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RAB views on US foreign affiliate reinsurance tax proposal 
 
Key concerns  
Insurance Europe’s Reinsurance Advisory Board (RAB) is significantly concerned by recent developments in 
the US Congress, reviving past discussions on legislation that would restrict US insurers’ ability to deduct 
the cost of reinsurance ceded to foreign affiliates (in a former version referred to as the “Neal bill”). 
Under existing law, US insurers may deduct the cost of reinsurance (whether from a foreign or domestic carrier 
and whether underwritten by an affiliated or an unaffiliated reinsurer) as a legitimate business expense. 
 
Denying the deductibility of reinsurance premiums paid to foreign affiliates would increase costs for 
domestic carriers, reduce competition and increase the price of insurance for US consumers. 
 
It is the RAB’s understanding that a concrete change to the US tax code to introduce such tax reform proposals 
may depend on a variety of political and practical factors and is therefore uncertain at this stage. Nevertheless, 
the introduction of a foreign affiliate reinsurance tax is a real threat and could make its way into a bill that is 
expected to be published by the end of October or early November. The RAB further holds the view that such 
tax measures would undermine the efforts of the bilateral agreement between the EU and US on 
insurance and reinsurance measures and put the great achievements made by the negotiating partners 
at significant risk. 
 
Additional background 
This type of restricting measure is not new, given that virtually identical proposals were put forward in recent 
years by former House of Representatives Ways and Means Committee Chairman Dave Camp (R-MI) and 
former Senate Finance Committee Chairman Baucus (D-MT), as well as by Representative Richard Neal (D-
MA) and Senator Mark Warner (D-VA). On some of those occasions, the European Commission expressed its 
concerns, for example on the potential US non-compliance with WTO commitments, in writing to the US 
Congress (copies of the letters are attached).  
 
In a Senate Finance Committee hearing on 27 September, concerns were again raised with respect to the use 
of premiums paid to foreign affiliate reinsurers by US-based insurers for the purposes of artificially decreasing 
their US-taxable income. Worryingly, these concerns may be used as justification for a foreign affiliate 
reinsurance tax, disregarding the fact that the OECD BEPS Action 3 recommendations specifically noted that 
affiliate reinsurance had a clear business purpose and was not a tax-avoidance scheme, as well as providing 
a host of data showing the importance of foreign affiliate reinsurance to US-based insurers. The most recent 
illustration of this importance is that, in the extraordinary 2017 hurricane season, it is estimated that more 
than 50% of Hurricane Harvey, Irma and Maria insured losses will be paid by global reinsurers (most of which 
are incorporated in the EU). Early rough estimates are that these three storms alone will generate losses in 
excess of $100 billion across US states and territories in the Caribbean.   
 
Denying the deductibility of reinsurance premiums paid to foreign affiliates would increase the cost to domestic 
carriers, reduce competition and increase the price of insurance for US consumers. Indeed, a recent study by 
the Brattle Group found that, if enacted, a tax on foreign affiliate reinsurance would reduce the net supply of 
reinsurance in the US by an eighth – $18.3 billion. The same Brattle Group study found that a tax would cause 
insurance and reinsurance premiums to significantly increase – consumers would have to pay $5 billion in 
higher annual costs for the same coverage. Furthermore, this proposal clearly poses the risk of discriminatory 
treatment of European reinsurers, which would be put at a significant competitive disadvantage to US-based 
reinsurers. 
 
 

http://www.brattle.com/system/news/pdfs/000/001/172/original/Brattle_Impact_Study_2017.pdf?1485188542
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