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0780-01 -63-.01 Authority.

This chapter is promulgated pursuant to the authority granted by T.C.A. SS 56-2-208(bXO), 56-2-209(e),
and 56-2-301.

Authority: T.C.A. $S 56-2-208(bXO), 56-2-209(e), and 56-2-301.
0780-01 -63-.02 Purpose.

The purpose of this chapter is to set forth rules and procedural requirements that the commissioner
deems necessary to carry out the provisions of T.C.A. SS 56-2-208 and 56-2-209. The actions and
information required by this chapter are hereby declared to be necessary and appropriate in the public
interest and for the protection of the ceding insurers and policyholders in this state.
Authority: T.C.A. SS 56-2-208, 56-2-209(e), and 56-2-301.
0780-01-63-.03 Credit for Reinsurance

- Reinsurer

Licensed in this State.

Pursuant to T.C.A. S 56-2-208(b)(2), the commissioner shall allow credit for reinsurance ceded by a
domestic insurer to an assuming insurer that was licensed in this state as of any date on which statutory
financial statement credit for reinsurance is claimed.
Authority: T.C.A. SS 56-2-208(bX2), 56-2-209(e), and 56-2-301.
0780-01-63-.04 Credit for Reinsurance

(1)

-

Accredited Reinsurers.

Pursuant to T.C.A. S 56-2-208(b)(3), the commissioner shall allow credit for reinsurance ceded by
a domestic insurer to an assuming insurer that is accredited as a reinsurer in this state as of the
date on which statutory financial statement credit for reinsurance is claimed. An accredited
reinsurer must:

(a)
(b)

(2)

File with the commissioner a properly executed Form AR-1 (adopted as Appendix A of
this chapter and incorporated herein by reference) as evidence of its submission to this
state's jurisdiction and to this state's authority to examine its books and records; and
File with the commissioner a certified copy of a certificate of authority or other acceptable
evidence that it is licensed to transact insurance or reinsurance in at least one state, or,
in the case of a United States branch of an alien assuming insurer, is entered through
and licensed to transact insurance or reinsurance in at least one state; and

(c)

File annually with the commissioner a copy of its annual statement filed with the
insurance department of its state of domicile or, in the case of an alien assuming insurer,
with the state through which it is entered and in which it is licensed to transact insurance
or reinsurance, and a copy of its most recent audited financial statement; and

(d)

Maintain a surplus as regards policyholders in an amount not less than twenty million
dollars ($20,000,000), or obtain affirmative approval of the commissioner upon a finding
that it has adequate financial capacity to meet its reinsurance obligations and is
otheruvise qualified to assume reinsurance from domestic insurers.

lf the commissioner determines that the assuming insurer has failed to meet or maintain any of
these qualifications, the commissioner may upon written notice and opportunity for hearing
pursuant to the Uniform Administrative Procedures Act, T.C.A. S 4-5-101 et seq., suspend or
revoke the accreditation. Credit shall not be allowed a domestic ceding insurer under this chapter

if the assuming

insurer's accreditation has been revoked by the commissioner,

or if

the

reinsurance was ceded while the assuming insurer's accreditation was under suspension by the
commissioner.
Authority: T.C.A. SS 56-2-208(bX3), 56-2-209(e) and 56-2-301.
SS-7039 (November 201 7)
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0780-01-63-.05 Credit for Reinsurance

(1)

-

Reinsurer Domiciled and Licensed in Another State

Pursuant to T.C.A. S 56-2-208(b)(4) the commissioner shall allow credit for reinsurance ceded by

a domestic insurer to an assuming insurer that as of any date on which statutory financial
statement credit for reinsurance is claimed:

(a)

ls domiciled in (or, in the case of a United States branch of an alien assuming insurer, is
entered through) a state that employs standards regarding credit for reinsurance
substantially similar to those applicable under T.C.A. SS 56-2-208 and 56-2-209 and this
chapter;

(b)

Maintains a surplus as regards policyholders in an amount not less than twenty million
dollars ($20,000,000); and

(c)
(2)

Files a properly executed Form AR-1 (Appendix A of this chapter) with the commissioner
as evidence of its submission to this state's authority to examine its books and records.

The provisions of this rule relating to surplus as regards policyholders shall not apply to
reinsurance ceded and assumed pursuant to pooling arrangements among insurers in the same
holding company system. As used in this rule, "substantially similar" standards means credit for
reinsurance standards that the commissioner determines in the commissioner's sole discretion to
equal or exceed the standards of T.C.A. SS 56-2-208 and 56-2-209 and this chapter.

Authority: T.C.A. SS 56-2-208,56-2-209 and 56-2-301
0780-01-63-.06 Credit for Reinsurance

(1)

-

Reinsurers Maintaining Trust Funds.

Pursuant to T.C.A. S 56-2-208(b)(5), the commissioner shall allow credit for reinsurance ceded by

a domestic insurer to an assuming insurer which, as of any date on which statutory financial

statement credit for reinsurance is claimed, and thereafter for so long as credit for reinsurance is
claimed, maintains a trust fund in an amount prescribed below in a qualified United States
financial institution as defined in T.C.A. S 56-2-209(d), for the payment of the valid claims of its
United States domiciled ceding insurers, their assigns and successors in interest. The assuming
insurer shall report annually to the commissioner substantially the same information as that

required

to be reported on the National Association of

lnsurance Commissioners annual

statement form by licensed insurers, to enable the commissioner to determine the sufficiency of
the trust fund.

(2)

The following requirements apply to the following categories of assuming insurer:

(a)

(b)

The trust fund for a single assuming insurer shall consist of funds in trust in an amount
not less than the assuming insurer's liabilities attributable to reinsurance ceded by United
States domiciled insurers, and in addition, the assuming insurer shall maintain a trusteed
surplus of not less than twenty million dollars ($20,000,000), except as provided in
subparagraph (b) of this paragraph.

At any time after the assuming insurer has permanently discontinued underwriting new
business secured by the trust for at least three (3) full years, the commissioner with
principal regulatory oversight of the trust may authorize a reduction in the required
trusteed surplus, but only after a finding, based on an assessment of the risk, that the
new required surplus level is adequate for the protection of United States ceding insurers,
policyholders and claimants in light of reasonably foreseeable adverse loss development.
The risk assessment may involve an actuarial review, including an independent analysis
of reserves and cash flows, and shall consider all material risk factors, including when
applicable the lines of business involved, the stability of the incurred loss estimates and
the effect of the surplus requirements on the assuming insurer's liquidity or solvency. The
minimum required trusteed surplus may not be reduced to an amount less than thirty
percent (30%) of the assuming insurer's liabilities attributable to reinsurance ceded by
United States ceding insurers covered by the trust.

SS-7039 (November 201 7)
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(c)

The trust fund for a group including incorporated and individual unincorporated

1

underwriters shall consist of:

(i)

For reinsurance ceded under reinsurance with an inception, amendment
or renewal date on or after January 1, 1993, funds in trust in an amount
not less than the respective underwriters'several liabilities attributable to
business ceded by United States domiciled ceding insurers to any
underwriter of the group;

(ii)

For reinsurance ceded under reinsurance agreements with an inception
date on or before December 31, 1992, and not amended or renewed
after that date, notwithstanding the other provisions of this chapter, funds
in trust in an amount not less than the respective underwriters'several
insurance and reinsurance liabilities attributable to business written in the
United States; and

(i

ii)

ln addition to these trusts, the group shall maintain a trusteed surplus of
which one hundred million dollars ($100,000,000) shall be held jointly for

the benefit of the United States ceding insurers of any member of the
group for all the years of the account.
2.

The incorporated members of the group shall not be engaged in any business
other than underwriting as a member of the group and shall be subject to the
same level of regulation and solvency control by the group's domiciliary regulator
as are the unincorporated members. The group shall, within ninety (90) days
after its financial statements are due to be fibd with the group's domiciliary
regulator, provide to the commissioner:

(i)

An annual certification by the group's domiciliary regulator of

the

solvency of each underwriter member of the group; or
(i

i)

lf a certification is unavailable, a financial statement, prepared by
independent public accountants,

of each

underwriter member

of the

group.

(d)

1

The trust fund for a group of incorporated insurers under common administration,
whose rnembers possess aggregate policyholders surplus of ten billion dollars
($10,000,000.000) (calculated and reported in substantially the same rnanner as
prescribed by the annual statement instructions and Accounting Practices and
Procedures Manual of the National Association of lnsurance Commissioners)
and which has continuously transacted an insurance business outside the United
States for at least three (3) years immediately prior to making application for
accreditation, shall:

(i)

Consist of funds in trust in an amount not less than the assuming
insurers' several liabilities athibutable to business ceded by United
States domiciled ceding insurers to any members of the group pursuant
to reinsurance contracts issued in the name of such group;

i)

Maintain a joint trusteed surplus of which one hundred million dollars
($100,000,000) shall be held jointly for the benefit of United States
domiciled ceding insurers of any member of the group; and

iii)

File with the commissioner a properly executed Form AR-1 (Appendix A
of this chapter) as evidence of the submission to this state's authority to
examine the books and records of any of its members and shall certify

(i

(

that any member examined will bear the expense of any
examination.

SS-7039 (November 201 7)
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such

2.

Within ninety (90) days after the statements are due to be filed with the group's
domiciliary regulator, the group shall file with the commissioner an annual
certification of each undenrvriter member's solvency by the member's domiciliary
regulators, and financial statements, prepared
independent public
accountants, of each underwriter member of the group.

by

(3)

(a)

Credit for reinsurance shall not be granted unless the form of the trust and any
amendments to the trust have been approved by either the commissioner of the state
where the trust is domiciled or the commissioner of another state who, pursuant to the
terms of the trust instrument, has accepted responsibility for regulatory oversight of the
trust. The form of the trust and any trust amendments also shall be filed with the
commissioner of every state in which the ceding insurer beneficiaries of the trust are
domiciled. The trust instrument shall provide that:

1.
2

Contested claims shall be valid and enforceable out of funds in trust to the extent
remaining unsatisfied thirty (30) days after entry of the final order of any court of
competent jurisdiction in the United States;
Legal title to the assets of the trust shall be vested in the trustee for the benefit of

the grantor's United States ceding insurers, their assigns and successors

in

interest;
3.

The trust shall be subject to examination as determined by the commissioner;

4.

The trust shall remain in effect for as long as the assuming insurer, or any
member or former member of a group of insurers, shall have outstanding
obligations under reinsurance agreements subject to the trust; and

5

No later than February 28 of each year the trustees of the trust shall report to the
commissioner in writing setting forth the balance in the trust and listing the trust's
investments at the preceding year-end, and shall certify the date of termination of

the trust, if so planned, or certify that the trust shall not expire prior to the
following December 31.

(b)

1

Notwithstanding any other provisions of the trust instrument, if the trust fund is
inadequate because it contains an amount less than the amount required by this
paragraph or if the grantor of the trust has been declared insolvent or placed into
receivership, rehabilitation, liquidation or similar proceedings under the laws of its
state or country of domicile, the trustee shall comply with an order of the
commissioner with regulatory oversight over the trust or with an order of a court
of competent jurisdiction directing the trustee to transfer to the commissioner with
regulatory oversight over the trust or other designated receiver all of the assets of
the trust fund.

2.

The assets shall be distributed by and claims shall be filed with and valued by the
commissioner with regulatory oversight over the trust in accordance with the laws
of the state in which the trust is domiciled applicable to the liquidation of domestic
insurance companies.

3

lf the commissioner with regulatory oversight over the trust determines that the
assets of the trust fund or any part thereof are not necessary to satisfy the claims
of the United States beneficiaries of the trust, the commissioner with regulatory
oversight over the trust shall return the assets, or any part thereof, to the trustee
for distribution in accordance with the trust agreement.

4.

The grantor shall waive any right otherwise available to it under United States
law that is inconsistent with this provision.

SS-7039 (November 201 7)
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(4)

For purposes of this rule, the term "liabilities" shall mean the assuming insurer's gross liabilities
attributable to reinsurance ceded by United States domiciled insurers excluding liabilities that are
otherwise secured by acceptable means, and, shall include:

(a)

For business ceded by domestic insurers authorized to write accident and health, and
property and casualty insurance:

1.
2.
3.
4.
5.
(b)

Losses and allocated loss expenses paid by the ceding insurer, recoverable from
the assuming insurer,
Reserves for losses reported and outstanding;
Reserves for losses incurred but not reported;
Reserves for allocated loss expenses; and
Unearned premiums.

For business ceded by domestic insurers authorized to write life, health, and annuity
insurance:

1.
2.
3.
4.
(5)

Aggregate reserves for life policies and contracts net of policy loans and net due
and defened premiums;
Aggregate reserves for accident and health policies;
Deposit funds and other liabilities without life or disability contingencies; and
Liabilities for policy and contract claims.

Assets deposited in trusts established pursuant to T.C.A. S 56-2-208(b) and this rule shall be
valued according to their current fair market value and shall consist only of cash in United States
dollars, certificates of deposit issued by a United States financial institution as defined in T.C.A. g
56-2-209(c), clean, irrevocable, unconditional and "evergreen" letters of credit issued or
confirmed by a qualified United States financial institution, as defined in T.C.A. S 56-2-209(c), and
investments of the type specified in this subsection, but investments in or issued by an entity
controlling, controlled by or under common control with either the grantor or the beneficiary of the
trust shall not exceed five percent (5%) of total investments. No more than twenty percent (20%)
of the total of the investments in the trust may be foreign investments authorized under Rule
0780-01-63-.06(5)(a)5., Rule 0780-01-63-.06(5Xc), Rule 0780-01-63-.06(5Xf)2., or Rule 0780-0163-.06(5)(9), and no more than ten percent (10%) of the total of the investments in the trust may
be securities denominated in foreign cunencies. For purposes of applying the preceding
sentence, a depository receipt denominated in United States dollars and representing rights
conferred by a foreign security shall be classifled as a foreign investment denominated in a
foreign currency. The assets of a trust established to satisfy the requirements of T.C.A. S 56-2208(b) shall be invested only as follows:

(a)

Government obligations that are not in default as to principal or interest, that are valid
and legally authorized and that are issued, assumed or guaranteed by:
1

The United States or by any agency or instrumentality of the United States;

2.

A state of the United States;

3.

A territory, possession or other governmental unit of the United States;

4.

An agency or instrumentality of a governmental unit referred to in parts 2. and 3.
of this subparagraph if the obligations shall be by law (statutory or otherwise)
payable, as to both principal and interest, from taxes levied or by law required to
be levied or from adequate special revenues pledged or otherwise appropriated

SS-7039 (November 201 7)
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or by law required to be provided for making these payments, but shall not be
obligations eligible for investment under this paragraph if payable solely out of
special assessments on properties benefited by local improvements; or
5

(b)

The government of any other country that is a member of the Organization for
Economic Cooperation and Development and whose government obligations are
rated A or higher, or equivalent, by a rating agency recognized by the Securities
Valuation Office of the National Association of lnsurance Commissioners;

Obligations that are issued in the United States, or that are dollar denominated and
issued in a non-United States market, by a solvent United States institution (other than an
insurance company) or that are assumed or guaranteed by a solvent United States
institution (other than an insurance company) and that are not in default as to principal or
interest if the obligations:
1

2.

Are rated A or higher (or the equivalent) by a securities rating agency recognized
by the Securities Valuation Office of the National Association of lnsurance
Commissioners, or if not so rated, are similar in structure and other material
respects to other obligations of the same institution that are so rated;
Are insured by at least one authorized insurer (other than the investing insurer or

a

parent, subsidiary or affiliate of the investing insurer) licensed

to

insure

obligations in this state and, after considering the insurance, are rated AAA (or
the equivalent) by a securities rating agency recognized by the Securities
Valuation Office of the National Association of lnsurance Commissioners; or
3

Have been designated as Class One or Class Two by the Securities Valuation
Office of the National Association of lnsurance Commissioners,

(c)

Obligations issued, assumed or guaranteed by a solvent non-United States institution
chartered in a country that is a member of the Organization for Economic Cooperation
and Development or obligations of United States corporations issued in a non-United
States currency, provided that in either case the obligations are rated A or higher, or the
equivalent, by a rating agency recognized by the Securities Valuation Office of the
National Association of lnsurance Commissioners;

(d)

An investment made pursuant to the provisions of Rule 0780-01-63-.06(5Xa), (b) or (c)
shall be subject to the following additional limitations:

An investment in or loan upon the obligations of an institution other than an
institution that issues mortgage-related securities shall not exceed five percent
(5%) of the assets of the trust;

(e)

2

An investment in any one mortgage-related security shall not exceed five percent
(5%) of the assets of the trust;

3.

The aggregate total investment in mortgage-related securities shall not exceed
twenty-five percent (25o/o) of the assets of the trust; and

4.

Preferred or guaranteed shares issued or guaranteed by a solvent United States
institution are permissible investments if all of the institution's obligations are
eligible as investments under Rule 0780-01-63-.06(5Xb)1. and 3., but shall not
exceed two percent (2oh) of the assets of the trust.

As used in this Chapter:
1

SS-7039 (November 201 7)
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(i)

Represents ownership of one or more promissory notes or certificates of

interest or participation in the notes (including any rights designed to
assure servicing of, or the receipt or timeliness of receipt by the holders
of the notes, certificates, or participation of amounts payable under, the
notes, certificates, or partici pation), that:

(l)

Are directly secured by a first lien on a single parcel of real
estate, including stock allocated to a dwelling unit in a residential

cooperative housing corporation, upon which is located a
dwelling or mixed residential and commercial structure, or on a
residential manufactured home as defined in 42 U.S.C. S
5402(6), whether the manufactured home is considered real or
personal property under the laws of the state in which it is
located; and
(t

t)

Were originated by a savings and loan association, savings
bank, commercial bank, credit union, insurance company, or
similar institution that is supervised and examined by a federal or
state housing authority, or by a mortgagee approved by the
Secretary of Housing and Urban Development pursuant to 12
U.S.C. SS 1709 and 1715-b, or, where the notes involve a lien on

the manufactured home, by an institution or by a

financial

institution approved for insurance by the Secretary of Housing
and Urban Development pursuant to 12 U.S.C. $ 1703; or
(ii)

2.

(f)

ls secured by one or more promissory notes or certificates of deposit or
participations in the notes (with or without recourse to the insurer of the
notes) and, by its terms, provides for payments of principal in relation to
payments, or reasonable projections of payments, or notes meeting the
requirements of Subpart (i), items (l) and (ll) of this Part.

"Promissory notes," when used in connection with a manufactured home, shall
also include a loan, advance or credit sale as evidenced by a retail installment
sales contract or other instrument.

Equity lnterests.
1

lnvestments in common shares or partnership interests of

a solvent

United

States institution are permissible if:
(i)

Its obligations and preferred shares, if any, are eligible as investments
underthis Paragraph (5); and

(ii)

The equity interests of the institution (except an insurance company) are
registered on
national securities exchange as provided in the
Securities Exchange Act of 1934, 15 U.S.C. $$ 78a to 78kk or othenruise
registered pursuant to that Act, and if otherwise registered, price

a

quotations for them are furnished through a nationwide automated
quotations system approved by the Financial lndustry Regulatory
Authority, or successor organization. A trust shall not invest in equity
interests under this subparagraph (f) an amount exceeding one percent
(1%) of the assets of the trust even though the equity interests are not so
registered and are not issued by an insurance company.
2.

lnvestments in common shares of a solvent institution organized under the laws
of a country that is a member of the Organization for Economic Cooperation and
Development, if:

SS-7039 (November 201 7)
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All its obligations are rated A or higher, or the equivalent, by a rating
agency recognized by the Securities Valuation Office of the National

(i)

Association of lnsurance Commissioners; and

The equity interests of the institution are registered on a securities
exchange regulated by the government of a country that is a member of

(ii )

the Organization for Economic Cooperation and Development;
3

An investment in or loan upon any one institution's outstanding equity interests
shall not exceed one percent (1%) of the assets of the trust. The cost of an
investment in equity interests made pursuant to this subparagraph (f), when
added to the aggregate cost of other investments in equity interests then held
pursuant to this subparagraph (f), shall not exceed ten percent (10%) of the
assets in the trust.

(g)

Obligations issued, assumed or guaranteed by a multinational development bank,
provided the obligations are rated A or higher, or the equivalent, by a rating agency
recognized by the Securities Valuation Office of the National Association of lnsurance
Commissioners.

(h)

lnvestment Companies.
1

Securities of an investment company registered pursuant to the lnvestment
Company Act of 1940, 15 U.S.C. $ 80a, are permissible investments if the
investment company:

Invests

(i)

at least ninety percent (90%) of its assets in the types

of

securities that qualify as an investment under Rule 0780-01-63-.06(5)(a),
(b), or (c) or invests in securities that are determined by the

commissioner to be substantively similar to the types of securities set
forth in Rule 0780-01-63-.06(5Xa), (b), or (c); or
(i

2.

lnvests at least ninety percent (90%) of its assets in the types of equity
interests that qualify as an investment under Rule 0780-01€3-.06(5Xf)1..

i)

lnvestments made by a trust in investment companies under this subparagraph
shall not exceed the following limitations:
(i)

An investment in an investment company qualifying under Rule 0780-0163-.06(5Xh)1.(i) shall not exceed ten percent (10%) of the assets in the
trust and the aggregate amount of investment in qualifying investment
companies shall not exceed twenty-five percent (25%) of the assets in
the trust; and

(ii)

(i)

lnvestments in an investment company qualifying under Rule 0780-0163-.06(5Xh)1.(ii) shall not exceed five percent (5%) of the assets in the
trust and the aggregate amount of investment in qualifying investment
companies shall be included when calculating the permissible aggregate
value of equity interests pursuant to Rule 0780-01-63-.06(5)(f)1..

Letters of Credit.
1

SS-7039 (November 201 7)

ln order for a letter of credit to qualify as an asset of the trust, the trustee shall
have the right and obligation pursuant to the deed of trust or some other binding
agreement (as duly approved by the commissioner), to immediately draw down
the full amount of the letter of credit and hold the proceeds in trust for the
beneficiaries of the trust if the letter of credit will otherwise expire without being
renewed or replaced.
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2

The trust agreement shall provide that the trustee shall be liable for its
negligence, willful misconduct or lack of good faith. The failure of the trustee to
draw against the letter of credit in circumstances where such draw would be
required shall be deemed to be negligence and/or willful misconduct.

(6)

A specific security provided to a ceding insurer by an assuming insurer pursuant to Rule 0780-0163-.08 shall be applied, until exhausted, to the payment of liabilities of the assuming insurer to the
ceding insurer holding the specific security prior to, and as a condition precedent for, presentation
of a claim by the ceding insurer for payment by a trustee of a trust established by the assuming
insurer pursuant to this Rule 0780-01-63-.06.

Authority: T.C.A. SS 56-2-208,56-2-209, and 56-2-301
0780-01-63-.07 Credit for Reinsurance

(1)

-

Certified Reinsurers

Pursuant to T.C.A. S 56-2-208(b)(6), the commissioner shall allow credit for reinsurance ceded by
a domestic insurer to an assuming insurer that has been certified as a reinsurer in this state at all
times for which statutory financial statement credit is claimed under this section. The credit
allowed shall be based upon the security held by or on behalf of the ceding insurer in accordance
with a rating assigned to the certified reinsurer by the commissioner. The security shall be in a
form consistent with the provisions of T.C.A. SS 56-2-208(bX6), 56-2-209(a) and (b) and either
Rule 0780-01-63-.10, Rule 0780-01-63-.11 or Rule 0780-01-63-.12. fhe amount of security
required in order for full credit to be allowed shall correspond with the following requirements:

(a)

Ratings

Security Required

Secure - 1
Secure - 2
Secure - 3
Secure - 4
Secure - 5
Vulnerable - 6

0To

10%

20%
50%
75%
100%

(b)

Affiliated reinsurance transactions shall receive the same opportunity for reduced security
requirements as all other reinsurance transactions.

(c)

The commissioner shall require the certified reinsurer to post one hundred percent
(100%), for the benefit of the ceding insurer or its estate, security upon the entry of an
order of rehabilitation, liquidation or conservation against the ceding insurer.

(d)

ln order to facilitate the prompt payment of claims, a certified reinsurer shall not be
required to post security for catastrophe recoverables for a period of one (1) year from
the date of the first instance of a liability reserve entry by the ceding company as a result
of a loss from a catastrophic occurrence as recognized by the commissioner. The one (1)
year deferral period is contingent upon the certified reinsurer continuing to pay claims in a
timely manner. Reinsurance recoverables for only the following lines of business as
reported on the National Association of lnsurance Commissioners annual financial
statement related specifically to the catastrophic occurrence will be included in the
deferral:
1.

2.
3.

4.
5.
6.
7.
8.
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Line 1: Fire
Line 2: Allied Lines
Line 3: Farmers multiple peril
Line 4: Homeowners multiple peril
Line 5: Commercialmultiple peril
Line 9: lnland Marine
Line 12: Earthquake
Line 21: Auto physical damage
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(e)

Credit for reinsurance under this rule shall apply only to reinsurance contracts entered
into or renewed on or after the effective date of the certification of the assuming insurer.
Any reinsurance contract entered into prior to the effective date of the certification of the
assuming insurer that is subsequently amended after the effective date of the certification
of the assuming insurer, or a new reinsurance contract, covering any risk for which
collateral was provided previously, shall only be subject to this rule with respect to losses
incurred and reserves reported from and after the effective date of the amendment or the
new contract.

(f)

(2)

Nothing in this rule shall prohibit the parties to a reinsurance agreement from agreeing to
provisions establishing security requirements that exceed the minimum security
requirements established for certified reinsurers under this section.

Certification Procedure.

(a)

The commissioner shall post notice on the insurance department's website promptly
upon receipt of any application for certification, including instructions on how members of
the public may respond to the application. The commissioner may not take final action on
the application until at least thirty (30) days after posting the notice required by this
subparagraph.

(b)

The commissioner shall issue written notice to an assuming insurer that has made
application and been approved as a certified reinsurer. lncluded in such notice shall be
the rating assigned the certified reinsurer in accordance with Rule 0780-01-63-.07(1).
The commissioner shall publish a list of all certified reinsurers and their ratings on the
insurance department's website.

(c)

ln order to be eligible for certification, the assuming insurer shall meet the following
requirements:

1.

The assuming insurer must be domiciled and licensed to transact insurance or
reinsurance in a Qualified Jurisdiction, as determined by the commissioner
pursuant to Rule 0780-01-63-.07(3).

2

The assuming insurer must maintain capital and surplus, or its equivalent, of no

less than two hundred fifty million dollars ($250,000,000) calculated

in

accordance with 0780-01-63-.07(2Xd)8.. This requirement may also be satisfied

by an

association including incorporated and individual unincorporated
underwriters having minimum capital and surplus equivalents (net of liabilities) of
at least two hundred fifty million dollars ($250,000,000) and a central fund
containing a balance of at least two hundred fifty million dollars ($250,000,000).
3.

The assuming insurer must maintain financial strength ratings from two (2) or
more rating agencies deemed acceptable by the commissioner. These ratings
shall be based on interactive communication between the rating agency and the
assuming insurer and shall not be based solely on publicly available information.
These financial strength ratings will be one factor used by the commissioner in
determining the rating that is assigned to the assuming insurer. Acceptable rating
agencies include the following:
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(i)

Standard & Poor's;

(ii)

Moody's lnvestors Service;

(iii)

Fitch Ratings;

(iv)

A.M. Best Company; or

(v)

Any other Nationally Recognized Statistical Rating Organization
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4

The certified reinsurer must comply with any other requirements reasonably
imposed by the commissioner.

(d)

Each certified reinsurer shall be rated on a legal entity basis, with due consideration
being given to the group rating where appropriate, except that an association including
incorporated and individual unincorporated underwriters that has been approved to do
business as a single certified reinsurer may be evaluated on the basis of its group rating.
Factors that may be considered as part of the evaluation process include, but are not
limited to, the following:
1

The certified reinsurer's financial strength rating from an acceptable rating
agency. The maximum rating that a certified reinsurer may be assigned will
correspond to its financial strength rating as outlined in the table below. The
commissioner shall use the lowest financial strength rating received from an
approved rating agency in establishing the maximum rating of a certified
reinsurer. A failure to obtain or maintain at least two (2) financial strength ratings
from acceptable rating agencies will result in loss of eligibility for certification:

Ratinqs
Secure
Secure
Secure
Secure
Secure

-

'1

-4
-5
2
3

Vulnerable

Best

s&P

Moodv's

Fitch

AA+
A+

MA

Aaa

AA+, AA, AAA+, A

Aal, Aa2, Aa3

AAA
AA+, AA,
A+, A

ABB8+, BBB,

A3

A-

Baa1,Baa2,

BBBBB+, BB,8B-,
B+, B, B-, CCC,
cc, c, D, R

Baa3

BBB+, BBB,
BBBBB+, BB, BB-,
B+, B, B-,
CCC+, CC,

A
AB++, B+

-

6

B, B-C++,
C+, C, C-,

D,E,F

2.

41,

M

Bal, Ba2, Ba3,
81,B,2,83, CAA,
Ca, C

ccc-,

A,/A-

DD

The business practices of the certified reinsurer in dealing with its ceding
insurers, including its record of compliance with reinsurance contractual terms
and obligations;

3.

For certified reinsurers domiciled in the United States, a review of the most
recent applicable National Association of lnsurance Commissioners Annual
Statement Blank, either Schedule F (for property/casualty reinsurers) or
Schedule S (for life and health reinsurers);

4

For certified reinsurers not domiciled in the United States, a review annually of
Form CR-F (for property/casualty reinsurers), attached as Appendix B to this
chapter and incorporated herein by reference, or Form CR-S (for life and health
reinsurers), attached as Appendix C to this chapter and incorporated herein by
reference;

5

The reputation of the certified reinsurer for prompt payment of claims under
reinsurance agreements, based on an analysis of ceding insurers' Schedule F
reporting of overdue reinsurance recoverables, including the proportion of
obligations that are more than ninety (90) days past due or are in dispute, with

specific attention given

to

obligations payable

to

companies that

are

in

administrative supervision or receivership;
6

Regulatory actions against the certified reinsurer;

7

The report of the independent auditor on the financial statements of the
insurance enterprise, on the basis described in Part 8., below;

SS-7039 (November 201 7)
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B.

For certified reinsurers not domiciled in the United States, audited financial
statements (audited U.S. GAAP basis if available, audited IFRS basis statements
are allowed but must include an audited footnote reconciling equity and net
income to a U.S. GAAP basis, or, with the permission of the state insurance
commissioner, audited IFRS statements with reconciliation to U.S. GAAP
certified by an officer of the company), regulatory filings, and actuarial opinion (as

filed with the non-United States jurisdiction supervisor). Upon the initial
application for certification, the commissioner will consider audited financial
statements for the last three (3) years filed with its non-United States jurisdiction
supervisor;
9.

The liquidation priority of obligations to a ceding insurer in the certified reinsurer's
domiciliary jurisdiction in the context of an insolvency proceeding;

10.

A certified reinsurer's participation in any solvent scheme of arrangement, or
similar procedure, which involves United States ceding insurers. The
commissioner shall receive prior notice from a certified reinsurer that proposes
participation by the certified reinsurer in a solvent scheme of arrangement; and

11.
(e)

Any other information deemed relevant by the commissioner

Based on the analysis conducted under Rule 0780-01-63-.07(2Xd)5. of a certified
reinsurer's reputation for prompt payment of claims, the commissioner may make
appropriate adjustments in the security the certified reinsurer is required to post to protect
its liabilities to United States ceding insurers, provided that the commissioner shall, at a
minimum, increase the security the certified reinsurer is required to post by one rating
level under Rule 0780-01-63-.07(2)(d)1. if the commissioner finds that:
1

2.

More than fifteen percent (15%) of the certified reinsurer's ceding insurance
clients have overdue reinsurance recoverables on paid losses of ninety (90) days
or rnore which are not in dispute and which exceed one hundred thousand
dollars ($100,000) for each cedent; or
The aggregate amount of reinsurance recoverables on paid losses which are not
in dispute that are overdue by ninety (90) days or rnore exceeds fifty million
dollars ($50,000,000).

(f)

The assuming insurer must submit a properly executed Form CR-1 (adopted as Appendix
D of this chapter and incorporated herein by reference) as evidence of its submission to
the jurisdiction of this state, appointment of the commissioner as an agent for the service
of process in this state, and agreement to provide security for one hundred percent
(100%) of the assuming insurer's liabilities attributable to reinsurance ceded by United
States ceding insurers if it resists enforcement of a final United States judgment. The
commissioner shall not certify any assuming insurer that is domiciled in a jurisdiction that
the commissioner has determined does not adequately and promptly enforce final United
States judgments or arbitration awards.

(g)

The certified reinsurer must agree to meet applicable information filing requirements as
determined by the commissioner, both with respect to an initial application for certification
and on an ongoing basis. The applicable information filing requirements are, as follows:
Notification within ten (10) days of any regulatory actions taken against the
certified reinsurer, any change in the provisions of its domiciliary license or any
change in rating by an approved rating agency, including a statement describing
such changes and the reasons therefore;
2

Annually, Form CR-F (Appendix B of this chapter) or CR-S (Appendix C of this
chapter), as applicable;

SS-7039 (November 2017)
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3

Annually, the report of the independent auditor on the financial statements of the
insurance enterprise, on the basis described in Part4., below.

4.

Annually, audited financial statements (audited U.S. GAAP basis if available,
audited IFRS basis statements are allowed but must include an audited footnote
reconciling equity and net income to a U.S. GAAP basis, or, with the permission
of the state insurance commissioner, audited IFRS statements with reconciliation
to U.S. GAAP certified by an officer of the company), regulatory filings, and
actuarial opinion (as filed with the certified reinsurer's supervisor). Upon the initial
certification, audited financial statements for the last three (3) years filed with the
certified reinsurer's su pervisor;

5

At least annually, an updated list of all disputed and overdue reinsurance claims
regarding reinsurance assumed from United States domestic ceding insurers;

6

A certification from the certified reinsurer's domestic regulator that the certified
reinsurer is in good standing and maintains capital in excess of the jurisdiction's
highest regulatory action level; and

7.
(h)

Any other information that the commissioner may reasonably require

Change in Rating or Revocation of Certification.

ln the case of a

downgrade

by

a rating agency or other disqualifying

circumstance, the commissioner shall upon written notice assign a new rating to
the certified reinsurer in accordance with the requirements of Rule 0780-01-63.07(2)(d)1.
2

The commissioner shall have the authority to suspend, revoke, or otherwise
modify a certified reinsurer's certification at any time if the certified reinsurer fails

to meet its obligations or security requirements under this section, or if other
financial or operating results of the certified reinsurer, or documented significant
delays in payment by the certified reinsurer, lead the commissioner to reconsider
the certified reinsurer's ability or willingness to meet its contractual obligations.
3

lf the rating of a certified reinsurer is upgraded by the commissioner, the certified
reinsurer may meet the security requirements applicable to its new rating on a
prospective basis, but the commissioner shall require the certified reinsurer to
post security under the previously applicable security requirements as to all
contracts in force on or before the effective date of the upgraded rating. If the

rating of a certified reinsurer is downgraded by the commissioner, the
commissioner shall require the certified reinsurer to meet the security
requirements applicable to its new rating for all business it has assumed as a
certified reinsurer.
4.

Upon revocation of the certification of a certified reinsurer by the commissioner,
the assuming insurer shall be required to post security in accordance with Rule
0780-01-63-.09 in order for the ceding insurer to continue to take credit for
reinsurance ceded to the assuming insurer. lf funds continue to be held in trust in
accordance with Rule 0780-01-63-.06, the commissioner may allow additional
credit equal to the ceding insurer's pro rata share of such funds, discounted to
reflect the risk uncollectibility and anticipated expenses of trust administration.
Notwithstanding the change of a certified reinsurer's rating or revocation of its
certification, a domestic insurer that has ceded reinsurance to that certified
reinsurer may not be denied credit for reinsurance for a period of three (3)

months

for all

reinsurance ceded

to that certified

reinsurer, unless the

reinsurance is found by the commissioner to be at high risk of uncollectibility.
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(3)

Qualified Jurisdictions.

(a) lf upon conducting

an evaluation under this section with respect to the reinsurance
supervisory system of any non-United States assuming insurer, the commissioner
determines that the jurisdiction qualifies to be recognized as a qualified jurisdiction, the
commissioner shall publish notice and evidence of such recognition on the insurance
department's website. The commissioner may establish a procedure to withdraw
recognition of those judsdictions that are no longer qualified.

(b)

ln order to determine whether the domiciliary jurisdiction of a non-United States assuming
insurer is eligible to be recognized as a qualified jurisdiction, the commissioner shall
evaluate the reinsurance supervisory system of the non-United States jurisdiction, both
initially and on an ongoing basis, and consider the rights, benefits and the extent of
reciprocal recognition afforded by the non-United States jurisdiction to reinsurers licensed
and domiciled in the United States. The commissioner shall determine the appropriate
approach for evaluating the qualifications of such jurisdictions, and create and publish on

the insurance department's website a list of jurisdictions whose reinsurers may be
approved by the commissioner as eligible for certification. A qualified jurisdiction must
agree to share information and cooperate with the commissioner with respect to all
certified reinsurers domiciled within that jurisdiction. Additional factors to be considered in
determining whether to recognize a qualified jurisdiction, in the discretion of the
commissioner, include but are not limited to the following:
1

The framework under which the assuming insurer is regulated.

2

The structure and authority of the domiciliary regulator with regard to solvency
regulation requirements and financial surveillance.

3

The substance financial and operating standards for assuming insurers in the
domiciliary jurisdiction.

4

The form and substance of financial reports required to be filed or made publicly
availabb by reinsurers in the domiciliary jurisdiction and the accounting principles
used.

5.

The domiciliary regulator's willingness to cooperate with United States regulators
in general and the commissioner in particular.

6.

The history of performance by assuming insurers in the domiciliary jurisdiction.

7.

Any documented evidence of substantial problems with the enforcement of final
United States judgments in the domiciliary jurisdiction. A jurisdiction will not be
considered to be a qualified jurisdiction if the commissioner has determined that
it does not adequately and promptly enforce final United States judgments or
arbitration awards.

B

Any relevant international standards or guidance with respect to

mutual

recognition of reinsurance supervision adopted by the lnternational Association
of lnsurance Supervisors or successor organization.

9.
(c)

Any other matters deemed relevant by the commissioner

A list of qualified jurisdictions is published through the National Association of lnsurance
Commissioners Committee Process. The commissioner shall consider this list in
determining qualified jurisdictions. lf the commissioner approves a jurisdiction as qualified
that does not appear on the list of qualified jurisdictions, the commissioner shall provide
thoroughly documented justification with respect to the criteria provided under Rule 078001-63-.07(3Xb).

SS-7039 (November 201 7)
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United States jurisdictions that meet the requirements for accreditation under the National
Association of lnsurance Commissioners financial standards and accreditation program

(d)

shall be recognized as qualified jurisdictions.
(4)

Recognition

of Certification lssued by a National Association of lnsurance Commissioners

Accredited Jurisd iction.

(a)

lf an applicant for certification has been certified as a reinsurer in a National Association
of lnsurance Commissioners accredited jurisdiction, the commissioner has the discretion
to defer to that jurisdiction's certification, and to defer to the rating assigned by that
jurisdiction, if the assuming insurer submits a properly executed Form CR-1 (Appendix A
of this chapter) and such additional information as the commissioner requires. The
assuming insurer shall be considered to be a certified reinsurer in this state.

(b)

Any change in the certified reinsurer's status orrating in the other jurisdiction shall apply
automatically in this state as of the date it takes effect in the other jurisdiction. The
certified reinsurer shall notify the commissioner of any change in its status or rating within
ten (10) days after receiving notice of the change.

(c)

The commissioner may withdraw recognition of the other jurisdiction's rating at any time
and assign a new rating in accordance with Rule 0780-01-63-.07(2)(h).

(d)

The commissioner may withdraw recognition of the other jurisdiction's certification at any
time, with written notice to the certified reinsurer. Unless the commissioner suspends or
revokes the certified reinsurer's certification in accordance with 0780-01-63-.07(2)(h), the
certified reinsurer's certification shall remain in good standing in this state for a period of
three (3) months, which shall be extended if additional time is necessary to consider the
assuming insurer's application for certification in this state.

(5)

Mandatory Funding Clause.
ln addition to the clauses required under Rule 0780-01-63-.13, reinsurance contracts entered into

or renewed under this rule shall include a proper funding clause, which requires the certified
reinsurer to provide and maintain security in an amount sufficient to avoid the imposition of any
financial statement penalty on the ceding insurer under this rule for reinsurance ceded to the
certified reinsurer.
(6)

The commissioner shall comply with all reporting and notification requirements that may be
established by the National Association of lnsurance Commissioners with respect to certified
reinsurers and

q

ualified jurisdictions.

Authority: T.C.A. SS 56-2-208,56-2-209, and 56-2-301
0780-01-63-.08 Credit for Reinsurance Required by Law
Pursuant to T.C.A. S 56-2-208(b)(7), the commissioner shall allow credit for reinsurance ceded by a
domestic insurer to an assuming insurer not meeting the requirements of T.C.A. S 56-2-208(bX2), (3), (4),
(5), or (6), but only as to the insurance of risks located in jurisdictions where the reinsurance is required
by the applicable law or regulation of that jurisdiction. As used in this rule, 'jurisdiction" means state,
district or territory of the United States and any laMul national government.

Authority: T.C.A. SS 56-2-208 , 56-2-20;9, and 56-2-301.
0780-01-63-.09 Asset or Reduction from Liability for Reinsurance Ceded to an Unauthorized Assuming lnsurer
Not Meeting the Requirements of Rules 0780-01-63-.03 through 0780-01-63-.08

(1)

Pursuant to T.C.A. S 56-2-209(a), the commissioner shall allow

a

reduction from liability for

reinsurance ceded by a domestic insurer to an assuming insurer not meeting the requirements of
T.C.A. S 56-2-208(b) in an amount not exceeding the liabilities carried by the ceding insurer. The
reduction shall be in the amount of funds held by or on behalf of the ceding insurer, including

SS-7039 (November
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funds held in trust for the exclusive benefit of the ceding insurer, under a reinsurance contract
with such assuming insurer as security for the payment of obligations under the reinsurance
contract. The security shall be held in the United States subject to withdrawal solely by, and
under the exclusive control of, the ceding insurer or, in the case of a trust, held in a qualified
United States financial institution as defined in T.C.A. S 56-2-209(d). This security may be in the
form of any of the following:

(a)
(b)

Cash;

Securities listed by the Securities Valuation Office of the National Association of
lnsurance Commissioners, including those deemed exempt from filing as defined by the
Purposes and Procedures Manual of the Securities Valuation Office, and qualifying as
admitted assets;

(c)

Clean, irrevocable, unconditional and "evergreen" letters of credit issued or confirmed by
a qualified United States institution, as defined in T.C.A. S 56-2-209(c), effective no later
than December 31 of the year for which filing is being made, and in the possession of, or
in trust for, the ceding insurer on or before the filing date of its annual statement. Letters
of credit meeting applicable standards of issuer acceptability as of the dates of their
issuance (or confirmation) shall, notwithstanding the issuing (or confirming) institution's
subsequent failure to meet applicable standards of issuer acceptability, continue to be

acceptable

as security until their

expiration, extension, renewal, modification or

amendment, whichever first occurs; or

(d)
(2)

Any other form of security acceptable to the commissioner.

An admitted asset or a reduction from liability for reinsurance ceded to an unauthorized assuming
insurer pursuant to this rule shall be allowed only when the requirements of Rule 0780-01-63-.13
and the applicable portions of Rule 0780-01-63-.10, Rule 0780-01-63-.11, or Rule 0780-01-63-.12
have been satisfied.

Authority: T.C.A. SS 56-2-208,56-2-209, and 56-2-301.
0780-01 -63-. 1 0 Trust Agreements Qualified Under Rule 0780-01 -63-.09

(1)

As used in this rule:

(a)

"Beneficiary" means the entity for whose sole benefit the trust has been established and

any successor of the beneficiary by operation of law. lf a court of law appoints a
successor in interest to the named beneficiary, then the named beneficiary includes and
is limited to the court appointed domiciliary receiver (including conservator, rehabilitator
or liquidator).

(b)
(c)

"Grantor" means the entity that has established a trust for the sole benefit of the
beneficiary. When established in conjunction with a reinsurance agreement, the grantor is
the unlicensed, unaccredited assuming insurer.
"Obligations," as used in Rule 0780-01-63-.10(2Xk), below, means:

1.

Reinsured losses and allocated loss expenses paid by the ceding company, but
not recovered from the assuming insurer;

2.
3.
4.

Reserves for reinsured losses reported and outstanding;
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(2)

Required Conditions

(a)

The trust agreement shall be entered into between the beneficiary, the grantor and a
trustee which shall be a qualified United States financial institution as defined in T.C.A. $
56-2-209(d).

(b)

The trust agreement shall create a trust account into which assets shall be deposited

(c)

All assets in the trust account shall be held by the trustee at the trustee's office in the
United States.

(d)

The trust agreement shall provide that:
1

The beneficiary shall have the right to withdraw assets from the trust account at
any time, without notice to the grantor, subject only to written notice from the
beneficiary to the trustee;

2.

No other statement or document is required to be presented in order to withdraw
assets, except that the beneficiary may be required to acknowledge receipt of
withdrawn assets;

3.

It is not subject to any conditions or qualifications outside the trust agreement;
and

4.

It shall not contain references to any other agreements or documents except as
provided for under Rule 0780-01-63-.10(2Xk) and (l).

(e)

The trust agreement shall be established for the sole benefit of the beneficiary

(f)

The trust agreement shall require the trustee to

1.

Receive assets and hold allassets in a safe place;

2.

Determine that all assets are in such form that the beneficiary, or the trustee
upon direction by the beneficiary, may whenever necessary negotiate any such
assets, without consent or signature from the grantor or any other person or
entity;

3.

Furnish to the grantor and the beneficiary a statement of all assets in the trust
account upon its inception and at intervals no less frequent than the end of each
calendar quarter;

(g)

4

Notify the grantor and the beneficiary within ten (10) days, of any deposits to or
withdrawals from the trust account;

5

Upon written demand of the beneficiary, immediately take any and all steps
necessary to transfer absolutely and unequivocally all right, title and interest in
the assets held in the trust account to the beneficiary and deliver physical
custody of the assets to the beneficiary; and

6.

Allow no substitutions or withdrawals of assets from the trust account, except on
written instructions from thb beneficiary, except that the trustee may, without the
consent of but with notice to the beneficiary, upon call or maturity of any trust
asset, withdraw such asset upon condition that the proceeds are paid into the
trust account.

The trust agreement shall provide that at least thirty (30) days, but not more than fortyfive (45) days, prior to termination of the trust account, written notification of termination
shall be delivered by the trustee to the beneficiary.
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(h)

The trust agreement shall be made subject to and governed by the laws of the state in
which the trust is domiciled.

(i)

The trust agreement shall prohibit invasion of the trust corpus for the purpose of paying
commission to, or reimbursing the expenses of, the trustee. ln order for a letter of credit
to qualify as an asset of the trust, the trustee shall have the right and the obligation
pursuant to the deed of trust or some other binding agreement (as duly approved by the
commissioner), to immediately draw down the full amount of the letter of credit and hold
the proceeds in trust for the beneficiaries of the trust if the letter of credit will othenrvise
expire without being renewed or replaced.

(i)

The trust agreement shall provide that the trustee shall be liable for its own negligence,
willful misconduct or lack of good faith. The failure of the trustee to draw against the letter
of credit in circumstances where such draw would be required shall be deemed to be
negligence and/or willful misconduct.

(k)

Notwithstanding other provisions of this chapter, when a trust agreement is established in
conjunction with a reinsurance agreement covering risks other than life, annuities and
accident and health, where it is customary practice to provide a trust agreement for a
specific purpose, the trust agreement may provide that the ceding insurer shall undertake
to use and apply amounts drawn upon the trust account, without diminution because of
the insolvency of the ceding insurer or the assuming insurer, only for the following
purposes:
1

To pay or reimburse the ceding insurer for the assuming insurer's share under
the specific reinsurance agreement regarding any losses and allocated loss
expenses paid by the ceding insurer, but not recovered from the assuming
insurer, or for unearned premiums due to the ceding insurer if not othenrvise paid
by the assuming insurer;

2.

To make payment to the assuming insurer of any amounts held in the trust
account that exceed one hundred two percent (102%) of the actual amount
required to fund the assuming insurer's obligations under the specific reinsurance

agreement;or
3.

(t)

Where the ceding insurer has received notification of termination of the trust
account and where the assuming insurer's entire obligations under the specific
reinsurance agreement remain unliquidated and undischarged ten (10) days prior
to the termination date, to withdraw amounts equalto the obligations and deposit
those amounts in a separate account, in the name of the ceding insurer in any
qualified United States financial institution as defined in T.C.A. S 56-2-209(d)
apart from its general assets, in trust for such uses and purposes specified in
Parts 1 . and 2., above, as may remain executory after such withdrawal and for
any period after the termination date.

Notwithstanding other provisions of this chapter, when a trust agreement is established to
of Rule 0780-01-63-.09 in conjunction with a reinsurance
agreement covering life, annuities or accident and health risks, where it is customary to
provide a trust agreement for a specific purpose, the trust agreement may provide that
the ceding insurer shall undertake to use and apply amounts drawn upon the trust
account, without diminution because of the insolvency of the ceding insurer or the
assuming insurer, only for the following purposes:

meet the requirements

1.

To pay or reimburse the ceding insurer for:

(i)

SS-7039 (November 201 7)

The assuming insurer's share under the specific reinsurance agreement
of premiums returned, but not yet recovered from the assuming insurer,
to the owners of policies reinsured under the reinsurance agreement on
account of cancellations of the policies; and
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(ii)

The assuming insurer's share under the specific reinsurance agreement
of surrenders and benefits or losses paid by the ceding insurer, but not
yet recovered from the assuming insurer, under the terms and provisions
of the policies reinsured under the reinsurance agreement;

and
2

To pay to the assuming insurer amounts held in the trust account in excess of the
amount necessary to secure the credit or reduction from liability for reinsurance
taken by the ceding insurer; or

3.

Where the ceding insurer has received notification of termination of the trust and
where the assuming insurer's entire obligations under the specific reinsurance
agreement remain unliquidated and undischarged ten (10) days prior to the
termination date, to withdraw amounts equal to the assuming insurer's share of
liabilities, to the extent that the liabilities have not yet been funded by the
assuming insurer, and deposit those amounts in a separate account, in the name
of the ceding insurer in any qualified United States financial institution apart from
its general assets, in trust for the uses and purposes specified in Parts 1. and2.,
above, as may remain executory after withdrawal and for any period after the
termination date.

(m)

Either the reinsurance agreement or the trust agreement must stipulate that the assets
deposited in the trust account shall be valued according to their current fair market value
and shall consist only of cash in United States dollars, certificates of deposit issued by a
United States bank and payable in United States dollars, and investments permitted
under Title 56 of the Tennessee Code Annotated or any combination of the above,
provided investments in or issued by an entity controlling, controlled by or under common
control with either the grantor or the beneficiary of the trust shall not exceed five percent
(5%) of total investments. The agreement may further specify the types of investments to
be deposited. lf the reinsurance agreement covers life, annuities or accident and health
risks, then the provisions required by this paragraph must be included in the reinsurance
agreement.

(3)

Permitted Conditions.
(a)

The trust agreement may provide that the trustee may resign upon delivery of a written
notice of resignation, effective not less than ninety (90) days after receipt by the
beneficiary and grantor of the notice and that the trustee may be removed by the grantor
by delivery to the trustee and the beneficiary of a written notice of removal, effective not
less than ninety (90) days after the trustee and the beneficiary receive the notice,
provided that no such resignation or removal shall be effective until a successor trustee
has been duly appointed and approved by the beneficiary and the grantor and all assets
in the trust have been duly transferred to the new trustee.

(b)

The grantor may have the full and unqualified right to vote any shares of stock in the trust
account and to receive from time to time payments of any dividends or interest upon any
shares of stock or obligations included in the trust account. Any such interest or dividends
shall be either forwarded promptly upon receipt to the grantor or deposited in a separate
account established in the grantor's name.

(c)

The trustee may be given authority to invest, and accept substitutions of, any funds in the
account, provided that no investment or substitution shall be made without prior approval
of the beneficiary, unless the trust agreement specifies categories of investments

acceptable to the beneficiary and authorizes the trustee to invest funds and to accept
substitutions which the trustee determines are at least equal in current fair market value
to the assets withdrawn and that are consistent with the restrictions in Rule 0780-01-63.10(4)(a\2.

SS-7039 (November 201 7)
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(d)

The trust agreement may provide that the beneficiary may at any time designate a party
to which all or part of the trust assets are to be transferred. Transfer may be conditioned
upon the trustee receiving, prior to or simultaneously, other specified assets.

(e)

The trust agreement may provide that, upon termination of the trust account, all assets
not previously withdrawn by the beneficiary shall, with written approval by the beneficiary,
be delivered over to the grantor.

(4)

Additional permitted conditions applicable to reinsurance agreements:

(a)

A reinsurance agreement may contain provisions that:
1

Require the assuming insurer to enter into a trust agreement and to establish a
trust account for the benefit of the ceding insurer, and specifying what the
agreement is to cover;

2.

3

Require the assuming insurer, prior to depositing assets with the trustee, to
execute assignments or endorsements in blank, or to transfer legal title to the
trustee of all shares, obligations or any other assets requiring assignments, in
order that the ceding insurer, or the trustee upon the direction of the ceding
insurer, may whenever necessary negotiate these assets without consent or
signature from the assuming insurer or any other entity;
Require that

all settlements of account between the ceding insurer and the

assuming insurer be made in cash or its equivalent; and
4

Stipulate that the assuming insurer and the ceding insurer agree that the assets
in the trust account, established pursuant to the provisions of the reinsurance
agreement, may be withdrawn by the ceding insurer at any time, notwithstanding
any other provisions in the reinsurance agreement, and shall be utilized and

applied by the ceding insurer or its successors in interest by operation of law,
including without limitation any liquidator, rehabilitator, receiver or conservator of
such company, without diminution because of insolvency on the part of the
ceding insurer or the assuming insurer, only for the following purposes:

(i)

To pay or reimburse the ceding insurer for:

(l)

The assuming insurer's share under the specific reinsurance
agreement of premiums returned, but not yet recovered from the
assuming insurer, to the owners of policies reinsured under the

reinsurance agreement because

of cancellations of such

policies;

(il)

The assuming insurer's share of surrenders and benefits or
losses paid by the ceding insurer pursuant to the provisions of
the policies reinsured under the reinsurance agreement; and

(il r)

Any other amounts necessary to secure the credit or reduction
from liability for reinsurance taken by the ceding insurer;

and
(ii)

(b)

To make payment to the assuming insurer of amounts held in the trust
account in excess of the amount necessary to'secure the credit or
reduction from liability for reinsurance taken by the ceding insurer.

The reinsurance agreement may also contain provisions that:
Give the assuming insurer the right to seek approval from the ceding insurer,
which shall not be unreasonably or arbitrarily withheld, to withdraw from the trust

SS-7039 (November 2017)
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account all or any part of the trust assets and transfer those assets to the
assuming insurer, provided:

(i)

The assuming insurer shall, at the time of withdrawal, replace the
withdrawn assets with other qualified assets having a current fair market

value equal to the market value of the assets withdrawn so as to
maintain at alltimes the deposit in the required amount; or
(

ii)

After withdrawal and transfer, the current fair market value of the trust
account is no less than one hundred two percent (102%) of the required
amount.

2

Provide for the return of any amount withdrawn in excess of the actual amounts
required for Rule 0780-01-63-.1O( )(a)a., and for interest payments at a rate not
in excess of the prime rate of interest on such amounts;

3.

Permit the award by any arbitration panel or court of competent jurisdiction of:

(i)

lnterest

at a rate different from that

provided

in

Part

2 of this

subparagraph (b);

(c)

(ii)

Court or arbitration costs;

(iii)

Attorney's fees; and

(iv)

Any other reasonable expenses.

Financial reporting.

A trust agreement may be used to reduce any liability for reinsurance ceded to an
unauthorized assuming insurer in financial statements required to be fibd with this
department in compliance with the provisions of this chapter when established on or
before the date of filing of the financial statement of the ceding insurer. Further, the
reduction for the existence of an acceptable trust account may be up to the cunent fair
market value of acceptable assets available to be withdrawn from the trust account at
that time, but such reduction shall be no greater than the specific obligations under the
reinsurance agreement that the trust account was established to secure.

(d)

Existing agreements

Notwithstanding the effective date of this chapter, any trust agreement or underlying
reinsurance agreement in existence prior to the effective date of this chapter will continue
to be acceptable until January 1, 2019, at which time the agreement will have to be in full
compliance with this chapter for the trust agreement to be acceptable.
(e)

The failure of any trust agreement to specifically identify the beneficiary as defined in
Rule 0780-01-63-.10(1) shall not be construed to affect any actions or rights which the
commissioner may take or possess pursuant to the provisions of the laws of this state.

Authority: T.C.A. SS 56-2-208 , 56-2-209, and 56-2-301.
0780-01-63-.11 Letters of Credit Qualified Under Rule 0780-01-63-.09

(1)

The letter of credit must be clean, inevocable and unconditional and issued or confirmed by a
qualified United States financial institution as defined in T.C.A. S 56-2-209(c). The letter of credit
shall contain an issue date and expiration date and shall stipulate that the beneficiary need only
draw a sight draft under the letter of credit and present it to obtain funds and that no other
document need be presented. The letter of credit shall also indicate that it is not subject to any
condition or qualifications outside the letter of credit. ln addition, the letter of credit itself shall not
contain reference to any other agreements, documents or entities, except as provided in Rule

SS-7039 (November

2017)
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0780-01-63-.11(BXa), below. As used in this rule, "beneficiary" means the domestic insurer for
whose benefit the letter of credit has been established and any successor of the beneficiary by
operation of law. lf a court of law appoints a successor in interest to the named beneficiary, then

the named beneficiary includes and is limited to the court appointed domiciliary

receiver

(including conservator, rehabilitator or liquidator).
(2)

The heading of the letter of credit may include a boxed section which contains the name of the
applicant and other appropriate notations to provide a reference for the letter of credit. The boxed
section shall be clearly marked to indicate that such information is for internal identification
purposes only.

(3)

The letter of credit shall contain a statement to the effect that the obligation of the qualified United
States financial institution under the letter of credit is in no way contingent upon reimbursement
with respect thereto.

(4)

The term of the letter of credit shall be for at least one (1) year and shall contain an "evergreen
clause" which prevents the expiration of the letter of credit without due notice from the issuer. The
"evergreen clause" shall provide for a period of no less than thirty (30) days notice prior to
expiration date or nonrenewal.

(5)

The letter of credit shall state whether it is subject to and governed by the laws of this state or the
Uniform Customs and Practice for Documentary Credits of the lnternational Chamber of
Commerce Publication 600 (UCP 600) or lnternational Standby Practices of the lnternational
Chamber of Commerce Publication 590 (lSPgB), or any successor publication, and all drafts
drawn thereunder shall be presentable at an office in the United States of a qualified United State
financial institution.

(6)

lf the letter of credit is made subject to the Uniform Customs and Practice for Documentary
Credits of the lnternational Chamber of Commerce Publication 600 (UCP 600) or lnternational
Standby practices of the lntemational Chamber of Commerce Publication 590 (lSP98), or any
successor publication, the letter of credit shall specifically address and provide for an extension of
time to draw against the letter of credit in the event that one or more of the occurrences specified
in Article 36 of Publication 600 or any other successor publication, occur.

(7)

lf the letter of credit is issued by a United States financial institution authorized to issue letters of
credit by the laws under which it was organized, other than a qualified United States financial
institution as defined in T.C.A. S 56-2-209(c), then the following additional requirements shall be
met:
(a)

The issuing qualified United States financial institution shall formally designate the
confirming qualified United States financial institution as its agent for the receipt and
payment of the drafts; and

(b)

The "evergreen clause" shall provide for thirty (30) days notice prior to expiration date or
nonrenewal.

(8)

Reinsuranceagreementprovisions.

(a)

The reinsurance agreement in conjunction with which the letter of credit is obtained may
contain provisions that:
Require the assuming insurer to provide letters of credit to the ceding insurer and
specify what they are to cover;
2

Stipulate that the assuming insurer and ceding insurer agree that the letter of
credit provided by the assuming insurer pursuant to the provisions of the
reinsurance agreement may be drawn upon at any time, notwithstanding any
other provisions in the agreement, and shall be utilized by the ceding insurer or
its successors in interest only for one or more of the following reasons:

SS-7039 (November
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(i)

To pay or reimburse the ceding insurer for:

(l)

The assuming insurer's share under the specific reinsurance
agreement of premiums returned, but not yet recovered from the
assuming insurers, to the owners of policies reinsured under the
reinsurance agreement on account of cancellations of such
policies;

(il)

The assuming insurer's share, under the specific reinsurance
agreement, of surrenders and benefits or losses paid by the
ceding insurer, but not yet recovered from the assuming
insurers, under the terms and provisions of the policies reinsured
under the reinsurance agreement, and

(lll)
(ii)

Any other amounts necessary to secure the credit or reduction
from liability for reinsurance taken by the ceding insurer;

Where the letter of credit will expire without renewal or be reduced or

a

replaced by

letter of credit for

a reduced amount and where the

assuming insurer's entire obligations under the reinsurance agreement

remain unliquidated and undischarged ten (10) days prior

to

the

termination date, to withdraw amounts equal to the assuming insurer's
share of the liabilities, to the extent that the liabilities have not yet been
funded by the assuming insurer and exceed the amount of any reduced

or replacement letter of credit, and deposit of those amounts in

a

separate account in the name of the ceding insurer in a qualified U.S.
financial institution apart from its general assets, in trust for such uses
and purposes as specified in Rule 0780-01-63-.11(8)(a)2.(i) as may
remain after withdrawal and for any period after the termination date.
3

All of the foregoing provisions of subparagraph (a) should be applied without
diminution because of insolvency on the part of the ceding insurer or assuming
insurer.

(b)

Nothing contained in subparagraph (a), above, shall preclude the ceding insurer and
assuming insurer from providing for:

An interest payment, at a rate not in excess of the prime rate of interest, on the
amounts held pursuant to Rule 0780-01-63-.11(8)(a)2.; or
2.

The return of any amounts drawn down on the letters of credit in excess of the
actual amounts required for the above or any amounts that are subsequently
determined not to be due.

Authority: T.C.A.

SS

56-2-208,56-2-209, and 56-2-301

0780-01 -63-. 12 Other Security

A ceding insurer may take credit for unencumbered funds withheld by the ceding insurer in the United
States subject to withdrawal solely by the ceding insurer and under its exclusive control.

Authority:

T.

C.A. SS 56-2-207, 56-2-208, 56-2-209,

an

d 56-2-30

1

0780-01 -63-. 1 3 Reinsurance Contract.

Credit will not be granted, nor an asset or reduction from liability allowed, to a ceding insurer for
reinsurance effected with assuming insurers meeting the requirements of Rule 0780-01-63-.03, Rule
0780-01-63-.04, Rule 0780-01-63-.05, Rule 0780-01-63-.06, Rule 0780-01-63-.07 or Rule 0780-01-63-.09
or otherwise in compliance with T.C.A. SS 56-2-208 and 56-2-209 after the adoption of this chapter unless
the reinsurance agreement:
SS-7039
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(1)

lncludes a proper insolvency clause, which stipulates that reinsurance is payable directly to
liquidator or successor without diminution regardless of the status of the ceding company,
pursuant to T.C.A. S 56-2-207;

(2)

(3)

lncludes a provision pursuant to T.C.A. S 56-2-208(b) whereby the assuming insurer, if an
unauthorized assuming insurer, has submitted to the jurisdiction of an alternative dispute
resolution panel or court of competent jurisdiction within the United States, has agreed to comply
with all requirements necessary to give such court or paneljurisdiction, has designated an agent
upon whom service of process may be effected, and has agreed to abide by the final decision of
the court or panel; and
lncludes a proper reinsurance intermediary clause, if applicable, which stipulates that the credit
risk for the intermediary is carried by the assuming insurer.

Authority: T.C.A. SS 56-2-208,56-2-209, and 56-2-301
0780-01 -63-. 1 4 Contracts Affected

All new and renewal reinsurance transactions entered into after the effective date of this chapter shall
conform to the requirements of T.C.A. SS 56-2-207 , 56-2-208, and 56-2-209 and this chapter if credit is to
be given to the ceding insurer for such reinsurance.

Authority: T.C.A. SS 56-2-207, 56-2-208, 56-2-209, and 56-2-301
0780-01 -63-. 1 5 Severability

lf any provision of this chapter, or the application of the provision to any person or circumstance, is held
invalid, the remainder of the chapter, and the application of the provision to persons or circumstances
other than those to which it is held invalid, shall not be affected.
Authority: T.C.A. SS 56-2-208,56-2-209, and 56-2-301

SS-7039 (November 201 7)
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APPENDIX A: FORM AR-1

FORM AR-l

CERTIFICATE OF ASSUMING INSURER
I,
(title of offcer)

(name of officer)

of

,

1t"-"

the assuming insurer

under a reinsurance agreement with one or more insurers domiciled in
hereby cedi$'

that

(name of state)

(name of assuming insurer)
1. Submits to the

jurisdiction of any court of competent jurisdiction
(ceding insurer's state of domicile)

for the adjudication of any issues arising out of the reinsurance agreement, agrees to comply with all requirements
necessary to give such court jurisdiction, and will abide by the final decision of such court or any appellate court in the
event ofan appeal. Nothing in this paragraph constitutes or should be understood to constitute a waiver ofAssuming
Insuter's rights to commence an action in any court of competent jurisdiction in the United States, to remove an action to
a United States District Court, or to seek a transfer of a case to another court as permitted by the laws of the United
States or of any state in the United States. This paragraph is not intended to conflict with or override the obligation of
the parties to the reinsurance agreementto arbitrate their disputes ifsuch an obligation is created in the agreement.
2. Designates the Insurance Commissioner of
(ceding insurer's state of domicile)
as its lawful attorney upon whom may be served any lawful process in any action, suit or proceeding arising out of the
reinsurance agreement instituterl by or on behalf of the ceding insurer.
3. Submits to the authority of the Insurance Commissioner of
(ceding insurer's state of domicile)
its books and records and agrees to bear the expense ofany such examination.
4. Submits

to examine

with this form a current list of insurers domiciled in

(ceding insurer's state of domicile)
reinsured by Assuming Insurer and undertakes to submit additions to or deletions from the list to the Insurance
Commissioner at least once per calendar quarter.

Dated:
(name of assuming insurer)

BY
(name of officer)

(title ofofficer)

SS-7039 (November 2017)
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APPENDIX C: FORM CR-S (continued)
Form CR-S - PART 2
Reinsurance Recoverable on Paid and Unpaid Inssee Lieted by Reinsuring Company as of December 81, Current l'ear
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Form CR-S - P.A.RT 3 - SECTION r
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Without Life or Disability Contingenciee, and Related Benefits Listed by Reinauring Company as of December 81, Cment year
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APPENDIX D: FORM CR-1
FORM CR-l

CERTIFICATE OF CERTIFIED REINSIIRER
I,
(name of

officer)

(title of officer)

of

,

the assuming insurer

(name of assuming insurer)

under a reinsurance agreement with one or more insurers domiciled in

in order to be considered for approval in this state, hereby certifu that

(name of state)

Insurer"):
(name of assuming insurer)
1. Submits to the

jurisdiction of any court of competent jurisdiction in
(ceding insurer's state of domicile)

for the adjudication of any issues arising out of the reinsurance agreement, agrees to comply with all requirements
necessary to give such court jurisdiction, and will abide by the final decision of such court or any appellate court in the
event of an appeal. Nothing in this paragraph constitutes or should be understood to constitute a waiver ofAssuming
Insurer's rights to commence an action in any court of competent jurisdiction in the United States, to remove an action to
a United States District Court, or to seek a transfer of a case to another court as permitted by the laws of the United
States or of any state in the United States. This paragraph is not intended to conflict with or override the obligation of
the parties to the reinsurance agreement to arbitrate their disputes if such an obligation is created in the agreement.
2. Designates the lnsurance Commissjoner of
(ceding insurer's state of domicile)

its lawful attorney upon whom may be served any lawful process in any action, suit or proceeding arising out of the
reinsurance agreement instituted by or on behalf of the ceding insurer.
as

3. Agrees to provide security in an amount equal to 100% of liabilities attributable to U.S. ceding insurers
enforcement of a final U.S. judgment or properly enforceable arbitration award.

if it resists

within 10 days ofany regulatory actions taken against it, any change in the provisions
ofits domiciliary license or any change in its rating by an approved rating agency, including a statement describing such
4. Agrees to provicle notification

changes and the reasons therefore.

5. Agrees to annually file information comparable to relevant provisions of the NAfC financial statement for use by
insurance markets in accordance with [cite relevant provision of the state equivalent of the Credit for Reinsurance Model

Regulationl.
6. Agrees to annually file the report

ofthe independent auditor on the financial statements ofthe insurance enterprise.

7. Agrees to annually fiIe audited financial statements, regulatory filipgs, and actuarial opinion in accordance with [cite
relevant provision of the state equivalent of the Credit for Reinsurance Model Regulation].
8. Agrees to annually file an updated list ofall disputed and overdue reinsurance claims regarding reinsurance assumed
from U.S. domestic ceding insurers.

9. Is

in

good standing as an insurer or reinsurer

with the supervisor of its domiciliary jurisdiction.

Dated:
(name of assuming insurer)

BY
(name of officer)

(title ofof6cer)

lf a roll-call vote was necessary, the vote by the Agency on these rulemaking hearing rules was as follows
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Board Member

Aye

Abstain

No

Absent

Signature
(if required)

N/A
I certify that this is an accurate and complete copy of rulemaking hearing ryles,)av'fir!)y promulgated and adopted

by the Commissioner (board/commission/ other auihority)
compliance with the provisions of T.C.A.

on

oI

S 4-5-222.

/

90/

Ull

(mm/dd/yyyy),

and is

in

I further certify the following:

Notice of Rulemaking Hearing filed with the Department of State on:

Rulemaking Hearing(s) Conducted on: (add more

dates).

10t30t2017

11912018

I

Date:

Signature:
Name of Officer:
Title of Officer:

Mix McPeak
Commissioner

and sworn to before me on:
Notary Public Signature:
lVh COmmis.ion FJpires

Agency/Board/Commission
Rule Chapter Number(s)

My commission expires on:

Tennessee Department of Commerce & lnsurance
0780-01-63

All rulemaking hearing rules provided for herein have been examined by the Attorney General and Reporter of the
State of Tennessee and are approved as to legality pursuant to the provisions of the Administrative Procedures
Act, Tennessee Code Annotated, Title 4, Chapter 5.

d

Herbert H. S
Attorney General and Reporter

3

>ot9
Date

Filed with the Department of State on:
Effective on:

+tlvlw

q1

t

Tre Hargett
Secretary of State
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Public Hearing Gomments
Gomment

I

One comment was received from Lloyds America, lnc. on behalf of Underwriters at Lloyd's, London in support of
the National Association of lnsurance Commissioners (NAIC) Model Credit for Reinsurance Law and Regulation
and Tennessee's adoption of the model regulation through this rulemaking. The commenter further stated that the
revised model act and regulation was the product of over a decade of deliberation and debate among state
insurance regulators with input from both ceding insurers and reinsurers and the final version was carefully
crafted to strike a balance between the competing interests of all parties. The commenter stated that Lloyds
position is that reinsurance collateral modernization is critical for the United States to maintain its competitive
position in the international insurance market and that this modernization would be ineffective without uniform
adoption of the model act and regulation in all states.

Response to Comment

1

This rulemaking does adopt the latest revisions to NAIC Model Regulation 786, the Credit for Reinsurance Model
Regulation. The Tennessee GeneralAssembly adopted the latest revisions to NAIC Model Law 785, the Credit for
Reinsurance Model Law through the adoption of 2016 Tenn. Public Acts Ch. 735, SS 6-7, which amended T.C.A.
SS 56-2-208 and 56-2-209.

SS-7039 (November 201 7)

34

RDA 1693

Regulatory Flexibility Addend um
Pursuant to T.C.A. SS 4-5401 through 4-5404, prior to initiating the rule making process, all agencies shall
conduct a review of whether a proposed rule or rule affects small business.
The Department of Commerce and Insurance has considered whether the proposed rules in these Rulemaking
Hearing Rules are such that they will have an economic impact on small businesses (businesses with fifty (50) or
fewer employees). These rules permissively regulate the activity of large reinsurers not licensed as a domestic
insurance company in this state. These reinsurers would typically not fall within the definition of a small business.
These rules will have an impact on domestic insurance companies regulated by the Department who do business
with reinsurers. A minority of domestic insurance companies regulated by the Department would meet the
definition of a small business.
Pursuant to T.C.A. S 4-5402, the following methods were considered when adopting these rules

(1) The extent to which the rule may overlap, duplicate, or conflict with otherfederal, state, and localgovernment
rules;
These rules do not overlap, duplicate, or conflict with other laws or regulations. lnsurance companies are primarily
regulated on the state and not the federal level. The Department of Commerce and lnsurance is the agency
responsible for regulating insurance companies in this state.
(2) Clarity, concr.seness, and lack of ambiguity in the rule;

These rules were drafted to be as clear and concise as practicable given the context of the requirements of
regu latin g international reinsurance transactions.
(3) The establishment of flexible compliance and repofting requirements for smallbusrnesses;

The compliance and reporting requirements imposed by these rules fall upon large international reinsurers and
will not be a burden to small businesses in Tennessee.

(4) The establishment of friendly schedules or deadlines for compliance and reporting requirements for small
buslnesses;

The compliance and reporting requirements imposed by these rules fall upon large international reinsurers and
will not be a burden to small businesses in Tennessee.
(5) The consolidation or simplification of compliance or repofting requirements for smallbusrnesses;
The compliance and reporting requirements imposed by these rules fall upon large international reinsurers and
willnot be a burden to small businesses in Tennessee.

(6) The establishment of pefformance standards for small busrness as opposed to design or

operational

standards required in the proposed rule; and
These rules do not impose any performance, design or operational standards on small businesses in Tennessee.

(7) The unnecessaty creation of entry barriers or other effects that stifle entrepreneurial activity, curb innovation,
or lncrease cosfs.

These rules are designed to improve the ability of domestic insurance companies to access the international
reinsurance market. This will benefit small insurance companies as it will give them access to the financial
resources needed to grow. The additional regulatory compliance requirements in these rules will be borne by the
large international reinsurers who desire an efficient and stable regulatory system under which they can sell
reinsurance to domestic insurance companies of all sizes in Tennessee.

SS-7039 (November 2017)
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lmpact on Local Governments
Pursuant to T.C.A. SS 4-5-220 and 4-5-228 "any rule proposed to be promulgated shall state in a simple
declarative sentence, without additional comments on the merits of the policy of the rules or regulation, whether
the rule or regulation may have a projected impact on local governrnents." (See Public Chapter Number 1070
(http://publications.tnsosfiles.com/acts/106/pub/pc1070.pdf)
of the 2010 Session of the General Assembly)
This rule will not have an impact on local governments.

SS-7039 (November
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Additional Information Required by Joint Government Operations Committee
All agencies, upon filing a rule, must also submit the following pursuant to T.C.A.

S

4-5-226(ixl

)

(A)

A brief surnmary of the rule and a description of all relevant changes in previous regulations effectuated by
such
This rulemaking adopts the latest revisions made to the NAIC Model Regulation for Credit for Reinsurance. The
proposed rule makes numerous technical updates on reporting requirements, compliance reviews, and
standards for collateral used by reinsurers seeking to assume risks originated by Tennessee-licensed insurance
companies. This rulemaking also adopts rules for a new classification of reinsurer, the certified reinsurer. A
reinsurer who obtains certified reinsurer status will be able to more easily sell reinsurance to Tennesseelicensed insurance companies since those companies will be able to efficiently cede risks to the reinsurer. A
certified reinsurer agrees to make regular financial reports to the Department and submit to the jurisdiction of
Tennessee courts.

(B)

A citation to and brief description of any federal law or regulation or any state law or regulation mandating

romu
of such rule or establishi
idelines relevant thereto
There are no federal regulations mandating promulgation of this rule. These rules adopt NAIC Model Regulation
786 on credit for reinsurance. These rule revisions update statutory references and requirements to be
consistent with the promulgation of 2016 Tenn. Public Acts Ch. 735, SS 6-7, which amended T.C.A. SS 56-2-208
and 56-2-209. The 2016 Act
NAIC Model Law 785 on credit for reinsurance.

(Cl ldentification

of persons, organizations, corporations or governmental entities most directly affected by this
rule, and whether those persons, organizations, corporations or governmental entities urge adoption or
of this ru
The insurance industry, both domestic insurers and international reinsurers, are expected to urge adoption of
this rule.

(D)

ldentification of any opinions of the attorney general and reporter or any judicial ruling that directly relates to
to
the ru
None known

the rule or the

(E)

An estimate of the probable increase or decrease in state and local government revenues and expenditures,
if any, resulting from the promulgation of this rule, and assumptions and reasoning upon which the estimate
is based. An agency shall not state that the fiscal impact is minimal if the fiscal impact is more than two
percent (2o/o) of the agency's annual budget or five hundred thousand dollars ($500,000), whichever is less;

None

(F) ldentification of the appropriate agency representative

or representatives, possessing substantial knowledge

and understandin of the
Michael Humphreys, Assistant Commissioner for lnsurance; Rachel Jrade-Rice, Director of lnsurance; Ben
Wh
& Assistant General Counselfor lnsurance

(G)

ldentification of the appropriate agency representative or representatives who will explain the rule at a
scheduled
of the com
Ben
Whitehouse
& Assistant General Counselfor lnsurance

(H)

Office address, telephone number, and email address of the agency representative or representatives who
will
in the rule at a scheduled
of the committees and
Davy Crockett Tower,
50 0 Ja mes Ro bertson Pa rkway N ashvil le; Ten nessee 3 7243; 6 5- 7 4 1 -261 6
ben.whiteho

(l)

OV

Any additional information relevant to the rule proposed for continuation that the committee requests.

None.

SS-7039 (November 201 7)

37

RDA 1693

Chapter 0780-01-63
Credit for Reinsurance
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087

Required by Law.

AP

DIX C

Form CR-S

D

0780-01 -63-.01 Authority.

This chapter is promulgated pursuant to the authority granted by T.c.A.
ss 56-2-20g(bx6), 56-2209(e), and 56-2-301.
Authority: T.C.A. SS 56-2-204(bX6), 56-2-209(e), and 56-2-301.
0780-0 1 -63-. 02 Purpose_

(4)-Jhe

purpose of this chapter is to set forth rules and procedural requirements which the
commissioner deems necessary to carry out the provisions of T.C.A.
SS 56-)-20g and 56-2-209.
The actions and information required_ by this chapter are hereby Oecia-reO to be necessary and
appropriate in the public interest and for the protection of the ceding insurers and policyhold"ers in
this state.

@
Authority: T.C.A. SS 56-2-208, S6-2-209(d, and 56-2-301.
0780-01-41-.03 credit for Reinsurance

- Reinsurer

Licensed in this state

Pursuant to T.C.A. S 56-2-208(0(afi), the commissioner shall allow credit for reinsurance ceded
by a domestic insurer to an assuming insurers that waswhieh-were licensed in this state as of
anythe date ef lhe 9edin9 insurer,'s statutery finaneial statemen+on which statutorv financial
statement credit for reinsurance is claimed.
Authority: T.C.A. SS 56-2-208lU(4({), 56-2-209(e), and 56-2-301.
0780-01-63-.04 Credit for Reinsurance

-

Accredited Reinsurers.
1

(1)

Pursuant to T.C.A. S 56-2-2 08(bx3x4, the commissioner
shall allow credit for
reinsurance ceded by a do mestic insurer to an assuming insurer
lhatwhieh is accredited
as a reinsurer in this state as of the date
accredited

(a)

rei nsu

rer

m

An

ugjlis-€ne+#l+i€h

Files with the commissioner a properly executed Form AR-1 (attae,nea-es-a+
herein bv reference) as evidence of its submission to this state's jurisdiction
and
to this state's auth ority to examine its books and records; and

(b)

Files with the commis.sioner a certified copy of a--lettere+ a certificate
of authority
transact
insurance or reinsurance in at least one state, or, in the case of a
United states
branch of an alien assuming insurer, is entered through and licensed
to transact
insurance or reinsurance in at least one state; and

or other acceptableef-eemplianee-as eviience that it is ticenseo to

(c)

Files annually with the commissioner a copy of its annual statement filed
with the
insurance department of its state of domicile or, in the case of an alien
assuming

insurer, with the state through which it is entered and in which it is licensed
t5
transact insurance or reinsurance, and a copy of its most recent audited financial
statement; and

(d)

Maintains a surplus as regards policyholders in an amount not less than twenty
million dollars ($20,000,000),

tnsurers.

(2)

lf the commissioner determines that the assuming insurer has failed to meet or maintain

any of these qualifications, the commissioner may uponafter written notice

and

oppodqnitlr for hearing pursuant to the Uniform Administrative Procedures Act, T.C.A.
S
4-5-101 et seq., suspend or revoke the accreditation. Credit shall nott'le-ereCilshe$ bJ
allowed a domestic ceding insurer under this chapterwith resBeet te
;1

rel
theassuminginsurer'saccreditationhasbeen@nhasbeen

revoked by the commissioner. or if the reinsurance was ceded while the assuminq
insurer's accreditation was under suspension bv the

com@

hearing.

Authority: T.C.A. SS 56-2-208(01O{2), 56-2-209(e), and 56-2-301.
0780-01-63-.05 Credit for Reinsurance

(1)

- Reinsurer

Domiciled and Licensed in Another State.

Pursuant to T.C.A. S 56-2-208(bXa)€) the commissioner shall allow credit for
reinsurance ceded by a domestic insurer to an assuming insurer that as of anv date on
wllich statutory financial statement credit for reinsurance is
ef the eeding insurer's statutery finaneial statement;

claime@

(a)

ls domiciled and-lieense+in (or, in the case of a United States branch of an alien
assuming insurer, is entered
) a state tnatwnien employs

through

standards regarding credit for reinsurance substantially similar
applicable under T.c.A. ss s6-2-209 and s6-2-209 and this ihapter;

(b)

to

those

Maintains a sup_lgs as regards policyholders in an amount not less than twenty

million dollars ($20,000,000); and

2

(c)

Files a properly executed Form AR-1 (Appendix A of this chapter) with the
commissioner as evidence of its submission to this state's-ju+isdietien-en++ig

statds authority to examine its books and records

(2)

The provisions of this rule relating to surplus as regards policyholders shall not apply to
reinsurance ceded and assumed pursuant to pooling arrangements among insureri in
the same holding company system. As used in this rule, "substantially similar" standards
means credit for reinsurance standards lnatwnien the commissionei determines in the
commissioner's sole discretion to equal or exceed the standards of T.C.A.
SS 56-2-203
and 56-2-209 and this chapter.

Authority: T.C.A.

SS 56-2-208

, 56-2-209, and 56-2-301.

0780-01-63-.06 credit for Reinsurance

(1)

Pursuant

to

- Reinsurers Maintaining

Trust Funds.

T.C.A. S 56-2-20S(bX5X4), the commissioner shall allow credit for

reinsurance ceded by a domestic insurer to an assuming insurer which, as of anv date on
which statutory fjnancial statement credit for reinsurance is claimed, and thereaffir so
lonq as credit for reinsurance is claimed,
finaneial statement maintains a trust fund in an amount prescribed below in a qualified
United States financial institution as defined in T.C.A. S 56-2-209(d), for the payment of

thevalidclaimsofitsUnitedStates@cedinginsurers,their

assigns and successors in interest. The assuming insurer shall report annually to the
commissioner substantially the same information as that required to be reported on the
National Association of lnsurance Commissioners-{NAl€) annual statement form by
licensed insurers, to enable the commissioner to determine the sufficiency of the trusi
fund.
(2)

The following requirements apply to the following categories of assuming insurer:

(a)

The trust fund for a single assuming insurer shall consist of funds in trust in an
amount not less than the assuming insurer's liabilities attributable to reinsurance
ceded bv United States domiciled
and in addition, the assuminq insurer shall maintain a trusteed surplus of not less
than twenty million dollars ($20,000,000), exceot as provided in subparaqraph (b)
of this paragraph.

insurers

(b)

,

The trust fund fer a greuB ineluding ineerperated and individual uninee'Berated
fi+

rplus ef whieh ene hundred millien
dellars ($100;000;000) shall be held jeintly fer the benefit ef the United States
eeding insurers ef any member ef the greup, The ineerBerated members ef the
g+et+pshall net be engaged in any business ether than underwriting as a membeF

ef the greuB and shall be subjeet te the same level ef selveney regulatien and
orperated members,
The greuB shall make available te the eemmissiener annual eertifieatrens by the
greuB's demieiliary regulater and its indeBendent Bublie aceeuntants ef the
member ef the greup, At anv time after the
assuminq insurer has permanentlv discontinued undenvritinq new business
secured bv the trust for at least three (3) full vears. the commissioner with
principal requlatorv oversiqht of the trust mav authorized a reduction in the
required trusteed surplus. but onlv after a findinq, based on an assessment of the
risk, that the new reouired surplus level is adequate for the protection of United
States cedinq insurers, policvholders and claimants in liqht of reasonablv
foreseeable adverse loss development. The risk assessment mav involve an
actuarial review, includinq an independent analvsis of reserves and cash flows,
and shall consider all material risk factors, includino when applicable the lines of
business involved, the stabilitv of the incurred loss estimates and the effect of the
surplus requirements on the assumino insurer's liquiditv or solvencv. The
3

ndnum required truiteed g.urplus mav not .be reduced to an amount less than
tnirtu o"r""nt feO'Zot,,
9t l[9
"srt
r"in.rrrn." ."d"d bu unit"d
st"t"r
..dinoffi.Er.t.
(c)

-

e
{rl

trust fund for

a

qrouD includino incoroorated and individual

Fnr reinsurance ceded rrn

reinsurance with a

inceotion

1

(ii)

For reinsurance ceded under reinsurance aqreements with an
inception date on or before December 31, 19g2, and not
amended or renewed after that date, notwithstandino the other
provisions of this chapter, funds in trust in an amount not less
than the respective underuvriters' several insurance and
reinsurance liabilities attributable to business written in the
United States: and

(iii)

ln addition to these trusts, the qrouo shall maintain a trusteed
surplus of which one hundred million dollars ($100,000,000t shall
be held iointlv for the benefit of the United States cedino insurers
of anv member of the oroup for all the vears of the account.

2.

The incorporated members of the qroup shall not be enqaqed in anv
business other than underwritinq as a member of the qrouo and shall be
subiect to the same level of requlation and solvencv control bv the
group's domiciliarv requlator as are the unincorporated members. The
arou0 shall, within ninetv (90) davs after its financial statements are due
qrouo's domiciliarv requlator. provide to the

to be filed with the
commissioner:

(i)

An annual certification bv the qroup's domiciliarv resulator of the
solvency of each undenrvriter member of the oroup: or
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(ii)

!f a certification is unavailable, a financial statement. prepared bv

ind"p"nd"nt prbli.
the qroup.

(d) 1.

".corntrnt..

of

"".h

,nd"*rit", r"rb",

of

The tfust fund for a qroup of incorporated insurers under common
administr?tion, whose members possess aqqreqate oolicrrholders
surplus of ten billion dollars ($10,000,000.000) (calculated and ieported

in substantiallv the same manner as prescribed bv the annual statenrent
instructigng and. Accountinq Practices and Procedures Manual of the
National Association of lnsurance Commissioners) and which has
continuouslv transacted an insurance business outside the United States

for at.leagt three (3) vears immediatelv prior to makino application for
accreditation, shall:

(i)

9onsist of funds in trust in an amount not less than the assuminq

insurers' several liabilities attributable to business ceded bv
United States domiciled cedinq insurers to anv members of the
group oursuant to reinsurance contracts issued in the name of
such qroup:

(ii)

(iii)

Maintain a ioint trusteed surplus of which one hundred million
dollars ($100.000,000) shalt be hetd ioinflv for the benefit of
United States domiciled cedino insurers of anv member of the
qroup: and

File with the commissioner a properlv executed Form AR-1
(Appendix A of this chapter) as evidence of the submission to
this state's authoritv to examine the books and records of anv of
its members and shall certifv that anv member examined will
bear the expense of any such examination.

2.

Within ninetv (90) davs after the statements are due to be filed with the
qroup's domiciliarv requlator. the qroup shall file with the commissioner
an annual certification of each undenvriter member's solvencv bv the
member's domiciliary requlators, and financial statements. prepared bv
indeoendent public accountants. of each undenrvriter member of the
qroup.

(3)

(a)

The trust shall be e
eemBlying with T,C,A=$ 56 2 208( l) and this rule, Credit for reinsurance shall not

be qranted unless the form of the trust and any amendments to the trust have
been approved bv either the commissioner of the state where the trust is
domiciled or the commissioner of another state who, pursuant to the terms of the
trust instrument, has accepted responsibilitv for requlatorv oversiqht of the trust.
The form of the trust and anv trust amendments also shall be filed with the
commissioner of every state in which the cedinq insurer beneficiaries of the trust
are domiciled. The trust instrument shallat€-minimulq provide that:

(a)l$ia

Contested claims shall be valid and enforceable out of funds in trust to
the extent remaining unsatisfied thirty (30) days after entry of the final
order of any court of competent jurisdiction in the United States;,
Legal title to the assets of the trust shall be vested in the trustee for the
benefit of the grantor's United States ceding insurers, their assigns and
successors in interest,

(e)3.

The trust shall be subject to examination as determined by the
commissioner'-
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(d)4

The trust shall remain in effect for as long as the assuming insurer, or

any member or former member of a group of insurers, shall have
to the

outstanding obligations under reinsurance agreements subject
trust. and,

(45.

No later than February 28 of each year the trustees of the trust shall
report to the commissioner in writing setting forth the balance in the trust
and listing the trust's investments at the preceding learl€fld, and shall
certify the date of termination of the trust, if so planned, or certify that the
trust shall not expire prior to the following December 31.
ien€+

(b)

1.

Notwithstandinq anv other provisions of the trust instrument, if the trust
is inadequate because it contains an amount less than the arnount
reOuired bv this paraqraph or if the qrantor of the trust has been declared
insolvent or olaced into receivership. rehabilitation, liquidation or similar
Droceedinqs under the laws of its state or countrv of domicile. the trustee
shall complv with an order of the commissioner with requlatorv oversiqht
over the trust or with an order of a court of competent iurisdiction
directinq the trustee to transfer to the commissioner with reoulatorv

fund

oversiqht over the trust or other desiqnated receiver all of the assets of
the trust fund.

2.

The assets shall be distributed bv and claims shall be filed with and
valued bv the commissioner with requlatorv oversiqht over the trust in
accordance with the laws of the state in which the trust is domiciled
applicable to the liquidation of domestic insurance companies.

3.

lf the commissioner with requlatorv oversiqht over the trust determines
that the assets of the trust fund or anv part thereof are not necessarv to
satisfu the claims of the United States beneficiaries of the trust, the
commissioner with requlatorv oversiqht over the trust shall return the
assets, or anv part thereof, to the trustee for distribution in accordance
with the trust aqreement.

4.
(4)

The qrantor shall waive anv riqht otherwise available to it under United
States law that is inconsistent with this provision.

For purposes of this rule. the term "liabilfties" shall mean the assuminq insurer's qross
liabilities attributable to reinsurance ceded bv United States domiciled insurers excludinq
liabilities that are otherwise secured bv acceptable means, and. shall include:

(a)

For business ceded bv domestic insurers authorized to write accident and health,
and propertv and casualtv insurance:
1

Losses and allocated loss exoenses naid bv fhe cedino insrrre
recoverable from the assuminq insurer:

2.
3.
4.
5.
(b)

Reserves for losses reported and outstandino:
Reserves for losses incurred but not reported:
Reserves for allocated loss expenses. and
Unearned premiums.

For business ceded bv domestic insurers authorized to write life. health. and
annuitv insurance:
6

1.

Aaqreoate reielves for life policies and contracts net of policv loans and
net due and deferred premiums:

2.
3'

Aqqreqate reserves for accident and health policies:
Deposit funds and other liabilities without life or disabilitv continoences:
and

4

riohts confe

for oolicv and co

bv a foreion securitv

s

claims

I be classified

investment

requirements of T.C.A. $ 56-2-208(b) shall be invested onlv as follows:

(a)

Government obliqations that are not in default as to principal or interest, that are
valid and leqallv authorized and that are issued. assumed or guaranteed bv:

1.

The United States or bv anv aoencv or instrumentalitv of the United
States:

2.
3.
4.

A state of the United States:
A territorv, possession or other governmental unit of the United States:

An aqencv or instrumentalitv of a qovernmental unit referred to in parts 2
and 3 of this subparaqraph if the obliqations shall be bv law (statutorv or
otherwise) pavable, as to both principal and interest. from taxes levied or
bv law required to be levied or from adequate special revenues pledqed
or otherwise appropriated or bv law required to be provided for makinq
these pavments, but shall not be obliqations eliqible for investment under
this paraqraph if pavable solelv out of soecial assessments on properties
benefited bv local improvements: or

5.

The qovernment of anv other countrv that is a member of the
Orqanization for Economic Cooperation and Development and whose

qovernment oblioations are rated A or hiqher. or equivalent. bv a ratinq
aqencv recoqnized bv the Securities Valuation Office of the National
Association of lnsurance Commissioners:

(b)

Obliqations that are issued in the United States. or that are dollar denominated
and issued in a non-United States market, bv a solvent United States institution
(other than an insurance companv) or that are assumed or quaranteed bv a
solvent United States institution (other than an insurance company) and that are
not in default as to principal or interest if the oblioations:
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1.

Are rated A or.hiqher (or the equivalent) bv a securities ratino aoencv
recoqnized b!the S.ec.urities Valuation Office of the National As€oaiation
of lnsurancq Qommissioners, or if not so rated. are similaiinJtructE or
other mater:ial respects to other obliqations of the stme institutio,n thd

are so rated:

2.

3.

Are insured bv at least one authorized insurer (other than the investinq
insurer or a parent, subsidiarv or affiliate of the invesiino instrer)
licensed to insure o.bliqations in this state and, after.onsiAerino tG
insurance, are rated AAA (or the equivalent) bv a securities ratinq
aqencY fecoqnized bv the Securities Valuation Office of the National
Association of lnsurance Commissioners: or
Have been 9ggiqnated as Class One or Class Two by the Securities
of the National Association of lnsurance

Valuatipn. Office
Commissioners:

(c)

Obliqations issued. assumed or ouaranteed bv a solvent non-United States
institution chartered in a countrv that is a member of the Oroanization for
Economic Cooperation and Development or obliqations of United States
corDorations issued in a non-United States currencv. provided that in either case
the obliOations are rated A or hiqher, or the equivalent. bv a ratino aoencv
reco0nized bv the Securities Valuation Otfice of the National Association of
I

(d)

nsu rance Commissioners:

An investment made pursuant to the provisions of Rule O78O-01-63-.06(5Xa). (b)
or (c) shall be subiect to the followinq additional limitations:

1.

An investment in or loan upon the obliqations of an institution other than
an institution that issues mortoaqe-related securities shall not exceed
five percent (5%) of the assets of the trust:

2.

An investment in anv one mortgaqe-related securitv shall not exceed five

3.

The aoqreqate total investment in mortqaqe-related securities shall not

percent (5%) of the assets of the trust:

exceed twentv-five percent (25%) of the assets of the trust: and

4.

Preferred or quaranteed shares issued or guaranteed bv a solvent
United States institution are permissible investments if all of the
institution's obliqations are elioible as investments under Rule 0780-0163-.06(5XbX1) and (3), but shall not exceed two percent (2%) of the
assets of the trust.

(e)

As used in this rule:
1

"Mortoao
securitv" means an obliqation
is rated AA or
hiqher (or the equivalent) bv a securities ratinq aqencv recoqnized bv the

Securities Valuation Office of the National Association

of

lnsurance

Commissioners and that either:

(i)

Represents ownership

of one or more promissorv notes

or

certificates of interest or particioation in the notes (includino anv
riqhts desiqned to assure servicinq of, or the receipt or timeliness
of receipt bv the holders of the notes, certificates, or particioation

of

amounts pavable under.

participation), that:

(l)

the notes. certificates or

Are directlv secured bv a first lien on a sinole parcel of
real estate. includinq stock allocated to a dwellino unit in
8

home as defined in 42

U

.c. s

5402(6).

the

and

(ll)

Were oriqinated bv

a

savinqs and loan association,

savinqs bank, commercial bank, credit union, insurance
companv, or similar institution that is supervised and
examined bv a federal or state housino authoritv, or bv a
mortqaoee approved bv the Secretarv of Housino and
Urban Development pursuant to 12 U.S.C. $$ 1709 and

1715-b, or, where the notes involve

a

lien on

the

manufactured home. bv an institution or bv a financial
institution approved for insurance bv the Secretarv of
Housinq and Urban Development pursuant to 12 U.S.C.
$ 1703: or

(ii)

ls secured bv one or more promissory notes or certificates of
deposit or participations in the notes (with or without recourse to
the insurer of the notes) and, bv its terms, provides for pavments
of orincipal in relation to pavments. or reasonable proiections of
payments, or notes meetinq the requirements of Suboart (i).
items (1) and (2) of this Part.

2.

"Promissorv notes," when used in connection with a manufactured home.
shall also include a loan, advance or credit sale as evidenced bv a retail
installment sales contract or other instrument.

(fl

Equity lnterests.

1.

lnvestments in common shares or partnership interests of

United States institution are permissible if:

(i)

a

solvent

lts obliqations and preferred shares. if anv, are eliqible

as

investments under this subsection: and

(ii)

The equitv interests of the institution (except an insurance
companv) are reqistered on a national securities exchanqe as

provided in the Securities Exchanoe Act of 1934, 15 U.S.C. $$
78a to 78kk or otherwise reqistered pursuant to that Act, and if
otheruvise registered. price quotations for them are furnished
throuqh a nationwide automated quotations svstem approved bv

the

Financial lndustrv Requlatorv Authoritv. or successor
orqanization. A trust shall not invest in equitv interests under this
subparaqraph an amount exceedinq one percent (1%) of the
assets of the trust even thouqh the equitv interests are not so
reqistered and are not issued by an insurance companv.

2.

lnvestments in common shares of a solvent institution orqanized under
the laws of a country that is a member of the Orqanization for Economic
Cooperation and Development. if:

(i)

All its obliqations are rated A or hiqher. or the equivalent. bv a
ratinq aqencv recosnized bv the Securities Valuation Office of
the NationalAssociation of lnsurance Commissioners: and

I

(ii)

The gquitv interests of the institution are reoistered on a
secu.rities exchanqe requlated by the qovernment of a countrv

that is a member of the Orqanization for Economic Cooperation
and Development:

3.

An invgstnJent in or loan upon anv one institution's outstandino equity
interests sh?ll not exceed one percent (1%) of the assets of tfre tnrsl
The cost of an investment in equitv interests made pursuant to this
DaraqraDh, when added to the aqqreoate cost of other investments in
equitv interests then held pursuant to this paraoraph. shall not exceerd

ten percent (10olo) of the assets in the trust.

(o)

(h)

Obligations isgued. assumed or quaranteed bv a multinational development
bank, provided the obliqations are rated A or hioher, or the equivalent. bv a ratt'nq
aOencv recoglized bv the Securities Valuation Office of the National Association
of lnsurance Commissioners.
lnvestment Companies.

1.

Securities of an investment companv reqistered pursuant to the
lnvestment Companv Act of 1940. 15 U.S.C. $ 80a. are permissible
investments if the investment companv:

(i)

lnvests at least ninetv percent (90%) of its assets in the tvpes of
securities that qualifv as an investment under Rule 0780-01-63.06(5Xa). (b), or (c) or invests in securities that are determined
bv the commissioner to be substantivelv similar to the tvpes of
securities set forth in Rule 0780-01-63-.06(5Xa), (b), or (c): or

(ii)
2.

lnvests at least ninetv percent (90%) of its assets in the tvpes of
equitv interests that qualifv as an investment under Rule 078001-63-.06(5xfl(1).

lnvestments made bv

a trust in investment companies

under this

subparaqraph shall not exceed the followino limitations:

(i)

An investment in an investment companv qualifvinq under Rule
0780-01-63-.06(5XhX1Xi) shall not exceed ten percent (10%) of
the assets in the trust and the aqoregate amount of investment in
qualifuinq investment companies shall not exceed twentv-five
percent (25%) of the assets in the trust: and

(ii)

lnvestments in an investment companv qualifuing under Rule
0780-01-63-.06(5XhX1Xii) shall not exceed five percent (5%) of
the assets in the trust and the aqqreqate amount of investment in
qualifvinq investment companies shall be included when
calculatino the permissible aqqreqate value of equitv interests
pursuant to Rule 0780-01-63-.06(5Xfl(1 ).

(i)

Letters of Credit.

1.

ln order for a letter of credit to qualifu as an asset of the trust, the trustee
shall have the riqht and obliqation pursuant to the deed of trust or some
other bindinq aqreement (as dulv approved bv the commissioner), to
immediatelv draw down the full amount of the letter of credit and hold the
proceeds in trust for the beneficiaries of the trust if the letter of credit will
otherwise expire without beinq renewed or replaced.

2.

The trust aqreement shall provide that the trustee shall be liable for its
neqliqence, willful misconduct or lack of qood faith. The failure of the
10

trustee to dr?w aqainst the letter of credit in circumstances where such
draw would be required shall be deemed to be neolioence and/or willful
misconduct.

(6)

A soegifiq securitv provided to a cedinq insurer bv an assumins insurer pursuant to Rule
0780-Q1-63-.08 shall be applied, until exhausted. to the payment of liabilities of tfie
assuminq insurer to the cedinq insurer holdinq the specific securitv prior to, and as a
condition, precedent for, presentation of a claim bv the cedino insurer for parrnrent bv a
trustee of a trust established bv the assuminq insurer pursuant to this section

Authority: T.C.A. SS 56-2-208. |,, 56-2-209(e), and 56-2-301.
0780-01-63-.07 credit for Reinsurance

(1)

-

certified Reinsurers.Req{+ired+y+a$A

Pursuant to T.C.A. $ 56-2-208(bX6). the commissioner shall allow credit for reinsurance
ceded bv a domestic insurer to an assuminq insurer that has been certified as a reinsurer
in this state at all times for which statutorv financial statement credit is claimed underlhis
section. The credit allowed shall be based upon the securitv held bv or on behalf of ffre
cedino insurer in accordance with a ratinq assioned to the certified reinsurer bv the
commissioner. The securitv shall be in a form consistent with the provisions of T.C.A. $$
56-2-208(bX6) and 56-2-209(a) and (b) and either Rule 0780-01-63-.10. Rule 0ZgO-0163-.11 or Rule 0780-01-63-.12. The amount of securitv required in order for full credit to
be allowed shall correspond with the followinq requirements:

(a) Ratinqs
Secure - 1
Secure - 2
Secure - 3
Secure - 4
Secure - 5
Vulnerable

(b)
(c)

-

Securitv Required
0%
10o/o

20%
50%
75%
6

100o/o

Affiliated reinsurance transactions shall receive the same opportunitv for reduced
securitv requirements as all other reinsurance transactions.

The commissioner shall require the certified reinsurer to post one hundred

percent (100%), for the benefit of the cedinq insurer or its estate, securitv uoon
the entrv of an order of rehabilitation, liquidation or conservation aoainst the
cedinq insurer.

(d)

ln order to facilitate the promot pavment of claims, a certified reinsurer shall not
be required to post securitv for catastrophe recoverables for a period of one (1)
vear from the date of the first instance of a liabilitv reserve entrv bv the cedino
companv as a result of a loss from a catastrophic occurrence as recoqnized bv
the commissioner. The one (1) vear deferral period is continqent upon the
certified reinsurer continuing to pay claims in a timelv manner. Reinsurance
recoverables for onlv the followinq lines of business as reported on the National
Association of lnsurance Commissioners annual financial statement related
soecificallv to the catastrophic occurrence will be included in the deferral:

Line 1: Fire
1

2.
3.
4.
5.
6.
7.

Line 2: Allied Lines
Line 3: Farmers multiple peril
Line 4: Homeowners multiple peril
Line 5: Commercial multiple peril

Line 9: lnland Marine
Line 12: Earthquake
Line 21: Auto phvsical damaoe
11

(e)

Credit lof reinsurance under this section shall applv onlv to reinsurance contracts
entered into or renewed on or after the effective date of the certification of tfre
assumtnq insurer. Anv reinsurance contract entered into priorlolhE-etfectG
date qf the,,certification of the assuminq insurer that is subsequenflv arne,nded
after the effective date of the certification of the assumino insuren or a new

reinsurance contract. coverino anv risk for which collateral was pnwidEd
previouslv, shall onlv be subiect to this section with respect to losses incurred
and reserves reported from and after the effective date of the amendnrent or ffre
new contract.

(fl

Nothinq in this section shall prohibit the parties to a reinsurance aoreement from
to provisions establishinq securitv requirements that exceed tfie
minimum securitv requirements established for certified reinsurers under ilris

sgreeino
section.

(2)

Certification Procedure.

(3)

The commissioner shall post notice on the insurance department's website

promptlv upon receipt of anv application for certification, includinq instructions on
how members of the public may respond to the application. The commissioner
mav not take final action on the aoplication until at least thirtv (30) davs after
posting the notice required bv this subparaqraph.

(b)

The commissioner shall issue written notice to an assuminq insurer that has
made application and been approved as a certified reinsurer. lncluded in such
notice shall be the ratinq assiqned the certified reinsurer in accordance with Rule
0780-01-63-.07(1). The commissioner shall publish a list of all certified reinsurers
and their ratinqs on the insurance department's website.

(c)

ln order to be eliqible for

certification. the assuminq insurer shall meet the

followinq requirements:

1.

The assuminq insurer must be domiciled and licensed to transact
insurance or reinsurance in a Qualified Jurisdiction. as determined bv the
commissioner pursuant to Rule 0780-01-63-.07(3).

2.

The assumino insurer must maintain capital and surplus, or its
equivalent. of no less than two hundred fiftv million dollars

($250,000,000) calculated in accordance with 0780-01-63-.07(2XdX8).
This requirement mav also be satisfied bv an association includinq

incorporated and ind ivid ual unincorporated undenrvriters havinq minimum
capital and surplus equivalents (net of liabilities) of at least two hundred
fiftv million dollars ($250,000,000) and a central fund containinq a
balance of at least two hundred fiftv million dollars ($250,000,000).

3.

The assuminq insurer must maintain financial strenqth ratinqs from two
(2) or more ratinq aqencies deemed acceptable bv the commissioner.
These ratinqs shall be based on interactive communication between the
ratinq aqencv and the assuminq insurer and shall not be based solelv on
publiclv available information. These financial strenqth ratinqs will be one
factor used bv the commissioner in determininq the ratinq that is
assiqned to the assuminq insurer. Acceptable ratinq aqencies include the
followinq:

(i)
(ii)
(iii)

Standard & Poor's:
Moodv's lnvestors Service:
Fitch Ratinqs:
12

(iv)
(v)

A.M. Best Comoanv: or
Anv other Nationallv Recoqnized statistical Ratinq orqanization

The certified reinsrrrer mrrst comolv

4

with anv other

reorrirements

reasonably imposed bv the commissioner.

(d)

Each certified. r.einsurer shall be rated on a leoal entitv basis. with due
consideration bgino qiven to the oroup rating where appropriate, except that an
association includinq incorporated and individual unincorporated undenuriters
that has been approved to do business as a sinqle certified reinsurer may be
evaluated on the basis of its qroup ratinq. Factors that mav be considered as part
of the evaluation process include, but are not limited to. the followinq:

1.

The certified reinsurer's financial strenqth ratino from an acceptable
ratin0 aoencv. The maximum ratinq that a certified reinsurer mav be
assi0ned will correspond to its financial strenqth ratinq as outlined in the
table below. The commissioner shall use the lowest financial strenoth
ratinq received from an approved ratinq aoencv in establishino the
maximum ratinq of a certified reinsurer. A failure to obtain or maintain at
least two (2) financial strenoth ratinqs from acceptable ratino aoencies
will result in loss of eliqibilitv for certification:

Ratings
Secure
Secure
Secure
Secure
Secure

-

1

-

2

-

3

-

4
5

Best

s&P

Moodv's

AA+
A+

AAA

Aaa
Aa1. Aa2, Aa3

A
AB++, B+

M+,

AA, AA-

A+. A
ABBB+. BBB.
BBB-

Vulnerable

-

6

B, B-C++,
C+, C, C-,

D.E.F

BB+, gg, gg-,
B+, B. B-, CCC,

cc, c. p. R

41,

Fitch

M

A3
Baa1. Baa2.
Baa3
Bal, Ba2, Ba3,

81, 82, 83, Caa.
Ca. C

MA
AA+, AA, AAA+. A

ABBB+, BBB,
BBBBB+ B B, BB-.
B+, B. B-.
CCC+, CC,

ccc-, pp

2.

The business practices of the certified reinsurer in dealing with its cedinq
insurers, includinq its record of compliance with reinsurance contractual
terms and obliqations:

3.

For certified reinsurers domiciled in the United States. a review of the
most recent applicable National Association of lnsurance Commissioners

Annual Statement Blank, either Schedule

F (for propertv/casualtv

reinsurers) or Schedule S (for life and health reinsurers):
4

For certified reinsrrrers not
in the United Stafes a review
annuallv of Form CR-F (for propertv/casualtv reinsurers). attached as
Appendix B to this chapter and incorporated herein bv reference, or
Form CR-S (for life and health reinsurers), attached as Appendix C to
this chapter and incorporated herein bv reference:

5.

The reoutation of the certified reinsurer for prompt pavment of claims
under reinsurance aqreements. based on an analvsis of cedinq insurers'
Schedule F reportinq of overdue reinsurance recoverables, includino the
proportion of oblioations that are more than ninetv (90) davs past due or
are in dispute, with specific attention qiven to obliqations pavable to
companies that are in administrative supervision or receivership:

6.

Requlatorv actions aqainst the certified reinsurer:
13

7.

The reOort of the independent auditor on the financial statements of the
insurance enterprise, on the basis described in part g, below:

supervrsor:

9.

The liquidation prioritv of obliqations to a cedinq insurer in the certified
reinsurer's domiciliarv iurisdiction in the context of an insolvencv
proceeding;

10. A

in

certified reinsurer's participation
any solvent scheme of
arranqement. or similar procedure, which involves United States cedinq
insurers. The commissioner shall receive prior notice from a certified
reinsurer that proposes participation bv the certified reinsurer in a solvent

scheme of arranqement. and

11.
(e)

Anv other information deemed relevant by the commissioner.

Based on the analvsis conducted under Rule 0780-01-63-.07(2XdX5) of a
certified reinsurer's reputation for prompt pavment of claims. the commissioner
mav make appropriate adiustments in the securitv the certified reinsurer is
required to post to protect its liabilities to United States cedinq insurers, provided
that the commissioner shall, at a minimum, increase the securitv the certified
retnsl

trer tq

rtrf'il il

to oost bv one ratino level rr

Rule 0780-01-63-

.07(2XdX1) if the commissioner finds that:

1.

More than fifteen percent (15%) of the certified reinsurer's cedinq
insurance clients have overdue reinsurance recoverables on paid losses

of ninety (90) davs or more which are not in dispute and which exceed
one hundred thousand dollars ($100.000) for each cedent or

2.

The aqqreqate amount of reinsurance recoverables on paid losses which
are not in dispute that are overdue bv ninetv (90) davs or more exceeds
fiftv million dollars ($50,000.000).

(f)

The assuming insurer must submit a properlv executed Form CR-1 (adopted as
Apoendix D of this chapter and incorporated herein bv reference) as evidence of
its submission to the iurisdiction of this state. appointment of the commissioner
as an aqent for the service of process in this state, and aqreement to provide
securitv for one hundred percent (100%) of the assumino insurer's liabilities
attributable to reinsurance ceded bv United States cedinq insurers if it resists
enforcement of a final United States iudqment. The commissioner shall not certifu
anv assuminq insurer that is domiciled in a iurisdiction that the commissioner has

determined does not adequatelv and promptlv enforce final United States
iudgments or arbitration awards.

(q)

to meet applicable information filinq
requirements as determined bv the commissioner, both with respect to an initial
application for certification and on an onqoinq basis. All information submitted bv
The certified reinsurer must aoree
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9-ertfied reinsurers which are not otherwise public information subiect to
djgqlos-we shall be exempted from disclosure underT.c.A. $ 10-7-503 and shall
be withleld from public disclosure. The applicable information filinq requirementrs
are, as follows:

within ten (10) davs of anv reoulatorv actions taken aqainst

1

statement describinq such chanoes and the reasons therefore:

2.

Alnuallv, Form cR-F (Appendix B of this chapter) or cR-s (Appendix c
of this chapter). as applicable:

3.

the report of the independent auditor on the financial
statements of the insurance enterprise, on the basis described in Part 4,

Annuallv.
below.

4

Annrrallv A udited financial statements /arrdiled I S GAAP basis if
available, audited IFRS basis statements are allowed but must include
an audited footnote reconcilinq equitv and net income to a U.S. GAAp
hacic nr rrrilh
narmiccinn af fh e cfafa incr rra
nnmmtcQtalna
audited IFRS statements with reconciliation to U.S. GAAP certified bv an
officer of the company). requlatory filinqs, and actuarial opinion (as filed
with the certified reinsurer's supervisor). upon the initial certification,
audited financial statements for the last three (3) vears filed with the
certified reinsurer's su pervisor:

5.

At least annuallv. an updated list of all disputed and overdue reinsurance
claims regardino reinsurance assumed from United States domestic
ceding insurers:

(h)

6.

A certification from the certified reinsurer's domestic requlator that the

7.

Anv other information that the commissioner mav reasonablv require.

certified reinsurer is in qood standinq and maintains capital in excess of
the iurisdiction's hiohest requlatorv action level: and

Chanqe in Ratinq or Revocation of Certification.

1.

ln the case of a downqrade bv a ratinq aqencv or other disqualifuinq
circumstance. the commissioner shall upon written notice assion a new
ratinq to the certified reinsurer in accordance with the requirements of
Rule 0780-01 -63-.07(2XdX1 ).

2.

The commissioner shall have the authoritv to suspend. revoke. or
othenrise modifv a certified reinsurer's certification at anv time if the
certified reinsurer fails to meet its obliqations or securitv requirements
under this section. or if other financial or operatinq results of the certified
reinsurer, or documented siqnificant delavs in pavment bv the certified
reinsurer, lead the commissioner to reconsider the certified reinsurer's
abilitv or willinqness to meet its contractual oblioations.

3.

lf the ratinq of a certified reinsurer is uporaded bv the commissioner. the
certified reinsurer mav meet the securitv requirements applicable to its
new rating on a prospective basis, but the commissioner shall require the

certified reinsurer to post securitv under the previouslv applicable
securitv requirements as to all contracts in force on or before the
effective date of the upqraded ratinq. lf the ratinq of a certified reinsurer
is downqraded bv the commissioner. the commissioner shall require the
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funds continrre to be held in trust in accordance with Rule 0780-01-63-
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certified reinsurer mav not be denied credit for reinsurance for a period of
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unless the reinsurance is found bv the commissioner to be at hiqh risk of
uncollectibilitv.

(3)

Qualified Jurisdictions.

(a) lf

upon conductinq an evaluation under this section with respect to the
reinsurance supervisory svstem of anv non-United States assumino insurer, the
commissioner determines that the iurisdiction qualifies to be recoqnized as a
qualified iurisdiction. the commissioner shall publish notice and evidence of such
recoonition on the insurance department's website. The commissioner mav
establish a procedure to withdraw recoqnition of those iurisdictions that are no
lonqer qualified.

(b)

ln order to determine whether the domiciliarv iurisdiction of a non-United States
assuminq insurer is elioible to be recoqnized as a qualified iurisdiction. the
commissioner shall evaluate the reinsurance supervisory svstem of the nonUnited States iurisdiction. both initiallv and on an onqoinq basis, and consider the
riohts benefits and the extenf of
I recoonition afforded bv the nonUnited States iurisdiction to reinsurers licensed and domiciled in the United
States. The commissioner shall determine the appropriate approach for
evaluating the qualifications of such iurisdictions. and create and publish on the
insurance department's website a list of iurisdictions whose reinsurers mav be
approved bv the commissioner as eliqible for certification. A qualified iurisdiction
must aqree to share information and cooperate with the commissioner with
respect to all certified reinsurers domiciled within that iurisdiction. Additional
factors to be considered in determininq whether to recoqnize a qualified
iurisdiction, in the discretion of the commissioner. include but are not limited to
the followinq:

1.
2.

The framework under which the assuminq insurer is reoulated.

The structure and authoritv of the domiciliary requlator with reqard to
solvency regulation requirements and financial surveillance.

3.

The substance financial and operatinq standards for assuminq insurers
in the domiciliarv iurisdiction.

4.

The form and substance of financial reoorts required to be filed or made
publiclv available bv reinsurers in the domiciliarv iurisdiction and the
accountinq principles used.

5.

The domiciliarv requlator's willinqness to cooperate with United States
requlators in qeneral and the commissioner in particular.
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6.

fhg

.historv

of

performance bv assuminq insurers

in the

domiciliarv

iurisdiction.

7.

Anv documented evidence of substantial oroblems with the enforcement
of final United States iudqments in the domiciliarv iurisdiction. A
iurisdiction will. not be considered to be a qualified iurisdiction if tfie
commissioner. h.as dgtermined that it does not adequatelv and prompfly
enforce final United States iudqments or arbitration awards.

8.

Anv relevant international standards or ouidance with respect to mutual
reco0nition of reinsurance supervision adopted bv the lnternational
Association of lnsurance Supervisors or successor orqanization.

o

(c)

Anrr a{h r rnaftarc daamar{ ralarranf hrr

^nmlYltcctnn6r

A list of qualified iurisdictions is published throuqh the National Association of
lnsurance Commissioners Committee Process. The commissioner shall consider

this list in determininq qualified iurisdictions. lf the commissioner aooroves a
iurisdiction as qualified that does not aopear on the list of qualified iurisdictions.
the commissioner shall provide thorouqhlv documented iustification with respect
to the criteria provided under Rule 0780-01-63-.07(3Xb).

(d)

United States iurisdictions that meet the requirements for accreditation under the

National Association

of

lnsurance Commissioners financial standards and

accreditation proqram shall be recoqnized as qualified iurisdictions.

(4)

Recoqnition

of

Certification lssued

bv a

National Association

Commissioners Accredited Jurisdiction

(a)

of

lnsurance

lf an applicant for certification has been certified as a reinsurer in a National
Association of nsurance Commissioners accredited iurisdiction. the
I

commissioner has the discretion to defer to that iurisdiction's certification, and to
defer to the ratinq assiqned bv that iurisdiction, if the assumino insurer submits a
properlv executed Form CR-1 (Appendix A of this chaoter) and such additional
information as the commissioner requires. The assuminq insurer shall be
considered to be a certified reinsurer in this state.

(b)

(c)
(d)

Anv change in the certified reinsurer's status or ratinq in the other iurisdiction
shall applv automaticallv in this state as of the date it takes effect in the other
iurisdiction. The certified reinsurer shall notifv the commissioner of anv chanoe in
its status or ratinq within ten (10) davs after receivinq notice of the chanqe.
The commissioner mav withdraw recoqnition of the other iurisdiction's ratinq at
anv time and assion a new ratinq in accordance with Rule 0780-01-63-.07(2Xh).

The commissioner mav withdraw recoqnition of the other

iurisdiction's

certification at anv time, with written notice to the certified reinsurer. Unless the

commissioner suspends or revokes the certified reinsurer's certification in
accordance with 0780-01-63-.07(2Xh). the certified reinsure/s certification shall
remain in oood standino in this state for a period of three (3) months. which shall
be extended if additional time is necessarv to consider the assumino insurer's
application for certification in this state.

(5)

Mandatorv Fundinq Clause

ln addition to the clauses reouired under Rule 0780-01-63-.13, reinsurance contracts
entered into or renewed under this rule shall include a proper fundinq clause, which
requires the certified reinsurer to provide and maintain securitv in an amount sufficient to
avoid the imposition of anv financial statement penaltv on the cedinq insurer under this
rule for reinsurance ceded to the certified reinsurer.
17

(6)

The comf.nissioner shall cgmpl,v with all reoortinq and notification reouirements that mav
be egta.bliqhed bv the National Association of lnsurance Commissioners witl"r resprerct to
certified reinsurers and qualified iurisdictions.

Authority: T.C.A.

SS 56-2-208(5), 56-2-209(e), and 56-2-301.

0780-01-63-.097 Credit for Reinsurance Required by Law
Pursuant to T.C.A. S 56-2-208(Ug)€), the commissioner ghsllmay allow credit for reinsurance
ceded by a domestic insurer to an assuming insurer not meeting the requirements of T.C.A. S 56, but only as wrth-respeet to the insurance of risks
located in jurisdictions where the sueh-reinsurance is required by the applicable laws or
regulations of that jurisdiction. As used in this rule, 'lurisdiction" means a+y state, district or
territory of the United States and any lawful national government.

2-208

Authority: T.C.A. SS 56-2-208(5), 56-2-209(e), and 56-2-301.
0780-01-63-.0p8 Asset or Reduction from Liability for Reinsurance Ceded to an Unauthorized Assuming
lnsurer Not Meetinq the
.

Req

(1)

Pursuant to T.C.A. S 56-2-209(d the commissioner shall allow a reduction from liability
for reinsurance ceded by a domestic insurer to an assuming insurer not meeting the
requirements of T.C.A. S 56-2-208(U in an amount not exceeding the liabilities carried by
the ceding insurer. The Sc€h-reduction shall be in the amount of funds held by or on
behalf of the ceding insurer, including funds held in trust for the exclusive benefit of the
ceding insurer, under a reinsurance contract with such assuming insurer as security for
the payment of obligations under the reinsurance contract{hereunde+ ft Sue+security
ghell-trust be held in the United States subject to withdrawal solely by, and under the
exclusive control of, the ceding insurer or, in the case of a trust, held in a qualified United
States financial institution as defined in T.C.A. S 56- 2-209(d). This security mav be
m€ybe in the form of any of the following:

(a)
(b)

Cash;

Securities listed by the Securities Valuation Office of the National Association of
lnsurance Commissioners, includinq those d
by the Purposes and Procedures Manual of the Securities Valuation Office, and
qualifying as admitted assets;

(c)

Clean, irrevocable, unconditional and "evergreen" letters of credit issued or
confirmed by a qualified United States financial institution, as defined in T.C.A. $
56-2-209(c), effective no later than December 31 of the year for which filing is
being made, and in the possession of-glhlruS!_fsl the ceding insurer-€€mpany
on or before the filing date of its annual statement. Letters of credit meeting
applicable standards of issuer acceptability as of the dates of their issuance (or
confirmation) shall, notwithstanding the issuing (or confirming) institution's
subsequent failure to meet applicable standards of issuer acceptability, continue

to be acceptable as

security until their expiration, extension, renewal,

modification or amendment, whichever first occurs,pg

(d)
(2)

Any other form of security acceptable to the commissioner.

An admitted asset or a reduction from liability for reinsurance ceded to an unauthorized
assuming insurer pursuant tolhjg_fgle
shall be
allowed only when the requiremsnfs ef Rules 0780 01-63
Rule
0780-01-63-.13 and the applicable portions of Rule 0780-01-63-.10, Rule 0780-01-63.11, or Rule 0780-01-63-.12 have been satisfied.

Authority: T.C.A. SS 56-2-208, 56-2-209,and 56-2-301.
18

0780-01 -63-.1

(1)

!09 Trust Agreements euatified Under

Rute 0780-01 -63-.099

As used in this rule:
(a)

"Beneficiary" means the entity for whose sole benefit the trust has been
established and any successor of the beneficiary by operation of law. lf a court of
law appoints a successor in interest to the named beneficiary, then the named
beneficiary includes and

is limited to the court appointed domiciliary receiver

(including conservator, rehabilitator or liquidator).
(b)

"Grantor" means the entity that has established a trust for the sole benefit of the
beneficiary. when established in conjunction with a reinsurance agreement, the
grantor is the unlicensed, unaccredited assuming insurer.

(c)

"Obligations", as used
means:
1

in Rule 0780-01-63-.10(2Xk)subBa+ag+aB${2Xk), below,

Reinsured losses and allocated loss expenses paid by the ceding
company, but not recovered from the assuming insurer;

2.

Reserves for reinsured losses reported and outstanding;

3.

Reserves for reinsured losses incurred but not reported; and

4.

Reserves

for

premiums.

allocated reinsured loss expenses and unearned

(2)

(a)

The trust agreement shall be entered into between the beneficiary, the grantor
and a trustee which shall be a qualified United States financial institution as
defined in T.C.A. S 56-2-209(d).

(b)

The trust agreement shall create a trust account into which assets shall be
deposited.

(c)

All assets in the trust account shall be held by the trustee at the trustee's office

the United
permissien

in

States

te use a fereign

braneh effiee ef sueh bank as trustee fer trust
te this-.ule, lf the-eemmissiener appreves the
e must be apBreved by
the benefieiary in writing and the trust agreement must Brevide that the wrrtten
ntable, as a matter ef

@pursuant

tates.

(d)

The trust agreement shall provide that:
1

2

The beneficiary shall have the right to withdraw assets from the trust
account at any_time, without notice to the grantor, subject only to written
notice from the beneficiary to the trustee;
Nb other statement or document is required to be presented in order to
withdraw assets, except that the beneficiary may be required to
acknowledge receipt of withdrawn assets;

3

It is not subject to any
agreement; and
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conditions

or qualifications outside the trust

4.

lt shall not contain references to any other agreements or documents
except as provided for under
.10(2Xk) and (l).

(e)

The trust agreement shall be established for the sole benefit of the beneficiary.

(f)

The trust agreement shall require the trustee to:

1.
2..

Receive assets and hold all assets in a safe place;

Determine that all assets are in such form that the beneficiary, or the
trustee upon direction by the beneficiary, may whenever necessary
negotiate any such assets, without consent or signature from the grantor
or any other person or entity;

3.
4.

Furnish to the grantor and the beneficiary a statement of all assets in the
trust account upon its inception and at intervals no less frequent than the
end of each calendar quarter;

Notify the grantor and the beneficiary within ten (10) days, of any
deposits to or withdrawals from the trust account;

5.

Upon written demand of the beneficiary, immediately take any and all
steps necessary to transfer absolutely and unequivocally all right, tiile
and interest in the assets held in the trust account to the beneficiary and
deliver physical custody of the assets to the beneficiary; and

b

(g)

Allow no substitutions or withdrawals of assets from the trust account,
except on written instructions from the beneficiary, except that the
trustee may, without the consent of but with notice to the beneficiary,
upon call or maturity of any trust asset, withdraw such asset upon
condition that the proceeds are paid into the trust account.

The trust agreement shall provide that at least thirty (30) days, but not more than
forty-five (45) days, prior to termination of the trust account, written notification of
termination shall be delivered by the trustee to the beneficiary.

(h)

The trust agreement shall be made subject to and governed by the laws of the
state in which the trust is domiciled.

(i)

The trust agreement shall prohibit invasion of the trust corpus for the purpose of
paying commission to, or reimbursing the expenses of, the trustee. ln order for a
letter of credit to qualifv as an asset of the trust, the trustee shall have the riqht
and the obliqation pursuant to the deed of trust or some other bindino aoreement
(as dulv approved bv the commissioner), to immediatelv draw down the full
amount of the letter of credit and hold the proceeds in trust for the beneficiaries
of the trust if the letter of credit will otherwise expire without beino renewed or
replaced.

(i)

The trust agreement shall provide that the trustee shall be liable for its own
negligence, willful misconduct or lack of good faith. The failure of the trustee to
draw aqainst the letter of credit in circumstances where such draw would be
required shall be deemed to be neqligence and/or willful misconduct.

(k)

Notwithstanding other provisions of this chapter, when a trust agreement is
established in conjunction with a reinsurance agreement covering risks other
than life, annuities and accident and health, where it is customary practice to
provide a trust agreement for a specific purpose, suen-ejne trust agreement

may

provide that the
ceding-_insurer shall undertake to use and apply amounts drawn upon the trust
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account, without diminution because of the insolvency of the ceding insurer or

the assuming insurer, on[Lfor the following purposes:

1.

To pay or reimburse the ceding insurer for the assuming insurer's share
under the specific reinsurance agreement regarding any losses and
allocated loss expenses paid by the ceding insurer but not recovered
from the assuming insurer, or for unearned premiums due to
the ceding insurer if not otherwise paid by the assuming insurer;

2.

To make payment to the assuming insurer of any amounts held in the
trust account that exceed one hundred two-{€2 percent (102%) of the
actual amount required to fund the assuming insurer's obligations under
the specific reinsurance agreement; or

3.

where the ceding insurer has received notification of termination of the
trust account and where the assuming insurer's entire obligations under
the specific reinsurance agreement remain unliquidated and
undischarged ten (10) days prior to the termination date, to withdraw
amounts equal to the obligations and deposit those amounts in a
separate account, in the name of the ceding insurer in any qualified
United States financial institution as defined in T.C.A. S 56-2-209(d)
apart from its general assets, in trust for such uses and purposes
specified in lBarts 1, and 2,, above, as may remain executory after such
withdrawal and for any period after the termination date.

(t)

The reinsuranee agreement entered inte in eenjunetien with the trust agreemen+
mayi but need net;
; se leng

€

other provisions of this chapter, when a trust aqreement is established to meet

the requirements of Rule 0780-01-63-.09 in coniunction with a reinsurance
aqreement coverinq life. annuities or accident and health risks, where it is
customarv to
de a trust aoreement for a soecific ourpose. the trust

?qreement mav provide that the cedino insurer shall undertake to use and applv

amounts drawn upon the trust account. without diminution because of the
insolvencv of the cedinq insurer or the assuminq insurer. onlv for the followinq
purposes:

1.

To pav or reimburse the cedinq insurer for:

(i)

The assuminq insurer's share under the soecific reinsurance

aqreement of premiums returned, but not vet recovered from the
assuminq insurer. to the owners of policies reinsured under the
reinsurance agreement on account of cancellations of the
policies: and

(ii)

The assuminq insurer's share under the specific reinsurance
aoreement of surrenders and benefits or losses paid bv the
cedinq insurer. but not vet recovered from the assuming insurer.
under the terms and provisions of the policies reinsured under
the reinsurance agreement:

and

2.

To pav to the assuminq insurer amounts held in the trust account in
excess of the amount necessary to secure the credit or reduction from
liabilitv for reinsurance taken bv the cedins insurer: or

3.

Where the cedinq insurer has received notification of termination of the

trust and where the assuminq insurer's entire oblioations under the
specific reinsurance aqreement remain unliquidated and undischaroed
21

ten (10) da

orior to the termi

date. to withdraw am

eoual to

termination date.

(m)

Either the reinsurance aqreement or the trust aqreement must stipulate that the
?ssets deposited in the trust account shall be valued accordino to their current

fair market Yalue and shall consist onlv of cash in United States dollars,
certificates of deposit issued bv a United States bank and pavable in United

States dollars, and investments permitted under Title 56 of the Tennessee C;ode
Annotated or anv combination of the above, provided investments in or issued W
an entitv controllino, controlled bv or under common control with either tire
0rantor or the beneficiarv of the trust shall not exceed five percent (5%) of total
investments. The aqreement mav further specifv the tvpes of investments to be
deposited. lf the reinsurance aqreement covers life. annuities or accident and
health risks. then the provisions required bv this paraqraph must be included in
the reinsurance agreement.
(3)

The fellewing are Bermitted eenditiens fer trust ag'eements qualified under Rule O7g0
o n s.

O1
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(a)

The trust agreement may provide that the trustee may resign upon delivery of a
written notice of resignation, effective not less than ninety (90) days after receipt
by the beneficiary and grant or of the notice and that the trustee may be removed
by the grantor by delivery to the trustee and the beneficiary of a written notice of
removal, effective not less than ninety (90) days after reeeipu+y the trustee and
the beneficiary eftgggryg the notice, provided that no such resignation or
removal shall be effective until a successor trustee has been duly appointed and
approved by the beneficiary and the grantor and all assets in the trust have been
duly transferred to the new trustee.

(b)

The grantor may have the full and unqualified right to vote any shares of stock in
the trust account and to receive from time to time payments of any dividends or
interest upon any shares of stock or obligations included in the trust account. Any
such interest or dividends shall be either fonrvarded promptly upon receipt to the
grantor or deposited in a separate account established in the grantor's name.

(c)

The trustee may be given authority to invest, and accept substitutions of, any
funds in the account, provided that no investment or substitution shall be made
without prior approval of the beneficiary, unless the trust agreement specifies
categories of investments acceptable to the beneficiary and authorizes the
trustee to invest funds and to accept substitutions which the trustee determines
are at least equal in current fair market value to the assets withdrawn and that
are consistent with the restrictions in
ule
1-63.10(4XaX2).

(d)

The trust agreement may provide that the beneficiary may at any time designate
a party to which all or part of the trust assets are to be transferred. Sueh
tTransfer may be conditioned upon the trustee receiving, prior to or
simultaneously, other specified assets.

(e)

(4)

The trust agreement may provide that, upon termination of the trust account, all
assets not previously withdrawn by the beneficiary shall, with written approval by
the beneficiary, be delivered over to the grantor.

Additional permitted conditions applicable to reinsurance agreements,.
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(a)

A

reinsurance agreement
agreementen*the establishment ef a trust aeeeunt, may contain provisions that:

1.

Require the assuming insurer to enter into a trust agreement and to
establish a trust account for the benefit of the ceding insurer, and
specifying what the agreement is to cover;

@ir

market value and shall eensist enly ef eash
(united states legal tender), eertifieates ef depesit (issued by a united

sf the types permitted by T,G,A, g

b6 3

303 resBeeting permitted
inatien ef the abeve,

Provided that sueh investmerts are-issued by an institutien that is net the
parent,
ieiary The

subsidia

ment is entered inte in eenjunetien with

+-reinsuFanee-egreement eevering risks ether thar life, annuities and
ement may Gentain the previsiens
sueh previsiens in

@
e2.

Require the assuming insurer, prior to depositing assets with the trustee,

to execute assignments or endorsements in blank, or to transfer legal
title to the trustee of all shares, obligations or any other assets requiring
assignments, in order that the ceding insurer, or the trustee upon the
direction of the ceding insurer, may whenever necessary negotiate these
assets without consent or signature from the assuming insurer or any
other entity;
43.

Require that all settlements of account between the ceding insurer and
the assuming insurer be made in cash or its equivalent; and

u.

Stipulate that the assuming insurer and the ceding insurer agree that the
assets in the trust account, established pursuant to the provisions of the
reinsurance agreement, may be withdrawn by the ceding insurer at

anytime-alv time, notwithstanding any other provisions

in

the

reinsurance agreement, and shall be utilized and applied by the ceding
insurer or its successors in interest by operation of law, including without
limitation any liquidator, rehabilitator, receiver or conservator of such
company, without diminution because of insolvency on the part of the
ceding insurer or the assuming insurer, only for the following purposes:
(i)

To pay or reimburse the ceding insurer

i

reinsured under

@
(l)

the

for;-{he--essumipg

rs ef Beneies
reinsuranee agreement beeause ef

The assuminq insurer's share under the specific
reinsurance aqreement of premiums returned. but not
vet recovered from the assuminq insurer. to the owners
of oolicies reinsured under the reinsurance aqreement
because of cancellations of such policies:

(ll)

The assuming insurer's share of surrenders and benefits
or losses paid bv the cedinq insurer pursuant to the

provisions

of the

policies reinsured under

reinsurance aqreement: and
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the

(lll)

Anv other amounts necessarv to secure the credit or
reduction from liabilitv for reinsurance taken bv the
ceding insurer:

and
(i

i)

Te reimburse the eeding inssrer fer the assuming insurer,s share
ef surrenders and benefits er lesses Baid by the eeding insure+
ps+suan+-ls-{h€-p+evisiens ef the pelieies reinsured under the
make pavment

to

the assumino

amount necessarv to secure the credit or reduction from liabilitv
for reinsurance taken bv the cedinq insurer.;
equal te the deduetien, fer reinsuranee eeded, frem the eeding

g'eement, The
ameunts fer Beliey
ing lesses ineurred

nt exBenses and

@
(iv)
(b)

unearned

Te Bay an), ether ameunts the eeding insurer elaims are due

The reinsurance agreement may also contain provisions that:

1.

Give the assuming insurer the right to seek approval from the ceding
rrrhinh ehall nnf ha

ins

r

nr arhilrarilrr

rrrif
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to

withdraw from the trust account all or any part of the trust assets and
transfer those assets to the assuming insurer, provided:

(i)

(ii)

The assuming insurer shall, at the time of withdrawal, replace the
withdrawn assets with other qualified assets having a current fair
market value equal to the market value of the assets withdrawn
so as to maintain at all times the deposit in the required amount;
or
After withdrawal and transfer, the current fair market value of the
trust account is no less than one hundred two-l€2 percent
(02%\ of the required amount.

The eeding insurer shall net unreasenably er-arbitrarily withheld

its

eppr€val=
2

Provide fon the return of anv am
amounts required for Rule 0780-01-63-.10(4XaX4), and for interest
pavments at a rate not in excess of the prime rate of interest on such
amounts:

(i)

The return ef any ameunt withdrawn in exeess ef the aetual

i
(ii)

tare

lnterest Bayments, at a rate net in exeess ef the Brime rate ef
interest, en the ameunts held pursuant te subBart ( lXa)S, (iii),
abgve=
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3.

Permit the award by any arbitration panel

jurisdiction of:

(i)

lnterest

at a rate

or court of

different from that provided

fiXO)Zd+r) p arI 2, above_;

(ii)
(iii)
(iv)
(c)

competent

in

subBe#

Court of arbitration costsr;
Attorney's fees;; and
Any other reasonable expenses.

Financial reporting.

A trust agreement may be used to reduce any liability for reinsurance ceded to
an unauthorized assuming insurer in financial statements required to be filed with

this department in compliance with the provisions of this chapter

when

established on or before the date of filing of the financial statement of the ceding
insurer. Further, the reduction for the existence of an acceptable trust account
may be up to the current fair market value of acceptable assets available to be
withdrawn from the trust account at that time, but such reduction shall be no
greater than the specific obligations under the reinsurance agreement that the
trust account was established to secure.

(d)

Existing agreements.

Notwithstanding the effective date of this chapter, any trust agreement or
underlying reinsurance agreement in existence prior to the effective date of this
chapter will continue to be acceptable until January 1,1€9629lg, at which time
the agreement will have to be in full compliance with this chapter for the trust
agreement to be acceptable.

(e)

The failure of any trust agreement to specifically identify the beneficiary as
defined in paragraBh (1) ef this rule Rule 0780-01-63-.10(1) shail not be
construed to affect any actions or rights which the commissioner may take or
possess pursuant to the provisions of the laws of this state.

Authority: T.C.A. SS 56-2-208 , 56-2-209, and 56-2-301.
0780-0 1 -63 -.$1 1 Letters of Credit Qualified Under Rute 0780-0 1 -63-. 099

(1)

The letter of credit must be clean,
irrevocable and unconditional and issued or confirmed by a qualified United States
financial institution as defined in T.C.A. S 56-2-209(c). Eaeh-The letter of credit shall
contain an issue date and expiration date and shall stipulate that the beneficiary need
only draw a sight draft under the letter of credit and present it to obtain funds and that no
other document need be presented. The letter of credit shall also indicate that it is not
subject to any condition or qualifications outside the letter of credit. ln addition, the letter
of credit itself shall not contain reference to any other agreements, documents or entities,
except as provided ;6 sugBe+ag+aph{9Xa}Rule 0780-01-63-.11(8Xa), below. As used in
this rule, "beneficiary" means the domestic insurer for whose benefit the letter of credit
has been established and any successor of the beneficiary by operation of law. lf a court
of law appoints a successor in interest to the named beneficiary, then the named
beneficiary includes and is limited to the court appointed domiciliary receiver (including
conservator, rehabilitator or liquidator).

(2)

The heading of the letter of credit may include a boxed section which contains the name
of the applicant and other appropriate notations to provide a reference for the letter of
credit. The boxed section shall be clearly marked to indicate that such information is for
internal identification purposes only.
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(3)

The letter of credit shall contain a statement to the effect that the obligation of the
qualified United States financial institution under the letter of credit iJ in no way
contingent upon reimbursement with respect thereto.

(4)

The term of the letter of credit shall be for at least one (l) year and shall contain an
"evergreen clause" which prevents the expiration of the letter of credit without due notice
from the issuer. The "evergreen clause" shall provide for a period of no less than thirty
(30) days: notice prior to expiration date or nonrenewal.

(5)

The letter of credit shall state whether it is subject to and governed by the laws of this
state or the Uniform Customs and Practice for Documentary Credits of the lnternational
Chamber of Commerce
Standbv Practices of thg lnternational Chamber of Commerce Publication 590 flSpgg), or
anv successor publication, and all drafts drawn thereunder shall be presentable at an
office in the United states of a qualified United state financial institution.

(6)

lf the letter of credit is made subject to the Uniform

Customs and Practice for
Documentary Credits of the lnternational Chamber of Commerce (Publication 4Q00) or
llntgrna-ti=onal Standbv practices of the lnternational Chamber of Commerce publicaiion
590 (lSP98), or anv successor publication, th€n the letter of credit snail speciticatty

addressand@foranextensionoftimetodrawagainsttheletterof

credit in the event that one or more of the occurrences specified in Article 3619 of
Publication 6400 occur.

Og)

lf the letter of credit is issued by a United States financial institution authorized to issue
letters of credit by the laws under which it was organized, other than a qualified United
States financial institution as defined in T.C.A. S 56-2-209(c), then the following additionat
requirements shall be met:
(a)

The issuing qualified United States financial institution shall formally designate
the confirming qualified United States financial institution as its agent for the
receipt and payment of the drafts, and

(b)

(gg)

The "evergreen clause" shall provide for thirty (30) days notice prior to expiration
date or nonrenewal.

Reinsuranceagreementprovisions.

(a)

The reinsurance agreement in conjunction with which the letter of credit

is

obtained may contain provisions which:
1

Require the assuming insurer to provide letters of credit to the ceding
insurer and specify what they are to cover.

2.

Stipulate that the assuming insurer and ceding insurer agree that the
letter of credit provided by the assuming insurer pursuant to the
provisions of the reinsurance agreement may be drawn upon at any time,
notwithstanding any other provisions in the agreement, and shall be
utilized by the ceding insurer or its successors in interest only for one or
more of the following reasons:

(i)

To pav or reimburse the cedinq insurer for:

(l)

The assuminq insurer's share under the soecific
reinsurance aqreement of premiums returned, but not
vet recovered from the assuming insurers. to the owners
26

of policies reinsured under the reinsurance aqreement
on account of cancellations of such policies:

reinsurance agreement: and

(lll)

Anv other amounts necessarv to secure the credit or
reduction from liabilitv for reinsurance taken bv the
cedinq insurer:

(ii)

Where the letter of credit will expire without renewal or be
reduced or replaced bv a letter of credit for a reduced amount
and where the assuming insurer's entire oblioations under the
reinsurance aqreement remain unliquidated and undischarqed
ten (10) davs prior to the termination date, to withdraw amounts
equal to the assumino insurer's share of the liabilities. to the
extent that the liabilities have not vet been funded bv the
assuming insurer and exceed the amount of anv reduced or
replacement letter of credit, and deposit of those amounts in a
separate account in the name of the cedinq insurer in a qualified
U.S. financial institution apart from its qeneral assets. in trust for
srreh uses a
ourDoses as snecifiecl tn R le 0780-01-63.11(8XaX2Xi) as mav remain after withdrawal and for anv period
after the termination date.

(i)

Te reimburse the eeding insurer fer the assuming insurer's share
ieies reinsured under
the reinsuranee
h
poti€iesi

ag

(ii)

Te reimburse the eeding insurer fer the assuming insurer's share
ef surrenders and benefits er lesses Baid by the eeding insurer
ieies-+einsured under

@
(iir)

fe tuna an
equal{e-the-CeCuctien, fer reinsuranee eeded, frem the eeding
insurer's liabilities fer pelieies eeded under the agreement (sueh
iev

resenrcs}-anC

(iv)
3.

Te pay any ether ameunts the eeding insurer elaims are due

All of the foregoing provisions of subparagraph (a) should be applied
without diminution because of insolvency on the part of the ceding
insurer or assuming insurer.

(b)

Nothing contained in subparagraph (a), above, shall preclude the ceding insurer
and assuming insurer from providing for:

1.

An interest payment, at a rate not in excess of the prime rate of interest,
Rule 0 780-01on the amounts held pursuant
63-.11(8XaX2); anClor
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2.

The return of any amounts drawn on the letters of credit in excess of the
actual amounts required for the above
(ivi.aOevq any amounts that are subsequenfly determined not to be

orj@

due.

(e)

When a letter ef eredit is ebtained in eenjunetien with a reinsu+anee agreement
insu+an€e

"Trust Agreement" whieh may be ineerperated inte the reinsuranee agreement er

@

unautherized assuming insurer

in rinaneial statemerts required te be filed with

an the speeifie ebligatien under the

this

reinsuranee

nded te seeure

Authority: T.C.A. SS 56-2-208. 56-2-209,and 56-2-301.
0780-01-63-.1 1 12 Other Security.

A ceding insurer may take credit for unencumbered funds withheld by the ceding insurer in the
United States subject to withdrawal solely by the ceding insurer and under its exclusive control.

Authority: T.C.A. SS 56-2-208, 56-2-209,and 56-2-301.
0780-01 -63-.{21 3 Reinsurance Contract.

(4f-Credit

will not be granted, nor an asset or reduction from liabilitv allowed, to a ceding
insurer for reinsurance effected with assuming insurers meeting the requirements of Rule 078001-63-.03, Rule 0780-01-63-.04, Rule 0780-01-63-.05, Rule 0780-01-63-.06, Rule 0780-01-63-.07
or Rule 0780-01-63-.08! ef+his-ehapter-or othenryise in compliance with T.C.A. $$ 56-2-208 and
56-2-209 after the adoption of this chapter unless the reinsurance agreement:

(a)l--(l)_lncludes

a proper insolvency clause, which stipulates

directlv to liquidator or successor without diminution reqardless of the status of
the cedinq companv, pursuant to T.C.A. g 56-2-207; and

(bi-(Q_lncludes

a provision pursuant to T.C.A. S 56-6-208(6)lU whereby the assuming
insurer, if an unauthorized assuming insurer, has submitted to the jurisdiction of
an alternative dispute resolution panel or court of competent jurisdiction within
the United States, has agreed to comply with all requirements necessary to give
such court or paneljurisdiction, has designated an agent upon whom service of
process may be effected, and has agreed to abide by the final decision of the
court or panel,: angl

(3)

lncludes a proper reinsurance intermediary clause, if applicable, which stipulates that the
credit risk for the intermediarv is carried bv the assuminq insurer.

Authority: T.C.A. SS 56-ru+56-2-208{6), 56-2-209(e}, and 56-2-301
0780-01 -63-.{31 4 Contracts Atfected.

All new and renewal reinsurance transactions entered into after the effective date of this chapter
shall conform to the requirements of this ehapter in add

28

@in€u{€n€e

T.C.A. $$ 56-2-207, 56-2-208. and 56-2-209 and this chapter

if credit is to be qiven to the cedinq insurer for such reinsurance.

Authority: T.C.A.

SS 56-2-207, 56-2-208. 56-2-209(e), and 56-2-301.

0780-0 1 -63 -.141 5 Severability.

lf any provision of this chapter, or

invalid. the remainder

of the chapter, and the application of the provision to persons

circumstances other than those to which it is held invalid. shall not be affected.

Authority: T.C.A.

SS 56-2-208.

56-2-209(4. and 56-2-301.
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APPENDIX A: FORM AR-1

FORM AR-1

CERTIFICATE OF ASSUMING INSURER
(nnme of offiner)

of officer)

af

- f.hc

assrrmino

/name nf qssrr mins insrrrer)

under a reinsurance agreement with one or more insurers domiciled in
.

(name of sf.efe)

herehv earfiffr

1t'Aecrrm

(nnmc of essrrminq inqrrrar\

g Tnsrrrer"\'

1 Suhmits f.n fhp i urisdicfion of env corrrt nf nnmnpfonf iurisdiction in
(cedino insrrrer's

te of domicile)

for the adiudication of anv issues arising out of the reinsurance agreement. aErees to complv with all
requirements necessary to eive such court iurisdiction. and will abide bv the final decision of such court or anv
appellate court in the event of an appeal. Nothing in this oaraeraph constitutes or should be undercto,o,d to
constitute a waiver of AssuminE Insurer's rights to commence an action in anv court of competent iurisdiction in
the United States. to remove an action to a United States District Court. or to seek a transfer of a case toanother court as permitted bv the laws of the United States or of an]' state in the United States. This paraeraph
is not intended to conflict with or override the oblieation of the parties to the reinsurance aereement to arbitrate

their disnutes ifsuch an oblieation is created in the aEreement.
2. DesiEnates the Tnsrrra

Commissioner of
/cedino in

state of domicile)

its lawful attornev upon whom mav be served an]r lawful orocess in anv action. suit or proceeding arisins out
of the reinsurance aereement instituted bv or on behalf of the ceding insurer.
as

3. Submits to the authority of the Insurance Commissioner

of

to examine

(cedino

s state of domicile)

its books and records and agrees to bear the expense ofanv such examination.
4 Srrhmifs wifh fhie fn'-

cutrent list of insrrrers dominilad in
(cedinr"

state of domicile)

reinsured bv Assuming Insurer and undertakes to submit additions to or deletions from the list to the Insurance
Commissioner at least once per calendar ouarter.

T)o

torl
(ngme of essrrminq insrrrad

/ncmp nf nffieor\

/fif.le of offincr)
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APPENDIX C: FORM CR-S
Form CR.S - PART I - SECTION r
Reinsuance Assumed Life Insurance, Arnuities, Ileposit Funde and Other Liabilities
-Beinsured
Without Life or Diaalrility Contingenciee, end Relatcd Benefitg Urt€d by
Company a" oioecernter ar, Current
5

yeu

t0

ID

Form CR-S * PABT 1 - SECTION 2
Beirsuance Aeeumed Accident and Health lnsuralce Listed by Rcineured Company

as

of December Bl,

Cment yesr

rdtuu

ID
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APPENDIX C: FORM CR-S (continued)
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APPENDIX D: FORM CR-1

FORM CR.l
CERTIFICATE OF CERTIFIED REINSI]RER
T

(name of officer)
(nqme nf
rrndaf

o -^i-

aoroamantl

(ti
insrrrer)

e

s'i+h ^-^

of offrcer)

mnra incrrvo.c

rl^-i.;l^,t

in

(,A
(name of
'I

-

Suhmits to the iurisdiction ofanv

ng Tnsrrrert''l

insurer)
of comoetent iurisdiction i
lcpdino

incrrravto

stntp of dominila\

their disputes ifsuch an oblisation is created in the agreement.
2. Desisnates the

Commissioner of
/nar{ino i

sf

aia nf rlnminila\

its lawful attornev upon whom mav be served anv lawful process in anv action, suit or proceedins arising out
ofthe reinsurance aEreement instituted bv or on behalfofthe cedins insurer.
as

3. Aerees to provide securitv in an amount equal to 100% of liabilities attributable to U.S. cedine insurers if
resists enforcement of a final U.S. iudement or properlv enforceable arbitration award.

it

4. Asrees to provide notification

within 10 davs of any resulatorv actions taken asainst it. anv chanse in the
nrovisions of its domiciliarv license or anv change in its ratine by an approved ratine aEencv. includinE a
statement describing such chanses and the reasons therefore.
5. Aerees to annuallv file information comparable to relevant provisions of the NAIC financial statement for use
bv insurance markets in accordance with lcite relevant provision of the state equivalent of the Credit for

Reinsurance Model Reeulationl.

6. Agrees to annuallv file the report of the independent auditor on the financial statements of the insurance
enterprise.
7. AErees to annually file audited financial statements. resulatorv filinEs. and actuarial opinion in accordance
with lcite relevant provision of the state equivalent of the Credit for Reinsurance Model ReEulationl.
8. Agrees to annuallv file an updated list of all disputed and overdue reinsurance claims reeardins reinsurance
assumed from U.S. domestic cedins insurers.
9. Is in good standine as an insurer or reinsurer with the supervisor

ofits domiciliarv iurisdiction.
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(name of nssrrmino insrrror)

BY
(name of officer)

(title ofofficer)
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