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Lloyd’s US reinsurance and state level collateral

Link to California reduced collateral regulation

Summary

This bulletin is addressed to all Lloyd’s market stakeholders dealing with the placement,
underwriting, settlement and regulatory reporting of Lloyd’s US reinsurance business.

Lloyd’s has been approved by the California Department of Insurance to post reduced
collateral in respect of US property & casualty reinsurance contracts with California
domiciled cedants. This is applicable to new and/or renewal business with respect to
policies incepting on or after 01 July 2016 where commercially acceptable and practical to
all contracting parties.

Lloyd’s is also approved under the Florida, New York and Pennsylvania reduced collateral
regulations, details of which can be found in Lloyd’s market bulletin Y4508, Y4524 and
Y4867 (see “Related links” above).
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http://www.lloyds.com/~/media/Files/The%20Market/Communications/Market%20Bulletins/2011/07/Y4508.pdf
http://www.lloyds.com/~/media/Files/The%20Market/Communications/Market%20Bulletins/2011/08/Y4511.pdf
http://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&ved=0CCMQFjAA&url=http%3A%2F%2Fwww.lloyds.com%2F~%2Fmedia%2Ffiles%2Fthe%2520market%2Fcommunications%2Fmarket%2520bulletins%2F2011%2F10%2Fy4524.pdf&ei=dSvGVJTHMsP0OsuWgJAH&usg=AFQjCNHBnfrpghTSogoTbAZHz4nF2jcJDg&bvm=bv.84349003,d.ZWU
https://www.lloyds.com/~/media/files/the%20market/communications/market%20bulletins/2015/02/y4867.pdf
http://www.lloyds.com/the-market/communications/regulatory-communications-homepage/usa-reinsurance-and-state-level-collateral
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml?lawCode=INS&division=1.&title=&part=2.&chapter=1.&article=10.

Uniform Certified Reinsurer Application Checklist

Following approval in Pennsylvania, Lloyd’s approval in California is the second occasion
where Lloyd’s has been able to utilise the application process set out under the NAIC’s
recently introduced Uniform Certified Reinsurer Application Checklist process. The NAIC’s
recognition of the UK as a Qualified Jurisdiction enables UK reinsurers to apply through this
process.

California Approval

Lloyd’s made an application to the California Department of Insurance which has now been
approved enabling Lloyd’s syndicates the option to post 20% of gross liabilities® (instead of
100%) in respect of US reinsurance contracts with California domiciled cedants. This
applies to new and/or renewal business with respect to policies incepting on or after 01 July
2016. For detailed guidance addressing the requirements for reduced collateral contracts
please refer to Lloyd’s market bulletin Y4511, dated 19 August 2011 (see “Related links”
above). This covers contract requirements, the collateral securing these contracts and the
processing and regulatory reporting of this business.

Reinsurance contracts supported by reduced collateral requirements must be funded
outside of Lloyd’s US trust funds arrangements (ie the Lloyd’s Credit for Reinsurance Trust
Funds (CRTFs) and the Lloyd’s Credit for Reinsurance Joint Asset Trust Fund (CRJATF)).
These contracts will be funded on a cedant and contract specific basis where alternative
security may be agreed between the parties to permit the cedant to take credit for
reinsurance under the California regulation. This may take the form of letters of credit, funds
withheld or cedant specific trusts. However, Lloyd’s syndicates may continue to fund
reinsurance contracts issued to California cedants through the current CRTF arrangements,
at 100% of gross liabilities, where this is commercially preferable to the parties to the
reinsurance.

NAIC Model Law and future updates on Lloyds.com

At the NAIC Summer 2016 National Meeting, it was agreed that the NAIC model law, which
addresses Certified Reinsurer approval, will become an accreditation standard. Lloyd’s has
long advocated for broader, harmonised reform of US reinsurance collateral rules, this
important development means all states will need to adhere to the model law in order to be
accredited by the NAIC. At present all states are accredited, to remain so they will need to
have implemented the NAIC Model law legislation with effect from 1 January 2019.

Guided by the commercial priorities of the market, Lloyd's will now seek to accelerate the
application process to gain approval in additional states where reduced collateral is
permitted under their insurance code. As Lloyd’s gains further state approvals and more

! This reduction is based on Lloyd’s current financial strength ratings, which at the date of this bulletin, were an A rating from

A.M. Best, A+ from Standard & Poor's and AA- from Fitch Ratings.
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states adopt the reduced collateral law, Lloyd’s will review the potential for the current US
reinsurance trust fund arrangements to be replicated for the reduced collateral business.

For details on which states have adopted reduced collateral legislation, and future updates
on Lloyd’s application status, please refer to the Lloyd’s US reinsurance and state level
collateral page on lloyds.com (see “Related links” above).

Further information

If you have any queries relating to this bulletin please contact:

Lloyd’s International Trading Advice

Lloyd’s Desk, Ground Floor, Underwriting Room
Telephone: +44 (0)20 7327 6677

Email: LITA@Iloyds.com
www.lloyds.com/crystal

or

Steve Yates

Senior Manager, Lloyd’s International Regulatory Affairs
Telephone +44 20 7327 5351

Email stephen.yates@Iloyds.com

Luther Collins

Executive, Lloyd’s International Regulatory Affairs
Telephone +44 20 7327 6051

Email: luther.collins@lloyds.com
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