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Underwriting Pools and Associations Including Intercompany Pools
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SUMMARY OF ISSUE

1. Underwriting pools and associations can be categorized as follows: involuntary, voluntary, and
intercompany.
2. Involuntary pools represent a mechanism empldyedtates to provide insurance coverage to

those with higher than average probability afdovho otherwise would be excluded from obtaining
coverage. Reporting entities are generally requiredatticipate in the underwriting results, including
premiums, losses, expenses, and other operatidngadfintary pools, based on their proportionate share
of similar business written in the state. Involuntargingl are also referred to as residual market plans,
involuntary risk pools, and mandatory pools.

3. Voluntary pools are similar to involuntary pools except they are not state mandated and a
reporting entity participates in the pool voluntarily. In addition, voluntary pools are not limited to the
provision of insurance coverage to those with highan average probability of loss, but often are used

to provide greater capacity for risks with exceptionally high levels of insurable values (e.g., aircraft,
nuclear power plants, refineries, and offshore drilling platforms).

4, Intercompany pooling relates to business tigcpooled among affiliated entities who are party
to a pooling arrangement.

5. Current statutory accounting provides lirditguidance on accounting for a reporting entity’s
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incurred but not reported claims).” Issue Paper No. 5 requires liabilities to be recorded on a reporting
entity’s financial statements when incurred.

8. Participation in a pool may be on a joint and saMeasis, i.e., in addition to a proportional share

of losses and expenses incurred by the pool, participants will be responsible for their share of any
otherwise unrecoverable obligations of other pootigipants. In certain instances, one or more entities
may be designated as servicing carriers for purposgmwlafy issuance, claims handling, and general
administration of the pooled business, while in piteses a pool manager or administrator performs all

of these functions and simply bills pool participafaistheir respective shares of all losses and expenses
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Description of cessions to non-affiliated maimers of business subject to the pooling

agreement, and indication of whether such cessivere prior to or subsequent to the
cession of pooled business from the affiliated pool members to the lead entity;
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8. The scope paragraph should contain a sentence such as the following:

“l have examined the actuarial assumptions and methods used in determining reserves
listed below, as shown in the Annual Statement of the Company as prepared for filing
with state regulatory officials, as of December 31,19 "

The paragraph should list items and amounts with respect to which the actuary is expressing an
opinion. The list should include but not necessarily be limited to:

A. Reserve for Unpaid Losses (Page 3, Line 1);

B. Reserve for Unpaid Loss Adjustment Expenses (Page 3, Line 2);

C. Reserve for Unpaid Losses - Direct and Assumed (Schedule P, Part 1, Totals
from Cols. 13 and 15); and

D Reserve for Unpaid Loss Adjustment Expenses - Direct and Assumed

(Schedule P, Part 1, Totals from Cols. 17, 19, and 22).

If the actuary includes the Excess of Statutory over Statement Reserves to the above list, the
actuary must also opine on the reserves excluding this amount.

9. The actuary should state that the items in paragraph 8, on which he or she is expressing
an opinion, reflect the following items:

A.

B.

C. The net reserves for losses and expenses for the company’s share of voluntary
and involuntary underwriting pools’ and associations’ unpaid losses and
expenses which are included in reserves shown on Page 3 - Liability, Surplus
and Other Funds, Lines 1 and 2, $

11. The actuary should comment in the scope section on each of the following topics,

describing the effect of each on loss or loss expense reserves: ...underwriting pools or
associations,...

25. The Annual Statement Instructions for Propexhd Casualty Insurance Companies, Section
referring to Assets, discusses the following disclosure requirement:

Line 17 - Equities and Deposits in Pools and Associations

In the event that the insurer has equity in, or deposits receivable from, underwriting associations,
pools, etc., the equity interests and deposits receivable should be reported here.

26. The Annual Statement Instructions for Propexhd Casualty Insurance Companies, Section
referring to Schedule F-Part 1-Assumed Reinsurance and Schedule F-Part 3-Ceded Reinsurance, requires
reinsurance assumed from and ceded to mandatorg padl associations be disclosed separately from
voluntary pools and associations.

27. The Property and Casualty Reinsurance Study Group of the Accounting Practices and Procedures
(EX4) Task Force adopted the following disclostegquirements for intercompany pooling arrangements
at its September 29, 1996 meeting.
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PROPOSED INSTRUCTIONS
PROPERTY/CASUALTY ANNUAL STATEMENT FOOTNOTE

Intercompany Pooling Arrangements
Instruction:

If the company is part of a group of affiliated insurers which utilizes a pooling arrangement that affects the
solvency and integrity of the insurer’s reserves under which the pool participants cede substantially all of
their direct and assumed business to the pool, describe the basic terms of such arrangement[s] and the
related accounting. The disclosure should include:

€ Identification of the lead company and of all affiliated companies participating in the
intercompany pool (include NAIC Company Codes) and indication of their respective
percentage shares of the pooled business.

€ Description of the lines and types of business subject to the pooling agreement.

€ Description of cessions to non-affiliated reinsurers of business subject to the pooling
agreement, and indication of whether such cessions were prior to or subsequent to the
cession of pooled business from the affiliated pool members to the lead company.

€ Identification of all pool members which are parties to reinsurance agreements with non-
affiliated reinsurance reinsurers covering business subject to the pooling agreement and
which have a contractual right of direct recovery from the non-affiliated reinsurer per the
terms of such reinsurance agreements.
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ALTERNATIVE 2: EXTERNAL REINSURANCE AFTER POOLING

The Company participates in an intercompany reinsurance pooling arrangement in which The ABC
Insurance Company is the lead company. Under the terms of the arrangement, all of the property—
casualty underwriting risks of the intercompany pool participants except other accident & health are
reinsured with the lead company. After reinsurance is transacted among third parties by the lead
company, the remaipt otheeuT P the
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