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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 

 

Credit for reinsurance shall be allowed a domestic ceding insurer as either an asset or a reduction 

from liability on account of reinsurance ceded only when the reinsurer meets the requirements of 

Subsections A, B, C, D, E or F of this section; provided further, that the commissioner may adopt by 

regulation an approval requirement and specific additional requirements relating to valuation of 

assets and obligations, and the amount and forms of security held, in connection with reinsurance 

arrangements pertaining to non- universal and universal life insurance with secondary guarantees 

required to be valued under Sections 6 or 7 of the National Association of Insurance Commissioners 

(NAIC) Valuation of Life Insurance Policies Model Regulation, variable annuities valued under 

Actuarial Guideline XLIII-CARVM for Variable Annuities, and long term care insurance valued 

under the Health Insurance Reserves Model Regulation. The commissioner may require a domestic 

ceding insurer, in calculating the amounts of forms of security required to be held under the 

regulation, to use the valuation manual adopted by the NAIC under Section 11B(1) of the NAIC 

Standard Valuation Law, including all amendments adopted by the NAIC through the date as of 

which the calculation is made. Credit shall be allowed under Subsections A, B or C of this section 

only as respects cessions of those kinds or classes of business which the assuming insurer is licensed 

or otherwise permitted to write or assume in its state of domicile or, in the case of a U.S. branch of 

an alien assuming insurer, in the state through which it is entered and licensed to transact 

insurance or reinsurance. Credit shall be allowed under Subsections C or D of this section only if the 

applicable requirements of Subsection G have been satisfied. 
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Section 3. Asset or Reduction from Liability for Reinsurance Ceded by a Domestic 

Insurer to an Assuming Insurer not Meeting the Requirements of Section 2 

 

An asset or a reduction from liability for the reinsurance ceded by a domestic insurer to an assuming 

insurer not meeting the requirements of Section 2 shall be allowed in an amount not exceeding the 

liabilities carried by the ceding insurer. ; provided further, that the commissioner may adopt by 

regulation an approval requirement and specific additional requirements relating to valuation of 

assets and obligations, and the amount and forms of security held, in connection with reinsurance 

arrangements pertaining to non- universal and universal life insurance with secondary guarantees 

required to be valued under Sections 6 or 7 of the National Association of Insurance Commissioners 

(NAIC) Valuation of Life Insurance Policies Model Regulation, variable annuities valued under 

Actuarial Guideline XLIII-CARVM for Variable Annuities, and long term care insurance valued 

under the Health Insurance Reserves Model Regulation. The commissioner may require a domestic 

ceding insurer, in calculating the amounts of forms of security required to be held under the 

regulation, to use the valuation manual adopted by the NAIC under Section 11B(1) of the NAIC 

Standard Valuation Law, including all amendments adopted by the NAIC through the date as of 

which the calculation is made.  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 subsequent failure to meet applicable standards 

of issuer acceptability, continue to be acceptable as security until their 

expiration, extension, renewal, modification or amendment, whichever first 

occurs; or 
 
Drafting Note: Providing for the continuing acceptability of letters of credit whose issuers were acceptable when the credit 
support facility was first obtained is intended to avoid abrupt interruptions in the acceptability of credit support 
arrangements that run for specific periods of time, and thus unnecessary disruptions in the marketplace, on account of the 
issuing (or confirming) institution’s subsequent failure to meet applicable standards of issuer acceptability (whether by virtue 
of a change in the issuing institution’s ability to qualify under the original standards or as a result of revisions to the 
applicable standards). The provision stipulates that letters of credit acceptable when first obtained will, in the event of the 
subsequent nonqualification of the issuing (or confirming) institution, continue to be acceptable as security until the account 
party and beneficiary would first have, in the normal course of business, an opportunity to replace the credit support facility. 
 

D. Any other form of security acceptable to the commissioner 


