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Introduction

In recent years, asset-intensive reinsurance has become an increasingly popular method for life insurance companies
to manage balance sheet risk, reduce capital requirements, and obtain access to the private credit origination
capabilities of large investment management companies. In the United States, the life insurance industry has seen a
surge in in-force block and new business (flow) asset-intensive reinsurance transactions, both offshore and onshore.
In response to this trend, the National Association of Insurance Commissioners introduced Actuarial Guideline 55
(“AG 55" or “the Guideline”) with the intention of ensuring that this increased reinsurance activity does not result in
cedants holding insufficient statutory reserves on their balance sheets." Broadly, AG 55, which became effective as of
December 31, 2025, requires an additional disclosure for cedants that reinsured business be recognized along with
net retained business as part of the cedant’s portfolio for the purposes of asset adequacy testing. This paper provides
an overview of several types of asset-intensive reinsurance transactions and considerations that a cedant may wish
to assess in light of the requirements of AG 55.

We hope this paper is helpful for companies as they navigate the upcoming regulatory filing deadline of April 1, 2026.
The analysis shared in this paper is illustrative and may not consider all potential reinsurance situations and their
implications, nor may it be exactly comparable to any given insurer’s unique situation. We encourage readers to carry
out their own evaluation of their reinsurance arrangements to understand the potential implications of AG 55 for

their business.

Introducing our hypothetical cedant: Company XYZ

The case study focuses on Company XYZ, a hypothetical cedant that is a large U.S. life company with multiple
reinsurance counterparties, both onshore and offshore. The reinsurance treaties in scope are assumed to cover
the insurance contracts not subject to principle-based reserves (PBR), and where the reserve credit is based on
rule-based reserving requirements. Figure 1 outlines the current reinsurance arrangements and counterparties
facing the cedant.

FIGURE 1: OVERVIEW OF COMPANY XYZ’S REINSURANCE TRANSACTIONS (IN USD MILLIONS)

TYPE OF STATUTORY
TREATY DOMICILIARY REINSURANCE TYPE OF RESERVE
EFFECTIVE DATE COMPANY/COUNTERPARTY JURISDICTION CEDED BUSINESS CREDIT
12/31/2020 Offshore Reinsurer A Offshore Coinsurance FWH* GLWB* Rider 200
12/31/2021 Offshore Reinsurer B Offshore Coinsurance FWH FIAM 4,000
12/31/2022 U.S. Reinsurer C u.s. Coinsurance Universal Life (UL) 6,000

1. National Association of Insurance Commissioners. (n.d.). Actuarial guideline LV: Application of the valuation manual for testing the adequacy of
reserves related to certain life reinsurance rates. Retrieved March 6, 2026, from https://content.naic.org/sites/default/files/inline-
files/AG%2055%28adopted%29_1.pdf.
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TYPE OF STATUTORY
TREATY DOMICILIARY REINSURANCE TYPE OF RESERVE
EFFECTIVE DATE COMPANY/COUNTERPARTY JURISDICTION CEDED BUSINESS CREDIT
12/31/2023 U.S. Reinsurer D u.s. YRT** Term Life 25
12/31/2024 Offshore Reinsurer B Offshore Coinsurance FWH FIA 2,000

* Funds withheld reinsurance

A Guaranteed lifetime withdrawal benefit
M Fixed-indexed annuity

** Yearly renewable term

In XYZ'’s current VM-30 memorandum, there is information about the counterparties and protections of risk related to

the counterparties, and why Company XYZ’s Appointed Actuary is comfortable with the counterparty risk. The current

memorandum includes:

= Information about the quota share for coinsurance treaties.

= Information about the ratings of the counterparties, when available.

= Information about the asset trust when applicable for funds withheld or modified coinsurance treaties, including
any collateralization requirements.

The first step XYZ will take when assessing AG 55 is which business is in scope for the Guideline. The decision tree,
outlined in the Appendix of this paper, leads to the treaties with Offshore Reinsurer B being in scope. The materiality
of the combined reserve credit with the counterparty indicates that AG 55 applies to this transaction. For the other
transactions, AG 55 is out of scope for the following reasons:

= Offshore Reinsurer A has a small enough reserve credit provided to Company XYZ.

=  Both of the U.S. reinsurers, C and D, are presumed to be currently filing a VM-30 actuarial memorandum.

= YRT agreement for the U.S. Reinsurer D would not be considered asset intensive.

For the case study, there is other pertinent information for the two reinsurance treaties with Offshore Reinsurer B,
outlined below in Figure 2.

FIGURE 2: DATA RELATED TO THE TRANSACTION BETWEEN XYZ AND OFFSHORE REINSURER B (IN USD MILLIONS)

(a) Company XYZ Statutory reserve credit (from Figure 1) 4,000 2,000
(b) Quota share* 50% 80%
(c) Trust collateral requirements (Percent of statutory reserve credit)* 102% 103%
(d) = (a)*(c) Total assets in trust** related to transaction 4,080 2,060
(e) Guideline Excluded Assets supporting assumed reserves* 60 40
(f) = (d)-(e) Non-Guideline Excluded Assets 4,020 2,020
(9) Type of Guideline Excluded Assets Letter of Credit Credit-Linked Note
(h) Offshore Reinsurer B assumed reserve* 3,500 1,800
(i) = (a)/(b) AG 55 Pre-reinsurance reserve 8,000 2,500
(j) = (h)+(i)-(a)-(e) AG 55 Post-reinsurance reserve 7,440 2,260

* Additional assumption
** Book value trust

The following section outlines considerations a cedant will give when applying the AG 55 requirements and provides
examples of how XYZ would apply these considerations for its treaties with Offshore Reinsurer B.
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Considerations for cedants applying the AG 55 requirements

RISK IDENTIFICATION

Risk identification is the foundation for determining how much scrutiny a transaction requires. In practice, the
appointed actuary is expected to evaluate both the magnitude and the nature of the risks and to calibrate their
analysis accordingly. Several risk drivers are emphasized.?

First, when the assuming company does not provide
a VM-30 actuarial memorandum to a U.S. regulator,
the lack of regulatory oversight itself heightens risk,
as the cedant and its domestic regulator may have
reduced visibility into the counterparty’s practices
and financial resilience.

Second, a significant reserve decrease in the
Post-reinsurance reserve, measured against the
Pre-reinsurance reserve, signals the potential for
regulatory scrutiny, calling for more granular
analysis to understand why reserves are lower and
whether that reduction is an artifact of different
assumptions, product mechanics, and/or genuine
risk transfer.

Third, the type and quality of assets backing the
transaction matter. If the treaty relies extensively on
Guideline Excluded Assets (e.g., non-admitted
assets, letters of credit, credit-linked notes) then the
reliability of those assets under stressed conditions
must be questioned and examined directly.

Fourth, reinsurance collectability risk is a major
consideration. The Guideline points to indicators
impacting the counterparty—such as deteriorating
financial strength ratings, strained capital positions,
adverse liquidity ratios, regulatory actions, late
payments, and declining asset quality—as signals
that collectability could be jeopardized in adverse
environments.

For XYZ, since Offshore Reinsurer B is not
domiciled in the United States, it is not required
to submit a VM-30 memorandum to any

U.S. regulator; this could potentially pose

a risk to XYZ.

For XYZ, Treaty 1 and Treaty 2 saw the reserve
decrease from Pre-reinsurance to Post-
reinsurance by $560 million and $240 million,
respectively (7%-10% of the Pre-reinsurance
reserve). This difference may warrant some
level of attribution analysis to further understand
the drivers.

For XYZ, only a small portion of assets are
Guideline Excluded Assets ($60 million out of
$4,080 million for Treaty 1 and $40 million out of
$2,060 million for Treaty 2), so this may not be
as material or relevant for XYZ'’s analysis.

For XYZ, given both Treaties are FWH and
overcollateralized, the structure of the
transactions provides some relief against
reinsurance collectability risk. The trusts
established for the transactions will protect XYZ
from the risk of Offshore Reinsurer B failing to
remit the assets. The overcollateralization
further provides protection against unexpected
asset defaults or write-downs.

2. Ibid. Section 4
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The appointed actuary’s risk identification should also encompass treaties and structures both within and outside the
United States, reflecting the global nature of many modern transactions. While structural protections like trusts or
funds withheld arrangements can mitigate risk, the Guideline cautions against assuming they are sufficient without
careful review of terms, asset quality, control over funds, and alignment with the ceded liabilities. The overarching
implication is that the appointed actuary must make an explicit, well-reasoned case tying the identified risks to the
rigor of the planned analysis and documentation.

CASH FLOW TESTING OR OTHER ANALYSIS

Methodology

The offshoot of the risk-based perspective above leads to concrete
expectations for analysis and documentation. In general, cash-flow testing
(CFT) is expected for treaties within the scope of AG 55, unless specific,
limited conditions for exemption are met.® The intent is that higher-risk

Specific to XYZ, given the
nature of the liabilities covered
by the treaties and the

transactions receive more detailed, treaty-specific CFT of the Post-reinsurance likelihood of these liabilities
reserve, while lower-risk transactions may employ somewhat less rigorous being backed by complex
methods. Throughout, the appointed actuary is seen as the integrator of this assets or assets containing
Guideline’s requirements with other relevant information, charged with forming embedded options, CFT would
a professional opinion on reserve adequacy. AG 55 does not prescribe seem to be the only appropriate
whether additional reserves must be held; rather, it expects the appointed option available to XYZ’s
actuary to exercise judgment. The Guideline acknowledges regulators’ Appointed Actuary.

authority to require additional reserves where they deem so prudent.

When the risk profile is lower, AG 55 allows for alternatives to full treaty-level CFT. Gross premium valuation or other
asset adequacy techniques consistent with ASOP No. 22 may be appropriate, provided the analysis is supplemented
to account for asset risks and the explicit effects of Guideline Excluded Assets. The appointed actuary should make
clear, for example, how disintermediation risk and other asset-specific vulnerabilities are incorporated.

In many cases, a pure gross premium valuation is not suitable (e.g., if asset risk is substantial). A related tool,
attribution analysis, is highlighted as particularly useful for transparency. In situations where multiple treaties exist
with the same counterparty, some aggregation of analysis and results may be acceptable, but the appointed actuary
may deem (and regulators may still require) treaty-level CFT, especially when risk concentration is high.

The Guideline also recognizes practical constraints. If full information is unavailable, the appointed actuary may use
reasonable and conservative simplifications and approximations, provided these do not bias results favorably

and the rationale is documented.

In the case of XYZ, asset information may potentially not be readily available from Offshore Reinsurer B (due to
reporting lag, reporting basis difference, private/bespoke assets, lacking assumptions, etc.). If that is the case,
it will be up to XYZ’s Appointed Actuary to exercise their professional judgment and perform the analysis with a
simplified assumption that reflects the appropriate amount of conservatism.

While not in scope for AG 55 requirements, XYZ’s treaty with Onshore Reinsurer C, if in scope, could cause
instances where XYZ does not have full visibility into the assets backing the policyholder liabilities, given it is a
coinsurance transaction without a trust. As such, conservative assumptions would need to be considered by
XYZ’s Appointed Actuary when performing the analysis where his or her professional judgment are applied.

3. Ibid. Section 5.
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Similar memorandum

AG 55 introduces the concept of a Similar Memorandum as an alternative form of documentation in certain
circumstances. This is a non-VM-30 report that still contains the essential elements needed for a regulator, assisted
by the Valuation Analysis Working Group (VAWG), to assess reserve adequacy under moderately adverse
conditions. The memorandum must be clearly readable and address specific referenced risks most relevant to the
Guideline. For more detail on Similar Memorandum requirements, see the prior paper, Similar memorandum

requirements under AG 55—summary and analysis.

While the Guideline is clear about exemption from its requirements for
companies required to complete a VM-30 memorandum, it is unclear how
reinsurance companies opting to do a fully compliant VM-30 memorandum
would be treated. Conceptually, that may be a possible way to avoid gross of
reinsurance testing as the regulator would then have full insight into both the
ceding and assuming companies. Actuaries that are considering an approach

such as this should approach their regulator to confirm it would be acceptable.

Exemptions

For each of XYZ'’s offshore
reinsurers, XYZ may possibly
be able to consider this option
with its regulator if either
reinsurer opts to develop a
VM-30 memorandum.

AG 55 outlines a pathway for exemptions from CFT, though such exemptions are deliberately limited. A domestic
regulator may grant an exemption where the counterparty is truly external—meaning it is not an affiliate or related
party, it has not assumed a significant portion of reserves from the cedant group, and the cedant group has only a
minimal ownership stake—and where the risks identified are not substantial after considering mitigants like trusts or

funds withheld. The Guideline is careful to note that holding gross statutory reserves in a funds withheld account with

a highly rated counterparty is not, by itself, enough to justify exemption. If a reserve decrease occurs, the appointed
actuary should provide an attribution analysis, including the effect of excluded assets, unless other supporting
analysis demonstrates that all relevant risks are immaterial. Any exemption should be accompanied by notification
and supporting materials to VAWG, with early notice encouraged to facilitate review. Even with these pathways, the
domestic commissioner retains discretion and may require CFT on specific treaties or counterparties as

circumstances warrant.

STARTING ASSET AMOUNT

AG 55 lays out the technical expectations for CFT under the Guideline,
with particular attention to the concept of the starting asset amount,
scenario design, assumption margins, and the modeling of assets when
information is limited.* The Guideline adopts a conservatism principle for
the starting asset amount: All else equal, a lower starting asset amount
tends to produce lower ending surplus in CFT, increasing the likelihood
that additional reserves would be considered prudent. Consistency in
measurement is also important; the starting asset amount should be
determined on the same basis, book or market value, as liabilities. Every
in-scope treaty must include a mandatory CFT in which the starting asset
amount equals the Post-reinsurance reserve. Where that reserve amount
is not available for a non-affiliate, the appointed actuary should apply the
AG 55’s principles on reserves, excess capital, and collateral to establish
an appropriate starting asset amount, reflecting conservatism where the
ceding company does not have visibility into the reinsurer treatment. In
the case of XYZ, the starting asset amount for the mandatory run will be
the Post-reinsurance reserve ($7,440 million for Treaty 1 and $2,260
million for Treaty 2), and the assets backing these balances should not
include any Guideline Excluded Assets.

4. Ibid. Section 6
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In the case of XYZ, the starting
asset amount for the mandatory run
will be the Post-reinsurance reserve
($7,440 million for Treaty 1 and
$2,260 million for Treaty 2), and the
assets backing these balances
should not include any Guideline
Excluded Assets.

For both Treaties, since the asset
balance excluding the Guideline
Excluded Assets ($4,020 million
and $2,020 million for Treaty 1 and
Treaty 2, respectively) in the trusts
exceeds the Assumed Reserve
held by Reinsurer B ($3,500 million
and $1,800 million, respectively),
there is no shortfall of starting
assets.
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Beyond this mandatory run, AG 55 permits optional alternative runs using a starting asset amount higher than the
Post-reinsurance reserve, but only with detailed justification. The rationale for a higher starting asset amount must be
rooted in the availability and dedication of assets to the reinsured block, and it should exclude Guideline Excluded
Assets unless their role is explicitly explained. In addition, the presence of appropriate excess capital, conceptually
aligned with U.S. risk-based capital standards, must be considered. If little or no excess capital remains beyond the
starting asset amount, the starting asset amount may need to be reduced so that sufficient capital is available to
support the block under conditions more severe than moderately adverse. For more detail on Alternative Asset
requirements, see the prior paper, AG 55: Alternative run examples.

Scenario selection should transparently capture reinvestment and disintermediation risks (for example, by
considering the New York 7 interest rate scenarios) and should clearly explain how these and other key risks are
analyzed. The Guideline emphasizes that significant risks beyond interest rate movements, such as the illiquidity
inherent in high-yield assets, must be addressed. If the investment strategy relies on illiquidity premiums to
generate returns, the analysis should include scenarios that show potential losses when liquidity is constrained,
even if those scenarios go beyond moderately adverse conditions, to demonstrate a comprehensive understanding
of loss potential.

For business valued under principle-based reserving frameworks, like VM-20, VM-21,

and VM-22, AG 55 seeks coordination rather than redundancy. In such cases, As documented above,
documentation of the Pre-reinsurance PBR reserve, reflecting liabilities and none of the XYZ
supporting assets under moderately adverse conditions, can be appropriate in lieu of reinsurance treaties in
separate CFT for this Guideline. The appointed actuary should compare the Pre- our case study consider
reinsurance PBR reserve to the Post-reinsurance reserve to assess whether the blocks subject to PBR.

block appears sufficient or deficient under the relevant conditions.

ATTRIBUTION ANALYSIS

In general, CFT of the Post-reinsurance reserve is expected for treaties that fall within the scope of the Guideline.
For treaties where CFT is already being performed, attribution analysis is an optional, but strongly encouraged,
requirement.® For treaties where CFT is not performed for reasons such as identified risks being non-substantial or
exemption through the Guideline Sections 2.C. or 5.H., an attribution analysis, as an alternative form of analysis, is
required absent of other supporting analysis concluding risks are immaterial.

The purpose of the attribution analysis is to break down the decrease between Pre-reinsurance reserve and
Post-reinsurance reserve into various components tied to key actuarial and asset assumptions, reserve jurisdiction
differences, and reinsurance structure.

5. Ibid. Section 7
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Using XYZ'’s Treaty 1 with Offshore Reinsurer B as an example:

= |dentify the Pre-reinsurance reserve on the cedant’s statutory basis ($8,000 million).

= Derive the Post-reinsurance reserve of $7,440 million, which comprises the assets held by the cedant
plus the reserves held by the assuming company less any reserve amount backed by Guideline Excluded
Assets.

=  Construct and quantify a list of attribution components going from Pre-reinsurance reserve to
Post-reinsurance reserve. These components could include:

— Removal of the cash surrender value floor
— Moving from book to market value for assets due to interest rate changes
— Moving from moderately adverse actuarial assumptions to best-estimate basis
— Change in scenario basis (e.g., stochastic versus deterministic)
—  Other changes to future cash flows stemming from different liability or investment assumptions
= Provide comments if changing the order of attribution components results in material change in the impact
from any single component.

=  For each attribution component, provide a narrative explanation describing the reason behind each
component and how it ties back to key assumptions.

AGGREGATION RULES

AG 55 prescribes strict rules around aggregation such that strong treaties cannot
overtly subsidize the weakness in others, especially across different 17 @250 Gl A2 (17 (e

i 6
counterparties and product types. (eEiEs FeseEiEiEs v

The Guideline proposes that CFT be performed separately by counterparty. Offshore Reinsurer B are
Based on the results from the separate CFTs, the various segments are labeled allowed to be aggregated
as either a Deficient Block or a Sufficient Block. Aggregation that involves a given that they are ceded to
Sufficient Block subsidizing a Deficient Block is only permitted within the same the same counterparty.
counterparty.

If additional asset adequacy reserves are avoided due to subsidies from aggregation, the Guideline then requires
further explanation documented in the memorandum, including the stability and reliability of the Sufficient Block.
Discussions around the underlying risks, assumptions and potential impact under stress scenarios could help form a
strong supporting argument for not holding additional asset adequacy reserves.

DOCUMENTATION REQUIREMENTS

All AG 55 documentation related to CFT analysis, sensitivity test results, and any attribution analysis need
to be easily identifiable in a section of the actuarial memorandum or as a standalone AG 55 memorandum.
These are due by April 1 following the applicable valuation date.

The Guideline expects, at a minimum, documentation’ and any supplemental materials that clearly provide
information on treaties; detailed CFT assumptions and methodology; CFT results, including accompanying
discussions to address any negative surplus; and the results of any attribution analysis, along with necessary
commentary and qualitative identification of risks, such as Guideline Excluded Assets supporting the Post-
reinsurance reserve or concerns around reinsurance collectability.

6. Ibid. Section 8.
7. Ibid. Section 9
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AG 55 expects documentation to meet VM-30 and Actuarial Guideline 53 standards and to present key elements

in a structured template. Assumption margins should be documented thoughtfully, reflecting volatility and uncertainty,
and sensitivity analyses should be presented for key risk drivers like mortality, lapse, benefit utilization, and/or

asset performance.

In the case of XYZ, documentation would need to include information on all the treaties (as listed in Schedule S)
with clear reasoning on which treaties are in scope of AG 55. Given that the two blocks of FIAs ceded to
Offshore Reinsurer B are in scope of the Guideline, the lapse assumptions will be a key area of focus. As such,
it is reasonable to expect XYZ to provide detailed information on the base and dynamic lapse rates underlying
these two blocks and explanations on how these reflect reinvestment and disintermediation risks in CFT.

The AG 55 document should provide clear conclusions on whether the reserves are adequate for the reinsured
blocks and include rationale for not holding any additional asset adequacy reserves. Finally, the AG 55 document
must be prepared by a qualified actuary and comply with the relevant Actuarial Standards of Practice.

For convenience, the NAIC Life Actuarial Task Force provides a sample workbook of template worksheets on the
NAIC website.® These worksheets form an expectation or act as a general guideline for information that the NAIC is
looking for as it relates to the documentation of the various requirements under AG 55. For example, the workbook
includes sections for treaty information and risk identification and asset yield information for both cedant and
reinsurer, as well as tables for summarizing CFT results.

Conclusion

The initial filing is just around the corner. Insurers should now be thinking of the implications of AG 55 and whether
their treaties are subject to them. In this paper, we went through several common types of situations (by no means an
exhaustive list) and examined the AG 55 requirements to which the cedants may be subject. In the time that remains
before the filing, we believe it is important for cedants to:

= Determine the scoping for each of their reinsurance transactions considering size, effective date of the applicable
treaty, and availability of VM-30.

= Develop risk analysis resulting in a decision whether to subject an applicable block to CFT or use another
adequacy method.

= Assess whether any of the alternative runs may apply.

= Identify situations where data from the reinsurers may not be available and determine how to address
those situations.

=  Prepare relevant attribution analysis for the deficient blocks.
= Discuss AG 55 implications—and possible exceptions—with your domiciliary regulator.
=  Fill out the required template and prepare comprehensive documentation.

This is the fourth paper in a series of papers we plan to send out periodically to keep you informed about the progress
and implementation of AG 55. Our earlier papers are available here:

=  Proposed enhancements to reserve adequacy requirements for life insurance companies

=  Similar memorandum requirements under AG 55-summary and analysis

= AG 55: Alternative run examples

Our goal is to ensure that you have the necessary information and support to comply with the new requirements

effectively. If you have any questions about the content of this report or other AG 55-related topics, please contact
the authors of this paper.

8. National Association of Insurance Commissioners. (n.d.). AG 55 Templates 2025 YE. Retrieved March 6, 2026, from
https://content.naic.org/sites/default/files/inline-files/AG%2055%20Templates%20-%202025%20YE. .xIsx.
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Appendix. AG 55 Scoping Decision Tree?

Is the transaction an asset intensive reinsurance transaction?

Is the transaction ceded to an entity required to submit a VM30?

Is the transaction established on or after 1/1/20167?

Does the transaction meet any size and concentration criteriat?

Is there significant
collectability risk?

Was it established 1/1/2016 - 12/31/2019?

Do exemption criteria in
section 2.C apply?

OUT OF APPLY FOR
SCOPE EXEMPTION

Notes: tSize and concentration criteria

1. In excess of $5 billion of reserve credit or modified coinsurance reserve

2. Combined reserve credit and modified coinsurance reserve in excess of:
a. $1 billion and

b. 5% of ceding company Exhibit 5 gross life insurance plus Exhibit 5 gross annuity reserves plus Exhibit 7 reserves and separate account
reserves to the extent such reserves are included in the combined reserve credit and modified coinsurance reserve.

3. Combined reserve credit and modified coinsurance reserve in excess of:
a. $500 million and

b. 10% of ceding company Exhibit 5 gross life insurance plus Exhibit 5 gross annuity reserves plus Exhibit 7 reserves and separate account
reserves to the extent such reserves are included in the combined reserve credit and modified coinsurance reserve.

4. Combined reserve credit and modified coinsurance reserve in excess of:
a. $100 million and

b. 20% of ceding company Exhibit 5 gross life insurance plus Exhibit 5 gross annuity reserves plus Exhibit 7 reserves and separate account
reserves to the extent such reserves are included in the combined reserve credit and modified coinsurance reserve.

9. National Association of Insurance Commissioners. (n.d.). Actuarial guideline LV: Application of the valuation manual for testing the adequacy of
reserves related to certain life reinsurance rates. Section 2. Retrieved March 6, 2026, from https://content.naic.org/sites/default/files/inline-
files/AG%2055%28adopted%29_1.pdf.
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