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I have attached a slightly modified version of the document I distributed in hard copy during today's Life Insurance and Annuities (A) Committee meeting.  I also offer the following comments for Committee members to consider in their evaluation of the proposed revisions to Model 815: 

The reinsurance accounting limitation in section 5.D. relates to companies that do not reduce a reinsured policy's deferred premium asset ("DPA") in proportion to the coinsurance percentage or that claim reinsurance credit in an amount that exceeds the reserve held before reinsurance, and the DPA or excess reserve credit taken exceeds the policy premiums from that reinsured policy that are expected to be received up through the next reinsurance premium due date.

The reinsurance accounting concern is not that companies are obtaining surplus relief from reinsurance, but rather that some companies are claiming too much reinsurance credit. 

We expect that the SAPWG, with support from LHATF, will resolve this issue on a going forward basis.  In other words, this issue will be fixed for new issues and for new reinsurance.  But some companies will still be claiming too much reinsurance credit for their existing business.  These companies should not also be entitled to additional surplus relief through retroactive use of the preferred mortality tables.

Slide number eight of the attached document contains an excerpt from paragraph 25 of SSAP 61.  We believe that this paragraph requires the DPA to be reduced in proportion to the reinsurance ceded and therefore that if a policy is 50% coinsured then the DPA is required to be reduced by 50%.  

To instead interpret this paragraph to base the reduction in the DPA by the mode of the premium paid to the reinsurer presents some problems.  These are listed in the last slide.  First, note that the purpose of the DPA is to offset an assumption made in the reserve calculation.  This interpretation would allow a company to report a DPA for a reserve that it not longer holds on a net basis. 

Second, this interpretation conflicts with the risk transfer requirements in APPM Appendix A-791.  Many of the provisions in the risk transfer regulation are intended to deny recognition of reinsurance credit if such credit is not permanent.  For example, one of the provisions would disallow credit if there can be a deprivation of surplus upon the occurrence of some event.  Under this alternate interpretation a ceding company would lose surplus upon termination of a reinsured policy.

Third, and most important, the DPA would not be supported by future income related to the reinsured policy.  In my example, the company after reinsurance would be holding a $120 DPA that is only supported by, at most, six $15 premium payments from the policyholder.  In my example this would result in an overstatement of surplus by $30.

Most of you are aware that one of the nine ACLI proposals for surplus relief submitted last year, and possibly the most significant, related to the deferred tax asset ("DTA").  In the case of the DTA, regulators want to be comfortable that the amount that is admitted will eventually be realized.  In the case of the DPA, we know for a certainty that the amount of the DPA being recognized under the alternate interpretation will never be realized. 

Finally, the ACLI has submitted a proposal based on asset adequacy analysis.  The purpose of asset adequacy analysis is to identify whether additional reserves are needed due to a mismatch of assets and liabilities.  It is not intended to replace the sound valuation of assets and reserves.    
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