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Pursuant to T.C.A. § 4-5-208, the Commissioner of Commerce and Insurance is authorized to promuigate
emergency rules in the event that the rules are required by an enactment of the general assembly within a
prescribed period of time that precludes utilization of rulemaking procedures described elsewhere in T.C.A. Title

4, Chapter 5, for the promulgation of permanent rutes.

Chapter 680 of the Public Acts of 2012 (Act), amends the permissible methods insurers may hoid securities.
The Commissioner is authorized to promulgate rules in order to establish the standards for national barks, state
banks, federal home loan banks, trust companies, and broker/dealers to qualify as custodians for insurance
company securities. The Act becomes effective on July 1, 2012 and the public chapter was signed into law by
the Governor on April 4, 2012. There is not enough time to go through a notice of rulemaking hearing before
July 1, 2012. Furthermore, Section 5 of the Act expressly authorizes the Commissioner of Commerce and
Insurance to promulgate emergency rules to implement this act.

These rules are necessary for the Commissioner of Commerce and Insurance to establish the standards for
national banks, state banks, federal home loan banks, trust companies, and broker/dealers to qualify as
custodians for insurance company securities after the Chapter 680 of the Public Acts of 2012 becomes effective
on July 1, 2012.

The July 1, 2012 effective date did not provide adequate time to conduct a notice of rulemaking hearing before
the Act becomes effective. Due to the length of time necessary to complete the rulemaking process in Chapter
880 of the Public Acts of 2012 to promulgate rules for the standards of qualified custodians, these emergency
rules are required in order for the Commissioner of Commerce and Insurance fo comply with the enactment of
Legislature and to ensure that the Commissioner of Commerce and Insurance has the resources necessary to
_implement the Act. The Commissioner of Commerce and Insurance will promptly conduct a rulemaking hearing
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[to consider comments on the adoption of these as permanent rules. o
!

Rule(s} Revised (ALL chapters and rules contained in filing must be listed here. If needed, copy and paste
additional tables to accommadate multiple chapters. Please enter only ONE Rule Number/RuleTitle per row)

e ———

Chapter Chapter Title
Number -
0780-01-46 Permissible Methods of Holding Securities and Securities to be Deposited with the

Department of Commerce and Insurance

Rule Number Rule Title

0780-01-46-,01 Purpose

0780-01-46-.02 | Definitions

0780-01-46-.03 Permissible Methods of Holding Securities
0780-01-46-.04 | Securities Held on Deposit with the Commissioner

e —————

Appendix A Custodial Agreement
Appendix B Custodian Affidavit A
Appendix C Custodian Affidavit B
| Appendix D Custodian Affidavit C
0780-01-46
Permissible Methods of Holding Securities and Securities to be Deposited with the Department of Commerce and
Insurance
Amendment

Chapter 0780-01-46 Permissible Methods of Holding Securities and Securities to be Deposited with the
Department of Commerce and Insurance is amended by deleting the current language of the Chapter in its
entirety and replacing it with the language below:

0780-01-46
Regulations on Custodial Agreements and the Use of Clearing Corporations

Table of Contents

0780-01-46-.01 Definitions

0780-01-46-.02 Custody Agreement; Requirements
0780-01-46-.03 Deposit with Affiliates; Requirements
Appendix A Form A Custodian Affidavit
Appendix B Form B Custodian Affidavit
Appendix C Form C Custodian Affidavit

Rule 0780-01-46-.01 Definitions
When used in this Chapter, the term:

0] “Agent’ means a national bank, state bank, federal home loan bank, trust company or
broker/dealer that maintains an account in its name in a clearing corporation or that is a member
of the Federal Reserve System and through which a custodian participates in a clearing
corporation, including the Treasury/Reserve Automated Debt Entry Securities System (TRADES)
or Treasury Direct systems, except that with respect to securities issued by institutions organized
or existing under the laws of a foreign country or securities used to meet the deposit requirements
pursuant to the laws of a foreign country as a condition of doing business therein, “agent” may
include a corporation that is organized or existing under the laws of a foreign country and that is

legally qualified under those laws to accept custody of securities.
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(2) “Clearing corporation” means a clearing corporation as defined in Section 8-102(a)(5) of the

Uniform Commercial Code, as adopted by the National Conference of Commissioners on Uniform
at is organized for
zed book-entry, except that with
laws of a foreign
laws of a foreign
country as a condition of doing business therein, “clearing corporation” may include a corporation
is legally qualified
under those laws to effect transactions in securities by computerized book-entry. Clearing
corporation also includes “Treasury/Reserve Automated Debt Entry Securities System” and
.C. § 3100 et seq.,

State Laws and the American Law Institute, as amended from time to time, th
the purpose of effecting transactions in securities by computeri
respect to securities issued by institutions organized or existing under the

country or securities used to meet the deposit requirements pursuant o the

that is organized or existing under the laws of a foreign country and which

“Treasury Direct” book-entry securities systems established pursuant to 31 US
12 U.S.C. pt. 391 and 5 U.S.C. pt. 301.

(3) “Custodian” means:

(8) A national bank, state bank, federal home loan bank or trust company that shall at all times
during which it acts as a custodian pursuant to this Chapter be no less than adequately
capitalized as determined by the standards adopted by the regulator cha
establishing standards for, and assessing, the institution’s solvency and that is regulated by
either federal or state banking laws or the Federal Home Loan Bank Act, as amended, or isa

accept custody of

securities in accordance with the standards set forth below, except that with respect to
foreign country, or
foreign country as
or trust company
incorporated or organized under the laws of a country other than the United States that is
regulated as such by that country's government or an agency thereof that shali at all times
during which it acts as a custodian pursuant to this Chapter be no less than adequately
capitalized as determined by the standards adopted by international banking authorities and

member of the Federal Reserve System and that is legally qualified to
securities issued by institutions organized or existing under the laws of a

securities used to meet the deposit requirements pursuant to the laws of a
a condition of doing business therein, “custodian” may include a bank

that is legally qualified to accept custody of securities; or

(b) A broker/dealer that shall be registered with and subject to jurisdictidn of

the Securities and

Exchange Commission, maintains membership in the Securities Investor P

Corporation, and has a tangible net worth equal to or greater than two hundred fifty million

doltars ($250,000,000),

(4) wCustodied securities” means securities held by the custodian or its agent or in a clearing
corporation, including the Treasury/Reserve Automated Debt Equity . Securities System

(TRADES) or Treasury Direct systems.

(5) “Tangible net worth” means shareholders equity, less intangible assets, as reported in the
13 or 15(d) of the
Securities Exchange Act of 1934 (SEC Form 10-K) filed with the Securities and Exchange

broker/dealer's most recent Annual or Transition Report pursuant to Section

Commission.

6) “Treasury/Reserve Automated Debt Entry Securities System” (“TRADES") and "“Treasury Direct”
mean the book entry securities systems established pursuant to 31 US.C. § 3100 et seq., 12
U.S.C. pt. 391 and 5 U.S.C. pt. 301. The operation of TRADES and Treasury Direct are subject

to 31 C.F.R. pt. 357 et seq.

{7) “Security” has the same meaning as that defined in Section 8-102(a)(15), as adopted by the
National Conference of Commissioners on Uniform State Laws and the American Law Institute, of

the Uniform Commercial Code, as amended from time fo time.

(8) sggcurities’ certificate” has the same meaning as that defined in Section 8-102{a)(16), as adopied
by the National Conference of Commissioners on Uniform State Laws and the American Law

Institute, of the Uniform Commercial Code, as amended from fime to time.

Authority; Acts 2012, ch. 680, T.C.A. § 56-3-901, et seq., T.C.A. § 56-2-301 and T.C.A. § 56-2-
$8-7040 (October 2011) 3
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Rule 0780-01-46-.02 Custody Agreement; Requirements

(N An insurance company may, by written agreement with a custodian, provide for the custody of its
securities with that custodian. The securities that are the subject of the agreement may be held
by the custodian or its agentorin a clearing corporation.

(2) The agreement shall be in writing and shall be authorized by a resolution of the board of directors
of the insurance company or of an authorized committee of the board. The terms of the
agreement shall comply with the following:

(a) Securities’ certificates held by the custodian shall be held separate from the securities’
certificates of the custodian and of all of its other customers.

(b) Securities held indirectly by the custodian and securities in a clearing corporation shall be
separately identified on the custodian's official records as being owned by the insurance
company. The records shall identify which securities are held by the custodian or by its agent
and which securities are in a clearing corporation. if the securities are in a clearing
corporation, the records shall also identify where the securities are and, if in a clearing
corporation, the name of the clearing corporation and if through an agent, the name of the
agent.

(¢) Ali custodied securities that are registered shall be registered in the name of the company or
in the name of a nominee of the company or in the name of the custodian or ifs nominee or, if
in a clearing corporation, in the name of the clearing corporation or its nominee.

(d) Custodied securities shall be held subject to the instructions of the insurance company and
shall be withdrawable upon the demand of the insurance company except that custodied
securities used to meet the deposit requirements set forth in TCA §§ 56-2-104, 56-3-904 and
£6-3-905 of this Insurance Law shali, to the extent required by those sections, be under the
contro! of the Department of Commerce and Insurance and shall not be withdrawn by the
insurance company without the approval of the Department of Commerce and Insurance.

(e) The custodian shall be required to send or cause to be sent to the insurance company a
confirmation of all fransfers of custodied securities to or from the account of the insurance
company. In addition, the custodian shall be required to furnish no less than monthly the
insurance company with reports of holdings of custodied securities at times and containing
information reasonably requested by the insurance company. The custodian's trust
committee's annual reports of its review of the insurer's trust accounts shall also be provided
to the insurer. Reports and verifications may be transmitted in electronic or paper form,

(f) During the course of the custodian’s regular business hours, an officer or employee of the
insurance company, an independent accountant selected by the insurance company and a
representative of an appropriate regulatory body shall be entitled to examine, on the
premises of the custodian, the custodian's records relating to custodied securities, but only
upon furnishing the custodian with written instructions to that effect from an appropriate
officer of the insurance company.

(g) The custodian and its agents shall be required to send to the insurance company.

1. All reports which they receive from a clearing corporation on their respective systems of
internal accounting control, and

2. Reports prepared by outside auditors on the custodian's or its agent’s internal accounting
control of the custodied securities that the insurance company may reasonably request.

{h) The custodian shall maintain records sufficient to determine and verify information relating to
custodied securities that may be reported in the insurance company's annual statement and
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supporting schedules and information required in an audit of the financial statements of the
insurance company.

(i} The custodian shall provide, upon written request from an appropriate officer of the insurance
company, the appropriate affidavits, substantially in the form of Forms A, B or C as found in
Appendices A, B, and C of this regulation, with respect to custodied securities.

() A national bank, state bank, federal home loan bank or trust company shali secure and
maintain insurance protection in an adequate amount covering the bank’s or trust company’s
duties and activities as custodian for the insurer's assets, and shail state in the custody
agreement that protection is in compliance with the requirements of the custodian’s hanking
regulator. A broker/dealer shall secure and maintain insurance protection for each insurance
company’s custodied securities in excess of that provided by the Securities Investor
Protection Corporation in an amount equal to or greater than the market value of each
respective insurance company's custodied securities. The commissioner may determine
whether the type of insurance is appropriate and the amount of coverage s adequate.

(k) The custodian shall be obligated to indemnify the insurance company for any loss of
custodied securities occasioned by the negligence or dishonesty of the custodian’s officers or
employees, or burglary, robbery, holdup, theft, or mysterious disappearance, including loss
by damage or destruction.

() In the event that there is a loss of custodied securities for which the custodian shall be
obligated to indemnify the insurance company as provided in subparagraph (k) above, the
custodian shall promptly replace the securities or the value thereof and the value of any loss
of rights or privileges resuiting from the loss of securities.

(m) The agreement may provide that the custodian will not be liable for a failure to take an action
required under the agreement in the event and to the extent that the taking of the action is
prevented or delayed by war (whether declared or not and including existing wars),
revolution, insurrection, riot, civil commotion, act of God, accident, fire, explosion, stoppage of
jabor, strikes or other differences with employees, laws, regulations, orders or other acts of
any governmental authority, or any other cause whatever beyond its reasonable control.

(n) In the event that the custodian gains entry in a clearing corporation through an agent, there
shall be an agreement between the custodian and the agent under which the agent shall be
subject to the same Hability for loss of custodied securities as the custodian. However, if the
agent shall be subject to regulation under the laws of a jurisdiction that is different from the
jurisdiction the laws of which regulate the custodian, the Commissioner of [nsurance of the
state of domicile of the insurance company may accept a standard of liability applicable to the
agent that is different from the standard of liability applicable to the custodian.

(0) The custodian shall provide written notification to the insurer's domiciliary commissioner if the
custodial agreement with the insurer has been terminated or if 100% of the account assets in
any one custody account have been withdrawn. This notification shall be remitted to the
insurance commissioner within three (3) business days of the receipt by the custodian of the
insurer's written notice of termination or within three (3) business days of the withdrawa! of
100% of the account assets.

Authority: Acts 2012, ch. 680 and T.C.A. § 56-3-901, ef seq., T.C.A. § 56-2-301 and T.C.A. § 56-2-104.
Rule 0780-01-46-.03 Deposit With Affiliates; Requirements

(1) Nothing in this Chapter shail prevent an insurance company from depositing securities with another
insurance company with which the depositing insurance company is affiliated, provided that the
securities are deposited pursuant o a written agreement authorized by the board of directors of the
depositing insurance company of an authorized committee thereof and that the receiving insurance
company Is organized under the laws of one of the states of the United States of America or of the
District of Columbia. If the respective states of domicile of the depositing and receiving insurance
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companies are not the same, the depositing insurance company shall have given notice of the
deposit to the insurance commissioner in the state of its domicile and the insurance commissioner
shall not have objected to it within thirty (30) days of the receipt of the notice.

(2) The terms of the agreement shall comply with the following:

{a) The insurance company receiving the deposit shall maintain records adequate to identify and
verify the securities belonging to the depositing insurance company.

(b) The receiving insurance company shall allow representatives of an appropriate regulatory
body to examine records relating to securities held subject to the agreament.

(c) The depositing insurance company may authorize the receiving insurance company:

1. To hold the securities of the depositing insurance company in bulk, in certificates issued
in the name of the receiving insurance company or its nominee, and to commingle them
with securities owned by other affiliates of the receiving insurance company, and

2. To provide for the securities to be held by a custodian, including the custodian of
securities of the receiving insurance company or in a clearing corporation.

Authority: Acts 2012, ch. 680 and T.C.A. § 56-3-901, et seq., T.C.A. § 56-2-301 and T.C.A. § 56-2-104.
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APPENDIX A
FORM A
CUSTODIAN AFFIDAVIT

{For use by a custodian where securities entrusted to its care have not been redeposited elsewhere.}

STATE OF }
) 8s.
COUNTY OF )
_ being duly sworn deposes and says that he or she is
of , a corporation organized under
and pursuant to the laws of the with the principal place of business at

(hereinafter called the “corporation”):

That his or her duties involve supervision of activities as custodian and records relating thereto,

That the corporation is custodian for certain sécurities of
having a place of business at (hereinafter
called the “insurance company") pursuant to an agreement between the corporation and the insurance company,

That the schedule attached hereto is a true and complete statement of securities (other than those caused to be
deposited with The Depository Trust Company or like entity or a Federal Reserve Bank under the TRADES or
Treasury Direct systems) which were in the custody of the corporation for the account of the insurance company
as of the close of business on * that, unless otherwise indicated on the schedule,
the next maturing and ali subsequent coupons were then either attached to coupon bonds or in the process of
collection; and that, unless otherwise shown on the schedule, all such securities were in bearer form or in
registered form in the name of the insurance company or its nominee or of the corporation or its nominee, or were
in the process of being registered in such form;

That the corporation as custodian has the responsibility for the safekeeping of such securities as that
responsibility is specifically set forth in the agreement between the corporation as custodian and the insurance
company; and

That, to the best of his or her knowledge and belief, unless otherwise shown on the schedule, the securities were
the property of the insurance company and were free of all liens, claims or encumbrances whatsoever.

Subscribed and sworn to

before me this day

of , 20 (L.S.)
Vice President [or other authorized officer]
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APPENDIX B
FORM B
CUSTODIAN AFFIDAVIT

(For use in instances where a custodian corporation maintains securities on deposit with The Depository Trust
Company or like entity.)

STATE OF )
) ss.
COUNTY OF )
. being duly sworn deposes and says that he or she is
of , a corporation organized under
and pursuant to the laws of the with the principal place of business at

(hereinafter called the “corporation”):

That his or her duties involve supervision of activities of the corporation as custodian and records relating thereto;

That the corporation is custodian for certain securities of
having a place of business at (hereinafter
called the "insurance company”) pursuant to an agreement between the corporation and the insurance company,

That the corporation has caused certain of such securities to be deposited with
and that the schedule attached hereto is a true and complete
statement of the securities of the insurance company of which the corporation was custedian as of the close of
business on , and which were so deposited on such date;

That the corporation as custodian has the responsibility for the safekeeping of the securities both in the
possession of the corporation or deposited with as is specifically set
forth in the agreement between the corporation as custedian and the insurance company, and

That, to the best of his or her knowledge and helief, unless otherwise shown on the schedule, the securities were
the property of the insurance company and were free of all liens, claims or encumbrances whatsoever.

Subscribed and sworn to

hefore me this day

of , 20 (L.S.)
Vice President [or other authorized officer]
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APPENDIX C
FORM C
CUSTODIAN AFFIDAVIT

(For use where ownership is evidenced by bock entry at a Federal Reserve Bank.)

STATE OF }
} ss.
COUNTY OF }
., being duly sworn deposes and says that he or she is
of , @ corporation organized under
and pursuant fo the laws of the with the principal place of business at

{hereinafter called the “corporation®):

That his or her duties involve supervision of activities of the corporation as custodian and records relating thereto;

That the corporation is custodian for certain securities of
having a place of business at (hereinafter
called the "insurance company") pursuant to an agreement hetween the corporation and the insurance company,

That it has caused certain securities to be credited fo its book entry account with the Federal Reserve Bank of
under the TRADES or Treasury Direct systems; and that the
schedule attached hereto is a true and complete statement of the securities of the insurance company of which
the corporation was custodian as of the close of business on . which were in a "general” book
entry account maintained in the name of the corporation on the books and records of the Federal Reserve Bank
of at such date;

That the corporation has the responsibility for the safekeeping of such securities both in the possession of the
corporation or in the “general” book entry account as is specifically set forth in the agreement between the
corporation as custodian and the insurance company, and

That, to the best of his or her knowledge and belief, unless otherwise shown on the schedule, the securities were
the property of the insurance company and were free of all liens, claims or encumbrances whatsoever.

Subscribed and sworn to

hefore me this day

of , 20 (L.8)
Vice President [or other authorized officer]
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Signature

* |f a roli-call vote was necessary, the vote by the Agency on these rules was as foilows:
{if required)

Abstain Absent

No

Board Member Aye

N/A
| certify that this is an accurate and complete copy of an emergency rule(s), lawfully promulgated and adopted

Date: (’Q}QH’!&}

a Signature: a}([g, ﬁt«\, :M/{r, pﬂj(/_
: % Name of Officer: 6]@ b{,{ LQ,- //}/} b}(, /u(”fg&b}

2 )
£ Title of Officer: @QW-UQMA

s / /

.Substripegand sworn to before me on: Coisdt] 1o i

AT ‘ .

et Notary Public Signature: A &b{?/ i jﬁ%@ég@
/)5 f2nc

i

My commission expires on:

ve been examined by the Attorney General and Reporter of the State

All emergency rules provided for herein ha
lity pursuant to the provisions of the Administrative Pracedures Act,

of Tennessee and are approved as to lega
Tennessee Code Annotated, Title 4, Chapter 5.
éx/

*~ 7 Robg/tE. Cooper, Jr.
Attorney General and Reporter
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Date
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Impact on Local Governments
Pursuant to T.C.A. §§ 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 governments.” (See Public Chapter Number 1070
(http://state.tn.us/sos/acts/106/pub/pc1070.pdf) of the 2010 Session of the General Assembly)

This rule will not have an impact on local governments.
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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. § 4-5-226(i)(1).

(A) A brief summary of the rule and a description of all relevant changes in previous regulations effectuated by
such rule;

These rules are amended rules to establish the standards for national banks, state banks, federal home loan
banks, trust companies, and broker/dealers to qualify as custodians for insurance company securities so that
insurance companies may take full advantage of the expansion of qualified custodians when Chapter 680 of the
Public Acts of 2012 becomes effective on July 1, 2012,

(B) A citation to and brief description of any federal law or regulation or any state law or regulation mandating
promulgation of such rule or establishing guidelines relevant thereto;

This emergency rule is promulgated pursuant to 2012 Public Acts, Chapt'er 680, and Tenn. Code Ann. §§ 56-3-
901, 56-3-902, 56-3-903, 56-3-904, 56-3-905, 56-2-301 and 56-2-104. ‘

(C) |dentification 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
rejection of this rule;

This rule will affect all insurance companies licensed in Tennessee and several domestic life insurance -
companies support this regulation because it will allow those companies to use the Federal Home Loan Bank as
a qualified custodian. This regulation will also make it easier for non-domestic insurers to do business in
Tennessee by allowing for broker/dealers to be qualified custodians.

(D) Identification of any opinions of the attorney general and reporter or any judicial ruling that directly relates to
the rule;

Tenn. Atty Gen. Op. No. 09-163 deals with the deposits of securities in clearing corporations under the Tenn,
Code Ann. § 56-3-112(a)(1) and Tenn. Comp. R. & Reg. § 0780-01-46. Chapter 680 of the Public Acts of 2012,
which becomes effective on July 1, 2012, repeals Tenn. Code Ann. § 56-3-112(a)(1). This emergency rule also
repeals and replaces the current Tenn. Comp. R. & Reg. § 0780-01-46. The attorney general opinion is based
only on the language of the current statutes and will not have an impact on Chapter 680 of the Public Acts of
2012 or this emergency rule.

(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 (2%) of the agency's annual budget or five hundred thousand dollars ($500,000), whichever is less;

[ None. |

(F) Identification of the appropriate agency representative or representatives, possessing substantial knowledge
and understanding of the rule,

Larry C. Knight, Jr., Assistant Commissioner for insurance; Tony Greer, Chief Counsel for Insurance and
TennCare Oversight.

(G) ldentification of the appropriate agency representative or representatives who will explain the rule ata
scheduled meeting of the committees;

[ Tony Greer, Chief Counsel for fnsurance and TennCare Oversight ]

$8-7040 (October 2011) 12 RDA 1693



(H) Office address, telephone number, and email address of the agency representative or representatives who
will explain the rule at a scheduled meeting of the committees; and

Eighth Floor, Davy Crockett Tower, 500 James Robertson Parkway, Nashville, Tennessee 37243, (615} 741-
21989, tony.greer@tn.gov.

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

[ None.
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PERMISSIBLE METHODS OF HOLDING SECURITIES AND CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE

When used in this Chapter, the teri:

{1

“Asent” means a national bank, state bank, federal home joan bank, trust company or

{2}

broker/dealer that maintains an account in its name in a clearing comporation or ibal is a
member of the Federal Reserve System and through which a custodian participates ina
clearing corporation, including the Treasury/Reserve Automaied Debt Entry Securities
System {TRADES) or Treaswry Direst svsiems, exgept ihat with respect o securifies
iscued by imstiutions orpanived or exisiing under the laws of a foreign country or
securities used o mneet the deposit requirements pursuant to the laws of a foreign counlry
as # condition of doing business_therein, “ageni” may include a corporation that is
oreanized or existing under the laws of 3 forelgn country and ihat is legally qualified
winder those laws to accept custody of securities.

“Clearing corporation” means a clearing corporation as defined in Saction 8-102{s¥5) of

3

the Uniform Commercial Code. as adopted by the National Conference of
Commissioners on Uniform State Laws and the American Law Instituig, as amended
fram Hime to time, that is organized for the purpose of effecting transactions in securitics
by computerized book-entry, except that with respect (o securities issued by institutions
orpanized or existine under the laws of a forelgn country or securities used to mest the
deposit requireaents pursuant 1o the laws of g forelpn country as a condition of doing
husiness therein, “clearing corporation’ may igclude a corporation that is grganized or
existing under the laws of a foreion country aud which is legally qualified under thoss
laws to effect transactions in secwrities by computerized book-eniry. Clearing
corporation algo includes “Treasury/Reserve Aulomated Debi Enfry Securities Svystern”
and “Treasury Direct” book-eniry securities systems estgblished pursuant fo 31 US.C., §
3100 ef seq, 12 US.Cont 39 and S US.C.pt, 301

“Custodian’ means;

4

(a) A national bank, stale bank, federai bome lean bank or trusi company that shall at ali
fimes during which it acts as a custodian pursuant to this Chapter be no less than
adequately capitalized as determined by the standards adopied by the regulator
charged with esiablishing standards for, and assessing, the institution’s solvency and
that is resulsted by either foderal of state banking laws or the Federal Home Loan
Bank Act, as amended, or {s a member of the Federal Reserve System and _that is
leonlly qualified to accept custody of securities in accordance with the standards set
forth below. excent that with respect to securities issued by institutions organized or
existing under the laws of g foreign country, or securities used to meet the deposit
requirsments pursuant to the faws of g foreign counfry as a condition of dolng
business therein, “cusfodian” may include a bapk or trust company incornorated or
organized under the lows of a country other than the Unifed States ihai is regulated as
such by that country’s povernment or an agency thereof that shall at all Himes during
which it acts as a custodian pursuant fo this Chapter be no less than adequately
caniialized as determined by the standards adopted by international banking
authorities and that is lezally qualified to accept custedy of securities; or

(kY A brokeridealer that shall be registered with and sublect o jurisdiction of the

Cecurities and FExchange Commission, maintains membership in the Securifies
Investor Protection Corporation, and has a tangible net worth egual to or greater than
two hundred fifly million dollars ($250,060.06003,

“Custodied securities” means securiiies held by the custodian or its agent or in a clearing

corporation, including the Treasury/Reserve Automated Debt Equity Securities Syvatem

{TRADES)Y or Treasury Direct systems.

July, 2005 (Revised) 2



PERMISSIBLE METHODS OF HOLDING SECURITIES AND CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE

{51 “Tangible net worth” means shareholders equity, less intangible gssets, a3 veported in the
broker/dealer’s most recent Annual or Transition Report pursuani to Section 13 or 15{8)
of the Securities Exchange Act of 1934 (SEC Forin 10-K) filed with the Securities and
Exchanee Commission,

{5} “Treasury/Reserve Auiomated Debt Entry  Securities  Systom” (“TRADES"} and
“Treasury Direct” neai the book entry securities systems established pursuani to 3]
.80, 83100 of ser, 12 ULEC ot 291 and 5 US.C, pt, 308, The operation of TRADES
and Treasury Direct are subjectio 31 CF.I, pt. 357 ¢f seq.,

(7 “Qecurity” has the seme meaning as that defined in Section 8-102(a)(15), as adopted by
the National Conference of Commissionsrs on Uniferm Siate Laws and the American
Law Institute, of the Uniform Commercial Code, as amended from thne fo time,

{(8) “Qeenritios’ cortificaie” has the same meaning as that defined in Section 8-102{a¥ 16}, as
adopted by the National Conference of Comumissioners on Uniform State Laws and the
American Law Institute, of the Unifornt Commercial Code. as amended from time (o
time,

Authority: Acis 2012, ch, 680 and T.C.AL § 56-3-901, ef xé(g” TOA §56-2-301 and T.CL A, § 56-2-104,

0780-1-46-.032 PERMISSIBLE - METHOBRS —OF—HOLDING —SECURFHES CUSTODY
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PERMISSIBLE METHODS OF HOLDING SECURITIES AND
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE

(Rule 0780-1-46-.032, continued)

CHAPTER 0780-1-46
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{1 An msurance company may, by writlen agreement with a custodian, provide for {he custody of its
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{2)

cecuriiies with that cuslodian. The securities that ars the subject of the agreement may be held by
the cusiodian or iis agent or in a clearing corporation,

The agreement shall be in writing and shall be authorized by a resolution of the board of direciors

of the insurance company or of an authorized committee of ihe board. The terms of the agreement
shiall comply with the following;

{a)_Securifies’ certificates held by the custodian shail be held separvgte fiom the securities’
cortificates of the custodian and of all of its other customers.

Socuritices held indirectly by the custodian and securities in a clearing corporstion shall be
separately identified on the custedian’s offigial records as being owned by the insurance
company, The records shall identify which securities are held by the custodian or by its agend
and which securities ars in a clearing corporation, If the securities are in a clearing
corparaiion, the records shall also identify where the securities ars and, if In a clearing
corporation, the name of the clearing corporation and if through an agent, the name of the

agent.

(b}

All custodied securities that ave resistered shall be registered in the name of the company of
in the name of a nominee of the company or in the name of (he custodian or its nomines or, i
in a clearing corporation, in the name of the clearing corporation or ifs nomineg.

(e}

Custodied securitics shail be held subject to the instructions of the insurance company and
chall he withdrawable upon the demand of the ingurance company sxcept that custodied
securities used to meet the deposii yequirements set forth in TCA §§ 56-2-104, 56-3-904 and
56-3-905 of this Insurance Law shall, to the extent requived by thosg sections, be under the

{c)




PERMISSIBLE METHODS OF HOLDING SECURITIES AND CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE

(Rule 0780-1-46-.032, continued)

{e)

control of the Department of Commerce and Insuragce and shall not be withdrawn by the
insurance company without the approval of the Depariment of Commegige and Insurance,

The custedian shall be required to send of cause to be seni {g the insurance company a

{(fy

confirmation of all transfers of custodied securities to or from the account of the insurance
company.  In addition, the custodian shall be required to furnish no less than monthly the
insurance company with reports of holdings of custedied securiiies at times and containing
information reasonably requested by the insurapce company. The custedian’s trust

committes’s annual reports of its review of the insurer’s irust accounts shall aisg be nravided
to the insurer. Reports and verifications may bs transmitted in elecironic or paper form.

During fhe course of the custodian’s regular business hours, an officer or emplovee of the

insurance company, an independent accountant selected by the insurance company aud a
representative of an appropriate regulatory body shall be entitled fo examine, on the premises
of the custodian, the cusiodian’s records relating to custodied securities, bui only upon
furniching the custedian with written instructions to that effect from an appropriate officer of
the insyrance company.

The custodian and its asants shall be required to send to the insurance company:

{ &)

Y,

1. Al veports which they receive from a clearing corporation on their respective svstems of
intarnal accounting conirol, and

2. Reports prepared by outside auditors on the custodian’s or its agent’s internal acoouniing
control of the custodied securities that the Insurance company may reasonably request,

The custodian shall maintain records sufficient to determine and verify inforimation relating {o

(i

custodied securities that may be reported in the insurance company’s annual siatement and
supporting schedules and information required in an audit of the financial statements of the
HSULAnCs Company, '

The custodian shall provide, unon written request from an approgpriate officer of the instrance

)]

comnany, the appropriate affidavits, substantially in the form of Forms A, B or C as found in
Appendices A, B, and C of this regulation, with respect to custodied securities,

A national bank, sitate bank, federal home loan bank or trust company shall secure and

(k)

maintain nsuranee protection in an adequate amount covering the bank’s or frust company’s
duties and activitiss as custodian for the insurer’s assets, and shall state in the custedy
apreament that protection is in compliance with the requirements of the cusfodian’s banking
resulator, A broker/desler shall secure and maistain insurance protection for each insurance
company’s custodied securifies in excess of that provided by the Secutities Investor
Protection Corporation in an amount equal to or greater than the market value of each
respective insurance company’s custodied securities.  The commissioney may defermine
whether the type of inswrance is approyriate and ihe amount of coverage is adequate.

The custodian shall be oblicated to indemnify ihe insurppee company for any logs of

custodied securities oocasioned by the negligence or dishonesly of the custodian’s officers or
emplovess, or burglary, robbery, holdup, ihefl, or mysterious disappgarance, imcluding loss by
damage or destruction,

T the event that there is & loss of custodied securities for which the custodian shall be

July, 2005 (Revised)

oblizated to indemnify the insurance cempany as provided in subparagraph (k) above, the




PERMISSIBLE METHODS OF HOLDING SECURITIES AND
SECURITIES TO BE DEPOSITED WiTH THE DEPARTMENT OF
COMMERCE AND INSURANCE

{Rule 0780-1-46-.032, continued)

CHAPTER 0780-1-46

custodian shall promntly replace the securities or the value thereof and the value of any loss
of rights or orivileses resulting from the logs of securities.

{m) The asreoment may provide that the custodian will not be Hable for & failure {o take an action
reauired under the agreement in the avent and io the extent that the taking of the action is
pravented or delaved by war (whether declared or not and ingludine existing wars),
revolotion, insurrection, riot. civil conunotion, act of God, accident, fire, explosion, stoppage
of labor, sirikes or other differences with emplovees, laws, rezulations, orders or other acts of
any sovernmental anthority, or any other cause whatever beyvond its veasonable control,

Tnn the event that the custodian pains enirv in a clearing corporation through an agent, there
shall be an aoreement beiween the cusiodian and the apent under which the azent shall be
subiect to the same liability for foss of cusiodied securiiies as the custodian, However, if the
seent shall be sobiect to regulation under the laws of a jurisdiction that s different from the
iurisdiction the laws of which regulate the custodian, the Commissioner of Tnsurance of the
state of doncile of the insurancs company mav accep! a siandard of Hability applicable to the
agent that s different from the standard of Hability anplicable to the custodian.

{n}

The custodian shall provide written notification to the insurer’s domiciliary commissioner if
the custodial apreement with the insurer has been termiinated or if 100% of the account assets
in any ohe custody account have heen withdrawn, This notification shall be remitied to the
insurance cominissioner within thres () business days of the receipt by the custodian of iig
insurer’s written notice of fermination or within three (2) business days of the withdrawal of
{30% of the account assets,

{o}

Authority: Acts 2012, ch, 680 and T.C.A, §56-3-901, et seq, ., T.C A, § 36-2-301 and T.C.A, § 556-2-104,
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PERMISSIBLE METHODS OF HOLDING SECURITIES AND _ CHAPTER 0780-1-46
SECURITIES T( BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE

(Rule 0780-1-46-.032, continued)

{13 Nothing in this Chanter shall prevent an insurance company from depoesiting seousities with ancther
insurance company with which the depositing insurance company is affifiated, provided that the
securities ars deposited pursuant to g written apreement authorized by the bosrd of directors of the
denositing insurance company or an authorized commitice thereof and that the receiving insurance
company is areanized under the laws of one of the states of the United States of America or of the
District of Columbia, 1f the respective states of domicile of the depositing and recelving insurance
companies ars not the same, the depositing insurance company shall have given notice of the deposit o
the isurance commissioner in the state of its domicile and the Insurance commissioner shall not have
obiected ko it within thirty (307 days of the receipt of the notice,

(2} The terms of the asreement shall comply with the following:

{2} The insurance company recelving the deposit shall mainiain records adequale to identify and
verify the securities belonging to the depositing insurance company,

(5% The receiving inswance company shall allow representatives of an appropriate vesulatory
bady fo exanmine records relating o securitios held subisct to the agreement,

{2} The depositing insurance company may aufhorize the recelving insurance compaty:

1. To hold the securities of the depogiting insurance company_in bulk, in certificates issued
in the name of ihe receiving insuranee company or its nomines, and 1o comipingle them
with securities owned by other affiliates of the receiving insurance company, and

2. To provide for the securities o be held by a custodipn, ingluding the custodian of
securities of the receiving insurance company or in a clearing corporation,

Authority: Acts 2012, ch, 680 and T.C.A,L § 56-3-901, erzeg,, T.CA, § 56-2-301 and T.C A, § 56-2-184,

July, 2005 (Revised) 7



CHAPTER 0780-1-46

SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF

PERMISSIBLE METHODS OF HOLDING SECURITIES AND
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CHAPTER 0780-1-46

SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF

PERMISSIBLE METHODS OF HOLDING SECURITIES AND
COMMERCE AND INSURANCE

(Rule 0780-1-46, Appendix A, continued)
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CHAPTER 0780-1-46

PERMISSIBLE METHODS OF HOLDING SECURITIES AND

SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF

COMMERCE AND INSURANCE

(Rule 0780-1-46, Appendix A, continued)
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PERMISSIBLE METHODS OF HOLDING SECURITIES AND ' CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE
APPENDIX BA
CUSTODIAN AFFIDAVIT A

(For use by a custodian bank for securities entrusted to its care which have not been redeposited
elsewhere.)

STATE OF )
) SS:
COUNTY OF )

<AUTHORIZED BAMKCORPORATION OFFICER>, being duly sworn deposes and says that he_or she is
the <POSITION> of <BAMNKCORPORATION:, a basking corporation organized under and pursuant to
the laws of the <STATE> with the principal place of business at <ADDRESS> (hereinafter called the

“Bankcorporation’™);

That myhis or her duties involve supervision of activities of the Baskeorporation as custodian and records
relating thereto;

That the Baskcorporation is custodian for certain securities of <INSURANCE COMPANY>, having a
place of business at <ADDRESS> (hereinafter called the “Insurance Company™) pursuant to an agreement
between the Bankceorporation and the Insurance Company,

That the schedule attached hereto is a true and complete statement of securities (other than those caused to
be deposited with the Depository Trust Company or like entity or a Federal Reserve bank under the Eederal
Ressrve bosk-entry-procedurs TRADES or Treasury Direct sysiems) which were in the custody of the
Bankcorporation for the account of the Insurance Company as of the close of business on <DATE>; that,
unless otherwise indicated on the schedule, the next maturing and all subsequent coupons were then either
attached to coupon bonds or in the process of collection; and that, unless otherwise shown on the schedule,
all such securities were in bearer form or in registered form in the name of the Insurance Company or its
nominee or a-nominse—ofike-Bankof the corporation or its nominee, or were in the process of being
registered in such form;

That the Beskcorporation as custodian has the responsibility for the safekeeping of such securities as that
responsibility is specifically set forth in the agreement between the Baskcorporation as custodian and the
Insurance Company; and

That, to the best of my knowledge and belief, unless otherwise shown on the schedule, saidthe securities

were the property of saidthe Insurance Company and were free of all liens, claims or encumbrances
whatsoever.

Subscribed and sworn to before me this day of ,

{L.5.3

AUTHORIZED BANK-OFFICER=VYice

Bresident [or other authorized officer]

July, 2005 (Revised) 11



PERMISSIBLE METHODS OF HOLDING SECURITIES AND CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE
APPENDIX CB
CUSTODIAN AFFIDAVIT B

(For use in instances where a custodian beskcorporation maintains securities on deposit with The
Depository Trust Company or like entity.)

STATE OF )
} 88:
COUNTY OF )

<AUTHORIZED BAMKCORPORATION OFFICER>, being duly sworn deposes and says that he or she is
the <POSITION> of <BAMKCORPORATION:>, a baskins corporation organized under and pursuant to
the laws of the <STATE> with the principal place of business at <ADDRESS> (hereinafter called the

“Bankcorporation”);

That savhis or her duties involve supervision of activities of the Baskcorporation as custodian and records
relating thereto;

That the Bankcomoration is custodian for certain securities of <INSURANCE COMPANY> withhaving a
place of business at <ADDRESS> (hereinafter called the “Insurance Company™) pursuant to an agreement
between the Baskeorporation and the Insurance Company;

That the Bankeorporation has caused certain of such securities to be deposned with theDepasiter—Trust
Company , and that the schedule attached hereto is a true and complete statement
of the securities of the Insurance Company of which the Baskcorporation was custodian as of the close of
business on <DATE>, and which were so deposited on such date;

That the Baskeorporation as custodian has the same responsibility for the safekeeping of suchibe securities
whatherboth in the possession of the Bankcorporation or deposited with as that
rospensibiliey is specifically set forth in the agreement between the Bankeorporation as custodian and the
Insurance Company; and

That, to the best of my knowledge and belief, unless otherwise shown on the schedule, saidthe securities
were the propeity of saidthe Insurance Company and were free of all liens, claims or encumbrances
whatsoever,

Subscribed and sworn to before me this day of ,

{L.5)
SAUTHORIZED BAMIC QRERICER=VYijce Prosident
{or other authorized officer]

July, 2005 (Revised) 12



PERMISSIBLE METHCDS OF HOLDING SECURITIES AND CHAPTER 0780-1-46
SECURITIES TO BE DEPOSITED WITH THE DEPARTMENT OF
COMMERCE AND INSURANCE
APPENDIX BC
CUSTODIAN AFFIDAVIT C

(For use where ownership is evidenced by book entry at a Federal Reserve Bank.)

STATE OF )
) SS:
COUNTY OF )

<AUTHORIZED 8ANKCORPORATION OFFICER>, being duly sworn deposes and says that he_or she is
the <POSITION> of <BAMKCORFPORATION>, a banking corporation organized under and pursuant to
the laws of the <STATE> with the principal place of business at <ADDRESS> (hereinafter called the

“Banlicorparation”);

That mvhis or her duties involve the supervision of activities of the Berksorporation as custodian and
records relating thereto;

That the Baskeorporation is custodian for certain securities of <INSURANCE COMPANY> with a place
of business at <ADDRESS> (hereinafter called the “Insurance Company™) pursuant to an agreement
between the Bankeorporation and the Insurance Company;

That <BAMK=it has caused certain ef-such securities to be credited to its book entry account with athe
Federal Reserve Bank of under the Federal Reserve boskentryprocedure TRADES
or Treasury Direct systems; and that the schedule attached hereto is a true and complete statement of the
securities of the Insurance Company of which the Bankcorporation was custodian as of the close of

business on which were in a “general” book entry account maintained in the name of the
Bankeorporation on the books and records of athg Federal Reserve Bank of at such
date;

That the Baskeorperation has the sames responsibility for the safekeeping of such securities whetherboth in
the possession of the Bankeorporation or In saidthe “general” book entry account as tiatresponsibitity is
specifically set forth in the agreement between the Baskgorporation as custodian and the Insurance
Company; and

That, to the best of my knowledge and belief, unless otherwise shown on the schedule, saidihe securities

were the property of saidihe Insurance Company and were free of all liens, claims or encumbrances
whatsoever.

Subscribed and sworn to before me this day of ,

{L.5)
SER=Vice President
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Authority: Acts 2012, ch. 680 and T.C.A. § 56-3-001, ef seq. ’I‘.CYA, 8 56-2-300 and T.C.A, 8§ 56-2-104,
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