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TO:	Kevin Clark, Chair, Statutory Accounting Principles (E) Working Group
FROM:  	Rachel Hemphill, Chair, Life Actuarial (A) Task Force

DATE:  	September XX, 2026 

RE: 	Reinsurance Collateral for Ceded Business Valued under Principles-Based Reserving

During Reinsurance (E) Task Force discussions on collateral requirements for unauthorized reinsurance, an interested party (Sheldon Summers, Claire Thinking) raised a concern that current collateral requirements may not be appropriate when the business that is ceded is valued under Principle-Based Reserving (PBR).

Under PBR, the reserve credit is calculated as the difference between the pre-reinsurance reserve (calculated disregarding reinsurance cashflows) and the post-reinsurance reserve (calculated reflecting reinsurance cashflows).  Because of the benefit of aggregation reflected in the pre-reinsurance reserve, the reserve credit may be less than a standalone PBR pre-reinsurance reserve for the ceded block.

We recommend that the Working Group discuss the intent of the collateral requirement, and consider the Task Force recommendations specific to each possible intent:
1. If the collateral requirement is intended to ensure there are sufficient funds for the unauthorized reinsurer to cover claims under moderately adverse conditions, the Task Force recommends that the collateral requirement for PBR business ceded to unauthorized reinsurers be updated to be based on a standalone PBR pre-reinsurance reserve calculated for the block being ceded.
2. If the collateral requirement is intended to ensure that there are sufficient funds available in the case of recapture for the cedant to post the full PBR reserve, then the Task Force recommends no update.

It is the Task Force’s understanding that #1 is the most likely intent of the requirement, and that the requirement is not intended to have a collateral level that is dependent on a recapture scenario to be appropriate.  However, we also encourage the Working Group to address the intent question as well. If the Working Group agrees that #1 is the intent of the requirement, then the following updates to SSAP 61, Paragraph 50 are recommended.



SSAP 61, Paragraph 50

50. If the reinsurer is not authorized, otherwise approved or certified to do business, the reinsurance is considered to be unauthorized. A liability is established to offset credit taken in various balance sheet accounts for reinsurance ceded to unauthorized reinsurers. Credit for reinsurance with unauthorized companies shall be permitted if the ceding entity holds securities or cash of the assuming entity equal to the standalone pre-reinsurance reserve calculations for business valued under Principle-Based reserving and equal to the reserve credit taken for business not valued under Principle-Based Reserving. Such deposits are to be held under the control of the ceding entity. Additionally, any securities held under such an arrangement must be investments that the ceding entity is allowed to make under the provision of the investment sections of the insurance statutes. Other permissible arrangements include irrevocable trusts or “clean” letters of credit. If the assuming entity is not licensed or is not an authorized reinsurer in the domiciliary state of the ceding entity or if the reinsurance does not meet required standards, the ceding entity must set up a net liability equal to the following:
a. Standalone pre-reinsurance reserve calculations for business valued under Principle-Based Reserving and rReserve credits taken including any IMR liability adjustment for business not valued under Principle-Based Reserving; plus
b. Claim liability credits taken on paid and unpaid (in course of settlement) claims recoverable; plus
c. Other asset increases or liability reductions resulting from amounts recoverable from the assuming entity including commissions, expense allowances, modified coinsurance reserve adjustments, experience rating refunds, and estimated incurred but not reported claim liabilities; less
d. Deposits by or funds withheld from the reinsurer, as provided for in the reinsurance treaty and in compliance with the security requirements of Appendix A-785, pledged as security for the payment of reinsurance obligations. Such deposits or funds are typically held by the ceding entity or are placed in a trust or custodial account. Amounts placed in trust or custodial accounts are held subject to withdrawal by, and under the control of, the ceding entity; less
e. Amounts of reinsurance recoverables covered by a clean, irrevocable letter of credit issued by a qualified U.S. financial institution as defined in Appendix A-785; less
f. Amounts contractually due the assuming entity.
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