NAIC Model Laws, Regulations, Guidelines and Other Resources—October 2002

PROTECTED CELL COMPANY MODEL ACT
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Protected Cell Company Model Act

This Act shall not be construed to prohibit the protected cell company from contracting with or
arranging for an investment advisor, commodity trading advisor, or other third party to manage
the protected cell assets of a protected cell, provided that all remuneration, expenses and other
compensation of the third party advisor or manager are payable from the protected cell assets
of that protected cell and not from the protected cell assets of other protected cells or the
assets of the protected cell company’s general account.

(1) A protected cell company shall establish administrative and accounting procedures
necessary to properly identify the one or more protected cells of the protected cell
company and the protected cell assets and protected cell liabilities attributable to the
protected cells. It shall be the duty of the directors of a protected cell company to:

(@ Keep protected cell assets and protected cell liabilities separate and separately
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D. A protected cell company shall, in respect of any of its protected cells, engage in fully funded
indemnity triggered insurance securitization to support in full the protected cell exposures
attributable to that protected cell. A protected cell company insurance securitization that is non-
indemnity triggered shall qualify as an insurance securitization under the terms of this Act only
after the commissioner, in accordance with the authority granted under Section 9 of this Act,
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Protected Cell Company Model Act

When an obligation of a protected cell company to a person arises from a transaction, or is
otherwise imposed, in respect of a protected cell:

(1) That obligation of the protected cell company shall extend only to the protected cell
assets attributable to that protected cell, and the person shall, with respect to that
obligation, be entitled to have recourse only to the protected cell assets attributable to
that protected cell; and

(2 That obligation of the protected cell company shall not extend to the protected cell
assets of any other protected cell or the assets of the protected cell company’s general
account, and that person shall not, with respect to that obligation, be entitled to have
recourse to the protected cell assets of any other protected cell or the assets of the
protected cell company’s general account.
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Drafting note: A number of states require a liquidator to cancel policies within a pre-specified time period in the event of a liquidation.
While reviewing the Plan of Operation, commissioners should consider the termination provisions, if any, of the securitization
instruments in the event of the cancellation of all of the insurance policies underlying the securitization in order to assess whether any
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