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Description of Issue:
Regulators have requested this agenda item consider potential concerns with the exception to retroactive reinsurance accounting in SSAP No. 62—Property and Casualty Reinsurance, paragraph 36.d. This exception allows retroactive reinsurance contracts between insurers 100% owned by a common parent or ultimate controlling person, to be treated as prospective reinsurance, provided there is no gain in surplus because of the transaction. If there is a gain to the ceding entity because of the transaction, SSAP No. 62, paragraph 37 requires a punitive method of accounting, which is similar to deposit accounting, with the addition of requiring the deposit to be nonadmitted (See authoritative literature section). 

SSAP No. 62 provides different accounting for reinsurance contracts that are prospective and retroactive. The distinction between prospective and retroactive reinsurance agreements is based on whether the agreement reinsures future (prospective) or past insured events (retroactive) covered by the underlying insurance policies. Prospective reinsurance contracts that transfer risk and meet other contractual requirements apply prospective reinsurance accounting. Retroactive reinsurance contracts covering risks that occurred prior to the effective date that also transfer risk are subject to retroactive reinsurance accounting. Under retroactive reinsurance accounting, all reserves remain on the ceding company’s balance sheet and in annual statement Schedule P with a write-in contra-liability established for the retroactive reinsurance. The consideration paid is not recognized as ceded premiums, and therefore net premiums written is also not reduced. 

The intercompany reinsurance exception detailed in SSAP No. 62, paragraph 36.d. existed prior to statutory codification, in the Property and Casualty Accounting Practices and Procedures Manual, Chapter 22, Reinsurance. The guidance for retroactive reinsurance contracts was adopted by the Property Casualty Reinsurance Study Group on December 13, 1995. Most of the reinsurance guidance in SSAP No. 62 was adopted as part of the review of FASB Statement No. 113, Accounting and Reporting for Reinsurance of Short-Duration and Long-Duration Contracts (FAS 113) and a related Emerging Issues Task Force Issue No. 93-6, Accounting for Multiple-Year Retrospectively Rated Contracts by Ceding and Assuming Enterprises (EITF 93-6). The exception guidance in SSAP No. 62, paragraph 36.d. was adopted by the membership of the NAIC at the March 1996 Plenary Session. This same wording was incorporated into SSAP No. 62 with initial statutory codification (see Issue Paper No. 75). The wording has consistently noted 100% common ownership since adoption. 

This exception allows retroactive intercompany reinsurance contracts covering prior years to be treated as prospective contracts. Allowing prospective accounting can result in shifting large blocks of prior year business within an insurance group with 100% common control. NAIC staff’s perception is that this exception is commonly used both for amendments to intercompany pooling, including when new members of a group are added to a pooling agreement; and to reallocate blocks of prior years’ reserves and premiums within a group. Working Group members have informally indicated that while this exception is more permissive than U.S. GAAP, the intercompany reinsurance contracts are subject to regulatory review pursuant to Insurance Holding Company System Regulatory Act (Model #440). Furthermore, if there is a gain to the ceding entity, SSAP No. 62 paragraph 37 requires a conservative method of accounting. Current informal discussions with Working Group members indicated a willingness to have a public discussion of this overall topic. 

Risk Transfer Logic 
Current discussion by regulators have noted that to apply retroactive reinsurance accounting, retroactive reinsurance agreements must transfer risk. If a retroactive reinsurance agreement meets risk‑transfer, there must be both a reasonable possibility of a loss to the reinsurer—and therefore a reasonable possibility of a gain to the ceding company. It is unclear how a ceding company can simultaneously assert that the retroactive reinsurance transfers risk and that no surplus gain will result from the agreement to qualify for the paragraph 36.d. exception. These two positions appear inconsistent.
 
Regulators have also noted that it seems contrary to the stated purpose of retroactive accounting treatment to allow a broad exception for affiliated transactions, which are inherently more susceptible to potential abuse. With retroactive accounting the ceding company must also complete Note 23F for the life of the agreement while reserves remain outstanding. This provides regulators with greater transparency, including annual fluctuations in development, recoverables on paid losses, over‑90‑day balances, and collateral levels (since retroactive reinsurance does not flow through Schedule F). However, there is not a disclosure of retroactive contact which apply this intercompany reinsurance exception. Hence, it is currently difficult to identify use of this reinsurance exception in the annual statement. 

Regulators also noted that limiting applicability of the SSAP No. 62, paragraph 36.d. exception to only surplus gain at inception puts the focus on the timing of gain recognition, not on whether a transaction will ultimately result in a gain to the ceding company (putting form over substance).

Implications of Paragraph 36.d. Exception 
Allowing prospective accounting treatment to intercompany reinsurance transactions also can impact operational and risk-based capital (RBC) ratios of the entities within the group. If companies are permitted to apply the paragraph 36.d. exception to treat affiliated loss portfolio transfers and other retroactive agreements as prospective, they could immediately shift significant amounts of premiums and reserves off the ceding entity’s statutory financials and Schedule P. This in turn would make it harder to track reserve development over time, since Schedule P Part 2 is presented net of prospective reinsurance. More importantly, it can sharply reduce reserves held, lowering the total RBC requirement instantly. 

Disclosure
SSAP No. 62, paragraph 36 contains the following exceptions to retroactive accounting and related disclosures are listed if applicable. 

36a.	Structured settlements to pay individual claims (Disclosed in SSSAP No. 65—Property and Casualty Contracts, paragraph 19
36.b.	Novations – no specific SAP disclosure but disclosed in Schedule F - Part 2 per Annual Statement Instructions
36.c.	Termination of, or reduction in participation in, reinsurance treaties - disclosed in SSAP No. 62, paragraph 109). 
36.d.	Intercompany reinsurance agreements with 100% ultimate controlling person (no gain in surplus) to the ceding entity) – no specific disclosure; 
36.e.	Reinsurance/retrocession agreements that meet the criteria of property/casualty run-off agreements disclosed in SSAP No. 62, paragraphs 114-119.

Existing Authoritative Literature:

 SSAP No. 62—Property and Casualty Reinsurance

26.	Prospective reinsurance is defined as reinsurance in which a reinsurer agrees to reimburse a ceding entity for losses that may be incurred as a result of future insurable events covered under contracts subject to the reinsurance. Retroactive reinsurance is defined as reinsurance in which a reinsurer agrees to reimburse a ceding entity for liabilities incurred as a result of past insurable events covered under contracts subject to the reinsurance. A reinsurance agreement may include both prospective and retroactive reinsurance provisions.

27. 	The distinction between prospective and retroactive reinsurance agreements is based on whether the agreement reinsures future or past insured events covered by the underlying insurance policies. For example, in occurrence-based insurance, the insured event is the occurrence of a loss covered by the insurance contract. In claims-made insurance, the insured event is the reporting to the insurer, within the period specified by the policy, of a claim for a loss covered by the insurance agreement. A claims-made reinsurance contract that reinsures claims asserted to the reinsurer in a future period as a result of insured events that occurred prior to entering into the reinsurance agreement is a retroactive agreement. (However, a reinsurance agreement that reinsures claims reported to an insurer that are covered under currently effective claims-made insurance policies is a prospective reinsurance agreement.)

Accounting for Prospective Reinsurance Agreements
30. Amounts paid for prospective reinsurance that meet the conditions for reinsurance accounting shall be reported as a reduction of written and earned premiums by the ceding entity and shall be earned over the remaining contract period in proportion to the amount of reinsurance protection provided or, if applicable, until the reinsurer’s maximum liability under the agreement has been exhausted. If the amounts paid are subject to adjustment and can be reasonably estimated, the basis for amortization shall be the estimated ultimate amount to be paid. Reinstatement premium, if any, shall be earned over the period from the reinstatement of the limit to the expiration of the agreement.
31. Changes in amounts of estimated reinsurance recoverables shall be recognized as a reduction of gross losses and loss expenses incurred in the current period statement of income. Reinsurance recoverables on paid losses shall be reported as an asset, reinsurance recoverables on loss and loss adjustment expense payments, in the balance sheet. Reinsurance recoverables on unpaid case-basis and incurred but not reported losses and loss adjustment expenses shall be netted against the liability for gross losses and loss adjustment expenses.
32. Prospective reinsurance agreements that meet the conditions for reinsurance accounting shall only reflect reinsurance credit for the portion of risk which is ceded. Provisions that would limit the reinsurer’s losses (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit or any similar provisions) caused by any applicable risk limiting provision(s) shall be reflected adjustments to ceded premiums, commissions or losses. Reporting entities shall only take credit for reinsurance, i.e., record a reinsurance recoverable, for non-proportional reinsurance when and to the extent that incurred losses on the underlying subject business exceed the attachment point of the applicable reinsurance contract(s).
Accounting for Retroactive Reinsurance Agreements
33. Certain reinsurance agreements which transfer both components of insurance risk cover liabilities which occurred prior to the effective date of the agreement. Due to potential abuses involving the creation of surplus to policyholders and the distortion of underwriting results, special accounting treatment for these agreements is warranted.
34. All retroactive reinsurance agreements entered into, renewed or amended on or after January 1, 1994 (including subsequent development of such transactions) shall be accounted for and reported in the following manner:
a. The ceding entity shall record, without recognition of the retroactive reinsurance, loss and loss expense reserves on a gross basis on the balance sheet and in all schedules and exhibits;
b. The assuming entity shall exclude the retroactive reinsurance from loss and loss expense reserves and from all schedules and exhibits;
c. The ceding entity and the assuming entity shall report by write-in item on the balance sheet, the total amount of all retroactive reinsurance, identified as retroactive reinsurance reserve ceded or assumed, recorded as a contra-liability by the ceding entity and as a liability by the assuming entity;
d. The ceding entity shall, by write-in item on the balance sheet, restrict surplus resulting from any retroactive reinsurance as a special surplus fund, designated as special surplus from retroactive reinsurance account;
e. The surplus gain from any retroactive reinsurance shall not be classified as unassigned funds (surplus) until the actual retroactive reinsurance recovered exceeds the consideration paid;
f. The special surplus from retroactive reinsurance account for each respective retroactive reinsurance agreement shall be reduced at the time the ceding entity begins to recover funds from the assuming entity in amounts exceeding the consideration paid by the ceding entity under such agreement, or adjusted as provided in paragraph 34.j.;
g. For each agreement, the reduction in the special surplus from retroactive reinsurance account shall be limited to the lesser of (i) the actual amount recovered in excess of consideration paid or (ii) the initial surplus gain resulting from the respective retroactive reinsurance agreement. Any remaining balance in the special surplus from retroactive reinsurance account derived from any such agreement shall be returned to unassigned funds (surplus) upon elimination of all policy obligations subject to the retroactive reinsurance agreement;
h. The ceding entity shall report the initial gain arising from a retroactive reinsurance transaction (i.e., the difference between the consideration paid to the reinsurer and the total reserves ceded to the reinsurer) as a write-in item on the statement of income, to be identified as Retroactive Reinsurance Gain and included under Other Income;
i. The assuming entity shall report the initial loss arising from a retroactive reinsurance transaction, as defined in the preceding paragraph 34.g., as a write-in item on the statement of income, to be identified as Retroactive Reinsurance Loss and included under Other Income;
j. Any subsequent increase or reduction in the total reserves ceded under a retroactive reinsurance agreement shall be reported in the manner described in the preceding paragraphs 34.h. and 34.i., in order to recognize the gain or loss arising from such increase or reduction in reserves ceded. The Special Surplus from Retroactive Reinsurance Account write-in entry on the balance sheet shall be adjusted, upward or downward, to reflect such increase or reduction in reserves ceded. The Special Surplus from Retroactive Reinsurance Account write-in entry shall be equal to or less than the total ceded reserves under all retroactive reinsurance agreements in-force as of the date of the financial statement. Special surplus arising from a retroactive reinsurance transaction shall be considered to be earned surplus (i.e., transferred to unassigned funds (surplus)) only when cash recoveries from the assuming entity exceed the consideration paid by the ceding entity as respects such retroactive reinsurance transaction; and
k. The consideration paid for a retroactive reinsurance agreement shall be reported as a decrease in ledger assets by the ceding entity and as an increase in ledger assets by the assuming entity.
(For an illustration of ceding entity accounting entries see question 31 in Exhibit A.)

35.  Portfolio reinsurance is the transfer of an insurer’s entire liability for in force policies or outstanding losses, or both, of a segment of the insurer’s business. Loss portfolio transactions are to be accounted for as retroactive reinsurance.

36. 	The accounting principles for retroactive reinsurance agreements in paragraph 34 shall not apply to the following types of agreements (which shall be accounted for as prospective reinsurance agreements unless otherwise provided in this statement):

a. Structured settlement annuities for individual claims purchased to implement settlements of policy obligations;

b. Novations, (i.e., (i) transactions in which the original direct insurer’s obligations are completely extinguished, resulting in no further exposure to loss arising on the business novated or (ii) transactions in which the original assuming entity’s obligations are completely extinguished) resulting in no further exposure to loss arising on the business novated, provided that (1) the parties to the transaction are not affiliates (or if affiliates, that the transaction has the prior approval of the domiciliary regulators of the parties)and (2) the accounting for the original reinsurance agreement will not be altered from retroactive to prospective;

c. The termination of, or reduction in participation in, reinsurance treaties entered into in the ordinary course of business;

d. Intercompany reinsurance agreements, and any amendments thereto, among companies 100% owned by a common parent or ultimate controlling person provided there is no gain in surplus as a result of the transaction; or

e. Reinsurance/retrocession agreements that meet the criteria of property/casualty run-off agreements described in paragraphs 102-105.

37. 	Retroactive reinsurance agreements resulting in surplus gain to the ceding entity (with or without risk transfer) entered into between affiliates or between insurers under common control (as those terms are defined in Appendix A-440) shall be reported as follows:

a. The consideration paid by the ceding entity shall be recorded as a deposit and reported as a nonadmitted asset; and

b. No deduction shall be made from loss and loss adjustment expense reserves on the ceding entity’s balance sheet, schedules, and exhibits.
Disclosures 
109.	Commutation of Ceded Reinsurance—Describe commutation of ceded reinsurance during the year reported in the following annual statement classifications, including the name(s) of the reinsurer(s):
a. Losses incurred;
b. Loss adjustment expenses incurred;
c. Premiums earned; and
d. Other.
110.	Retroactive Reinsurance—The table illustrated in the NAIC Annual Statement Instructions for Property and Casualty Companies under Retroactive Reinsurance in the Notes to Financial Statements section shall be completed for all retroactive reinsurance agreements that transfer liabilities for losses that have already occurred and that will generate special surplus transactions. The insurer (assuming or ceding) shall assign a unique number to each retroactive reinsurance agreement and shall utilize this number for as long as the agreement exists. Transactions utilizing deposit accounting shall not be reported in this note.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E) Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): 
Agenda item 2008-24: Exceptions for portfolio reinsurance agreements between affiliates, sought to expand the exception, which was in SSAP No. 62, paragraph 31d at the time. This agenda item was exposed and then withdrawn by the sponsor. 

Agenda item 2019-49 is a tangential issue regarding how to report the exception(s) to retroactive reinsurance exception using prospective reinsurance accounting when prior years are impacted on Schedule P. This agenda item, which asks for accounting guidance on how to report this exception in Schedule P was deferred in May 2020. NAIC staff received a separate regulator question on this topic in 2026 and would be interested in future actuarial and accounting input to resolve this topic. 

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): None.

Staff Recommendation: NAIC staff recommends that the Working Group move this item to the active listing, initially categorized as a SAP clarification, and expose the disclosures described below with a request for comment on regarding whether the existing exception to retroactive accounting in SSAP No. 62, paragraph 36.d, should remain unchanged, be considered for elimination, or be narrowed. Subsequent consideration of this agenda item as a SAP concept change will occur if revisions to the existing exception are supported. 

Disclosure Discussion – Most of the SSAP No. 62, the paragraph 36 exceptions to retroactive reinsurance accounting have an existing disclosure, however there is not a specific disclosure for the exception for intercompany reinsurance as described in paragraph 36.d. While continued discussions occur on the exception, NAIC staff recommend exposure of the following SSAP No. 62 proposed new disclosures to allow for better transparency. If the exception is eliminated or revised, corresponding disclosure revisions will be considered. 

SSAP No. 62 proposed new disclosures:

126. 	Disclose each contract that was entered into during the reporting period that applied the exception to retroactive reinsurance accounting for intercompany reinsurance contracts meeting the requirements of paragraph 36d., which allows such contracts to be reported as prospective reinsurance. Describe the parties and general terms of the contract including the amount of reserves reinsured, the aggregate consideration paid, the amount of ceded premiums recorded by line of business, the amount of any gain or loss in surplus from the transaction and if the contract received domiciliary approval. 

Staff Review Completed by: Robin Marcotte – NAIC Staff, July 2026



Status:
On August 12, 2026, the Statutory Accounting Principles (E) Working Group exposed revisions to the disclosures in SSAP No. 62—Property and Casualty Reinsurance as illustrated above and requested comments regarding whether the existing exception to retroactive accounting in SSAP No. 62, paragraph 36.d, should remain unchanged, be considered for elimination, or be narrowed.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2026/08-12-26 Summer National Meeting/Exposures/26-12 - Retroactive Re exception.docx
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