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FINAL PROPOSED RULE # 	 

Administrative Procedures — Final Proposed Rule Filing 
Instructions:  

In accordance with Title 3 Chapter 25 of the Vermont Statutes Annotated and the 
"Rule on Rulemaking" adopted by the Office of the Secretary of State, this filing will 
be considered complete upon filing and acceptance of these forms with the Office of 
the Secretary of State, and the Legislative Committee on Administrative Rules. 
All forms requiring a signature shall be original signatures of the appropriate adopting 
authority or authorized person, and all filings are to be submitted at the Office of the 
Secretary of State, no later than 3:30 pm on the last scheduled day of the work week. 
The data provided in text areas of these fotins will be used to generate a notice of 
rulemaking in the portal of "Proposed Rule Postings" online, and the newspapers of 
record if the rule is marked for publication. Publication of notices will be charged 
back to the promulgating agency. 

PLEASE REMOVE ANY COVERSHEET OR FORM NOT 
REQUIRED WITH THE CURRENT FILING BEFORE DELIVERY! 

Certification Statement: As the adopting Authority of this rule (see 3 V.S.A. § 801 
(b) (11) for a definition), I approve the contents of this filing entitled: 

Regulation 1-97-3, Credit for Reinsurance (Revised 2020) 

,on 	h 6/f  
(date) 

Printed Name and Title: 
Michael Pieciak 
Commissioner, Department of Financial Regulation 

RECEIVED BY: 

O Coversheet 
O Adopting Page 
O Economic Impact Analysis 
O Environmental Impact Analysis 
O Strategy for Maximizing Public Input 
O Scientific Information Statement (if applicable) 
O Incorporated by Reference Statement (if applicable) 
O Clean text of the rule (Amended text without annotation) 
O Annotated text (Clearly marking changes from previous rule) 
O 'CAR Minutes 
O Copy of Comments 
O Responsiveness Summary 
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Final Proposed Coversheet 
1. TITLE OF RULE FILING: 

Regulation 1-97-3, Credit for Reinsurance (Revised 
2020) 

2. PROPOSED NUMBER ASSIGNED BY THE SECRETARY OF STATE 
20P-019 

3. ADOPTING AGENCY: 
Department of Financial Regulation 

4. PRIMARY CONTACT PERSON: 
(A PERSON WHO IS ABLE TO ANSWER QUESTIONS ABOUT THE CONTENT OF THE RULE). 

Name: Sheila Grace, Assistant General Counsel 
Agency: Department of Financial Regulation 

Mailing Address: 89 Main Street, Montpelier, Vermont 05620 

Telephone: 802 828 - 3422 Fax: 802 828 - 3306 

E-Mail: sheila .grace@vermont  goy 

Web URL (WHERE THE RULE WILL BE POSTED): 
http://www.dfr.vermont.gov/proposed-rules-and-
regulations  

5. SECONDARY CONTACT PERSON: 
(A SPECIFIC PERSON FROM WHOM COPIES OF FILINGS MAY BE REQUESTED OR WHO MAY 

ANSWER QUESTIONS ABOUT FORMS SLIBMIT7ED FOR FILING IF DIFFERENT FROM THE 

PRIMARY CONTACT PERSON). 

Name: Karen Ducharme, Director of Company 
Licensing/Examinations 

Agency: Department of Financial Regulation 

Mailing Address: 89 Main Street, Montpelier, Vermont 05620 

Telephone: 802 828 - 1959 Fax: 802 828 - 3306 

E-Mail: Karen. Ducharme@vermont .gov  

6. RECORDS EXEMPTION INCLUDED WITHIN RULE: 
(DOES THE RULE CONTAIN ANY PROVISION DESIGNATING INFORMATION AS CONFIDENTIAL; 

LIMITING ITS PUBLIC RELEASE; OR OTHERWISE EXEMPTING IT FROM INSPECTION AND 

COPYING?) No 

IF YES, CITE THE STATUTORY AUTHORITY FOR THE EXEMPTION: 

PLEASE SUMMARIZE THE REASON FOR THE EXEMPTION: 

7. LEGAL AUTHORITY / ENABLING LEGISLATION: 
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Final Proposed Coversheet 

(THE SPECIFIC STATUTORY OR LEGAL CITATION FROM SEWONLAW1NDICATINC WHO THE 

ADOPTING ENTITY IS AND THUS WHO THE SIGNATORY SHOULD BE. THIS SHOULD BE A 

SPECIFIC CITATION NOT A CHAP TER CITATION).  

8 V.S.A. §§ 15 and 3634a(f) 
8. EXPLANATION OF HOW THE RULE IS WITHIN THE AUTHORITY OF 

THE AGENCY: 
Pursuant to 8 V.S.A. § 15, the Commissioner may adopt 
rules necessary to the administration of Title 8. The 
Commissioner is empowered by 8 V.S.A. § 3634a(f) to 
adopt rules implementing the provisions of the credit 
for reinsurance law in Vermont. 

9. THE FILING HAS NOT CHANGED SINCE THE FILING OF THE PROPOSED 
RULE. 

10. THE AGENCY HAS NOT INCLUDED WITH THIS FILING A LETTER 
EXPLAINING IN DETAIL WHAT CHANGES WERE MADE, CITING CHAPTER 
AND SECTION WHERE APPLICABLE. 

11. SUBSTANTIAL ARGUMENTS AND CONSIDERATIONS WERE NOT 
RAISED FOR OR AGAINST THE ORIGINAL PROPOSAL. 

12. THE AGENCY HAS INCLUDED COPIES OF ALL WRITTEN 
SUBMISSIONS AND SYNOPSES OF ORAL COMMENTS RECEIVED. 

13. THE AGENCY HAS INCLUDED A LETTER EXPLAINING IN DETAIL 
THE REASONS FOR THE AGENCY'S DECISION TO REJECT OR ADOPT 
THEM. 

14. CONCISE SUMMARY (150 WORDS OR LESS): 

The amendments proposed here update Vermont's Credit 
for Reinsurance Regulation to meet the requirements of 
the National Association of Insurance Commissioners 
(NAIC). (The NAIC is the U.S. insurance standard-
setting organization created and governed by the chief 
insurance regulators from the 50 states, the District 
of Columbia and five U.S. territories.) The NAIC 
adopted revisions to its Credit for Reinsurance Model 
Law and Model Regulation which created a new type of 
jurisdiction, called a Reciprocal Jurisdiction, and 
eliminated reinsurance collateral requirements and 
local presence requirements for well -capitalized 
European Union (EU) and United Kingdom (UK) reinsurers. 
The NAIC revisions also provide Reciprocal Jurisdiction 
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Final Proposed Coversheet 

status for accredited U.S. jurisdictions and Qualified 
Jurisdictions if they meet certain requirements. 

15. EXPLANATION OF WHY THE RULE IS NECESSARY: 
This rule is.necessary in order to implement the 
provisions of Act 103 (H.643) that provided for the 
elimination of a reciprocal jurisdiction insurer's 
reinsurance collateral and local presence requirements. 
Governor Scott signed H.643 (Act 103) into law on June 
15, 2020 and the law will go into effect on January 1, 
2021. Implementing the revisions to the regulation 
ensures that Vermont remains accredited by the NAIC and 
in conformity with other states and federal 
requirements. Specifically, implementing these changes 
make the Vermont regulation (and law) consistent with 
provisions of U.S. covered agreements with the European 
Union and United Kingdom with respect to reinsurance 
collateral requirements, preventing federal preemption, 
as well as loss of NAIC accreditation. 

16. EXPLANATION OF HOW THE RULE IS NOT ARBITRARY: 
The Commissioner is empowered by 8 V.S.A. § 3634a(f) to 
adopt rules implementing the provisions of the credit 
for reinsurance law. The newly enacted reciprocal 
jurisdiction section of the credit for reinsurance law 
will take effect on January 1, 2021. This rule 
facilitates the implementation of the new law and is 
required for Vermont to remain accredited by the NAIC 
and avoid federal preemption. 

17. LIST OF PEOPLE, ENTERPRISES AND GOVERNMENT ENTITIES 
AFFECTED BY THIS RULE: 

The Department of Financial Regulation; Insurance 
companies domiciled in the State of Vermont; 
Reinsurers; Consumers. 

18. BRIEF SUMMARY OF ECONOMIC IMPACT (150 WORDS OR LESS): 

The regulation will have a positive economic impact. By 
reducing collateral requirements for well capitalized, 
well-regulated non-U.S. reinsurers from qualifying 
jurisdictions, the reinsurance markets should become 
more active and competitive, thereby providing support 
to the insurance and reinsurance industries overall. 
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Final Proposed Coversheet 

These economic benefits are expected to benefit 
Vermont's insurance and reinsurance sectors as well. 

19. A HEARING WAS HELD. 

20. HEARING INFORMATION 
(THE FIRST HEARING SHALL BE NO SOONER THAN 30 DAYS FOLLOWING THE POSTING OF 

NOTICES ONLINE). 

IF THIS FORM IS INSUFFICIENT TO LIST THE INFORMATION FOR EACH HEARING PLEASE 
ATTACH A SEPARATE SHEET TO COMPLETE THE HEARING INFORMATION. 

Date: 	10/2/2020 

Time: 	09:30 AM 

Street Address: 89 Main Street, 3rd Floor, Montpelier VT 

Zip Code: 	05620 

Date: 

Time: 
	

AM 

Street Address: 

Zip Code: 

Date: 

Time: 
	

AM 

Street Address: 

Zip Code: 

Date: 

Time: 
	

AM 

Street Address: 

Zip Code: 

21. DEADLINE FOR COMMENT (NO EARLIER THAN 7 DAYS FOLLOWING LAST HEARING): 

10/9/2020 

KEYWORDS (PLEASE PROVIDE AT LEAST 3 KEYWORDS OR PHRASES TO AID IN THE 
SEARCHABILITY OF THE RULE NOTICE ONLINE). 

credit for reinsurance 

collateral 

reinsurance 

reinsurer 

reciprocal jurisdiction 
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qualified jurisdiction 
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Administrative Procedures — Adopting Page 

Instructions:  

This form must accompany each filing made during the rulemaking process: 

Note: To satisfy the requirement for an annotated text, an agency must submit the entire 
rule in annotated form with proposed and final proposed filings. Filing an annotated 
paragraph or page of a larger rule is not sufficient. Annotation must clearly show the 
changes to the rule. 

When possible, the agency shall file the annotated text, using the appropriate page or 
pages from the Code of Vermont Rules as a basis for the annotated version. New rules 
need not be accompanied by an annotated text. 

1. TITLE OF RULE FILING: 
Regulation I-97-3, Credit for Reinsurance (Revised 
2020) 

2. ADOPTING AGENCY: 
Department of Financial Regulation 

3. TYPE OF FILING (PLEASE CHOOSE THE TYPE OF FILING FROM THE DROPDOWN MENU 

BASED ON THE IDEFINITIONS PROVIDED BELOW): 

• AMENDMENT - Any change to an already existing rule, 
even if it is a complete rewrite of the rule, it is considered 
an amendment as long as the rule is replaced with other 
text. 

• NEW RULE - A rule that did not previously exist even under 
a different name. 

• REPEAL - The removal of a rule in its entirety, without 
replacing it with other text. 

This filing is AN AMENDMENT OF AN EXISTING RULE 

4. LAST ADOPTED (PLEASE PROVIDE THE SOS LOG#, TITLE AND EFFECTIVE DATE OF 

THE LAST ADOPTION FOR THE EXISTING RULE): 

15P006, Credit for Reinsurance - Regulation 97-3 
(Revised) effective 8/27/2015. 
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State of Vermont 
Agency of Administration 
109 State Street 
Montpelier, VT 05609-0201 
www.aoa.vermont.gov  

[phone] 802-828-3322 
[fax] 	802-828-3320 

Office of the Secretary 

INTERAGENCY COMMITTEE ON ADMINISTRATIVE RULES (ICAR) MINUTES 

Meeting Date/Location: 
Members Present: 

Members Absent: 
Minutes By: 

August 10, 2020, Microsoft Teams Meeting 
Chair Brad Ferland, Dirk Anderson, Diane Bothfeld, Jennifer Mojo, John Kessler, 
Matt Langham, Steve Knudson and Clare O'Shaughnessy 
Ashley Berliner 
Melissa Mazza-Paquette 

• 2:02 p.m. meeting called to order, welcome and introductions. 
• Review and approval of minutes from the July 13, 2020 meeting. 

• No additions/deletions to agenda. Agenda approved as drafted. 

• No public comments made. 

• Presentation of Proposed Rules on pages 2-4 to follow. 
1. Regulation I-97-3, Credit for Reinsurance (Revised 2020), Department of Financial Regulation, page 2 
2. VOSHA Review Board Rules of Procedure, VOSHA Review Board, page 3 
3. Rule Governing Outage Reporting Requirements for Originating Carriers and Electric Power 

Companies, Vermont Enhanced 911 Board, page 4 

• Next scheduled meeting is September 14, 2020 at 2:00 p.m. 
• 3:00 p.m. meeting adjourned. 

Li 
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Proposed Rule: Regulation 1-97-3, Credit for Reinsurance (Revised 2020), Department of Financial 
Regulation 

Presented by: Dan Raddock, Karen Ducharme and Sheila Grace 

Motion made to accept the rule by Diane Bothfeld, seconded by John Kessler, and passed unanimously 
except for Steve Knudson who abstained, with the following recommendations: 

1. Determine if there is an incorporation by reference in the rule. 
2. Proposed Rule Coversheet, pages 2-3, #14-15: Complete. 
3. Economic Impact Analysis, page 3, #9: Identify and elaborate information. 

8-10-20 ICAR Minutes, Page 2 of 4 



Administrative Procedures— Economic Impact Analysis 

Instructions:  

In completing the economic impact analysis, an agency analyzes and evaluates the 
anticipated costs and benefits to be expected from adoption of the rule; estimates the 
costs and benefits for each category of people enterprises and government entities 
affected by the rule; compares alternatives to adopting the rule; and explains their 
analysis concluding that rulemaking is the most appropriate method of achieving the 
regulatory purpose. 

Rules affecting or regulating schools or school districts must include cost implications 
to local school districts and taxpayers in the impact statement, a clear statement of 
associated costs, and consideration of alternatives to the rule to reduce or ameliorate 
costs to local school districts while still achieving the objectives of the rule (see 3 
V.S.A. § 832b for details). 

Rules affecting small businesses (excluding impacts incidental to the purchase and 
payment of goods and services by the State or an agency thereof), must include ways 
that a business can reduce the cost or burden of compliance or an explanation of why 
the agency determines that such evaluation isn't appropriate, and an evaluation of 
creative, innovative or flexible methods of compliance that would not significantly 
impair the effectiveness of the rule or increase the risk to the health, safety, or welfare 
of the public or those affected by the rule. 

1. TITLE OF RULE FILING: 

Regulation 1-97-3, Credit for Reinsurance (Revised 
2020) 

2. ADOPTING AGENCY: 

Department of Financial Regulation 

3. CATEGORY OF AFFECTED PARTIES: 
LIST CATEGORIES OF PEOPLE, ENTERPRISES; AND GOVERNMENTAL ENTITIES POTENTIALLY 

AFFECTED BY THE ADOPTION OF THIS RULE AND THE ESTIMATED COSTS AND BENEFITS 

ANTICIPATED: 

The Department of Financial Regulation; Insurance 
Companies domiciled in the State of Vermont; 
Reinsurance companies; Consumers. 

4. IMPACT ON SCHOOLS: 
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Economic Impact Analysis 

INDICATE ANY IMPACT THAT THE RULE WILL HAVE ON PUBLIC EDUCATION, PUBLIC 

SCHOOLS, LOCAL SCHOOL DISTRICTS AND/OR TAXPAYERS CLEARLY STATING ANY 

ASSOCIATED COSTS: 

None. 

5. ALTERNATIVES: CONS IDERATION OF ALTERNATIVES TO THE RULE TO REDUCE OR 

AMELIORATE COSTS TO LOCAL SCHOOL DISTRICTS WHILE STILL ACHIEVING THE OBJECTIVE 

OF THE RULE. 

The proposed amendments to the rule are based on the 
widely accepted .and mandated NAIC model regulation. No 
alternative was presented nor is there an alternative 
if Vermont wishes to remain an NAIC accredited 
jurisdiction, stay in conformity with other states and 
federal requirements, and avoid federal preemption. 

6. IMPACT ON SMALL BUSINESSES: 
INDICATE ANY IMPACT THAT THE RULE WILL HAVE ON SMALL BUSINESSES (EXCLUDING 

IMPACTS INCIDENTAL TO THE PURCHASE AND PAYMENT OF GOODS AND SERVICES BY THE 

STATE OR AN AGENCY THEREOF): 

The proposed rule does not regulate small businesses 
directly, and there are no insurance companies in 
Vermont that qualify as a small business under Vermont 
law. 	To the extent there is any impact on small 
businesses, it is anticipated that the regulation will 
make the reinsurance and insurance markets more 
competitive, potentially aiding small businesses. 

7. SMALL BUSINESS COMPLIANCE: EXPLAIN WAYS A BUSINESS CAN REDUCE THE 

COST/BURDEN OF COMPLIANCE OR AN EXPLANATION OF WHY THE AGENCY DETERMINES 

THAT SUCH EVALUATION ISN 'T APPROPRIATE. 

The proposed rule does not regulate small businesses 
directly, and there are no insurance companies in 
Vermont that qualify as a small business under Vermont 
law. Therefore no costs of compliance will apply to 
small businesses. 

8. COMPARISON: 
COMPARE THE IMPACT OF THE RULE WITH THE ECONOMIC IMPACT OF OTHER 

ALTERNATIVES TO THE RULE, INCLUDING NO RULE ON THE SUBJECT OR A RULE HAVING 

SEPARATE REQUIREMENTS FOR SMALL BUSINESS: 
As noted above, The proposed rule does not regulate 
small businesses. Compared to having no rule, this 
regulation will tend to make reinsurance and insurance 
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Economic Impact Analysis 

markets more competitive, potentially benefiting small 
businesses. 

9. SUFFICIENCY: EXPLAIN THE SUFFICIENCY OF THIS ECONOMIC LV1PACT ANALYSIS. 
Adopting this rule is required in order for Vermont to 
avoid potential federal preemption and to maintain its 
accreditation with the NAIC. Losing accreditation 
brings with it significant negative consequences, 
including potentially causing Vermont insurers to seek 
another state as their domicile, with negative economic 
consequences to the state, as well as significant 
damage to the reputation of the Vermont Insurance and 
Captive Insurance Divisions. In addition, the rule 
will have a positive impact by providing Vermont 
insurers with greater access to reinsurance from 
financially sound reinsurers. This economic impact 
analysis is sufficient because it considers both the 
negative consequences of failing to adopt the rule and 
the positive economic benefits anticipated from 
adopting the rule. 
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Administrative Procedures — Environmental Impact Analysis 

Instructions:  

In completing the environmental impact analysis, an agency analyzes and evaluates 
the anticipated environmental impacts (positive or negative) to be expected from 
adoption of the rule; compares alternatives to adopting the rule; explains the 
sufficiency of the environmental impact analysis. 

Examples of Environmental Impacts include but are not limited to: 

• Impacts on the emission of greenhouse gases 
• Impacts on the discharge of pollutants to water 
• Impacts on the arability of land 
• Impacts on the climate 
• Impacts on the flow of water 
• Impacts on recreation 
• Or other environmental impacts 

1. TITLE OF RULE FILING: 

Regulation 1-97-3, Credit for Reinsurance (Revised 
2020) 

2. ADOPTING AGENCY: 

Department of Financial Regulation 

3. GREENHOUSE GAS: EXPLAIN HOW THE RULE IMPACTS THE EMISSION OF 

GREENHOUSE GASES (E.G. TRANSPORTATION OF PEOPLE OR GOODS; BUILDING 

INFRASTRUCTURE; LAND USE AND DEVELOPMENT, WASTE GENERATION, ETC.): 
Not applicable. 

4. WATER: EXPLAIN HOW THE RULE IMPACTS WATER (E.G. DISCHARGE/ELIMINATION OF 

POLLUTION INTO VERMONT WATERS, THE FLOW OF WATER IN THE STATE, WATER QUALITY 

ETC.). 
Not applicable. 

5. LAND: EXPLAIN HOW THE RULE IMPACTS LAND (E.G. IMPACTS ON FORESTRY, 

AGRICULTURE ETC.): 
Not applicable. 

6. RECREATION: EXPLAIN HOW THE RULE IMPACT RECREATION IN THE STATE: 
Not applicable. 
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7. CLIMATE: EXPLAIN HOW THE RULE IMPACTS THE CLIMATE IN THE STATE: 
Not applicable. 

8. OTHER: EXPLAIN HOW THE RULE IMPACT OTHER ASPECTS OF VERMONT'S 

ENVIRONMENT: 
Not applicable. 

9. SUFFICIENCY: EXPLAIN THE SUFFICIENCY OF THIS ENVIRONMENTAL IMPACT 

ANALYSIS. 
Not applicable because there is no environmental impact 
from this rule. 
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Administrative Procedures — Public Input 

Instructions:  

In completing the public input statement, an agency describes the strategy prescribed 
by ICAR to maximize public input, what it did do, or will do to comply with that plan 
to maximize the involvement of the public in the development of the rule. 

This form must accompany each filing made during the rulemaking process: 

1. TITLE OF RULE FILING: 

Regulation 1-97-3, Credit for Reinsurance (Revised 
2020) 

2. ADOPTING AGENCY: 

Department of Financial Regulation 

3. PLEASE DESCRIBE THE STRATEGY PRESCRIBED BY ICAR TO 
MAXIMIZE PUBLIC INVOLVEMENT IN THE DEVELOPMENT OF THE 
PROPOSED RULE: 

In addition to the APA-required notice and hearing 
requirements, the Department continues to engage 
stakeholders in drafting this rule, including the NAIC 
and representatives of the reinsurance and insurance 
industries. In the past, ICAR wanted to make sure that 
the materials could be available in paper form in the 
event someone does not have internet access, so the 
Department has designated a contact person for those 
purposes. 

4. PLEASE LIST THE STEPS THAT HAVE BEEN OR WILL BE TAKEN TO 
COMPLY WITH THAT STRATEGY: 

The Department posted the proposed rule on its webpage 
and held a public hearing. Additionally, the 
Department posted all filings on its website and 
provided contact information for public feedback. 

The Department held a public meeting on October 2, 
2020, to receive additional comments. No comments were 
received. 
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Public Input 

5. BEYOND GENERAL ADVERTISEMENTS, PLEASE LIST THE PEOPLE AND 
ORGANIZATIONS THAT HAVE BEEN OR WILL BE INVOLVED IN THE 
DEVELOPMENT OF THE PROPOSED RULE: 

The Department has conducted outreach, and will 
continue to do so, to relevant industry groups. 
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Administrative Procedures — Incorporation by Reference 

THIS FORM IS ONLY REQUIRED WHEN INCORPORATING MATERIALS 
BY REFERENCE. PLEASE REMOVE PRIOR TO DELIVERY IF IT 

DOES NOT APPLY TO THIS RULE FILING: 

Instructions: 

In completing the incorporation by reference statement, an agency describes any 
materials that are incorporated into the rule by reference and how to obtain copies. 

This form is only required when a rule incorporates materials by referencing another 
source without reproducing the text within the rule itself (e.g. federal or national 
standards, or regulations). 

Incorporated materials will be maintained and available for inspection by the Agency. 

1. TITLE OF RULE FILING: 

Regulation 1-97-3, Credit for Reinsurance (Revised 
2020) 

2. ADOPTING AGENCY: 

Department of Financial Regulation 

3. DESCRIPTION (DESCRIBE THE MATERIALS INCORPORATED BY REFERENCE): 

The existing rule incorporates laws and regulations of 
the federal government, including the U.S. Code, and 
uniform standards of practice applying to letters of 
credit. The rule relies on federal laws and 
regulations for the definition of terms such as 
"covered agreement", "mortgage-related securities", 
"national securities exchange", "investment company" 
and "residential manufactured home". 

4. FORMAL CITATION OF MATERIALS INCORPORATED BY 
REFERENCE: 
The Securities Exchange Act of 1934, 15 U.S.C. §§ 78a 
to 78kk; Investment Company Act of 1940, 15 U.S.C. § 
80a; The Dodd-Frank Wall Street Reform and Consumer 
Protection Act, 31 U.S.C. §§ 313 and 314; 42 U.S.C.A. 
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§ 5402(6); 12 U.S.C.A. §§ 1703, 1709 and 1715-b; the 
Uniform Customs and Practice for Documentary Credits 
of the International Chamber of Commerce Publication 
600 (UCP 600); and International Standby Practices of 
the International Chamber of Commerce Publication 590 
(ISP98). 

5. OBTAINING COPIES: (EXPLAIN WHERE THE PUBLIC MAY OBTAIN THE MATERIAL(S) IN 

WRITTEN OR ELECTRONIC FORM, AND AT WHAT COST): 

The federal materials cited are available online at the 
following links: 

https://www.govinfo.gov/content/pkg/COMPS-
1885/pdf/COMPS-1885.pdf  

https://www.govinfo.gov/content/pkg/COMPS-
1879/pdf/COMPS-1879.pdf  

https://uscode.house.gov/statutes/p1/111/203.pdf  

https://www.govinfo.gov/content/pkg/USCODE-2011-
title12/html/USCODE-2011-title12-chap13-subchapI-
sec1703.htm  

https://www.govinfo.gov/content/pkg/USCODE-2011-
title12/html/USCODE-2011-title12-chap13-subchapII-
sec1709.htm  

https://www.govinfo.gov/content/pkg/USCODE-2011-
title12/html/USCODE-2011-title12-chap13-subchapII-
sec1715b.htm  

https://drive.google.com/file/d/OBJu_aQbgmMYT1kzUD1hT1  
JR0FM3c1U3T2ZXM2Nxdw/view 

http://www.uncitral.org/pdf/english/texts_endorsed/ISP9  
8 e.pdf 

Sheila Grace at the Department can be contacted via 
phone at (802) 828-3422 or via email at 
sheila.grace@vermont.gov  for access to paper copies of 
these materials should you not have internet access 

6. MODIFICATIONS (PLEASE EXPLAIN ANY MODIFICATION TO THE INCORPORATED 

MATERIALS E.G., WHETHER ONLY PART OF THE MATERIAL IS ADOPTED AND IF SO, WHICH 

PART(S)ARE MODIFIED): 

None 
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Tevir 
VERMONT DEPARTMENT OF FINANCIAL REGULATION 

REGULATION 97-3 (REVISED  2020) 
CREDIT FOR REINSURANCE 

Table of Contents 

Section 1-1,--J2 
Section 1212. 
Section 44114. 
Section 1415. 
Section 1516.  
Section 4417. 

Authority 
Purpose 
Severability 
Credit for Reinsurance - Reinsurer Licensed in this State 
Credit for Reinsurance - Accredited Reinsurers 
Credit for Reinsurance - Reinsurer Domiciled and Licensed in Another State 
Credit for Reinsurance - Reinsurers Maintaining Trust Funds 
Credit for Reinsurance - Certified Reinsurers 
Credit for Reinsurance 	 Reciprocal Jurisdictions 
Credit for Reinsurance Required by Law  
Asset or Reduction from Liability for Reinsurance Ceded to an 
Unauthorized Assuming Insurer not Meeting the Requirements of Sections 4 
through 910 
Trust Agreements Qualified under Section 44111 
Letters of Credit Qualified under Section 1011 
Other Security 
Reinsurance Contract 
Contracts Affected 
Effective Date 

Section 1. 
Section 2. 
Section 3. 
Section 4. 
Section 5. 
Section 6. 
Section 7. 
Section 8. 
Section 9. 
Section 10. 
Section 11. 

Section 1. 	Authority 

This regulation is promulgated pursuant to the authority granted by 8 V.S.A. §15 and § 
3634a(f). 

Section 2. 	Purpose 

The purpose of this regulation is to set forth rules and procedural requirements which the 
Commissioner deems necessary to carry out the provisions of 8 V.S.A. § 3634a. The actions and 
information required by this regulation are hereby declared to be necessary and appropriate in the 
public interest and for the protection of the ceding insurers in this state. 

Section 3. 	Severability 

If any provision of this regulation, or the application of the provision to any person or 
circumstance, is held invalid, the remainder of the regulation, and the application of the 
provision to persons or circumstances other than those to which it is held invalid, shall not be 
affected. 
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Section 4. 	Credit for Reinsurance - Reinsurer Licensed in this State 

Pursuant to 8 V.S.A. § 3634a(b)(1), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurers that was licensed in this 
state as of any date on which statutory financial statement credit for reinsurance is claimed. 

Section 5. 	Credit for Reinsurance - Accredited Reinsurers 

A. 	Pursuant to 8 V.S.A. § 3634a(b)(2), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that is accredited 
as a reinsurer in this state as of the date on which statutory financial statement 
credit for reinsurance is claimed. An accredited reinsurer must: 

(1) File a properly executed Form AR-1 as evidence of its submission to this 
state's jurisdiction and to this state's authority to examine its books and 
records; 

(2) File with the Commissioner a certified copy of a certificate of authority or 
other acceptable evidence that it is licensed to transact insurance or 
reinsurance in at least one state, or, in the case of a U.S. branch of an alien 
assuming insurer, is entered through and licensed to transact insurance or 
reinsurance in at least one state; 

(3) File annually with the Commissioner a copy of its annual statement filed 
with the insurance department of its state of domicile or, in the case of an 
alien assuming insurer, with the state through which it is entered and in 
which it is licensed to transact insurance or reinsurance, and a copy of its 
most recent audited financial statement; and 

(4) Maintain a surplus as regards policyholders in an amount not less than 
$20,000,000, or obtain the affirmative approval of the Commissioner upon 
a finding that it has adequate financial capacity to meet its reinsurance 
obligations and is otherwise qualified to assume reinsurance from 
domestic insurers. 

B. 	If the Commissioner determines that the assuming insurer has failed to meet or 
maintain any of these qualifications, the Commissioner may upon written notice 
and opportunity for hearing, suspend or revoke the accreditation. Credit shall not 
be allowed a domestic ceding insurer under this section if the assuming insurer's 
accreditation has been revoked by the Commissioner, or if the reinsurance was 
ceded while the assuming insurer's accreditation was under suspension by the 
Commissioner. 

Section 6. 	Credit for Reinsurance - Reinsurer Domiciled and Licensed in Another State 

A. 	Pursuant to 8 V.S.A. § 3634a(3)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that as of any date 
on which statutory financial statement credit for reinsurance is claimed: 
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(1) Is domiciled (or, in the case of a U.S. branch of an alien assuming 
insurer, is entered through and licensed in) a state that employs 
standards regarding credit for reinsurance substantially similar to those 
applicable under the law and this regulation; 

(2) Maintains a surplus as regards policyholders in an amount not less than 
$20,000,000; and 

(3) Files a properly executed Form AR-1 with the Commissioner as evidence 
of its submission to this state's authority to examine its books and records. 

	

B. 	The provisions of this section relating to surplus as regards policyholders shall not 
apply to reinsurance ceded and assumed pursuant to pooling arrangements among 
insurers in the same holding company system. As used in this section, 
"substantially similar" standards means credit for reinsurance standards that the 
Commissioner determines equal or exceed the standards of the law and this 
regulation. 

	

Section 7. 	Credit for Reinsurance - Reinsurers Maintaining Trust Funds 

A. Pursuant to 8 V.S.A. § 3634a(4)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer which, as of the 
date on which statutory financial statement credit is claimed, and thereafter for  
SC) long as credit for reinsurance is claimed, maintains a trust fund in an amount 
prescribed below in a qualified U.S. financial institution as defined in 8 V.S.A. § 
3634a(d)(2), for the payment of the valid claims of its U.S. domiciled ceding 
insurers, their assigns and successors in interest. The assuming insurer shall 
report annually to the Commissioner substantially the same information as that 
required to be reported on the National Association of Insurance Commissioners 
(NAIC) annual statement form by licensed insurers, to enable the Commissioner 
to determine the sufficiency of the trust fund. 

B. The following requirements apply to the following categories of assuming insurer: 

(1) The trust fund for a single assuming insurer shall consist of funds in trust 
in an amount not less than the assuming insurer's liabilities attributable to 
reinsurance ceded by U.S. domiciled insurers, and in addition, the 
assuming insurer shall maintain a trusteed surplus of not less than 
$20,000,000, except as provided in paragraph (2) of this subsection. 

(2) At any time after the assuming insurer has permanently discontinued 
underwriting new business secured by the trust for at least three full 
years, the Commissioner with principal regulatory oversight of the trust 
may authorize a reduction in the required trusteed surplus, but only after 
a finding, based on an assessment of the risk, that the new required 
surplus level is adequate for the protection of U.S. ceding insurers, 
policyholders, and claimants in light of reasonably foreseeable adverse 
loss development. The risk assessment may involve an actuarial review, 
including an independent analysis of reserves and cash flows, and shall 
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consider all material risk factors, including when applicable lines of 
business involved, the stability of the incurred loss estimates and the 
effect of the surplus requirements on the assuming insurer's liquidity or 
solvency. The minimum required trusteed surplus may not be reduced to 
an amount less than thirty percent (30%) of the assuming insurer's 
liabilities attributable to reinsurance ceded by U.S. ceding insurers 
covered by the trust. 

(3) 	(a) 	The trust fund for a group including incorporated and individual 
unincorporated underwriters shall consist of: 

(i) For reinsurance ceded under reinsurance agreements with 
an inception, amendment or renewal date on or after 
January 1, 1993, funds in trust in an amount not less than 
the respective underwriters' several liabilities attributable 
to business ceded by U.S. domiciled ceding insurers to any 
underwriter of the group; 

(ii) For reinsurance ceded under reinsurance agreements with 
an inception date on or before December 31, 1992, and not 
amended or renewed after that date, notwithstanding the 
other provisions of this regulation, funds in trust in an 
amount not less than the respective underwriters' several 
insurance and reinsurance liabilities attributable to business 
written in the United States; and 

(iii) In addition to these trusts, the group shall maintain a 
trusteed surplus of which $100,000,000 shall be held jointly 
for the benefit of U.S. domiciled ceding insurers of any 
member of the group for all the years of account. 

(b) 
	

The incorporated members of the group shall not be engaged in 
any business other than underwriting as a member of the group and 
shall be subject to the same level of regulation and solvency 
control by the group's domiciliary regulator as the unincorporated 
members. The group shall, within ninety (90) days after its 
financial statements are due to be filed with the group's 
domiciliary regulator, provide to the Commissioner: 

(i) An annual certification by the group's domiciliary regulator 
of the solvency of each underwriter member of the group; 
Or 

(ii) If a certification is unavailable, a financial statement, 
prepared by independent public accountants, of each 
underwriter member of the group. 

(4) 	(a) 	The trust fund for a group of incorporated insurers under 
common administration, whose members possess aggregate 
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policyholders surplus of $10,000,000,000 (calculated and 
reported in substantially the same manner as prescribed by the 
annual statement instructions and Accounting Practices and 
Procedures Manual of the NAIC) and which has continuously 
transacted in an insurance business outside the United States for 
at least three (3) years immediately prior to making application 
for accreditations, shall: 

(i) 
	

Consist of funds in trust in an amount not less that the 
assuming insurers' several liabilities attributable to 
business ceded by U.S. domiciled ceding insurers to any 
members of the group pursuant to reinsurance contracts 
issued in the name of such group; 

(10 	Maintain a joint trusteed surplus of which $100,000,000 
shall be held jointly for the benefit of U.S. domiciled 
ceding insurers of any member of the group; and 

(iii) 	File a properly executed Form AR-1 as evidence of the 
submission to this state's authority to examine the books 
and records of any of its members and shall certify that any 
member examined will bear the expense of any such 
examination. 

(b) 	Within ninety (90) days after the statements are due to be filed 
with the group's domiciliary regulator, the group shall file with the 
Commissioner an annual certification of each underwriter 
member's solvency by the member's domiciliary regulators, and 
financial statements, prepared by independent public accountants, 
of each underwriter member of the group. 

C. 	(1) 	Credit for reinsurance shall not be granted unless the form of the trust and 
any amendments to the trust have been approved by either the 
commissioner of the state where the trust is domiciled or the 
commissioner of another state who, pursuant to the terms of the trust 
instrument, has accepted responsibility for regulatory oversight of the 
trust. The form of the trust and any trust amendments also shall be filed 
with the commissioner of every state in which the ceding insurer 
beneficiaries of the trust are domiciled. The trust instrument shall provide 
that: 

(a) Contested claims shall be valid and enforceable out of funds in 
trust to the extent remaining unsatisfied thirty (30) days after entry 
of the final order of any court of competent jurisdiction in the 
United States; 

(b) Legal title to the assets of the trust shall be vested in the trustee for 
the benefit of the grantor's U.S. ceding insurers, their assigns and 
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successors in interest; 

(c) The trust shall be subject to examination as determined by the 
Commissioner. 

(d) The trust shall remain in effect for as long as the assuming insurer, 
or any member or former member of a group of insurers, shall 
have outstanding obligations under reinsurance agreements subject 
to the trust; and 

(e) No later than February 28 of each year the trustee of the trust shall 
report to the Commissioner in writing setting forth the balance in 
the trust and listing the trust's investments at the preceding year-
end, and shall certify the date of termination of the trust, if so 
planned, or certify that the trust shall not expire prior to the 
following December 31. 

(2) 	(a) 	Notwithstanding any other provisions in the trust instrument, if the 
trust fund is inadequate because it contains an amount less than the 
amount required by this subsection or if the grantor of the trust has 
been declared insolvent or placed into receivership, rehabilitation, 
liquidation or similar proceedings under the laws of its state or 
country of domicile, the trustee shall comply with an order of the 
commissioner with regulatory oversight over the trust or with an 
order of a court of competent jurisdiction directing the trustee to 
transfer to the commissioner with regulatory oversight over the 
trust or other designated receiver all of the assets of the trust fund. 

(b) The assets shall be distributed by and claims shall be filed with and 
valued by the commissioner with regulatory oversight over the 
trust in accordance with the laws of the state in which the trust is 
domiciled applicable to the liquidation of domestic insurance 
companies. 

(c) If the commissioner with regulatory oversight over the trust 
determines that the assets of the trust fund or any part thereof are 
not necessary to satisfy the claims of the U.S. beneficiaries of the 
trust, the commissioner with regulatory oversight over the trust 
shall return the assets, or any part thereof, to the trustee for 
distribution in accordance with the trust instrument. 

(d) The grantor shall waive any right otherwise available to it under 
U.S. law that is inconsistent with this provision. 

For purposes of this section, the term "liabilities" shall mean the assuming 
insurer's gross liabilities attributable to reinsurance ceded by U.S. domiciled 
insurers excluding liabilities that are otherwise secured by acceptable means, and, 
shall include: 
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(1) 	For business ceded by domestic insurers authorized to write accident and 
health, and property and casualty insurance: 

(a) Losses and allocated loss expenses paid by the ceding insurer, 
recoverable from the assuming insurer; 

(b) Reserves for losses reported and outstanding; 

(c) Reserves for losses incurred but not reported; 

(d) Reserves for allocated loss expenses; and 

(e) Unearned premiums. 

(2) 	For business ceded by domestic insurers authorized to write life, health 
and annuity insurance: 

(a) Aggregate reserves for life policies and contracts net of policy 
loans and net due and deferred premiums; 

(b) Aggregate reserves for accident and health policies; 

(c) Deposit funds and other liabilities without life or disability 
contingencies; and 

(d) Liabilities for policy and contract claims. 

E. 	Assets deposited in trusts established pursuant to 8 V.S.A. §3634a(b) and this 
section shall be valued according to their current fair market value and shall 
consist only of cash in U.S. dollars, certificates of deposit issued by a U.S. 
financial institution as defined in 8 V.S.A. § 3634a(d)(1), clean, irrevocable, 
unconditional and "evergreen" letters of credit issued or confirmed by a qualified 
U.S. financial institution, as defined in 8 V.S.A. § 3634a(d)(1), and investments 
of the type specified in this subsection, but investments in or issued by an entity 
controlling, controlled by or under common control with either the grantor or 
beneficiary of the trust shall not exceed five percent (5%) of total investments. No 
more than twenty percent (20%) of the total of the investments in the trust may be 
foreign investments authorized under Paragraphs (1)(e), (3), (6)(b) or (7) of this 
subsection, and no more than ten percent (10%) of the total of the investments in 
the trust may be securities denominated in foreign currencies. For purposes of 
applying the preceding sentence, a depository receipt denominated in U.S. dollars 
and representing rights conferred by a foreign security shall be classified as a 
foreign investment denominated in a foreign currency. The assets of a trust 
established to satisfy the requirements of 8 V.S.A. §3634a(b) shall be invested  
only as follows: 

(1) 	Government obligations that are not in default as to principal or interest, 
that are valid and legally authorized and that are issued, assumed or 
guaranteed by: 
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(a) The United States or by any agency or instrumentality of the 
United States; 

(b) A state of the United States; 

(c) A territory, possession or other governmental unit of the United 
States; 

(d) An agency or instrumentality of a governmental unit referred to in 
Subparagraphs (b) and (c) of this paragraph if the obligations shall 
be by law (statutory or otherwise) payable, as to both principal and 
interest, from taxes levied or by law required to be provided for 
making these payments, but shall not be obligations eligible for 
investment under this paragraph if payable solely out of special 
assessments on properties benefited by local improvements; or 

(e) The government of any other country that is a member of the 
Organization for Economic Cooperation and Development and 
whose government obligations are rated A or higher, or the 
equivalent, by a rating agency recognized by the Securities 
Valuation Office of the NAIC; 

(2) 	Obligations that are issued in the United States, or that are dollar 
denominated and issued in a non-U.S. market, by a solvent U.S. institution 
(other than an insurance company) or that are assumed or guaranteed by a 
solvent U.S. institution (other than an insurance company) and that are not 
in default as to principal or interest if the obligations: 

(a) Are rated A or higher (or the equivalent) by a securities rating 
agency recognized by the Securities Valuation Office of the NAIC, 
or if not so rated, are similar in structure and other material 
respects to other obligations of the same institution that are so 
rated; 

(b) Are insured by at least one authorized insurer (other than the 
harvesting insurer or a parent, subsidiary or affiliate of the 
investing insurer) licensed to insure obligations in this state and, 
after considering the insurance, are rated AAA (or the equivalent) 
by a securities rating agency recognized by the Securities 
Valuation Office of the NAIC; or 

(c) Have been designated as Class One or Class Two by the Securities 
Valuation Office of the NAIC; 

(3) 
	

Obligations issued, assumed or guaranteed by a solvent non-U.S. 
institution chartered in a country that is a member of the Organization for 
Economic Cooperation and Development or obligations of U.S. 
corporations issued in a non-U.S. currency, provided that in either case the 
obligations are rated A or higher, or the equivalent, by a rating agency 
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recognized by the Securities Valuation Office of the NAIC; 

(4) 	An investment made pursuant to the provisions of Paragraph (1), (2) or (3) 
of this subsection shall be subject to the following additional limitations: 

(a) An investment in or loan upon the obligations of an institution 
other than an institution that issues mortgage-related securities 
shall not exceed five percent (5%) of the assets of the trust; 

(b) An investment in any one mortgage-related security shall not 
exceed five percent (5%) of the assets of the trust; 

(c) The aggregate total investment in mortgage-related securities shall 
not exceed twenty-five percent (25%) of the assets of the trust; and 

(d) Preferred or guaranteed shares issued or guaranteed by a solvent 
U.S. institution are permissible investments if all of the 
institution's obligations are eligible as investments under 
Paragraphs (2)(a) and (2)(c) of this subsection, but shall not exceed 
two percent (2%) of the assets of the trust. 

(5) 	As used in this regulation: 

(a) 	"Mortgage-related security" means an obligation that is rated AA 
or higher (or the equivalent) by a securities rating agency 
recognized by the Securities Valuation Office of the NAIC and that 
either: 

(i) 
	

Represents ownership of one or more promissory notes or 
certificates of interest or participation in the notes 
(including any rights designed to assure servicing of, or the 
receipt or timeliness of receipt by the holders of the notes, 
certificates, or participation of amounts payable under, the 
notes, certificates or participation), that: 

(I) Are directly secured by a first lien on a single 
parcel of real estate, including stock allocated to a 
dwelling unit in a residential cooperative housing 
corporation, upon which is located a dwelling or 
mixed residential and commercial structure, or on 
a residential manufactured home as defined in 42 
U.S.C.A. § 5402(6), whether the manufactured 
home is considered real or personal property under 
the laws of the state in which it is located; and 

(II) Were originated by a savings and loan association, 
savings bank, commercial bank, credit union, 
insurance company, or similar institution that is 
supervised and examined by a federal or state 
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housing authority, or by a mortgagee approved by 
the Secretary of Housing and Urban Development 
pursuant to 12 U.S.C.A. §§ 1709 and 1715-b, or, 
where the notes involve a lien on the manufactured 
home, by an institution or by a financial institution 
approved for insurance by the Secretary of Housing 
and Urban Development pursuant to 12 U.S.C.A. § 
1703; or 

(ii) 	Is secured by one or more promissory notes or certificates 
of deposit or participations in the notes (with or without 
recourse to the insurer of the notes) and, by its terms, 
provides for payments of principal in relation to payments, 
or reasonable projections of payments, or notes meeting the 
requirements of Items (i)(I) and (i)(II) of this subsection; 

(b) 
	

"Promissory note," when used in connection with a manufactured 
home, shall also include a loan, advance or credit sale as evidenced 
by a retail installment sales contract or other instrument. 

(6) 	Equity interests 

(a) 	Investments in common shares or partnership interests of a solvent 
U.S. institution are permissible if: 

(i) Its obligations and preferred shares, if any, are eligible as 
investments under this subsection; and 

(ii) The equity interests of the institution (except an insurance 
company) are registered on a national securities exchange 
as provided in the Securities Exchange Act of 1934, 15 
U.S.C. §§ 78a to 78kk or otherwise registered pursuant to 
that Act, and if otherwise registered, price quotations for 
them are furnished through a nationwide automated 
quotations system approved by the Financial Industry 
Regulatory Authority, or successor organization. A trust 
shall not invest in equity interests under this paragraph an 
amount exceeding one percent (1%) of the assets of the 
trust even though the equity interests are not so registered 
and are not issued by an insurance company; 

(b) 
	

Investments in common shares of a solvent institution organized 
under the laws of a country that is a member of the Organization 
for Economic Cooperation and Development, if: 

(i) 
	

All its obligations are rated A or higher, or the equivalent, 
by a rating agency recognized by the Securities Valuation 
Office of the NAIC; and 
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(ii) 	The equity interests of the institution are registered on a 
securities exchange regulated by the government of a 
country that is a member of the Organization for Economic 
Cooperation and Development; 

(c) 	An investment in or loan upon any one institution's outstanding 
equity interests shall not exceed one percent (1%) of the assets of 
the trust. The cost of an investment in equity interests made 
pursuant to this paragraph, when added to the aggregate cost of 
other investments in equity interests then held pursuant to this 
paragraph, shall not exceed ten percent (10%) of the assets in the 
trust; 

(7) Obligations issued, assumed or guaranteed by a multinational 
development bank, provided the obligations are rated A or higher, or the 
equivalent, by a rating agency recognized by the Securities Valuation 
Office of the NAIC. 

(8) Investment companies 

(a) 	Securities of an investment company registered pursuant to the 
Investment Company Act of 1940, 15 U.S.C. § 80a, are 
permissible investments if the investment company: 

(i) Invests at least ninety percent (90%) of its assets in the 
types of securities that qualify as an investment under 
Paragraph (1), (2) or (3) of this subsection or invests in 
securities that are determined by the Commissioner to be 
substantively similar to the types of securities set forth in 
Paragraph (1), (2) or (3) of this subsection; or 

(ii) Invests at least ninety percent (90%) of its assets in the 
types of equity interests that qualify as an investment under 
Paragraph (6)(a) of this subsection; 

(b) 
	

Investments made by a trust in investment companies under this 
paragraph shall not exceed the following limitations: 

(i) An investment in an investment company qualifying under 
Subparagraph (a)(i) of this paragraph shall not exceed ten 
percent (10%) of the assets in the trust and the aggregate 
amount of investment in qualifying investment companies 
shall not exceed twenty-five percent (25%) of the assets in 
the trust; and 

(ii) Investments in an investment company qualifying under 
Subparagraph (a)(ii) of this paragraph shall not exceed five 
percent (5%) of the assets in the trust and the aggregate 
amount of investment in qualifying investment companies 
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shall be included when calculating the permissible 
aggregate value of equity interests pursuant to Paragraph 
(6)(a) of this subsection. 

(9) 	Letters of Credit 

(a) In order for a letter of credit to qualify as an asset of the trust, 
the trustee shall have the right and obligation pursuant to the 
deed of trust or some other binding agreement (as duly 
authorized by the Commissioner), to immediately draw down 
the full amount of the letter of credit and hold the proceeds in 
trust for the beneficiaries of the trust if the letter of credit will 
otherwise expire without being renewed or replaced. 

(b) The trust agreement shall provide that the trustee shall be liable for 
its negligence, willful misconduct or lack of good faith. The failure 
of the trustee to draw against the letter of credit in circumstances 
where such draw would be required shall be deemed to be 
negligence and/or willful misconduct. 

F. 	A specific security provided to a ceding insurer by an assuming insurer pursuant 
to Section 9 of this regulation shall be applied, until exhausted, to the payment of 
liabilities of the assuming insurer to the ceding insurer holding the specific 
security prior to, and as a condition precedent for, presentation of a claim by the 
ceding insurer for payment by a trustee of a trust established by the assuming 
insurer pursuant to this section. 

Section 8. 	Credit for Reinsurance - Certified Reinsurers 

A. 	Pursuant to 8 V.S.A. § 3634a(b)(5), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that has been 
certified as a reinsurer in this state at all times for which statutory financial 
statement credit for reinsurance is claimed under this section. The credit allowed 
shall be based upon the security held by or on behalf of the ceding insurer in 
accordance with a rating assigned to the certified reinsurer by the Commissioner. 
The security shall be in a form consistent with the provisions of 8 V.S.A. § 
3634a(b)(5) and § 3634a(c) and -14-Sections  12, 13 or 4-3-14 of this Regulation. 
The amount of security required in order for full credit to be allowed shall 
correspond with the following requirements: 

(1) 	Ratings 	 Security Required 

Secure — 1 	0% 

Secure — 2 	10% 

Secure — 3 	20% 

Secure — 4 	50% 
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Secure — 5 	75% 

Vulnerable — 6 	100% 

(2) Affiliated reinsurance transactions shall receive the same opportunity for 
reduced security requirements as all other reinsurance transactions. 

(3) The Commissioner shall require the certified reinsurer to post one hundred 
percent (100%), for the benefit of the ceding insurer or its estate, security 
upon the entry of an order of rehabilitation, liquidation or conservation 
against the ceding insurer. 

(4) 	In order to facilitate the prompt payment of claims, a certified reinsurer 
:shall  not be required to post security for catastrophe recoverables for a 

period of-up-to one year from the date of the first instance of a liability 
reserve entry by the ceding company as a result of loss from a catastrophic 
occurrence that is  likely to result in  significant insured losses as 
recognized by the Commissioner. The  one-year  deferral period is 
contingent upon the certified reinsurer continuing to pay claims in a 
timely manner  in compliance  with its contfaetual obligations as set forth 

Reinsurance recoverables for only the following lines of business as 
reported on the NAIC annual financial statement related specifically to the 
catastrophic occurrence will be included in the deferral: 

(a) Line 1: Fire 

(b) Line 2: Allied Lines 

(c) Line 3: Farmowners multiple peril 

(d) Line 4: Homeowners multiple peril 

(e) Line 5: Commercial multiple peril 

(f) Line 9: Inland Marine 

(g) Line 12: Earthquake 

(h) Line 21: Auto physical damage 

(5) 
	

Credit for reinsurance under this section shall apply only to reinsurance 
contracts entered into or renewed on or after the effective date of the 
certification of the assuming insurer. Any reinsurance contract entered into 
prior to the effective date of the certification of the assuming insurer that 
is subsequently amended after the effective date of the certification of the 
assuming insurer, or a new reinsurance contract, covering any risk for 
which collateral was provided previously, shall only be subject to this 
section with respect to losses incurred and reserves reported from and after 
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the effective date of the amendment or new contract. 

(6) 	Nothing in this section shall prohibit the parties to a reinsurance 
agreement from agreeing to provisions establishing security requirements 
that exceed the minimum security requirements established for certified 
reinsurers under this section. 

B. 	Certification Procedure. 

(1) The Commissioner shall post notice on the Department's website 
promptly upon receipt of any application for certification, including 
instructions on how members of the public may respond to the application. 
The Commissioner may not take final action on the application until at 
least thirty (30) days after posting the notice required by this paragraph. 

(2) The Commissioner shall issue written notice to an assuming insurer that 
has made application and been approved as a certified reinsurer. Included 
in such notice shall be the rating assigned the certified reinsurer in 
accordance with Subsection A of this section. The Commissioner shall 
publish a list of all certified reinsurers and their ratings. 

(3) In order to be eligible for certification, the assuming insurer shall meet the 
following requirements: 

(a) The assuming insurer must be domiciled and licensed to transact 
insurance or reinsurance in a Qualified Jurisdiction, as determined 
by the Commissioner pursuant to Subsection C of this section. 

(b) The assuming insurer must maintain capital and surplus, or its 
equivalent, of no less than $250,000,000 calculated in accordance 
with Subparagraph (4)(h) of this subsection. This requirement may 
also be satisfied by an association having incorporated and 
individual unincorporated underwriters having minimum capital 
and surplus equivalents (net of liabilities) of at least $250,000,000 
and a central fund containing a balance of at least $250,000,000. 

(c) The assuming insurer must maintain financial strength ratings from 
two or more rating agencies deemed acceptable by the 
Commissioner. These ratings shall be based on interactive 
communication between the rating agency and the assuming 
insurer and shall not be based solely on publicly available 
information. These financial strength ratings will be one factor 
used by the Commissioner in determining the rating that is 
assigned to the assuming insurer. Acceptable rating agencies 
include the following: 

(i) 	Standard & Poor's; 
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(ii) Moody's Investors Service; 

(iii) Fitch Ratings; 

(iv) A.M. Best Company; or 

(v) Any other 
organizationNationally Recognized Statistical  
Rating Organization. 

(d) 	The certified reinsurer must comply with any other requirements 
reasonably imposed by the Commissioner. 

(4) 	Each certified reinsurer shall be rated on a legal entity basis, with due 
consideration being given to the group rating where appropriate, except 
that an association including incorporated and individual 
unincorporated underwriters that has been approved to do business as a 
single certified reinsurer may be evaluated on the basis of its group 
rating. Factors that may be considered as part of the evaluation process 
include, but are not limited to, the following: 

(a) 	The certified reinsurer's financial strength rating from an 
acceptable rating agency. The maximum rating that a certified 
reinsurer may be assigned will correspond to its financial strength 
rating as outlined in the table below. The Commissioner shall use 
the lowest financial strength rating received from an approved 
rating agency in establishing the maximum rating of a certified 
reinsurer. A failure to obtain or maintain at least two financial 
strength ratings from acceptable rating agencies will result in a loss 
of eligibility for certification: 

Ratings Best S&P Moody's Fitch 

Secure — 1 A++ AAA Aaa AAA 

Secure —2 A+ AA+, AA, AA- Aal, Aa2, Aa3 AA+, AA, AA- 

Secure —3 A A+, A Al, A2 A+, A 

Secure —4 A- A- A3 A- 

Secure —5 B++, B+ BBB+, BBB, 
BBB- 

Baal, Baa2, 
Baa3 

BBB+, BBB, 
BBB- 

Vulnerable —6 B, B-C++, C+, 
C, C-, D, E, F 

BB+, BB, BB-, 
B+, B, B-, CCC, 
CC, C, D, R 

Bal, Ba2, Ba3, 
Bl, B2, B3, Caa, 
Ca, C 

BB+, BB, BB-, 
B+, B, B-, 
CCC+, CC, 
CCC-, DD 
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(b) The business practices of the certified reinsurer in dealing with its 
ceding insurers, including its record of compliance with 
reinsurance contractual terms and obligations; 

(c) For certified reinsurers domiciled in the 14,S7-United States,  a 
review of the most recent applicable NAIC Annual Statement 
Blank, either Schedule F (for property/casualty reinsurers) or 
Schedule S (for life and health reinsurers); 

(d) For certified reinsurers not domiciled in the U.S.,United States,  a 
review annually of FromForm  CR-F (for property/casualty 
reinsurers) or Form CR-S (for life and health reinsurers); 

(e) The reputation of the certified reinsurer for prompt payment 
of claims under reinsurance agreements, based on an analysis 
of ceding insurers' Schedule F reporting of overdue 
reinsurance recoverables, including the proportion of 
obligations that are more than ninety (90) days past due or are 
in dispute, with specific attention given to obligations payable 
to companies that are in administrative supervision or 
receivership; 

(f) Regulatory actions against the certified reinsurer; 

(g) The report of the independent auditor on the financial statements of 
the insurance enterprise, on the basis described in paragraph (h) 
below. 

(h) For certified reinsurers not domiciled in the 144.7United  States,  
audited financial statements-(-audited US.ciAAP basis  if available, 

R1-ion to  U.S. 
GA.AP certified  by an officer  of the company)„ regulatory filings, 
and actuarial opinion (as filed with the non-U.S. jurisdiction 
supervisor,  with a translation in English).  Upon the initial 
application for certification, the Commissioner will consider 
audited financial statements for the last three  (3two (2)  years filed 
with its non-U.S. jurisdiction supervisor; 

The liquidation priority of obligations to a ceding insurer in the 
certified reinsurer's domiciliary jurisdiction in the context of an 
insolvency proceeding; 

A certified reinsurer's participation in any solvent scheme of 
arrangement, or similar procedure, which involves U.S. ceding 
insurers. The Commissioner shall receive prior notice from a 
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certified reinsurer that proposes participation by the certified 
reinsurer in a solvent scheme of arrangement; and 

(k) 	Any other information deemed relevant by the Commissioner. 

(5) 
	

Based on the analysis conducted under Subparagraph 4(e) of a certified 
reinsurer's reputation for prompt payment of claims, the Commissioner 
may make appropriate adjustments in the security the certified reinsurer is 
required to post to protect its liabilities to U.S. ceding insurers, provided 
that the Commissioner shall, at a minimum, increase the security the 
certified reinsurer is required to post by one rating level under 
Subparagraph (4)(a) if the Commissioner finds that: 

(a) more than fifteen percent (15%) of the certified reinsurer's ceding 
insurance clients have overdue reinsurance recoverables on paid 
losses of ninety (90) days or more which are not in dispute and 
which exceed $100,000 for each cedant; or 

(b) the aggregate amount of insurance recoverables on paid losses 
which are not in dispute that are overdue by ninety (90) days or 
more exceeds $50,000,000. 

(6) 	The assuming insurer must submit a properly executed Form CR-1 as 
evidence of its submission to the jurisdiction of this state, appointment of 
the Commissioner as an agent for service of process in this state, and 
agreement to provide security for one hundred percent (100%) of the 
assuming insurer's liabilities attributable to reinsurance ceded by U.S. 
ceding insurers if it resists enforcement of a final U.S. judgment. The 
Commissioner shall not certify any assuming insurer that is domiciled in a 
jurisdiction that the Commissioner has determined does not adequately 
and promptly enforce final U.S. judgments or arbitration awards. 

(7) 
	

The certified reinsurer must agree to meet applicable filing requirements 
as determined by the Commissioner, both with respect to an initial 
application and on an ongoing basis. All information submitted by 
certified reinsurers which are not otherwise public information subject to 
disclosure shall be exempted from disclosure under 1 V.S.A. § 317(c) and 
shall be withheld from public disclosure. The applicable information filing 
requirements are as follows: 

(a) Notification within ten (10) days of any regulatory actions taken 
against the certified reinsurer, any change in the provisions of its 
domiciliary license or any change in rating by an approved agency, 
including a statement describing such changes and the reasons 
therefore; 

(b) Annually, Form CR-F or CR-S, as applicable; 

(c) Annually, the report of the independent auditor on the financial 
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statements of the insurance enterprise, on the basis described in 
Subsection (d) below; 

(d) 	Annually, the most recent  audited financial statements  (audited 
U.S. GAAP basis  if available, audited  IERS basis statements are 
allowed but must include an audited footnote 	reconciling  equity  

reconciliation to  U.S. GAAP certified-by an officer  of the 
company)„ regulatory filings, and actuarial opinion (as filed with 
the non-U.S. jurisdiction supervisor,  with a translation in English).  
Upon the initial application for certification, audited financial 
statements for the last three  (3  two (2)  years filed with the certified 
reinsurer's supervisor; 

(e) At least annually, an updated list of all disputed and overdue 
reinsurance claims regarding reinsurance assumed from U.S. 
domestic ceding insurers; 

(f) A certification from the certified reinsurer's domestic regulator 
that the certified reinsurer is in good standing and maintains capital 
in excess of the jurisdiction's highest regulatory action level; and 

(g) Any other information that the Commissioner may reasonably 
require. 

(8) 	Change in Rating or Revocation of Certification. 

(a) In the case of a downgrade by a rating agency or other 
disqualifying circumstance, the Commissioner shall upon written 
notice assign a new rating to the certified reinsurer in accordance 
with the requirements of Subparagraph (4)(a). 

(b) The Commissioner shall have authority to suspend, revoke, or 
otherwise modify a certified reinsurer's certification at any time if 
the certified reinsurer fails to meet its obligations or security 
requirements under this section, or if other financial or operating 
results of the certified reinsurer, or documented significant delays 
in payment by the certified reinsurer, lead the Commissioner to 
reconsider the certified reinsurer's ability or willingness to meet its 
contractual obligations. 

(c) If the rating of a certified reinsurer is upgraded by the 
Commissioner, the certified reinsurer may meet the security 
requirements applicable to its new rating on a prospective basis, 
but the Commissioner shall require the certified reinsurer to post 
security under the previously applicable security requirements as to 
all contracts in force on or before the effective date of the upgraded 
rating. If the rating of a certified reinsurer is downgraded by the 
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Commissioner, the Commissioner shall require the certified 
reinsurer to meet the security requirements applicable to its new 
rating for all business it has assumed as a certified reinsurer. 

(d) 	Upon revocation of the certification of a certified reinsurer by the 
Commissioner, the assuming insurer shall be required to post 
security in accordance with Section 10 in order for the ceding 
insurer to continue to take credit for reinsurance ceded to the 
assuming insurer. If funds continue to be held in trust in 
accordance with Section 7, the Commissioner may allow 
additional credit equal to the ceding insurer's pro rata share of 
such funds, discounted to reflect the risk of uncollectibility and 
anticipated expenses of trust administration. Notwithstanding the 
change of a certified reinsurer's rating or revocation of its 
certification, a domestic insurer that has ceded reinsurance to that 
certified reinsurer may not be denied credit for reinsurance for a 
period of three (3) months for all reinsurance ceded to that certified 
reinsurer, unless the reinsurance is found by the Commissioner to 
be at high risk of uncollectibility. 

C. 	Qualified Jurisdictions. 

(1) If, upon conducting an evaluation under this section with respect to the 
reinsurance supervisory system of any non-U.S. assuming insurer, the 
Commissioner determines that the jurisdiction qualifies to be recognized 
as a qualified jurisdiction, the Commissioner shall publish notice and 
evidence of such recognition in an appropriate manner. The Commissioner 
may establish a procedure to withdraw recognition of those jurisdictions 
that are no longer qualified. 

(2) In order to determine whether the domiciliary jurisdiction of a non-U.S. 
assuming insurer is eligible to be recognized as a qualified jurisdiction, the 
Commissioner shall evaluate the reinsurance supervisory system of the 
non-U.S. jurisdiction, both initially and on an ongoing basis, and consider 
the rights, benefit and the extent of reciprocal recognition afforded by the 
non-U.S. jurisdiction to reinsurers licensed and domiciled in the 
US.Unied States.  The Commissioner shall determine the appropriate 
approach for evaluating the qualifications of such jurisdictions, and create 
and publish a list of jurisdictions whose reinsurers may be approved by the 
Commissioner as eligible for certification. A qualified jurisdiction must 
agree to share information and cooperate with the Commissioner with 
respect to all certified reinsurers domiciled within that jurisdiction. 
Additional factors to be considered in determining whether to recognize a 
qualified jurisdiction, in the discretion of the Commissioner, include but 
are not limited to the following: 

(a) 	The framework under which the assuming insurer is regulated. 
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(b) The structure and authority of the domiciliary regulator with regard 
to solvency regulation requirements and financial surveillance. 

(c) The substance of financial and operating standards for assuming 
insurers in the domiciliary jurisdiction. 

(d) The form and substance of financial reports required to be filed or 
made publicly available by reinsurers in the domiciliary 
jurisdiction and the accounting principles used. 

(e) The domiciliary regulator's willingness to cooperate with U.S. 
regulators in general and the Commissioner in particular. 

(f) The history of performance by assuming insurers in the 
domiciliary jurisdiction. 

(g) Any documented evidence of substantial problems with the 
enforcement of final U.S. judgments in the domiciliary 
jurisdiction. A jurisdiction will not be considered to be a qualified 
jurisdiction if the Commissioner has determined that it does not 
adequately and promptly enforce final U.S. judgments or 
arbitration awards. 

(h) Any relevant international standards or guidance with respect to 
mutual recognition of reinsurance supervision adopted by the 
International Association of Insurance Supervisors or successor 
organization. 

(i) Any other matters deemed relevant by the Commissioner. 

(3) A list 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 with respect to the criteria provided under Subsections 8 
C(2)(a) to (i). 

(4) U.S. jurisdictions that meet the requirements for accreditation under the 
NAIC financial standards and accreditation program shall be recognized 
as qualified jurisdictions. 

D. 	Recognition of Certification Issued by a NAIC Accredited Jurisdiction. 

(1) 	If an applicant for certification has been certified as a reinsurer in aNAIC 
accredited jurisdiction, the Commissioner has the discretion to defer to 
that jurisdiction's certification, and to defer to the rating assigned by that 
jurisdiction, if the assuming insurer submits a properly executed Form 
CR-1 and such additional information as the Commissioner requires. The 
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assuming insurer shall be considered to be a certified reinsurer in this 
State. 

(2) Any change in the certified reinsurer's status or rating in the other 
jurisdiction shall apply automatically in this State as of the date it takes 
effect in the other jurisdiction. The certified reinsurer shall notify the 
Commissioner of any change in its status or rating within 10 days after 
receiving notice of the change. 

(3) The Commissioner may withdraw recognition of the other jurisdiction's 
rating at any time and assign a new rating in accordance with Subsection 
B(8) of this section. 

(4) The Commissioner may withdraw recognition of the other jurisdiction's 
certification at any time, with written notice to the certified reinsurer. 
Unless the Commissioner suspends or revokes the certified reinsurer's 
certification in accordance with Subsection B(8) of this section, the 
certified reinsurer's certification shall remain in good standing in this State 
for a period of three (3) months, which shall be extended if additional time 
is necessary to consider the assuming insurer's application for certification 
in this State. 

(5) F. 	Mandatory Funding Clause. In addition to the clauses required 
under Section 14, reinsurance contracts entered into or renewed under this 
section shall include a proper funding clause, which requires the certified 
reinsurer to provide and maintain security in an amount sufficient to avoid 
the imposition of any financial statement penalty of the ceding insurer 
under this section for reinsurance ceded to the certified reinsurer. 

	

E. 	F. 	The Commissioner shall comply with all reporting and notification 
requirements that may be established by the NAIC with respect to certified 
reinsurers and qualified jurisdictions. 

	

Section 9. 	Credit for Reinsurance-Requifed-tIL-Law—Reciprocal Jurisdictions 

A. Pursuant to 8 V.S.A. § 3634a(b)(6)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer not meeting  that is  
licensed to write reinsurance by, and has its head office or is domiciled in, a  
Reciprocal Jurisdiction, and which meets the other  requirements of this regulation.  

B. A "Reciprocal jurisdiction" is a jurisdiction, as designated by the Commissioner  
pursuant to Subsection D. that meets one of the following:  

(1) 	A non-U.S. jurisdiction that is subject to an in-force covered agreement with  
the United States. each within its legal authority, or. in the case of a covered  
Agreement between the United States arid the European Union, is a member  
state of the European Union. For purposes of this subsection, a "covered  
agreement" is an agreement entered into pursuant to the Dodd-Frank Wall  
Street Reform and Consumer Protection Act, 31 U.S.C. 	313 and 314, that  
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is currently in effect or in a period of provisional application and addresses  
th.e elimination, under specified conditions, of collateral requirements as a  
condition for entering into any reinsurance agreement with a ceding insurer  
domiciled in this state or for allowing the ceding insurer to recognize credit  
for reinsurance;  

(2) A U.S. jurisdiction that meets the requirements for accreditation under the  
NAIC financial standards and accreditation program; or 

(3) A qualified jurisdiction, as determined by the Commissioner pursuant to 8  
V.S.A. 3634a(b)(4445)(C) and Section 8C of this Regulation. which is not  
otherwise described in Paragraph (1) or (2) above and which the  
Commissioner determines meets all of the following additional requirements: 

(a) Provides that an insurer which has its head office or is domiciled in  
such qualified jurisdiction shall receive credit for reinsurance ceded  
to a U.S.-dom.iciled assuming insurer in the same manner as credit for 
reinsurance is received for reinsurance assumed by insurers  
domiciled in such qualified jurisdiction:  

(b) Does not require a U.S.-domiciled assuming insurer to establish or  
maintain a local presence as a condition for entering into a  
reinsurance agreement with any cedilla insurer subject to regulation  
by the non-U.S. jurisdiction or as a condition to allow the ceding  
insurer to recognize credit for such reinsurance; 

(c) Recognizes the U.S. state regulatory approach to group supervision  
and group capital, by providing written confirmation by a competent  
regulatory authority, in such qualified jurisdiction, that insurers and  
insurance groups that are domiciled or maintain their headquarters in  
this state or another jurisdiction accredited by the NAIC shall be  
subject only to worldwide prudential insurance group supervision  
including worldwide group governance, solvency and capital. and  
reporting. as applicable, by the Commissioner or the Commissioner  
of the domiciliary state and will not be subject to group supervision at 
the level of the worldwide parent undertaking of the insurance or  
reinsurance group by the qualified jurisdiction: and 

(d) Provides written confirmation by a competent regulatory authority in  
such qualified jurisdiction that information regarding insurers and  
their parent. subsidiary, or affiliated entities, if applicable. shall be  
provided to the Commissioner in accordance with a memorandum of  
understanding or similar document between the Commissioner and  
such qualified jurisdiction, including but not limited to the  
International Association of Insurance Supervisors Multilateral  
Memorandum of Understanding or other multilateral memoranda of  
understanding coordinated by the NAIC.  
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C. 	Credit shall be allowed when the reinsurance is ceded from an insurer domiciled in  
this state to an assuming insurer meeting each of the conditions set forth below.  

The assuming insurer must be licensed to transact reinsurance by. and have 
its head office or be domiciled in, a Reciprocal Jurisdiction.  

(2) 	The assuming insurer must have and maintain on an ongoing basis minimum  
capital and surplus. or its equivalent, calculated on at least an annual basis as  
of the preceding December 31. or at the annual date otherwise statutorily  
reported to the Reciprocal Jurisdiction, and confirmed as set forth in  
Subsection C(7) according to the methodology of its domiciliary jurisdiction,  
in the following amounts:  

(a) No less than $250.000.000: or 

(b) If the assuming insurer is an association, including incorporated and  
individual unincorporated underwriters:  

(i) Minimum capital and surplus equivalents (net of liabilities) or  
own funds of the equivalent of at least $250.000,000: and  

(ii) A central fund containing a balance of the equivalent of at  
least $250,000,000.  

(3) 	The assuming insurer must have and maintain on an ongoing basis a  
minimum solvency or capital ratio. as applicable, as follows:  

(a) If the assuming insurer has its head office or is domiciled in a  
Reciprocal Jurisdiction as defined in Section 9B(1). the ratio  
specified in the applicable covered agreement:  

(b) If the assuming insurer is domiciled in a Reciprocal Jurisdiction as  
defined in Section 9B(2), a risk-based capital (RBC) ratio of three  
hundred percent (300%) of the authorized control level, calculated in  
accordance with the formula developed by the NAIC: or 

(c) if the assuming insurer is domiciled in a Reciprocal Jurisdiction as  
defined in Section 9B(3), after consultation with the Reciprocal  
Jurisdiction and considering any recommendations published through  
the NAIC Committee Process, such solvency or capital ratio as the  
Commissioner determines to be an effective measure of solvency.  

(4) 	The assuming insurer must agree to and provide adequate assurance, in the  
form of a properly executed Form RJ-1, of its agreement to the following:  

(a) 	The assuming insurer must agree to provide prompt vaitten notice  
and explanation to the Commissioner if it falls below the minimum  
requirements set forth in Paragraphs (2) or (3) of this subsection. or if 
any regulatory action is taken against it for serious noncompliance  

(1) 
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with applicable law.  

(b) 	The assuming insurer must consent in writing to the jurisdiction of  
the courts of this state and to the appointment of the Commissioner as  
agent for service of process.  

(i) The Commissioner may also require that such consent be  
provided and included in each reinsurance agreement under  
the Commissioner's jurisdiction.  

(ii) Nothing in this provision shall limit or in any way alter the  
capacity of parties to a reinsurance agreement to agree to  
alternative dispute resolution mechanisms, except to the  
extent such agreements are unenforceable under applicable  
insolvency or delinquency laws.  

(c) 	The assuming insurer must consent in writing to pay all final  
judgments. wherever enforcement is sought. obtained by a ceding  
insurer, that have been declared enforceable in the territory where the  
judgment was obtained.  

(d) 	Each reinsurance agreement must include a provision requiring the  
assuming insurer to provide security in an amount equal to one  
hundred percent (100%) of the assuming insurer's liabilities  
attributable to reinsurance ceded pursuant to that agreement if the  
assuming insurer resists enforcement of a final judgment that is  
enforceable under the law of the jurisdiction in which it was obtained  
or a properly enforceable arbitration award, whether obtained by the  
ceding insurer or by its legal successor on behalf of its estate. if  
applicable.  

(e) 	The assuming insurer must confirm that it is not presently  
participating in any solvent scheme of arrangement. which involves  
this state's ceding insurers, and agrees to notify the ceding insurer  
and the Commissioner and to provide one hundred percent (100%)  
security to the ceding insurer consistent with the terms of the scheme,  
should the assuming insurer enter into such a solvent scheme of  
arrangement. Such security shall be in a form consistent with the  
provisions of 8 V.S.A. §.3634a(b)(5) and § 3634a(c) and Section 12.  
13 or 14 of this Regulation. For purposes of this Regulation. the term  
"solvent scheme of arrangement" means a foreign or alien statutory  
or regulatory compromise procedure subject to requisite majority  
creditor approval and judicial sanction in the assuming insurer's  
home jurisdiction either to finally commute liabilities of duly noticed  
classed members or creditors of a solvent debtor, or to reorganize or  
restructure the debts and obligations of a solvent debtor on a final  
basis. and which may be subject to judicial recognition and  
enforcement of the arrangement by a governing authority outside the  
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ceding insurer's home jurisdiction. 

(f) 	The assuming insurer must agree in writing to meet the applicable  
information filing requirements as set forth in Paragraph (5) of this  
subsection.  

(5) 	The assuming insurer or its legal successor must provide, if requested by the  
Commissioner. on behalf of itself and any legal predecessors, the following  
documentation to the Commissioner:  

(a) For the two years preceding entry into the reinsurance agreement and  
on an annual basis thereafter, the assuming insurer's annual audited  
financial statements, in accordance with the applicable law of the  
jurisdiction of its head office or domiciliary jurisdiction, as  
applicable, including the external audit report;  

(b) For the two 'years preceding entry into the reinsurance agreement. the  
solvency and financial condition report or actuarial opinion, if filed  
with the assuming insurer's supervisor;  

(c) Prior to entry into the reinsurance agreement and not more than semi-
annually thereafter, an updated list of all disputed and overdue  
reinsurance claims outstanding for 90 days or more, regarding  
reinsurance assumed from ceding insurers domiciled in the United  
States; and 

(d) Prior to entry into the reinsurance agreement and not more than semi-
annually thereafter, information regarding the assuming insurer's  
assumed reinsurance by ceding insurer, ceded reinsurance by the  
assuming insurer, and reinsurance recoverable on paid and unpaid  
losses by the assuming insurer to allow for the evaluation of the  
criteria set forth in Paragraph (6) of this subsection.  

(6) 	The assuming insurer must maintain a practice of prompt payment of claims  
under reinsurance agreements. The lack of prompt payment will be  
evidenced if any of the following criteria is met:  

(a) 	More than fifteen percent (15%) of the reinsurance recoverables from  
the assuming insurer are overdue and in dispute as reported to the  
Commissioner;  

(b) More than fifteen percent (15%) of the assuming insurer's ceding  
insurers or reinsurers have overdue reinsurance recoverable on paid  
losses of 90 days or more which are not in dispute and which exceed  
for each ceding insurer $100.000, or as otherwise specified in a  
covered agreement; or  

(c) The aggregate amount of reinsurance recoverable on paid losses  
which are not in dispute, but are overdueby 90 days or more, exceeds 
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$50,000,000, or as otherwise specified in a covered agreement.  

(7) The assumina insurer's supervisory authority must confirm to the  
Commissioner on an annual basis that the assuming insurer complies with  
the requirements set forth in Paragraphs (2) and (3) of this subsection.  

(8) Nothing in this provision precludes an assuming insurer from providing the  
Commissioner with information on a voluntary basis.  

	

D. 	The Commissioner shall timely create and publish a list of Reciprocal jurisdictions.  

(1) A list of Reciprocal Jurisdictions is published through the NAIC Committee  
Process. The Commissioner's list shall include any Reciprocal Jurisdiction as 
defined under Section 913(1) and (2). and shall consider any other Reciprocal  
Jurisdiction included on the NAIC list. The Commissioner may approve a  
jurisdiction that does not appear on the NAIC list of Reciprocal Jurisdictions  
as provided by applicable law, regulation, or in accordance with criteria  
published through the NAIC Committee Process.  

(2) The Commissioner may remove a jurisdiction from the list of Reciprocal  
Jurisdictions upon a determination that the jurisdiction no ionizer meets one  
or more of the requirements of a Reciprocal Jurisdiction, as provided by  
applicable law. regulation. or in accordance with a process published through  
the NAIC Committee Process, except that the Commissioner shall not  
remove from the list a Reciprocal Jurisdiction as defined under Section  
9B(1) and (2). Upon removal of a Reciprocal Jurisdiction from this list credit  
for reinsurance ceded to an assuming insurer domiciled in that jurisdiction  
shall be allowed, if otherwise allowed pursuant to 8 V.S.A § 3634a.  

	

E. 	The Commissioner shall timely create and publish a list of assuming insurers that  
have satisfied the conditions set forth in this section and to which cessions shall be  
granted credit in accordance with this section.  

(1) If an NAIC accredited jurisdiction has determined that the conditions set  
forth in Subsection C have been met, the Commissioner has the discretion to  
defer to that jurisdiction's determination, and add such assuming insurer to  
the list of assuming insurers to which cessions shall be granted credit in  
accordance with this subsection. The Commissioner may accept financial  
documentation filed with another NAIC accredited jurisdiction or with the  
NAIC in satisfaction of the requirements of Subsection C.  

(2) When requesting that the Commissioner defer to another NAIC accredited  
jurisdiction's determination, an assuming insurer must submit a properly  
executed Form RJ-1 and additional information as the Commissioner may  
require. A state that has received such a request will notify other states  
through the NAIC Committee Process and provide relevant information with  
respect to the determination of eligibility.  

	

F. 	If the Commissioner determines that an assuming insurer no longer meets one or  
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more of the requirements under this section, the Commissioner may revoke or  
suspend the eligibility of the assuming insurer for recognition under this section.  

(1) While an assuming insurer's eligibility is suspended. no reinsurance  
agreement issued, amended or renewed after the effective date of the  
suspension qualifies for credit except to the extent that the assuming  
insurer's obligations under the contract are secured in accordance with  
Section 11.  

(2) If an assuming insurer's eligibility is revoked, no credit for reinsurance may  
be granted after the effective date of the revocation with respect to any  
reinsurance agreements entered into by the assuming insurer, including  
reinsurance agreements entered into prior to the date of revocation, except to  
the extent that the assuming insurer's obligations under the contract are  
secured in a form acceptable to the Commissioner and consistent with the  
provisions of Section 11.  

G. 	Before denying statement credit or imposing a requirement to post security with  
respect to Section 9F of this regulation or adopting any similar requirement that will  
have substantially the same regulatory impact as security, the Commissioner shall:  

Communicate with the ceding insurer, the assuming insurer, and the  
assuming insurer's supervisory authority that the assuming insurer no longer  
satisfies one of the conditions listed in Subsection C of this section; 

(2) Provide the assuming insurer with 30 days from the initial communication to  
submit a plan to remedy the defect. and 90 days from the initial  
communication to remedy the defect, except in exceptional circumstances in  
which a shorter period is necessary for policyholder and other consumer  
protection:  

(3) After the expiration of 90 days or less, as set out in Paragraph (2), if the  
Commissioner determines that no or insufficient action was taken by the  
assuming insurer, the Commissioner may impose any of the requirements as  
set out in this Subsection: and  

14) 	Provide a written explanation to the assuming insurer of any of the  
requirements set out in this Subsection. 

H. 	If subject to a legal process of rehabilitation, liquidation or conservation, as  
applicable, the ceding insurer, or its representative, may seek and. if determined  
appropriate by the court in which the proceedings are pending. may obtain an order  
requiring that the assuming insurer post security for all outstanding liabilities.  

Section 10. Credit for Reinsurance Required by Law 

(1) 

Pursuant to 8 V.S.A. § 3634a(b)(7). the Commissioner shall allow credit for reinsurance  
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ceded by a domestic insurer to an assuming insurer not ineetir)2 the requirements of 8 V.S.A.  
§3634a(b)(1)-(6), but only as to the insurance of risks located in jurisdictions where the 
reinsurance is required by the applicable law or regulation of that jurisdiction. As used in this 
section, "jurisdiction" means any state, district or territory of the United States and any lawful 
national government. 

Section 4-011. Asset or Reduction from Liability for Reinsurance Ceded to an Unauthorized 
Assuming Insurer not Meeting the Requirements of Sections 4 through 9,10 

A. 	Pursuant to 8 V.S.A. § 3634a(c), the Commissioner shall allow a reduction from 
liability for reinsurance ceded by a domestic insurer to an assuming insurer not 
meeting the requirements of 8 V.S.A. § 3634a(b) in an amount not exceeding the 
liabilities carried by the ceding insurer. The reduction shall be in the amount of 
funds held by or on behalf of the ceding insurer, including funds held in trust for 
the exclusive benefit of the ceding insurer, under a reinsurance contract with such 
assuming insurer as security for the payment of obligations under the reinsurance 
contract. The security shall be held in the United States subject to withdrawal 
solely by, and under the exclusive control of, the ceding insurer or, in the case of 
a trust, held in a qualified United StatesU.S. financial institution as defined in 8 
V.S.A. § 3634a(d)(2). This security may be in the form of any of the following: 

(1) Cash; 

(2) Securities listed by the Securities Valuation Office of the NAIC, including 
those deemed exempt from filing as defined by the Purposes and 
Procedures Manual of the Securities Valuation Office, and qualifying as 
admitted assets; 

(3) Clean, irrevocable, unconditional and "evergreen" letters of credit issued 
or confirmed by a qualified United 	State,sU.S. institution, as defined in 8 
V.S.A. § 3634a(d)(2), effective no later than December 31 of the year for 
which filing is being made, and in the possession of, or in trust for, the 
ceding insurer on or before the filing date of its annual statement. Letters 
of credit meeting applicable standards of issuer acceptability as of the 
dates of their issuance (or confirmation) shall, notwithstanding the issuing 
(or confirming) institution's subsequent failure to meet applicable 
standards of issuer acceptability, continue to be acceptable as security 
until their expiration, extension, renewal, modification or amendment, 
whichever first occurs; or 

(4) Any other form of security acceptable to the Commissioner. 

B. 	An admitted asset or a reduction from liability for reinsurance ceded to an 
unauthorized assuming insurer pursuant to this section shall be allowed only when 
the requirements of Section 1115 and the applicable portions of Sections 1 I , 12, 13,  
or 4414 of this regulation have been satisfied. 

Section 4412. Trust Agreements Qualified under Section 4-011 
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A. 	As used in this section: 

(1) "Beneficiary" means the entity for whose sole benefit the trust has been 
established and any successor of the beneficiary by operation of law. If a 
court of law appoints a successor in interest to the named beneficiary, then 
the named beneficiary includes and is limited to the court appointed 
domiciliary receiver (including conservator, rehabilitator or liquidator). 

(2) "Grantor" means the entity that has established a trust for the sole benefit 
of the beneficiary. When established in conjunction with a reinsurance 
agreement, the grantor is the unlicensed, unaccredited assuming insurer. 

(3) "Obligations," as used in Subsection B(11) of this section means: 

(a) Reinsured losses and allocated loss expenses paid by the ceding 
company, but not recovered from the assuming insurer; 

(b) Reserves for reinsured losses reported and outstanding; 

(c) Reserves for reinsured losses incurred but not reported; and 

(d) Reserves for allocated reinsured loss expenses and unearned 
premiums. 

B. 	Required conditions. 

(1) The trust agreement shall be entered into between the beneficiary, the 
grantor and a trustee, which shall be a qualified United States.U.S. 
financial institution as defined in 8 V.S.A. § 3634a(d)(2). 

(2) The trust agreement shall create a trust account into which assets shall be 
deposited. 

(3) All assets in the trust account shall be held by the trustee at the trustee's 
office in the United States. 

(4) The trust agreement shall provide that: 

(a) The beneficiary shall have the right to withdraw assets from the 
trust account at any time, without notice to the grantor, subject 
only to written notice from the beneficiary to the trustee; 

(b) No other statement or document is required to be presented to 
withdraw assets, except that the beneficiary may be required to 
acknowledge receipt of withdrawn assets; 

(c) It is not subject to any conditions or qualifications outside of the 
trust agreement; and 

(d) It shall not contain references to any other agreements or 
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documents except as provided for in Paragraphs (11) and (12) of 
this subsection. 

(5) 
	

The trust agreement shall be established for the sole benefit of the 
beneficiary. 

(6) 	The trust agreement shall require the trustee to: 

(a) Receive assets and hold all assets in a safe place; 

(b) Determine that all assets are in such form that the beneficiary, or 
the trustee upon direction by the beneficiary, may whenever 
necessary negotiate any such assets, without consent or signature 
from the grantor or any other person or entity; 

(c) Furnish to the grantor and the beneficiary a statement of all assets 
in the trust account upon its inception and at intervals no less 
frequent than the end of each calendar quarter; 

(d) Notify the grantor and the beneficiary within ten (10) days, of any 
deposits to or withdrawals from the trust account; 

(e) Upon written demand of the beneficiary, immediately take any and 
all steps necessary to transfer absolutely and unequivocally all 
right, title and interest in the assets held in the trust account to the 
beneficiary and deliver physical custody of the assets to the 
beneficiary; and 

(f) Allow no substitutions or withdrawals of assets from the trust 
account, except on written instructions from the beneficiary, except 
that the trustee may, without the consent of but with notice to the 
beneficiary, upon call or maturity of any trust asset, withdraw such 
asset upon condition that the proceeds are paid into the trust 
account. 

(7) 
	

The trust agreement shall provide that at least thirty (30) days, but not 
more than forty-five (45) days, prior to termination of the trust account, 
written notification of termination shall be delivered by the trustee to the 
beneficiary. The trust agreement shall be made subject to and governed 
by the laws of the state in which the trust is domiciled. 

(8) 
	

f4)—The trust agreement shall prohibit invasion of the trust corpus for 
the purpose of paying commission to, or reimbursing the expenses of, the 
trustee. In order for a letter of credit to qualify as an asset of the trust, the 
trustee shall have the right and the obligation pursuant to the deed of trust 
or some other binding agreement (as duly approved by the 
Commissioner), to immediately draw down the full amount of the letter of 
credit and hold the proceeds in trust for the beneficiaries of the trust if the 
letter of credit will otherwise expire without being renewed or replaced. 
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(9) 
	

(4-0-)—The trust agreement shall provide that the trustee shall be liable for 
its own negligence, willful misconduct or lack of good faith. The failure of 
the trustee to draw against the letter of credit in circumstances where such 
draw would be required shall be deemed to be negligence and/or willful 
misconduct. 

(10) (11) Notwithstanding other provisions of this regulation, when a trust 
agreement is established in conjunction with a reinsurance agreement 
covering risks other than life, annuities and accident and health, where it is 
customary practice to provide a trust agreement for a specific purpose, the 
trust agreement may provide that the ceding insurer shall undertake to use 
and apply amounts drawn upon the trust account, without diminution 
because of the insolvency of the ceding insurer or the assuming insurer, 
only for the following purposes: 

(a) (a) To pay or reimburse the ceding insurer for the assuming 
insurer's share under the specific reinsurance agreement 
regarding any losses and allocated loss expenses paid by the 
ceding insurer, but not recovered from the assuming insurer, or 
for unearned premiums due to the ceding insurer if not otherwise 
paid by the assuming insurer; 

(b) (13-)- To make payment to the assuming insurer of any amounts 
held in the trust account that exceed 102 percent of the actual 
amount required to fund the assuming insurer's obligations under 
the specific reinsurance agreement; or 

(c) (e)  Where the ceding insurer has received notification of 
termination of the trust account and where the assuming insurer's 
entire obligations under the specific reinsurance agreement 
remain unliquidated and undischarged ten (10) days prior to the 
termination date, to withdraw amounts equal to the obligations 
and deposit those amounts in a separate account, in the name of 
the ceding insurer in any qualified United StatesU.S, financial 
institution as defined in 8 V.S.A. § 3634a(d)(2) apart from its 
general assets, in trust for such uses and purposes specified in 
Subparagraphs (a) and (b) above as may remain executory after 
such withdrawal and for any period after the termination date. 

(11) (12) Notwithstanding any other provisions in this Regulation, when a 
trust agreement is established to meet the requirements of Section 4-011 in 
conjunction with a reinsurance agreement covering life, annuities or 
accident and health risks, where it is customary to provide a trust 
agreement for a specific purpose, the trust agreement may provide that the 
ceding insurer shall undertake to use and apply amounts drawn upon the 
trust account, without diminution because of the insolvency of the ceding 
insurer or the assuming insurer, only for the following purposes: 
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(a) 	(a) 	To pay or reimburse the ceding insurer for: 

(i) (i) 	The assuming insurer's share under the specific 
reinsurance agreement of premiums returned, but not yet 
recovered from the assuming insurer, to the owners of 
policies reinsured under the reinsurance agreement on 
account of cancellation of the policies; and 

(ii) (ii)  The assuming insurer's share under the specific 
reinsurance agreement of surrenders and benefits or losses 
paid by the ceding insurer, but not yet recovered from the 
assuming insurer, under the terms and provisions of the 
policies reinsured under the reinsurance agreement; 

(b) 
	

q4,-)--To pay to the assuming insurer amounts held in the trust 
account in excess of the amount necessary to secure the credit or 
reduction from liability for reinsurance taken by the ceding 
insurer; or 

(c) 	(c) Where the ceding insurer has received notification of 
termination of the trust and where the assuming insurer's entire 
obligations under the specific reinsurance agreement remain 
unliquidated and undischarged ten (10) days prior to the 
termination date, to withdraw amounts equal to the assuming 
insurer's share of liabilities, to the extent that liabilities have not 
yet been funded by the assuming insurer, and deposit those 
amounts in a separate account, in the name of the ceding insurer 
in any qualified U.S. financial institution apart from its general 
assets, in trust for the uses and purposes specified in 
Subparagraphs (a) and (b) of this paragraph as may remain 
executory after withdrawal and for any period after the 
termination date. 

(12) (13)  Either the reinsurance agreement of the trust agreement must 
stipulate that assets deposited in the trust account shall be valued 
according to their current fair market value and shall consist only of cash 
in United States-U.S.  dollars, certificates of deposit issued by a U.S. bank  
and payable in U.S.  dollars, and investments permitted by the Insurance 
Code or any combination of the above, provided investments in or issued 
by an entity controlling, controlled by or under common control with 
either the grantor or the beneficiary of the trust shall not exceed five 
percent (5%) of total investments. The agreement may further specify the 
types of investments to be deposited. If the reinsurance agreement covers 
life, annuities or accident and health risks, then the provisions required by 
this paragraph must be included in the reinsurance agreement. 

C. 	Permitted conditions. 

32 



(1) The trust agreement may provide that the trustee may resign upon delivery 
of a written notice of resignation, effective not less than ninety (90) days 
after the beneficiary and grantor receive the notice and that the trustee may 
be removed by the grantor by delivery to the trustee and the beneficiary of 
a written notice of removal, effective not less than ninety (90) days after 
the trustee and the beneficiary receive the notice, provided that no such 
resignation or -removal shall be effective until a successor trustee has been 
duly appointed and approved by the beneficiary and the grantor and all 
assets in the trust have been duly transferred to the new trustee. 

(2) The grantor may have the full and unqualified right to vote any shares of 
stock in the trust account and to receive from time to time payments of any 
dividends or interest upon any shares of stock or obligations included in 
the trust account. Any interest or dividends shall be either forwarded 
promptly upon receipt to the grantor or deposited in a separate account 
established in the grantor's name. 

(3) The trustee may be given authority to invest, and accept substitutions of, 
any funds in the account, provided that no investment or substitution shall 
be made without prior approval of the beneficiary, unless the trust 
agreement specifies categories of investments acceptable to the 
beneficiary and authorizes the trustee to invest funds and to accept 
substitutions that the trustee determines are at least equal in current fair 
market value to the assets withdrawn and that are consistent with the 
restrictions in Subsection D(1)(b) of this section. 

(4) The trust agreement may provide that the beneficiary may at any time 
designate a party to which all or part of the trust assets are to be 
transferred. Such transfer may be conditioned upon the trustee receiving, 
prior to or simultaneously, other specified assets. 

(5) The trust agreement may provide that, upon termination of the trust 
account, all assets not previously withdrawn by the beneficiary shall, with 
written approval by the beneficiary, be delivered over to the grantor. 

D. 	Additional conditions applicable to reinsurance agreements. 

(1) 	A reinsurance agreement may contain provisions that: 

(a) Require the assuming insurer to enter into a trust agreement and to 
establish a trust account for the benefit of the ceding insurer, and 
specifying what the agreement is to cover; 

(b) Require the assuming insurer, prior to depositing assets with the 
trustee, to execute assignments or endorsements in blank, or to 
transfer legal title to the trustee of all shares, obligations or any 
other assets requiring assignments, in order that the ceding insurer, 
or the trustee upon the direction of the ceding insurer, may 
whenever necessary negotiate these assets without consent or 
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signature from the assuming insurer or any other entity; 

(c) Require that all settlements of account between the ceding insurer 
and the assuming insurer be made in cash or its equivalent; and 

(d) Stipulate that the assuming insurer and the ceding insurer agree 
that the assets in the trust account, established pursuant to the 
provisions of the reinsurance agreement, may be withdrawn by the 
ceding insurer at any time, notwithstanding any other provisions in 
the reinsurance agreement, and shall be utilized and applied by the 
ceding insurer or its successors in interest by operation of law, 
including without limitation any liquidator, rehabilitator, receiver 
or conservator of such company, without diminution because of 
insolvency on the part of the ceding insurer or the assuming 
insurer, only for the following purposes: 

(i) 
	

To pay or reimburse the ceding insurer for: 

(I) The assuming insurer's share under the specific 
reinsurance agreement of premiums returned, but 
not yet recovered from the assuming insurer, to the 
owners of policies reinsured under the reinsurance 
agreement because of cancellations of such policies; 

(II) The assuming insurer's share of surrenders and 
benefits or losses paid by the ceding insurer 
pursuant to the provisions of the policies reinsured 
under the reinsurance agreement; and 

(III) Any other amounts necessary to secure the credit or 
reduction from liability for reinsurance taken by the 
ceding insurer; 

(ii) 	To make payment to the assuming insurer of amounts held 
in the trust account in excess of the amount necessary to 
secure the credit or reduction from liability for reinsurance 
taken by the ceding insurer. 

(2) 	The reinsurance agreement may also contain provisions that: 

(a) 	Give the assuming insurer the right to seek approval from the 
ceding insurer, which shall not be unreasonably or arbitrarily 
withheld, to withdraw from the trust account all or any part of the 
trust assets and transfer those assets to the assuming insurer, 
provided: 

(i) 
	

The assuming insurer shall, at the time of withdrawal, 
replace the withdrawn assets with other qualified assets 
having a current fair market value equal to the market value 
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of the assets withdrawn so as to maintain at all times the 
deposit in the required amount; or 

(ii) 	After withdrawal and transfer, the current fair market value 
of the trust account is no less than 102 percent of the 
required amount. 

(b) Provide for the return of any amount withdrawn in excess of the 
actual amounts required for Paragraph (1)(d) of this subsection and 
for interest payments at a rate not in excess of the prime rate of 
interest on such amounts; 

(c) Permit the award by any arbitration panel or court of competent 
jurisdiction of: 

(i) Interest at a rate different from that provided in 
Subparagraph (b) of this paragraph; 

(ii) Court or arbitration costs; 

(iii) Attorney's fees; and 

(iv) Any other reasonable expenses. 

E. Financial reporting. A trust agreement may be used to reduce any liability for 
reinsurance ceded to an unauthorized assuming insurer in financial statements 
required to be filed with this department in compliance with the provisions of this 
regulation when established on or before the date of filing of the financial 
statement of the ceding insurer. Further, the reduction for the existence of an 
acceptable trust account may be up to the current fair market value of acceptable 
assets available to be withdrawn from the trust account at that time, but such 
reduction shall be no greater than the specific obligations under the reinsurance 
agreement that the trust account was established to secure. 

F. Existing agreements. Notwithstandirg the effective date of this regulation, 
afty-Al I  trust agreementagreements or underlying reinsurance agreement in 
existence prior to the effective date of this regulation will continue to be 
acceptable until twelve (12) months after the effective date of this rcguation,  
at which time the agreements will have toa2yeements must fully comply with 
this regulation for the trust agreement to be acceptable. 

G. The failure of any trust agreement to specifically identify the beneficiary as 
defined in Subsection A of this section shall not be construed to affect any 
actions or rights that the Commissioner may take or possess pursuant to the 
provisions of the laws of this state. 

Section 1213. Letters of Credit Qualified under Section 4-011 

A. 	The letter of credit must be clean, irrevocable, unconditional and issued or 
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confirmed by a qualified United StatesU.S. financial institution as defined in 8 
V.S.A. § 3634a(d)(2). The letter of credit shall contain an issue date and 
expiration date and shall stipulate that the beneficiary need only draw a sight 
draft under the letter of credit and present it to obtain funds and that no other 
document need be presented. The letter of credit shall also indicate that it is not 
subject to any condition or qualifications outside of the letter of credit. In 
addition, the letter of credit itself shall not contain reference to any other 
agreements, documents or entities, except as provided in Subsection11-1(1) of this 
seetionSeetion.  As used in this section, "beneficiary" means the domestic insurer 
for whose benefit the letter of credit has been established and any successor of 
the beneficiary by operation of law. If a court of law appoints a successor in 
interest to the named beneficiary, then the named beneficiary includes and is 
limited to the court appointed domiciliary receiver (including conservator, 
rehabilitator or liquidator). 

B. The heading of the letter of credit may include a boxed section containing the 
name of the applicant and other appropriate notations to provide a reference for 
the letter of credit. The boxed section shall be clearly marked to indicate that 
such information is for internal identification purposes only. 

C. The letter of credit shall contain a statement to the effect that the obligation of 
the qualified United StatesU.S.  financial institution under the letter of credit is in 
no way contingent upon reimbursement with respect thereto. 

D. The term of the letter of credit shall be for at least one year and shall contain an 
"evergreen clause" that prevents the expiration of the letter of credit without due 
notice from the issuer. The "evergreen clause" shall provide for a period of no 
less than thirty (30) days notice prior to the expiration date or nonrenewal. 

E. The letter of credit shall state whether it is subject to and governed by the laws of 
this state or the Uniform Customs and Practice for Documentary Credits of the 
International Chamber of Commerce Publication 600 (UCP 600) or International 
Standby Practices of the International Chamber of Commerce Publication 590 
(ISP98), or any successor publication, and all drafts drawn thereunder shall be 
presentable at an office in the United States of a qualified Unite StatcaU.S. 
financial institution. 

F. If the letter of credit is made subject to the Uniform Customs and Practice for 
Documentary Credits of the International Chamber of Commerce Publication 
600 (UCP 600) or International Standby Practices of the International Chamber 
of Commerce Publication 590 (ISP98), or any successor publication, then the 
letter of credit shall specifically address and provide for an extension of time to 
draw against the letter of credit in the event that one or more of the occurrences 
specified in Article 36 of Publication 600 or any other successor publication, 
occur. 

G. If the letter of credit is issued by a financial institution authorized to issue letters 
of credit, other than a qualified United StatesU.S. financial institution as 
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described in Subsection A of this section, then the following additional 
requirements shall be met: 

(1) The issuing financial institution shall formally designate the confirming 
qualified United  StateAI.S.  financial institution as its agent for the 
receipt and payment of the drafts; and 

(2) The "evergreen clause" shall provide for thirty (30) days notice prior to 
the expiration date for nonrenewal. 

H. 	Reinsurance agreement provisions. 

(1) 	The reinsurance agreement in conjunction with which the letter of credit 
is obtained may contain provisions that: 

(a) Require the assuming insurer to provide letters of credit to the 
ceding insurer and specify what they are to cover; 

(b) Stipulate that the assuming insurer and ceding insurer agree that 
the letter of credit provided by the assuming insurer pursuant to 
the provisions of the reinsurance agreement may be drawn upon 
at any time, notwithstanding any other provisions in the 
agreement, and shall be utilized by the ceding insurer or its 
successors in interest only for one or more of the following 
reasons: 

(i) 
	

To pay or reimburse the ceding insurer for: 

(I) The assuming insurer's share under the specific 
reinsurance agreement of premiums returned, but 
not yet recovered from the assuming insurers, to 
the owners of policies reinsured under the 
reinsurance agreement on account of cancellations 
of such policies; 

(II) The assuming insurer's share, under the specific 
reinsurance agreement, of surrenders and benefits 
or losses paid by the ceding insurer, but not yet 
recovered from the assuming insurers, under the 
terms and provisions of the policies reinsured 
under the reinsurance agreement; and 

(III) Any other amounts necessary to secure the credit 
or reduction from liability for reinsurance taken by 
the ceding insurer. 

(ii) 	(c) Where the letter of credit will expire without renewal  
or be reduced or replaced by a letter of credit for a reduced  
amount and where the assuming insurer's entire obligations  
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under the reinsurance agreement remain unliquidated and  
undischarged ten (10) days prior to the termination date, to  
withdraw amounts equal to the assuming insurer's share of  
the liabilities, to the extent that the liabilities have not yet  
been funded by the assuming insurer and exceed the amount  
of any reduced or replacement letter of credit, and deposit  
those amounts in a separate account in the name of the  
ceding insurer in a qualified .U.S. financial institution apart  
from its general assets, in trust for such uses and purposes  
specified in Subsection :11(1)(b)(i) of this section as may  
remain after withdrawal and for any period after the  
termination date.  All of the provisions of Paragraph (1) of 
this subsection shall be applied without diminution because 
of insolvency on the part of the ceding insurer or assuming 
insurer. 

(2) 	Nothing contained in Paragraph (1) of this subsection shall preclude the 
ceding insurer and assuming insurer from providing for: 

(a) An interest payment, at a rate not in excess of the prime rate of 
interest, on the amounts held pursuant to Subparagraph (1)(b) of this 
subsection; or 

(b) The return of any amounts drawn down on the letters of credit in 
excess of the actual amounts required for the above or any amounts 
that are subsequently determined not to be due. 

Section 4414. Other Security 

A ceding insurer may take credit for unencumbered funds withheld by the ceding insurer 
in the United States subject to withdrawal solely by the ceding insurer and under its exclusive 
control. 

Section 4415. Reinsurance Contract 

Credit will not be granted, nor an asset or reduction from liability allowed, to a ceding 
insurer for reinsurance effected with assuming insurers meeting the requirements of Sections 4, 
5, 6, 7, 8, 9 or 1011  of this regulation or otherwise in compliance with 8 V.S.A. § 3634a(b) 
after the adoption of this regulation unless the reinsurance agreement: 

A. Includes a proper insolvency clause, which stipulates that reinsurance is payable 
directly to the liquidation or successor without diminution regardless of the status 
of the ceding company, pursuant to 8 V.S.A. § 3635; 

B. Includes a provision pursuant to 8 V.S.A. § 3634a(b) whereby the assuming 
insurer, if an unauthorized assuming insurer, has submitted to the jurisdiction of 
an alternative dispute resolution panel or court of competent jurisdiction within 
the United States, has agreed to comply with all requirements necessary to give 
such court or panel jurisdiction, has designated an agent upon whom service of 
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process may be effected, and has agreed to abide by the final decision of such 
panel or court; and 

C. 	Includes a proper reinsurance intermediary clause, if applicable, which stipulates 
that the credit risk for the intermediary is carried by the assuming insurer. 

Section 4416. Contracts Affected 

All new and renewal reinsurance transactions entered into after the effective date of this 
regulation shall conform to the requirements of 8 V.S.A. § 3634a and this regulation if credit is 
to be given to the ceding insurer for such reinsurance. 

Section 4417. Effective Date 

This regulation shall take effect 	t: t 

to annual statements filed for years ending December 31, 1997 and thereafter.on January 1, 2021.  
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Section 1. 	Authority 

This regulation is promulgated pursuant to the authority granted by 8 V.S.A. §15 and § 
3634a(f). 

Section 2. 	Purpose 

The purpose of this regulation is to set forth rules and procedural requirements which the 
Commissioner deems necessary to caiTy out the provisions of 8 V.S.A. § 3634a. The actions and 
information required by this regulation are hereby declared to be necessary and appropriate in the 
public interest and for the protection of the ceding insurers in this state. 

Section 3. 	Severability 

If any provision of this regulation, or the application of the provision to any person or 
circumstance, is held invalid, the remainder of the regulation, and the application of the 
provision to persons or circumstances other than those to which it is held invalid, shall not be 
affected. 
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Section 4. 	Credit for Reinsurance - Reinsurer Licensed in this State 

Pursuant to 8 V.S.A. § 3634a(b)(1), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurers that was licensed in this 
state as of any date on which statutory financial statement credit for reinsurance is claimed. 

Section 5. 	Credit for Reinsurance - Accredited Reinsurers 

A. 	Pursuant to 8 V.S.A. § 3634a(b)(2), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that is accredited 
as a reinsurer in this state as of the date on which statutory financial statement 
credit for reinsurance is claimed. An accredited reinsurer must: 

(1) File a properly executed Form AR-1 as evidence of its submission to this 
state's jurisdiction and to this state's authority to examine its books and 
records; 

(2) File with the Commissioner a certified copy of a certificate of authority or 
other acceptable evidence that it is licensed to transact insurance or 
reinsurance in at least one state, or, in the case of a U.S. branch of an alien 
assuming insurer, is entered through and licensed to transact insurance or 
reinsurance in at least one state; 

(3) File annually with the Commissioner a copy of its annual statement filed 
with the insurance department of its state of domicile or, in the case of an 
alien assuming insurer, with the state through which it is entered and in 
which it is licensed to transact insurance or reinsurance, and a copy of its 
most recent audited financial statement; and 

(4) Maintain a surplus as regards policyholders in an amount not less than 
$20,000,000, or obtain the affirmative approval of the Commissioner upon 
a finding that it has adequate financial capacity to meet its reinsurance 
obligations and is otherwise qualified to assume reinsurance from 
domestic insurers. 

B. 	If the Commissioner determines that the assuming insurer has failed to meet or 
maintain any of these qualifications, the Commissioner may upon written notice 
and opportunity for hearing, suspend or revoke the accreditation. Credit shall not 
be allowed a domestic ceding insurer under this section if the assuming insurer's 
accreditation has been revoked by the Commissioner, or if the reinsurance was 
ceded while the assuming insurer's accreditation was under suspension by the 
Commissioner. 

Section 6. 	Credit for Reinsurance - Reinsurer Domiciled and Licensed in Another State 

A. 	Pursuant to 8 V.S.A. § 3634a(3)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that as of any date 
on which statutory financial statement credit for reinsurance is claimed: 
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(1) Is domiciled (or, in the case of a U.S. branch of an alien assuming 
insurer, is entered through and licensed in) a state that employs 
standards regarding credit for reinsurance substantially similar to those 
applicable under the law and this regulation; 

(2) Maintains a surplus as regards policyholders in an amount not less than 
$20,000,000; and 

(3) Files a properly executed Form AR-1 with the Commissioner as evidence 
of its submission to this state's authority to examine its books and records. 

	

B. 	The provisions of this section relating to surplus as regards policyholders shall not 
apply to reinsurance ceded and assumed pursuant to pooling arrangements among 
insurers in the same holding company system. As used in this section, 
"substantially similar" standards means credit for reinsurance standards that the 
Commissioner determines equal or exceed the standards of the law and this 
regulation. 

	

Section 7. 	Credit for Reinsurance - Reinsurers Maintaining Trust Funds 

A. Pursuant to 8 V.S.A. § 3634a(4)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer which, as of the 
date on which statutory financial statement credit is claimed, and thereafter for 
so long as credit for reinsurance is claimed, maintains a trust fund in an amount 
prescribed below in a qualified U.S. financial institution as defined in 8 V.S.A. § 
3634a(d)(2), for the payment of the valid claims of its U.S. domiciled ceding 
insurers, their assigns and successors in interest. The assuming insurer shall 
report annually to the Commissioner substantially the same information as that 
required to be reported on the National Association of Insurance Commissioners 
(NAIC) annual statement form by licensed insurers, to enable the Commissioner 
to determine the sufficiency of the trust fund. 

B. The following requirements apply to the following categories of assuming insurer: 

(1) The trust fund for a single assuming insurer shall consist of funds in trust 
in an amount not less than the assuming insurer's liabilities attributable to 
reinsurance ceded by U.S. domiciled insurers, and in addition, the 
assuming insurer shall maintain a trusteed surplus of not less than 
$20,000,000, except as provided in paragraph (2) of this subsection. 

(2) At any time after the assuming insurer has permanently discontinued 
underwriting new business secured by the trust for at least three full 
years, the Commissioner with principal regulatory oversight of the trust 
may authorize a reduction in the required trusteed surplus, but only after 
a finding, based on an assessment of the risk, that the new required 
surplus level is adequate for the protection of U.S. ceding insurers, 
policyholders, and claimants in light of reasonably foreseeable adverse 
loss development. The risk assessment may involve an actuarial review, 
including an independent analysis of reserves and cash flows, and shall 
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consider all material risk factors, including when applicable lines of 
business involved, the stability of the incurred loss estimates and the 
effect of the surplus requirements on the assuming insurer's liquidity or 
solvency. The minimum required trusteed surplus may not be reduced to 
an amount less than thirty percent (30%) of the assuming insurer's 
liabilities attributable to reinsurance ceded by U.S. ceding insurers 
covered by the trust. 

(3) 	(a) 	The trust fund for a group including incorporated and individual 
unincorporated underwriters shall consist of: 

(0 
	

For reinsurance ceded under reinsurance agreements with 
an inception, amendment or renewal date on or after 
January 1, 1993, funds in trust in an amount not less than 
the respective underwriters' several liabilities attributable 
to business ceded by U.S. domiciled ceding insurers to any 
underwriter of the group; 

(ii) For reinsurance ceded under reinsurance agreements with 
an inception date on or before December 31, 1992, and not 
amended or renewed after that date, notwithstanding the 
other provisions of this regulation, funds in trust in an 
amount not less than the respective underwriters' several 
insurance and reinsurance liabilities attributable to business 
written in the United States; and 

(iii) In addition to these trusts, the group shall maintain a 
trusteed surplus of which $100,000,000 shall be held jointly 
for the benefit of U.S. domiciled ceding insurers of any 
member of the group for all the years of account. 

(b) 
	

The incorporated members of the group shall not be engaged in 
any business other than underwriting as a member of the group and 
shall be subject to the same level of regulation and solvency 
control by the group's domiciliary regulator as the unincorporated 
members. The group shall, within ninety (90) days after its 
financial statements are due to be filed with the group's 
domiciliary regulator, provide to the Commissioner: 

(0 
	

An annual certification by the group's domiciliary regulator 
of the solvency of each underwriter member of the group; 
Or 

(ii) 	If a certification is unavailable, a financial statement, 
prepared by independent public accountants, of each 
underwriter member of the group. 

(4) 	(a) 	The trust fund for a group of incorporated insurers under 
common administration, whose members possess aggregate 
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policyholders surplus of $10,000,000,000 (calculated and 
reported in substantially the same manner as prescribed by the 
annual statement instructions and Accounting Practices and 
Procedures Manual of the NAIC) and which has continuously 
transacted in an insurance business outside the United States for 
at least three (3) years immediately prior to making application 
for accreditations, shall: 

(i) Consist of funds in trust in an amount not less that the 
assuming insurers' several liabilities attributable to 
business ceded by U.S. domiciled ceding insurers to any 
members of the group pursuant to reinsurance contracts 
issued in the name of such group; 

(ii) Maintain a joint trusteed surplus of which $100,000,000 
shall be held jointly for the benefit of U.S. domiciled 
ceding insurers of any member of the group; and 

(iii) File a properly executed Form AR-1 as evidence of the 
submission to this state's authority to examine the books 
and records of any of its members and shall certify that any 
member examined will bear the expense of any such 
examination. 

(b) 	Within ninety (90) days after the statements are due to be filed 
with the group's domiciliary regulator, the group shall file with the 
Commissioner an annual certification of each underwriter 
member's solvency by the member's domiciliary regulators, and 
financial statements, prepared by independent public accountants, 
of each underwriter member of the group. 

C. 	(1) 	Credit for reinsurance shall not be granted unless the form of the trust and 
any amendments to the trust have been approved by either the 
commissioner of the state where the trust is domiciled or the 
commissioner of another state who, pursuant to the terms of the trust 
instrument, has accepted responsibility for regulatory oversight of the 
trust. The form of the trust and any trust amendments also shall be filed 
with the commissioner of every state in which the ceding insurer 
beneficiaries of the trust are domiciled. The trust instrument shall provide 
that: 

(a) Contested claims shall be valid and enforceable out of funds in 
trust to the extent remaining unsatisfied thirty (30) days after entry 
of the final order of any court of competent jurisdiction in the 
United States; 

(b) Legal title to the assets of the trust shall be vested in the trustee for 
the benefit of the grantor's U.S. ceding insurers, their assigns and 
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successors in interest; 

(c) The trust shall be subject to examination as determined by the 
Commissioner. 

(d) The trust shall remain in effect for as long as the assuming insurer, 
or any member or former member of a group of insurers, shall 
have outstanding obligations under reinsurance agreements subject 
to the trust; and 

(e) No later than February 28 of each year the trustee of the trust shall 
report to the Commissioner in writing setting forth the balance in 
the trust and listing the trust's investments at the preceding year-
end, and shall certify the date of termination of the trust, if so 
planned, or certify that the trust shall not expire prior to the 
following December 31. 

(2) 	(a) 	Notwithstanding any other provisions in the trust instrument, if the 
trust fund is inadequate because it contains an amount less than the 
amount required by this subsection or if the grantor of the trust has 
been declared insolvent or placed into receivership, rehabilitation, 
liquidation or similar proceedings under the laws of its state or 
country of domicile, the trustee shall comply with an order of the 
commissioner with regulatory oversight over the trust or with an 
order of a court of competent jurisdiction directing the trustee to 
transfer to the commissioner with regulatory oversight over the 
trust or other designated receiver all of the assets of the trust fund. 

(b) The assets shall be distributed by and claims shall be filed with and 
valued by the commissioner with regulatory oversight over the 
trust in accordance with the laws of the state in which the trust is 
domiciled applicable to the liquidation of domestic insurance 
companies. 

(c) If the commissioner with regulatory oversight over the trust 
determines that the assets of the trust fund or any part thereof are 
not necessary to satisfy the claims of the U.S. beneficiaries of the 
trust, the commissioner with regulatory oversight over the trust 
shall return the assets, or any part thereof, to the trustee for 
distribution in accordance with the trust instrument. 

(d) The grantor shall waive any right otherwise available to it under 
U.S. law that is inconsistent with this provision. 

D. 	For purposes of this section, the term "liabilities" shall mean the assuming 
insurer's gross liabilities attributable to reinsurance ceded by U.S. domiciled 
insurers excluding liabilities that are otherwise secured by acceptable means, and, 
shall include: 
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(1) 	For business ceded by domestic insurers authorized to write accident and 
health, and property and casualty insurance: 

(a) Losses and allocated loss expenses paid by the ceding insurer, 
recoverable from the assuming insurer; 

(b) Reserves for losses reported and outstanding; 

(c) Reserves for losses incurred but not reported; 

(d) Reserves for allocated loss expenses; and 

(e) Unearned premiums. 

(2) 	For business ceded by domestic insurers authorized to write life, health 
and annuity insurance: 

(a) Aggregate reserves for life policies and contracts net of policy 
loans and net due and deferred premiums; 

(b) Aggregate reserves for accident and health policies; 

(c) Deposit funds and other liabilities without life or disability 
contingencies; and 

(d) Liabilities for policy and contract claims. 

E. 	Assets deposited in trusts established pursuant to 8 V.S.A. §3634a(b) and this 
section shall be valued according to their current fair market value and shall 
consist only of cash in U.S. dollars, certificates of deposit issued by a U.S. 
financial institution as defined in 8 V.S.A. § 3634a(d)(1), clean, irrevocable, 
unconditional and "evergreen" letters of credit issued or confirmed by a qualified 
U.S. financial institution, as defined in 8 V.S.A. § 3634a(d)(1), and investments 
of the type specified in this subsection, but investments in or issued by an entity 
controlling, controlled by or under common control with either the grantor or 
beneficiary of the trust shall not exceed five percent (5%) of total investments. No 
more than twenty percent (20%) of the total of the investments in the trust may be 
foreign investments authorized under Paragraphs (1)(e), (3), (6)(b) or (7) of this 
subsection, and no more than ten percent (10%) of the total of the investments in 
the trust may be securities denominated in foreign currencies. For purposes of 
applying the preceding sentence, a depository receipt denominated in U.S. dollars 
and representing rights conferred by a foreign security shall be classified as a 
foreign investment denominated in a foreign currency. The assets of a trust 
established to satisfy the requirements of 8 V.S.A. §3634a(b) shall be invested 
only as follows: 

(1) 	Government obligations that are not in default as to principal or interest, 
that are valid and legally authorized and that are issued, assumed or 
guaranteed by: 
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(a) The United States or by any agency or instrumentality of the 
United States; 

(b) A state of the United States; 

(c) A territory, possession or other governmental unit of the United 
States; 

(d) An agency or instrumentality of a governmental unit referred to in 
Subparagraphs (b) and (c) of this paragraph if the obligations shall 
be by law (statutory or otherwise) payable, as to both principal and 
interest, from taxes levied or by law required to be provided for 
making these payments, but shall not be obligations eligible for 
investment under this paragraph if payable solely out of special 
assessments on properties benefited by local improvements; or 

(e) The government of any other country that is a member of the 
Organization for Economic Cooperation and Development and 
whose government obligations are rated A or higher, or the 
equivalent, by a rating agency recognized by the Securities 
Valuation Office of the NAIC; 

(2) 	Obligations that are issued in the United States, or that are dollar 
denominated and issued in a non-U.S. market, by a solvent U.S. institution 
(other than an insurance company) or that are assumed or guaranteed by a 
solvent U.S. institution (other than an insurance company) and that are not 
in default as to principal or interest if the obligations: 

(a) Are rated A or higher (or the equivalent) by a securities rating 
agency recognized by the Securities Valuation Office of the NAIC, 
or if not so rated, are similar in structure and other material 
respects to other obligations of the same institution that are so 
rated; 

(b) Are insured by at least one authorized insurer (other than the 
harvesting insurer or a parent, subsidiary or affiliate of the 
investing insurer) licensed to insure obligations in this state and, 
after considering the insurance, are rated AAA (or the equivalent) 
by a securities rating agency recognized by the Securities 
Valuation Office of the NAIC; or 

(c) Have been designated as Class One or Class Two by the Securities 
Valuation Office of the NAIC; 

(3) 
	

Obligations issued, assumed or guaranteed by a solvent non-U.S. 
institution chartered in a country that is a member of the Organization for 
Economic Cooperation and Development or obligations of U.S. 
corporations issued in a non-U.S. currency, provided that in either case the 
obligations are rated A or higher, or the equivalent, by a rating agency 
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recognized by the Securities Valuation Office of the NAIC; 

(4) 	An investment made pursuant to the provisions of Paragraph (1), (2) or (3) 
of this subsection shall be subject to the following additional limitations: 

(a) An investment in or loan upon the obligations of an institution 
other than an institution that issues mortgage-related securities 
shall not exceed five percent (5%) of the assets of the trust; 

(b) An investment in any one mortgage-related security shall not 
exceed five percent (5%) of the assets of the trust; 

(c) The aggregate total investment in mortgage-related securities shall 
not exceed twenty-five percent (25%) of the assets of the trust; and 

(d) Preferred or guaranteed shares issued or guaranteed by a solvent 
U.S. institution are permissible investments if all of the 
institution's obligations are eligible as investments under 
Paragraphs (2)(a) and (2)(c) of this subsection, but shall not exceed 
two percent (2%) of the assets of the trust. 

(5) 
	

As used in this regulation: 

(a) 	"Mortgage-related security" means an obligation that is rated AA 
or higher (or the equivalent) by a securities rating agency 
recognized by the Securities Valuation Office of the NAIC and that 
either: 

(i) 
	

Represents ownership of one or more promissory notes or 
certificates of interest or participation in the notes 
(including any rights designed to assure servicing of, or the 
receipt or timeliness of receipt by the holders of the notes, 
certificates, or participation of amounts payable under, the 
notes, certificates or participation), that: 

(I) Are directly secured by a first lien on a single 
parcel of real estate, including stock allocated to a 
dwelling unit in a residential cooperative housing 
corporation, upon which is located a dwelling or 
mixed residential and commercial structure, or on 
a residential manufactured home as defined in 42 
U.S.C.A. § 5402(6), whether the manufactured 
home is considered real or personal property under 
the laws of the state in which it is located; and 

(II) Were originated by a savings and loan association, 
savings bank, commercial bank, credit union, 
insurance company, or similar institution that is 
supervised and examined by a federal or state 
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housing authority, or by a mortgagee approved by 
the Secretary of Housing and Urban Development 
pursuant to 12 U.S.C.A. §§ 1709 and 1715-b, or, 
where the notes involve a lien on the manufactured 
home, by an institution or by a financial institution 
approved for insurance by the Secretary of Housing 
and Urban Development pursuant to 12 U.S.C.A. § 
1703; or 

(ii) 	Is secured by one or more promissory notes or certificates 
of deposit or participations in the notes (with or without 
recourse to the insurer of the notes) and, by its terms, 
provides for payments of principal in relation to payments, 
or reasonable projections of payments, or notes meeting the 
requirements of Items (i)(I) and (i)(II) of this subsection; 

(b) 
	

"Promissory note," when used in connection with a manufactured 
home, shall also include a loan, advance or credit sale as evidenced 
by a retail installment sales contract or other instrument. 

(6) 	Equity interests 

(a) 	Investments in common shares or partnership interests of a solvent 
U.S. institution are permissible if: 

(i) Its obligations and preferred shares, if any, are eligible as 
investments under this subsection; and 

(ii) The equity interests of the institution (except an insurance 
company) are registered on a national securities exchange 
as provided in the Securities Exchange Act of 1934, 15 
U.S.C. §§ 78a to 78kk or otherwise registered pursuant to 
that Act, and if otherwise registered, price quotations for 
them are furnished through a nationwide automated 
quotations system approved by the Financial Industry 
Regulatory Authority, or successor organization. A trust 
shall not invest in equity interests under this paragraph an 
amount exceeding one percent (1%) of the assets of the 
trust even though the equity interests are not so registered 
and are not issued by an insurance company; 

(b) 
	

Investments in common shares of a solvent institution organized 
under the laws of a country that is a member of the Organization 
for Economic Cooperation and Development, if: 

(i) 
	

All its obligations are rated A or higher, or the equivalent, 
by a rating agency recognized by the Securities Valuation 
Office of the NAIC; and 

10 



(ii) 	The equity interests of the institution are registered on a 
securities exchange regulated by the government of a 
country that is a member of the Organization for Economic 
Cooperation and Development; 

(c) 
	

An investment in or loan upon any one institution's outstanding 
equity interests shall not exceed one percent (1%) of the assets of 
the trust. The cost of an investment in equity interests made 
pursuant to this paragraph, when added to the aggregate cost of 
other investments in equity interests then held pursuant to this 
paragraph, shall not exceed ten percent (10%) of the assets in the 
trust; 

(7) Obligations issued, assumed or guaranteed by a multinational 
development bank, provided the obligations are rated A or higher, or the 
equivalent, by a rating agency recognized by the Securities Valuation 
Office of the NAIC. 

(8) Investment companies 

(a) 	Securities of an investment company registered pursuant to the 
Investment Company Act of 1940, 15 U.S.C. § 80a, are 
permissible investments if the investment company: 

(i) Invests at least ninety percent (90%) of its assets in the 
types of securities that qualify as an investment under 
Paragraph (1), (2) or (3) of this subsection or invests in 
securities that are determined by the Commissioner to be 
substantively similar to the types of securities set forth in 
Paragraph (1), (2) or (3) of this subsection; or 

(ii) Invests at least ninety percent (90%) of its assets in the 
types of equity interests that qualify as an investment under 
Paragraph (6)(a) of this subsection; 

(b) 
	

Investments made by a trust in investment companies under this 
paragraph shall not exceed the following limitations: 

(i) An investment in an investment company qualifying under 
Subparagraph (a)(i) of this paragraph shall not exceed ten 
percent (10%) of the assets in the trust and the aggregate 
amount of investment in qualifying investment companies 
shall not exceed twenty-five percent (25%) of the assets in 
the trust; and 

(ii) Investments in an investment company qualifying under 
Subparagraph (a)(ii) of this paragraph shall not exceed five 
percent (5%) of the assets in the trust and the aggregate 
amount of investment in qualifying investment companies 
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shall be included when calculating the permissible 
aggregate value of equity interests pursuant to Paragraph 
(6)(a) of this subsection. 

(9) 	Letters of Credit 

(a) In order for a letter of credit to qualify as an asset of the trust, 
the trustee shall have the right and obligation pursuant to the 
deed of trust or some other binding agreement (as duly 
authorized by the Commissioner), to immediately draw down 
the full amount of the letter of credit and hold the proceeds in 
trust for the beneficiaries of the trust if the letter of credit will 
otherwise expire without being renewed or replaced. 

(b) The trust agreement shall provide that the trustee shall be liable for 
its negligence, willful misconduct or lack of good faith. The failure 
of the trustee to draw against the letter of credit in circumstances 
where such draw would be required shall be deemed to be 
negligence and/or willful misconduct. 

F. 	A specific security provided to a ceding insurer by an assuming insurer pursuant 
to Section 9 of this regulation shall be applied, until exhausted, to the payment of 
liabilities of the assuming insurer to the ceding insurer holding the specific 
security prior to, and as a condition precedent for, presentation of a claim by the 
ceding insurer for payment by a trustee of a trust established by the assuming 
insurer pursuant to this section. 

Section 8. 	Credit for Reinsurance - Certified Reinsurers 

A. 	Pursuant to 8 V.S.A. § 3634a(b)(5), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that has been 
certified as a reinsurer in this state at all times for which statutory financial 
statement credit for reinsurance is claimed under this section. The credit allowed 
shall be based upon the security held by or on behalf of the ceding insurer in 
accordance with a rating assigned to the certified reinsurer by the Commissioner. 
The security shall be in a form consistent with the provisions of 8 V.S.A. § 
3634a(b)(5) and § 3634a(c) and Sections 12, 13 or 14 of this Regulation. The 
amount of security required in order for full credit to be allowed shall 
correspond with the following requirements: 

(1) 	Ratings 	 Security Required 

Secure — 1 	0% 

Secure — 2 	10% 

Secure —3 	20% 

Secure — 4 	50% 
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Secure — 5 	75% 

Vulnerable — 6 	100% 

(2) 	Affiliated reinsurance transactions shall receive the same opportunity for 
reduced security requirements as all other reinsurance transactions. 

(3) 	The Commissioner shall require the certified reinsurer to post one hundred 
percent (100%), for the benefit of the ceding insurer or its estate, security 
upon the entry of an order of rehabilitation, liquidation or conservation 
against the ceding insurer. 

(4) 	In order to facilitate the prompt payment of claims, a certified reinsurer 
shall not be required to post security for catastrophe recoverables for a 
period of one year from the date of the first instance of a liability reserve 
entry by the ceding company as a result of loss from a catastrophic 
occurrence as recognized by the Commissioner. The one-year deferral 
period is contingent upon the certified reinsurer continuing to pay claims 
in a timely manner. Reinsurance recoverables for only the following lines 
of business as reported on the NAIC annual financial statement related 
specifically to the catastrophic occurrence will be included in the deferral: 

(a) Line 1: Fire 

(b) Line 2: Allied Lines 

(c) Line 3: Farmowners multiple peril 

(d) Line 4: Homeowners multiple peril 

(e) Line 5: Commercial multiple peril 

(f) Line 9: Inland Marine 

(g) Line 12: Earthquake 

(h) Line 21: Auto physical damage 

(5) 
	

Credit for reinsurance under this section shall apply only to reinsurance 
contracts entered into or renewed on or after the effective date of the 
certification of the assuming insurer. Any reinsurance contract entered into 
prior to the effective date of the certification of the assuming insurer that 
is subsequently amended after the effective date of the certification of the 
assuming insurer, or a new reinsurance contract, covering any risk for 
which collateral was provided previously, shall only be subject to this 
section with respect to losses incurred and reserves reported from and after 
the effective date of the amendment or new contract. 
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(6) 	Nothing in this section shall prohibit the parties to a reinsurance 
agreement from agreeing to provisions establishing security requirements 
that exceed the minimum security requirements established for certified 
reinsurers under this section. 

B. 	Certification Procedure. 

(1) The Commissioner shall post notice on the Department's website 
promptly upon receipt of any application for certification, including 
instructions on how members of the public may respond to the application. 
The Commissioner may not take final action on the application until at 
least thirty (30) days after posting the notice required by this paragraph. 

(2) The Commissioner shall issue written notice to an assuming insurer that 
has made application and been approved as a certified reinsurer. Included 
in such notice shall be the rating assigned the certified reinsurer in 
accordance with Subsection A of this section. The Commissioner shall 
publish a list of all certified reinsurers and their ratings. 

(3) In order to be eligible for certification, the assuming insurer shall meet the 
following requirements: 

(a) The assuming insurer must be domiciled and licensed to transact 
insurance or reinsurance in a Qualified Jurisdiction, as determined 
by the Commissioner pursuant to Subsection C of this section. 

(b) The assuming insurer must maintain capital and surplus, or its 
equivalent, of no less than $250,000,000 calculated in accordance 
with Subparagraph (4)(h) of this subsection. This requirement may 
also be satisfied by an association having incorporated and 
individual unincorporated underwriters having minimum capital 
and surplus equivalents (net of liabilities) of at least $250,000,000 
and a central fund containing a balance of at least $250,000,000. 

(c) The assuming insurer must maintain financial strength ratings from 
two or more rating agencies deemed acceptable by the 
Commissioner. These ratings shall be based on interactive 
communication between the rating agency and the assuming 
insurer and shall not be based solely on publicly available 
information. These financial strength ratings will be one factor 
used by the Commissioner in determining the rating that is 
assigned to the assuming insurer. Acceptable rating agencies 
include the following: 

(i) Standard & Poor' s; 

(ii) Moody ' s Investors Service; 

(iii) Fitch Ratings; 
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(iv) A.M. Best Company; or 

(v) Any other Nationally Recognized Statistical 
Rating Organization. 

(d) 	The certified reinsurer must comply with any other requirements 
reasonably imposed by the Commissioner. 

(4) 	Each certified reinsurer shall be rated on a legal entity basis, with due 
consideration being given to the group rating where appropriate, except 
that an association including incorporated and individual 
unincorporated underwriters that has been approved to do business as a 
single certified reinsurer may be evaluated on the basis of its group 
rating. Factors that may be considered as part of the evaluation process 
include, but are not limited to, the following: 

(a) 	The certified reinsurer's financial strength rating from an 
acceptable rating agency. The maximum rating that a certified 
reinsurer may be assigned will correspond to its financial strength 
rating as outlined in the table below. The Commissioner shall use 
the lowest financial strength rating received from an approved 
rating agency in establishing the maximum rating of a certified 
reinsurer. A failure to obtain or maintain at least two financial 
strength ratings from acceptable rating agencies will result in a loss 
of eligibility for certification: 

Ratings Best S&P Moody's Fitch 

Secure — 1 A++ AAA Aaa AAA 

Secure —2 A+ AA+, AA, AA- Aal, Aa2, Aa3 AA+, AA, AA- 

Secure — 3 A A+, A Al, A2 A+, A 

Secure —4 A- A- A3 A- 

Secure —5 B++, B+ BBB+, BBB, 
BBB- 

Baal, Baa2, 
Baa3 

BBB+, BBB, 
BBB- 

Vulnerable —6 B, B-C++, C+, 
C, C-, D, E, F 

BB+, BB, BB-, 
B+, B, B-, CCC, 
CC, C, D, R 

Bal, Ba2, Ba3, 
Bl, B2, B3, Caa, 
Ca, C 

BB+, BB, BB-, 
B+, B, B-, 
CCC+, CC, 
CCC-, DD 

(b) 	The business practices of the certified reinsurer in dealing with its 
ceding insurers, including its record of compliance with 
reinsurance contractual terms and obligations; 
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(c) For certified reinsurers domiciled in the United States, a review of 
the most recent applicable NAIC Annual Statement Blank, either 
Schedule F (for property/casualty reinsurers) or Schedule S (for 
life and health reinsurers); 

(d) For certified reinsurers not domiciled in the United States, a 
review annually of Form CR-F (for property/casualty reinsurers) 
or Form CR-S (for life and health reinsurers); 

(e) The reputation of the certified reinsurer for prompt payment 
of claims under reinsurance agreements, based on an analysis 
of ceding insurers' Schedule F reporting of overdue 
reinsurance recoverables, including the proportion of 
obligations that are more than ninety (90) days past due or are 
in dispute, with specific attention given to obligations payable 
to companies that are in administrative supervision or 
receivership; 

(f) Regulatory actions against the certified reinsurer; 

(g) The report of the independent auditor on the financial statements of 
the insurance enterprise, on the basis described in paragraph (h) 
below. 

(h) For certified reinsurers not domiciled in the United States, audited 
financial statements, regulatory filings, and actuarial opinion (as 
filed with the non-U.S. jurisdiction supervisor, with a translation in 
English). Upon the initial application for certification, the 
Commissioner will consider audited financial statements for the 
last two (2) years filed with its non-U.S. jurisdiction supervisor; 

(i) The liquidation priority of obligations to a ceding insurer in the 
certified reinsurer's domiciliary jurisdiction in the context of an 
insolvency proceeding; 

0) 	A certified reinsurer's participation in any solvent scheme of 
arrangement, or similar procedure, which involves U.S. ceding 
insurers. The Commissioner shall receive prior notice from a 
certified reinsurer that proposes participation by the certified 
reinsurer in a solvent scheme of arrangement; and 

(k) 
	

Any other information deemed relevant by the Commissioner. 

Based on the analysis conducted under Subparagraph 4(e) of a certified 
reinsurer's reputation for prompt payment of claims, the Commissioner 
may make appropriate adjustments in the security the certified reinsurer is 
required to post to protect its liabilities to U.S. ceding insurers, provided 
that the Commissioner shall, at a minimum, increase the security the 
certified reinsurer is required to post by one rating level under 
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Subparagraph (4)(a) if the Commissioner finds that: 

(a) more than fifteen percent (15%) of the certified reinsurer's ceding 
insurance clients have overdue reinsurance recoverables on paid 
losses of ninety (90) days or more which are not in dispute and 
which exceed $100,000 for each cedant; or 

(b) the aggregate amount of insurance recoverables on paid losses 
which are not in dispute that are overdue by ninety (90) days or 
more exceeds $50,000,000. 

(6) The assuming insurer must submit a properly executed Form CR-1 as 
evidence of its submission to the jurisdiction of this state, appointment of 
the Commissioner as an agent for service of process in this state, and 
agreement to provide security for one hundred percent (100%) of the 
assuming insurer's liabilities attributable to reinsurance ceded by U.S. 
ceding insurers if it resists enforcement of a final U.S. judgment. The 
Commissioner shall not certify any assuming insurer that is domiciled in a 
jurisdiction that the Commissioner has determined does not adequately 
and promptly enforce final U.S. judgments or arbitration awards. 

(7) The certified reinsurer must agree to meet applicable filing requirements 
as determined by the Commissioner, both with respect to an initial 
application and on an ongoing basis. All information submitted by 
certified reinsurers which are not otherwise public information subject to 
disclosure shall be exempted from disclosure under 1 V.S.A. § 317(c) and 
shall be withheld from public disclosure. The applicable information filing 
requirements are as follows: 

(a) Notification within ten (10) days of any regulatory actions taken 
against the certified reinsurer, any change in the provisions of its 
domiciliary license or any change in rating by an approved agency, 
including a statement describing such changes and the reasons 
therefore; 

(b) Annually, Form CR-F or CR-S, as applicable; 

(c) Annually, the report of the independent auditor on the financial 
statements of the insurance enterprise, on the basis described in 
Subsection (d) below; 

(d) Annually, the most recent audited financial statements, regulatory 
filings, and actuarial opinion (as filed with the non-U.S. 
jurisdiction supervisor, with a translation in English). Upon the 
initial application for certification, audited financial statements for 
the last two (2) years filed with the certified reinsurer's supervisor; 

(e) At least annually, an updated list of all disputed and overdue 
reinsurance claims regarding reinsurance assumed from U.S. 
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domestic ceding insurers; 

(f) A certification from the certified reinsurer's domestic regulator 
that the certified reinsurer is in good standing and maintains capital 
in excess of the jurisdiction's highest regulatory action level; and 

(g) Any other information that the Commissioner may reasonably 
require. 

(8) 	Change in Rating or Revocation of Certification. 

(a) In the case of a downgrade by a rating agency or other 
disqualifying circumstance, the Commissioner shall upon written 
notice assign a new rating to the certified reinsurer in accordance 
with the requirements of Subparagraph (4)(a). 

(b) The Commissioner shall have authority to suspend, revoke, or 
otherwise modify a certified reinsurer's certification at any time if 
the certified reinsurer fails to meet its obligations or security 
requirements under this section, or if other financial or operating 
results of the certified reinsurer, or documented significant delays 
in payment by the certified reinsurer, lead the Commissioner to 
reconsider the certified reinsurer's ability or willingness to meet its 
contractual obligations. 

(c) If the rating of a certified reinsurer is upgraded by the 
Commissioner, the certified reinsurer may meet the security 
requirements applicable to its new rating on a prospective basis, 
but the Commissioner shall require the certified reinsurer to post 
security under the previously applicable security requirements as to 
all contracts in force on or before the effective date of the upgraded 
rating. If the rating of a certified reinsurer is downgraded by the 
Commissioner, the Commissioner shall require the certified 
reinsurer to meet the security requirements applicable to its new 
rating for all business it has assumed as a certified reinsurer. 

(d) Upon revocation of the certification of a certified reinsurer by the 
Commissioner, the assuming insurer shall be required to post 
security in accordance with Section 10 in order for the ceding 
insurer to continue to take credit for reinsurance ceded to the 
assuming insurer. If funds continue to be held in trust in 
accordance with Section 7, the Commissioner may allow 
additional credit equal to the ceding insurer's pro rata share of 
such funds, discounted to reflect the risk of uncollectibility and 
anticipated expenses of trust administration. Notwithstanding the 
change of a certified reinsurer's rating or revocation of its 
certification, a domestic insurer that has ceded reinsurance to that 
certified reinsurer may not be denied credit for reinsurance for a 
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period of three (3) months for all reinsurance ceded to that certified 
reinsurer, unless the reinsurance is found by the Commissioner to 
be at high risk of uncollectibility. 

C. 	Qualified Jurisdictions. 

(1) If, upon conducting an evaluation under this section with respect to the 
reinsurance supervisory system of any non-U.S. assuming insurer, the 
Commissioner determines that the jurisdiction qualifies to be recognized 
as a qualified jurisdiction, the Commissioner shall publish notice and 
evidence of such recognition in an appropriate manner. The Commissioner 
may establish a procedure to withdraw recognition of those jurisdictions 
that are no longer qualified. 

(2) In order to determine whether the domiciliary jurisdiction of a non-U.S. 
assuming insurer is eligible to be recognized as a qualified jurisdiction, the 
Commissioner shall evaluate the reinsurance supervisory system of the 
non-U.S. jurisdiction, both initially and on an ongoing basis, and consider 
the rights, benefit and the extent of reciprocal recognition afforded by the 
non-U.S. jurisdiction to reinsurers licensed and domiciled in the United 
States. The Commissioner shall determine the appropriate approach for 
evaluating the qualifications of such jurisdictions, and create and publish a 
list of jurisdictions whose reinsurers may be approved by the 
Commissioner as eligible for certification. A qualified jurisdiction must 
agree to share information and cooperate with the Commissioner with 
respect to all certified reinsurers domiciled within that jurisdiction. 
Additional factors to be considered in determining whether to recognize a 
qualified jurisdiction, in the discretion of the Commissioner, include but 
are not limited to the following: 

(a) The framework under which the assuming insurer is regulated. 

(b) The structure and authority of the domiciliary regulator with regard 
to solvency regulation requirements and financial surveillance. 

(c) The substance of financial and operating standards for assuming 
insurers in the domiciliary jurisdiction. 

(d) The form and substance of financial reports required to be filed or 
made publicly available by reinsurers in the domiciliary 
jurisdiction and the accounting principles used. 

(e) The domiciliary regulator's willingness to cooperate with U.S. 
regulators in general and the Commissioner in particular. 

(f) The history of performance by assuming insurers in the 
domiciliary jurisdiction. 

(g) Any documented evidence of substantial problems with the 
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enforcement of final U.S. judgments in the domiciliary 
jurisdiction. A jurisdiction will not be considered to be a qualified 
jurisdiction if the Commissioner has determined that it does not 
adequately and promptly enforce final U.S. judgments or 
arbitration awards. 

(h) Any relevant international standards or guidance with respect to 
mutual recognition of reinsurance supervision adopted by the 
International Association of Insurance Supervisors or successor 
organization. 

(i) Any other matters deemed relevant by the Commissioner. 

(3) A list 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 with respect to the criteria provided under Subsections 8 
C(2)(a) to (i). 

(4) U.S. jurisdictions that meet the requirements for accreditation under the 
NAIC financial standards and accreditation program shall be recognized 
as qualified jurisdictions. 

D. 	Recognition of Certification Issued by a NAIC Accredited Jurisdiction. 

(1) If an applicant for certification has been certified as a reinsurer in aNAIC 
accredited jurisdiction, the Commissioner has the discretion to defer to 
that jurisdiction's certification, and to defer to the rating assigned by that 
jurisdiction, if the assuming insurer submits a properly executed Form 
CR-1 and such additional information as the Commissioner requires. The 
assuming insurer shall be considered to be a certified reinsurer in this 
State. 

(2) Any change in the certified reinsurer's status or rating in the other 
jurisdiction shall apply automatically in this State as of the date it takes 
effect in the other jurisdiction. The certified reinsurer shall notify the 
Commissioner of any change in its status or rating within 10 days after 
receiving notice of the change. 

(3) The Commissioner may withdraw recognition of the other jurisdiction's 
rating at any time and assign a new rating in accordance with Subsection 
B(8) of this section. 

(4) The Commissioner may withdraw recognition of the other jurisdiction's 
certification at any time, with written notice to the certified reinsurer. 
Unless the Commissioner suspends or revokes the certified reinsurer's 
certification in accordance with Subsection B(8) of this section, the 
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certified reinsurer's certification shall remain in good standing in this State 
for a period of three (3) months, which shall be extended if additional time 
is necessary to consider the assuming insurer's application for certification 
in this State. 

(5) 
	

Mandatory Funding Clause. In addition to the clauses required under 
Section 14, reinsurance contracts entered into or renewed under this 
section shall include a proper funding clause, which requires the certified 
reinsurer to provide and maintain security in an amount sufficient to avoid 
the imposition of any financial statement penalty of the ceding insurer 
under this section for reinsurance ceded to the certified reinsurer. 

	

E. 	The Commissioner shall comply with all reporting and notification requirements 
that may be established by the NAIC with respect to certified reinsurers and 
qualified jurisdictions. 

	

Section 9. 	Credit for Reinsurance—Reciprocal Jurisdictions 

A. Pursuant to 8 V.S.A. § 3634a(b)(6)(A), the Commissioner shall allow credit for 
reinsurance ceded by a domestic insurer to an assuming insurer that is licensed to 
write reinsurance by, and has its head office or is domiciled in, a Reciprocal 
Jurisdiction, and which meets the other requirements of this regulation. 

B. A "Reciprocal Jurisdiction" is a jurisdiction, as designated by the Commissioner 
pursuant to Subsection D, that meets one of the following: 

(1) A non-U.S. jurisdiction that is subject to an in-force covered agreement with 
the United States, each within its legal authority, or, in the case of a covered 
agreement between the United States and the European Union, is a member 
state of the European Union. For purposes of this subsection, a "covered 
agreement" is an agreement entered into pursuant to the Dodd-Frank Wall 
Street Reform and Consumer Protection Act, 31 U.S.C. §§ 313 and 314, that 
is currently in effect or in a period of provisional application and addresses 
the elimination, under specified conditions, of collateral requirements as a 
condition for entering into any reinsurance agreement with a ceding insurer 
domiciled in this state or for allowing the ceding insurer to recognize credit 
for reinsurance; 

(2) A U.S. jurisdiction that meets the requirements for accreditation under the 
NAIC financial standards and accreditation program; or 

(3) A qualified jurisdiction, as determined by the Commissioner pursuant to 8 
V.S.A. § 3634a(b)(5)(C) and Section 8C of this Regulation, which is not 
otherwise described in Paragraph (1) or (2) above and which the 
Commissioner determines meets all of the following additional requirements: 

(a) 	Provides that an insurer which has its head office or is domiciled in 
such qualified jurisdiction shall receive credit for reinsurance ceded 
to a U.S.-domiciled assuming insurer in the same manner as credit for 
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reinsurance is received for reinsurance assumed by insurers 
domiciled in such qualified jurisdiction; 

(b) Does not require a U.S.-domiciled assuming insurer to establish or 
maintain a local presence as a condition for entering into a 
reinsurance agreement with any ceding insurer subject to regulation 
by the non-U.S. jurisdiction or as a condition to allow the ceding 
insurer to recognize credit for such reinsurance; 

(c) Recognizes the U.S. state regulatory approach to group supervision 
and group capital, by providing written confirmation by a competent 
regulatory authority, in such qualified jurisdiction, that insurers and 
insurance groups that are domiciled or maintain their headquarters in 
this state or another jurisdiction accredited by the NAIC shall be 
subject only to worldwide prudential insurance group supervision 
including worldwide group governance, solvency and capital, and 
reporting, as applicable, by the Commissioner or the Commissioner 
of the domiciliary state and will not be subject to group supervision at 
the level of the worldwide parent undertaking of the insurance or 
reinsurance group by the qualified jurisdiction; and 

(d) Provides written confirmation by a competent regulatory authority in 
such qualified jurisdiction that information regarding insurers and 
their parent, subsidiary, or affiliated entities, if applicable, shall be 
provided to the Commissioner in accordance with a memorandum of 
understanding or similar document between the Commissioner and 
such qualified jurisdiction, including but not limited to the 
International Association of Insurance Supervisors Multilateral 
Memorandum of Understanding or other multilateral memoranda of 
understanding coordinated by the NAIC. 

C. 	Credit shall be allowed when the reinsurance is ceded from an insurer domiciled in 
this state to an assuming insurer meeting each of the conditions set forth below. 

(1) The assuming insurer must be licensed to transact reinsurance by, and have 
its head office or be domiciled in, a Reciprocal Jurisdiction. 

(2) The assuming insurer must have and maintain on an ongoing basis minimum 
capital and surplus, or its equivalent, calculated on at least an annual basis as 
of the preceding December 31 or at the annual date otherwise statutorily 
reported to the Reciprocal Jurisdiction, and confirmed as set forth in 
Subsection C(7) according to the methodology of its domiciliary jurisdiction, 
in the following amounts: 

(a) No less than $250,000,000; or 

(b) If the assuming insurer is an association, including incorporated and 
individual unincorporated underwriters: 
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(i) Minimum capital and surplus equivalents (net of liabilities) or 
own funds of the equivalent of at least $250,000,000; and 

(ii) A central fund containing a balance of the equivalent of at 
least $250,000,000. 

(3) 
	

The assuming insurer must have and maintain on an ongoing basis a 
minimum solvency or capital ratio, as applicable, as follows: 

(a) If the assuming insurer has its head office or is domiciled in a 
Reciprocal Jurisdiction as defined in Section 9B(1), the ratio 
specified in the applicable covered agreement; 

(b) If the assuming insurer is domiciled in a Reciprocal Jurisdiction as 
defined in Section 9B(2), a risk-based capital (RBC) ratio of three 
hundred percent (300%) of the authorized control level, calculated in 
accordance with the formula developed by the NAIC; or 

(c) If the assuming insurer is domiciled in a Reciprocal Jurisdiction as 
defined in Section 9B(3), after consultation with the Reciprocal 
Jurisdiction and considering any recommendations published through 
the NAIC Committee Process, such solvency or capital ratio as the 
Commissioner determines to be an effective measure of solvency. 

(4) 	The assuming insurer must agree to and provide adequate assurance, in the 
form of a properly executed Form RJ-1, of its agreement to the following: 

(a) 	The assuming insurer must agree to provide prompt written notice 
and explanation to the Commissioner if it falls below the minimum 
requirements set forth in Paragraphs (2) or (3) of this subsection, or if 
any regulatory action is taken against it for serious noncompliance 
with applicable law. 

(b) 	The assuming insurer must consent in writing to the jurisdiction of 
the courts of this state and to the appointment of the Commissioner as 
agent for service of process. 

(i) The Commissioner may also require that such consent be 
provided and included in each reinsurance agreement under 
the Commissioner's jurisdiction. 

(ii) Nothing in this provision shall limit or in any way alter the 
capacity of parties to a reinsurance agreement to agree to 
alternative dispute resolution mechanisms, except to the 
extent such agreements are unenforceable under applicable 
insolvency or delinquency laws. 

(c) 	The assuming insurer must consent in writing to pay all final 
judgments, wherever enforcement is sought, obtained by a ceding 
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insurer, that have been declared enforceable in the territory where the 
judgment was obtained. 

(d) Each reinsurance agreement must include a provision requiring the 
assuming insurer to provide security in an amount equal to one 
hundred percent (100%) of the assuming insurer's liabilities 
attributable to reinsurance ceded pursuant to that agreement if the 
assuming insurer resists enforcement of a final judgment that is 
enforceable under the law of the jurisdiction in which it was obtained 
or a properly enforceable arbitration award, whether obtained by the 
ceding insurer or by its legal successor on behalf of its estate, if 
applicable. 

(e) The assuming insurer must confirm that it is not presently 
participating in any solvent scheme of arrangement, which involves 
this state's ceding insurers, and agrees to notify the ceding insurer 
and the Commissioner and to provide one hundred percent (100%) 
security to the ceding insurer consistent with the terms of the scheme, 
should the assuming insurer enter into such a solvent scheme of 
arrangement. Such security shall be in a form consistent with the 
provisions of 8 V.S.A. § 3634a(b)(5) and § 3634a(c) and Section 12, 
13 or 14 of this Regulation. For purposes of this Regulation, the term 
"solvent scheme of arrangement" means a foreign or alien statutory 
or regulatory compromise procedure subject to requisite majority 
creditor approval and judicial sanction in the assuming insurer's 
home jurisdiction either to finally commute liabilities of duly noticed 
classed members or creditors of a solvent debtor, or to reorganize or 
restructure the debts and obligations of a solvent debtor on a final 
basis, and which may be subject to judicial recognition and 
enforcement of the arrangement by a governing authority outside the 
ceding insurer's home jurisdiction. 

The assuming insurer must agree in writing to meet the applicable 
information filing requirements as set forth in Paragraph (5) of this 
subsection. 

The assuming insurer or its legal successor must provide, if requested by the 
Commissioner, on behalf of itself and any legal predecessors, the following 
documentation to the Commissioner: 

(a) For the two years preceding entry into the reinsurance agreement and 
on an annual basis thereafter, the assuming insurer's annual audited 
financial statements, in accordance with the applicable law of the 
jurisdiction of its head office or domiciliary jurisdiction, as 
applicable, including the external audit report; 

(b) For the two years preceding entry into the reinsurance agreement, the 
solvency and financial condition report or actuarial opinion, if filed 
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with the assuming insurer's supervisor; 

(c) Prior to entry into the reinsurance agreement and not more than semi-
annually thereafter, an updated list of all disputed and overdue 
reinsurance claims outstanding for 90 days or more, regarding 
reinsurance assumed from ceding insurers domiciled in the United 
States; and 

(d) Prior to entry into the reinsurance agreement and not more than semi-
annually thereafter, information regarding the assuming insurer's 
assumed reinsurance by ceding insurer, ceded reinsurance by the 
assuming insurer, and reinsurance recoverable on paid and unpaid 
losses by the assuming insurer to allow for the evaluation of the 
criteria set forth in Paragraph (6) of this subsection. 

(6) 	The assuming insurer must maintain a practice of prompt payment of claims 
under reinsurance agreements. The lack of prompt payment will be 
evidenced if any of the following criteria is met: 

(a) More than fifteen percent (15%) of the reinsurance recoverables from 
the assuming insurer are overdue and in dispute as reported to the 
Commissioner; 

(b) More than fifteen percent (15%) of the assuming insurer's ceding 
insurers or reinsurers have overdue reinsurance recoverable on paid 
losses of 90 days or more which are not in dispute and which exceed 
for each ceding insurer $100,000, or as otherwise specified in a 
covered agreement; or 

(c) The aggregate amount of reinsurance recoverable on paid losses 
which are not in dispute, but are overdue by 90 days or more, exceeds 
$50,000,000, or as otherwise specified in a covered agreement. 

(7) 
	

The assuming insurer's supervisory authority must confirm to the 
Commissioner on an annual basis that the assuming insurer complies with 
the requirements set forth in Paragraphs (2) and (3) of this subsection. 

(8) 	Nothing in this provision precludes an assuming insurer from providing the 
Commissioner with information on a voluntary basis. 

D. 	The Commissioner shall timely create and publish a list of Reciprocal Jurisdictions. 

(1) 	A list of Reciprocal Jurisdictions is published through the NAIC Committee 
Process. The Commissioner's list shall include any Reciprocal Jurisdiction as 
defined under Section 9B(1) and (2), and shall consider any other Reciprocal 
Jurisdiction included on the NAIC list. The Commissioner may approve a 
jurisdiction that does not appear on the NAIC list of Reciprocal Jurisdictions 
as provided by applicable law, regulation, or in accordance with criteria 
published through the NAIC Committee Process. 
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(2) 	The Commissioner may remove a jurisdiction from the list of Reciprocal 
Jurisdictions upon a determination that the jurisdiction no longer meets one 
or more of the requirements of a Reciprocal Jurisdiction, as provided by 
applicable law, regulation, or in accordance with a process published through 
the NAIC Committee Process, except that the Commissioner shall not 
remove from the list a Reciprocal Jurisdiction as defined under Section 
9B(1) and (2). Upon removal of a Reciprocal Jurisdiction from this list credit 
for reinsurance ceded to an assuming insurer domiciled in that jurisdiction 
shall be allowed, if otherwise allowed pursuant to 8 V.S.A § 3634a. 

E. 	The Commissioner shall timely create and publish a list of assuming insurers that 
have satisfied the conditions set forth in this section and to which cessions shall be 
granted credit in accordance with this section. 

(1) If an NAIC accredited jurisdiction has determined that the conditions set 
forth in Subsection C have been met, the Commissioner has the discretion to 
defer to that jurisdiction's determination, and add such assuming insurer to 
the list of assuming insurers to which cessions shall be granted credit in 
accordance with this subsection. The Commissioner may accept financial 
documentation filed with another NAIC accredited jurisdiction or with the 
NAIC in satisfaction of the requirements of Subsection C. 

(2) When requesting that the Commissioner defer to another NAIC accredited 
jurisdiction's determination, an assuming insurer must submit a properly 
executed Form RJ-1 and additional information as the Commissioner may 
require. A state that has received such a request will notify other states 
through the NAIC Committee Process and provide relevant information with 
respect to the determination of eligibility. 

F. 	If the Commissioner determines that an assuming insurer no longer meets one or 
more of the requirements under this section, the Commissioner may revoke or 
suspend the eligibility of the assuming insurer for recognition under this section. 

(1) While an assuming insurer's eligibility is suspended, no reinsurance 
agreement issued, amended or renewed after the effective date of the 
suspension qualifies for credit except to the extent that the assuming 
insurer's obligations under the contract are secured in accordance with 
Section 11. 

(2) If an assuming insurer's eligibility is revoked, no credit for reinsurance may 
be granted after the effective date of the revocation with respect to any 
reinsurance agreements entered into by the assuming insurer, including 
reinsurance agreements entered into prior to the date of revocation, except to 
the extent that the assuming insurer's obligations under the contract are 
secured in a form acceptable to the Commissioner and consistent with the 
provisions of Section 11. 
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G. 	Before denying statement credit or imposing a requirement to post security with 
respect to Section 9F of this regulation or adopting any similar requirement that will 
have substantially the same regulatory impact as security, the Commissioner shall: 

(1) Communicate with the ceding insurer, the assuming insurer, and the 
assuming insurer's supervisory authority that the assuming insurer no longer 
satisfies one of the conditions listed in Subsection C of this section; 

(2) Provide the assuming insurer with 30 days from the initial communication to 
submit a plan to remedy the defect, and 90 days from the initial 
communication to remedy the defect, except in exceptional circumstances in 
which a shorter period is necessary for policyholder and other consumer 
protection; 

(3) After the expiration of 90 days or less, as set out in Paragraph (2), if the 
Commissioner determines that no or insufficient action was taken by the 
assuming insurer, the Commissioner may impose any of the requirements as 
set out in this Subsection; and 

(4) Provide a written explanation to the assuming insurer of any of the 
requirements set out in this Subsection. 

H. 	If subject to a legal process of rehabilitation, liquidation or conservation, as 
applicable, the ceding insurer, or its representative, may seek and, if determined 
appropriate by the court in which the proceedings are pending, may obtain an order 
requiring that the assuming insurer post security for all outstanding liabilities. 

Section 10. Credit for Reinsurance Required by Law 

Pursuant to 8 V.S.A. § 3634a(b)(7), the Commissioner shall allow credit for reinsurance 
ceded by a domestic insurer to an assuming insurer not meeting the requirements of 8 V.S.A. 
§3634a(b)(1)-(6), but only as to the insurance of risks located in jurisdictions where the 
reinsurance is required by the applicable law or regulation of that jurisdiction. As used in this 
section, "jurisdiction" means any state, district or territory of the United States and any lawful 
national government. 

Section 11. Asset or Reduction from Liability for Reinsurance Ceded to an Unauthorized 
Assuming Insurer not Meeting the Requirements of Sections 4 through 10 

A. 	Pursuant to 8 V.S.A. § 3634a(c), the Commissioner shall allow a reduction from 
liability for reinsurance ceded by a domestic insurer to an assuming insurer not 
meeting the requirements of 8 V.S.A. § 3634a(b) in an amount not exceeding the 
liabilities carried by the ceding insurer. The reduction shall be in the amount of 
funds held by or on behalf of the ceding insurer, including funds held in trust for 
the exclusive benefit of the ceding insurer, under a reinsurance contract with such 
assuming insurer as security for the payment of obligations under the reinsurance 
contract. The security shall be held in the United States subject to withdrawal 
solely by, and under the exclusive control of, the ceding insurer or, in the case of 
a trust, held in a qualified U.S. financial institution as defined in 8 V.S.A. § 
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3634a(d)(2). This security may be in the form of any of the following: 

(1) Cash; 

(2) Securities listed by the Securities Valuation Office of the NAIC, including 
those deemed exempt from filing as defined by the Purposes and 
Procedures Manual of the Securities Valuation Office, and qualifying as 
admitted assets; 

(3) Clean, irrevocable, unconditional and "evergreen" letters of credit issued 
or confirmed by a qualified U.S. institution, as defined in 8 V.S.A. § 
3634a(d)(2), effective no later than December 31 of the year for which 
filing is being made, and in the possession of, or in trust for, the ceding 
insurer on or before the filing date of its annual statement. Letters of credit 
meeting applicable standards of issuer acceptability as of the dates of their 
issuance (or confirmation) shall, notwithstanding the issuing (or 
confirming) institution's subsequent failure to meet applicable standards of 
issuer acceptability, continue to be acceptable as security until their 
expiration, extension, renewal, modification or amendment, whichever 
first occurs; or 

(4) Any other form of security acceptable to the Commissioner. 

B. 	An admitted asset or a reduction from liability for reinsurance ceded to an 
unauthorized assuming insurer pursuant to this section shall be allowed only when 
the requirements of Section 15 and the applicable portions of Sections 12, 13, or 14 
of this regulation have been satisfied. 

Section 12. Trust Agreements Qualified under Section 11 

A. 	As used in this section: 

(1) "Beneficiary" means the entity for whose sole benefit the trust has been 
established and any successor of the beneficiary by operation of law. If a 
court of law appoints a successor in interest to the named beneficiary, then 
the named beneficiary includes and is limited to the court appointed 
domiciliary receiver (including conservator, rehabilitator or liquidator). 

(2) "Grantor" means the entity that has established a trust for the sole benefit 
of the beneficiary. When established in conjunction with a reinsurance 
agreement, the grantor is the unlicensed, unaccredited assuming insurer. 

(3) "Obligations," as used in Subsection B(11) of this section means: 

(a) Reinsured losses and allocated loss expenses paid by the ceding 
company, but not recovered from the assuming insurer; 

(b) Reserves for reinsured losses reported and outstanding; 
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(c) Reserves for reinsured losses incurred but not reported; and 

(d) Reserves for allocated reinsured loss expenses and unearned 
premiums. 

B. 	Required conditions. 

(1) 	The trust agreement shall be entered into between the beneficiary, the 
grantor and a trustee, which shall be a qualified U.S. financial 
institution as defined in 8 V.S.A. § 3634a(d)(2). 

(2) 	The trust agreement shall create a trust account into which assets shall be 
deposited. 

(3) 
	

All assets in the trust account shall be held by the trustee at the trustee's 
office in the United States. 

(4) 	The trust agreement shall provide that: 

(a) The beneficiary shall have the right to withdraw assets from the 
trust account at any time, without notice to the grantor, subject 
only to written notice from the beneficiary to the trustee; 

(b) No other statement or document is required to be presented to 
withdraw assets, except that the beneficiary may be required to 
acknowledge receipt of withdrawn assets; 

(c) It is not subject to any conditions or qualifications outside of the 
trust agreement; and 

(d) It shall not contain references to any other agreements or 
documents except as provided for in Paragraphs (11) and (12) of 
this subsection. 

(5) 
	

The trust agreement shall be established for the sole benefit of the 
beneficiary. 

(6) 	The trust agreement shall require the trustee to: 

(a) Receive assets and hold all assets in a safe place; 

(b) Determine that all assets are in such form that the beneficiary, or 
the trustee upon direction by the beneficiary, may whenever 
necessary negotiate any such assets, without consent or signature 
from the grantor or any other person or entity; 

(c) Furnish to the grantor and the beneficiary a statement of all assets 
in the trust account upon its inception and at intervals no less 
frequent than the end of each calendar quarter; 

29 



(d) Notify the grantor and the beneficiary within ten (10) days, of any 
deposits to or withdrawals from the trust account; 

(e) Upon written demand of the beneficiary, immediately take any and 
all steps necessary to transfer absolutely and unequivocally all 
right, title and interest in the assets held in the trust account to the 
beneficiary and deliver physical custody of the assets to the 
beneficiary; and 

(f) Allow no substitutions or withdrawals of assets from the trust 
account, except on written instructions from the beneficiary, except 
that the trustee may, without the consent of but with notice to the 
beneficiary, upon call or maturity of any trust asset, withdraw such 
asset upon condition that the proceeds are paid into the trust 
account. 

(7) The trust agreement shall provide that at least thirty (30) days, but not 
more than forty-five (45) days, prior to termination of the trust account, 
written notification of termination shall be delivered by the trustee to the 
beneficiary. The trust agreement shall be made subject to and governed 
by the laws of the state in which the trust is domiciled. 

(8) The trust agreement shall prohibit invasion of the trust corpus for the 
purpose of paying commission to, or reimbursing the expenses of, the 
trustee. In order for a letter of credit to qualify as an asset of the trust, the 
trustee shall have the right and the obligation pursuant to the deed of trust 
or some other binding agreement (as duly approved by the 
Commissioner), to immediately draw down the full amount of the letter of 
credit and hold the proceeds in trust for the beneficiaries of the trust if the 
letter of credit will otherwise expire without being renewed or replaced. 

(9) The trust agreement shall provide that the trustee shall be liable for its own 
negligence, willful misconduct or lack of good faith. The failure of the 
trustee to draw against the letter of credit in circumstances where such 
draw would be required shall be deemed to be negligence and/or willful 
misconduct. 

(10) Notwithstanding other provisions of this regulation, when a trust 
agreement is established in conjunction with a reinsurance agreement 
covering risks other than life, annuities and accident and health, where it is 
customary practice to provide a trust agreement for a specific purpose, the 
trust agreement may provide that the ceding insurer shall undertake to use 
and apply amounts drawn upon the trust account, without diminution 
because of the insolvency of the ceding insurer or the assuming insurer, 
only for the following purposes: 

(a) 	To pay or reimburse the ceding insurer for the assuming insurer's 
share under the specific reinsurance agreement regarding any 
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losses and allocated loss expenses paid by the ceding insurer, but 
not recovered from the assuming insurer, or for unearned 
premiums due to the ceding insurer if not otherwise paid by the 
assuming insurer; 

(b) To make payment to the assuming insurer of any amounts held in 
the trust account that exceed 102 percent of the actual amount 
required to fund the assuming insurer's obligations under the 
specific reinsurance agreement; or 

(c) Where the ceding insurer has received notification of termination 
of the trust account and where the assuming insurer's entire 
obligations under the specific reinsurance agreement remain 
unliquidated and undischarged ten (10) days prior to the 
termination date, to withdraw amounts equal to the obligations 
and deposit those amounts in a separate account, in the name of 
the ceding insurer in any qualified U.S. financial institution as 
defined in 8 V.S.A. § 3634a(d)(2) apart from its general assets, 
in trust for such uses and purposes specified in Subparagraphs 
(a) and (b) above as may remain executory after such withdrawal 
and for any period after the termination date. 

(11) Notwithstanding any other provisions in this Regulation, when a trust 
agreement is established to meet the requirements of Section 11 in 
conjunction with a reinsurance agreement covering life, annuities or 
accident and health risks, where it is customary to provide a trust 
agreement for a specific purpose, the trust agreement may provide that the 
ceding insurer shall undertake to use and apply amounts drawn upon the 
trust account, without diminution because of the insolvency of the ceding 
insurer or the assuming insurer, only for the following purposes: 

(a) 	To pay or reimburse the ceding insurer for: 

(i) The assuming insurer's share under the specific reinsurance 
agreement of premiums returned, but not yet recovered 
from the assuming insurer, to the owners of policies 
reinsured under the reinsurance agreement on account of 
cancellation of the policies; and 

(ii) The assuming insurer's share under the specific reinsurance 
agreement of surrenders and benefits or losses paid by the 
ceding insurer, but not yet recovered from the assuming 
insurer, under the terms and provisions of the policies 
reinsured under the reinsurance agreement; 

(b) 
	

To pay to the assuming insurer amounts held in the trust account in 
excess of the amount necessary to secure the credit or reduction 
from liability for reinsurance taken by the ceding insurer; or 
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(c) 
	

Where the ceding insurer has received notification of termination 
of the trust and where the assuming insurer's entire obligations 
under the specific reinsurance agreement remain unliquidated and 
undischarged ten (10) days prior to the termination date, to 
withdraw amounts equal to the assuming insurer's share of 
liabilities, to the extent that liabilities have not yet been funded by 
the assuming insurer, and deposit those amounts in a separate 
account, in the name of the ceding insurer in any qualified U.S. 
financial institution apart from its general assets, in trust for the 
uses and purposes specified in Subparagraphs (a) and (b) of this 
paragraph as may remain executory after withdrawal and for any 
period after the termination date. 

(12) Either the reinsurance agreement of the trust agreement must stipulate 
that assets deposited in the trust account shall be valued according to their 
current fair market value and shall consist only of cash in U.S. dollars, 
certificates of deposit issued by a U.S. bank and payable in U.S. dollars, 
and investments permitted by the Insurance Code or any combination of 
the above, provided investments in or issued by an entity controlling, 
controlled by or under common control with either the grantor or the 
beneficiary of the trust shall not exceed five percent (5%) of total 
investments. The agreement may further specify the types of investments 
to be deposited. If the reinsurance agreement covers life, annuities or 
accident and health risks, then the provisions required by this paragraph 
must be included in the reinsurance agreement. 

C. 	Permitted conditions. 

(1) The trust agreement may provide that the trustee may resign upon delivery 
of a written notice of resignation, effective not less than ninety (90) days 
after the beneficiary and grantor receive the notice and that the trustee may 
be removed by the grantor by delivery to the trustee and the beneficiary of 
a written notice of removal, effective not less than ninety (90) days after 
the trustee and the beneficiary receive the notice, provided that no such 
resignation or removal shall be effective until a successor trustee has been 
duly appointed and approved by the beneficiary and the grantor and all 
assets in the trust have been duly transferred to the new trustee. 

(2) The grantor may have the full and unqualified right to vote any shares of 
stock in the trust account and to receive from time to time payments of any 
dividends or interest upon any shares of stock or obligations included in 
the trust account. Any interest or dividends shall be either forwarded 
promptly upon receipt to the grantor or deposited in a separate account 
established in the grantor's name. 

(3) The trustee may be given authority to invest, and accept substitutions of, 
any funds in the account, provided that no investment or substitution shall 
be made without prior approval of the beneficiary, unless the trust 
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agreement specifies categories of investments acceptable to the 
beneficiary and authorizes the trustee to invest funds and to accept 
substitutions that the trustee determines are at least equal in current fair 
market value to the assets withdrawn and that are consistent with the 
restrictions in Subsection D(1)(b) of this section. 

(4) The trust agreement may provide that the beneficiary may at any time 
designate a party to which all or part of the trust assets are to be 
transferred. Such transfer may be conditioned upon the trustee receiving, 
prior to or simultaneously, other specified assets. 

(5) The trust agreement may provide that, upon termination of the trust 
account, all assets not previously withdrawn by the beneficiary shall, with 
written approval by the beneficiary, be delivered over to the grantor. 

D. 	Additional conditions applicable to reinsurance agreements. 

( 1 ) 
	

A reinsurance agreement may contain provisions that: 

(a) Require the assuming insurer to enter into a trust agreement and to 
establish a trust account for the benefit of the ceding insurer, and 
specifying what the agreement is to cover; 

(b) Require the assuming insurer, prior to depositing assets with the 
trustee, to execute assignments or endorsements in blank, or to 
transfer legal title to the trustee of all shares, obligations or any 
other assets requiring assignments, in order that the ceding insurer, 
or the trustee upon the direction of the ceding insurer, may 
whenever necessary negotiate these assets without consent or 
signature from the assuming insurer or any other entity; 

(c) Require that all settlements of account between the ceding insurer 
and the assuming insurer be made in cash or its equivalent; and 

(d) Stipulate that the assuming insurer and the ceding insurer agree 
that the assets in the trust account, established pursuant to the 
provisions of the reinsurance agreement, may be withdrawn by the 
ceding insurer at any time, notwithstanding any other provisions in 
the reinsurance agreement, and shall be utilized and applied by the 
ceding insurer or its successors in interest by operation of law, 
including without limitation any liquidator, rehabilitator, receiver 
or conservator of such company, without diminution because of 
insolvency on the part of the ceding insurer or the assuming 
insurer, only for the following purposes: 

(i) 	To pay or reimburse the ceding insurer for: 

(I) 	The assuming insurer's share under the specific 
reinsurance agreement of premiums returned, but 
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not yet recovered from the assuming insurer, to the 
owners of policies reinsured under the reinsurance 
agreement because of cancellations of such policies; 

(II) The assuming insurer's share of surrenders and 
benefits or losses paid by the ceding insurer 
pursuant to the provisions of the policies reinsured 
under the reinsurance agreement; and 

(III) Any other amounts necessary to secure the credit or 
reduction from liability for reinsurance taken by the 
ceding insurer; 

(ii) 	To make payment to the assuming insurer of amounts held 
in the trust account in excess of the amount necessary to 
secure the credit or reduction from liability for reinsurance 
taken by the ceding insurer. 

(2) 	The reinsurance agreement may also contain provisions that: 

(a) 	Give the assuming insurer the right to seek approval from the 
ceding insurer, which shall not be unreasonably or arbitrarily 
withheld, to withdraw from the trust account all or any part of the 
trust assets and transfer those assets to the assuming insurer, 
provided: 

(i) The assuming insurer shall, at the time of withdrawal, 
replace the withdrawn assets with other qualified assets 
having a current fair market value equal to the market value 
of the assets withdrawn so as to maintain at all times the 
deposit in the required amount; or 

(ii) After withdrawal and transfer, the current fair market value 
of the trust account is no less than 102 percent of the 
required amount. 

(b) 
	

Provide for the return of any amount withdrawn in excess of the 
actual amounts required for Paragraph (1)(d) of this subsection and 
for interest payments at a rate not in excess of the prime rate of 
interest on such amounts; 

(c) 
	

Permit the award by any arbitration panel or court of competent 
jurisdiction of: 

(i) Interest at a rate different from that provided in 
Subparagraph (b) of this paragraph; 

(ii) Court or arbitration costs; 

34 



(iii) Attorney's fees; and 

(iv) Any other reasonable expenses. 

E. Financial reporting. A trust agreement may be used to reduce any liability for 
reinsurance ceded to an unauthorized assuming insurer in financial statements 
required to be filed with this department in compliance with the provisions of this 
regulation when established on or before the date of filing of the financial 
statement of the ceding insurer. Further, the reduction for the existence of an 
acceptable trust account may be up to the current fair market value of acceptable 
assets available to be withdrawn from the trust account at that time, but such 
reduction shall be no greater than the specific obligations under the reinsurance 
agreement that the trust account was established to secure. 

F. Existing agreements. All trust agreements or underlying reinsurance 
agreements must fully comply with this regulation for the trust agreement to 
be acceptable. 

G. The failure of any trust agreement to specifically identify the beneficiary as 
defined in Subsection A of this section shall not be construed to affect any 
actions or rights that the Commissioner may take or possess pursuant to the 
provisions of the laws of this state. 

Section 13. Letters of Credit Qualified under Section 11 

A. The letter of credit must be clean, irrevocable, unconditional and issued or 
confirmed by a qualified U.S. financial institution as defined in 8 V.S.A. § 
3634a(d)(2). The letter of credit shall contain an issue date and expiration date 
and shall stipulate that the beneficiary need only draw a sight draft under the 
letter of credit and present it to obtain funds and that no other document need be 
presented. The letter of credit shall also indicate that it is not subject to any 
condition or qualifications outside of the letter of credit. In addition, the letter of 
credit itself shall not contain reference to any other agreements, documents or 
entities, except as provided in Subsection H(1) of this Section. As used in this 
section, "beneficiary" means the domestic insurer for whose benefit the letter of 
credit has been established and any successor of the beneficiary by operation of 
law. If a court of law appoints a successor in interest to the named beneficiary, 
then the named beneficiary includes and is limited to the court appointed 
domiciliary receiver (including conservator, rehabilitator or liquidator). 

B. The heading of the letter of credit may include a boxed section containing the 
name of the applicant and other appropriate notations to provide a reference for 
the letter of credit. The boxed section shall be clearly marked to indicate that 
such information is for internal identification purposes only. 

C. The letter of credit shall contain a statement to the effect that the obligation of 
the qualified U.S. financial institution under the letter of credit is in no way 
contingent upon reimbursement with respect thereto. 
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D. 	The term of the letter of credit shall be for at least one year and shall contain an 
"evergreen clause" that prevents the expiration of the letter of credit without due 
notice from the issuer. The "evergreen clause" shall provide for a period of no 
less than thirty (30) days notice prior to the expiration date or nonrenewal. 

E. 	The letter of credit shall state whether it is subject to and governed by the laws of 
this state or the Uniform Customs and Practice for Documentary Credits of the 
International Chamber of Commerce Publication 600 (UCP 600) or International 
Standby Practices of the International Chamber of Commerce Publication 590 
(ISP98), or any successor publication, and all drafts drawn thereunder shall be 
presentable at an office in the United States of a qualified U.S. financial 
institution. 

F. 	If the letter of credit is made subject to the Uniform Customs and Practice for 
Documentary Credits of the International Chamber of Commerce Publication 
600 (UCP 600) or International Standby Practices of the International Chamber 
of Commerce Publication 590 (I5P98), or any successor publication, then the 
letter of credit shall specifically address and provide for an extension of time to 
draw against the letter of credit in the event that one or more of the occurrences 
specified in Article 36 of Publication 600 or any other successor publication, 
OMIT. 

G. 	If the letter of credit is issued by a financial institution authorized to issue letters 
of credit, other than a qualified U.S. financial institution as described in 
Subsection A of this section, then the following additional requirements shall be 
met: 

(1) The issuing financial institution shall formally designate the confirming 
qualified U.S. financial institution as its agent for the receipt and 
payment of the drafts; and 

(2) The "evergreen clause" shall provide for thirty (30) days notice prior to 
the expiration date for nonrenewal. 

H. 	Reinsurance agreement provisions. 

(1) 	The reinsurance agreement in conjunction with which the letter of credit 
is obtained may contain provisions that: 

(a) Require the assuming insurer to provide letters of credit to the 
ceding insurer and specify what they are to cover; 

(b) Stipulate that the assuming insurer and ceding insurer agree that 
the letter of credit provided by the assuming insurer pursuant to 
the provisions of the reinsurance agreement may be drawn upon 
at any time, notwithstanding any other provisions in the 
agreement, and shall be utilized by the ceding insurer or its 
successors in interest only for one or more of the following 
reasons: 
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To pay or reimburse the ceding insurer for: 

(I) The assuming insurer's share under the specific 
reinsurance agreement of premiums returned, but 
not yet recovered from the assuming insurers, to 
the owners of policies reinsured under the 
reinsurance agreement on account of cancellations 
of such policies; 

(II) The assuming insurer's share, under the specific 
reinsurance agreement, of surrenders and benefits 
or losses paid by the ceding insurer, but not yet 
recovered from the assuming insurers, under the 
terms and provisions of the policies reinsured 
under the reinsurance agreement; and 

(III) Any other amounts necessary to secure the credit 
or reduction from liability for reinsurance taken by 
the ceding insurer. 

(ii) 	Where the letter of credit will expire without renewal or be 
reduced or replaced by a letter of credit for a reduced 
amount and where the assuming insurer's entire obligations 
under the reinsurance agreement remain unliquidated and 
undischarged ten (10) days prior to the termination date, to 
withdraw amounts equal to the assuming insurer's share of 
the liabilities, to the extent that the liabilities have not yet 
been funded by the assuming insurer and exceed the amount 
of any reduced or replacement letter of credit, and deposit 
those amounts in a separate account in the name of the 
ceding insurer in a qualified U.S. financial institution apart 
from its general assets, in trust for such uses and purposes 
specified in Subsection H(1)(b)(i) of this section as may 
remain after withdrawal and for any period after the 
termination date. All of the provisions of Paragraph (1) of 
this subsection shall be applied without diminution because 
of insolvency on the part of the ceding insurer or assuming 
insurer. 

(2) 	Nothing contained in Paragraph (1) of this subsection shall preclude the 
ceding insurer and assuming insurer from providing for: 

(a) An interest payment, at a rate not in excess of the prime rate of 
interest, on the amounts held pursuant to Subparagraph (1)(b) of this 
subsection; or 

(b) The return of any amounts drawn down on the letters of credit in 
excess of the actual amounts required for the above or any amounts 
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that are subsequently determined not to be due. 

Section 14. 	Other Security 

A ceding insurer may take credit for unencumbered funds withheld by the ceding insurer 
in the United States subject to withdrawal solely by the ceding insurer and under its exclusive 
control. 

Section 15. Reinsurance Contract 

Credit will not be granted, nor an asset or reduction from liability allowed, to a ceding 
insurer for reinsurance effected with assuming insurers meeting the requirements of Sections 4, 
5, 6, 7, 8, 9 or 11 of this regulation or otherwise in compliance with 8 V.S.A. § 3634a(b) after 
the adoption of this regulation unless the reinsurance agreement: 

A. Includes a proper insolvency clause, which stipulates that reinsurance is payable 
directly to the liquidation or successor without diminution regardless of the status 
of the ceding company, pursuant to 8 V.S.A. § 3635; 

B. Includes a provision pursuant to 8 V.S.A. § 3634a(b) whereby the assuming 
insurer, if an unauthorized assuming insurer, has submitted to the jurisdiction of 
an alternative dispute resolution panel or court of competent jurisdiction within 
the United States, has agreed to comply with all requirements necessary to give 
such court or panel jurisdiction, has designated an agent upon whom service of 
process may be effected, and has agreed to abide by the final decision of such 
panel or court; and 

C. Includes a proper reinsurance intermediary clause, if applicable, which stipulates 
that the credit risk for the intermediary is carried by the assuming insurer. 

Section 16. Contracts Affected 

All new and renewal reinsurance transactions entered into after the effective date of this 
regulation shall conform to the requirements of 8 V.S.A. § 3634a and this regulation if credit is 
to be given to the ceding insurer for such reinsurance. 

Section 17. Effective Date 

This regulation shall take effect on January 1, 2021. 
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VERMONT GENERAL ASSEMBLY 

The Vermont Statutes Online 

Title 8: Banking And Insurance 

Chapter 001: Policy And Administration 

(Cite as: 8 V.S.A. § 15) 

§ 15. Rules, orders, and administrative interpretations 

(a) In addition to other powers conferred by this title and 18 V.S.A. chapter 221, the 

Commissioner may adopt rules and issue orders as shall be authorized by or necessary to 

the administration of this title and of 18 V.S.A. chapter 221, and to carry out the purposes of 

such titles. 

(b) The Commissioner may, whether or not requested by any person, issue written 

advisory interpretations, advisory opinions, non-objection letters, and no action letters under 

this title and regulations issued under it, including interpretations of the applicability of any 

provision of this title and regulations issued under it. Such interpretations shall be presumed 

to be correct unless found to be clearly erroneous by a court of competent jurisdiction. The 

Commissioner may make public all or a portion of an advisory interpretation. 

(c) The Commissioner may waive the requirements of 15 V.S.A. § 795(b) as the 

Commissioner deems necessary to permit the Department to participate in any national 

licensing or registration systems with respect to any person or entity subject to the 

jurisdiction of the Commissioner under this title, Title 9, or 18 V.S.A. chapter 221. 

(d) Upon written request by the Office of Child Support and after notice and opportunity 

for hearing to the licensee as required under any applicable provision of law, the 

Commissioner may revoke or suspend any license or other authority to conduct a trade or 

business (including a license to practice a profession) issued to any person under this title, 9 

V.S.A. chapter 150, and 18 V.S.A. chapter 221, if the Commissioner finds that the applicant or 

licensee is subject to a child support order and is not in good standing with respect to that 

order or is not in full compliance with a plan to pay any and all child support payable under a 

support order as of the date the application is filed or as of the date of the commencement 

of revocation proceedings, as applicable. For purposes of such findings, the written 

representation to that effect by the Office of Child Support to the Commissioner shall 

constitute prima facie evidence. The Office of Child Support shall have the right to intervene 

in any hearing conducted with respect to such license revocation or suspension. Any 

findings made by the Commissioner based solely upon the written representation with 

respect to that license revocation or suspension shall be made only for the purposes of that 

proceeding and shall not be relevant to or introduced in any other proceeding at law, except 
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for any appeal from that license revocation or suspension. Any license or certificate of 

authority suspended or revoked under this section shall not be reissued or renewed until the 

Department receives a certificate issued by the Office of Child Support that the licensee is in 

good standing with respect to a child support order or is in full compliance with a plan to pay 

any and all child support payable under a support order. (Added 1999, No. 153 (Adj. Sess.), § 

1, eff. Jan. 1, 2001; amended 2009, No. 42, § 33a; 2013, No. 73, § 58, eff. June 5, 2013; 2015, 

No. 63, § 3, eft June 17, 2015; 2019, No. 20, § 106.) 
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VERMONT GENERAL ASSEMBLY 

The Vermont Statutes Online 

Title 8 : Banking And Insurance 

Chapter 101: Insurance Companies Generally 

Subchapter 010: Reinsurance Of Risks 

(Cite as: 8 V.S.A. § 3634a) 

§ 3634a. Credit for reinsurance 

(a) It is the purpose of this section to protect the interest of insureds, claimants, ceding 

insurers, assuming insurers, and the public generally. The General Assembly hereby 

declares its intent is to ensure adequate regulation of insurers and reinsurers and adequate 

protection for those to whom they owe obligations. In furtherance of that State interest, the 

General Assembly hereby provides a mandate that upon the insolvency of a non-U.S insurer 

or reinsurer that provides security to fund its U.S. obligations in accordance with this section, 

the assets representing the security shall be maintained in the United States and claims shall 

be filed with and valued by the state insurance Commissioner with regulatory oversight, and 

the assets shall be distributed in accordance with the insurance laws of the state in which 

the trust is domiciled that are applicable to the liquidation of domestic U.S. insurance 

companies. The General Assembly declares that the matters contained in this section are 

fundamental to the business of insurance in accordance with 15 U.S.C. §§ 1011-1012. 

(b) Credit for reinsurance shall be allowed a domestic ceding insurer as either an asset or 

a deduction from liability on account of reinsurance ceded only when the reinsurer meets 

the requirements of subdivision (1), (2), (3), (4), (5), or (6) of this subsection. Credit shall be 

allowed under subdivision (1), (2), or (3) of this subsection only with respect to cessions of 

those kinds or classes of business which the assuming insurer is licensed or otherwise 

permitted to write or assume in its state of domicile or, in the case of a U.S. branch of an 

alien assuming insurer, in the state through which it is entered and licensed to transact 

insurance or reinsurance. Credit shall be allowed under subdivision (3) or (4) of this 

subsection only if the applicable requirements of subdivision (7) of this subsection have been 

satisfied. 

(1) Credit shall be allowed when the reinsurance is ceded to an assuming insurer which 

is licensed to transact insurance or reinsurance in this State. 

(2) Credit shall be allowed when the reinsurance is ceded to an assuming insurer which 

is accredited by the Commissioner as a reinsurer in this State. An accredited reinsurer is one 

which: 
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(A) files with the Commissioner evidence of its submission to this State's jurisdiction; 

(B) submits to this State's authority to examine its books and records; 

(C) is licensed to transact insurance or reinsurance in at least one state, or in the 

case of a U.S. branch of an alien assuming insurer is entered through and licensed to 

transact insurance or reinsurance in at least one state; 

(D) files with the Commissioner on or before March 1 of each year a copy of its 

annual statement filed with the insurance department of its state of domicile and files on or 

before June 1 of each year a copy of its most recent audited financial statement; 

(E) files with the Commissioner its charter, bylaws, and any other material required 

by the Commissioner; 

(F) pays an initial fee of $500.00 and thereafter an annual fee of $200.00 on or 

before March 1 of each year; and 

(G) demonstrates to the satisfaction of the Commissioner that it has adequate 

financial capacity to meet its reinsurance obligations and is otherwise qualified to assume 

reinsurance from domestic insurers. An assuming insurer is deemed to meet this 

requirement, provided that at the time of its application it: 

(i) maintains a surplus for policyholders that is not less than $20,000,000.00 and 

whose accreditation has not been denied by the Commissioner within 90 days of its 

submission; or 

(ii) maintains a surplus for policyholders in an amount less than $20,000,000.00 

and whose accreditation has been approved the Commissioner. 

(H) Credit for reinsurance ceded to a certified reinsurer shall be permitted only for 

reinsurance contracts entered into or renewed on or after the effective date of the 

certification of the assuming insurer by the Commissioner. 

(3)(A) Credit shall be allowed when the reinsurance is ceded to an assuming insurer 

which is domiciled and licensed in, or in the case of a U.S. branch of an alien assuming 

insurer is entered through, a state that employs standards regarding credit for reinsurance 

substantially similar to those applicable under this statute and the assuming insurer or U.S. 

branch of an alien assuming insurer: 

(i) maintains a surplus for policyholders in an amount not less than 

$20,000,000.00; and 

(ii) submits to the authority of this State to examine its books and records. 

(B) The requirement of subdivision (3)(A)(i) of this subsection does not apply to 

reinsurance ceded and assumed pursuant to pooling arrangements among insurers in the 

same holding company system. 
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(4)(A) Credit shall be allowed when the reinsurance is ceded to an assuming insurer 

which maintains a trust fund in a qualified U.S. financial institution, as defined in subdivision 

(d)(2) of this section, for the payment of the valid claims of its U.S. policyholders and ceding 

insurers, their assigns and successors in interest. The assuming insurer shall report annually 

to the Commissioner information required by the Commissioner and substantially the same 

as that required to be reported on the National Association of Insurance Commissioners' 

Annual Statement form by licensed insurers to enable the Commissioner to determine the 

sufficiency of the trust fund. On or before February 28 of each year, the trustees of the trust 

shall report to the Commissioner in writing setting forth the balance of the trust and listing 

the trust's investments at the preceding year-end and shall certify the date of termination of 

the trust, if so planned, or certify that the trust shall not expire prior to the next following 

December 31. A trust and trust instrument maintained pursuant to this subdivision shall: 

(i) be established in a form and upon such terms approved by the Commissioner; 

(ii) provide that contested claims shall be valid and enforceable upon the final 

order of any court of competent jurisdiction in the United States; 

(iii) vest legal title to its assets in the trustees of the trust for its U.S. policyholders 

and ceding insurers, their assigns and successors in interest; 

(iv) be subject to examination as determined by the Commissioner; 

(v) remain in effect for as long as the assuming insurer shall have outstanding 

obligations due under the reinsurance agreements subject to the trust; and 

(vi) be filed with the Commissioner of every state in which the ceding insurer 

beneficiaries of the trust are domiciled. 

(B) In the case of a single assuming insurer, the trust shall consist of a trusteed 

account representing the assuming insurer's liabilities attributable to business written in the 

United States and, in addition, the assuming insurer shall maintain a trusteed surplus of not 

less than $20,000,000.00, except at any time after the assuming insurer has permanently 

discontinued underwriting new business secured by the trust for at least three full years, the 

Commissioner with principal regulatory oversight of the trust may authorize a reduction in 

the required trusteed surplus, but only after a finding, based on an assessment of the risk, 

that the new required surplus level is adequate for the protection of U.S. ceding insurers, 

policyholders, and claimants in light of reasonably foreseeable adverse loss development. 

The risk assessment may involve an actuarial review, including an independent analysis of 

reserves and cash flows, and shall consider all material risk factors, including when 

applicable the lines of business involved, the stability of the incurred loss estimates, and the 

effect of the surplus requirements on the assuming insurer's liquidity or solvency. The 

minimum required trusteed surplus may not be reduced to an amount less than 30 percent 

of the assuming insurer's liabilities attributable to reinsurance ceded by U.S. ceding insurers 
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covered by the trust. 

(C) In the case of a group including incorporated and individual unincorporated 

underwriters, the trust shall consist of a trusteed account representing the group's liabilities 

attributable to business written in the United States and, in addition, the group shall maintain 

a trusteed surplus of which $100,000,000.00 shall be held jointly for the benefit of U.S. 

ceding insurers of any member of the group; the incorporated members of the group shall 

not engage in any business other than underwriting as a member of the group and shall be 

subject to the same level of solvency regulation and control by the group's domiciliary 

regulator as are the unincorporated members; and the group shall make available to the 

Commissioner an annual certification of the solvency of each underwriter by the group's 

domiciliary regulator and its independent public accountants. 

(D) In the case of a group of incorporated insurers under common administration 

which complies with the filing requirements contained in subdivision (b)(2) of this section and 

which has continuously transacted an insurance business outside the United States for at 

least three years immediately prior to making application for accreditation, and submits to 

this State's authority to examine its books and records and bears the expense of the 

examination, and which has aggregate policyholders' surplus of $10,000,000,000.00, the 

trust shall be in an amount equal to the group's several liabilities attributable to business 

ceded by U.S. ceding insurers to any member of the group pursuant to reinsurance contracts 

issued in the name of such group, plus the group shall maintain a joint trusteed surplus of 

which $100,000,000.00 shall be held jointly for the benefit of U.S. ceding insurers of any 

member of the group as additional security for any such liabilities, and each member of the 

group shall make available to the Commissioner an annual certification of the member's 

solvency by the member's domiciliary regulator and its independent public accountant. 

(5) Credit shall be allowed when the reinsurance is ceded to an assuming insurer that 

has been certified by the Commissioner as a reinsurer in this State and secures its 

obligations in accordance with the requirements of this subdivision. 

(A) In order to be eligible for certification, the assuming insurer shall: 

(i) be domiciled and licensed to transact insurance or reinsurance in a qualified 

jurisdiction, as determined by the Commissioner under subdivision (C) of this subdivision (5); 

(ii) maintain minimum capital and surplus, or its equivalent, in an amount to be 

determined by the Commissioner by rule; 

(iii) maintain financial strength ratings from two or more rating agencies deemed 

acceptable by the Commissioner by rule; 

(iv) agree to submit to the jurisdiction of this State, appoint the Commissioner as 

its agent for service of process in this State, and agree to provide security for 100 percent of 

the assuming insurer's liabilities attributable to reinsurance ceded by U.S. ceding insurers if it 
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resists enforcement of a final U.S. judgment; 

(v) agree to meet applicable information filing requirements as determined by the 

Commissioner, both with respect to an initial application for certification and on an ongoing 

basis; and 

(vi) the assuming insurer must satisfy any other requirements for certification 

deemed relevant by the Commissioner. 

(B) An Association, including incorporated and individual unincorporated 

underwriters, may be a certified reinsurer. In order to be eligible for certification, in addition 

to satisfying the requirements of subdivision (A) of this subdivision (5): 

(i) The Association shall satisfy its minimum capital and surplus requirements 

through the capital and surplus equivalents, net of liabilities, of the Association and its 

members, which shall include a joint central fund that may be applied to any unsatisfied 

obligation of the Association or any of its members, in an amount determined by the 

Commissioner to provide adequate protection. 

(ii) The incorporated members of the Association shall not be engaged in any 

business other than underwriting as a member of the Association and shall be subject to the 

same level of regulation and solvency control by the Association's domiciliary regulator as 

are the unincorporated members. 

(iii) Within 90 days after its financial statements are due to be filed with the 

Association's domiciliary regulator, the Association shall provide to the Commissioner an 

annual certification by the Association's domiciliary regulator of the solvency of each 

underwriter member; or, if a certification is unavailable, financial statements, prepared by 

independent public accountants, of each underwriter member of the Association. 

(C) The Commissioner shall create and publish a list of qualified jurisdictions under 

which an assuming insurer licensed and domiciled in such jurisdiction is eligible to be 

considered for certification by the Commissioner as a certified reinsurer. 

(i) In order to determine whether the domiciliary jurisdiction of a non-U.S. 

assuming insurer is eligible to be recognized as a qualified jurisdiction, the Commissioner 

shall evaluate the appropriateness and effectiveness of the reinsurance supervisory system 

of the jurisdiction, both initially and on an ongoing basis, and consider the rights, benefits, 

and extent of reciprocal recognition afforded by the non-U.S. jurisdiction to reinsurers 

licensed and domiciled in the United States. A qualified jurisdiction shall agree to share 

information and cooperate with the Commissioner with respect to all certified reinsurers 

domiciled within that jurisdiction. A jurisdiction may not be recognized as a qualified 

jurisdiction if the Commissioner has determined that the jurisdiction does not adequately 

and promptly enforce final U.S. judgments and arbitration awards. Additional factors may be 

considered in the discretion of the Commissioner. 
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(ii) A list 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 by rule. 

(iii) U.S. jurisdictions that meet the requirement for accreditation under the NAIC 

financial standards and accreditation program shall be recognized as qualified jurisdictions. 

(iv) If a certified reinsurer's domiciliary jurisdiction ceases to be a qualified 

jurisdiction, the Commissioner has the discretion to suspend the reinsurer's certification 

indefinitely, in lieu of revocation. 

(D) The Commissioner shall assign a rating to each certified reinsurer, giving due 

consideration to the financial strength ratings that have been assigned by rating agencies 

deemed acceptable to the Commissioner by rule. The Commissioner shall publish a list of all 

certified reinsurers and their ratings. 

(E) A certified reinsurer shall secure obligations assumed from U.S. ceding insurers 

under this subsection at a level consistent with its rating, as specified in rules adopted by the 

Commissioner. 

(i) In order for a domestic ceding insurer to qualify for full financial statement 

credit for reinsurance ceded to a certified reinsurer, the certified reinsurer shall maintain 

security in a form acceptable to the Commissioner and consistent with the provisions of 

subsection (c) of this section or in a multibeneficiary trust in accordance with subdivision (4) 

of this subsection, except as otherwise provided in this subdivision. 

(ii) If a certified reinsurer maintains a trust to fully secure its obligations subject to 

subdivision (4) of this subsection and chooses to secure its obligations incurred as a certified 

reinsurer in the form of a multibeneficiary trust, the certified reinsurer shall maintain separate 

trust accounts for its obligations incurred under reinsurance agreements issued or renewed 

as a certified reinsurer with reduced security as permitted by this subsection or comparable 

laws of other U.S. jurisdictions and for its obligations subject to subdivision (4) of this 

subsection. It shall be a condition to the grant of certification under this subdivision (5) that 

the certified reinsurer shall have bound itself, by the language of the trust and agreement 

with the Commissioner with principal regulatory oversight of each such trust account, to 

fund, upon termination of any such trust account, out of the remaining surplus of such trust 

any deficiency of any other such trust account. 

(iii) The minimum trusteed surplus requirements provided in subdivision (4) of this 

subsection are not applicable with respect to a multibeneficiary trust maintained by a 

certified reinsurer for the purpose of securing obligations incurred under this subsection, 

except that such trust shall maintain a minimum trusteed surplus of $10,000,000.00. 
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(iv) With respect to obligations incurred by a certified reinsurer under this 

subsection, if the security is insufficient, the Commissioner shall reduce the allowable credit 

by an amount proportionate to the deficiency and has the discretion to impose further 

reductions in allowable credit upon finding that there is a material risk that the certified 

reinsurer's obligations will not be paid in full when due. 

(v) For purposes of this subdivision (5), a certified reinsurer whose certification 

has been terminated for any reason shall be treated as a certified reinsurer required to 

secure 100 percent of its obligations. 

(I) As used in this subdivision (5), the term "terminated" refers to revocation, 

suspension, voluntary surrender, and inactive status. 

(II) If the Commissioner continues to assign a higher rating as permitted by 

other provisions of this section, this requirement does not apply to a certified reinsurer in 

inactive status or to a reinsurer whose certification has been suspended. 

(F) If an applicant for certification has been certified as a reinsurer in an NAIC 

accredited jurisdiction, the Commissioner has the discretion to defer to that jurisdiction's 

certification and has the discretion to defer to the rating assigned by that jurisdiction, and 

such assuming insurer shall be considered to be a certified reinsurer in this State. 

(G) A certified reinsurer that ceases to assume new business in this State may 

request to maintain its certification in inactive status in order to continue to qualify for a 

reduction in security for its in-force business. An inactive certified reinsurer shall continue to 

comply with all applicable requirements of this subsection, and the Commissioner shall 

assign a rating that takes into account, if relevant, the reasons why the reinsurer is not 

assuming new business. 

(6) Credit shall be allowed when the reinsurance is ceded to an assuming insurer not 

meeting the requirements of subdivision (1), (2), (3), (4), or (5) of this subsection, but only as to 

the insurance of risks located in jurisdictions where the reinsurance is required by applicable 

law or regulation of that jurisdiction. 

(7) If the assuming insurer is not licensed or accredited or certified to transact 

insurance or reinsurance in this State, the credit permitted by subdivisions (3) and (4) of this 

subsection shall not be allowed unless the assuming insurer agrees in the reinsurance 

agreements: 

(A) That in the event of the failure of the assuming insurer to perform its obligations 

under the terms of the reinsurance agreement, the assuming insurer, at the request of the 

ceding insurer, shall submit to the jurisdiction of any court of competent jurisdiction in any 

state of the United States, will comply with all requirements necessary to give such court 

jurisdiction, and will abide by the final decision of such court or of any appellate court in the 

event of an appeal. 
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(B) To designate the Commissioner, the Secretary of State, or a designated attorney 

as its true and lawful attorney upon whom may be served any lawful process in any action, 

suit, or proceeding instituted by or on behalf of the ceding company. This provision is not 

intended to conflict with or override the obligation of the parties to a reinsurance agreement 

to arbitrate their disputes, if this obligation is created in the agreement. 

(8) If the assuming insurer does not meet the requirements of subdivision (1), (2) or (3) of 

this subsection, the credit permitted by subdivision (4) or (5) of this subsection shall not be 

allowed unless the assuming insurer agrees in the trust agreements to the following 

conditions: 

(A) Notwithstanding any other provisions in the trust instrument to the contrary, if the 

trust fund is inadequate because it contains an amount less than the amount required by 

subdivisions (4)(B)-(D) of this subsection or if the grantor of the trust has been declared 

insolvent or placed into receivership, rehabilitation, liquidation, or similar proceedings under 

the laws of its state or country of domicile, the trustee shall comply with an order of the 

Commissioner with regulatory oversight over the trust or with an order of a court of 

competent jurisdiction directing the trustee to transfer to the Commissioner with regulatory 

oversight all of the assets of the trust fund. 

(B) The assets shall be distributed by and claims shall be filed with and valued by the 

Commissioner with regulatory oversight in accordance with the laws of the state in which the 

trust is domiciled that are applicable to the liquidation of domestic insurance companies. 

(C) If the Commissioner with regulatory oversight determines that the assets of the 

trust fund or any part thereof are not necessary to satisfy the claims of the U.S. ceding 

insurers of the grantor of the trust, the assets or part thereof shall be returned by the 

Commissioner with regulatory oversight to the trustee for distribution in accordance with the 

trust agreement. 

(D) The grantor shall waive any right otherwise available to it under U.S. law that is 

inconsistent with this provision. 

(9) If an accredited or certified reinsurer ceases to meet the requirements for 

accreditation or certification, the Commissioner may suspend or revoke the reinsurer's 

accreditation or certification. 

(A) The Commissioner must give the reinsurer notice and opportunity for hearing. 

The Commissioner may suspend or revoke a reinsurer's accreditation or certification without 

a hearing if: 

(i) the reinsurer waives its right to hearing; 

(ii) the Commissioner's order is based on regulatory action by the reinsurer's 

domiciliary jurisdiction or the voluntary surrender or termination of the reinsurer's eligibility 
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to transact insurance or reinsurance business in its domiciliary jurisdiction or in the primary 

certifying state of the reinsurer under subdivision (5)(F) of this subsection; or 

(iii) the Commissioner finds that an emergency requires immediate action and a 

court of competent jurisdiction has not stayed the Commissioner's action. 

(B) While a reinsurer's accreditation or certification is suspended, no reinsurance 

contract issued or renewed after the effective date of the suspension qualifies for credit 

except to the extent that the reinsurer's obligations under the contract are secured in 

accordance with subsection (c) of this section. If a reinsurer's accreditation or certification is 

revoked, no credit for reinsurance may be granted after the effective date of the revocation 

except to the extent that the reinsurer's obligations under the contract are secured in 

accordance with subdivision (5)(E) of this subsection or subsection (c) of this section. 

(10) 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 30 days after reinsurance recoverables from any single assuming 

insurer or group of affiliated assuming insurers exceeds 50 percent 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 30 days after ceding to any single 

assuming insurer or group of affiliated assuming insurers more than 20 percent 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. 

(c) An asset or a reduction from liability for the reinsurance ceded by a domestic insurer to 

an assuming insurer not meeting the requirements of subsection (b) of this section shall be 

allowed in an amount not exceeding the liabilities carried by the ceding insurer. The 

reduction shall be in the amount of funds held by or on behalf of the ceding insurer, 

including funds held in trust for the ceding insurer, under a reinsurance contract with such 

assuming insurer as collateral for the payment of obligations thereunder, if such collateral is 

held in the United States subject to withdrawal solely by, and under the exclusive control of, 

the ceding insurer; or, in the case of a trust, held in a qualified U.S. financial institution, as 

defined in subdivision (d)(2) of this section. This security may be in the form of: 

(1) Cash. 
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(2) Securities listed by the Securities Valuation Office of the National Association of 

Insurance Commissioners and qualifying as admitted assets. 

(3) Clean, irrevocable, unconditional letters of credit, issued or confirmed by a qualified 

U.S. financial institution as defined in subdivision (d)(1) of this section, which are effective no 

later than December 31 in respect of the year for which filing is being made and in the 

possession of the ceding company on or before the filing date of its annual statement. 

Letters of credit meeting applicable standards of issuer acceptability as of the dates of their 

issuance or confirmation shall, notwithstanding the issuing or confirming institution's 

subsequent failure to meet applicable standards of issuer acceptability, continue to be 

acceptable as security until their expiration, extension, renewal, modification, or amendment, 

whichever first occurs. 

(4) Any other form of collateral acceptable to the Commissioner. 

(d)(1) For purposes of subdivision (c)(3) of this section, a "qualified U.S. financial institution" 

means an institution that: 

(A) is organized or, in the case of a U.S. office of a foreign banking organization, 

licensed under the laws of the United States or any state thereof; 

(B) is regulated, supervised, and examined by federal or state authorities having 

regulatory authority over banks and trust companies; and 

(C) has been determined by either the Commissioner or the Securities Valuation 

Office of the National Association of Insurance Commissioners to meet such standards of 

financial condition and standing as are considered necessary and appropriate to regulate 

the quality of financial institutions whose letters of credit will be acceptable to the 

Commissioner. 

(2) A "qualified U.S. financial institution" means, for purposes of those provisions of this 

section specifying those institutions that are eligible to act as a fiduciary of a trust, an 

institution that is: 

(A) organized or, in the case of a U.S. branch or agency office of a foreign banking 

organization, licensed under the laws of the United States or any state thereof and has been 

granted authority to operate with fiduciary powers; and 

(B) regulated, supervised, and examined by federal or state authorities having 

regulatory authority over banks and trust companies. 

(e) Notwithstanding the provisions of this subsection to the contrary, the Commissioner 

shall allow credit for reinsurance ceded and assumed to a pooling arrangement that has the 

following characteristics: 

(1) the majority of the pooling members are licensed to transact business in this State, 

or are licensed in a state that is accredited with the National Association of Insurance 

10 of 11 	 10/27/2020, 10:10 AM 



Vermont Laws 	 https://legislature.vermont.govistatutes/section/08/101/03634a  

Commissioners, or are approved by the Commissioner; 

(2) the members of the pool are subject to joint and several liability; 

(3) all members of the pool agree to file with the Commissioner, annually on or before 

March 1, a copy of the member's annual statement filed with the insurance department of its 

state of domicile; and 

(4) the manager of the pool files with the Commissioner, annually on or before 

December 1, a request to be exempted from the provisions of subdivisions (b)(1) through (4) 

of this section. 

(f) The Commissioner may adopt rules implementing the provisions of this section. 

(g) This section shall apply to all cessions after the effective date of this section under 

reinsurance agreements that have an inception, anniversary, or renewal date not less than 

six months after the effective date of this section. (Added 1991, No. 249 (Adj. Sess.), § 13; 

amended 1993, No. 12, § 6, eft April 26, 1993; 1993, No. 235 (Adj. Sess.), § 1, eff. June 21, 

1994; 1995, No. 180 (Adj. Sess.), § 38(a); 2007, No. 49, § 3; 2011, No. 78 (Adj. Sess.), § 2, eft 

April 2, 2012; 2013, No. 121 (Adj. Sess.), § 1, eff. May 9, 2014.) 
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