4 August 1993 DRAFT
James Dubin, Esq.

Bernard J. Kabak

Bond Insurance Proposal

At Quentin Spector's request, you are evaluating, from a legal
perspective, a proposal to use certain MAC surplus funds to
capltallze an insurance entity having as its primary mandate the
insurance of New York City bonds. In doing some preliminary work
on this proposal myself, particularly with regard to Article 69
of the (State) Insurance Law, which concerns Financial Guaranty
Insurance Corporations, I obtained certain materials pertaining
to the background of Article 69. I am providing you with copies
of these materials which you may find useful. Here is what I am
sending:

1) The Financial Guaranty Insurance Model Act
developed by the National Association of
Insurance Commissioners ("NAIC"), upon which
Article 69 is based.

2) The Model Bill Memo to accompany the Model
Act.

3) Excerpts from the 1986 and 1987 Proceedings
of the NAIC.

4) Statement of James P. Corcoran, the New York
Superintendent of Insurance, before the
Assemble Committee on Insurance, October 1,
1986.

5) Superintendent Corcorn's Statement before the
Securities and Exchange Commission, March 23,
1987.

Enclosures
cc: Donald Carey
Quentin B. Spector



HE NAIC RESEARCI

120 West 12th Street B Suite 1100
{ Kansas City, MO 64105

Enclosed please find the information requested.
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Model Regulation Service - January 1987

FINANCIAL GUARANTY INSURANCE MODEL ACT

BILL SECTION 1.The Insurance Law is amended by adding thereto a new Article __,
to read as follows:

Section 1.  Definitions

Article

FINANCIAL GUARANTY INSURANCE

Section 2.  Organization: Financial Requirements

Section 3. Limitations

Section 4,  Filing of Policy Forms and Rates
Section 5. Reinsurance

Section 1. Definitions

A, As used in this article:

(1)

(2)

Copyright NAIC 1987

“Financial guaranty insurance” means a surety bond, insurance policy or,
when issued by an insurer, an indemnity contract and any guaranty similar
to the foregoing types, under which loss is payable upon proof of occurrence
of financial loss to an insured claimant, obligee or indemnitee as a result of
any of the following events:

(a)

(b)

{c)

(d)

{e)

ity

failure of any cobligor on any debt instrument or other monetary obli-
gation (including common or preferred stock guarantied under a surety
bond, insurance policy or indemnity contract) to pay when due prineipal,
interest, premium, dividend or purchase price of or on such instrument
or obligation, when such failure is the result of a financial default or
insolvency, regardless of whether such obligation is incurred directly
or as guarantor by or on behalf of another obligor that has also defaulted;

changes in the levels of interest rates, whether short or long term, or
the differential in interest rates between various markets or products;

changes in the rate of exchange of currency;
inconvertibility of one currency into another for any reason, or inability
to withdraw funds held in a foreign country resulting from restrictions

imposed by a governmental authority;

changes in the value of specific assets or commodities, financial or com-
modity indices or price levels in general; or

other events which the commissioner determines are substantially sim-
ilar to any of the foregoing,

Notwithstanding Paragraph (1) of this subsection, “financial guaranty insur-
ance” ghall not include:
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(a)

(b)

(c)

(d

(e)

D

(g)

(h

Financial Guaranty Insurance Model Act

insurance of any loss resulting from any event described in Paragraph
(1) of Subsection A of this section, if the loss is payable only upon the
occurrence of any of the following, as specified in a surety bond, insur-
ance policy or indemnity contract:

{i) a fortuitous physical event;

{ii)  a failure of or deficiency in the operation of equipment; or
{iil) an inability to extract or recover a natural resource;

any individual or schedule public official bond;

any contract bond, including bid, payment or maintenance bond, or a
performance bond where the bond is guarantying the execution of any
contract other than a contract of indebtedness or other monetary abli-
gation;

any court bond required in connection with judicial, probate, bankruptcy
or equity proceedings, including waiver, probate, open estate and life
tenant bond;

any bond running to the federal, state, county, municipal government,
or other political subdivision, as a condition precedent to granting of a
license to engage in a particular business or of a permit to exercise a
particular privilege;

any loss security bond or utility payment indemnity bond running to a
governmental unit, railroad or charitable organization;

any lease, purchase and sale or concessionaire surety bond;

credit unemployment insurance, meaning insurance on a debtor in con-
nection with a specific loan or other credit transaction, to provide pay-
ments to a creditor in the event of unemployment of the debtor for the
installments or other periedic payments becoming due while a debtor
is unemployed;

NOTE: (h) to be used by states which do not authorize credit unemployment insurance as a separate line of business
but do permit this line to be written.
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(i}

@

k)

credit insurance, meaning insurance indemnifying manufacturers, mer-
chants or educstional institutions extending credit against loss or dam-
age resulting from nonpayment of debts owed to them for goods or
services provided in the normal course of their business;

guaranteed investment contracts issued by life insurance companies
which provide that the life insurer itself will make specified payments
in exchange for specific premiums or contributions;

residual value insurance authorized by Paragraph __ ___ of Section
of this chapter,






