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Information Concerning NAIC Annual Statement Disclosure Of Finite Reinsurance Transactions

NAIC Annual Statement

General Interrogatories

Part 2 – Property & Casualty Interrogatories

Question 7.1

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance contract which includes a provision which would limit the reinsurer's losses below the stated quota share percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit or any similar provisions)?
315 insurers answered affirmatively in the 2003 NAIC Annual Statement.

Question 8.1

Has this reporting entity reinsured any risk with any other entity and agreed to release such entity from liability, in whole or in part, from any loss that may occur on this risk, or portion thereof, reinsured?
124 insurers answered affirmatively in the 2003 NAIC Annual Statement.

In the 2003 Annual P&C Financial Analysis Handbook, under the Reinsurance Checklist (Level 2) page 174, the following questions address the risk:

8.e.
Review General Interrogatory, Part  2, #7.1.  Has the company reinsured any risk under a quota share reinsurance contract which would limit the reinsurers losses below the stated quota share percentage?

8.f.
Review General Interrogatory, Part 2, #8.1. Were there any agreements to release reinsurers from liability during the year?

Based on the response from the automated checklist, the analyst would be prompted to consider performing additional procedures to understand the risk.  For example, the analyst may perform additional procedures in the IV. Supplemental Checklist - D.6 Reinsurance (Level 3) on page 266, as follows.

8.
If there are concerns that significant and/or unusual reinsurance intermediary agreements or reinsurance assumed agreements exist (Annual Statement General Checklist procedure #7), consider completing one or more of the following procedures:

a.
Obtain and review underlying documents relating to the use of the reinsurance intermediary.

b.
Determine whether the agreement is at arm’s length and has economic substance.

c.
Verify by direct contact or confirmation that funds withheld for payment are valid and adequately segregated for payment of losses.

d.
Determine whether the requirements of the Reinsurance Intermediary Model Act have been met.

e.
Determine whether the requirements of the Managing General Agents Model Act have been met.

Develop and document an overall conclusion regarding significant and/or unusual reinsurance intermediary agreements.

9.
If there are concerns as to significant or unusual reinsurance transactions (Annual Statement General Checklist procedure #8), consider completing one or more of the following procedures:

a.
Obtain and review significant commutation agreements.

i.
Determine that transfer of risk criteria have been met.

ii.
Obtain the Annual Statement of the other insurer that is party to the commutation agreement and determine that the transaction has been properly “mirrored.”

b.
Obtain and review significant portfolio transfer agreements.

i.
Determine that transfer of risk criteria have been met.

ii.
Obtain the Annual Statement of the other insurer that is party to the portfolio transfer agreement and determine that the transaction has been properly “mirrored.”

c.
Obtain and review agreements that may involve financial reinsurance.

i.
Determine that transfer of risk criteria have been met.

ii.
Obtain the Annual Statement of the other insurer that is party to the financial reinsurance agreement and determine that the transaction has been properly “mirrored.”

d.
Review any disclosures made by the insurer, in accordance with the Disclosure of Material Transactions Model Act, regarding material nonrenewals, cancellations, or revisions of ceded reinsurance agreements.

i.
Obtain and review supporting documentation of such material transactions.

ii.
Determine whether, in the judgment of the analyst, any additional procedures are considered necessary.

Develop and document an overall conclusion regarding any other significant and/or unusual reinsurance transactions.

Develop and document an overall conclusion regarding reinsurance based on the additional procedures performed in the Supplemental Checklist.

Recommendations for further action, if any, based on the overall conclusion above:


Contact the insurer seeking explanations or additional information.



Obtain the insurer’s business plan.


Require additional interim reporting from the insurer.


Refer concerns to examination section for targeted examination.


Engage an independent actuary or other reinsurance expert to review specific reinsurance contracts.


Meet with the insurer’s management.


Obtain a corrective plan from the insurer.


Other (Explain).

Additionally, the NAIC has explanations in the III. Analysts Reference Guide regarding identifying unusual reinsurance transactions to help explain the checklist procedures.
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