Co-YRT Risk Transfer Discussion Draft
Background
The Statutory Accounting Principles (E) Working Group (SAPWG) exposed a referral received from the Valuation Analysis Working Group (VAWG) at the 2024 Spring National Meeting. The referral (2024-06) raised concerns that companies are taking too large of a reserve credit on reinsurance contracts with interdependent features that directly or indirectly compensate the reinsurer between features, thus offsetting risk transfer.

SAPWG proposed updating SSAP 61 and Appendix A-791. Of significant concern to the industry, the proposal was to be applied to existing reinsurance agreements.

The Life insurance industry has been working with SAPWG regulators since the proposal was first exposed in March 2024. We have held numerous meetings with individual regulators as well as members of both SAPWG and the Life Actuarial Task Force (LATF). In addition, we included this item in our previous SLSG talking points and in our NAIC preview.

At the NAIC Summer National meeting there was significant discussion on this item and SAPWG voted this proposal out unanimously, effective immediately for all new agreements and with a 12/31/2026 effective reporting date and retroactive applicability to all existing contracts.

It then proceeded to the Accounting Practices and Procedures Task Force (APPTF), where there was additional discussion. The proposal was approved but with two no votes at that task force, Ohio and Indiana – specifically because it was fully retroactive.

Subsequently there have been two regulator-only E Committee meetings to consider the proposal. A public meeting has been scheduled for October 7 during which the E Committee may vote to approve the proposal from APPTF/SAPWG.

Discussion Draft
Language could be included with the following conditions in SSAP 61 regarding existing Co-YRT agreements based on regulatory review and approval prior to execution:

· Effective 12/31/2026, existing agreements that have not been submitted to the domiciliary regulator will be subject to the clarifications of existing guidance adopted in August 2025 regarding risk transfer on interdependent reinsurance agreements in paragraphs 17 and 19.
· Effective 12/31/2028, existing agreements that have been reviewed but for which a response (i.e., approval or non-disapproval) has not been received from the domiciliary regulator will be subject to the clarifications of existing guidance adopted in August

2025 regarding risk transfer on interdependent reinsurance agreements in paragraphs 17 and 19.
· The reinsurance transaction has been reviewed and approved or not disapproved by the insurance regulatory authority in the ceding insurer’s domiciliary state, with such approval or non-disapproval documented and retained by the ceding insurer. Such agreements will be fully exempted from the clarifications of existing guidance adopted in August 2025 regarding risk transfer on interdependent reinsurance agreements in paragraphs 17 and 19.
· A change resulting from this clarification shall be accounted for as a change in accounting principle as defined in SSAP No. 3-Accounting Changes and Corrections of Errors.


Furthermore, the following addition could be included in A-791 to clarify risk transfer for combination contracts:
· In the absence of other clearly defined risk transfer criteria, such as when evaluating combination contracts with interdependent features, standalone cash flow testing is one way to demonstrate that reinsurance transactions do not deprive the ceding company of surplus and thus transfer risk. An effective demonstration will include all cash flows related to the reinsurance agreement(s), in particular interdependent features such as aggregate experience refunds. Additionally, it will consider moderately conservative scenarios and assumptions that are consistent with the asset adequacy testing supporting the ceding company’s actuarial memorandum. A reinsurance agreement does not deprive the ceding company of surplus if reserves are shown to be sufficient on this basis, or if the agreement is shown to reduce or limit a reserve deficiency that would otherwise exist.


Q&A
Q: Does this standalone analysis eliminate the need to include these agreements in annual cash flow testing?
A: No, material reinsurance agreements should be included in asset adequacy analysis.
