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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 for those to whom they owe obligations. In furtherance of that state
interest, the legislature hereby provides a mandate that upon the insolvency of a non-U.S. insurer or reinsurer
that provides security to fund its U.S. obligations in accordance with this Act, the assets representing the
security shall be maintained in the United States and claims shall be filed with and valued by the state insurance
commissioner with regulatory oversight, and the assets shall be distributed, in accordance with the insurance
laws of the state in which the trust is domiciled that are applicable to the liquidation of domestic U.S. insurance
companies. The legislature declares that the matters contained in this Act are fundamental to the business of
insurance in accordance with 15 U.S.C. §§ 1011-1012.

Section 2. Credit Allowed a Domestic Ceding Insurer
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Credit shall be allowed when the reinsurance is ceded to an assuming insurer that is accredited
by the commissioner as a reinsurer in this state. In order to be eligible for accreditation, a
reinsurer must:

(1) File with the commissioner evidence of its submission to this state’s jurisdiction;

(2) Submit to this state’s authority to examine its books and records;

3) 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;

4) 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
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D. (1) Credit shall be allowed when the reinsurance is ceded to an assuming insurer that
maintains a trust fund in a qualified U.S. financial institution, as defined in Section 4B,
for the payment of the valid claims of its U.S. ceding insurers, their assigns and
successors in interest. To enable the commissioner to determine the sufficiency of the
trust fund, the assuming insurer shall report annually to the commissioner information
substantially the same as that required to be reported on the NAIC Annual Statement
form by licensed insurers. The assuming insurer shall submit to examination of its books
and records by the commissioner and bear the expense of examination.

2) (@) Credit for reinsurance shall not be granted under this subsection unless the
form of the trust and any amendments to the trust have been approved by:

() The commissioner of the state where the trust is domiciled; or

(i) The commissioner of another state who, pursuant to the terms of the
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involve an actuarial review, including an independent analysis of reserves and
cash flows, and shall consider all material risk factors, including when applicable
the lines of business involved, the stability of the incurred loss estimates and the
effect of the surplus requirements on the assuming insurer’s liquidity or
solvency. The minimum required trusteed surplus may not be reduced to an
amount less than thirty percent (30%) of the assuming insurer’s liabilities
attributable to reinsurance ceded by U.S. ceding insurers covered by the trust.

(i) In the case of a group including incorporated and individual
unincorporated underwriters:

() For reinsurance ceded under reinsurance agreements with an
inception, amendment or renewal date on or after January 1,
1993, the trust shall consist of a trusteed account in an amount
not less than the respective underwriters’ several liabilities
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(i) Maintain aggregate policyholders’ surplus of at least $10,000,000,000;

(iii) Maintain a trust fund in an amount not less than the group’s several
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The assuming insurer must agree to meet applicable information filing
requirements as determined by the commissioner, both with respect to an
initial application for certification and on an ongoing basis; and

The assuming insurer must satisfy any other requirements for certification
deemed relevant by the commissioner.

An association including incorporated and individual unincorporated underwriters may
be a certified reinsurer. In order to be eligible for certification, in addition to satisfying
requirements of Paragraph (1):

(@)

)

The association shall satisfy its minimum capital and surplus requirements
through the capital and surplus equivalents (net of liabilities) of the association
and its members, which shall include a joint central fund that may be applied to
any unsatisfied obligation of the association or any of its members, in an
amount determined by the commissioner to provide adequate protection;

The incorporated members of the association shall not be engaged in any
business other than underwriting as a member of the association and shall be
subject to the same level of regulation and solvency control by the association’s
domiciliary regulator as are the unincorporated members; and

Within ninety (90) days after its financial statements are due to be filed with the
association’s domiciliary regulator, the association shall provide to the
commissioner an annual certification by the association’s domiciliary regulator
of the solvency of each underwriter member; or if a certification is unavailable,
financial statements, prepared by independent public accountants, of each
underwriter member of the association.

The commissioner shall create and publish a list of qualified jurisdictions, under which
an assuming insurer licensed and domiciled in such jurisdiction is eligible to be
considered for certification by the commissioner as a certified reinsurer.

@)

In order to determine whether the domiciliary jurisdiction of a non-U.S.
assuming insurer is eligible to be recognized as a qualified jurisdiction, the
commissioner shall evaluate the appropriateness and effectiveness of the
reinsurance supervisory system of the jurisdiction, both initially and on an
ongoing basis, and consider the rights, benefits and the extent of reciprocal
recognition afforded by the non-U.S. jurisdiction to reinsurers licensed and
domiciled in the U.S. A qualified jurisdiction must agree to share information
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(b) A list of qualified jurisdictions shall be published through the NAIC Committee
Process. The commissioner shall consider this list in determining qualified
jurisdictions. If the commissioner approves a jurisdiction as qualified that does
not appear on the list of qualified jurisdictions, the commissioner shall provide
thoroughly documented justification in accordance with criteria to be developed
under regulations.

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

(d) 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.

4) 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.
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With respect to obligations incurred by a certified reinsurer under this
subsection, if the security is insufficient, the commissioner shall reduce the
allowable credit by an amount proportionate to the deficiency, and has the
discretion to impose further reductions in allowable credit upon finding that
there is a material risk that the certified reinsurer’s obligations will not be paid
in full when due.
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(i) A U.S. jurisdiction that meets the requirements for accreditation under
the NAIC financial standards and accreditation program; or

(iii) A qualified jurisdiction, as determined by the commissioner pursuant to
[Subsection 2E(3) of Credit for Reinsurance Model L&#V85)], which is
not otherwise described in Subparagraphs (a)(i) or (a)(ii) above and
which meets certain additional requirements, consistent with the terms
and conditions of in-force covered agreements, as specified by the
commissioner in regulation.

(b) The assuming insurer must have and maintain, on an ongoing basis, minimum
capital and surplus, or its equivalent, calculated according to the methodology
of its domiciliary jurisdiction, in an amount to be set forth in regulation. If the
assuming insurer is an association, including incorporated and individual
unincorporated underwriters, it must have and maintain, on an ongoing basis,
minimum capital and surplus equivalents (net of liabilities), calculated according
to the methodology applicable in its domiciliary jurisdiction, and a central fund
containing a balance in amounts to be set forth in regulation.

(c) The assuming insurer must have and maintain, on an ongoing basis, a minimum
solvency or capital ratio, as applicable, which will be set forth in regulation. If
the assuming insurer is an association, including incorporated and individual
unincorporated underwriters, it must have and maintain, on an ongoing basis, a
minimum solvency or capital ratio in the Reciprocal Jurisdiction where the
assuming insurer has its head office or is domiciled, as applicable, and is also
licensed.

(d) The assuming insurer must agree and provide adequate assurance to the
commissioner, in a form specified by the commissioner pursuant to regulation,
as follows:

0] The assuming insurer must provide prompt written notice and
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(iv) Each reinsurance agreement must include a provision requiring the
assuming insurer to provide security in an amount equal to one hundred
percent (100%) of the assuming insurer’s liabilities attributable to
reinsurance ceded pursuant to that agreement if the assuming insurer
resists enforcement of a final judgment that is enforceable under the
law of the jurisdiction in which it was obtained or a properly
enforceable arbitration award, whether obtained by the ceding insurer
or by its legal successor on behalf of its resolution estate; and
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(b) The commissioner may remove a jurisdiction from the list of Reciprocal
Jurisdictions upon a determination that the jurisdiction no longer meets the
requirements of a Reciprocal Jurisdiction, in accordance with a process set forth
in regulations issued by the commissioner, except that the commissioner shall
not remove from the list a Reciprocal Jurisdiction as defined under Section
2F(1)(a)(i) and (ii). Upon removal of a Reciprocal Jurisdiction from this list credit
for reinsurance ceded to an assuming insurer which has its home office or is
domiciled in that jurisdiction shall be allowed, if otherwise allowed pursuant to
[cite to state law equivalent to Credit for Reinsurance Model L&#v85)].

3) The commissioner shall timely create and publish a list of assuming insurers that have
satisfied the conditions set forth in this subsection and to which cessions shall be
granted credit in accordance with this subsection. The commissioner may add an
assuming insurer to such list if an NAIC accredited jurisdiction has added such assuming
insurer to a list of such assuming insurers or if, upon initial eligibility, the assuming
insurer submits the information to the commissioner as required under Paragraph (1)(d)
of this subsection and complies with any additional requirements that the commissioner
may impose by regulation, except to the extent that they conflict with an applicable
covered agreement.

4) If the commissioner determines that an assuming insurer no longer meets one or more
of the requirements under this subsection, the commissioner may revoke or suspend
the eligibility of the assuming insurer for recognition under this subsection in
accordance with procedures set forth in regulation.

€)] While an assuming insurer’s eligibility is suspended, no reinsurance agreement
issued, amended or renewed after the effective date of the suspension qualifies

for credit except to the extent that the assuming insurer’s obligations under the
contract are secured in accordance with Section 3.

(b)
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(7) Credit may be taken under this subsection only for reinsurance agreements entered
into, amended, or renewed on or after the effective date of the statute adding this
subsection, and only with respect to losses incurred and reserves reported on or after
the later of (i) the date on which the assuming insurer has met all eligibility
requirements pursuant to Section 2F(1) herein, and (ii) the effective date of the new
reinsurance agreement, amendment, or renewal.

(@) This paragraph does not alter or impair a ceding insurer’s right to take credit for
reinsurance, to the extent that credit is not available under this subsection, as
long as the reinsurance qualifies for credit under any other applicable provision
of [cite to state law equivalent to Credit for Reinsurance Model L&#V85)].

(b) Nothing in this subsection shall authorize an assuming insurer to withdraw or
reduce the security provided under any reinsurance agreement except as
permitted by the terms of the agreement.

(c) Nothing in this subsection shall limit, or in any way alter, the capacity of parties
to any reinsurance agreement to renegotiate the agreement.

G. Credit shall be allowed when the reinsurance is ceded to an assuming insurer not meeting the
requirements of Subsections A, B, C, D, E or F of this section, but only as to the insurance of risks
located in jurisdictions where the reinsurance is required by applicable law or regulation of that
jurisdiction.

Drafting Note: For purposes of this subsection, “jurisdiction” refers to those jurisdictions other than the United States and also to any
state, district or territory of the United States. Subsection E allows credit to ceding insurers that are mandated by these jurisdictions to
cede to state-
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(1) Notwithstanding any other provisions in the trust instrument, if the trust fund is
inadequate because it contains an amount less than the amount required by Subsection
D(3) of this section, or if the grantor of the trust has been declared insolvent or placed
into receivership, rehabilitation, liquidation or similar proceedings under the laws of its
state or country of domicile, the trustee shall comply with an order of the commissioner
with regulatory oversight over the trust or with an order of a court of competent
jurisdiction directing the trustee to transfer to the commissioner with regulatory
oversight all of the assets of the trust fund.

(2) The assets shall be distributed by and claims shall be filed with and valued by the
commissioner with regulatory oversight in accordance with the laws of the state in
which the trust is domiciled that are applicable to the liquidation of domestic insurance
companies.

3) If the commissioner with regulatory oversight determines that the assets of the trust
fund or any part thereof are not necessary to satisfy the claims of the U.S. ceding
insurers of the grantor of the trust, the assets or part thereof shall be returned by the
commissioner with regulatory oversight to the trustee for distribution in accordance
with the trust agreement.

4) The grantor shall waive any right otherwise available to it under U.S. law that is
inconsistent with this provision.

J. If an accredited or certified reinsurer ceases to meet the requirements for accreditation or
certification, the commissioner may suspend or revoke the reinsurer’s accreditation or
certification.

(1) The commissioner must give the reinsurer notice and opportunity for hearing. The
suspension or revocation may not take effect until after the commissioner’s order on
hearing, unless:

(@ The reinsurer waives its right to hearing;

(b) The commissioner’s order is based on regulatory action by the reinsurer’s
domiciliary jurisdiction or the voluntary surrender or termination of the
reinsurer’s eligibility to transact insurance or reinsurance business in its
domiciliary jurisdiction or in the primary certifying state of the reinsurer under
Subparagraph E(6) of this section; or

(c) The commissioner finds that an emergency requires immediate action and a
court of competent jurisdiction has not stayed the commissioner’s action.

(2) While a reinsurer’s accreditation or certification is suspended, no reinsurance contract
issued or renewed after the effective date of the suspension qualifies for credit except
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Drafting Note:
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1990 Proc. Il 7, 18, 748, 766, 7B&3 (amended).

1993 Proc. 4th Quarter 6, 31, 8836, 874, 891 (amended).

1996 Proc. 2nd Quarter 12, 17; 24, 862 (amended and reprinted).
2011Proc. 3 Quarter 113114, 131137, 222236, 289298 (amended)
2016 Proc. 2 Quarter Vol. | 111, 131, 138, 141, 145, 150{amended)
2019 Proc. 2 Quarter (amended).
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