



Date: May 13, 2025

Virginia is submitting comments regarding the following exposure:

Proposed AG ReAAT exposed on May 2, 2025

Comments:

1. Starting Asset Amount.  There is a loophole in the current draft regarding the amount of starting assets used in the mandatory run vs. the alternative run.  Consider a company ceding to two different reinsurers both using 100% coinsurance w/FWH agreements.  For Reinsurer A, FWH = $100, and for Reinsurer B, FWH = $50.  Both reinsurers are holding reserve of $50.  Reinsurer A is holding $30 of excess capital based on U.S. RBC, but Reinsurer B is holding no excess capital.  In the alternative run, Reinsurer A could increase the starting assets used in CFT by $20 (from $50 to $70), since there is enough excess capital.  However, for Reinsurer B, the amount of starting assets in the alternative run would need to be reduced by $30 (from $50 to $20) since there is no excess capital.  The loophole is that this consideration of excess capital and how it affects starting assets is only applicable to the alternative CFT run and not the mandatory CFT run.  It should be applicable to both.  For the mandatory run, Reinsurer B could use starting assets equal to the entire FWH balance of $50, even though there is no excess capital being held.  This is a loophole that needs to be filled.  

This can easily be done by moving paragraph 6.B.iv(a)(4)(A) to a new section 6.B.iii(b) and changing the wording in Section 6.B.iii slightly.

Proposed new Section 6.B.iii:

iii.	For one mandatory run of cash-flow testing, the Starting Asset Amount shall be no greater thanequal to the Post-Reinsurance Reserve.
(a) If the Post-Reinsurance Reserve held by a non-affiliate is unavailable, then consider principles in Section 6.B.iv.(a) regarding the roles of reserves, Excess Capital, collateral assets, and Primary Security in establishing the Starting Asset Amount.
(b) If little or no Excess Capital is available in addition to the amount equal to the Starting Asset Amount, then the Starting Asset Amount should be reduced such that appropriate Excess Capital would be available to support the block in beyond moderately adverse conditions (conditions contemplated in the US risk-based capital (RBC) system as stated in the RBC For Insurers Model Act).

Section 6.B.iv.(a)(4) would then be changed to:

Appropriate Excess Capital is demonstrated to be available in addition to the Starting Asset Amount following principles of Section 6.B.iii(b).

The revised wording “no greater than” in Section 6.B.iii aligns with the wording used for selecting assets in ASOP 22.

2. Similar Memorandum.  I agree in part with the comment made by Transamerica in their April 24, 2025, comment letter, regarding the Similar Memorandum.  The wording in Section 5.G may create confusion because it describes the Similar Memorandum as a potential “alternative to cash-flow testing.”  This implies that the Similar Memorandum does not use CFT.  The wording proposed by Transamerica is “alternative to cash-flow testing documentation”, which I believe also could create confusion because this implies that CFT is the only acceptable method to use in the Similar Memorandum.  In addition, with the new Section 9 Reporting Section, it makes sense to move Section 5.G to Section 9, and re-title Section 5 to be “Analysis Expectations in Light of Risks”.  This way, all the analysis expectations are in Section 5 and all the reporting and documentation requirements are in Section 9.  Move Section 5.G to after Section 9.A as follows:

Proposed new Section 9.B:

A Similar Memorandum may be submitted as an appropriate alternative to the documentation required in Section 9.C in some instances, if the Similar Memorandum is easily readable for review of the risks and analysis related to the scope of this Guideline, and based on the Similar Memorandum the cedant’s domestic regulator finds, with the assistance of the Valuation Analysis (E) Working Group, that they are able to determine whether the assets are adequate to support the liabilities under moderately adverse conditions.

This added wording aligns with the wording in the current Section 9.B.  Current sections 9.B and 9.C would then be renumbered to 9.C and 9.D.  Also, please note that there are two sections 9.B.iii in the current draft.  Section 5.G would then be deleted and the rest of Section 5 would need renumbered.  References to Section 5.H would need to be changed to Section 5.G.

Thank you for your consideration of these comments. 
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