State of Tennessee
PUBLIC CHAPTER NO. 452

HOUSE BILL NO. 1300
By Mr. Speaker Casada, Representative Ogles
Substituted for: Senate Bill No. 1157
By Senator Jackson

AN ACT to amend Tennessee Code Annotated, Title 56, relative to captive insurance.
BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 56-13-103(e), is amended by deleting
the subsection and substituting the following:

(e) If the commissioner is satisfied that the documents and statements filed by an
applicant captive insurance company comply with this chapter, then the commissioner
may grant a license authorizing it to do insurance business in this state. The
commissioner may make the license effective as of any date on or before the date the
license is signed as long as the effective date is no earlier than the date of incorporation
of the applicant captive insurance company.

SECTION 2. Tennessee Code Annotated, Section 56-13-104, is amended by
designating the existing language as subsection (a) and adding the following as a new
subsection:

(b) A license issued pursuant to this chapter is a "Certificate of Authority"”.

SECTION 3. Tennessee Code Annotated, Section 56-13-105, is amended by deleting
subsection (¢) and substituting the following:

(©

(1) Capital and surplus required under subsection (a) must be in the form
of cash, cash equivalent, marketable securities, or an irrevocable letter of credit
issued by a bank approved by the commissioner.

(2) Marketable securities must consist of bonds of the United States, or
any agency or instrumentality of the United States, which have been included in
the three (3) highest grades by any of the recognized securities rating firms,
bonds of this state, or bonds publicly issued by any solvent institution created or
existing under the laws of the United States or any state of the United States,
which have been included in the three (3) highest grades by any of the
recognized securities rating firms.

(3) Captive insurance companies using marketable securities to meet the
capital and surplus requirements of subsection (a) shall file with the
commissioner a certificate of an official with whom the securities are deposited,
stating the time and amount, and that the official is satisfied that they are worth
the amount required under subsection (a) and that the deposit is made with the
official by the company for the protection of all policyholders and creditors.

(4) Notwithstanding subdivision (c)(1), the commissioner may decline to
accept as a deposit any specific issue of securities that the commissioner has

determined may not provide the necessary protection to policyholders and
creditors.

SECTION 4. Tennessee Code Annotated, Section 56-13-112, is amended by deleting
subsection (d) and substituting the following:
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(d) Except where specifically provided otherwise, insurance by a captive
insurance company of any workers' compensation or accident and health qualified self-
insured plan of its parent and affiliates, and the assumption of risk by a captive
insurance company under any service contract issued by a parent or affiliate, is deemed
to be reinsurance.

SECTION 5. Tennessee Code Annotated, Title 56, Chapter 13, Part 1, is amended by
adding the following as a new section:

56-13-118.

(a) No captive insurance company shall make any material change or changes to
its plan of operation until the department has approved the change or changes.

(b) Each subsequent material change of plan of operation filed during each year
is subject to the fee described in § 56-4-101(a)(8).

(c) For purposes of this section and § 56-4-101(a)(8), the "plan of operation" and
"business plan" have the same meaning.

(d) A change in any information filed with the application that does not constitute
a material change, or a change otherwise requiring commissioner approval, must be
filed with the commissioner within thirty (30) days, but does not require prior approval
under this section.

SECTION 6. Tennessee Code Annotated, Section 56-13-120, is amended by
designating the existing language as subsection (a) and adding the following as a new
subsection:

(b) Section 56-13-103(c)(3) applies to any action taken by the commissioner
pursuant to this section.

SECTION 7. Tennessee Code Annotated, Title 56, Chapter 13, Part 1, is amended by
adding the following as a new section:

(a) For purposes of this section:

(1) "Foreign" means outside the United States, its territories, or
possessions;

(2) "Foreign currency” means currency issued by a government outside
the United States that is recognized by the United States as a legitimate
government-issued currency and freely exchangeable with United States
currency; and

(3) "Foreign securities” means securities that are ordinarily traded on an
exchange outside the United States.

(b) A captive insurance company or an individual cell of a captive insurance
company may, with the approval of the commissioner, include within its plan of operation
that the company will:

(1) Receive payments of premium in a specified foreign currency or
foreign securities and will pay claims on insured losses in a specified currency or
foreign securities;

(2) Authorize the payment of claims in a specified foreign currency or
foreign securities; and

(3) Hold foreign currency or foreign securities as surplus for the payment
of future claims.

_ (c) In determining the exchange rate between United States currency and the
foreign currency or foreign securities, the captive insurance company shall identify in its
approved plan of operation a publicly available and reliable exchange rate index. If the
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exchange rate index identified in the plan of operation is not available, then the
commissioner must determine the appropriate exchange rate for the purpose of
calculating the amount of premium tax due.

(d) For the purpose of calculating the amount of premium tax due under § 56-13-
114, a policy issued by a captive insurance company payable in foreign currency or
foreign securities is deemed to be of an equivalent value in United States currency as of
the date that coverage is bound and is payable in United States currency when due
under § 56-13-114.

(e) For captive insurance companies and protected cells that have received
permission pursuant to subsection (b), all reports required to be filed pursuant to § 56-
13-108 must be converted to United States currency for the reporting period covered by
the annual report.

SECTION 8. Tennessee Code Annotated, Section 56-13-204(1)(A), is amended by
deleting the subdivision and substituting the following:

(A) A protected cell captive insurance company may establish one (1) or more
protected cells if the commissioner has approved in writing a plan of operation or
amendments to a plan of operation submitted by the protected cell captive insurance
company with respect to each protected cell. A plan of operation must include, but is not
limited to, the specific business objectives and investment guidelines of the protected
cell. However, the commissioner may require additional information in the plan of
operation. The commissioner may make the approval of a plan of operation or
amendments to a plan of operation effective as of any date on or before the date the
approval is signed as long as the effective date is no earlier than the date on which the
plan of operation or amendments to the plan of operation were filed with the department;

SECTION 9. Tennessee Code Annotated, Section 56-13-204(1)(E), is amended by
deleting the subdivision and substituting the following:

(E) An incorporated protected cell may be organized and operated in any form of
business organization authorized by the commissioner, including, but not limited to, an
individual series of a limited liability company as provided for in title 48, chapter 249.
Each incorporated protected cell of a protected cell captive insurer must be treated as a
captive insurer for purposes of this chapter and has the power to enter into contracts,
including an individual series of a limited liability company. Unless otherwise permitted
by the organizational documents of a protected cell captive insurer, each incorporated
protected cell of the protected cell captive insurer must have the same directors,
secretary, and registered office as the protected cell captive insurer;

SECTION 10. Tennessee Code Annotated, Section 56-13-204, is amended by adding
the following as new subdivisions:

(17) Biographical affidavits are not required for participants in unincorporated
cells. However, biographical affidavits are required for owners of incorporated cells,
including series members of a series LLC; and

(18) A protected cell captive insurance company formed or licensed under this
chapter may establish and operate both unincorporated and incorporated protected
cells.

SECTION 11. Tennessee Code Annotated, Section 56-13-209, is amended by
redesignating the current subsection (d) as subsection (e) and adding the following as a new
subsection (d):

(d) With the consent of the affected protected cell captive insurance company or
companies, the owners or the participants of the protected cells, and the commissioner,
an individual protected cell of a captive insurance company may merge or otherwise
combine assets and liabilities with another individual protected cell of a protected cell
captive insurance company. The commissioner may require the affected protected cell
captive insurance companies and the individual protected cells to make necessary
changes to their business plans, organizational documents, participation agreements, or
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other governing documents prior to approving the change in affiliation. The formation
date of a protected cell that merges or otherwise combines assets and liabilities with
another protected cell captive insurance company is the date of the original formation of
the surviving protected cell. The surviving protected cell must acquire all of the assets
and liabilities, including outstanding insurance liabilities, of the merging protected cell. A
hearing is not required for mergers of protected cells effectuated under this section.

SECTION 12. This act shall take effect upon becoming a law, the public welfare
requiring it.
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