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Section 4. Accounting Requirements 
 

A. No insurer subject to this regulation shall, for reinsurance ceded, reduce any liability or establish 
any asset in any financial statement filed with the Department if, by the terms of the 
reinsurance agreement, in substance or effect, any of the following conditions exist: 

 
(1) Renewal expense allowances provided or to be provided to the ceding insurer by the 

reinsurer in any accounting period, are not sufficient to cover anticipated allocable 
renewal expenses of the ceding insurer on the portion of the business reinsured, unless 
a liability is established for the present value of the shortfall (using assumptions equal to 
the applicable statutory reserve basis on the business reinsured). Those expenses 
include commissions, premium taxes and direct expenses including, but not limited to, 
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actuary should maintain adequate documentation and be prepared upon request to 
describe the actuarial work performed for inclusion in the financial statements and to 
demonstrate that such work conforms to this regulation. 

 
(2) Any increase in surplus net of federal income tax resulting from arrangements described 

in Subsection C(1) shall be identified separately on the insurer's statutory financial 
statement as a surplus item (aggregate write-ins for gains and losses in surplus in the 
Capital and Surplus Account, page 4 of the Annual Statement) and recognition of the 
surplus increase as income shall be reflected on a net of tax basis in the "Reinsurance 
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Section 6. Existing Agreements 
 


