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Introduction to the Guide for CAS 6US 

The syllabus for the CAS 6US exam contains many readings, adding up to more than a thousand pages. You’ll 

encounter some formulas but also many, many words. We won’t kid you; passing this exam takes real work. 

We’re here to make it easier. We’ll guide you to the readings. Because the readings usually have long, unwieldy 

titles, we always refer to them by their CAS Abbreviation, which is given in the actual syllabus, and which is 

replicated within this guide. 

There are different ways to study for this exam. You may want to go through the entire guide once, to become 

familiar with the broad outline, and then focus deeper on the topics most likely to be on the exam. You may 

choose to focus heavily on one section, using the readings and this guide together. You may choose a different 

approach. 

The large number of readings 

The CAS 6US syllabus has so much material, that the CAS has never given an exam with a question covering 

every topic. We’ll let you know what has never been tested as well as what shows up most frequently on the 

exams. 

However, each reading in the syllabus has a reason for being there. Even if you don’t memorize the contents, 

being familiar with them will make you a better actuary. Furthermore, understanding why you need this 

information as a professional should help you master the information. 

So, why are there so many different readings? It’s because the industry is full of people and players with different 

perspectives. Regulation occurs at the state level, but it also happens at the federal level – and more and more 

frequently, at the international level. 

Regulators aren’t the only players in the industry. There are the insurance companies themselves, including all 

the different functions within a company. The consumers. The accountants. The rating agencies. The investors. 

The politicians. The lawyers. The courts. The claimants. They don’t all share the same perspective. As an actuary 

rising in the ranks, you’ll want to understand how each group thinks – what their objectives are – so you can do 

your work better. 

There are also different lines of business. Private auto is different from workers compensation and both are 

different from terrorism. 

New topics also have to be addressed. Sometimes there are new phenomena due to changes in technology, such 
as usage-based automobile insurance. Others involve addressing current challenges, such as flood and terrorism 
and changes to accounting at the international level.  

Accounting is big in part 6US. You’ll get overviews on various accounting practices, but you’ll have to go into 
more detail on some topics, such as Schedule P.  

Some readings have been around a long time, or are updated infrequently, because they’re covering history that 
doesn’t change. Other items, such as what is happening with terrorism insurance or international financial 
reporting standards (IFRS), are updated frequently. 

Knowledge statements taken directly from the syllabus are meant as a guide. However, some cover the same 
material (Antitrust provisions = Sherman Act), while other material doesn’t fit well into any category. So we 
sometimes appear to skip a category, as it has been covered elsewhere, and sometimes we add an “Other” to 
make sure this guide takes you through all that you need to know. 
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We also have Knowledge checks – questions and answers – to help you do spot reviews of key matters of what 
you have just read. However, these Knowledge checks are only a start. At some point you’re going to need to 

turn to the GOAL questions and the flashcards. 

Your first priority may be passing the exam, but we’ll help with that too, by guiding you to the areas that are 

asked about most and areas that are mostly ignored. However, in the last few years, the CAS has stopped making 

exam questions and answers public, so we also focus on items that would make good questions. 

Let’s get started!
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A2. Solvency Regulation 

The next section of the syllabus reviews solvency regulation. Keeping insurance companies solvent is a primary 

objective for regulators because everyone loses when an insurance company goes belly-up. It’s easy to 

understand why policyholders, claimants, shareholders, and employees are unhappy. Regulators are not pleased, 

either; even the competition may not be pleased, because they will be assessed to pay for the shortfall. 

Because insurer insolvencies are so burdensome to society, plenty of effort is expended into making sure these 

events are rare. The readings in this section describe the development and the current programs meant to maintain 

solvency – and what happens when an insurer fails.  

Here’s what’s in the syllabus: 

Learning Objective: Discuss the historic development of solvency regulation; describe current programs 

used to monitor solvency. 

Knowledge statements 

a. Solvency, including RBC, insolvency, insurance department examination, and NAIC regulatory tests

such as IRIS.

b. Receivership

Range of weight: 3-7 percent 

Here are the readings, with the CAS abbreviation given in bold. 

• CAS Financial Reporting. Odomirok, K.C., et al., Financial Reporting Through the Lens of a Property/

Casualty Actuary, Casualty Actuarial Society, 2020, Edition 5, excluding Part VII [Canadian Introduction and

Canadian Chapters 27-29] and Appendix II.

• NAIC IRIS. National Association of Insurance Commissioners, “NAIC Insurance Regulatory Information

System (IRIS) Ratios Manual,” 2020, Section II, Property/Casualty Ratios, pp. 5-26.

• NAIC Solvency Regulatory Framework. NAIC White Paper, “The U.S. National State-Based System of

Insurance Regulation and the Solvency Modernization Initiative,” 2013. Candidates are not responsible for

the following: Section 2: paragraphs 15-18, 26-28, 32-34, 41-42, Appendix 1, and Appendix 2; Section 3: par-

agraphs 9, 13-15, 23-32, and 38-39; Section 4; and Section 5: paragraphs 9, 20-29, 30-45, and 61-86.

• Porter 1. Porter, K., Insurance Regulation, Insurance Institute of America, 2008, Chapters 2 (exclude pp.

2.19-2.29), 3 (exclude pp. 3.21 starting at Other Interest Groups -3.25), 4 (exclude pp. 4.16-4.23), 5 (exclude

pp. 5.12-5.22), 6 (pp. 6.11-6.17), 8 (pp. 8.3-8.6 and 8.12-8.15), and 12 (exclude pp. 12.12-12.17).

• Porter 2. Porter, K., Insurance Regulation, Insurance Institute of America, 2008, Chapter 12 (pp. 12.12-

12.17).

• Vaughan. Vaughan, T., “The Economic Crisis and Lessons from (and for) U.S. Insurance Regulation,” Jour-

nal of Insurance Regulation, Fall 2009, pp. 3-16.
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A2a. Solvency, including RBC, Insolvency, Insurance Department Examination, and NAIC 

Regulatory Tests such as IRIS. 
 

From Porter 1 chapter 6. To start an insurance company and to keep underwriting, a company must have a 

certain amount of capital and a certain amount of surplus, as these indicate financial stability. The minimum 

requirements have increased over time. Capital requirements are stated separately from surplus requirements. 
 

There are two types of surplus requirements: 

• Initial free surplus requirements – “amount of surplus a new stock insurer must provide above the 

minimum capital required.” 

• Minimum required basic surplus – “amount of surplus existing insurers must hold to continue writing 

insurance.” 
The minimum required basic surplus applies to both mutuals and stock companies. Different amounts are required 

for different lines of business, where the total required is the sum of the individual requirements, and more 

hazardous lines require larger amounts. 

 

What is the difference between capital and surplus? Capital is based on the par (nominal) value of the shares 

issued, while the excess amount paid by purchasers allocated to the surplus account. Allocation is crucial as some 

states have separate requirements for capital and surplus. 

 

In addition to mutuals and stock companies, insurance can be “sold” via a reciprocal insurer a.k.a. insurance 

exchange – “group of individuals, corporations, and other entities similarly engaged in business that agree to 

indemnity one another for certain kinds of losses by way of the exchange of insurance contracts. This 

organization may have different capital and surplus requirements or may have the same requirements as mutuals. 

(RBC, which is much more important these days for surplus, will be covered later.) 
 

Past exams: The information above has been on a recent exam. 
 

There are other organizational possibilities that we should cover here, even though some of them have been 

touched on elsewhere. 

Domestic Licensing – this refers to an insurer licensed within a state. That’s where the books and records are 

kept and where the principal office is or at least an office. Domestic licensing means jobs for those in the state and 

easier access for its DOI. 
Foreign insurer – “insurer licensed to operate in a state but incorporated in another.” To allow a foreign insurer 

to operate in a state, the DOI has to review the following information: certified copies of charter and bylaws, 

Annual Statements for several years, the most recent examination report, GAAP financial statements, certificates 

of compliance (“certificate satisfying a DOI’s evidentiary requirement that a foreign insurer applicant is in 

compliance with its domiciliary jurisdiction’s requirements”) that should be dated within 30 days of the 

application, and a holding insurer registration certificate. (An insurer holding system is a system of two or more 

affiliated entities including at least one insurer.) Note that a DOI may require a certain amount of experience as 

well from a foreign insurer before giving it permission to do business in the state.  
Alien insurer – “insurer licensed in a U.S. state but incorporated in another country.” If an alien insurer does not 

establish an incorporated subsidiary, an alien insurer must select a state for its port of entry. An alien insurer also 

needs a U.S. manager, a trust agreement whereby ownership of property transferred to a second party that will 

administer it for a third party, and a certificate of alien funds on deposit. 
 

Past exams: Questions on the above have appeared in the distant past. 
 
Knowledge check – question 

What is the difference between a foreign insurer and an alien insurer? 
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Knowledge check – answer 

A foreign insurer is an American insurance company whose headquarters are in another state. An alien insurer is 

an insurance company whose headquarters are in another country. 

 

In 1971, the NAIC developed Early Warning Tests, renamed the Insurance Regulatory Information System (IRIS) 

in 1977. We’ll cover them in detail in Section C, but for now you need to know that the IRIS tests are used along 

with Financial Analysis and Solvency Tracking (FAST) system to monitor insurance companies. In 1989 the 

NAIC adopted an accreditation program for the departments of insurance. All states are now accredited, and 

annual renewal is required. 

 

From Porter 1, chapter five. Examinations of insurance companies are performed by all states perform exams, 

with the bills footed by the insurance companies. There are two types: financial examinations and market conduct 

examinations. 
 

Financial examinations are a DOI’s primary tool for examining an insurer's financial condition, whether the 

insurer is domestic, foreign, or alien. The main purpose is to detect insurers in financial trouble or engaged in 

improper activities, and to develop information for appropriate regulatory action. The NAIC Financial Condition 

Examiners Handbook promotes uniformity of exams, but the exams vary in size and frequency, depending on an 

insurer's condition. 
 

Items reviewed in a financial condition exam include statistical statements, accounting procedures, financial 

statements, financial controls, management practices, investment procedures and can be supplemented by CPA 

audits and actuarial opinions on loss reserves. They also use the Insurance Regulatory Information System 

(IRIS), groups of financial ratios designed to reveal problems.  
 

Market conduct examinations review the insurance company’s marketing, advertising, solicitation, policy 

issuance and claims handling. For these, the DOIs use the NAIC Market Conduct Examiners Handbook. DOIs 

want to determine if insurers meet legal and regulatory stipulations and to ensure a fair marketplace. 
 

Past exams: There have been virtually no questions about DOI examinations on prior exams, although some of the 

topics mentioned, such as IRIS ratios, financial statements, and the actuarial opinion, are asked about frequently 

in other contexts.  
 

The next reading, NAIC Solvency Regulatory Framework, covers what currently exists in the states, and the 

Solvency Modernization Initiative, which works on the issues of capital requirements, governance and risk 

management, group supervision, statutory accounting, financial reporting, and reinsurance. 
 

First we’ll take the bird’s-eye view and consider the financial regulation that has the goal of maintaining 

solvency. This financial regulation has three stages. The first stage is the control of risk through restrictions on 

insurers’ activities. The second stage is the use financial tools and oversight to implement corrective actions in 

order to avoid failures. The third stage is financial protection if the insurer fails. After that, we’ll take a look at 

current market regulation. 

 

Stage One: Legal restrictions/regulatory approval mitigate/eliminate certain risk exposures 

Some requests to conduct insurance business are denied, protecting policyholders by avoiding unacceptable risks. 

Therefore, insurers need approval for extraordinary dividends, for change of control, for transactions with 

affiliates, and for some investments and some reinsurance transactions. 

 

Mitigation is done through defined limits on certain assets and penalties in IRIS ratios and in the RBC formula for 

certain transactions, such as excessive growth. 
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Stage Two: Financial oversight (area of most regulatory activity) 

Regulators evaluate companies using the following: financial analysis and financial examination tools; extensive, 

uniform financial reporting system; and correspondence with the insurer and other relevant entities. 

 

Uniform and detailed reporting allows regulators to benchmark one company to comparable companies and to 

catch issues before they become apparent in marketplace. 

 

By maintaining confidentiality of the financial analysis calculations, companies cannot game the reporting. The 

focus is on consistent reporting independent reporting (audits, compliance, actuarial opinions, and so on). 

 

Stage Three: Insurer financial impairment or insolvency 

Possible conditions: Insolvent; Financially impaired; Receivership; and Liquidation, although if an insurance 

company slides into one, it’s hard to avoid the others. 

 

Discovering a hazardous financial condition is the basis for regulatory action. The RBC is one of several tools, but 

most regulators act before the RBC sinks to levels. They rely upon other significant financial indicators and 

analysis; however, the RBC Model Act provides the legal authority for regulatory action. 
 

Finally, state-created insurance guaranty funds provide policyholder protection if an insurer becomes insolvent. 

However, not all claims are fully covered; the goal of guaranty funds is to protect the most vulnerable. 

 

Market regulation is another duty of state departments of insurance. The DOIs provide oversight of insurers’ 

behavior in market, including their treatment of policyholders and claimants, product development, pricing, 

competition, statistical reporting, administration of residual markets, licensing of insurance producers, and 

consumer assistance and information services. 
 

Market activities can increase solvency risks. Regulators have to balance market regulation and financial 

regulation activities, and communication between financial and market regulators is necessary. 

 

Past exams: Recent exams have asked about the conditions that a troubled insurance company may be in. 
 

Knowledge check – question 

What, according to the NAIC Solvency Regulatory Framework, are the three stages of solvency regulation? 

 

Knowledge check – answer 

The first stage, consisting of licensing and restrictions, prevents risky insurance companies and risky behaviors 

from entering the system. The second stage, financial oversight – where most DOI activity occurs – monitors 

insurance companies to make sure they are behaving responsibly. The third stage deals with insolvencies. 

 

In the late 1980s/early1990s, state insurance regulators developed a uniform solvency system, introducing “risk-

focused” processes such as the RBC tool that replaced fixed capital requirements. Since then there have been 

improvements, including:  

• Model audit rule  

• Risk-focused financial analysis and examination  

• Uniform statutory accounting practices and procedures 

 

Since the early 1990s, there’s been no comprehensive evaluation of the regulatory framework. Regulatory 

systems should consider new industry issues, market conditions, and regulatory developments. The U.S. insurance 

regulatory system has proved successful; there have been few insolvencies. Still, regulators can learn from the 

financial crisis (e.g., the need for improved group supervision) and international developments (e.g., the G-20 

agreement for the International Monetary Fund’s (IMF) Financial Sector Assessment Program (FSAP)).  
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Regulatory “success” is not fully quantifiable, but it’s possible to measure many quantifiable activities. How 

much did regulators aid insurers by identifying/rectifying potential problems? What is the rate of insolvencies and 

payments to policyholders in insolvencies? Is the market healthy and competitive?  

 

Regulators take pride in their strong track record. During the recent crisis, compared to other sectors, insurance 

was relatively stable. The market is also competitive, with about 8,000 insurers, but with only a few systemically 

important financial institutions (SIFIs). Of course, as the US has a free market economy, some insurer 

insolvencies are inevitable, but the goal is to limit frequency and size of insurer insolvencies.  
 

The U.S. Insurance Regulatory Mission’s first goal is to protect the interests of the policyholder and those who 

rely on the insurance coverage provided to the policyholder. It also wants to facilitate the financial stability and 

reliability of insurance institutions, to create an effective, efficient marketplace for insurance products. Regulators 

are aware their decisions affect markets, but their guiding principle is that efficient markets are in the best interest 

of policyholder. 
 

For regulation to be effective, regulators’ authority must have these elements:   

• Legal basis 

• Independence from commercial /political influence 

• Accountability to public 

• Adequate powers 

• Financial resources 

• Human resources – skilled staff with professional standards 

• Legal protection and confidentiality  

 

The NAIC has model laws, regulations and other NAIC requirements, while states have insurance departments 

that both act independently of insurers and maintain the confidentiality of information given to them by insurance 

companies. 
 
Regulators use a risk-focused approach, considering the greatest risks faced by insurers and the greatest risks 
faced by insurance market. Regulators must balance costs and benefits. Overregulation can impose unnecessary 
costs on consumers, while under-regulation (de-regulation) can allow unnecessary harm to consumers/taxpayers. 
The diverse perspectives in the state U.S. regulatory system make extreme solutions less likely. 
 
Knowledge check – question 

Identify four elements regulators’ authority must have in order to be effective. 

 
Knowledge check – answer 

Four of the following: Legal basis; Independence from commercial /political influence; Accountability to public; 

Adequate powers; Financial resources; Human resources – skilled staff with professional standards; Legal 

protection and confidentiality 
 
U.S. Insurance Financial Solvency: 7 Core Principles and the Accreditation Program   
 

Core Principle 1: Regulatory Reporting, Disclosure and Transparency. Insurers file standardized annual and 

quarterly financial reports, giving qualitative and quantitative information for assessment of risk. Most reports are 

public, increasing transparency. 
 

Core Principle 2: Off-site Monitoring and Analysis. Regulators assess insurers’ financial condition as of the 

valuation date and identify and assess current/prospective risks. They use off-site monitoring tools maintained by 

the NAIC, e.g. FAST (Financial Assessment Solvency Tools). 
 

Key sources of information include the most recently completed independent CPA audit report, the results from 

the most recent on-site regulatory financial examination, SEC filings, corporate reports, financial statements of 
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ultimate controlling individual/corporation or reinsurers, market conduct reports, rate and policy form filings, 

consumer complaints, independent rating agency reports, correspondence from agents and insurers, and business 

media.   

 

Core Principle 3: On-site Risk-focused Examinations. Regulators go on site to evaluate corporate governance, 

management oversight and financial strength and to review the insurer’s system of risk identification and 

mitigation. They also determine the insurer’s compliance with legal requirements. 
 

Core Principle 4: Reserves, Capital Adequacy and Solvency. Insurers are required to maintain reserves, capital 

and surplus; the RBC calculation is the most visible form. 
 

Core Principle 5:  Regulatory Control of Significant, Broad-based Risk-related Transactions & Activities. 

Insurers require regulatory approval for licensing, change of control, the amount of dividends paid, and for 

transactions with affiliates and for reinsurance. 
 

Core Principle 6: Preventive and Corrective Measures, Including Enforcement. Measures are designed to correct 

problems before insolvencies inevitable. If solvency risks show an insurer is in hazardous financial condition, the 

regulator may require the insurer to provide updated business plans or to file interim financial reports. The 

regulator may limit or withdraw the insurer from certain investments or investment practices, reduce, suspend, or 

restrict the insurer’s volume of business, order an increase in the insurer’s capital and surplus, order the insurer to 

correct corporate governance practice deficiencies, or even require a replacement of senior management. Finally, 

a regulator may seek a court order to place the company under conservation, rehabilitation, or liquidation. The 

RBC system gives regulators authority/statutory mandate, depending on the capital deficiency.  
 

Core Principle 7: Exiting the Market and Receivership. Regulators need a range of options for the orderly exit of 

insurers from the marketplace. They must define solvency and establish a receivership scheme to protect 

policyholders with insolvent insurers. 
 

Options considered by regulators as alternatives to insolvency include mergers, acquisitions, reinsurance arrange-

ments, non-renewal of part or all of the insurer’s book of business and run-off mode under its own management.  

 

Receivership laws give some priority to benefits to claimants, including policyholders, for the payment of claims. 

The state guaranty associations are established to protect policyholders, claimants and beneficiaries against in-

surer insolvencies. 

 
Knowledge check - question 

The NAIC White Paper discusses 7 Core Principles to the US Insurance Financial Solvency Program. What are 
five of the seven principles? 

 
Knowledge check – answer 

The US Insurance Financial Solvency has seven core principles (you need five): 

Core Principle #1: Regulatory Reporting, Disclosure and Transparency 

Core Principle #2: Off-site Monitoring and Analysis 

Core Principle #3: On-Site Risk-focused Examinations 

Core Principle #4: Reserves, Capital Adequacy and Solvency 

Core Principle #5: Regulatory Control of Significant, Broad-based Risk-related Transactions/Activities 

Core Principle #6: Preventive and Corrective Measures, Including Enforcement 
Core Principle #7: Exiting the Market and Receivership 

 

Solvency Modernization Initiative (SMI): self-examination of U.S. the insurance financial regulatory framework 

Priorities in the SMI include evaluating the US insurance regulatory system, considering international develop-

ments (in accounting and insurance supervision) and their potential use in the U.S., and complying with the Inter-

national Association of Insurance Supervisors (IAIS) Insurance Core Principles (ICPs) to aid assessment in the 
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International Monetary Fund’s (IMF) Financial Sector Assessment Program (FSAP). (Although you might think 

that the IAIS’s ICPs could be the same core principles we reviewed just above, they are different. However, we 

don’t cover them here.) The SMI also wants to learn from the (2008) global financial crisis, especially regarding 

group supervision. 

 

The SMI focuses on the following components of the solvency framework:  

• Capital requirements 

• Governance and risk management 

• Group supervision 

• Statutory accounting and financial reporting 

• Reinsurance 

 

The reading discusses statutory accounting and financial accounting as well as International Accounting and Prin-

ciple-Based Reserving, but these topics are covered in much more detail in other readings. US GAAP has been 

working at converging with IFRS, but again, these items are covered in more detail in other readings.  

 

Windows and Walls 

From the reading CAS Financial Reporting, there’s information about how to create “windows” for state in-

surance regulators to look into group wide operations and their possible effect on a statutory entity, 

while keeping “walls” at the statutory legal entity level. The windows developed out of the SMI were:  

• Communication between regulators – enhanced communications between the state insurance regulators within 

the group.  

• Supervisory Colleges – formally incorporate supervisory colleges of international regulators into the NAIC 

review procedures.  

• Access to and collection of information – enhanced access to upstream entities within a group structure in-

cluding regulated and non-regulated entities.  

• Enforcement measures – tools to protect policyholders if violations occur.  

• Group capital assessments – group supervision needs a panoramic view of capital needs of the group.  

• Accreditation – state insurance regulators involved in group supervision should be accredited through the 

NAIC.   

The reading doesn’t discuss enhanced walls, so perhaps the current structure was considered adequate. 

 

Looking Forward Regarding U.S. SAP  

Should U.S. SAP accept GAAP/IFRS changes? Regulators need to consider the solvency directive, which is their 

priority. For example, there is the introduction of full market consistency to the accounting basis for insurance 

contracts. When market activity is low, the financial assets (e.g. bonds) held by an insurer would qualify for 

amortized cost measurement, while fair value can cause fluctuations within an insurer’s financial statements 

inconsistent with the insurance business model. The concern of regulators is that a fluctuation in interest rates 

might require putting an otherwise solvent insurer into receivership. A second example is the discounting of short-

term contracts and long-term contracts. NAIC’s view is that the discounting on long-term contracts is appropriate, 

while discounting on short-term contracts would have an immaterial effect and introduce more uncertainty. 

 

Risk Management developments (ORSA) 

NAIC adopted the international Own Risk and Solvency Assessment (ORSA) via the newly created Risk 

Management and Own Risk and Solvency Assessment Model Act (#505). Insurers above a certain premium 

threshold must follow this when developing the reports. 

 

The act has three primary requirements:  

• Insurers must maintain a risk-management framework. 

• Insurers must regularly conduct an ORSA. 

• Insurers must submit their ORSA summary report to the lead state commissioner. 
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The ORSA pilot project in 2012 resulted in general feedback to the industry, with specific input to individual 

insurance groups and to the ORSA guidance manual, and in initial opinions from regulators regarding the positive 

impact that ORSA reports will have on group supervision by U.S. regulators. Another project, beginning in 2015, 

will work with chief risk officers to improve ORSA effectiveness. 

 

CAS Financial Reporting also discusses ORSA. NAIC has two goals for ORSA: 

• To encourage effective Enterprise Risk Management (ERM) at all insurance companies through which each 

insurance company identifies, assesses, monitors, prioritizes and reports on its material and relevant risks. 

• To provide a group-level perspective on risk and capital, as a supplement to the existing legal entity view. 

 

NAIC has also established three key areas that the ORSA Summary Report should cover:  

Section 1: Description of the Insurer’s Risk Management Framework. This covers how the following principles 

are integrated into the organization: risk culture and governance; risk identification and prioritization; risk appetite 

and tolerances/limits; risk management and controls; and risk reporting and communication. 

Section 2: Insurer’s Assessment of Risk Exposure. This section provides a high-level summary of the current 

quantitative and/or qualitative assessments of the insurer’s risk exposure in both normal and stressed environ-

ments for each material risk category identified in Section 1. 

Section 3: Group Assessment of Risk Capital and Prospective Solvency Assessment. A summary of the process 

for assessing capital adequacy in relation to its risk profile and how this process is integrated into the insurer’s 

management and decision-making culture, relating to the Group level. It must also give projections of future sol-

vency positions. 

 

The ORSA usually is the responsibility of the Risk Manager, but actuaries often contribute as they assess risks in 

pricing and reserving. 

 

Reinsurance  
Regulation is similar to financial regulation for primary insurers. Unlicensed reinsurance will be covered else-

where, but has been of been of great debate due to the collateral requirements. The Reinsurance Regulatory Mod-

ernization Framework proposal (Reinsurance Framework) developed 2007/2008 in response to the collateral con-

troversy. The intent was to facilitate cross-border reinsurance transactions and enhance competition, while pro-

tecting US insurers and policyholders against insolvency. The Dodd-Frank Act was being developed at same time 

by Congress, which contains some reinsurance law. (See the A4d knowledge statement on Dodd-Frank). 
 

Regulatory Action: 

The Reinsurance Task Force considered amendments to Credit for Reinsurance Model Law (#785) and Credit for 

Reinsurance Model Regulation (#786) to incorporate elements of the Reinsurance Framework. In 2011, the NAIC 

adopted revisions reducing reinsurance collateral requirements for reinsurers meeting certain criteria for financial 

strength, business practices, and licensed and domiciled in qualified jurisdictions. Other key elements of revisions 

include:  

• A certification process for reinsurers, in which a certified reinsurer is eligible for collateral reduction. 

• Each state has the authority to certify reinsurers. 

• Commissioner can recognize certification issued by another NAIC-accredited state, eliminating need for each 

state to evaluate a reinsurer. 

 

The evaluation criteria include financial strength, a timely claims payment history, and being domiciled and 

licensed in a “qualified jurisdiction.” A list of qualified jurisdictions will be published by NAIC. If state approves 

a jurisdiction not on this list, a state must thoroughly document justifications for approval. (This topic is discussed 

further in Schedule F.)  

 

Knowledge check - question 

Briefly describe two reasons for the development of the Reinsurance Regulatory Modernization Framework of 

2008. 
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Knowledge check - answer 

Two of the following: 

• Needed to reduce penalties associated with unauthorized but strong reinsurers.  

• Better reflect the globalization of insurance by recognizing foreign reinsurers.  

• Allow reinsurers to receive collateral reductions when they meet certain standards.  

• Promote competition in the reinsurance market.  

• Standardize treatment/streamline regulation for domestic and alien reinsurers. 

 

Capital Requirements 
Most insurance regulation with respect to capital focuses on the Risk-Based Capital (RBC) that is used to monitor 

capital adequacy of insurers. Actuaries are heavily involved with RBC. However, nearly all substantive questions 

– calculations and so on – will be covered in far more detail in other readings. Still, here are a few useful details: 

• RBC formulas are agreed upon by regulators and are referenced in the states’ laws.  

• RBC manuals can be updated and revised without requiring change to state laws.  

• The RBC formula is a factor-based approach, but uses detailed calculation performed on a risk-by-risk basis 

using company-specific data. 

• RBC considers the risks & characteristics of a specific insurer. 

• RBC is TAC (total adjusted capital)/ACL (authorized control level).  

 

There’s an international discussion about appropriate statistical safety level and time horizon, but the U.S. prefers 

calibrating the individual formula risk components and utilizing financial analysis and market knowledge to 

verify that the overall capital is appropriate. Regulators want formula factors for individual risks to be grounded 

in data. Where there’s no credible base of data, the rationale for a regulator’s risk factor choice must be clear and 

transparent. 

 

Past exams: Some of the information above has been asked about on prior exams. 

 

 
A2b. Receivership 
 

What happens when, in spite of everything, an insurance company goes insolvent? As it’s impossible, even with 

the best models, to operate at a 100% confidence level – that would lead to impossible-to-afford products – the 

odds are that occasionally an insurer won’t have enough assets to cover its liabilities. Because this can be so 

important to society, the departments of insurance have set up methods for dealing with this.  

 

From Porter 1, chapter two. In 1969, the NAIC adopted the Post-Assessment Property and Business Insurance 

Guaranty Association Model Act to deal with insolvencies. This applies to all commercial lines and has been 

adopted by all the states. Most funds are post-insolvency, although NY has a pre-insolvency fund. 
 

Porter 1 chapter 12 
Nature of Insurer Insolvencies 

These are handled by state, not federal, courts, and the costs are shifted to other insurers, policyholders, and 

taxpayers via guaranty funds, which we’ll cover later. First, let’s consider why insurers become insolvent: 
• Rapid premium growth (may indicate inadequate rates and/or lax underwriting) 

• Inadequate rates and reserves 

• Unusual expenses, e.g., catastrophic losses 

• Poor supervision over managing general agents 

• Uncollectable reinsurance 

• Fraud 

• Poor management 
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Past exams: Exam questions frequently ask about the reasons for insurer insolvencies, so these are worth studying 

and remembering. Furthermore, note how many can be turned into numerical measures, which will help you 

understand the point of the IRIS ratios, which we’ll get too later. Of course, some problems, such as fraud and 

poor management, are more qualitative than quantitative. 
 

Knowledge check – question 

Describe two common reasons for insurer insolvency. 

 

Knowledge check – answer  

Two of the following: 

• Rapid premium growth  

• Inadequate rates and reserves 

• Unusual expenses, e.g., catastrophic losses 

• Poor supervision over managing general agents 

• Uncollectable reinsurance 

• Fraud  

• Poor management 

  

What are the options when an insurer becomes impaired? The Risk-Based Capital (RBC) for Insurers Model Act 

allow or even require certain actions when an insurer’s RBC reaches certain levels. Then there is both fact finding 

and possible implementation of regulatory action to control financial problems. 

 

Fact Finding: The state regulators and the NAIC act together as both judgment and experience are needed to 

interpret financial indicators and the regulators may require additional reports. Actuaries and accountants have 

duties to regulators, and the Annual Statement must contain an opinion about reserve adequacy from a qualified 

actuary. 
 

Several of the NAIC’s model acts address the legal aspects of dealing with a problem insurance company:  

• Model Hazardous Condition Regulation covers mandatory corrective action. 

• Model Supervision Act covers administrative supervision. 

• Model Rehabilitation Act covers receiverships, rehabilitation, and liquidation. 

• Uniform Insurers Liquidation Act (older) governs rehabilitations and liquidations in some states. 

The actions of regulators are usually subject to court review. Regulators may negotiate voluntary compliance with 

an insurer. As states are sometimes reluctant to take action, coordinated NAIC action may take over instead. 

  

Implementation of Regulatory Action – Mandatory Corrective Action 
The Commissioner may act after a public hearing or on an emergency basis, and may require an insurer to 

undertake one or more of the following: reduce its liabilities; limit its business on products that are not guaranteed 

renewable; reduce expenses; increase capital and surplus; restrict dividends; limit certain investments; report on 

its asset values; and/or justify rate levels. 

  

Implementation of Regulatory Action – Administrative Supervision 
Court approval is needed to take formal control to rehabilitate, and then the Commissioner’s permission will be 

required for the following: selling or transferring assets or in-force business; withdrawing, lending, or transferring 

funds; incurring debt; accepting new premiums; renewing policies that are not guaranteed renewable; merging 

with another company; securing reinsurance; paying specified policy or account values; making management 

changes; and increasing officer or director compensation. In other words, permission will be needed for many 

activities.  

 

What goes into choosing not to supervise a troubled insurance company? This option is chosen when there’s: a 

reluctance to pre-empt management's ability to correct problems; a goal to maintain customer and agent loyalty; a 

concern regarding reactions of creditors and reinsurers; a need for judgment in determining the proper action.  
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