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OVERVIEW
HB 2352 adopts the credit for reinsurance model law developed by the National Association of
Insurance Commissioners (NAIC).

HISTORY

The NAIC is an organization created and governed by the chief insurance regulators of the 50
states, the District of Columbia, and five United States (U.S.) territories. The mission of the
NAIC isto assist state insurance regulators, individually and collectively, in serving the public
interest and achieving fundamental insurance regulatory goals in a responsive, efficient, and cost
effective manner, consistent with the wishes of its members. Through the NAIC, state insurance
regulators establish standards and best practices, conduct peer review, and coordinate their
regulatory oversight.

In 2008 the NAIC initially adopted the Reinsurance Regulatory Modernization Framework
Proposal. NAIC recommended that this framework be implemented through federal legislation in
order to preserve and improve stat-based regulation of reinsurance, ensure timely and uniform
implementation throughout all NAIC member jurisdictions, and as a more comprehensive
aternative to related federal legidation. NAIC also provided changes for state legislatures to
establish requirements under which states would regulate qualified reinsurers, and also to
consider reinsurance risk diversification and notice requirements for ceding insurers.

Pursuant to Arizona Revised Statutes 8 20-261.01, a domestic ceding insurer is allowed a credit
for reinsurance as an asset to or a deduction from liability on account of reinsurance ceded if the
reinsurer satisfies requirements as outlined in statute.

PROVISIONS
Credit for Reinsurance
1. Permits a domestic ceding insurer a credit for reinsurance as either an asset or a reduction
from liability on account of reinsurance ceded only when the requirements as outlined in the
act have been met.

2. Stipulates credit shall be allowed when the reinsurance is ceded to an assuming insurer that
meets any of the following conditions:
a. Islicensed to transact insurance or reinsurance in this state.

b. Is accredited by the director of the Department of Insurance (Director) as a reinsurer in
this state and provides eligibility for accreditation requirements.
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C.

d.

e.

Is domiciled in, or is a U.S. branch of an alien assuming insurer that entered through, a
state that employs standards regarding credit for reinsurance substantially similar those
applicable under this act and the assuming insurer:

i. Maintains a surplusin an amount not less than $20 million, and

ii. Submits to examinations of its books and records.

Maintains a trust fund in a qualified U.S. financial institution for the payment of valid
claimsof its U.S. ceding insurers, their assigns, and successors in interest.
i. Requires the insurer to report annually to the Director information substantially the
same as that required to be reported in the NAIC annual statement form by licensed
insurers.

Has been certified by the Director as a reinsurer in this state and that secures its
obligation in accordance with statute, and outlines the requirements for certification.

3. Applies additiona requirements to the trust that is maintained by an assuming insurer:

a

Requires the form of the trust or any amendments to the trust to be approved by the
director or commissioner of the state where the trust is domiciled or by the director or
commissioner of another state who has accepted principal regulatory oversight of the
trust.

Requires the form of the trust to be filed with the director of every state in which the
ceding insurer beneficiaries of the trust are domiciled.

States the trust must provide that contested claims shall be valid and enforceable, must
vest legal title to its assetsin its trustees, and be subject to examination by the Director.

Stipulates the trust must remain in effect for as long as the assuming insurer has
outstanding obligations due under the reinsurance agreements subject to the trust and
directs the trustee to report to the Director the annual balance of the trust and a list of
investments.

States the trust for a single assuming insurer must consist of funds in the trust in an
amount which covers all the liabilities attributable to the reinsurance ceded and must
maintain atrusteed surplus of at least $20 million, with exception.

Specifies at any time after the assuming insurer has permanently discontinued
underwriting new business secured by the trust for at least three full years, the director
with principal oversight may authorize a reduction in the required trusteed surplus, if
upon determining that the new required surplus level is adequate for protection.

Specifies that in a group including incorporated and individual unincorporated
underwriters:
i. The trust must cover al liabilities for reinsurance ceded under reinsurance agreements
on or after January 1, 1993.

ii. The trust must cover the respective underwriters several insurance and reinsurance

liabilities for reinsurance ceded under reinsurance agreements on or before December
31, 1992.

iii. Requiresthe group to maintain a trusteed surplus of which $100 million is held jointly.
iv. Prohibits the group members from engaging in any business other than underwriting as

amember of the group.
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V. Requires the group to provide to the Director, within 90 days after its financial
statements are due, an annual certification by the group’s domiciliary regulator of the
solvency of each underwriter member of the group.

h. Statesagroup of incorporated underwriters under common administration must:
I. Have continuously transacted an insurance business outside the U.S. for at least three

years immediately before making application for accreditation.

ii. Maintain aggregate policyholders’ surplus of at least $10 billion.

iii. Maintain a trust fund which covers the group’s several liabilities attributable to
business ceded by U.S. domiciled ceding insurers.

iv. Maintain ajoint trusteed surplus of which $100 millionis held jointly.

v. Make available to the Director an annual certification of each underwriter member’s
solvency and financial statements, within 90 days after itsfinancial statements are due.

4. Requires the Director to create and publish a list of qualified jurisdictions, under which an
assuming insurer is eligible to be considered for certification, and outlines further
responsibilities of the Director with regards to: 1) determining a qualified jurisdiction, 2)
suspension of certification, and 3) rating each certified reinsurer.

5. Directs a certified reinsurer to secure obligations assumed from U.S. ceding insurers at a
level consistent with its rating, and provides further responsibilities for certified reinsurers.

6. Permits credit when the reinsurance is ceded to an assuming insurer that does not meet the
requirements as set forth in the act, only as to the insurance of risks located in jurisdictions
where the reinsurance is required of that jurisdiction.

7. Prohibits certain credit from an assuming insurer that is not licensed, accredited, or certified
to transact insurance or reinsurance, unless the assuming insurer agrees in the reinsurance
agreements to al of the following:

a. To submit to the jurisdiction of any court of competent jurisdiction.

b. To designate the Director or a designated attorney asits true and lawful attorney.

8. States the exemption granted to an unlicensed assuming insurer is not intended to conflict
with or override the obligation of the parties to a reinsurance agreement to arbitrate their
disputes.

9. Stipulates if the assuming insurer does not meet specified requirements for a certain credit,
that credit is not permissible unless the assuming insurer agrees in the trust agreements to
following specified conditions as outlined in the act.

10. Authorizes the Director to suspend or revoke the reinsurer’s accreditation and certification
and outlines the procedures for suspension or revocation.

11. Provides procedures for a ceding insurer’s concentration risk, with regards to reinsurance
recoverables and diversify its reinsurance program.

Asset or Reduction from Liability
12. Permits an asset or a reduction from liability for the reinsurance ceded by a domestic insurer
to an assuming insurer that does not meet the requirements for credit for reinsurance in an
amount not exceeding the liabilities carried by the ceding insurer.
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13. Specifies reduction to be in the amount of funds held by or on behalf of the ceding insurer
under a reinsurance contact with the assuming insurer as security for the payment of
obligations.

14. Outlines the acceptable forms of security.

Miscellaneous
15. States the requirements for credit for reinsurance as outlined in this act apply to al cessions
after the effective date of this act under reinsurance agreements that have an inception,
anniversary or renewal date that is not less than six months after the effective date of this act.

16. Authorizes the Director to adopt rules pursuant to statute to implement the provisions relating
to credit for reinsurance.

17. Exempts the Department of Insurance from rulemaking requirements for two years for the
purposes of implementing the provisions of this act.
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