to subject all foreign insurers to the Pennsylvania
Holding Company Act, but these provisions are not clarifications as far as the
applicability of the Act is concerned.

CONCLUSIONS

For the reasons enumerated above, we recommend that the provision to
authorize the Department to require that dividends be withdrawn (subsection
25.22(f» be deleted. Further, we recommend that the provision that allinsurers,
be required (subject to waiver) to file financial statements as of the previous
month end, also be withdrawn.
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Thank you for this opportunity to present these comments. We would be
pleased to discuss with you any comments or questions that you might have.

Sincerely,

Phillip Schwartz
Vice President
Financial Reporting and
Associate General Counsel

cc: Robert E. Nyce, Executive Director, Independent Regulatory Review
Commission (Fax 717 783-2664)

Loudon L Campbell, Esq. (Fax 717 237-6019)
R. Taylor Cosby (Fax 410 267-9581)
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Re: Proposal to Amend Insurance Holding Company
Systems Rules (29 Pa.B. 53921

Dear Mr. Salvatore:

The American Insurance Association (AIA) Is a trade association of more
than 380 property-casualty insurers that provide Insurance throughout the United
States and around the world. In Pennsylvania, our members write more than
26% of the property-casualty business in the state. Almost all of our members
are part of holding company systems, so they are particularly interested In the
proposed amendments to Chapter 25 relating to rules and procedural
requirements for holding company systems.

First, AIA would Bk* to make dear that we support the purposes set forth
In the proposed amendments as puNshed hi the Pennsylvania Bulletin. We
support the Insurance Department's efforts to meet financial regulation standards
adopted by the NAIC. In addition, we support efforts to clarify existing procedural
and reporting requirements and to eliminate other requirements deemed to be
unnecessary or applicative. Accordingly, we support the portions of the proposal
that are in compliance with those purposes. However, we cannot support and
strongly object to two provisions to amend section 25.22 relating to all dividends
and other distributions. Neither of these provisions is a financial regulation
standard adopted by the NAIC, nor Is either a clarification of existing procedures.
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approval of a dividend or other distribution and require the transaction to bs V^
reversed or take other regulatory action as a result of Cjga&rjaUlKnge t i r ^
information furnished under this section." We do not understand how the
Department can reverse a dividend that may have been disbursed to thousands
of stockholders. Even if the Insurer has paid a stockholder dividend to a slngte
parent, that parent may have distributed a dividend to all of its stockholders, who
may well be unaffillated with the insurer. Such as broad distribution could not be

AIA objects to this provision because of the uncertainly that it would cause
when a dividend Is declared and distributed. This uncertainty is created
because: 1) there is no time limit for the department to require that the
transaction be reversed; and 2) an Insurer Is required to report changes in
information for fifteen days after the end of a month in which a dividend is paid,
which means that such changes may have to be reported up to forty-five days
after the dividend is distributed.

This requirement Is not a part of the NAIC Model and as far as we can tell,
is unique to Pennsylvania. It certainly does not clarify any existing provision;
rather n raises questions in our view as to whether it appfles only to extraordinary
dividends or whether it also applies to ordinary dividends. The confusion arises
from the following: 1) subsection 25.22(0 refers to information related to a
dividend or other distribution furnished under this section (which is found m
subsection 25.22(©)); 2) subsection 25.22(e) refers to information furnished
under subsection (c); and 3) subsection 25.22(c) refers to extraordinary
dividends or other extraordinary distributions. Therefore, one might conclude
that this provision relates only to extraordinary dividends or distributions, but this
is far from clear.

Even If this provision applies only to extraordinary dividends or
distributions, it is objectionable because of the uncertainty that H would cause.

SUBSECTION 2S.22fa)

Subsection 25.22(a) provides that although the Commissioner may grant a
waiver, according to subsection 26.22(c)(5), insurers are required to file prior to
all dividends, "A balance sheet and statement of income for the period
intervening from the last annual statement filed with the Commissioner and the
end of the month preceding the month in which the request for dividend or other
distribution approval is submitted * If an Insurer submits requests for dividends in
January, April, Jury or October, this would not present a hardship because
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insurers normally prepare quarterly financial statements tor the periods ended
March, June, September and December. If an insurer submits requests for
dividends in any of the other eight months, however, this provision will require
that insurer to prepare financial statements for a one or two-month period that it
would not otherwise be required to prepare. And that is not a reasonable
requirement for the payment of ordinary dividends. There are additional
requirements for the payment of extraordinary dividends, but ordinary dividends
are in me course of business and require sufficient surplus so that this additional
burden should not be necessary. In the unusual circumstances when this
requirement Is perceived as appropriate, it should be required by the Department
and not necessitate a waiver for all other insurers.

This requirement Is neither a part of the NAtC Model nor is it required in
any other Jurisdiction that we are aware of. It is also not a clarification of an
existing Pennsylvania requirement.

This requirement is objectionable because N puts an unnecessary burden
on all insurers when it Is likely to be needed only rarely.

FOREIGN INSURERS

Finally, we note that The Holding Company Act (section 991.1404)
indicates that a foreign Insurer is exempted if tt is " . . . subject to registration
requirements and standards adopted by statute or regulation in the jurisdiction of
its domicile which are substantially similar to those contained in this section
Since we have not been able to find another jurisdiction with simitar
requirements, we wonder whether all foreign Insurers are going to be subject to
Pennsylvania registration requirements as a result of these proposed regulations.
We certainly do not want to subject all foreign insurers to the Pennsylvania
Holding Company Act, but these provisions are not clarifications as far as the
applicability of the Act is concerned.

CONCLUSIONS

For the reasons enumerated above, we recommend that the provision to
authorize the Department to require that dividends be withdrawn (subsection
25.22(f)) be deleted. Further, we recommend that the provision that all insurers,
be required (subject to waiver) to file financial statements as of the previous
month end, also be vwfcdtawa
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Thar* you for this opportunity to present these comments. We would be
pleased to discuss with you any comments or question* thai you might have.

Sukw^c,
Schwartz

Vice President
RnanclaJ Reporting and
Associate General Counsel

oc: Robert E. Nyce, Executive Director, Independent Regulatory Review
Commission (Fax 717 783-2664)

Loudon L Campbell, Esq. (Fax 717 237-6019)
R. Taylor Cosby (Fax 410 267-9581)
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November 12, 1999

Peter J. Salvatore
Regulatory Coordinator
Pennsylvania Insurance Department
1326 Strawberry Square
Harrisburg, PA 17120

Re: Chapter 25 of Title 31 - Rules and Procedural
Requirements for Insurance Holding Company

Dear Mr. Salvatore:

The Insurance Federation, on behalf of its members
and the affiliated national trade associations,
offers the following comments on the Insurance
Department's proposed revisions to this chapter as
published in the October 16 Pennsylvania Bulletin.

Section 25*11 - Expenses

Recent problems with the cost of outside experts
auditing insurers for Y2K compliance highlight the
need for greater certainty of the cost of experts
retained by the Department and paid by the insurer.

As such, we recommend subsections (b) and (c) be
revised to refer to "reasonable" costs and
"reasonable and prevailing" rates. Subsection (c)
should also delete the reference to "per diem"
charges, as most expert services are not calculated
or billed that way- Further, subsection (d) should
specify that the travel, lodging and food expenses
of experts retained by the Department should be
limited to the same expenses that apply to
Department employees.
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Section 25.12 - Forms - general requirements

We recommend that subsection (c) be revised to provide that
biographical statements and financial statements of
ultimate controlling persons be automatically given
confidential status unless such "person" is a public
company.

I am not sure why confidentiality would not be given in
those situations; absent illustrations of where the
information would and should be public, it makes sense to
make such confidentiality a right, not a matter of
discretion and uncertainty.

Section 25.16 - Acquisition of control - statement filings

We recommend that subsection (e) be revised to allow for
five rather than two days to notify the Department of
changes in officers or directors. This should not harm the
Department's review, and it is more realistic in light of
all the other corporate activities going on at these times.

Section 25.22 - Dividends and other distributions

We recommend eliminating the filing of an interim balance
sheet and statement of income as required in subsection
(c)(5), at least as it applies to ordinary dividends. The
NAIC model requires this only for extraordinary dividends,
and Pennsylvania should do the same.

This interim information will only supplement quarterly
information that will be, by definition, no more than three
months old, and the interim information often might not be
available in any event. Further, the Department's proposed
waiver option set forth in subsection (a) would be
inadequate protection - as filing for a waiver from
subsection (c) (5) could require essentially the same
information as in the (c)(5) filing itself.
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Form A - Statement regarding the acquisition of control of
or merger with a domestic insurer

Item 3: We recommend this be revised to allow copies of
the biographical affidavits. Further, we recommend the
affidavits be allowed to hold absent any material changes;
the current proposal requires updates every three years in
any event and notification of any (not just material)
changes.

Form B - Insurance holding company system annual
registration statement

Item 8: We recommend modification of the requirement that
individuals who are ultimate controlling persons- supply
financial statements.

First, such information should be given confidential
treatment. Second, the individual should be allowed to
submit less information than contained on a financial
statement, if approved by the Department. my understanding
is that most (if not all) other states do not require these
individuals to file financial statements; presumably, those
other states find other, less invasive means of gaining
needed financial information, and the Department should
explore those alternatives.

Form C - Summary of registration statement

As what I hope is a point of clarification, we recommend
the Department allow for a good faith approximation of the
dollar amount of each change.

Form D - Prior notice of a transaction

Item 2; We recommend the Department delete the reference
to "immediate and long-term," instead going with supplying
the "anticipated effect." Further, such information should
be kept confidential and given the safe harbor found in the
Private Security Reform Act of 1995.
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Our concern here is, as we have discussed in the past, the
prospect of litigation over long-term effects that do not
come to pass. The Department should match, not exceed, the
requirements found in Section 27a of the 1933 Securities
Act with respect to forward-looking statements.

We appreciate the opportunity to comment on this
regulation, as well as the opportunity to have worked with
the Department in getting the regulation to this point. We
look forward to discussing the above recommendations and in
getting this regulation in place.

Sincerely,

Samuel R. Marshall

c: Robert E. Nyce, Executive Director
Independent Regulatory Review Commission

Steven Johnson, Deputy Insurance Commissioner
Elaine Leitzel, Analyst
Office of Regulation of Companies
Pennsylvania Insurance Department
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Peter J. Salvatore
Regulatory Coordinator
Pennsylvania Insurance Department
1326 Strawberry Square
Harrisburg, PA 17120

Re: Chapter 25 of Title 31 - Rules and Procedural
Requirements for Insurance Holding Company
Systems

Dear Mr. Salvatore:

The Insurance Federation, on behalf of its members
and the affiliated national trade associations,
offers the following comments on the Insurance
Department's proposed revisions to this chapter as
published in the October 16 Pennsylvania Bulletin.

Section 25.11 - Expenses

Recent problems with the cost of outside experts
auditing insurers for Y2K compliance highlight the
need for greater certainty of the cost of experts
retained by the Department and paid by the insurer.

As such, we recommend subsections (b) and (c) be
revised to refer to "reasonable11 costs and
"reasonable and prevailing" rates. Subsection (c)
should also delete the reference to "per diem"
charges, as most expert services are not calculated
or billed that way. Further, subsection (d) should
specify that the travel, lodging and food expenses
of experts retained by the Department should be
limited to the same expenses that apply to
Department employees.
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Section 25,12 - Forms - general requirements

We recommend that subsection (c) be revised to provide that
biographical statements and financial statements of
ultimate controlling persons be automatically given
confidential status unless such "person" is a public
company.

I am not sure why confidentiality would not be given in
those situations; absent illustrations of where the
information would and should be public, it makes sense to
make such confidentiality a right, not a matter of
discretion and uncertainty.

Section 25.16 - Acquisition of control - statement filings

We recommend that subsection (e) be revised to allow for
five rather than two days to notify the Department of
changes in officers or directors. This should not harm the
Department's review, and it is more realistic in light of
all the other corporate activities going on at these times.

Section 25.22 - Dividends and other distributions

We recommend eliminating the filing of an interim balance
sheet and statement of income as required in subsection
(c) (5) , at least as it applies to ordinary dividends. The
NAIC model requires this only for extraordinary dividends,
and Pennsylvania should do the same.

This interim information will only supplement quarterly
information that will be, by definition, no more than three
months old, and the interim information often might not be
available in any event. Further, the Department's proposed
waiver option set forth in subsection (a) would be
inadequate protection - as filing for a waiver from
subsection (c) (5) could require essentially the same
information as in the (c)(5) filing itself.
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Form A - Statement regarding the acquisition of control of
or merger with a domestic insurer

Item 3: We recommend this be revised to allow copies of
the biographical affidavits. Further, we recommend the
affidavits be allowed to hold absent any material changes;
the current proposal requires updates every three years in
any event and notification of any (not just material)
changes.

Form B - Insurance holding company system annual
registration statement

Item 8: We recommend modification of the requirement that
individuals who are ultimate controlling persons supply
financial statements.

First, such information should be given confidential
treatment. Second, the individual should be allowed to
submit less information than contained on a financial
statement, if approved by the Department. my understanding
is that most (if not all) other states do not require these
individuals to file financial statements; presumably, those
other states find other, less invasive means of gaining
needed financial information, and the Department should
explore those alternatives.

Form C - Summary of registration statement

As what I hope is a point of clarification, we recommend
the Department allow for a good faith approximation of the
dollar amount of each change.

Form D * Prior notice of a transaction

Item 2: We recommend the Department delete the reference
to "immediate and long-term," instead going with supplying
the "anticipated effect." Further, such information should
be kept confidential and given the safe harbor found in the
Private Security Reform Act of 1995.
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Our concern here is, as we have discussed in the past, the
prospect of litigation over long-term effects that do not
come to pass. The Department should match, not exceed, the
requirements found in Section 27a of the 1933 Securities
Act with respect to forward-looking statements.

We appreciate the opportunity to comment on this
regulation, as well as the opportunity to have worked with
the Department in getting the regulation to this point. We
look forward to discussing the above recommendations and in
getting this regulation in place.

Sincerely,

Samuel R. Marshall

c: Robert E. Nyce, Executive Director
Independent Regulatory Review Commission

Steven Johnson, Deputy Insurance Commissioner
Elaine Leitzel, Analyst
Office of Regulation of Companies
Pennsylvania Insurance Department
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RE: Proposed Rulemaking
31 PA Code, Chapter 25

Dear Mr. Salvatore:

PHICO Insurance Company and Pennsylvania Casualty Company (jointly referenced herein as
PHICO) are Pennsylvania domestic insurers and are registered with the Department as members
of an insurance holding company system. Consequently, the proposed revisions to 31 PA Code
Chapter 25 will impact upon PHICO's filing requirements.

For the most part, PHICO supports the proposed revisions to Chapter 25. In particular, PHICO is
pleased to see the streamlining and coordination of the various filings through the elimination of
duplicate reporting requirements. There is, however, one section that is troublesome. Through
the expansion of the applicability of Section 25,22 to include all dividends and other
distributions, the proposed rulemaking extends the requirement for submission of certain data to
the notice filing related to non-extraordinary dividends.

While Section 1404(e) of the Pennsylvania insurance laws (40 PS . Section 991.1404(c)) requires
insurers which are members of an insurance holding company system to make an informational
filing with the Insurance Commissioner for all dividends or other distributions to shareholders,
that section of the law specifies only that the insurer file a schedule of the dividends and other
distributions made during the previous twelve months. The revision to 31 PA Code, Chapter 25,
Section 25.22 proposes to establish more extensive filing requirements for such dividends.
Specifically, Section 25.22(c)(S), as proposed, would requite insurers to submit a balance sheet
and statement of income as part of the information submitted with respect to filings requited by
Section 1404(e),

PHICO suggests that the second sentence of the revised language in Section 25.22(a) be amended
to read as follows: "The report shall include the information in section 1404<e) of the act and
subsection (cXl W*)n« The third and final sentence of Section 25.22(a) could then be deleted as

Healthcare Risk Mtnogcmmt Solutions
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well. This amendment would allow for consistency between the information required by Section
1404(e) of the act and that set forth in Section 25.22.

PH1CO appreciates the opportunity to comment on the proposed rulemakmg and trusts that its
comments will be of benefit to the Department as it proceeds with this rulemaldng. If you have
any questions or want to discuss these comments, please feel free to contact me at your
convenience. I can be reached by telephone at 766-1122, extension 1400 or via the Internet at
rechronisteT@phico.com.

Very truly yours,

u
Ronald E. Chronister
Vice President, Industry & Regulatory Affairs


