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Revisions to the Credit for Reinsurance Model Law #785

CREDIT FOR REINSURANCE MODEL LAW

Preface to Credit for Reinsurance Models

The amendments to the NAIC Credit for Reinsurance Model Law (#785) & Regulation (#786) are part of a larger effort to
modernize reinsurance regulation in the United States. The NAIC initially adopted the Reinsurance Regulatory
Modernization Framework Proposal during its 2008 Winter National Meeting. The NAIC recommended that this framework
be implemented through federal legislation in order to best preserve and improve state-based regulation of reinsurance,
ensure timely and uniform implementation throughout all NAIC member jurisdictions, and as a more comprehensive
alternative to related federal legislation. In addition to this proposed federal legislation, the framework also provided that
changes to state insurance laws should be considered. For example, state laws to establish requirements under which states
would regulate qualified reinsurers, and also to consider reinsurance risk diversification and notice requirements for ceding
insurers.

On July 21, 2010, Congress passed and the President signed related federal legislation, the Nonadmitted and Reinsurance
Reform Act, which became effective July 21, 2011. While this act does not implement the NAIC framework, it does preempt
the extraterritorial application of state credit for reinsurance law and permits states of domicile to proceed forward with
reinsurance collateral reforms on an individual basis if they are accredited. This federal legislation also does not prohibit the
states from acting together, through the NAIC, to achieve the reinsurance modernization framework goals. In addition to the
current work on the credit for reinsurance models, the NAIC will continue its efforts to implement other aspects of the
framework. These efforts will continue both through work conducted by the Reinsurance Task Force and through referrals to
the appropriate groups within the NAIC. In addition, the NAIC will consider a proposal to form a new group to provide
advisory support and assistance to states in the review of reinsurance collateral reduction applications. Such a process with
respect to the review of applications for reinsurance collateral reduction and qualified jurisdictions should strengthen state
regulation and prevent regulatory arbitrage. Such an effort would be supported by NAIC staff with substantial expertise to
support the functions of such a group.

Finally, the NAIC will continue to work on requirements for NAIC review and approval of qualified jurisdictions, and will
undertake a re-examination of the collateral amounts within two years from the effective date of the revisions to the models.
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Section 1. Purpose

The purpose of this Act is to protect the interest of insureds, claimants, ceding insurers, assuming insurers and the public
generally. The legislature hereby declares its intent is to ensure adequate regulation of insurers and reinsurers and adequate
protection f
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Be licensed to transact insurance or reinsurance in at least one state, or in the case of a U.S. branch
of an alien assuming insurer, be entered through and licensed to transact insurance or reinsurance
in at least one state;

File annually with the commissioner a copy of its annual statement filed with the insurance
department of its state of domicile and a copy of its most recent audited financial statement; and

Demonstrate to the satisfaction of the commissioner that it has adequate financial capacity to meet
its reinsurance obligations and is otherwise qualified to assume reinsurance from domestic
insurers. An assuming insurer is deemed to meet this requirement as of the time of its application
if it maintains a surplus as regards policyholders in an amount not less than $20,000,000 and its
accreditation has not been denied by the commissioner within ninety (90) days after submission of
its application.

Drafting Note: To qualify as an accredited reinsurer, an assuming insurer must meet all of the requirements and the standards set forth in Subsection B. If
the commissioner of insurance determines that the assuming insurer has failed to continue to meet any of these qualifications, the commissioner may, upon
written notice and hearing, revoke accreditation.
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(d) The assuming insurer must agree to submit to the jurisdiction of this state, appoint the
commissioner as its agent for serv
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(d)

U.S. jurisdictions that meet the requirement for accreditation under the NAIC financial
standards and accreditation program shall be recognized as qualified jurisdictions.

If a certified reinsurer’s domiciliary jurisdiction ceases to be a qualified jurisdiction, the
commissioner has the discretion to suspend the reinsurer’s certification indefinitely, in
lieu of revocation.

The commissioner shall assign a rating to each certified reinsurer, giving due consideration to the
financial strength ratings that have been assigned by rating agencies deemed acceptable to the
commissioner pursuant to regulation. The commissioner shall publish a list of all certified
reinsurers and their ratings.

A certified reinsurer shall secure obligations assumed from U.S. ceding insurers under this
subsection at a level consistent with its rating, as specified in regulations promulgated by the
commissioner.

(@)

(b)

(©

In order for a domestic ceding insurer to qualify for full financial statement credit for
reinsurance ceded to a certified reinsurer, the certified reinsurer shall maintain security in
a form acceptable to the commissioner and consistent with the provisions of Section 3, or
in a multibeneficiary trust in accordance with Subsection D of this section, except as
otherwise provided in this subsection.

If a certified reinsurer maintains a trust to fully secure its obligations subject to
Subsection D of this section, and chooses to secure its obligations incurred as a certified
reinsurer in the form of a multibeneficiary trust, the certified reinsurer shall maintain
separate trust accounts for its obligations incurred under reinsurance agreements issued or
renewed as a certified reinsurer with reduced security as permitted by this subsection or
comparable laws of other U.S. jurisdictions and for its obligations subject to Subsection
D of this section. It shall be a condition to the grant of certification under Subsection E of
this section that the certified reinsurer shall have bound itself, by the language of the trust
and agreement with the commissioner with principal regulatory oversight of each such
trust account, to fund, upon termination of any such trust account, out of the remaining
surplus of such trust any deficiency of any other such trust account.

The minimum trusteed surplus requirements provided in Subsection D are not applicable

with respect to a multibeneficiary trust maintained by a certified reinsurer for the purpose
of securing obligations incurred under this subsection, except that such trust shall
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4) The grantor shall waive any right otherwise available to it under U.S. law that is inconsistent with
this provision.

l. If an accredited or certified reinsurer ceases to meet the requirements for accreditation or certification, the
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The reduction shall be in the amount of funds held by or on behalf of the ceding insurer, including funds held in trust for the
ceding insurer, under a reinsurance contract with the assuming insurer as security for the payment of obligations thereunder,
if the security is 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 U.S. financial institution, as defined in Section 4B. This security may be
in the form of:

A. Cash;

B. Securities listed by the Securities Valuation Office of the National Association of Insurance
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. 1) Clean, irrevocable, unconditional letters of credit, issued or confirmed by a qualified U.S. financial
institution, as defined in Section 4A, effective no later than December 31 of the year for which the
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;

2) 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
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1) Is organized, or, in the case of a U.S. branch or agency office of a foreign banking organization,
licensed, under the laws of the United States or any state thereof and has been granted authority to
operate with fiduciary powers; and

2 Is regulated, supervised and examined by federal or state authorities having regulatory authority
over banks and trust companies.

Drafting Note: Because assets held in a fiduciary capacity are not subject to the claims of the trustee’s creditors, and because the trust departments of all
U.S. financial institutions (including U.S. branch or agency offices of foreign banking organizations having fiduciary powers in the U.S.) are regulated,
supervised and examined by the institution’s primary U.S. bank regulatory authority (federal or state), there is no need to apply additional standards
measuring the financial condition or standing of the institution, as in the case of determining those institutions whose standby letter of credit obligations will
be considered acceptable.

Section 5. Rules and Regulations
A The commissioner may adopt rules and regulations implementing the provisions of this law.

Drafting Note: It is recognized that credit for reinsurance also can be affected by other sections of the enacting state’s code, e.g., a statutory insolvency
clause or an intermediary clause. It is recommended that states that do not have a statutory insolvency clause or an intermediary clause consider
incorporating such clauses in their legislation.

B. The commissioner is further authorized to adopt rules and regulations applicable to reinsurance
arrangements described in Paragraph (1) of this Section 5B.

Drafting Note: This new regulatory authority is being added in response to reinsurance arrangements entered into, directly or indirectly, with life/health
insurer-affiliated captives, special purpose vehicles or similar entities that may not have the same statutory accounting requirements or solvency
requirements as US-based multi-state life/health insurers. To assist in achieving national uniformity, commissioners are asked to strongly consider adopting
regulations that are substantially similar in all material respects to NAIC adopted model regulations in the handling and treatment of such policies and
reinsurance arrangements.

(1) A regulation adopted pursuant to this Section 5B, may apply only to reinsurance relating to:
(a) Life insurance policies with guaranteed nonlevel gross premiums or guaranteed nonlevel
benefits;
(b) Universal life insurance policies with provisions resulting in the ability of a policyholder

to keep a policy in force over a secondary gquarantee period;

(©)

785-12 © 2016 National Association of Insurance Commissioners






This page is intentionally left blank

785-14 © 2016 National Association of Insurance Commissioners



