AMENDMENTS TO CREDIT FOR REINSURANCE MODELS ADOPTED BY EX-PLENARY 11-06-11

1) Qualified Jurisdictions:

Model Act Section 2.E(3)(b):

of qualified jurisdictions shall be published through the NAIC Committee Process. The
commissioner shall consider this list in determining qualified jurisdictions. If the commissioner
approves a jurisdiction as qualified that does not appear on the list of qualified jurisdictions, the
commissioner shall provide thoroughly documented justification in accordance with criteria to

be developed under regulations.

Model Regulation Section 8.C(3):

NAIC Committee Process. The commissioner shall consider this list in determining qualified
jurisdictions. If the commissioner approves a jurisdiction as qualified that does not appear on
the list of qualified jurisdictions, the commissioner shall provide thoroughly documented

justification with respect to the criteria provided under subsections 8.C(2)(a) to (i).

2) Concentration Risk:

Model Act, new subsection 2(J):
(J) Concentration Risk

(a) A ceding insurer shall take steps to manage its reinsurance recoverables proportionate
to its own book of business. A domestic ceding insurer shall notify the commissioner
within thirty (30) days after reinsurance recoverables from any single assuming insurer,
or group of affiliated assuming insurers, exceeds fifty percent (50%) of the domestic
ceding insurer’s last reported surplus to policyholders, or after it is determined that
reinsurance recoverables from any single assuming insurer, or group of affiliated
assuming insurers, is likely to exceed this limit. The notification shall demonstrate that
the exposure is safely managed by the domestic ceding insurer.

(b) A ceding insurer shall take steps to diversify its reinsurance program. A domestic ceding
insurer shall notify the commissioner within thirty (30) days after ceding to any single
assuming insurer, or group of dffiliated assuming insurers, more than twenty percent
(20%) of the ceding insurer’s gross written premium in the prior calendar year, or after it
has determined that the reinsurance ceded to any single assuming insurer, or group of
affiliated assuming insurers, is likely to exceed this limit. The notification shall
demonstrate that the exposure is safely managed by the domestic ceding insurer.



AMENDMENTS ADOPTED BY EX-PLENARY 11-06-11

Preface to Credit for Reinsurance Models

The amendments to the NAIC Credit for Reinsurance Model Law (#785) & Regulation (#786) are
part of a larger effort to modernize reinsurance regulation in the United States. The NAIC
initially adopted the Reinsurance Regulatory Modernization Framework Proposal during its 2008
Winter National Meeting. The NAIC recommended that this framework be implemented
through federal legislation in order to best preserve and improve state-based regulation of
reinsurance, ensure timely and uniform implementation throughout all NAIC member
jurisdictions, and as a more comprehensive alternative to related federal legislation. In addition
to this proposed federal legislation, the framework also provided that changes to state
insurance laws should be considered. For example, state laws to establish requirements under
which states would regulate qualified reinsurers, and also to consider reinsurance risk
diversification and notice requirements for ceding insurers.

On July 21, 2010, Congress passed and the President signed related federal legislation, the
Nonadmitted and Reinsurance Reform Act, which became effective July 21, 2011. While this act
does not implement the NAIC framework, it does preempt the extraterritorial application of
state credit for reinsurance law and permits states of domicile to proceed forward with
reinsurance collateral reforms on an individual basis if they are accredited. This federal
legislation also does not prohibit the states from acting together, through the NAIC, to achieve
the reinsurance modernization framework goals. In addition to the current work on the credit
for reinsurance models, the NAIC will continue its efforts to implement other aspects of the
framework. These efforts will continue both through work conducted by the Reinsurance Task
Force and through referrals to the appropriate groups within the NAIC. In addition, the NAIC
will consider a proposal to form a new group to provide high—gqualityadvisory support and
assistance to states in the review of reinsurance collateral reduction applications-end-assistance
to-the-states. Such a process with respect to the review of applications for reinsurance collateral
reduction and qualified jurisdictions should strengthen state reqgulation and prevent regulatory
arbitrage. Such an effort would be supported by NAIC staff with substantial expertise to carry
eut-support the functions of such a group.

Finally, the NAIC will continue to work on requirements for NAIC review and approval of
qualified jurisdictions, and will undertake a re-examination of the collateral amounts within two
years from the effective date of the revisions to the models.
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