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Based on the facts presented, the Division will not recommend enforcement
action to the Commission if, in reliance on your opinion of counsel that membership
interests in Mutual Holding Company are not securities within the meaning of the
Securities Act or the Exchange Act, the Company causes its current and future
policyholders to become members of Mutual Holding Company in connection with and
after the Reorganization without registration under the Securities Act or the Exchange
Act. Capitalized terms have the same meanings as defined in your letter.

In reaching this position, we particularly note that:

• the Reorganization will be effected under Illinois law permitting the formation of
mutual insurance holding companies by mutual insurance companies;

• with the Reorganization, the Company's policyholders will automatically become
members of Mutual Holding Company;

• membership interests in Mutual Holding Company will be substantially the same
as membership interests in the Company, will not be transferable and will be
extinguished once a member is no longer a policyholder;

• Mutual Holding Company will not pay dividends or make other distributions or
payments of income or profits to members, except in the event of a dissolution or
liquidation or as otherwise approved by the Illinois Directof;

• the Reorganization is subject to approval by the Illinois Director after notice to
policyholders and a public hearing where policyholders are entitled to appear;

• the Illinois Director must approve the Reorganization after finding that it is fair
and equitable to the Company's policyholders; and
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• Mutual Holding Company will be subject to regulation by the Illinois Director at
a level substantially equivalent to that applicable to the Company before the
Reorganization.

This position is based on the representations made to the Division in your letter.
Any different facts or conditions might require the Division to reach a different
conclusion. Further, this response expresses the Division's position on enforcement
action only and does not express any legal conclusion on the question presented.

Sincerely,

Luna Bloom

Special Counsel
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DMSION OF
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August 31, 2015

Mail Stop 4561

Jeff Mattson, Partner
Freeborn & Peters LLP

311 South Wacker Drive, Suite 3000
Chicago, IL 60606

Re: Federal Life Insurance Company (Mutual)

Dear Mr.Mattson:

In regardto your letter of August 12, 2015, our responsethereto is

attached to the enclosedphotocopyof your correspondence. By doing this, we

avoid having to recite or summarizethe facts set forth in your letter.

Sincerely,

Jonathan A. Ingram
Deputy Chief Counsel
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August 12,2015

Office of Chief Counsel
Division of Corporation Finance
Securities andExchange Commission
100F Street, N,E.
Washington, D.C.20549

1933 Act §2(a)(1)
1934Act §12(g)

Re: Federal Life Insurance Company (Mutual)

Dear Sir/Madam:

We are counsel to the following affiliated companies in connection vvith a proposed
Reorganization described in detail below:

• Federal Life Insurance Company (Mutual), a mutual life insurance company incorporated
under the laws of Illinois (the "Company");

• Fedho Holding Company, an intermediate holding company to be organized under the
. laws of Delaware (the "Intermediate Holding Company") for the purpose of holding the

sharesof the Company, following the Reorganization; and

• Federal Life 1Vlutual Holding Company, a mutual insurance holding company to be

organized under the laws of Illinois (the "Mutual Holding Company") for the purpose of
holding shares of the Intermediate Holding Company.

The Company proposes to complete a conversion from a mutual insurance company to a stock
insurance company under the provisions of Section 59.2of the Illinois Insurance Code ("Section
5_M"), which permits the formation of mutual insurance holding companies. by mutual insurance
companies (the'.'Reorganization"). We have attached a copy of Section 59.2 asExhibit A.

3350395v7/29593-0001
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I. Request

We respectfully request confirmation that, based upon the facts and circumstances in this
letter, the staff of the Division of Corporation Finance (the ".S_taff")will not recommend that the
Securities and Exchange Comrnission (the "Commission") take any enforcement action if, (i) in
connection with the Reorganization, the membership interests of the current policyholders in the

Company become membership interests of the Mutual Holding Company; and (ii) after the effective
date of the Reorganization, future policyholders of the Company will receive membership interests

.in the Mutual Holding Company automatically, in accordance with the Reorganization and the

provisions of Section 59.2, in each case without registration of the membership interests under the
Securities Act of 1933, as amended (the "Securities Act"), or the Securities Exchange Act of 1934,
as amended (the "Exchange Act").

II. Background

The Company is a mutual insurance company incorporated under the laws of Illfriois.. Under .

its mutual form of organization, the Company is constrained from pursuing-acquisitions, diversifying
its operations, undertaking corporate realignments and restructurings, and raising additional capital.
Because it is not authorized to issue capital stock, the Company must rely primarily on internally

generated funds (i.e., the accumulation of earnings). The capital-raising limitations imposed by the
Company's mutual form and related barriers to acquisition activity place it at a competitive
disadvantage with its competitors organized as stock companies. The board of directors of the
Company believes tl at the Reorganization will:

• enhance the Company's strategic and financial flexibility by öreäting a corporate
structure that will enable it to more ëasily partner with other munial insufance companies
and mutual insurance holding companies, thereby providing an avenue for expansion,
efficiencies of scale,and diversification;

• Yacilitate the Compány'sability to expandits business and, when neededraise"c'apital
through salesof securities.

In the Company's present mutual form, a poliçyholder of the Company has rights both as an .

insured and 'as a member of the Company. As an insured, a policyholder is entitled to insurance

coverage to the extent and in the amount specified in the insured's Policy. The membership interests
accompanying the insurance coverage consist gaperally of the rights to vote in the election of
directors of the Company andon other matters thát properly come beföre the members ánd to feceive

a.'distribution of the. Company's surplus, if any,.in the event of a dissolution or litiuidatiotr of the
donipany.. The terms of the insurance policies ni force at tiiejffedtive time of the Reörganization
tvill not be. changed by the Pseorgarnzation. Pui·suant to the Plan of Converšioit (defined below), the

itembership intei·ësts of the Company's policyholders will be transferred to the Muttial fiolding
Companyand the membership interests in the Mutual Holding Company held by the policyholders

3350395v7/29593-0001
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will not be separately transferabk from-the underlying insurance policy. As currently is the case
with respect to voting rights of policyholders of the.Company, each member of the Mutual Holding
Company will be entitled to only one vote for eaoh$1,000 of life insurance in force and one vote for
each $25 of annual premiurn for accident and health insurance, irrespective of the number of
insurance policies. There are no other differences in rights based on the amounts of insurance
purchased or the number of policies held. The membership rights of the holders of membership
interests in the Mutual Holding Cornpany, including voting rights, will be the sameasthose they had
as holders of membership interests in the Company.

III. Illinois Law

Section 59.2 permits a domestic mutual insurance company to reorganize into a mutual
insurance holding company and stock insurance company, after the occurrence of certain events, by
separating the membership interests and contractual rights of the mutual insurance company's
policyholders. In a conversion under Section 59.2,the membership interests of the mutual insurance
company's policyholders are transferred to the rnutual insurance holding company;while their
contractual rights remain at the mutual insurance company, which converts into a stock insurance
company and becomes a direct or indirect wholly owned stock subsidiary of the mutual insurance
holding company. Holders of insurance policies of the former mutual insurance company, through
their status as policyholders, automatically become members of the mutual insurance holding
company in accordance with Section 59.2(2)(a). ìVIembership interests in a rnutual instiratice
holding company are not secui-ities utider Illinois law.SeeSection 59.2(3)(d).

All of the stock insurance company's •initial sharesof capital stóck must beissued to the
mutual insurange holding company or to an interrnediate stock holding company that is wholly
owned by the mutual insurance holding company. The mutual insurance holding compan must at
all times, directly or indirectly, own a majority of the voting shares of the converted stock insurance
company or an intermediate holding company that directly or indirectly owns all of the voting stock
of the converted company.See Section 59.2(l)(f)(ii).

Any reorganization undertaken pursuant to Section 59.2 is subject to the approval of the
Director of Insufance of the State of Illinois (the "Illinois Director"). Before ariprofing a
conversion; the Illinois Director must conduci a public hearing at vehich policyholtiers arid ottier
interested parties may appear and be heard. The Illinois Director will approve the aoriversion upon
finding that the provisions of Section 59.2 have been complied with and that "the plan is fair and
equitable as it relates to the interests of the members." See Section 59.2(5)(a)(ii) 'Î'he Illinois
Director's approval may be made conditional "whenever he determines that such conditions are
reasonably necessary to protect policyholder interests." SeeSection 59.2(5)(c).

After its formation, the mutual: insurance holding company may be reorganized and
converted, into a stock company pursuant to the provisions of Sectioi1 59.1, applióable to the
demutualization of a domestic rnutual insurance coinpany, as if it were a mutual insurance company.

3350395v7/29593-000.1
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See Section 59.2(13). The mutual insurance holding company cannot be dissolved or liquidated
without the approval of the Illinois Director unlessrequired by judicial order.

A mutual insurance holding company is subject to regulation at a level substantially

equivalent to that of a domestic mutual insurance comyany. incorporated in IHiriois. Section
59.2(11)(a) states that:

a mutual holding company shall have the same powers granted to domestic mutual

companies and be subject to the same requirements. and provisions of Article III
[Illinois Insurance Code provisions relating to mutua,l insurance companies) and any
other provisions of this Code applicable to mutual companies that are not inconsistent
with the provisions of this section, provided however that a mutual holding company
shall not have the authority to transact insurance pursuant to Section 39.1.

A mutual insurance holding company is also subject to the provisions of the Illinois.Insurance Code

concerning. Insurance Holding Company Systems, Section 131 et seg. (the '.'Insurance Holding.
Company Systems Law").

The assets of the mutual insurance holding company are required by Section 59.2(11)(d) to

be held in trust, under such arrangements and on such terms as the Illinois Director may approve for
the benefit of the policyholders of the converted stock insurance company.

The mutual insurance hold ng compan's ability to engagein non-insurance-related activities
is limited substantially to the same extent as the mutual insurance company's: See. Section

59.2(11)(a). .Under Section.39(2) of the Illinois Insurance Code, a mutual insurance.company rnay
render investment .advice, render services relating to the functions involved in tlie operation of an
insurance business and engage in "any other business activity reasonably complementary or

supplementary to its insurance business; either to the extent necessarily or properly incidental to the
insurance business the company is authorized to do in this State or to the extent approved by the
Illinois Director and subject to any limitations he mayprescribe for the protection of the interests of
the policyholders of the company." Under Section 131.2 of the Insurance Holding Company
Systems Law, a domestic company ma, among other things (i) invést'in conimon stock; preferred
stock, debt obligations, and óther securities of one or more sbsidiaries, subject to certain
limitations; (ii) invest in one or more insurance corporation subsidiaries; and (iii) with the approval
of the Illinois Director; invest any greater amount in common stock; preferred étock; debt

obligations, or securities of one or more subsidiaries.

Under Section 59.2(11)(0), a mutual insurance holding company may enter into an affiliation

agreement or a merger agreement with any mutual insurance company doing business in Illinois or
another mutual holding company with the approval of the Illinois Director. Under Section 131.4of
the Insurance Holding Company Systems Law, any agreement to merge or consolidate with or
acquire control of an Illinois insurer requires the approval ofthe Illinois Director.

3350395v7/29593-0001
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As a result of the provisions of Section 59.2(11), which regulate. the mutual insurance

holding company to the same extent as a mutual insurance company, acquisitions by the mutual
insuranceholding company or investments in permitted subsidiaries or othei· investments of a mutual
insurance holding company would also.beregulated nder Sections 131.2,131.3,131.4and 131.8of
the Insurance Holding Company Systems Law to the same extent as a mutual insurance company.

In.addition, under Section 59.2(5)(c), the Mutual Holding Company will be subject to any
additional conditions that the Illinois Director may require in connection.with approval of a plan of
conversion.

IV. The Reorganization

A. The Plan of Conversion

In accordance with Section 59.2,the board of directors of the Company adopted a plan of
conversion (the "Plan of Conversion") on November 20,- 2014, pursuant to which .it itit.eiids to
reorganize into a mutual insurance holding company structure by, among other.things, (i)forming
the Mutual Holding Company as the mutual insurance holding company and (ii) amending and
restating the Articles of Incorporation of the Company to authorize the issuance of capital stock.
The Company subsequently submitted its proposed Plan of Conversion and other. required
documents to the Illinois Director on December 12, 2014. These documents included a form of
notice and policyholder information statement to be sed.for a special meeting of the eligible
niernbers who.will.be asked to consider the Plan. Due to delays at-the IHinois Department of
Insurance, the Company does not yet know.a definitive date:for approval of the Plan. of Conversion

but expects a response frorn Illinois within the next month and plans for the Reorganization to
become effective this year.

'. Following approval of the Plan by the Illinois.Director, (i) a notice~of meeting and proxy
form and (ii) a policyholder information statement will be sent to each member of the
Company. The notice of meeting and proxy form and the policyholder information statement will
have been approved by the Illinois Director. Pursuant to Illinois Insurance Code section 59.2(6)(b),
the notice of meeting must be mailed to members within 45 days after the approval of the Plan by
the Illindis Director,and the tneefing must be held not less than 60 days after the notice of meeting is
mailed.

Upon its Reorganization and-conversion to aatockcompany, tlie Company will continue its
corporate existence as an Illinois stock insurance- company to be named Federaf Life Insurance
Company (the "Reorganized Stock Company"). All of the shares of the voting stock of the
Reorganized Stock Company will be owned initially by the Intermediate Holding Company which,
in turn, will be a wholly owned subsidiary of the Mutual Holding Company. The Mutual Holding
Coinpany will thereafter be required by Illinois law to hold directly or indirectly a majority of the
voting securities of the Reorganized Stock Coinpany. The Reorganized SfockCompany will assume

3350395v7/29593.0001



Freeborn# --anDivision of Corporation Finance

FREEBORN & PETERS LLP Securities and Exchange Commission
Page 6

all the liabilities and obligations of ti1e Company and continue to perform all of the. contractual
obligations of the mutual company, including those under any insurance policies.

. The Company does not intend to issue certificates evidencing the membership interests in the
Mutual Holding Company nor does Illinois law require stich issuance. Rather, a list ofmembers will
be kept on the books and records of the Mutual Holding Company.

Pursuant to the Plan, the Mutual Holding Company will be organized under Illinois law and

the Intermediate Holding Company will be organized in Delaware. The business of the Mutual
Holding Company and the Intermediate Holding Company and the proposed Articles of
Incorporation andBylaws of the Mutual Holding Company, as a mutual insurance holding company,
and the Intermediate Holding Company, differ in certain respects from the Company, as a mutual

insurance company. Principal differences include the following:

• The Mutual Holding Company will be formed for the purpose of engaging in any lawful
business authorized under Section 59.2 of the Illinois Insurance Code,. whereas the

Company was formed for the purpose of issuing life, accident and health insurance.The
Intermediate Holding Company will be formed for the purpose of .engaging in any
business authorized under Delaware law.

• The Mutual Holding Company will not pay dividends or make other distributions or
payments of income or profits, except in the event of a dissolution or liquidation of the

. company, or except as otherwise directed or approvedby the Illinois Director.

B. Effects of the Reorganization on Members andPolicyholders

On the effective.date of the Reorganization (the "Effective Date"), the membership interests

and the contract rights.of policyholders will be separated. By operation of law and the Blaws and
Articles of the NIutual Holding Company, policyholders' membership intereste in tho Compariy
atömatically will be transferred to and will become membership interests in the Mutual Holding
doinpany. Policyholders' contractual rights will remain with the Company (which wilfbecome the
Reorganized Stock Company). Each person who becomes a Company policyholder after the
Effective Date of the Reorganization will automatioally become a member of the Mutual Holding

Company and.have membership interests in the Mutual Holding Company as long as the_Company
policy owned by the inember remains in force. Members of the Company before the Reorganization
and members of the Mutual Holding Company after the Reorganization will not receive shares of
stock, cash, additional policy credits, or consideration'or paynient of any other kind attributable to
the Reorganization.

Menibership interästs in the Company prior to the Reorganization are not separately
transferable from the underlying policy. Members of.the Mutual Holding Compan also will riot be
able to tränsfer their membership interest in the Mutual Holding Company (or any right arising from

3350395v7/19593-000 l
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such mernbership), except in conjunction with permitted transfers of the underlying polic through
which the meinbership interest in the Mutual Holding Company was derived (the "Related Policy").
A membership interest in the Mutual Holding Company will automatically terminate upon the lapse
or termination of the Related Policy. No member of the Mutual Holding Company will be

personally liable, as a member, for the. debts, liabilities, or obligations of the Mutual Holding
Company or subject to assessments of any kind.

Pursuant to the Reorganization, the Mutual Holding Company will initially own all of the
stock in the Intermediate Holding Company and indirectly the Reorganized Stock Company, its
subsidiary. Given this ownership structure, the Mutual Holding Company will havevoting control of
the Intermediate Holding Company and its subsidiary, the Reorganized Stock Company.

After the Reorganization, the membership interests in the Mutual Holding Company held by
its members will include:

• the right to elect the board of directors of the Mutual Holding Company;

• the right to vote on such other matters as mäy come before the members of the Mutual
Holding Company at an Annual Meeting or at a Special Meetings of members;

• the right to receive distributions of the residual assets, if any, of the Mutual Hofding
Company, in the event of its ultimate dissolution or liquidation.

Members of the Mutual Holding. Compan will not have the right to elect the board of
directors of the Intermediate Holding Company or the Reorganized Stock Company, to approve or
disapprove changes in their Articles of Incorporation or to vote at their shareholder meetings. The
board of directors of the Mutual Holding Company,.representing the interests of its members, .will

exercise voting control over the election of directors of the Intermediate Holding Company, the
Reorganized.Stock Contpany and its subsidiaties andover other matters:pertaining to the governance
of those companies.

V. Summary of the Reorganization

The terms of the Reorganization can be summarized as follows: (1) theReorganization will
be undertaken in accordance with Section 59.2 of the Illinois lusurance Code,.which permits. the
formation of mutual insurance holding companies by mutual insurance .companies; (2) the

membership rights of members of the Mutual Holding Company will be substantially the same as the
membership rights of the Company's policyholders; (3) on and after the Effective Date, persons who
hold or subsequently acquire policies of the Company will automatically become members of the
Mutual Holding Company; (4) the Reorganizatiön is subject to the approval of two-thirds of the
votes cast by the eligible members of the Company and the approval by the· Illinois Director, who
must first conduct a public hearing on the Plan to which the eligible members. had notice and at

3350395v7/29593-000 i
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which such members were entitled to appear; (5) the Illinois Director .may approve the Plan only

upon finding that the plan is fali- and equitable to the Company's policyholder members; (6) the
Mutual.Hölding Company will be subject to regulation by the Illinois Director at least equal to that
of the Company; and (7) the Mutual Holding Company will not make any distributions to its
members except upon dissolution or liquidation or as directed or approved by the Illinois Director.

VI. Registration Pursuant to the Securities Act of 1933

Based upon the foregoing facts and the analysis set forth herein, it is our opinion that the
membership interests in the Mutual Holding Company received by the Company's policyholders in
connection with the Reorganization and created from time to time by virtue of the issuance of a
policy by the Reorganized Stock Company would not constitute the offer or sale of a "security" that
would require registration under the Securities Act or compliance with the ExchangeAct.

A. Registration Under the Securities Act

Applying the test developed in SEC v. W.J.Howey Co.,328 U.S.293 (1946)("H wŠr''),arid
its progeny, it is our opinion that the membership interests in the Mutual Holding Company received
by existing members of the Company in connection with the lleorganization and those membership
interests created from time to time after the Reorganization and received by future policyholders of

the Coinpanywould not constitute the offer or sale of a "security" as that term is defined in Section
2(a)(1)ofthe Securities Act.

. The Staff has previously taken no-action positions involving this isšue on numerous
occasions in the context of reorganization transactions similar to.that contemplated.by the.Company,
including those involving lilinois entities. See, e.g., Blue Cross and Blue Shield of Florida, Inc.
(publicly available.September 9, 2013); American IVlutual Insurance Company (publicly available
May 13, 2009); Pan-American Life Insurance Company (publicly available December 28, 2006);
Fidelity Life Association (publicly avullable October 18,2006); Employers Insufance Company of
NevadaA. Mufaf Conipany (pablicly available Decembeit 2, 2004); Millers Muttial Insurance
Association (pubficly available February 20, 2003); Milwaukee Mutual Insuiance Corupany
(publicly available January 30, 2003); Maine Mutual Fire Insurance (publicly available November
15,·2001); First Nonprofit Mutual Insurance Company (publicly ávailable October 24, 2001); The
Baltimore Life ,Insurance Company (publicly available December 11, 2000); Woodmen Accident

and Life Company (publicly available December 28, 1999); American Republic InsuranceCompany
(publicly available December 23, 1999); The Security Mutual Life Insurance Company of Lincoln,
Nebraska (publicly available Noyember .30, 1999); Trustmark Insurance Company (publicly
available Atigust 25, 1999); Mutual Trust Life Insurance. Company (pub.licly available August 4,
1999);Mutual of Omaha Insurance Company (publi91 available November 27, 1998); National Life
Insurande Company (publicly available .September .18, 1998); .Principal Mutual Life Insurance
Coinpany (publicly available June 8, 1998); The Ohio National Life Insuratice Company (pblicly
avairäble Jñe 5, 998); Security Benefit Life Insurance-Company (publiGly available June-3, 1998);
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The Minnesota IVÍuiual Life Insurance Company (publicly available May 21, 1998)†Prdvident

Mutual Life .Insurance Company (publicly available April 7, 1998);. FCCI Mutual Insurance
Company (publicly available March 30, 1998); Ämeritas Life Insurance Corporation (publicly
available December 8, 1997); Acacia Mufual Life ínsurance Company (publicly available .iune27,
1997); Pacific Mutual Life Insurance Company (publicly available April 17, 1997); General
American Life Insurance Company (publicly available February 20, 1997); and American Mutual
Life Insurance Company (publicly available June 13, 1996). Section 59.2 was the applicable
regulation for the Fidelity Life Association, First Nonprofit Mutual Insurance Company, Trustmark
Insurance Company, and Mutual Trust Life Insurance Company no-action letters, and Section 59.2is
not materially different from the mutual holding company laws in the states involved in the other
refereitced no-action letters.

Section 2(a)(1) of the Securities Act, as amended, defines a "security" as including:

any note, stock, treasury stock, .bond,. debenture, evidencé of itidebtedness,
certificate of interest or participation in any profit-sharing agreement,
collateral-trust certificate, preorganization certificate oi· subscription,
transferable share, investment contract, voting-trust certificate, certificate of
deposit for a security, fractional undivided interest in oil, gas,or other mineral
rights, ...or, in general, any interest or instrument commonly known as a
'security,' or any certificate of interest or participation in, temporary or
interim certificate for; · receipt for, garântee of, oi- warrant or right to

subscribe to or purchase, any of the foregoing.

Although the term "membership interests" is not specifically included in the above
definition, an unlisted interest, participation, or instrument may still be deemed a-"security" if it falls
within one of two general categories: an "investruent contract" or an "interest or instrumént
comrnonly known as a 'security '"

Insurance jyolicies, inoltiding their related membership inteirests,afe generally not considered
securities, Section 3(a)(8) of the Securities Act exempts insurance policies from the registration
requirements of the Securities Act if the policies are "issued ...subject to the supervision of the
insurance commissioner ...of any state ....of the United States."This section "makes clear what is
already implied in the {Securities] Act, namely, that insurance policies are not to be regarded as
securities subject to the provisions of the [Securities]·Act." H.R. Rep.No. 73-85, at 15 (1933).

The fact that more than one company is involved should not alter the analysis. · Since no

"specific consideration in return for a separable financial .interest with tlie charaotefistics of a
security" is paid for the membership interest (because only the Policy.is purchased), this interest
does not constitute a security. Internaiional Brotherhood of Teamstersi. Daniel;439 G.S.551,559
(1979).

3350395v7/29593-000 l
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.B. Membership Interests are not Investment Contracts

The Supreme Court set forth the criteria to determine the existence of an investment contract
in SEC v. WJ Howey Co.,328 U.S.293 (1946). Continuing the approach articulated earlier in SEC
v. C.M.Joiner Leasing Corp.,320 U.S.344 (1943), the Howey test focuses on the economic realities
of a transaction. An instrument or interest constitutes an investment contract if it: (1) involves an

investment (2) in a common enterprise (3) with an expectation of profits (4) solely from the efforts
of others. See Howey, 328 U.S.at 299.' We understand that the Commission has stated that the
second item, "in a common enterprise," is not a separateelement of the Howey test.

1. Investment of Money

The first criterion under the Howey test, investment of money, is not satisfied becausethe

Reorganization does not require Company policyholders (or Reorganized Stock Company
policyholders) to pay cash or any other property to acquire their membership interests in the Mutual
Holding Company. An investment is characterized by "an exchange for valde," most often a .

monetary contribution. See Uselton v. Commercial Lovelace Motor Freight, Inc., 940 F.2d 564,
574-·75 (10th Cir. 1991). The membership interests are not issued upon a simple monetary
contribution; instead, membership interests automatically accompany, by operation of law, the

ownership of a Policy. The money paid by Company or Reorganized Stock Company policyholders
is in the form.of .premiums with the.intent to obtain insurance, and not with any profit-making,

profit-sharing or investment intent with respect to membership in the Mutual Holding Company.
Indeed, at the time of issuance of the Policies, the membership interests have no value separate and
apart from the insurance policies.

Also, the membership interests will not be marketed as invesnents. The ReorganizedStock

Company's. selling efforts will focus on insurance coverages. Additionally, current members have
been andprospective members must be qualified and accepted as insuredsby the Company and the
Reorganized Stock Company, respectively. Such qualification is an independent requirement that
must be satisfied on the basis of objective insurance underwriting criteria. Finally, there is no basis
for the current or prospective members to regard the membership interests in the Company or in the
Reorganized Stock Company as investments because the membership interests are and will be .

non-transferable.

. While the Howey test focused only on investment contracts,.the Court subsequently applied the test more broadly. See
Landreth Timber Co.v. Landreth, 471 U.S.681, 691 n.5(1985) (stating that the categories of inŸestment contracts and
instruments commorily known as a security are propei'ly analyfed by applying the Howey test); United Fiòusing
Foundation, Inc. v. Forman, 421 U.S. 837, 852 (1975) (stating that the basic test for distinguishing a transaction
involving a security and other commercial dealirigs is the Howey test):

3350395v7/29593-0001
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2. Expectation of Profits

The third criterion of the Howey test, expectation of profus, is not satisfied. because

membership interests do not provide any distribution of profits. Membership interests only provide
voting rights and other rights as may be provided under Illinois law, such as those occurring upon
demutualization or dissolution. The Court .defines "profits" under the Howey test as "capital

appreciation resulting from the development of the initial investment ...or participation in earnings
resulting from the use of investors' funds." United Housing Foundation, Inc..v. Forman, 421 U.S.at
852. On its face, voting rights and the opportunity to receive money only in the event of the
company's subsequent demutualization or dissolution do not meet the Forman profit definition.

In cases where investors are "attracted. solely by the prospects of a retum on their

investment," the securities laws are applicable. Id. at 858. By contrast, "when a purchaser is
motivated by a desire to use or consume the item purchased ...the securities laws do not apply."Id.
The economic reality of becoming a mutual holding company member is that policyholders part with

their money not for the purpose of reaping profits from the efforts of others, but for the purpose of
purchasing insurance, a commodity for personal consumption. As indicated above, the Mutual
Holding Company will not be permitted to make any direct payment of dividends, distributions, or
any other distributions of income or profits to a member with respect to any mutual insurance
holding company membership interest, other than as directed or approved by the Illinois Director. A
policyholder's expectation.of accretion in value of his/her insurance policy dependssolely upon the
terms of the insurance contract itself.. Furthermore, there is no potential to realize, profit by

transferritig the 'niëñobei·ship interest to a third party bëcause the. meinbership riglits are not
assignable.The Cómpany has never requested permission from the Illinois Director of Insurance to
declare and pa a distribution to its members and has no plans or intentioiis to dò so;or to dissolve
ór ligtiidate.

In sum, the inability to receive dividends or other distributions of profits (except in limited
cii·cumstancés ruch as a dissolution) or to sell a menibership interest to a third party aksures that a
policyovenet will not be motivated·"solely by the prospect of a return" on the membeiship iitterests.
Id. at 852 (citing Howey, 328 U.S.at 300).

C. Mernbership Inteiests are not securities under Reves

Iir Reyes-v. Ernst & Yoimg, 494 U.S. 56 (1990), the Court discussed four factors that åre ''the
sanie faótors which this Court -has held apply in deciding whether a transaction involves a
'security'"E (I) the transactroit in which the ititerest was received must be reviewed to determine the
motivations that would prompt a reasonable-seller and buyer to erifer into it, (2) the "plan of
distribution" must be examined to determine "whether it is an instrument in tvhich there is 'common

trading for speculation or investment,"' (3) thi"reasonable expectations of the investing public"
with respect to the interest should be exarnined and (4) the existence of an alternatiye regulatory
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scheme that might reduce the risks associated with tlie interest alleged to constitute a security and
"thereby rendering application of the Securities Act unnecessary.".Id. at 66-67.

As to the first factor, the Court notet.Íthat "if the seller's purpose is to raise money for the

general use of a business enterprise or to finance substantial investments and the buyer is:interested
primarily i.n the profit the note is expected to. generate, the insfr.ument is.likely to be a 'securify.'" Id.
at 66. This factor suggests that the Mutual Holding Company membership interests would not
constitute securities beoause,as discussed above,.a reasonable buyer would not purchase à Policy
with an expectation of receiving a profit on account of the related membership interest .

As to the second factor, the membership interests cannot be freely.traded or transferred apart

from the accompanying Policy; they terminate upon lapse or surrender of the.policy, upon maturity
of the contract of insurance or death of the insured; and they cannot be pledged or encumbered.
Consequently, there cannot be common trading of the membership interest for speculation or
investment.

As to the third factor, the Court noted that the marketing effort employed in selling an

alleged security are relevant to the expectations of the general public. Id. at 69. This third factor
suggests that the membership interests would not constitute securities for several reasons. First, as
noted earlier, membership interests are an inseparable part of the related insurance policies, which
traditionally are not i·egärded as securities. Also as noted earlier, the membership interests will not
be markefed to the general public as interests that would give rise to a profit expectancy (sales
efforts will focus on the insurance coverage). Furthermore, no certificates will be issued with

respect to the membership interests. Finally, the membership interests are not recogized as
securities under Illinois law.

As to the fourth factor, since the Mutual Holding Company will be subject to extensiiïe

regulation by the Illinois. Director, this factor also supports the conclusion that the membership
interests in the Mutual Holding Company would not constitute securities. The Illinois Director will
hold a public hearing at which policyholders and other interested parties are permitted to attend and
be heard. The Illinois D•ector afso must conclude ihat the interests of thepolicyholders will be
pi·operÍy protected after the Reorganization and that the terms and conditions of the Plan are fair to
the policyholder members. After the Effective Date, the Illinois Director will retain jurisdiction over
the mutual insurance holding company pursuant to Section 59.2. Under Section 59.2(5)(c), tlše
Illinois Director is empowered to condition approval of the Plan on retaining .broad authority to

regulate the acquisition or formation of affiliate entities of the Mutual Holding Company, expansion
of the Mtual Holding Company's systems, and other matters. In addition, the Mutal Holding
Company will be regulated under the Insurance Holding Company Systems Law andArticle XIII of
the Illinois Insui-ance Code relating to rehabilitation, liquidation, conservation, and dissolution,of
insurance companies to the same extent.as an insurance company. Affiliates of the Mutual Holding
Company.are régulated to the same extent as affiliates of the Company prior to the Reorganization
pursuant to the Insurance Holding Company Sstenis Law,
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D, Delaware Intermediate Holding Company

One of the primary purposes of the Reorganization is to enhande financial flexibility, thereby

providing an avenue for expansion of the Company's operations. The Reorganization coïitemplatès
the formation of an Intermediate Holding Company to hold the stock of the Reorganized Stock
Company. We do not view the added flexibility resulting from the Reorganization, by itself or
together with. ariy other aspect of the Reorganization, including the forrnation of tlfe Intermediate
Holding Company, as creating an expectation of profit because the members of the Mutual Holding
Company do not sháre in the profits of the Reorganized Stock Company. The Intermediate Holding
Company is proposed to be formed in Delaware. Many companies are formed under Delaware law
because Delaware is generally viewed as having the most developed body of corporate law of any
state. The selection of Delaware law provides the perceived advantages of Delaware corporate law

for the growth of the Intermediate Holding Company, particularly should the Intermediate Holding
Company one day decide to seek capital or become a public company. There are no current plans to
offer shares of the Intermediate Holding Company or any subsidiary to the public, to other investors
or in connection with acquisitions, although such activities may be undertaken.in the future. Any
determination to offer shares in the future would depend on numerous factors, including the then-

current needs for additional capital to facilitate growth, relevant equity market conditions, the
financial and business performance and prospects of the Company, and.compliance with regulatory

requirements and approvals under lilinois law. We also note that forming the Intermediate Holding
Company in Delaware does not change the fact that as a condition of approving the Plan of
Conversion, .the Illinois Director may require prior approval before any s.aleof stock or change in
capital structure of the Intermediate Holding Company.SeeSection 59.2(5)(c)(i iii).

We note that in accordance with Section 59.2,regardless of the state of incorporation of the

Intermediate Holding Company, the Mutual Holding Company is required at aflLtimes to retain direct
or indirect ovinership and control of a majórity of the outstanding voting shares of the Intermediate
Holding Company, which directly or indirectly owns all.of the voting stock of the Reorganized
Stock Company. See .Section. 59.2(2)(b) and Section 59.2(1)(f)(ii). The. Intermediate Holding
Company, .as a subsidiary of the Mutual Holding Company, will be regulated by the Director
sbstantially to the same extent as a subsidiary of a mutual insurer wóuld. be ïegulated by the
Director, regardless of the jurisdiction of incorporatiön of the Intermediate Holding Coinpany.

We also note that the Staff has previously granted a no-action teniuest in a similar Mutual

Holding Company conversion under Illinois law that utilized a Delaviare intermediate holding
company. See,e.g.,Mutual Trust Life Insurance Company (publicly available August 4, 1999) and
Fidelity Life Association (publicly available October 18,2006)(in each case,die insurance cornpany
and the mutual holding company were formed under the laws of Illinois while the intermediate
mutual holding company was formed under Delaware law).

Based on the foregoing, we do not believe that the formation of the Intermediate Holding
Company or selection of Delaware as the.jurisdiction of incorporation for the Intermediate Holding
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Company impacts the analysis of Howey or Reves desóribed above as to whether the membership
interests are securities under Section 2(a)(1)of the Securities Act.

E. . Conclusion

Because the membership interests do not meet the tests articulated by the Court in Howey

and Reves,it is our opinion that the membership interests are not securities under Section 2(a)(1)of
the Securities Act. Thus, we believe that under the circumstances described herein, it would be

appropriate for the Staff to take a positioit consistent with that taken in numerous similar no-action
letters issued by the Staff.2

VII. Registration Pursuant to the Exchange Act

To be subject to registration pursuant to section 12(g) of the Exchange Act, a person must
issue "securities." The definition of "security" in Section 3(a)(10) of the Exchange Act .is in all

pertinent respects identical to the definition of that term in Section 2(a)(1) of the Sentitities A;ct.See
Landreth Timber Co.,471 U.S.at 686 n.1 (1982). Consequently, in accordancewith the discussion
of the Securities Act above, we are of the. opinion that the mutual holding company membership
interests are not securities. Accordingly, it is our opinion that the Mutual Holding Company will not
be subject to the registration requirements of section 12(g) of the Exchange Act.

VIII. Conclusion

In consideratiori of the foregoing facts and our conclusions with respect to the application of
the Secui·ities Act and the Exchange Act, we request that the Staff advise us whether it would
recommend to.. the. Commission that no action be taken if the Reorganization and issuance of
niembership, iriterests in the Mutual: Holding Company as described above.is effected wit.hout
compliance with the registration requirements of the Securities Act and the Exchange Act.

2 See those cited above in Section VI A.
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Because of the importance of the Reorganization to the Company, we would appreciate

hearing from the Staff at its earliest convenience. In the event you anticipate formulating a response
not consistent with any interpretation or position stated in this request, we would appreciate the

opportunity to discuss the matter with the Staff prior to any final decision. If you should have any
comments or would like additional information, please contact the undersigned at (312) 360-6312 or
Mark Goodman at (312) 360-6729. .

Very truly yours,

FREEBORN & PETERS LLP
311 South Wacker Drive
Suite 3000 .

Chicago, IL 60606
(312) 360-6312

Attachment
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Exhibit A

Illinois Insurance Code

REGULATION ...CHAPTER 215 INSURANCE ...ACT 5.ILLINOIS INSURANCE CODE ...
Article III - DOMESTIC MUTUAL COMPANIES

215 ILCS 5/59.2

Formation of mutual insurance holding company; conversion of mutual company

Sec.59.2 Formation of mutual insurance holding company and conversion of mutual company

to stock company.

(1) Definitions. For the purposes of this Section, the following terms shall have the meanings
indicated:

(a) "Converted company" meansan Illinois domiciled stock insurancecompany subject to the
provisioris of Article II, {Footnote 1} except asotherwise provided in this Section, that continues in
existence after a reorganization under this Section in connection with the formation of a mutual
holding company.

.(b) "Converted mutual holding company" means the stock corporation into which a mutual
holding company hasbeen converted in accordance with Section 59.1and-subsection (13) of this
Section.

(c) "Eligible member" means a member as of the date the board of directors adopts a plan of
MHC conversion under this Section. For the conversion of a mutual holding company, "eligible
member" means a member of the mutual holding company who is of record as of the date the mutual

holding company board of directors adopts a plan of conversion under Section 59.1.

(d) "Intermediate holding company" means a corporation authorized to issue one or more classes
of capital stock, the corporate purposes of which include holding directly or indirectly the voting
stock of a converted company.

(e) "Member" means a person who, on the records of the mutual company and pursuant to its
articles of incorporation or bylaws, is deemed to be a holder of a membership interest in the mutual
company and shall also include a person or persons insured under a group policy, subject to the
following conditions:
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(i) the person is insured or covered under a group life policy or group annuity contract under which
funds are accumulated and allocated to the respective covered persons;

(ii) the person has the right to direct the application of the funds so allocated;

(iii) the group policyholder makes no contribution to the premiums or deposits for the policy or
contract; and

(iv) the mutual company has the names andaddressesof the persons covered under the group life
policy or group annuity contract.

On and after the effective date of a plan of MHC conversion under this Section, the term "member"
shall mean a member of the mutual holding company created thereby.

(f) "Mutual holding company" or "MHC" meansa corporation resulting from a reorganization of
a mutual company under this Section. A mutual holding company shall be subject to the provisions
of this Article and to any other provisions of this Code applicable to mutual companies,except as
otherwise provided in this Section. The articles of incorporation of a mutual holding company shall
include provisions setting forth the following:

(i) that it is a mutual holding company organized under this Article;

(ii) that the mutual holding company may hold not less than a majority of the sharesof voting stock
of a converted company or an intermediate holding company, which in turn holds directly or
indirectly all of the voting stock of a converted cpany;

(iii) that it is not authorized to issue any capital stock except pursuant to a conversion in accordance
with the provisions of Section 59.1and subsection(13) of this Section;

(iv) that its members shall have the rights specified in this Section and in its articles of incorporation
and bylaws; and

(v) that its assets shall be subject to inclusion in the estate of the converted company in any
proceedings initiated by the Director against the converted company under Article XIII. {Footnote
2}

(g) "Mutual company" means for purposes of this Section a mutual life insurer or mutual
property-casualty insurer that may convert pursuant to.a plan of MHC conversion under this Section.

(h) "Planof MHC conversion," or "plan" when used in this Section means a plan adopted
pursuant to this Section by the board of directors of an Illinois domestic mutual company for the
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conversion of the mutual company into a direct or indirect stock subsidiary of a mutual holding
company.

(i) "Policy" includes any group or individual insurance policy or contract issuedby a mutual
company, including an annuity contract, The term policy does not include a certificate of insurance
issued in connection with a group policy or contract.

(j) "Policyholder" means the holder of a policy other than a reinsurance contract.

(2) Formation of mutual holding company and conversion of mutual company. A mutual
company, upon approval of the Director, may reorganize by forming a mutual holding company and
continue the corporate existence of the reorganizing mutual company as a stock insurance company
in accordance with this Section. Upon effectiveness of a plan of MHC conversion, and without any
further action:

(a) The mutual company shall become a stock corporation, the membership interests of the
policyholders in the mutual company shall be deemed extinguished andall eligible members of the
mutual company shall be andbecome members of the mutual holding company, in accordance with
the articles of incorporation and bylaws of the mutual holding company and the applicable
provisions of this Section and Article III; {Footnote 3} and

(b) all of the shares of the capital stock of the converted company shall be issuedto the mutual
holding company, which at all times shall own a majority of the shares of the voting stock of the
converted company, except that either at the time of conversion, or at a later time with the approval
of the Director, an intermediate holding company or companies may be created,so long as the
mutual holding company at all times owns directly or indirectly a majority of the shares of the voting
stock of the converted company.

(3) MHC membership interests.

(a) No member of a mutual holding company may transfer membership in the mutual holding
company or any right arising from the membership.

(b) A member of a mutual holding company shall not, as a member, be personally liable for the
acts, debts, liabilities, or obligations of the company.

(c) No assessments of any kind may be imposed upon the members of a mutual holding
company by the directors or members, or because of any liability of any company owned or
controlled by the mutual holding company or because of any act, debt, liability, or obligation of the
mutual holding company itself.
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(d) A membership interest in a domestic mutual holding company shall not constitute a security
under any law of this State.

(4) Adoption of the plan of MHC conversion by the board of directors.

(a) A mutual company seeking to convert to a mutual holding company structure shall, by the
affirmative vote of two-thirds of its board of directors, adopt a plan of MHC conversion consistent

with the requirements of subsection (8) of this Section.

(b) At any time.before approval of a plan by eligible members, the mutual company, by the
affirmative vote of two-thirds of its board of directors, may amend or withdraw the plan of MHC
conversion.

(5) Approval of the plan of MHC conversion by the Director.

(a) . Required findings. After adoption or amendment of the plan by the mutual company's board
of directors, the plan of MHC conversion shall be submitted to the Director for review andapproval.
The Director shall hold a public hearing on the plan.The Director shall approve the plan upon

finding that:

(i) the provisions of this Section have been complied with; and

(ii) the plan is fair and equitable as it relates to the interests of the members.

(b) Documents to be filed.

(i) Prior to the members' approval of the plan of MHC conversion, a mutual coinpany seeking
the Director's approval of a plan shall file the following documentswith the Director for review and
approval:

(A) the plan of MHC conversion;

(B) the form of notice required by item (b) of subsection (6) of this Section for eligible members
to vote on the plan;

(C) any proxies to be solicited from eligible members and any other soliciting materials;

(D) the proposed articles of incorporation andbylaws of the mutual holding company, each
intermediate holding company, if any, and the revised articles of incorporation andbylaws of the

converted company.
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Once filed, these documents shall be approved or disapproved by the Director within a reasonable
time.

(ii) After the members have approved the plan, the converted company shall file the following
documents with the Director:

(A) the minutes of the meeting of the members at which the plan of MHC conversion was voted
upon; and

(B) the articles andbylaws of the mutual holding company and each intermediate holding
company, if any, and the revised articles of incorporation andbylaws of the converted company.

(c) The Director's approval of a plan pursuant to this subsection (5) may be made conditional at
the sole discretion of the Director whenever he determines that such conditions are reasonably
necessaryto protect policyholder interests. Suchconditions may include, but shall not be limited to,
limitations, requirements, or prohibitions as follows:

(i) prior approval of any acquisition or formation of affiliate entities of the MHC;

(ii) prior approval of the capital structure of any intermediate holding company or any changes
thereto;

(iii) prior approval of any initial public offering or other issuance of equity or debt securities of an
intermediate holding company or the converted company in a private saleor public offering;

(iv) prior approval of the expansion of the mutual holding company system into lines of business,
industries, or operations not presented at the time of the conversion;

(v) limitations on dividends and distributions if the effect would be to reduce capital and surplus
of the converted company, in addition to any limitations which may otherwise be authorized by law;
and

(vi) limitations on the pledge, incumbrance, or transfer of the stock of the converted company.

(d) Consultant. The Director may retain, at the mutual company's expense,any qualified expert
not otherwise a part of the Director's staff to assist in reviewing the plan of MHC conversion.

(6) . Approval of the plan by the members.

(a) Members entitled to notice of and to vote on the plan. All eligible members shall be given
notice of andan opportunity to vote upon the plan of MHC conversion.
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(b) Notice required. All eligible members shall be given notice of the members' meeting to vote
upon the plan of MHC conversion. The notice shall identify in reasonable detail the benefits and
risks of the MHC conversion. A copy of the plan of MHC conversion or a summary of the plan, if so
authorized by the Director, shall accompany the notice. If a summary of the plan accompanies the
notice, a copy of the plan shall be made available without charge to any eligible member upon
request.The notice shall state that approval by the Director doesnot constitute a recommendation
that eligible members approve the plan.The notice shall be mailed to each member's last known
address,as shown on the mutual company's records, within 45 days of the Director's approval of the
plan. The meeting to vote upon the plan shall not be set for a date less than 60 days after the date
when the notice of the meeting is mailed by the mutual company. If the meeting to vote upon the

plan is held coincident with the mutual company's annual meeting of policyholders, only one
combined notice of meeting is required.

(c) Vote required for approval.

(i) After approval by the Director, the plan of MHC conversion shall be adopted, at an annualor
special meeting of policyholders at which a quorum is present, upon receiving the affirmative vote of
at least two-thirds of the votes cast by eligible members.

(ii) Members entitled to vote upon the proposedplan may vote in person or by proxy. Any
proxies to be solicited from eligible members, together with the related proxy statement andany
other soliciting materials, shall be filed with and approvedby the Director.

(iii) The number of votes each eligible member may cast shall be determined by the mutual
company's bylaws. If the bylavesare silent, eacheligible member may cast one vote.

(7) Adoption of articles of incorporation. Adoption of articles of incorporation for the mutual
holding company, each intermediate holding company, if any, and revised articles of incorporation
for the converted company is necessary to implement the plan of MHC conversion. Procedures for
adoption or revision of such articles shall be governed by the applicable provisions of this Code or,
in the case of an intermediate holding company, the businesscorporation law of the state in which
the intermediate holding company is incorporated. For a Class I mutual company, the members may
adopt revised articles of incorporation at the same meeting at which the members approve the plan.
For a Class 2 or 3 mutual company, the articles of incorporation may be adopted solely by the board
of directors or trustees, as provided in Section 57 of this Code.

(8) Required provisions in a plan of MHC conversion. The following provisions shall be
included in the plan of MHC conversion:

(a) The plan shall set forth the reasons for the proposed conversion.

(b) Effect of MHC conversion on existing policies.

3350395v7/29593-0001 6



(i) Theplan shall pi·ovide that all policies ofthe cotiverted company in force on theeffective
date of conversion shall continue to remain in force under the terms of those policies, except that any

voting or other membei·ship rights of the policyholders provided for under the policies or under this
Code and any contingent liability policy provisions of the type described in Section 55 of this Code
shall be extinguished on the effective date of the conversion.

(ii) The plan shall further provide that holders of participating policies in effect on the date of
conversion shall continue to have the right to receive dividends as provided in the participating

policies, if any.

(iii) Except for a mutual company's life policies, guaranteed renewable accident andhealth
policies, and non-cancelable accident and health policies, the converted stock company may issue
the insured.a nonparticinatíngpolicy as a siibstitute for the participating policypon the renewal

ateof a partioipatiñápÏiog.

(iv) The plan shall providethat a Class I rnutal company's articipating life pólicies in force on
the effective date of the conversion shall be operated by the converted conipany for dividend
purposes as aólosedblock of participating business ekoeptthat any or all classesof group
participating polioiesmaybe excluded fronrthe closedblock.The plan shall establish one or more
segregatedaucòuñtsfoi ihpbenefit of the closedbloök of business andshall allocate to those
sósiegatedadoountsenönghassetsof the inutual cónaily sóthat the assetstógéthereith the •

aevenitenoßtifenióseatiöokafbusinessateineaienetaefípoetthe níoiesslönieliidinaing,but
not limited to, the payment of claims, expenses, taxes, and any dividends that are provided for under
the terms of the participating policies with appropriate adjustments in the dividends for experience

changes.The plan shall be accompanied by an opinion of a qualified actuary or an appointed actuary
who meets the standards set forth in the insurance laws or regulations for the submission of actuarial

opinions as to the adequacy of reserves or assets.The opinion shall relate to the adequacy of the
assets allocated to the segregated accounts in support of the closed block of business.The actuarial

opinion shall be based on methods of analysis deemedappropriate for those purposes by the
Actuarial StandatesBöäfd.Theamount of assetsalióóafèdtá the segregatedaócdnts of ti1e closed
block shall bebasedupotrthe mutual conipány'släst ännuálstátementthat is updaïedto the effective
dáté ofthe cofiversioit.Theconverted stoáknoinnariyshankeepaseafaieadeolítifig foEthe closed
166kandshafiniakeniidfiíóindeiu the anátisistateníntitto befiled with tiië ÜÏientol·säoliyear a

sepaiatestatenantshówingthë gains, losses,andenpeíísesproperlyattributabletotheniusedblock.
Periodically,pon the Difectöt's approval, those assóts'ällocatedto the óloseeblönkasproŸided
hetein that are in excessof the urnount of assetsnecéssasyto suppoi't the reñísitiing policies in the
closedblóck shallrevertto the benefit of tNetonte tednonipany.The Direótorninywaivethe

requirement fot thé establishnient of a closedblock öf busiriessif the Dii·ector déenis it to be in the
best interests of the participating policyholders of the suutualcompany to do so.
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(c) The plan shâll set forth the retiuirements for granting membersnip interests to future
policyholders of the converted company.

(d) . .The plan shall include information sufficient to demonstrate that the financial condition of
the converted company will not be diminished by the plan of MHC conversion.

(e) The plan shall include a description of anycurrent proposal to issue sharesof an intermediate
holding company or the converted company to the public or to other persons who are not direct or
indirect subsidiaries of the mutual holding company.

(f) The plan shall include the identity of the proposed officers and directors of the mutual
holding company and each intermediate holding company, if any, together with such other
biographical information as the Director may request.

(g) The plan shall include such other information asthe Director may request or may prescribe
by rule.

(9) Effective date of the plan of MHC conversion. A plan shall become effective when the
Director hasiapprovedthe plan, the membershave approved the plan and the articles of
incorporation of the niutualholding company, each intermediate holding company,if any, and the
revised aniölesof incofgörationof the cónyerted conipanyhave béen adopted and filed with the
Director.

(10) dófporaleexisteríce.

(a) Úperftlië odiNei ion of amutualtoinpahy to a condefted córnpåfí accoiding toihe
provisions öf this Bection,.thecorporate existendeof the rautual cornpanyshallbecontiriued in the
converted aoínyaffyNitlithe oi-iginaldetsofindnínöfationef the nuitnafoornhány.All the i•ights,

flañehisesendsfifeieštköftlieniuttíaíÜÜínygiipifipflåto eVefy type'of ½âbeffi-êài, afsonal,and
nilxed;andninâËiSNatiokthereuñtoŠeletigingfisdeéínédtransfenéstoenSŸedIn file dotívéited
company without énenéedor transfer.SiitiuftânenelJhä convertestonipanj isdéenindto have
assumedallínóObligationsinndliabilitiesif theitnitaalcoinpany.

b) ŸhéditédterfåndöŸfióëraof the'niulual anypany,nleas unieNvisesyedifiedin ihe planof
tonversion shallsofikanditeators andofficers of the eonvertedcornpanyufitil nes/direetorsand
officers of thedotNefteddoïñány are dly elentedpersuántto the artielesofincorpneationand
bylaws of the convertedoontpany.

(11) Reyulationandautherity of mutual holding domyany.

(a) A mutual holding company shall have the same powers granted to dómestic mutual
companies and be subject to the same requirements and provisions of Article III andany other
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provisions of this Code applicable to mutual companies that are not inconsistent with the provisions
of this Section, provided however that a mtual holding company shall not have the authority to
transact insurance pursuant to Section 39(1).

(b) Neither the mutual holding company nor any intermediate holding company shall issue or
reinsure policies of insurance.

(c) A mutual holding company may enter into an affiliation agreement or a merger agreement
either at the time of conversion, or at some later time with the approval of the Director, with any
mutual insurance company authorized to do business in this State or another mutual holding
company. Any suchmerger agreement may authorize members of the mutual insurance company or
other mutual holding company to become members of the mutual holding company. Any such
affiliation agreementór merger agreement shall be subject to the insurance laws of this State relating
to such transactions entered into by a domestic mutual company.

(d) The assets of the MHC shall be held in trust, under such arrangements and on such terms as
the Director may approve, for the benefit of the policyholders of the converted company. Any
residual rights of the MHC in such assetsor any assets of the MHC determined not to be held in trust
shall be subject to a lien in favor of the policyholders of the converted company under such terms as
the Director may approve.Upon conversion of the rnutual holding company as provided for in
subsection (13) of this Section, such assets shall be releasedfrom trust in accordancewith the plan of
conversion approved by the Director,

(12) Diversion of businessto affiliates. Without prior approval of the Director, neither the
converted cornpany not any other personaniliatedwith or controllizig the conueï·todcompany shall
divert business fròm the converted company to any insurance company affiliate if the purpose or
effect would be to significantly reduce the number of members of the mutual holding company.

(13) Conversioti of mutual holding company. A niutual holding company created pursuant to this
Section may reorganize by complying with the applicable provisions of Section 59.For purposesof
effecting a conversion under that Section, the mutual holding company shall be deemeda "mutual
company" and the converted mutual holding company shall be deemed a "converted stock
company," as suchterms are defined in Section 59.1.

(14) Conflict of interest. No director, officer, agent, or employee of the mutual company or any
other person shall receive any fee, commission, or other valuable consideration, other than his or her
usual regular salary and compensation, for in any manner aiding, promoting, or assisting in the
conversion except as set forth in the plan of MHC conversion approved by the Director. This
provision doesnot prohibit the payment of reasonablefees andcompensation to attorneys,
accountants,and actuaries for servicesperformed in the independent practice of their professions,
even if the attorney, accountant, or actuary is also a director of the mutual company.
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(15) Costs and expenses. All the costs and expenses connected with a plan of MHC conversion
shall be paid for or reimbursed by the mutual company or the converted company.

(16) Failure to give notice. If the mutual company complies substantially and in good faith with
the notice requirements of this Section, the mutual company's failure to give any member or
members any required notice does not impair the validity of any action taken under this Section.

(17) Limitation of actions. Any action challenging the validity of or arising out of acts taken or
proposed to be taken under this Section shall be commenced within 30 days after the effective date
of the plan of MHC conversion.

{Footnote 1}215 ILCS 5/6 et seg.
{Footnote 2}215 ILC$ 5/187 et seq.
{Footnote 3}215ILCS 5/36 et seg.
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