
HOUSE No. 3562
By Mr. Marzilli of Arlington, petition of J. James Marzilli, Jr., and

Byron Rushing for legislation to make certain changes in the law
relative to mutual insurance holding companies. Insurance.

In the Year Two Thousand and One

An Act relating to mutual insurance holding companies.

Be it enacted by the Senate and House of Representatives in Genera!
Court assembled, and by the authority of the same, asfollows:

1 SECTION 1. Chapter 175 of the General Laws is hereby amended
2 by striking out sections 19F-19W in their entirety and inserting place
3 thereof the following:—
4 Section 19F. DEFINITIONS.
5 As used in Chapter 175 §§ 19G-19P:
6 (1) “Affiliate” of, or person “affiliated” with, a. specific person,
7 means a person that directly or indirectly, through one or more
8 intermediaries, controls or is controlled by, or is under common
9 control with, the person specified.

10 (2) ‘“Commissioner” means the commissioner of insurance and
11 any employees of the'Division of Insurance acting upon the com-
-12 missioner’s behalf.
13 (3) “Independent director” means:
14 (A) a person who is not and never has been an officer or
15 employee of a mutual insurance holding company or a member of
16 the immediate family of such person.
17 (B) a person who is not an officer, employee or five percent
18 shareholder of an affiliate of a reorganized insurer created by a
19 plan of reorganization, a reorganized insurer or a member of the
20 immediate family of such person; and
21 (C) a person who is a director of an entity created under the
22 plan of reorganization who is not an independent director of any
23 other entity created under the plan of reorganization.
24 (4) “Interested person of another person” means
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25 (A) any affiliated person of such company;
26 (B) any member of the immediate family of any natural person
27 who is an affiliated person of such company. Immediate family
28 includes parents, spouse of a parent, child, spouse of a child,
29 spouse, sibling, including step and adoptive relationships;
30 (C) any person or partner or employee of any person who at
31 any time since the beginning of the last five completed fiscal
32 years of such company has acted as legal counsel for such com-
-33 pany; or
34 (D) any natural person whom the commissioner by order shall
35 have been determined to be an interested person by reason of
36 having had, at any time since the beginning of the last two com-
-37 pleted fiscal years of such company, a business or professional
38 relationship with such company or with the principal executive
39 officer of such company.
40 (5) “Mutual insurance holding company” means a holding com-
-41 pany organized on a mutual plan and incorporated under the laws
42 of this state, resulting from the reorganization of a domestic
43 mutual insurance company with at least one or more stock insur-
-44 ance holding company subsidiaries or stock insurance company
45 subsidiaries.
46 (6) “Mutual insurance holding company system” means two or
47 more affiliated persons, one or more of which is an insurer.
48 (7) “Plan of reorganization” means a plan to reorganize a
49 domestic mutual insurance company by forming a mutual insur-
-50 ance holding company or merging a mutual insurance company
51 into a foreign or domestic mutual insurance holding company.
52 (8) “Reorganized insurer” or “reorganizing insurer” means the
53 stock insurance company into which a domestic or foreign mutual
54 insurance company is reorganized. A reorganized insurer shall be
55 deemed to have been organized as of the original date of organiza-
-56 lion of the predecessor mutual insurance company.
57 (9) “Member” means a person who, by the records of a mutual
58 insurance company, is deemed to be a policyholder of a policy or
59 annuity contract of such insurer. On or after the effective date of a
60 plan of reorganization that creates a mutual insurance holding
61 company, the term “member” means a member of the mutual
62 insurance holding company as provided for in this section, but in
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63 all instances shall include all participating policyholders. The
64 members of a mutual insurer or mutual holding company are its
65 owners.
66 (10) “Stock insurance holding company” means a corporation
67 of which at least 50.1 percent of the voting securities are owned,
68 directly or through another stock insurance holding company, by a
69 mutual insurance holding company and which holds directly or
70 indirectly, all or a majority of the voting securities of the reorga-
-71 nized insurer.
72 Section 19G. ACTIVITIES GENERALLY.
73 The provisions of Chapter 175 §§l9F-19P notwithstanding, all
74 mutual insurance holding companies and their subsidiaries shall
75 comply with the requirements and restrictions of any regulations
76 concerning the provision of the type of insurance offered by the
77 mutual insurance holding company system.
78 Section 19H. MUTUAL HOLDING COMPANY REORGANI-
-79 ZATION.
80 Notwithstanding any provision of this section, policyholders
81 are the owners of the mutual insurance holding company and all
82 its assets. The commissioner shall not approve any plan of conver-
-83 sion to a mutual holding company structure unless it meets the
84 following criteria;
85 (1) The plan of reorganization is approved by an affirmative
86 vote of three-fourths of all independent members of the board of
87 directors, and by an affirmative vote of not less than a majority of
88 the votes of the insurer’s eligible policyholders voting thereon in
89 person, by proxy or by mail at a special meeting of policyholders.
90 In no event shall a quorum at the special meeting consist of less
91 than 50 percent of the policyholders entitled to vote. Such policy-
-92 holder meeting shall be called pursuant to a notice mailed to poli-
-93 cyholders, the insurer, its directors, officers, employees, and the
94 public. The notice shall include a full copy and a summary of the
95 plan of reorganization as approved by the commissioner. Such
96 notice shall also include: financial information; a report that iden-
-97 tifies the rights of policyholders before and after the conversion
98 and that discusses any possible adverse impacts on policyholders
99 and their interests resulting from the conversion; an analysis of
100 the risks and benefits in contrast to a full demutualization; a
101 description of any stock issuance that will be made in conjunction
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with the plan of conversion; and the guidelines and parameters
which shall apply in the event stock is issued. The commissioner
shall not approve a plan until after receipt and consideration of
policyholder comments on the plan. The commissioner shall enact
a method by which policyholders may communicate with each
other, including via the Internet.
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(2) The full value of the mutual insurer’s surplus belongs to the
policyholders. For policyholder dividend purposes, a closed block
shall be established subject to approval of the policyholders and
the commissioner. The closed block shall be in the best interests
of policyholders and shall be funded so that its assets equal its lia-
bilities for closed block policies, unless there is a specific
showing that such funding is unnecessary to protect policyholders
and what alternative funding level would suffice. Any subsequent
changes in the closed block shall be approved by the commis-
sioner and disclosed to the policyholders.
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(3) If dividends and other distributions are made to share-
holders by the reorganized mutual insurance holding company or
an intermediate stock holding company, the mutual holding com-
pany shall not waive dividends, and must distribute dividends to
members from the accumulated profits of the mutual holding com-
pany.
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(4) The mutual holding company, following the reorganization,
shall own at least a majority of all voting and non-voting stock
issued by a reorganized insurer or stock holding company at all
times. No class of stock may possess greater dividend or voting
rights than the class held by the mutual insurance holding com-
pany.
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Section 191. PUBLIC HEARING AND NOTICE TO POLICY-
HOLDERS REQUIRED.

130
131
132 Upon receipt of a completed plan of reorganization, the com-

missioner shall hold a public hearing for which a minimum of 45
days’ notice have been given to the insurer, its officers, directors,
employees, policyholders and the public, all of whom shall have
an equal right to appear and be heard, present evidence, examine
and cross-examine witnesses, and offer oral and written arguments
or comments. Interveners or participants shall have at least 45
days in which to prepare and make filings, including a petition to
participate in the proceedings. The notice shall include a full copy
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of the plan, including financial information and disclosures of141
to policyholders and as otherwise
commissioner may not approve a
he or she finds that it is fair and
of the policyholders of the mutual
interests of the public. A financial

conflicts of interest and risks
stated in Section 19H(1). The
plan of reorganization unless
equitable, in the best interests
insurance company, and in the
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examination may be conducted in conjunction with the commis147
148 sioner’s review, but shall not replace or subsume the review
149 process or allow ex parte contact regarding the plan. All docu-
150 inents regarding the conversion shall be made available to the
151 public by placing them into a publicly accessible docket and by
152 posting all documents on the Division of Insurance website
153 Section 19J. STANDARDS OF STOCK ISSUANCE
154 Notwithstanding any other provisions of Chapter 175§§19F
155 19P, the commissioner shall review the plan and any issuance of
156 stock by any member of the mutual insurance holding company
157 system whenever it may occur, and shall not approve the plan or
158 the issuance where it
159 (1) fails to provide for how accumulated earnings, cash, or
160 other nonoperating assets held by the parent holding company
161 would be distributed to policyholders, and would inure to their
162 fair and equitable benefit;
163 (2) dilutes current policyholders’ interests;
164 (3) introduces shareholders that have interests opposed to the
165 interest of mutual policyholders
166 (4) subordinates policyholders’ interests to other debtors in a
167 federal bankruptcy;
168 (5) requires policyholders to pay in additional funds to keep
169 their ownership interests; or
170 (6) creates an opportunity for management to enrich themselv
171 at the expense of policyholders
172 Section 19K. MANAGEMENT STOCK OWNERSHIP.

M no time shall a director of the mutual insurance holdin
174 company receive any shares of capital stock from any member of
175 the mutual insurance holding company system. Prior to and for a
176 period of one year following the date of reorganization or conver
177 sion, no officers, employees or interested persons of companies in
178 the holding company system, other than the above directors, shall
179 directly or indirectly offer to acquire or shall acquire in any



[January6 HOUSE No. 3562

manner the beneficial ownership of any voting securities of the
reorganized insurer or its parent company, if any. Thereafter,
employees of the mutual insurer, reorganized insurer or interme-
diate stock holding companies, including immediate family mem-
bers, shall accumulate no more than five percent of the
outstanding shares of the capital stock of one or more members of
the mutual insurance holding company system in the aggregate.
Such securities can only be acquired by the employee from a
broker or dealer registered with the Securities and Exchange Com-
mission at the then publicly quoted prices on the date of purchase.
No grants of stock, stock options or any other equity instruments
shall be provided by the reorganized insurer or any company
within the mutual insurance holding company system to any
director, officer, agent or employee.

180
181
182
183
184
185
186
187
188
189
190
191
192
193

Section 19L. SUBSCRIPTION RIGHTS194
(I) Subscription rights to 100 percent of the stock to be issued

in any stock offering by the mutual insurance holding company
system shall be granted to policyholders according to their propor-
tionate share of the equity of the mutual insurance holding com-
pany as determined according to a fair and equitable formula.
Policyholders not exercising their subscription rights shall have
their shares sold at optimal market value by the company and the
full proceeds of that sale will be returned to those policyholders.
If the commissioner allows an alternative subscription offering,
such offering will be void unless at least 50 percent of policy-
holders exercise their subscription rights.
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(2) The conversion plan must set the total price of the capital
stock in an amount equal to the estimated pro forma market value
of the reorganized insurer based on an independent evaluation by
a qualified expert, approved by three-fourths of all independent
directors, and approved by the commissioner. The pro forma
market value may be the value estimated to be necessary to not

206
207
208
209
210
211
212 inhibit purchase of shares by policyholders

Section 19M. OVERSIGHT OF TRANSFER OF ASSETS.213
(1) Any sale, purchase, exchange, loan, extension of credit,

investment or transfer of assets involving any company within a
mutual insurance holding company system, provided the transac-
tions are equal to or exceed three percent of the insurer’s admitted
assets or surplus as regards policyholders as of the 31st day of
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December next preceding may not be entered into without
approval of the commissioner after a full public hearing thereon.

219
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(2) No member of the mutual insurance holding company
system shall pay any extraordinary dividend or make any other
extraordinary distribution to its shareholders until the commis-
sioner has approved the payment.

221
11l

223

224
(3) For purposes of this section, an extraordinary dividend or

distribution includes any dividend or distribution of cash or other
property, whose fair market value together with that of other divi-
dends or distributions made within the preceding 12 months
exceeds five percent of the insurer’s surplus as regards policy-
holders as of the 31st day of December next preceding, and no
more than one percent of the retained earnings of a company
within the mutual insurance holding company system.
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Section 19N, MUTUAL GOVERNANCE.233
The following shall apply to all mutual insurance companies

and all mutual insurance holding companies:
234
235
236 (1) A notice shall be mailed to each member, at least sixty days

prior to the annual meeting. Notice shall include the agenda, cor-
porate resolutions and nominations for the board of directors. The
notice will include a proxy statement, and indicate how members
may order and obtain without cost to them financial and other cor-
porate information germane to the company’s operations and gov-
ernance prior to the meeting. The notice shall also contain an
explanation of member procedures for proposing agenda items,
resolutions, nominations for the next meeting, all of which shall
be made possible under the by-laws.

237

238
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246 (2) Nominations to the Board of Directors shall be made in

accordance with company by-laws which must provide a reason-
able and accessible mechanism through which members who are
not employees or officers of the company may propose nomina-
tions and by which those nominations may be considered by mem-
bers. To assist in this process, the by-laws shall establish a
nomination committee of fifteen members who shall be selected
randomly from the membership in a process conducted by an out-
side auditor, none of whom may be employees, agents or board
members of the company and all of whom must have been policy-
holders for each of the last three or more years and who agree to
serve for staggered two-year terms. The total number of nomina-
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tions to the board of directors must be equal to at least two times
the number of vacancies which, at the time of nomination, it is
anticipated will be required to be filled. Nominations of one or
more candidates may also be made in each year by petition of
5 percent of the number of non-employee members attending the
last annual meeting or 25 members who are not employees of the
company, whichever is less.
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(3) Members may vote by proxies dated and executed within
three months and returned and recorded on the books of the com-
pany on the day of the meeting at which they are to be used; but
no member of such a company shall, in person, or by proxy, cast
more than twenty votes. Annual meetings must satisfy a quorum
requirement excluding proxies of at least 1 percent or 1,000 mem-
bers who may not be employees of the company, whichever is
less. The company must file with the commissioner within 30
days of the annual meeting, a report demonstrating compliance
with this provision to include the total attendance and total vote
count, in person and by proxy, and the total number of members
eligible to vote. The report must also include the results of the
elections for the board of directors, any resolutions and the
meeting minutes.
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Section 190. INTERVENORS ALLOWED279
Individual policyholders or other parties with a cognizable

interest in a conversion undertaken pursuant to Chapter
175§§19F-19Q may intervene as parties. No governmental agency
shall be deemed to fully represent the public or policyholders.
Any intervenor or limited participant may receive compensation
for reasonable expenses incurred in providing such representation.
A fair method will be provided for determining when an inter-
venor or limited participant is eligible for compensation based on
the intervener’s contribution to the proceedings. Such a determi-
nation of contribution shall be made by the commissioner with a
de novo right to judicial review. The “substantially and specifi-
cally” intervention standard set forth in Chapter 30A§10 shall not
be interpreted so as to bar individual persons from being granted
party or intervenor status. Individual policyholders of a mutual
insurer are deemed to be substantially and specifically affected by
the conversion of their insurer into a stock company or mutual
insurance holding company. Interveners shall have at least 45
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297 days after notice is given and all documents are made public in
298 which to prepare and make filings, including petitions to intervene
299 or to participate.
300 Section 19P. RULEMAKING.
301 The commissioner may adopt such rules and issue such orders
302 as are necessary to carry out the purposes of this section.
303 Section 19Q. JUDICIAL REVIEW.
304 Policyholders, either individually or collectively, or any inter-
-305 venors shall have the right, in accordance with the terms estab-
-306 lished by Chapter 30A and section 190. to challenge the approval
307 of a mutual insurance holding company reorganization by the
308 commissioner or the formation of such a company.

1 SECTION 2. EFFECTIVE DATE.
2 This law shall take effect immediately
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