© State Regulation of Insurance

@ MeCorvangFergusnn Acl 51945} — “buslness of
insurance” regllated by the sfates

» Department of Inaurance

; o Comninissioner / Superinlendent / Tirector

& Maslly Apprinted by Governor
© Blected - 14 states
< Appointed by Leglslabre - 1

¢ Department of Insurance
& Commisstonsr, Deputy (&
@ Lleensing ~ Agent/Broker

Ingwrance Department Qverview

@ Basi¢ Funetions Of Ingurance Regilation o Products Regulation '
& forms H
o Role Of The NAIC . : ot
o Summary Information On U8, Industey & Tnsuirer Rlnancial Reglation:
@ Llcensing & Admissions
alntaraction Bebwesn Regulators And & Flnancial Analysis & Examination

Legislators & Market Conduct/Consumer Affairs
. . « Legal

¢ Consumer Educatlon

@ Others
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Insuranee Proteer

»Sodvency Suwvaillonca (finnacial remilation)
> Ensnre Agpropiate & Equiliible Rutes (Brodusts)

> Comptex E Toehoieal Natyue OF Inquranee Contracts {Consuiner
Strvious, producty, ranasutivn epgroc

3+ Protest ConsummeLs Aguinst Frand & Uelblen] Markat Behaiar
{Markot Candet, 4gante, Crbinnl hivestigntion)

» Paater Bificieat Tnsucance Mackels (hfucket Davelopaens)

* Reatzict Abllity OF Insuvers To Withelraw Frow: Certal Markels
(Mucket Development)

T Enfaves Ipanenste: Taws
Enanra Laws Ave Fellowed & Tunlementer Correotly
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¢ [nsurance Department Daka
@ Toba budgets an1o: $1.96 R
o Total birdgets wooy: $1.60 B
o 1590 full time employaea

' Ta Preserve Open, Comipetitive Mavkots

< Fandiug Sources 4 % Provent Under-priecd Products To Galn Market Shurs
o Mpplications, Fillng Feos & Asses 3 Ensure Thal Premlum Levels Ace Adequate
4 Ifinea & Pennltlea
& General Furnds To Maintaln Insuwrer Selvency
& Premium Tsxes ¥ Continucusly Monitar Tnsurers' Financial Condition

¥ Enstire Thal Insurers Are Financially Able To Pay Clolms

To Keep the Publis hwoymed
® Consumer Proleclion
% Insure IJ Campaign
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= Repulation for Relnsurers More Pocused on Solvency and Credit
Isaues
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@ National Association of Insurance Commissioners
(NAIC)

@ 56 Indecietions
1 50 sk
& Washington, 20
o 51 ter'\‘mrias”
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@ Executhve (iflee — Washington, TIC
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Specifically. ..

« Array of Informationsl Tools, Resourees and Producls

* Insurance Ceanpauy Financial Data, Market Condue!
Data, Secwrities Yaluation Data, Model Laws aud
Industry Puhlications

» Legal Suppart
+ Resenrch Bupport
+ Education

» Opportunities for Regulnlors to Came Together

Honlres] dsaien &
[t

o Triannual Meetings of Members
o Annual Commissioner's Retreat
© Tntertm Meetings

& Committees, Working Groups, Task
TForees

el Herllsgs with 5,699 Tt Aticadies
aterjm Meztlngs
tondevence. Calls (Mﬂmhm Ii-Free Anteas)
G Fanleci Josumer Representetiv
739 Millun Totul Medle Trgueeslons {17, Rudlo Wiks, Cannenge diexts)
Lisa Tulfilled Medts Requnsts
6.5 Milllon Viskis ks NAIC Wobsite (i)
35695 Vasite ko Losure U Website [epgimratan )
St Million Visis: to NXICs Begulnter-Only -2ITE Webeina
505475 Iwranen Prod it Submissioris 0 The Sxstem for Blarirantc Rawn
and Foamn Fling (IERITF
7,01 Ontlne Fraud Refereals 1o Mewbers
4,721 Annual and Cusrracly Fieanckal Sutements
1 Pobslleulinns il Dala Brody
4t Millinn, Thata Bleents in Filanetl Dita Beycsitory
4968 Uaiferr Cortifiests of - \ull\am) Ar-uhwlms Tronmmilted & Mewbes
2u§ Clnosroom cr nline Bdventlon
36,1740 Fulfilled RAIC: Hulp Dosk hu 1)hmg,'n mafl)
el Seatnsary Aovantay Ee Flitncial Reporing inpsirive
#176 Fullilled Resenrch Libeary laglrle
g I’ull Aeneditnlion Reviews
B Fav-gecrdiiation Reriews
42 Inlerim Ageredntion

Model Luws
+ Developed to Bstablish Standavds

+ Gan Be Adopted*As Ts' or Modified Slightly to Mest Stale
Speelfic Needs

v [lelps Consumers
» Keeps Company Casts Dowry
» Mew Plan for Canststent Review and Updato

» Many Model Laws Become MNatiouwide Stanclards:
» Accreditation Standardy
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Solvency and Acereditation

+ MAIC's Flnancial Regulation & Accounbing Divislon Provides
Finanelal Regulation and Salvency Survelllance Support to
States - Monltoring Approx, £,300 Largest Insurers

+ 1980 Polley Statement - Financial Repulation Standards
« 1500 - Farma) Certiflontion Program ~ Accreditalion

+Annual Evaluation and Re-certlfieation at 5 Year
Intervals

« Standards Are Flexible in Order to Adapl bo Changlng
Marlet Needs

« A5 of June 2009 - all 5o States Certified/Ascrodited
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AIC Publications

» Currently, the NATC Publishes Over 150 Insurance Relaled
Producta
faruse by Regulators, Insurers and Consumers
+ Top Sellers
= Medicare Suppletmnent Guldes and Long-tevm Care Guides
+ Annual Statement [nstructions and Annual Staterent Blanks
+ Accounting Praclices and Prooathures
« Valuatlon of Senltdea CD
= Model Laws
« Listing of Comparies
+ Retaliation Guide

AIC Educdation

+ 83 Fducatlon Prograins - Regulators
and Public

FRig

@ Largest states ~ annual premium
volume .

o Btags 201y 2009
 California: 218 52218
& New Yorks 21308 152l
@ Florida: 51058 $106E
& Texas: $1038 f08B
o Pennsylvania:  58aB $81B

& fllinols: S508 $50B

Il WAt 1, g
i Pyt

Aurizdiction Premium Volume* Market Share:
Upltad Staten $1,548,834 3461%
apan I 1131%
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NAIC Reseavch and Statistics
=Actuarial Expertise (Life, Health and P&C)
sRate and Form Expertise
:Economie Stndies
‘Regulatory Policy Analysis
«Statistleal Reports
sMarket Analysis

«Agsiat in monitoring states” progress toward NAIC
gonls
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aTotal insurers in the U8, ~ 7,869
@ Property/casualty — 2,737
o Life/health/accldent - 1,106
% Otherg; HMO, Blue Crosa/Shield,
Frafernal

& Gross insurance premivm (USD) -
$787 Tr.
@ Property/casualty - $4568
@ Life/healthfaceddent - BvaTr

@ Source: 2009 [neuronve Depl.
Resnutes Ropor

o"Producers” = agents, brokers

oTotal licensed agents, brokers
6,032,018 Licensed Individuals
22,174,924 Resident
13,607,004 Non-resident.
@ 483,765 Licensed Businass Entities

% Sauwee: 4009 Insuvancs
Report

« State Lagislature
© Hoose
& Senale
© NGSL (Naliosal Canlerente of St Leyislalorsy
& WMCOIL (Mational Conference of Insurancs Legislagars)

o State Department of suranes
& Legislatlve Peoposals, Consuftation = Modsl Laws
& Authority b *Regrlabe" / Implement Lavs




@ Qn July 21, 2011, Presldent Obama signed Into law the

Dodd-Frank Wall Strzet Reform and Consurner
Protection Act of 2010 {DFA).

© Thae Bill ia aver 2300 pages long and conalsts of 17

Titles.

# Much of it relafes {0 issues that are unvelated fo

insurshes; howavar, the new law does astablish a new
federal rofe ragarding msurancs in & i rabsr of Criticsd

respects,
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» The Coungil has fosused on three main areas
that could have an Impact on insurers:

o Daesignations of Non-Bank Flnanclal
Companias for supsrvislon by the Fed

@ Conducting a study and making
recornmendations on implamenting the
Vaglcker Rule

& Candusting a study and making
Recormendation of
Implementing soncentration
lrits o0 Jange financial firms

© Insurance is a unfque product

o Traditional Insurance acivities did not cause
the financial crisis

& Insurance regulators already have welk
devalopsd systams forrehabliiiating andior
wwinding troubied Insurance companias

et it <
Inrzva ol

Develop the standards for dasignaling “systomlcally
important financial Instituticns”

Moritor the market & pramote markat discipling -
gliminate expectalions of hailouts

Respond to amerging thraats

Rk

o Tilla It Finencial Stabiiity D\mrsl‘ghl Ceuncil (F5QG)

v Finarafat Stablily Oversight Councll i Identity riske fo U.3,
financial tability rom the angoing activies, metaral distrass
o failure af larga interconnastad Nnanoial cnmpamea
Including inaurance compenios.

o 0 vating members (Trsasury, Fad, Camptrollar of tha
Surteney, GF PR, SEC. FOIG, CFTC, FHFA, NCUA, mamber
with "insurance experlisa” [Roy Woodailp

© & nen-vnting merebsrs
- Direntar ofthe Gfflee of Flnanclal Resaarch (TED)
« Director of the Federat Insurance Oficn {Fommur i,
Diractar Mike McRaith slnce Jung 2011}
+ State Insurance somimlssiensar (MO Director John
Hufny
- Gfafe banking supenieor

- Biale sdournities commisslotiar Hatloralhemiion
binieenmrinbeen
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& The Volcker Rule o Derlvatives
© New mslrlnt[ﬂns aon & SEG & GETC working
3IFls engaging tn A rlles
propristary trading a &nsuranre uselef
s . srivatives: primarily fo
& Vagus axcapilon for hedge againat risk
Insurance companiés| © \é'\fe {ire mnn\lc?ng lhia
s levelopment of new
& Rufe coming in systerma o track
October 2011 darivalive kansactions
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« Establishes o Federel [nsurance Cffice (FI0), housed in the
Treasury Depertment

& Halp fhe facleral government galn a bettsr understanding of
the Inzurancs market and negotiats ntzinational agreemants

o Doss not give Treasury general
stipervisory or ragulatory
authorlty ovér the business
of surange.

« No Jurlsdiction over sclvency
or sapltal

& The Treasury department avd the USTR have
sirtharity to enter into “covered agresments” -
international agr ity that presmpt state
law if they are:

1) entered into bebween the U.8. and & foreign
povermiment, nuthority, ar regulatory entify, and

2} selate to the veeognition of pradential megsures to
the business of insurance or reinsurnnce Mt
i 1 e If il

thz)
kel

Y e cmlsInEry,
gl £ 7o the profectian.

& Presmption shall ot Include:

& any Stale insurance measure that govems any Insurar's
raies, premiums, underwiting, or sales prastices;

¢ any Slate coveraga redultements for surance;

a a? licatlon of the antitrust faws of any State to the busine
of Insuranca;

v or any State Ineurance measure ?uverning the eapital of
sulvenny of an [nsurer, axcept to the extent that
such Stafe Insurance measure rastlis In jess
favarable reatment of & non-Linited State
insurer than a United States insurer;

AT
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NAIC International Fellows Program
April 2012

Overview of LL8. Solvency Framework

Tadd Salis
Dircctor, Finuneial Regulatory Services Departmeant

1

Introductions

+ Presenter

~ NAIC Staff

- Expectations-Learn from __each other-
Comparison by each particlgant on each
section

PBarticipants

~Name, country, position, experience in the
industry and as a regulator

— Expactations for this session, learn from
gach other?
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Purpose

< Tha purpase of this presentation |s to discuss the NAIC's
US Solvancy Framework, which was developed as a tocl
{decument) to help intemnational regulators and fedearal
regulatars understand the US Insurance system.

United States Insurance Financial
Solvency Framework

Jopics

1. US Insurance Regulatory Missicn
% Praconditlons for Effective
Regulation

US Insurance Financial Solvency
Regulation Foundations

US Ensurance Financlal Solvency
Cere Principles

5. NAIC Accredltation Program
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United States Insurance Financial
Solvency Framework

US Insurance Requlatory Misslon; To proteat the

interasts of tha pelicyhalder and those who rely on
the insurance coverage pravidad to the policyholder
first and foramast, whille also facilitating an effective
and efficlent market place for Insurance products.

Padicipant Comments oh Mlssion-What s your
parception of the regulatory environment comparad
to thls missfen in your ceuntry?

Discussion Question-How do regulators balance both

of these expectations?
i CERITER

s CERT
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United States Insurance Financial
Solvency Framework

US Insurance Finanecial Solvency Regulation
Eoundations;

+ Risk focused
« On-going consensus based on collaboration
+ Regulatory peer review/pressure

i) i<t
Tl Grabdecta

United States Insurance Financial
Solvency Framework

Preconditions for Effective Requlation:

+ Legal authorlty and financial resources fo
exerclse its function (hires, traing, and
malntains sufficient staff)

* Independent from commercial and political
interfarence

* |s ultimately accountable to the public

KY
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United States Insurance Financial
Solvency Framework

US Insuranece Finangial Solvency Core Principles

1. Regulatory Reporting, Disclosure and

Transparency

Off.-site Monitoring and Analysis

On-Site Risk-focused Examinations

Reasarves, Capital Adequacy and Solvency

Regulatory Contrel of Slgnificant, Broad-based

Risk-ralated Transactions/Actlvitles

B, Preventive and Corrective Measures, Including
Enforcement

7. Exiting the Market and Receiversl,

[l ol
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United States Insurance Financial
Solvency Framework

1. Regulatory Reperting, Disclosure and
Transparency
s Heavy emphasis on reporting and
disclosura
¢ Used Iin the continual assessment of risk
Standardized reporting allows comparability
« Drive offsite and ensite monitering
More information requested when needed
+ Usad with internal company informaticn

NA

I

Solvency Monitoring Processes
(Analysis Handoook)
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United States Insurance Financial
Solvency Framework

2. Ofi-site Monitoring and Analysis

«  Assess on an oh-gaing basis the financial conditian

of tha Insurer (quarterly)

Identify/assess current and prospective risks
Automated financial analysis tools
- Use any infarmation to halp vndarstand the
companyfactions (SEC fllings, market conduct
raports, rate and policy farm filings, consumer
complalnts, rafing agency reports, media).
Used to determine targeted exams
Continual lnop between analysis and exam

SrneCEEE"
m-lhﬁ’;JﬂANCh
LICY
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Solvency Monitoring Processes

Level 2 Procedures-Consider Risks In Speclfic

Areas
+  Investments
¢ Reserves

»  Profitability and Leverage
+  Capital Adequacy

+ Cash Flow and Liquidity
+ Relnsurance

+  Affiliated Transactions

+ MQAs/TPAs/Separate Accountsf

United States Insurance Financial
Solvency Framework

3. On-Site Risk-focused Examinations
= Used inaddition to anhual audit by GPA firm
= Although exam Includes an “audi” of tha reparted

flgures, as'well as state law compliance, is now more
“risk focused”

+  Conslders revievw of cotporate governance and ERM
process (rlsk ldentiflcation and mitigation) of the
insurer
Prospective risk analysis comblined with regulators
previcus documents opinions regarding risk into
insurer profile
tnsurer prefile documents strengths and weaknesses
af the company and feeds Into supervisory plan
¢+ Limlted scope exams (e.g. reserves) conducted as

often as deemed necessary ot

United States Insurance Financial
Solvency Framework

4. Reserves, Capital Adequacy and Solvency

+ Regulators have traditionally used
conservative accounting requirernants to
add protection into system {e.g. non
admitted assets in general, expensing aof
asyuisition cests, reinsurance collateral).

+ Introduced Risk-Based Capital (REC}in
1990s, which reguiras capltal based upon
the specific risks of the insurer (assef,
underwriting, raserving) 25 cpposed to fixed
dollar amounts {which still exist),

SHCRAiE ™
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Soclvency Monitoring Processes

{Exam Phasas)

RANCE
faleenne EOUSE

United States Insurance Financial
Solvency Framewaork

4. Reserves, Capltal Adequacy and Selvency
— Faund to b highly effective in HELPING
to identify weakly capitalizad companles,
- RBC also gives the state specifls
authority.
» Obtain updated business plan on how
it will address problems with RBG
» Allowed to take control of the
company or take other actions
» Required fo take controi of the
company




United States Insurance Financial
Solvency Framework

B. Regulatory Centrol of Significant, Broad-
hased Risk-related Transactions/Actlvitles
~ Certain significant broad based transactlons

requlre separate treatment

*  Llcensing Regulrements -Discuss

+ Change |n Control-Can have a tremendolis Impact on
the ditection and futura of any company

+  Extraord|nary Dlvidends-Authority to retained earned
surplus {or the benefit of paflsyhelders

»  Ttansactions with Affiliates-subfect lo abuse

»  Raineurance-Potentially matetlal and sublooct to
abuse

United States Insurance Financia
Solvency Framework

6. Preventive and Corrective Measures,
Inciuding Enforcement

Corrective examples Include;

+  Raquiring the Insurer to file interim financial reports;

+ Reducing, suspending or restrioting the voluma of
business being accapted or renewsd by the
insurer;

o Limiting or withdrawing the Insurer from certain
Investments or investment praciicas;

G
ANSTLEANCY

Sndmining wiKEBATCH

Questions/Comments

2

Unlted States Insurance Financial
Solvency Framework

7. Exiting the Market and Receivership
Receivershiy law examples nclude;

+ Mergers, acquisftions, reinsurance

+  Arrangements, non-renswal of part or all of the
insurer's book of business, and the

+  Allowing tha insurer t¢ be placed In run-off mode
under its own managamant

+  Prlority of claims and guaranty funds

United States Insurance Financlal
Solvency Framework

Accreditation

-~ Adeguate solvency laws and regulations

- Effactive and efflclent financial analysis

- Coopsration and Information sharing with other stata,
faderal and foreign regulatery efficials

-~ Timely and effactive action an traubled companles

~  Appropriata organizatienal and persennel practices

- Effectiva processes far campany llcensing and change
in cantrols (2012}

- Effactive holding company analysis (2012)







WHY 15 ACCREDITATION NEEDED?

o Multiple ihauraheo sempany Inaclvenclea durlag mld o lata
19808

© U8, Rep. Jobn Dingall report sntitlod, *Failod Promises:
Inauranng Compaiy Insolvenclsa”

@ Wealinosses notad In atats regulation of insuranos companiss

© Fadural regulstion may be more efflalant

WHAT IS THE ACCREMTATION PROGRAM?
© Formed |n 1989
© Wpluntary program for atata lneurange dapartmenta

Q Focus o gn mult-stats ife/hoglth snd property/casually Inaursm
anc rlek retention groups

© Flrat 2 statas acoraditad In 1990 ~ FL and NY

O Al EQ atates, the Dlatict of Columbla and Puarts Rlos ourrantly
acoredited|

WHAT ARE THE
ACCREDITATION STANDARDST

G Financtal Regulation Standards

Pt Laws & Raguiations - Tradmional Insurars
‘L A Laws & Ragulatiens - Hisx Ralenticn Groups

Pl B Regulatary Piasticas & Nogsnures
Fart & Digamigalionat & Pemonngl Painag

P D Orgainealien Liscasmg & Chaoge ol Conlisl of Damestir snauiers

STATE REGULATION WEAKNESSES
NOTED IN THE DINGELL REPCRT
@ Informatian provided by eompanlaa not varifled
@ Inayiiiclant staffing & regukstory rosounos
© o mandutory requiramant rugarding fruquenoy of sxamingtions

Q Lagk of Intwrstat dination ung

SUPERVISION & ADMINISTRATION OF THE
ACCREDITATION PROGRAM

Finunclal Regulation Standerds & Actreditation (F)
Gommittee

> Mational Maetings three lines/yest

~ Vatay on all significant mattars

NAIC Staff Supoert
* Preparas all materias
Performs teghnigal reggargh

PART A: LAWS & REGULATIONS

©Q Statay mustdtlopt odrtald laws and ragulations to have sufflolant
#uthorlty for financlal salvenoy ragulation of my/thetats domestlo
induaatry

Q State must have gll [ows and rpgulationy in stfest o be
aoorodited (l.e., pass or fall)

© Performed by NAIC Legul Divislen sturting in 2004

PART A LAWS & REGULATIONS STANDARDS
{TRADITIONAL tNSURERS)
1} Framination Ruthorlty 101 Falneurance Crdud
2} Capltal @ Surplua Requlrement 11) GFA Audits
3} NAIC Aceounting Praotioraeng 121 Aetuurlul Oginlen

Proceduran 13} Ruqaivership
#)  Corractlye Agtian 14} Guaranty Funds
8) Valuation of Invaatmanta 16} Fillnge sith NAIG
©) Holding Company Syatems 16} Produner Centrollad Ingurarg
') Risk Limltation L7} Mannging Ganoral Agenta Ast
8 Inveatment Reguiations 1B} Ruirsurunos Intermad|arles Aot

Liabliitlna and Reserves 18} Rogdylutory Autharty




PART A: LAWS & REGULATIONS STANDARDS
{RISK RETENTION GROUPS)

1) Examination Authority 10) Halhsuranes Qadad
R Captal end Surplue Requitemsnt  4%) GRA Audite
) HAIC Macuunting Prastloas and 12) Actarlst dplnlon

Procedurés 128} Raanlvarship
A} Gorrsttlva Action 1A Filgs with NAIG
5] Valuation of Investrients L5} Prothuber Ganttliad tnaurers
8} Helding Company Syatams 15} Managing Gsnsral Agants Aot
7} Risk Limitatisn 17) Reinsurapas [ntatmediaria Aot
B)  Invsstmant Repuistions

0] Llahilljes and Rasarves

_ R

PART 8: REGULATORY PRACTICES &
PROCEDURES

© Fingnelal Analysis (8 stadderde)

O Finanetal Examingtlors {10 stantnrday

& Informatian Sharing and Prosadurss for Troublad Sompanies (2
wtandards]

INFORMATION SHARING &
PROCEDURES FOR TROUBLED COMPANIES
STANDARDS

Inforimation Shanng
B il e Tl gty I gpage a0
il 0t sy S1ale fedleial apa
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PART C: ORGANIZATIONAL &
PERSONNEL PRACTICES

Q  Standards are ot snorsd by the scoreditation taam mambesrs

©  Essh companant & dvalyated and any dafisiencios wiil ke noted In
manapement sammant (attera

O Standards:
Prafessianal Develapment
Mimtmun Educatiahai & Esperichce Raquirsments
Retanbon of Peraoansl

FINANCIAL ANALYSIS STANDARDS

Suthcwt Guatdled Staff and Hesoutces
Commumaation al Relevant Informausn to/fron Frianeial
Analyais Siail

Applophate Supervisary Reviaw
Priotily-Based Analysm

Apprepridte Depth al Feview
Upcurmenter Analysis Procadyras
Repotting of Matarial Advaraa Findings
Astian on iaterial Adverse Findings

FINANCIAL EXAMINATION STANDARDS

Suftigiant Qualitied Statt and Resourcas

Lgihenieation of feleyent mformatiod to/am Exanihaton
Staft

Use of 8preldinks

Apprapnate Supsrvsory Heview

Uyes af Approprate Guidetines and Provedules

Schaduling of Examinations
Examination Reperts

flaparting of Material Advarse Fincinps
Astion o Matanial fclverge Findings

Prrformanne and Dooumentatson ot Risk-Facused Examinalions

PART D: ORGANIZATION, LICENSING & CHANGE
OF CONTROL OF DOMESTIC INSURERS

Q  Stundsidh dro pol soofed by the scoraditation vasm mambets

@ Cach companant ks avaluated and riy daflrianclas will e notar In
ehugement comment latbors

©  Stantaidn!
Guanliug Stafl & Resnurzas
Suthginl Slall & Hesoures
Seaww ol Pocedures for Prmery Spphcalions
Scap of Pmcaduiss 1o Form A Filigs
wze of the Form & Datatase
DRGumanzanGn Sf Witk Fibnmes

TYRES OF ACCREDITATION REVIEWS

Q Pre-Acoraditation Reviews
@ Full Accraditation Reviews

O Sub-Part Re-Roviews

© Interlm Annusl Roviows (IAR)




PRE-ACCREDITATION REVIEWS
© Whon?

Apping wiplak ank yedr pio e Ll eviaw
* Nuratan 18 Anmoamataly | 5 davs

O Who?
* NAIS Acaramanion $1arf enly

O What?
aluanrary bt sliongly wremeandad
il sgygey

O Why?
10 U1y 1 2R5 OF W SVEMAN (76001 18R 5 S1061IY hElirRan MAIC
wialt ans iha

FULL ACCREDRITATICN REVIEWS
O Whon? .
It 1 mpwovmatah 4 5 g

Q Who?
- Pertumad by o lgam af
SRt sae] to e MAIG

sullanis
ataninn Fengiion Mansge:

© What?
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o W
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Gommitlag (FHSAL]
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1 oo,

SR iR

HOW HAS ACCREDITATION HELPED
THE REGULATORY PROCESS?

O Information provlded by sempan|us s Aot verified
Annil PR @ud B actusanl opiren rquead

Q Insuffislent staffing & regulatary rescuross

* Annresdialion halped jushiv ncreasen budgatsistaffng

© Ha mandutory regulrament regarding fraguenoy of examinations
5 Demasln ~ompares must ha asaminen na less iequenlly than onee
every fve yanra

© |agk of Interatate agordination and ceoperatian
Dacumanted pohey s raquinan

Sara Franson
Acereditaton Program Spocialist
SFranson@naic.org
(816) 783-8425

e bt

SUB-PART RE-REVIEWS
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INTERIM ANNUAL REVIEWS
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©RBC “Story” ~ weally capitalized companies

#RBC haprovements

o & enissing 1ak chavges
# Re-think the corvetation (o.8. square root formela)

« Pariial Intermal models for RBC

¢ The el of [l interoal medats t3 1oplacs RUC et
o3 y when il comes w regulikory prior approval, doss
currently pass 1.8, wegulatory serutiny.

o Group capital; ORSA

@ Valuation (Life Insurancs Prinsiples-Based Reserving)
+ 201 Impact Sudy
= Standsvd Yalusation Madel Liny
» Valualion Manual
o Future of Statutory Aceounting
« Internalional accounting standerds development
+ BHEYs expevlod slecislony
LA38 vaaluation skandards

A3 present this discussion ks on held, peoding forther
developments,

« Conceptual framework — consider collatoralization
regarding nnauthorized reinsorers fthe design of
the U8, reinsurancs regnlatory frnmework

o State relnsurance collateral veforms

o Ravisiong te Reinsurance Model Laws

> Lesson fearned fromn the firancial eris
@ Holding company Enterprise vlsk

& “Windlows and Walls”

¢ Holding Company dModet Act and Regutarion Dec,
2010

& TALY ComFrame for the superyision of Intarnationatly
active groups

o Current activity:
& Acwreditatlon ehanges far the new models
+ Holding comnpay biest practices 8 wepaetivg requivenicnty.

e

4/9/2012 4/5/2012
. » Critleally review the U.8. Regulatory Sofvency
Framework ¢ Slake governenee statutes and cade law
# Prinelples and "whys” of our system & Analysis of Corparate Governance Regulatory Authority
# Internationn] developments & Own Risk and Salveney Assessiment "CRIA"
i DR -
o [AIS Insurance cove principles, IM¥ §54p ‘(;l) St';z:?;tva ar prenp rlsl: mamagiment provess nad sl witigation
£5) Proypeative Sbivency assossmenl [4-5 ynrs)
& Fipanelal erisis (4} Orotp Capital
© ERM Interim Meeting
1 2
4/9/2012 4/9/2012







4/9/2012

@ We continue to expect all major policy decigions to e
adopled by December 2012,

© The RBC changes are going to take many years, but we
nead 10 get the “story” vlght.

@ ERM Symposinm was held Tuly 21.
© We've abveady made major chahges

@ Adiption of Standand Valuation Las
2 Adoption of Qroup Helding Company Mode] Act andl
Regulation

99052 - Bxpect significant SMI activity,

NAIC Webslte mwwninless

©  Bolvency Modsrnization Initiative button

o Consultation papers
o Links to Task Forces & Working Groups

¢ lipdates







Financia_i Reporting,
‘Statutory Accounting

International Interns
Robin Marcatte
Accounting and Reporting Manzager

Ro/nn Marc offe

NAIC Accounting and Reporting Manager
NAIC. Benior Accounting Polley Advisor
NAIC P&C Accountant

NAJC —codification trairing .

Migsourl Department of Insurance (98- GD)
Missour! Sate-University -

CPA, GFE, Agsoclate In Reinsurance
Member of AICPA, MSCPA, and SOFE
B16 7830124 ar rmarcoi@nalg.ong

L A

At the end of this session participanis -
should:

f’Understand the importance of financial -~ -
reporting to solvency ragulation

v Identify ihe key differences hetwean GAAP
Statutary Accounting Principles -

+ Understand the importance of the annual

staterment format

Financial Reporting-

# Cornerstone of Selvency Regulation
"= Mafor duty of an insurance depertmant is
protaction of policyholders
#  Meet obligatians when they are due
#  Adequate marging of safety

AP&P Mamual

- @ Purpose of Codification
w To produce a tompiehensive guide fo
Statutory Accounting Pringipies
% Becams.effective on January 1, 2001
i Updated every year!
" ® Remember]
Coomis pot infanded to preempt slate Ieg slatlve and’
“Fagulatory authority. :
- # It may be the Basls of accounting if state
statutes aré silent.

Statemert of Coneepts

w Conservatism .
= Estimates include a margin
" # Conslstency
# Ragulalors need comparable financial
information
# Recogniticn
# Assets- must be available,
# Liabllitlas when incurred

w Revenues only when earnings
comp\sie

_:Preamble STAT vs. GAAP

‘Eamings Focus
. : : #
Deferrad Expensés Balance Sheet Focus

# Non-Admilter] Assels

e
. GAAP. :SAP
"¥ Going Concern A Solvency - g
* # Matching . u iMeet Fulmyholder
- & Income Statament Ohligations

Comprehensive Accounting Rules-

® Consistent Reporting
@ Regulaiers need meaningful oomparabls
- financial information
= Must have consistent reporting to have
comparability :
« |n order to have consistent reperting you
fust update the rules.

|
|
|
i







Coenservative Accounting Rules-

® Promotes Interests of Conaumers

#  Insyrance accdunling reduires {fie use of judgment
and ostimatey

# Estimates will vary from the astual amounts lur
numerous feasons, .

#  To provide 2 margln of protection must have
congarvafism whan davaloping estimates and In
BAP. .

% Protact the policyholders apalnst adyerse devlation

#  SAP needs to he conservative over the sconamic
oyclas .

Recognition

= Up to date financial informatien is essential
must have consistent ruies on when to
recognize income and expenses.

@ Liatilitles as they are incurred

# Revenue as tha earnings pmcess is complete

# Expenses fully recognized when incurred.

Statutory Review of US GAAP
Based Accounting Rules

w- Generally review GAAP and determine if
thers is a regulatory need for a difference
from GAAR,

« Adopt/
» Adopt with Modification or
» reject -
#  Minimizes System Differences for Insurers

3 Characteristics of an Asset:

% |t embaodles a probabls future hanefit that
Involves a capaclty, singly or in combinstion
with other asssts, to contribuite dirgctly or
Indirscily to future net cash inflows:

 a particular entity éen cbtain the benafit and
controf ethers’ access to It;
& the transaction or other event giving rlse to the
antity’'s right to or control of tha benafit. has
glready occurred, : .

If it does not meet the definition
of an asset?

® Charged te operations in the pericd tha
‘ransactions cecur,

= Some ltems meeting the definition of an asset
are specliically identifled in the AP&P Manual as
charged to operations In the pericd the v
transaction accurs,

4 Example: policy acquisition ‘costs

Whet are Nonadmiited Assets?

i Statutory Concept
4 Not found in GAAP
v Ability to pay policyholder ciaims

Is it an Admitted Asset?

A horiadmilted assetis defined as ana whick is
-accorded limited or no value In statutory 1eporiing
and is ong whlch is:

"« specifically identified within the APZP Manual
as a nonadmitted asset; or

# nat sp'eciﬁcally identified as.an admitted asset
within the Cedification,

What to-do with 4 Nenadmitted Asset?

# Report as nonadmitted

# Chargad against surplus {unless otherwiss
addressed in the Manual)

8 Most (but not all) nonadmitted assets are
depreclated or amortized against net income
in accordance with a written capitallzation
policy.







Balance sheet

Nat admitted

Asset Nen
I admlited

Premlum  |4,500, 000 | (600,000) |=4,000,000

3 Characteristics of g Liability:

T BRSO
= [t embodies a present duty or respensibility to one or
mare other sntitles that entails seltiement by
probabla future transfer aruse of assefs ata
-+ specified or determinable date, on aceurrence of a
spaclfied avent, or on demand;

w the dulyur responsibllity obiigates a particular entity,
leaving it litle or no discretion fo Avoid the future
sacrifice;

i the fransactlon or other event obligating the entity
has aire

When to record. a loss contin gercy?

W Anestimated loss from aloss contingsney or
the fmpairment of an asset shall be recarded if
both of the falfowling conditioris are met.

i. Probable -

;. The amount of the loss can be reasgnably -
astimated, ’

Liability accrued?

® Management's best estimate shall always be
used. )

@ If not a range, somethlng has to be ‘best'
_ estimate,

(This farces the company to make an estimate of
the loss and provide rationafe for thefr
: determination.)

Koy S taLutmy Accountmg Differences

R Many lnveslments are carried at amortized
cost (Bonds)

] Acqulsmon Costs:are expensed as incuired. |
# Prapaid expenses are expensed as incurred
# More conservative reserving

_Key Statutory Accounting Differences

s Assels with little value to pay claims are
nonadritted or fmited
" 4 Nenadmitled —Not ineluded if regulatory
surplug o
= Furnifyre and eguipmant
= Regeivables over 90 days overdus
& Limited ameunts
+ = Computer software and équipment
» Soodwill
w Deferrad Tax Assets

NAIC Annual Statement Blank-

® Préscribed Format for Financials
.7 -See the handout on bianks pages

# Premotes conslstent reparting among lypes
of Companies

- % Promotes consistent analysis =~ -

Financial Condition Exams

Verify that financial staiemaﬂts are properly
completed in accordanca with SAP andfor
prescribed or permitled practices,

Regquired every 3-5 years

Exam is focused on risk-agsessment, but often
Includes procedures from four key processes of
insurance operallons

# Pvem\um(Revanue}
= Clalms, Less and LAE
% |nvedtments

# Reinsurancs

]
|







NAIC Risk Based Capital

# Utllizes Data From NAIG Blank
% Differant formulas for differsnt company
types, - ’
n Life
" Hoalth )
¢ Property and Casualty
& Calculates an hypothetical minimum Capital
and suirplus for the campany :
_# Ovelview handout

RBC Ratios

Another toal to meniter financial cendition.

tems and amounts reported within the annual statemant are
utilized to datermine risks considered in tha calculations.

Risks reflected:

+ Asset Rlsk - Affiliate
# Agget Rigk — Othar
# Insurance Risk

# Interest Rate Rlsk

Early warning system for financially troubled Insurers

Calculated In aceordance with the reeults from an
nsurer's financlal fllings with the NAIC.

Morrial to have ratle results oulside of established
ranges, but a8 the number of rallas autside ranges
ncreases, so does the concam for futura salvensy.

Consistent Data-Frhances Financial
Analysis and Action

#  Automated scoring.and analysls helps sort
thie sompanies for additional scrutiny.

w - Priorltizs revisws

Action Protects Consumer

# Improve the abfity to mest policyhelder”
claims o :

& Protacts public

A

Quastions 77
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Frameworlk Chapter
Overview of Financial Analysis Process
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