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Senior Staff Counsel 
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45 Fremont Street, 24th Floor 
San Francisco, California  94105 
 
 
RE: California Proposed Reinsurance Regulation – RH01015731 
 
 
Dear Ms. Joyce: 
 
On behalf of the Personal Insurance Federation of California (PIFC), which 
represents insurers who write nearly 50% of the personal lines insurance sold in 
California, including State Farm, Farmers, Safeco, 21st Century Insurance Group, 
Progressive, and NAMIC, I am writing to offer comments on the most recent version 
of the proposed Reinsurance Regulation.   
 
PIFC challenges the necessity of the regulations and question why the Department 
of Insurance (Department) would pursue regulations that create a “California-only” 
set of rules relative to reinsurance given that the Department has failed to identify a 
specific problem that cannot be addressed through existing regulation and statute.  
In addition, since some of our member companies are California domestics, we are 
particularly concerned that these regulations will place these California domestic 
ceding companies at a competitive disadvantage to companies domiciled outside the 
state.  Finally, PIFC point out specific sections that are most troubling to our member 
companies. 
 
Necessity: 
Necessity is defined in Government Code Section 11349(a) and CCR Section 10 and 
states in pertinent part: 
 
“When the explanation is based upon policies, conclusions, speculation, or 
conjecture, the rulemaking record must include, in addition, supporting facts, studies, 
expert opinion, or other information.” 
 
The Commissioner has only provided that he finds it necessary to promulgate these 
regulations for the “welfare of the people of the state.”  PIFC suggest that this 
statement is unsubstantiated and that there is absolutely no evidence in the 
Rulemaking File to satisfy the requirement of necessity.      

 



 

 

2303.4 Credit for Reinsurance Ceded to Accredited Reinsurer: 
Requires accredited reinsurer to file list of cedents every quarter and produce other 
information initially and on a continuing basis. 
 
PIFC suggests that requiring reinsurers to file a list of cedents every quarter, along with other 
information, will increase reinsurer expenses.  The increase in reinsurer expense will have a 
domino effect in the industry.  To alleviate their costs, reinsurers will increase reinsurance 
treaty rates charged to ceding insurers, leaving ceding insurers with increased costs that will 
ultimately result in a decrease in insurer surplus.  PIFC suggests that quarterly reporting is 
unnecessary. 
 
2303.5 Credit for Reinsurance Secured by an Approved Trust: 
Credit on financial statements shall allow for reinsurance ceded to an assuming insurer if the 
assuming company maintains a trust fund, approved by the Commissioner, as security for 
the payment of valid claims of its U.S. domiciled ceding insurers. 
 
PIFC suggests that by imposing non-model terms and conditions for trusts, the regulation 
would force licensed cedents to have trust terms/conditions inconsistent with those imposed 
by their domiciliary state with respect to assets, thereby increasing administrative burdens 
and expenses.  PIFC suggest that reinsuring trusts are generally under the jurisdiction of 
states other than California.  Additionally, requiring assuming companies to maintain a trust 
fund will lead to increases in reinsurance treaty costs.  As mentioned above, the increase in 
costs to ceding insurers will ultimately lead to a decrease in insurer surplus. 
 
2303.8 Credit for Reinsurance Secured by Letter of Credit: 
The proposed regulation deviates from the current NAIC model and imposes non-uniform 
requirements, resulting in increased administrative costs and expenses to be borne by the 
cedent.  PIFC questions the need for California to be different than all other states in this 
area. 
 
2303.12 Transfer of Risk Property & Casualty: 
Recoveries due the ceding insurer under a reinsurance agreement must be available without 
delay.  Any provision that may delay timely reimbursement of the ceding insurer violates the 
conditions for reinsurance accounting and shall be deemed a failure of risk transfer.  
Consequently, this results in a denied financial statement credit for the cession. 
 
PIFC appreciates that the current version of this regulation allows for a review of a 
reinsurance agreement to evaluate transfer of risk, and may, at the Commissioner’s 
discretion, be reviewed to determine whether any provision may limit risk transfer or delay 
timely reimbursement of claims by the reinsurer.  However, in its present state, it is still 
inconsistent with SSAP62.  The language “any provision that may delay timely 
reimbursement” lacks clear definition and is subject to a wide range of interpretations.  
Arguably, any provision that permits a reinsurer to properly investigate a claim could provide 
a basis for denial of financial statement credit.   
 
2303.15 Oversight of Reinsurance Transactions: 
Cessions or assumptions of 50% or more of an insurer’s total liabilities shall not be permitted 
when ceded under one agreement, without the prior written consent of the Commissioner.  



 

 

Consent for cessions of more than 90% of an insurer’s total liabilities on prospective 
business shall be based only upon demonstrated financial need, for a limited contract period.   
 
PIFC notes that this section impacts many inter-company pooling arrangement, which have 
been approved by the Department.  PIFC suggest that regulation should not apply to this 
arrangement.  Under the proposed regulations, written consent from the Commissioner will 
be required annually.  Additionally, the language “cessions over 90% of an insurer’s total 
liabilities on prospective business shall be based only upon demonstrated financial need, for 
a limited contract period” is unclear, as the term “prospective business” remains undefined, 
and no standards are provided for “demonstrated financial need”.  Since the Department 
already has oversight over transactions by affiliates, we do not understand the need for 
additional regulations that will only add to the existing burdensome process in place today.  
 
2303.17 Reinsurance Intermediaries: 
Payments may not be transmitted through an intermediary absent a written notice to the 
insurer and the intermediary stating that the Commissioner has examined and determined 
that payments transmitted through the intermediary pose no undue risk to policyholders. 
 
PIFC knows of no demonstrated problem on this topic.  As such we see no need for this 
additional paperwork.  
 
2303.19 Denial of Statement Credit and Non-Admitted of Assets: 
If any reinsurance recoverable from a reinsurer on paid losses or paid loss adjustment 
expenses (LAE) is due more than 90 days, all reinsurance recoverables from the reinsurer 
on paid losses and LAE are deemed non-admitted assets on the grounds of failure in risk 
transfer.  In addition, credits for any other amounts from that reinsurer (e.g. reserves and 
funds held) may be denied at the discretion of the Commissioner. 
 
PIFC asserts that the current version of the regulation, which provides for reinsurance 
recoverables that are due more than 90 days from a reinsurer may, at the Commissioner’s 
discretion, be required to be reported as non-admitted assets, is perfectly adequate.  
However, the proposed regulation states domestic insurers may follow NAIC Accounting 
Guidance, unless the Commissioner expressly requires financial statements to reflect the 
recoverables as non-admitted assets.  PIFC notes that this would have an adverse impact on 
our member company’s surplus.  We also question why one overdue payment should affect 
all payments from a reinsurer?   
 
2302.25 Effective Date: 
Section 2303-2303.26 shall become effective July 1, 2006, or the 60th day following the day 
the sections are filed with the Secretary of State, whichever is later.  However, Section 
2303.15(k) establishing examination requirements for reinsurance intermediaries shall not 
become effective until one year after the effective date.  All reinsurance transactions and any 
security provided therefore, entered into, or renewed after the effective date shall conform to 
the applicable requirements if credit in the financial statements is claimed for reinsurance. 
 
PIFC suggests changing the effective date to 2007, to provide time for late year treaty 
renewals.  This regulation should only apply to new contracts and renewals after its effective 
date. 



 

 

 
Conclusion: 
The Department has failed to demonstrate that necessity for these regulations.  In addition, 
the adoption of the proposed regulation would have detrimental implications for PIFC 
member companies.  In particular, California domestics would be put at a competitive 
disadvantage with other companies.  The proposed regulations completely deviate from the 
existing NAIC Model Credit for Reinsurance Law and Regulation, and impose a significant 
number of non-uniform requirements, many of which lack sufficient clarity and definition.  We 
are still unclear as to the Department’s motives and reasoning for implementing these 
regulations and strongly urge reconsideration. 
 
Sincerely, 
 
 
Michael A. Paiva, Senior Legislative Analyst 
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