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credit for reinsurance 

(NOW: credit for reinsurance; reduction; liability) 
 
Purpose 
 

Modifies the circumstances under which credit for reinsurance is allowed.   
 
Background 
 

Under current law, a domestic ceding insurer is allowed a credit for reinsurance as an 
asset to or deduction from liability on account of reinsurance ceded, provided that the reinsurer 
satisfies certain requirements as outlined in statute (A.R.S. § 20-261.01). 

 
The National Association of Insurance Commissioners (NAIC) is a membership 

organization comprised of the chief insurance regulators from 50 U.S. states, 5 U.S. territories 
and the District of Columbia. The NAIC’s mission is to assist  state insurance regulators, both 
individually and collectively, in serving the public interest and achieving fundamental insurance 
regulatory goals in a responsive, efficient and cost effective manner.  

 
In 2011, the NAIC passed amendments to its Credit for Reinsurance Model Law and 

Regulation (Model Law), allowing a reinsurer to qualify for reduced collateral requirements on a 
sliding scale based on the rating assigned to the reinsurer by a state insurance regulator. In order 
for a state to maintain its NAIC accreditation, its insurance laws must be in compliance with the 
Model Law.  

 
As of 2014, the Model Law has been adopted in at least 23 states, including Florida, 

Indiana, New Jersey and New York.  
 
There is no anticipated fiscal impact to the state General Fund associated with this 

legislation.  
 
Provisions 

Credit for Reinsurance 
 
1. Allows a domestic ceding insurer credit for reinsurance as either an asset or a reduction from 

liability on account of reinsurance ceded, provided certain requirements as outlined in the bill 
are met.  

 
2. Specifies that credit shall be allowed when the reinsurance is ceded to an assuming insurer 

that:  
a) is licensed to transact insurance or reinsurance in this state;  
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b) is accredited by the Director of the Arizona Department of Insurance (Director) as a 
reinsurer in this state;  

c) is domiciled in a state that employs standards regarding credit for reinsurance 
substantially similar to those applicable under the provisions of the bill;  

d) is a United States (U.S.) branch of an alien assuming insurer that enters through a state 
that employs standards regarding credit for reinsurance substantially similar to those 
applicable under the provisions of the bill; 

e) maintains a trust fund in a qualified U.S. financial institution for the payment of valid 
claims of its U.S. ceding insurers, their assigns and successors in interest; or 

f) has been certified by the Director as a reinsurer in this state and secures its obligations in 
accordance with state law.  
 

3. Requires the assuming insurer to report annually to the Director information substantially the 
same as that required to be reported by the NAIC annual statement form by licensed insurers 
in order to enable the Director to determine the sufficiency of the trust fund.  
 

4. Applies the following additional requirements to a trust that is maintained by an assuming 
insurer:  
a) the form of the trust and any amendments to the trust must have been approved by: 

i. the director or commissioner of  the state where the trust is domiciled; or  
ii. the director or commissioner of another state who has accepted principal 

regulatory oversight of the trust; 
b) the form of the trust and any trust amendments must be filed with the director of every 

state in which the ceding insurer beneficiaries of the trust are domiciled; 
c) 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; 
d) the trust fund for a single assuming insurer must consist of funds in trust in an amount not 

less than the assuming insurer’s liabilities attributable to reinsurance ceded by the U.S. 
ceding insurers; and  

e) the assuming insurer must maintain a trusteed surplus of not less than $20 million. 
 

5. Specifies the director with principal regulatory oversight over the trust may authorize a 
reduction in the required trusteed surplus at any time after the assuming insurer has 
permanently discontinued underwriting new business secured by the trust for at least three 
full years, provided that the director finds that the new required surplus level is adequate for 
the protection of U.S. ceding insurers, policyholders and claimants.  
 

6. Requires the Director to 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 Director as a certified insurer.  

 
7. Requires a certified reinsurer to secure obligations assumed from U.S. ceding insurers at a 

level consistent with its rating. 
 
8. Allows credit when reinsurance is ceded to an assuming insurer that does not meet the 

requirements as outlined in the bill, but only as to the insurance of risks located in 
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jurisdictions where the reinsurance is required by applicable law or regulation of that 
jurisdiction.  

 
9. Prohibits credit in certain instances if the assuming insurer is not licensed, accredited or 

certified to transact insurance or reinsurance in this state.  
 
10. Allows the Director to suspend or revoke a reinsurer’s accreditation or certification if that 

reinsurer ceases to meet the applicable requirements for such accreditation or certification. 
 

Asset or Reduction from Liability for Reinsurance 
 
11. Allows an asset or a reduction from liability for the reinsurance ceded by a domestic insurer 

to an assuming insurer that is not meeting the requirements for credit for reinsurance in an 
amount not exceeding the liabilities carried by the ceding insurer.  
 

12. Requires the reduction from liability to be in the amount of funds held by or on behalf of the 
ceding insurer under a reinsurance contract with the assuming insurer as security for the 
payment of obligations.  

 
13. Specifies that the security for the payment of obligations may be in the following form:  

a) cash; 
b) securities listed by the Securities Valuation Office of the NAIC;  
c) clean, irrevocable, unconditional letters of credit, issued or confirmed by a qualified 

United States financial institution; 
d) letters of credit that meet applicable standards of issuer acceptability; or 
e) any other form of security acceptable to the Director.   
 

14. Specifies that the credit for reinsurance requirements as outlined in the bill apply to all 
cessions after the effective date of the bill under reinsurance agreements that have an 
inception, anniversary or renewal date that is not less than six months after the effective date 
of the bill.  
 

Miscellaneous 
 
15. Allows the Director to adopt rules for the purpose of implementing the provisions of the bill 

relating to credit for reinsurance.  
 
16. Exempts the Department of Insurance from rulemaking requirements for two years after the 

effective date of the bill for the purpose of implementing the provisions of the bill.  
 
17. Makes technical and conforming changes.  
 
18. Becomes effective on the general effective date.   
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House Action 
 
INS  2/18/15     DPA/SE     8-0-0 
3rd Read 2/26/15                      57-0-3 
 
 
Prepared by Senate Research 
March 9, 2015 
FB/AC/jo 
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