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Affiliated Receivable or Payable 
12. Review the balance sheet asset receivable from parent, subsidiaries and affiliates, as well as the liability 

payable to parent, subsidiaries and affiliates to determine whether there are concerns with the level of 
affiliated receivables/payables. 

 

 

Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Affiliated receivable or payable to capital and surplus LQ, OP* >10% [Data] [Data] 

 Other Risks 

b. If there are concerns regarding collectability of affiliated receivables, review the Annual 
Financial Statement, Schedule Y – Part 2, Notes to Financial Statements, Management’s 
Discussion and Analysis (MD&A), and other available information (e.g., Form D filings) for 
more information about the nature and timing of the receivable.  

(Review the Operations Risk Repository for more procedures on affiliated transactions.) 

LQ, OP 

 

Related Party Exposure in the Investment Portfolio 

#13.  Assess related party exposure in the investment portfolio.  

 Other Risks 
a. Review the Annual Financial Statement investment schedules, as disclosed in the 

column “Investments Involving Related Parties”  and utilizing iSite+ tools, determine if 
the insurer has material related party exposures in its investment portfolio. 
 
This disclosure is included in: 
 Schedule B 
 Schedule BA 
 Schedule D 
 Schedule DA 
 Schedule DB 
 Schedule DL 
 Schedule E, Part 2 
 
Consider exposure by asset class and in aggregate, and by the role of the related 
party in the investment as designed by the “Investments Involving Related Parties” 
disclosure. 
 

LQ, MK 

b. If concerns exist regarding a material related party exposure in the investment 
portfolio, assess the credit quality of those investments involving related parties by 
reviewing designations, assessing historical default experience, etc. 

LQ, MK 
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c. If concerns exist regarding a material related party exposure in investment 
management or advisory services, consider the following: 

i. Review the procedures in the “Additional Procedures” section below 
regarding Third Party Investment Advisors and consider their application to 
related party advisors in that role. 

ii. In addition to the additional analysis procedures regarding third party 
investment advisors, consider the following:  

1. Review the insurer’s investment policy guidelines and determine 
whether the related party investments follow the guidelines and are 
in compliance with regulatory requirements.  

2. Review whether the fee structure for asset management is fair, 
reasonable, and appropriately recognized as investment expenses. 

3. If the related party asset manager also originates/securitizes 
investments held by the insurer, consider requesting additional 
information from the insurer to determine the following: 

a. Whether the asset manager has adequate experience and 
knowledge in originating and managing the types of 
investments; 

b. Whether the asset manager follows appropriate underwriting 
practices and applicable regulatory requirements in 
originating investments; and 

c. Whether the fee structures embedded in securities (if 
applicable) are fair, reasonable, and appropriately account for 
potential duplication of fees or conflicts of interest. 

OP 

 
 

Additional Analysis and Follow-up Procedures  
Request and Assess the Insurer’s Investment Policies and Strategies: 

If concerns exist regarding the level of credit exposure, request and review the insurer’s investment strategy to 
determine if it is appropriately structured to support its ongoing business plan. Review the guidelines outlined 
in the plan for: 

 Quality of issues invested in and diversification standards pertaining to issuer, industry, duration, liquidity, 
and geographic location and issues/sectors exposed to material climate change, transition, and asset 
devaluation risks.  

 Expected rate of returns on investments (projected investment income) compared to actual results. 

 Planned increases in investment types, sectors, markets, etc. 

 Appropriateness of the investment plan for the liability structure of the insurer. (This may require a review 
of asset adequacy analysis for asset liability matching (ALM) and discussion with the insurer’s management 
to better understand their plan.) 

Upon review of the investment plan, compare the plan to actual results. Does the insurer and its investment 
manager(s) appear to be adhering to the investment policies and guidelines in the investment plan? 
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Examination Findings:  

Review the most recent examination report and Summary Review Memorandum (SRM) for any findings 
regarding credit risks associated with:  

 Investment concentration. 

 Exposure to riskier asset classes. 

 Climate change, transition, and asset devaluation. 

 Asset liability matching. 

 Adherence to investment policies and strategies. 

 Investment management and use of and monitoring of external investment managers. 

 Proper classification (i.e., authorized, unauthorized, certified) and calculation of reinsurance collateral and 
provision. 

If outstanding issues are identified, perform follow-up procedures as necessary to address concerns. 

NAIC Capital Market’s Bureau Analytical Assistance:   

Consider requesting the following analytical reviews: 

 Review of the insurer’s investment portfolio. 

 Review of Investment Management Agreements. 

Third Party Investment Advisers: 

Assess and determine if any concerns exist regarding third party investment advisers and associated 
contractual arrangements.  

 Review Annual Financial Statement, General Interrogatories, Part 1, #29.05. Does the insurer utilize third 
party investment advisors, broker/dealer or individuals acting on behalf of the insurer with access to their 
investment accounts?  

If “yes,” consider the following procedures: 

 Review the results of the most recent financial examination work papers, follow-up and prospective risk 
information and the summary review memorandum provided by the examiners. Did the examination 
identify any issues with regard to investment advisers and associated contractual arrangements that 
require follow-up analysis or communication with the insurer? If “yes,” document the follow-up work 
performed. 

 Compare Annual Financial Statement, General Interrogatories, Part 1, #29.05 for the current year to the 
prior year to determine if there have been any changes in advisors. If “yes,”  

o Consider obtaining an explanation for the change from the insurer. 

o Consider obtaining a copy of the new investment advisor agreement and review it for appropriate 
provisions. 

 Using the information reported in Annual Financial Statement, General Interrogatories, Part 1, #29.05, 
obtain and review SEC Form ADV (if available), to determine if the investment advisor is in good standing 
with the SEC. If not in good standing, contact the insurer to request an explanation.  

 If agreements with third party investment advisers are affiliated, have the appropriate Form D – Prior 
Notice of Transactions been filed and approved by the department? Were any concerns noted or follow-up 
monitoring recommended? 

 Request information from the insurer regarding the background and expertise in structured securities of its 
investment advisors (in-house and/or contractual) and its analytical system capabilities. Determine 
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whether the advisors and systems are adequate to allow the insurer to continuously monitor its structured 
securities investments. 

 If the insurer uses an external asset manager, consider if investments on Schedule BA are invested in funds 
that are affiliated with the asset manager or are managed by that asset manager. Consider the following 
issues:  

o If any conflicts of interest exist. 

o If the investment is appropriate for the insurer’s portfolio and is arm’s-length. 

o  If the insurer is paying double fees.  

Inquire of the Insurer: 

If concerns exist, consider requesting information from the insurer regarding: 

General Investment Inquiries: 

 If management has adequately reviewed the investment portfolio and understands the yields, underlying 
collateral, cash flows and investment volatility. 

 Any additional concentration by collateral type. 

 Management’s process for valuing securities so as to assist analysts in assessing if the securities are valued 
appropriately. 

 Management’s intended use of certain riskier investments and purpose within the insurer’s portfolio. 

 Credit risk associated with sector concentration. 

 If management has an appropriate level of knowledge and expertise with the type of securities being 
purchased/held. 

 If the insurer has controls implemented to mitigate the risks associated with this investment type. 

 Sources of liquidity, such as LOCs. 

Investment Diversification: 

 Planned asset mix and diversification strategies. 

 How the insurer manages counterparty credit risk, including diversification risk of counterparties.  

Mortgages:  

 Increases by adjustment in book value/recorded investment during the year. 

BA Assets:   

 Request information necessary to determine the fair value of collateral to the amount loaned to ensure the 
loan is adequately collateralized. 

 Information to support significant increases by adjustment in book/adjusted carrying value during the year. 

 Current Audited Financial Statements and other documents (partnership agreements, etc.) necessary to 
support the value of the insurer’s investment in partnerships and joint ventures. 

 Information necessary to support the value of significant other invested assets other than partnerships and 
joint ventures and limited liability companies. 

 Current details on cash flows and returns for the different types of investments, especially hedge funds and 
private equity funds. 
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Non-Investment Grade Bonds:  

 Significant exposures. 

 Policies and strategy for investing in non-investment grade bonds. 

RMBS, CMBS and LBaSS: 

 Percentage distribution and amounts of each type of RMBS, CMBS and LBaSS held; planned amortization 
class (PAC), support bonds, interest only (IO) tranches, and principle only (PO) tranches to evaluate the 
level of prepayment risk in the portfolio. 

 Projected prepayment speeds on its RMBS portfolio and compare with historical prepayments, as well as 
the prepayment assumption at the time of purchase. 

Reinsurance: 

 Request a copy of the insurer’s A.M. Best Supplemental Ratings Questionnaire and review the reinsurance 
section for unusual items. 

 If concerns exist regarding the credit quality and financial solvency of an unauthorized reinsurer, request a 
copy of the reinsurance agreement(s), and confirm amounts included on Annual Financial Statement, 
Schedule S – Part 4. 

 Aging of reinsurance amounts payable/receivable.   

Uncollected Premium and Agents’ Balances: 

 Explanation for the significant balance. 

 Listing of balances of subscribers, which individually account for 10% or more of the premiums uncollected 
and compare to a similar list from prior years. 

 Amounts of any uncollectable balances that have been written off in the current period. Compare the 
write-offs to those of the prior reporting period, if any. 

 Written procedures for monitoring and collecting uncollected premiums, including amounts already 
written off.  

 If the insurer has factored or sold its uncollected premium balances to a third party, note whether the 
receivables were discounted in the transaction. 

 If concerns over uncollected agents’ balances warrant further investigation ensure that adequate controls 
are in place and that trust accounts are properly managed. An increase or trend of material non-admitted 
agents’ balances or write-offs may be a sign of mismanagement or misappropriation of premium trust 
accounts by the agency. If there are concerns in this area, consider the following: 

o Request additional data/information from the insurer to identify the source(s) of the balances and the 
reason(s) for the non-admitted or charged-off amounts.  

o Request the insurer to provide a summary of the controls in place over agencies and ensure proper 
management and oversight of trust accounts.  

o Request monthly reports from the insurer. 

 Discuss concerns with the exam team, including whether a targeted exam is necessary. 

Uninsured Plans: 

 Listing of plans administered by the insurer. 

 Aging schedule of receivables related to uninsured plans. 

 Amounts of any uncollectable receivables under uninsured plans that have been written off in the current 
period. Compare the write-offs to those of the prior reporting period, if any. 
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 Request a copy of the I.D. card used by members covered under ASO and ASC arrangements to determine 

potential exposure to financial risk and compliance penalties. 

Health Care Receivables: 

 Explanation for the significant balance. 

 Listing of balances of debtors, which individually account for 10% or more of the balance of health care 
receivables and compare to a similar list from prior years. 

 Amounts of any uncollectable balances that have been written off in the current period. Compare the 
write-offs to those of the prior reporting period, if any. 

 Written procedures for monitoring and collecting uncollected premiums, including amounts already 
written off.  

 Inquire whether the insurer has factored or sold its health care receivables to a third party. Note whether 
the receivables were discounted in the transaction. 

Own Risk and Solvency Assessment (ORSA) Summary Report: 

If the insurer is required to file ORSA or part of a group that is required to file ORSA:  

 Did the ORSA Summary Report analysis conducted by the lead state indicate any credit risks that require 
further monitoring or follow-up? 

 Did the ORSA Summary Report analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective credit risks? 

Holding Company Analysis: 

 Did the Holding Company analysis conducted by the lead state indicate any credit risks impacting the 
insurer that require further monitoring or follow-up? 

 Did the Holding Company analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective credit risks impacting the insurer? 

Actuarial Filings, Including Asset Liability Matching (ALM): 

 Did the review of the Statement of Actuarial Opinion or other actuarial filings indicate any concerns 
regarding the adequacy of asset/liability matching and the sufficiency of assets to meet the business 
obligations of the insurer? 

 If concerns are identified regarding overall liquidity of the asset portfolio, request a copy of the insurer’s 
asset/liability matching policy and/or liquidity stress testing/scenario analysis. 

 

Example Prospective Risk Considerations 
Risk Components for IPS Explanation of Risk Components 

1 Significant concentration by 
[asset class, sector, issuer, etc.] 

High exposure in any one asset class, industry sector or issuer could 
result in material credit losses if asset class, industry sector or issuer 
experiences an economic decline. 

2 Borrower default risk for 
[mortgage loans, RMBS, CMBS or 
LBaSS securities, etc.] 

Lower credit quality of the borrowers (i.e., prime versus subprime) 
may result in higher risk of default, leading to credit losses in the 
event of a housing and/or commercial real estate market downturn. 

3 Prepayment variability in RMBS Prepayment variability in RMBS could result in actual cash flows and 
investment yields to be materially different from expectations. 
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4 Volatility of non-investment 
grade bonds 

The market volatility of below investment-grade bonds makes the 
price at which bonds are held an important consideration. 

5 Foreign security default Material exposure to foreign investments could result in credit losses 
if those investments are impacted by negative changes in geopolitical 
or foreign economic environments. 

6 Impairment of [bonds, etc.] Risk of further deterioration in credit quality may result in other-than-
temporary impairments impacting income and surplus. 

7 Bondholder default Investment-grade bonds that have declined to a non-investment 
grade status may not recover lost value. 

8 Structured notes cash flow 
volatility risk 

Impact of the volatility of structured notes and the underlying asset 
on which its cash flows are based. 

9 Structured notes collateral 
concentration risk 

Material investment in structured notes that may have collateral type 
concentration may result in concentration risk (lack of diversity) to 
the insurer’s portfolio. 

10 Structured notes default Structured notes may be subordinated in the overall transaction 
representing exposure to non-payment in event of default. 

11 Second lien mortgage loan risk High exposure to second lien loans may result in an increase in risk of 
non-payment in the event of default as first lien loans are paid first 
from the value of the property. 

12 Mortgage loan collateral 
inadequate 

Out-of-date appraisals may result in inaccurate valuation, resulting in 
the underlying collateral asset not being adequate. 

13 High risk mortgage loan valuation The investments in high-risk mortgage loans are incorrectly valued. 

14 Complexity of BA assets BA assets often have complex investment strategies and 
unpredictable cash flows. 

15 Adequacy of collateral of BA 
asset 

Volatility of underlying assets (e.g., certain hedge funds and private 
equity funds) may result in underlying asset not adequate. 

16 Economic impact on portfolio of 
[BA assets, derivatives, etc.] 

Portfolio volatility driven by economic changes. 

17 Hedge effectiveness of 
derivatives portfolio 

Derivatives strategy may not meet hedge effectiveness for mitigating 
risk. 

18 Investment strategy contemplate 
higher [credit, market, liquidity…] 
risk 

The insurer’s investment strategy may not be structured to support 
its ongoing business plan, which could indicate the strategy enjoys 
higher credit, market and liquidity risks than are appropriate for the 
liabilities of the insurer and may lead to financial concerns in the 
future. 

19 Investment results actual to 
projected variance 

The insurer’s actual investment portfolio and/or portfolio 
performance may vary significantly from projections if the insurer is 
not adhering to the strategy in place (i.e., higher actual credit, market 
or liquidity risk compared to the plan). 

20 Collectability of receivables for 
[insert name of receivable] 

Payments of [insert name of receivable] may be delayed or not be 
paid when due, resulting in cash flow mismatch. 

21 Credit quality of [reinsurer, 
agents, affiliate, etc.] 

Credit quality and poor financial strength of a [reinsurer, agent, etc.] 
may result in future collectability risk, which may result in ongoing 
credit risk and future liquidity issues. 
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22 Exposure to climate change, 
transition, and asset devaluation 
risk 

The insurer’s investment portfolio is subject to prospective devaluation of 
the assets/changes in the asset return associated with its holdings of 
climate-affected assets.   
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Credit Risk: Amounts actually collected or collectible are less than those contractually due or 
payments are not remitted on a timely basis. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, analysts may need to review other repositories in conjunction 
with credit risk. For example: 

• Investment asset classes (Bonds, Mortgages, etc.) are also discussed in the Market and/or Liquidity Risk 
Repositories. 

• Reinsurance is also discussed in the Operational and Strategic Risk Repositories. 

Analysis Documentation: Results of credit risk analysis should be documented in Section III: Risk Assessment of 
the insurer. 
 
Investment Portfolio Diversification 
1. Determine whether the insurer’s investment portfolio appears to be adequately diversified to avoid any 

undue concentration of investments by type or issue. 

“a” through “h”: Shown are as a percent of total net 
admitted assets (excluding separate accounts) 

Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Preferred stocks  >3% [Data] [Data] 

b. Non-investment grade bonds  >3.5% [Data] [Data] 

c. Mortgage loans MK* >5% [Data] [Data] 

d. Other invested assets (Schedule BA) LQ* >3% [Data] [Data] 

e. Aggregate write-ins for invested assets LQ >3% [Data] [Data] 

f. Investments in affiliates LQ, MK* >5% [Data] [Data] 

g. Is the total book/adjusted carrying value net of 
collateral for derivative investments open as of 
current statement date greater than 10% of capital 
and surplus? [Quarterly Financial Statement, 
Schedule DB – Part D – Section 1] 

 >10% [Data] [Data] 

i. If “yes,” list the book/adjusted carrying value net 
of collateral 

  [Data]  

 Other Risks 

h. Review the Percentage Distribution of Total Assets in the Quarterly Financial Profile Report 
for significant shifts in the mix of investments owned during the past five years. 

MK 

 
Changes in Asset Exposures 
2. Determine whether there are concerns due to the change in certain asset classes from the prior year-end. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 
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a. Increase in non-investment grade bonds and non-

investment grade short-term investments from prior 
year-end, where such investments are currently 
greater than 3.5% of capital and surplus 

LQ >15% [Data] [Data] 

b. Increase in mortgage loans from prior year-end, 
where the ratio of total mortgage loans to capital 
and surplus is greater than 5% 

LQ, MK* >15% [Data] [Data] 

c. Increase in BA assets from prior year-end, where the 
ratio of BA assets to capital and surplus is greater 
than 5% 

LQ*, 
MK* 

>10% [Data] [Data] 

d. Increase in aggregate write-ins from prior year-end, 
where the ratio of aggregate write-ins to capital and 
surplus is greater than 2% 

LQ >20% [Data] [Data] 

e. Increase in affiliated investments from prior year-
end, where the ratio affiliated investments to capital 
and surplus is greater than 10% 

LQ, MK* >20% [Data] [Data] 

 Other Risks 

f. If level of non-investment grade bonds is high (i.e., greater than 3.5% of capital and 
surplus), review Schedule D – Part 1B and the Quarterly Financial Profile Report to assess 
and understand the composition of non-investment grade bonds: 

• Amount and/or percentage of bonds in each class 3, 4, 5 or 6. 

• Concentration by sector or issuer, including affiliates. 

• If bonds have been rated by a credit rating provider (CRP). 

 

 
Reinsurance Recoverable or Payable 
3. Determine whether amounts recoverable (both paid and unpaid losses on claims and reserve credits) or 

amounts receivable from reinsurers are significant and collectable. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Reinsurance amounts recoverable to capital and 
surplus 

LQ >10% [Data] 
 

[Data] 

b. Change in reinsurance recoverables where 
recoverables are greater than 10% of capital and 
surplus 

 >10% or  
<-10% from 

the prior 
quarter 

OR  

>35% or  
<-35% from 

the prior 
year-end 

[Data] 
 

[Data] 

c. Were any new reinsurers added since the prior 
quarter? [Quarterly Financial Statement, Schedule S] 

ST* YES if count 
>0 

[Data] [Data] 
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d. Did the insurer experience any material transactions 

requiring the filing of Disclosure of Material 
Transactions with the state of domicile, as required 
by the Model Act? [Quarterly Financial Statement, 
General Interrogatories, Part 1, #1.1] 

LG*, ST* =YES   

i. If “yes,” did the insurer fail to make the 
appropriate filing of a Disclosure of Material 
Transactions with the state of domicile? 
[Quarterly Financial Statement, General 
Interrogatories, Part 1, #1.2] 

LG*, ST* =YES   

 Other Risks 

e. If the answer to 3.c. is “yes,” and concerns exist, consider the following procedures:  

i. Determine the current ratings of the new reinsurer from the major rating agencies, 
and investigate significant changes during the past 12 months.  

ii. Obtain and review the Annual Audited Financial Report, Financial Statements, Annual 
Actuarial Opinion and U.S. Securities and Exchange Commission (SEC) Filings (if 
applicable) of the reinsurer for additional insight regarding collectability and credit 
quality of the reinsurer. 

iii. Review information about the reinsurer available from industry analysts and 
benchmark capital adequacy with top performers and peer groups. 

iv. Contact the domiciliary state to determine whether any regulatory actions are pending 
against the reinsurer. Also, review iSite+ data on the reinsurer (i.e., financial 
statements, Regulatory Information Retrieval System [RIRS] and Global Receivership 
Information Database [GRID]). 

 

 
Affiliated Receivable or Payable 
4. Review the balance sheet asset receivable from parent, subsidiaries and affiliates, as well as the liability 

payable to parent, subsidiaries and affiliates to determine whether there are concerns with the level of 
affiliated receivables/payables. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Affiliated receivable or payable to capital and surplus LQ, OP >10% [Data] [Data] 

b. Change in affiliated receivable or payable, where it is 
greater than 10% of capital and surplus 

LQ, OP >25% or  
<-25% from 

the prior 
year-end 

[Data] [Data] 

c. Change in federal and foreign income tax 
recoverables, where recoverables are greater than 
3% of total assets (excluding separate accounts) 

LQ, OP >10% or 
<-10% from 

the prior 
quarter 

OR 

 >20% or    
<-20% from 

[Data] 
 

[Data] 
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the prior 
year-end 

 Other Risks 

d. Are there any indications that significant or unusual transactions involve an affiliate or 
other related party? 

 

e. If there are concerns regarding collectability of affiliated receivables, review Notes to the 
Financial Statements and other available information (e.g., Form D filings) for more 
information about the nature and timing of the receivable.  

(Review the Operational Risk Repository for more procedures on affiliated transactions.) 

LQ, OP 

 
Receivables for Uninsured Plans, Uncollected Premium and Agents’ Balances, Health 
Care 
5. Review and assess amounts receivable relating to uninsured accident and health plans.  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Change in receivables relating to uninsured plans 
from prior year-end 

LQ >10% or  
<-10% 

[Data] [Data] 

b. Ratio of uncollected premiums and agents’ balances 
to capital and surplus 

LQ >20% [Data] [Data] 

c. Change in uncollected premiums and agents’ 
balances from the prior year-end 

LQ >25% or  
<-25% 

[Data] [Data] 

d. Change in non-admitted uncollected premiums from 
prior year-end 

LQ >25% or  
<-25% 

[Data] [Data] 

e. Ratio of health care receivables to capital and 
surplus 

LQ >5% [Data] [Data] 

f. Change in health care receivables from the prior 
year-end 

LQ >20% or  
<-20% 

[Data] [Data] 

g. Change in non-admitted health care receivables 

 

LQ >25% or  
<-25% 

[Data] [Data] 
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Credit Risk Assessment 
 
Credit Risk: Amounts actually collected or collectible are less than those contractually due or 
payments are not remitted on a timely basis. 

The objective of Credit Risk Assessment analysis is focused primarily on exposure to credit risk of investments and 
reinsurance receivables. The following discussion of procedures provides suggested data, benchmarks and 
procedures analysts can consider in their review. In analyzing credit risk, analysts may analyze specific types of 
investments and receivables held by insurers. Analysts’ risk-focused assessment of credit risk should take into 
consideration the following areas (but not be limited to): 

 Concentrations of investments (i.e., diversification) 

 Materiality of high-risk or low-quality investments 

 Extensive use of reinsurance 

 Credit quality of reinsurers 

 Collectability of reinsurance receivables 

 Collectability of other receivables 

 Credit quality of affiliates 

 Quality of collateral 

 Strategies for mitigating credit risk (i.e., counterparty risk with derivatives and off-balance sheet transactions) 

 Uncollected premium and agents’ balances 
 
Overview of Investments 

Refer to IV.A. Supplemental Analysis Guidance – Financial Analysis and Reporting Considerations for general 
information and a primer on derivatives.  
 
Discussion of Annual Procedures 
 
Using the Repository 

The credit risk repository is a list of possible quantitative and qualitative procedures, including specific data 
elements, benchmarks and procedures from which analysts may select to use in their review of credit risk. Analysts 
are not expected to respond to all procedures, data or benchmark results listed in the repository. Rather, analysts 
and supervisors should use their expertise, knowledge of the insurer and professional judgement to tailor the 
analysis to address the specific risks of the insurer and document completion of the analysis. The repository is not 
an all-inclusive list of possible procedures. Therefore, risks identified for which no procedure is available should 
be analyzed by the state insurance department based on the nature and scope of the risk.  

In using procedures in the repository, analysts should review the results in conjunction with the Supervisory Plan 
and Insurer Profile Summary and the prior period analysis. Communication and/or coordination with other 
internal departments are a critical step in the overall Risk Assessment process and are a crucial consideration in 
the review of certain procedures in the repository.  

Analysts should also consider the insurer’s corporate governance which includes the assessment of the risk 
environment facing the insurer in order to identify current or prospective solvency risks, oversight provided by 
the board of directors and the effectiveness of management, including the code of conduct established by the 
board. 
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The placement of the following data and procedures in the credit risk repository is based on “best fit.” Analysts 
should use their professional judgement in categorizing risks when documenting results of the analysis. Key 
insurance operations or lines of business, for example, may have related risks addressed in different repositories. 
Therefore, analysts may need to review other repositories in conjunction with credit risk. 

ANALYSIS DOCUMENTATION: Results of credit risk analysis should be documented in Section III: Risk Assessment 
of the insurer. Documentation of the risk assessment analysis should be sufficiently robust to explain the risks and 
reflect the strengths and weaknesses of the insurer. Analysts are not expected to respond to procedures, data or 
benchmark results directly in the repository document. 
 
Quantitative and Qualitative Data and Procedures 
 
Investment Portfolio Diversification 

Property/Casualty # Life/A&H/Fraternal # Health # 

1 1 1 

The procedure assists analysts in determining whether the insurer’s investment portfolio appears to be 
adequately diversified to avoid an undue concentration of investments by asset type, duration or issuer. The ratios 
of the various types of investments to total net admitted assets (excluding separate accounts) are a measure of 
the diversity of the insurer’s investment portfolio by type of investment. The results of these ratios may also 
provide some indication of the insurer’s liquidity. Ratios are included for most types of investments except for 
government and agency bonds and cash and short-term investments, which are generally very liquid and have 
low credit risk. In addition, the ratio of the investment in any one issuer to total net admitted assets (excluding 
separate accounts) is a measure of the diversity of the insurer’s investment portfolio by issuer. 

ADDITIONAL REVIEW CONSIDERATIONS  
 Review the Percentage Distribution of Assets in the Financial Profile Report for significant shifts in the mix of 

investments owned during the past five years. Analysts should compare the insurer’s distribution of invested 
assets to industry averages to determine significant deviations from the industry averages. The comparison 
should focus on an appropriate peer group based on insurer type and asset size. 

 Review of the Annual Supplemental Investment Risks Interrogatories to determine whether the insurer’s 
investment portfolio is adequately diversified with the appropriate level of liquidity to meet cash flow 
requirements. 

 Review the Legal Risk Repository to determine whether the insurer’s investment portfolio is in compliance 
with the investment limitations and diversification requirements per the state’s insurance laws.  
 

Exposure to Non-Investment Grade Bonds 

Property/Casualty # Life/A&H/Fratrnal # Health # 

2 2 2 

The procedure assists analysts in determining whether concerns exist due to the level of investment in non-
investment grade bonds. Bonds which have NAIC designations of 3, 4, 5 or 6 are considered non-investment grade 
bonds and represent a significantly higher credit or default risk to the insurer than do investments in investment-
grade bonds. In addition, the prices of non-investment grade bonds are frequently more volatile than the prices 
of investment grade bonds. Analysts should distinguish between the different non-investment grade classes as 
the risks are materially different. Analysts should also pay attention to issuers that the rating agencies have on 
negative watch. Given the potential volatility in prices and that the main concern is risk of loss to capital, an 
important consideration is the price at which non-investment grade bonds are held. The NAIC has adopted the 
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Investments in Medium and Lower Grade Obligations Model Regulation (#340). Model #340 establishes limitations 
on the concentration of non-investment grade bonds because of concerns that changes in economic conditions 
and other market variables could adversely affect insurers having a high concentration of these types of bonds. 

ADDITIONAL REVIEW CONSIDERATIONS  
 Review Annual Financial Statement, Schedule D – Part 1A – Section 1 and compare the insurer’s holdings of 

non-investment grade bonds to the limitations included in Model #340 by NAIC designation.  

 For the more significant non-investment grade bonds, consider requesting from the insurer audited financial 
statements and a rating agency report for the issuer of the bonds to assess the issuer’s current financial 
position and ability to repay its debt. 
 

Exposure to Mortgage - and/or Asset-Backed Securities 

Property/Casualty # Life/A&H/Fraternal # Health # 

3 3 3 

The procedure assists analysts in determining whether concerns exist due to the level of investments in residential 
mortgage-backed securities (RMBS), commercial mortgage-backed securities (CMBS) and loan-backed and 
structured securities (LBaSS). Of the structured securities, RMBS can be among the most complex and volatile. 
RMBS convert a pool of mortgage loans into a series of securities that have expected maturities which vary 
significantly from the underlying pool as a result of slicing the pool into numerous tranches with different 
repayment characteristics. RMBS are often issued or backed by the U.S. government, and when they are, they 
carry very little credit risk. As a result, agency-backed RMBS have been designated category 1.  

However, the credit rating does not consider the prepayment or interest rate risk inherent in the RMBS 
investment. If the underlying mortgage loans are repaid by the borrowers faster or slower than anticipated, the 
RMBS repayment streams will be affected and the expected durations will either contract or extend. Thus, the 
cash flows on these investments are much more unpredictable than those for more traditional bonds and the cash 
flows can be either more or less variable than for mortgage pass-through certificates. If the RMBS prepayments 
are significantly faster than anticipated, and the insurer had paid a large premium for the RMBS when it was 
acquired, the insurer could experience a significant loss on the investment even though the par value was 
received. In addition, cash flows on RMBS are harder to match with corresponding payments on policy liabilities 
which leads to the risk that prepayments may not be able to be reinvested in investments earning comparable 
yields in order to support the liability payment streams. When interest rates rise, prepayment will likely slow, 
meaning that investors will be unable to take advantage of the higher rates, and when interest rates decline, 
prepayments will rise, forcing investors to reinvest at the lower rates. This will affect the value of bonds in the 
secondary market. 

ADDITIONAL REVIEW CONSIDERATIONS  
 Review the RMBS, CMBS and LBaSS securities categories in Annual Financial Statement, Schedule D – Part 1 

for bonds with a book/adjusted carrying value (BACV) significantly in excess of par value, which could result 
in a loss being realized if bond prepayments occur faster than anticipated. Analysts should also consider 
reviewing a listing of the effective yield on each of the insurer’s RMBS, CMBS and LBaSS securities. The 
effective yield on most debt securities is generally linked to its credit risk and duration. However, significant 
prepayment risk can also increase the effective yield.  

 There are many different types of RMBS, each of which have different characteristics and inherent risks. 
Therefore, consider requesting information from the insurer regarding the amount of each type held (e.g., 
planned amortization class (PAC), support bonds, interest only (IO), and principal only (PO)) to help evaluate 
the riskiness of the portfolio. IO bonds are particularly volatile. 

 Consider requesting information from the insurer regarding estimated prepayment speeds on its RMBS. 
Several standardized forms of calculating the rate of prepayments of a mortgage security exist in the market. 
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Historically, the constant prepayment rate (CPR) and the standard prepayment model of the Bond Market 
Association (PSA curve) are simple methods used to measure prepayments. Numerous other methods have 
evolved. Analysts should consider further analysis in those instances that prepayment risk appears high. 

 FOR LIFE INSURERS: Consider a review of the insurer’s life risk-based capital (RBC) formula or its Statement of 
Actuarial Opinion. The life RBC formula includes a C-3 Interest Rate Risk Component that charges insurer’s for 
securities that have not been cash flow tested. The insurer is charged 0.5 times the excess of the statement 
value over the value of the security if all of the collateral was immediately repaid. Alternatively, or in addition 
to this procedure, the Statement of Actuarial Opinion should be reviewed for comments regarding the 
modeling of the RMBS portfolio in the cash flow testing performed. Analysts might also consider having the 
RMBS modeled by an independent actuary as a part of an independent cash flow analysis. 

 The rationale behind requesting information on these types of investments outlined in the repository is to 
provide analysts with some insight regarding the level of prepayment risk the insurer holds in its RMBS 
portfolio and the measurement and monitoring tools the insurer uses to manage this risk. Parts f and g ask 
the insurer to break down its RMBS portfolio by general definitional classes, each of which has its own relative 
level of prepayment and cash flow volatility risk. Individual insurers may use different measures and 
monitoring techniques. If an insurance company cannot supply this data with reasonable ease, analysts may 
want to look more closely at the management and monitoring systems in place for the RMBS portfolio. 
 

Exposure to Mortgage Loans 

Property/Casualty # Life/A&H/Fraternal # Health # 

4 4 4 

The procedure assists analysts in determining whether concerns exist due to the level or quality of investment in 
mortgage loans. Most states restrict mortgage loan investments to first liens on property, with some states 
allowing second liens in instances where the insurer also owns the first lien. Second liens are more risky because, 
in the event of default, the holder of the first lien would be repaid out of any proceeds from the sale of the 
underlying property prior to the holder of the second lien. 

For mortgage loans with interest overdue or in process of foreclosure, analysts should consider reviewing the year 
of last appraisal of the underlying land and buildings to determine whether updated appraisals should be required. 
For both real estate and mortgage loans, analysts should utilize postal code and property type information along 
with the city and state location information in Schedules A and B to identify geographic concentrations and to 
identify differences in volatility based on the property type and geographic location. 

ADDITIONAL REVIEW CONSIDERATIONS FOR LIFE INSURERS  
 Review Annual Financial Statement, Schedule B – Part 1 to determine the amount of each type of mortgage 

loan owned. Commercial mortgages have historically been riskier investments than farm mortgages and 
residential mortgages.  

 Compare the BACV of each loan to the value of the land and buildings mortgaged. Analysts should determine 
whether the mortgage loans are adequately collateralized and whether any of the mortgage loans are to 
officers, directors, or other affiliates of the insurer. Important considerations in this analysis are the adjusted 
loan-to-value and debt service coverage ratio for each property, which are used in the determination of the 
mortgage’s CM category and are detailed in the RBC worksheet. 
 

Exposure to Other Invested Assets (Schedule BA) 

Property/Casualty # Life/A&H/Fraternal # Health # 

5 5 5 
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The procedure assists analysts in determining whether concerns exist due to the level of investment in other 
invested assets (Schedule BA). The types of investments included in Annual Financial Statement, Schedule BA 
include collateral loans, joint ventures and partnerships, oil and gas production and mineral rights. Joint ventures 
and partnerships typically involve real estate. These types of assets also tend to be fairly illiquid and may contain 
significant credit risk.  

ADDITIONAL REVIEW CONSIDERATIONS  
Review Schedule BA to determine the amount and types of other invested assets owned and to determine 
whether they are properly categorized as other invested assets. Significant categories within Schedule BA are 
hedge funds and private equity funds. These and other investments in Schedule BA are characterized by complex 
strategies, lack of transparency for expected yields and cash flows, as well as high management fees. 
 
Exposure to Other Invested Assets (Schedule BA) – Value of Collateral Loans  

Property/Casualty # Life/A&H/Fraternal # Health # 

N/A 7 N/A 

The procedure assists analysts in determining whether concerns exist due to the level of investment in collateral 
loans. Analysts should review Annual Financial Statement, Schedule BA and Schedule DA. In most states, collateral 
loans are required to be secured or collateralized by assets which have a value in excess of the amount of the loan 
and which are considered admitted assets for an insurer.  

ADDITIONAL REVIEW CONSIDERATIONS 
Compare the fair value of the collateral to the amount loaned to determine whether the loan is adequately 
collateralized. In those instances where the underlying collateral is comprised of securities, analysts might 
consider verifying the rate used to obtain the fair value of the securities by referencing the Purposes and 
Procedures Manual of the NAIC Investment Analysis Office (P&P Manual). 
 
Invested Asset Exposure to Climate Change Risk 
 

Property/Casualty # Life/A&H/Fraternal # Health # 

6 6  6 
 

The procedure assists analysts in identifying and assessing the potential exposure of the insurer’s investment 
portfolio to the impact of material climate change and/or energy transition risks. Transition risks refer to stresses 
on certain investment holdings arising from the shifts in policy, consumer and business sentiment, or technologies 
associated with the changes necessary to limit climate change. A few examples of investment holdings and sectors 
generally subject to greater levels of transition risk include, oil/gas, transportation, heavy manufacturing, and 
agriculture. In assessing an insurer’s exposure to these risks, the analyst is encouraged to review information 
disclosed by the insurer in its responses to the NAIC’s Climate Risk Disclosure Survey, U.S. Securities and Exchange 
Commission (SEC) filings, and/or the Own Risk and Solvency Assessment (ORSA) Summary Report filings. In 
addition, the analyst is encouraged to review the results of basic scenario analysis conducted by the NAIC using 
insurers’ Annual Statement filings (U.S. Insurance Industry Climate Affected Investment Analysis) to identify 
potential concentrations in exposure. 
 
ADDITIONAL REVIEW CONSIDERATIONS 
 Review the insurer’s investment policies and strategies to assess whether material climate change, transition 

and asset devaluation risk considerations have been appropriately implemented into the company’s 
investment processes.  

 Review the most recent examination report and summary review memorandum (SRM) for any findings 
regarding climate change/energy transition risks. 
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 If concerns exist, consider requesting information from the insurer regarding how the insurer manages its 
exposure to material climate change/energy transition risk, including how it identifies and estimates current 
and prospective exposures and the limits (if any) in place to avoid concentrations.  
 

Reinsurance Recoverable and Reinsurer Credit Quality 

Property/Casualty # Life/A&H/Fraternal # Health # 

7, 8, 9, 10 8, 9, 10  6, 7 

The procedure assists analysts in determining whether reinsurance recoverables and receivables are significant 
and if so, whether the amounts involved are collectable. Under a reinsurance contract, the primary insurer 
transfers or “cedes” to another insurer (the “reinsurer”) all or part of the financial risk of loss for claims incurred 
under insurance policies sold to the policyholder. Reinsurance does not modify in any way the obligation of the 
primary insurer to pay policyholder claims. Only after loss claims have been paid can the primary company seek 
reimbursement from a reinsurer for its share of paid losses. As a result, evaluating the collectability of the 
recoverables and receivables, as well as the overall credit-worthiness of the reinsurers, is a key concern. Evaluating 
the collectability of reinsurance recoverables and receivables requires an understanding of the specific facts and 
circumstances relating to each reinsurer. However, this evaluation is frequently oriented towards the type of 
reinsurer from whom the reinsurance was obtained. 

Reinsurance is generally obtained from one of the following categories of insurers: 

 Professional Reinsurers – The main business of professional reinsurers is assuming reinsurance from non-
affiliated insurers. In general, the large and well-capitalized professional reinsurers will not pose a serious 
collectability concern. 

 Reinsurance Departments of Primary Insurers – Many insurers assume reinsurance from non-affiliates, but 
also write significant business on a direct basis. These types of insurers may pose a larger collectability concern 
than professional reinsurers since the specialized reinsurance expertise may not be as strong. 

 Alien Insurers – Reinsurers domiciled in another country may pose a significant collectability concern. 

The fundamental issue involved with evaluating collectability is an assessment of the financial stability of the 
underlying reinsurers, and, if applicable, specific retrocessionaires involved throughout the chain of reinsurance. 
To evaluate the collectability of reinsurance recoverables, analysts should consider the need to collect as much 
financial information as possible about the reinsurers, including various regulatory and governmental filings, 
rating agency reports, and financial analyses available from industry analysts. 

A final recoverability issue may involve the treatment of disputed amounts. Occasionally, a reinsurer will question 
whether an individual claim is covered under a reinsurance contract or may even attempt to nullify an entire 
treaty. A ceding insurer, depending on the individual facts, may or may not choose to continue to take credit for 
such disputed balances. The ceding insurer may not take credit for reinsurance recoverables in dispute with an 
affiliate. 

FOR PROPERTY/CASUALTY (P/C) INSURERS: Another important accounting issue relates to the provision for 
reinsurance. Under statutory accounting practices, the insurer must establish a liability by a formula that 
considers:  

 The amount of overdue reinsurance recoverable on paid losses due from authorized insurers and reciprocal 
jurisdictions, certified reinsurers or unauthorized reinsurers;  

 Any collateral deficiency with respect to the amount of reinsurance recoverable on paid and unpaid losses 
due from certified reinsurers or unauthorized reinsurers.  

 

© 2014 - 2024 National Association of Insurance Commissioners 145



 Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.1.d. Credit Risk Repository – Analyst Reference Guide 
 

 

Affiliated Receivable or Payable 

Property/Casualty # Life/A&H/Fraternal # Health # 

10 11 11 

The procedure directs analysts to consider if any affiliated transactions have exposed the insurer to significant 
collectability risk. For example, if the insurer is included in a consolidated federal income tax return and a 
significant asset for Federal Income Tax Recoverable is recorded on the financial statements of the insurer, 
analysts should closely review the financial statements of the parent to determine the parent’s ability to repay 
the receivable. Structured settlements acquired from an affiliated life insurance company may also represent a 
collectability risk to the insurer. When the amounts of structured settlements are significant, analysts should 
review and understand the financial statements of the life insurance affiliate. 
 
Other Receivables 

Property/Casualty # Life/A&H/Fraternal # Health # 

11, 12 N/A 8, 9, 10 

The procedures assist analysts in reviewing receivable assets of an insurer that may have limited collectability.  

Uncollected Premiums and Agents’ Balances  
The asset for uncollected premiums and agents’ balances in the course of collection includes amounts receivable 
that have been billed, but have not yet been collected.  

Agencies and brokers receive premium payments from insureds in a fiduciary capacity. Most states have laws that 
require the agent or producer to maintain trust accounts for the premiums they collect, which must be kept 
separate from their business operating funds. The premiums, net of commissions, are then remitted to the insurer 
or general agents from the accounts, leaving an audit trail.  

Although agents are used by health entities, they are generally used more extensively with P/C insurers or even 
life insurers. Agents’ balances are admitted to the extent that the assets conform to the requirements of SSAP No. 
6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts due from Agents and Brokers, 
which also requires that premiums owed by agents should be reported net of commissions and are non-admitted 
under a 90-day rule. Remaining amounts that are determined to be uncollectable must be written off. Generally, 
if a contract with an agent permits offsetting, amounts payable to an agent may be offset against a receivable 
from that agent. Agents’ balances carry credit risk and can have a material impact on the net income and capital 
and surplus of an insurer if the balances are significant. Significant or growing balances can also lead to liquidity 
problems if the insurer is unable to convert the receivables into cash to be used to pay claims. 

Irrespective of the type of business written, inadequate systems and controls over the collection process can lead 
to uncollectable premiums. Uncollected premium balances on non-government business that are over 90 days 
due are non-admitted under SSAP No. 6. On all business, an evaluation of any remaining asset balance is required 
to determine any impairment. Amounts deemed uncollectable are required to be written off against income in 
the period the determination is made. These accounting requirements are designed to limit the total impact that 
collectability issues can have on an insurer at a given point in time.  

Despite the efforts to mitigate the impact of uncollected premiums and agents’ balances, write-offs and non-
admitted unpaid premium assets can still have a material impact on the net income and capital and surplus of an 
insurer. These issues can lead to liquidity problems if the insurer is unable to convert the receivable into cash to 
be used to pay claims. Analysts should monitor the level of this asset as well as the change in the balance to help 
identify potential collection problems that can ultimately lead to significant decreases in surplus.  

A material amount of uncollected agents’ balances warrants further investigation to ensure that adequate 
controls are in place and that trust accounts are properly managed. An increase or trend of material non-admitted 
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balances or write-offs may be a sign of mismanagement or misappropriation of trust accounts by the agency and 
should be investigated. Although this could occur at any agency, the risk is greater at affiliated agencies for the 
following reasons: 

 The same owner controls both sides of the transaction 
 There is a lack of internal controls in relation to management overrides 
 Affiliated agency balances are often more material to small or medium-sized insurers 
 Affiliated agencies may not be subject to the same level of oversight as unaffiliated agencies 
 In the event of financial stress to the insurer or the agency, there may be an inherent conflict of interest  

If the analyst has concerns about the timely collection of agents’ balances, the additional procedures related to 
premium trust accounts in the repository should be considered.  

FOR HEALTH INSURERS: The collectability of amounts reported for uncollected premiums may also be impacted 
as a result of retroactive additions and deletions that are made subsequent to the date the group was invoiced. 
There may be a delay (sometimes several months) between the time that a large group adds a new covered 
employee or deletes an employee that is no longer covered and notice of the change is sent to the health entity. 
This length of the delay increases since the invoicing of the monthly premium is frequently in advance of the 
effective date of the coverage. This delay can result in the health entity reporting part of a monthly billing as more 
than 90 days overdue and ultimately collecting less than what was billed. SSAP No. 6 states that if an installment 
premium is over 90 days due, the amount over ninety days due plus all future installments that have been 
recorded on that policy shall be non-admitted. However, for group accident and health contracts, a non-admitted 
de minimus over ninety-day balance would not cause future installments (i.e., monthly billed premiums on group 
accident & health) that have been recorded on that policy to also be non-admitted. The de minimus over 90-day 
balance itself would be non-admitted and the entire current balance would be subject to a collectability analysis. 

The balance for uncollected premium may also result from amounts due from the Centers for Medicare and 
Medicaid Services or other government plans. Although coverage periods on this type of business are usually the 
same as comprehensive group business, the payment cycle can be much different due to the longer settlement 
periods experienced under government contracts. However, collectability of balances associated with 
government plans is usually not an issue. Because of this, the 90-day rule that is applied to other receivables is 
not applicable to receivables from these types of government plans.  

Uninsured Plan Receivable (for Health Insurers) 
SSAP No. 47—Uninsured Plans defines uninsured accident and health plans, including HMO administered plans, 
as plans for which a health entity, as an administrator, performs administrative services such as claims processing 
for an at risk third party. Accordingly, the administrator does not issue an insurance policy. Two of the more 
common types of uninsured accident and health plans include an Administrative Services Only (ASO) plan or an 
Administrative Services Contract (ASC) plan.  

Under uninsured plans, there is no underwriting risk to the health entity. The plan bears all of the utilization risk, 
and there is no possibility of loss or liability to the administrator caused by claims incurred related to the plan. 
Although there is no underwriting risk on these types of plans, credit risk can still be an issue. Under these types 
of agreements, it is common for a receivable to be established for services performed by the health entity, and/or 
amounts due to the health entity for claims paid by the health entity on behalf of the uninsured plan. The credit 
risk varies on these types of plans because under an ASC plan, the health entity pays the claims directly from its 
own bank account, and would seek reimbursement at a later date. In contrast, under an ASO plan, the claims are 
paid from a bank account owned and funded directly by the uninsured plan sponsor, or are paid by the health 
entity but only after receiving funds to cover the amount paid. Combination plans may also be administered which 
contain elements of both an uninsured and an insured plan. If the funds held for disbursement under the 
uninsured plans are inadequate to meet disbursement needs, the insurer may advance funds to cover such 
disbursements.  

As a result of such advances, the receivable should be recorded as an asset. Liabilities can also result from 
administering this type of business. This type of liability would result from funds of the uninsured plans being held 
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by the health entity for making plan disbursements. Generally, the asset for the receivable and the liability for 
funds held should not be netted unless individual receivables and payments meet the requirements of SSAP No. 
64—Offsetting and Netting of Assets and Liabilities.  

Expense risk can also result from uninsured plans. This risk results primarily from the health entity incurring more 
expenses to administer the business than reimbursed from the uninsured plan. Analysts should use the 
information in Annual Financial Statement, Notes to Financial Statements, Note #18 — Uninsured Plans, to better 
assess the business risk to which the health entity is exposed under its uninsured plans. Refer to Section IV.B. 
Supplemental Analysis Guidance – Notes to Financial Statements, for guidance on reviewing Note #18. 

Health Care Receivables (for Health Insurers) 
Health care receivables can include pharmaceutical rebate receivables, claim overpayment receivables, loans and 
advances to providers, capitation arrangement receivables, risk-sharing receivables and government insured plan 
receivables. Similar to other assets in general, each of the above types of health care receivables is individually 
unique and can carry its own risks to the health entity. Some of them carry a higher degree of risk because of the 
use of estimates in establishing them. Others carry a low level of risk because the accounting requirements only 
allow the receivable to be established in certain circumstances. However, ultimately each of the health care 
receivables can present the same kind of financial risks as uncollected premiums. Like uncollected premiums, the 
collectability of health care receivables should be monitored by the health entity, as it could become a source of 
future problems if write-offs of uncollectable receivables become material.  

Exposure to High-Deductible Policies (for P/C Insurers) 
Large deductible programs for workers’ compensation insurance marketplace create added risk. They can be 
complex arrangements and depend on the employer’s fulfillment of its obligation to reimburse all claims within 
the deductible. If the employer is unable to fulfill that obligation, the financial consequences to the employer 
could be catastrophic, and the employer’s inability to pay could have a cascading impact on the financial health 
of the insurer. In order to manage this risk successfully, insurers and state insurance regulators must have a clear 
understanding of the nature and size of the insurer’s exposure. Additionally, they must ensure that there are 
adequate measures in place to limit and mitigate the risk of the employer’s failure to pay and ensure injured 
workers will receive benefits in compliance with state law. For further information and guidance on high-
deductible workers’ compensation insurance, refer to the 2016 Workers’ Compensation Large Deductible Study. 

The procedures assist analysts in gaining some basic understanding of the materiality of any reserve credit that 
has been recorded and is recoverable, as well as the materiality, aging and collateral held on any deductible 
recoverables and unpaid balances. 
 
Investments Involving Related Parties 

Property/Casualty # Life/A&H/Fraternal # Health # 

13 12 12 

 

This procedure assists analysts in determining related party exposure in the investment portfolio and assessing 
any related credit risk.  

Related parties are entities that have common interests as a result of ownership, control, affiliation or by contract 
as definited in SSAP No. 25—Affiliates and Other Related Parties (SSAP No. 25). Refer to the Insurance Holding 
Company System Model Act (Model #440) and SSAP No. 25 for a broader definition of "affiliate,” “related party” 
and “control”.  

Related party transactions are subject to abuse because reporting entities may be induced to enter transactions 
that may not reflect economic realities or may not be fair and reasonable to the reporting entity or its 
policyholders. As such, related party transactions require specialized accounting rules and increased regulatory 
scrutiny.  
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The anlayst should utilize the tools available in iSite+ to identify if the insurer has a material exposure to 
investments involving related parties, either on an asset category basis or in aggregate, and by the related party 
designation noted below.  If a material exposure exists, further assessment of the [credit, market, liquidity] risk 
may be warranted.  For example, what is the NAIC designation of investments involving related parties? Analysts 
may also consider the extent to which related parties are involved in securitizing or originating business for the 
insurer, and what differences may exist in how investments involving related parties are valued. If the role of the 
related party is that of a third-party advisor, factors to consider may include for example, the expertise of the 
related party advisor, any potential conflicts of interest, and if related parties are originating investments only for 
the insurer or also to the public, the latter being subject to SEC requirements. The analyst may consider utilizing 
suggested procedures in the “Additional Procedures” section of the repository on third-party advisors, if 
applicable.  

Within the Annual Financial Statement investment Schedules B, BA, D, DA, DB, DL, and E (Part 2), all investments 
involving related parties must incude disclosure to ensure full transparency. This disclosure is in the column 
“Investments Involving Related Parites”. It designates investments by the following roles:  

1. Direct loan or direct investment (excluding securitizations) in a related party, for which the related party 
represents a direct credit exposure. 

2. Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability 
companies involving a relationship with a related party as sponsor, originator, manager, servicer, or other 
similar influential role and for which 50% or more of the underlying collateral represents investments in or 
direct credit exposure to related parties. 

3. Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability 
companies involving a relationship with a related party as sponsor, originator, manager, servicer or other 
similar influential role and for which less than 50% (including 0%) of the underlying collateral represents 
investments in or direct credit exposure to related parties. 

4. Securitization or similar investment vehicles such as mutual funds, limited partnerships and limited liability 
companies in which the structure reflects an in-substance related party transaction but does not involve a 
relationship with a related party as sponsor, originator, manager, servicer or other similar influential role. 

5. The investment is identified as related party, but the role of the related party represents a different 
arrangement than the options provided in choices 1-4.  

6. The investment does not involve a related party. 
 

Additional Analysis and Follow-Up Procedures  

INVESTMENT STRATEGY directs analysts to consider requesting and reviewing a copy of the insurer’s formal 
adopted investment plan. This should be evaluated to determine if the plan appears to result in investments that 
are appropriate for the insurer, based on the types of business written and its liquidity and cash flow needs and 
to determine whether the insurer appears to be adhering to its plan. For example, the insurer’s plan for investing 
in non-investment grade bonds should be reviewed for guidelines for the quality of issues invested in and 
diversification standards pertaining to issuer, industry, duration, liquidity, and geographic location.   

EXAMINATION FINDINGS direct analsyts to consider a review of the recent examination report, summary review 
memorandum and communication with the examination staff to identify if any credit risk issues were discovered 
during the examination.  

NAIC CAPITAL MARKETS BUREAU ANALYTICAL ASSISTANCE directs analysts to consider requesting the NAIC’s 
Capital Markets Bureau (CMB) to assist with investment portfolio or investment management agreement analysis. 
The CMB has different levels of analysis that can be arranged to assist the state.  

THIRD-PARTY INVESTMENT ADVISORS assist analysts in determining whether concerns exist regarding the use of 
third-party investment advisers. As investments and investment strategies grow in complexity, insurers may 
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consider the use of unaffiliated third-party investment advisers to manage their investment strategy. Investment 
advisers may operate independently or as part of an investment company. Investment advisers and companies 
are subject to regulation by the U.S. Securities and Exchange Commission (SEC) and/or by the states in which they 
operate, generally based on the size of their business. In certain situations, insurers may use a broker-dealer for 
investment advice. Broker-dealers are subject to regulation by the Financial Industry Regulatory Authority (FINRA). 
Regardless, most broker dealers and investment advisers will register with the SEC and annually update a Form 
ADV–Uniform Application for Investment Adviser Registration and Report Form by Exempt Reporting Advisers, 
which provides extensive information about the nature of the organization’s operations. To locate these forms, 
analysts can go to https://adviserinfo.sec.gov and perform a search based on the company name. 

Key information provided on a Form ADV includes: 

a. Regulatory agencies and states in which the adviser/broker is registered 

b. Information about the advisory business including size of operations and types of customers (Item 5) 

c. Information about whether the company provides custodial services (Item 9) 

d. Information about disciplinary action and/or criminal records (Item 11) 

e. A report of the independent public accountant verifying compliance if the investment advisor also acts as a 
custodian  

It is important to note that the information provided on Form ADV is self-reported and is subject to limited 
regulatory oversight. However, the information may be valuable to analysts in assessing the suitability and 
capability of investment advisers providing advisory services to insurers. 

Analysts should consider any significant risks identified in the most recent risk-focused examination and whether 
any follow-up procedures were recommended by the examiner. The examiner may have performed steps to 
determine the following: whether the investment adviser is suitable for the role (including whether he/she is 
registered and in good standing with the SEC and/or state securities regulators); whether the investment advisory 
agreements contain appropriate provisions; whether the adviser is acting in accordance with the agreement; and 
whether management/board oversight of the investment adviser is sufficient for the relationships in place. 

Analysts should determine if changes have occurred in the insurer’s use of investment advisers that may 
prospectively impact the insurer’s investment strategy and overall management of the investment portfolio. If 
changes have occurred analysts may consider asking the insurer for an explanation for the change in investment 
advisers and obtain a copy of the new adviser agreement to gain an understanding of the provisions including the 
advisor’s authority, specific reference to compliance with the insurer’s investment strategy and/or policy 
statements, as well as state investment laws; conficts of interest; fiduciary responsibilities; fees; and the insurer’s 
review of the adviser’s performance. (Refer to the Financial Condition Examiners Handbook for further guidance.) 

Analysts can determine if the investment advisor is in good standing with the SEC. The SEC does not officially use 
the term “good standing”; however, for this analysis, the term is used to mean a firm that is registered as an 
investment adviser with the SEC and does not report disciplinary actions or criminal records in Item 11 of the Form 
ADV. 

If the insurer uses an external asset manager and if investments on Schedule BA assets are invested in funds that 
are affiliated with the asset manager or are managed by that asset manager, analysts should consider several 
possible issues that may result from this scenario. A possible concern may exist when the asset manager is also 
managing other funds in addition to managing assets for the insurer and then invests the insurer’s assets in those 
other funds that the asset manager manages. While those funds may be good investments, both in general and 
for the insurer, there are a few issues that may need to be considered. First is the potential for a conflict of interest 
if the asset manager is using the insurer’s available funds to provide seed money or fund the manager’s other 
funds. Second is if any concerns exist regarding the appropriateness of the fund for the insurer’s investment 
portfolio and if the transactions would be considered on an arm’s-length basis. Third is the understanding that the 
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insurer may be paying double fees as the insurer would pay the asset manager a fee for the investment and then 
also pay a fee within the fund investment. 

INQUIRE OF THE INSURER directs analysts to consider requesting additional information from the insurer if credit 
risk concerns exist in a specific area. The list provided are examples of types of information or explanations to be 
obtained that may assist in the analysis of credit risk for specific topics where concerns have been identified. 

OWN RISK AND SOLVENCY ASSESSMENT (ORSA) directs analysts to obtain and review the latest ORSA Summary 
Report for the insurer or insurance group (if available) to assist in identifying, assessing and addressing risks faced 
by the insurer.  

HOLDING COMPANY ANALYSIS directs analysts to obtain and review the holding company analysis work 
completed by the lead state to assist in identifying, assessing and addressing risks that could impact the insurer.  
 
Example Prospective Risk Considerations 

The table provides analysts with example risk components for use in the Risk Assessment and Insurer Profile 
Summary branded risk analysis section and a general discription of the risk component. Note that the risks listed 
are only examples and do not represent a complete list of all risks available for the credit risk category.  
 
Discussion of Quarterly Procedures 

The Quarterly Credit Risk Repository procedures are designed to identify the following:  

1. Whether the insurer’s investment portfolio appears to be adequately diversified to avoid an undue 
concentration of investments by type or issue 

2. Whether the insurer has a significant portion of its assets invested, or has significantly increased its holdings 
since the prior year-end, in certain types of investments that tend to be riskier 

3. Exposure to and/or changes in risk related to reinsurance recoverables 

4. Exposure to and/or changes in risks related to affiliated receivables 

5. Exposure to and/or changes in risks related to uncollected premium and agents’ balances and receivables 
relating to uninsured plans and health care 

For additional guidance on inidividual procedure steps, please see the corresponding annual procedures dicussed 
above. 
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Legal Risk: Non-conformance with laws, rules, regulations, prescribed practices or ethical standards in any 
jurisdiction in which the entity operates will result in a disruption in business and financial loss. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, the analyst may need to review other repositories in conjunction 
with legal risk. For example, market conduct is also addressed as a reputational risk.  
 
Analysis Documentation: Results of legal risk analysis should be documented in Section III: Risk Assessment of 
the insurer.  
 
Market Conduct 
1. Determine if concerns exist regarding market conduct, including complaints, market conduct actions, 

communication with market conduct staff, etc. If concerns exist, communicate risks/issues to the state 
insurance department’s Market Conduct Unit to investigate further. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Review any market conduct information available 
from the NAIC market analysis tools and databases 
(MAP, MARS, MATS, RIRS, & MCAS). Note any 
unusual items or negative trends that translate into 
financial risks or indicate further review is needed.  

RP*    

i. Count of Regulatory Actions:  

• Current Year 
• Prior Year 
• Second Prior Year 

  [Data]  

ii. Aggregate of Regulatory Fines:  

• Current Year 
• Prior Year 
• Second Prior Year 

  [Data]  

iii. Market Conduct Examination Called or 
Concluded: 

• Current Year 
• Prior Year 
• Second Prior Year 

 =YES [Data] [Data] 

b. Average number of days of unpaid claims (Health) LQ*, RP >30 days [Data] [Data] 

 Other Risks 

c. Review any market conduct information, including information available from the state’s 
market analysis department (such as the Market Analysis Chief or the Collaborative Action 
Designee). Note any unusual items that translate into financial risks or indicate further 
review is needed. 

RP* 

d. Review any inter-departmental communication, as well as communication with other 
state, federal or international insurance regulators and the insurer. Note any unusual items 
or prospective risks that indicate further analysis or follow-up is necessary. 

RP* 
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e. If market conduct information is unusual and indicates potential financial risks, perform 
the following procedures: 

i. Describe and document the findings of the most recent market conduct examination 
and analysis and communication with the insurance department’s market conduct 
staff. 

ii. Describe any current or future actions of the insurance department, other state 
insurance departments or other regulatory bodies against the insurer related to 
market conduct violations. 

iii. Describe the actual or projected financial impact of any settlements, fines, or 
remediation to operations and surplus. 

RP* 

f. If concern is noted in 1.b., review the Financial Profile Report to identify changes in the 
average number of days of unpaid claims in past years for unusual fluctuations or negative 
trends between years. 

 

g. If concern is noted in 1.b. or 1.f., determine if the insurer has met state statutes and 
regulations regarding timely payment of claims. 

 

 

Litigation, Legal and Government Expenses 
2. Determine if concerns exist regarding expenses for litigation, legal or government. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Investigate any individual payments for legal 
expenses that represent 25% or more of total legal 
payments made during the year [Annual Financial 
Statement, General Interrogatories, Part 1, #41.1 
and #41.2] 

 =YES [Data] [Data] 

b. Legal expenses of investigation and settlement of 
policy claims to total legal expenses (Life only) 
[Annual Financial Statement, Exhibit 2, Line 4.5] 

 >=75% [Data] [Data] 

c. Investigate any individual payments for government 
expenditures in connection with matters before 
legislative bodies, officers or government 
departments that represent 25% or more of total 
legal payments made during the year [Annual 
Financial Statement, General Interrogatories, Part 1, 
#42.1 and #42.2] 

 =YES [Data] [Data] 

  Other Risks 

d. Compare legal expenses with industry averages (Note: Industry aggregate totals are 
available in the NAIC publication Statistical Compilation of Annual Statement Information.) 

 

e. Review Annual Financial Statement, Schedule P – Part 1 for Defense and Cost Containment 
Expenses, Notes to Financial Statements Note #23 for Reinsurance Recoverable in Dispute 
and Note #14G for Contingencies. Were any legal concerns identified based on this 
review? 

 

f. Were any legal concerns identified during the review of the Annual Financial Statement 
including the Notes to Financial Statements, Audited Financial Report, or Examination 
findings and follow-up monitoring?  
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g. Upon review of the Notes to Financial Statements, was the insurer a party to any 
significant litigation not in the normal course of business? If so, review and understand a 
description of the litigation and any contingent liabilities for accrued legal expenses. 

 

 
Fraud 
3. Assess if any material fraudulent activity has been identified and evaluate the financial impact of such 

activity.  

 Other Risks 

a. Were any fraud concerns disclosed during the review of the Annual Financial Statement, 
including the Notes to Financial Statements, Audited Financial Statement, and 
Examination findings (i.e., Exhibit G)? 

 

b. Contact the state insurance department’s Fraud Unit (if applicable). Has the state 
insurance department concluded any fraud investigations involving the insurer? If so, 
identify the following: 

• Nature and scope of the investigation and its findings 

• Regulatory and/or corrective actions required of the insurer 

• Insurer’s plan to address the fraudulent activity 

• Financial impact of the investigation and corrective actions 

 

c. Do any news and media reports, information from the insurer or other information 
available to the analyst indicate the insurer is under investigation by any regulatory body 
other than the state insurance department? If so, identify the nature and scope of the 
investigation and impact on the insurer to determine if further information should be 
requested from the other regulatory body. 

RP 

d. Review Regulatory Actions (Regulatory Information Retrieval System—RIRS) on iSite+. 
Were any regulatory actions taken by other states identified as fraud? If so, and if not 
communicated to the state insurance department, contact the reporting state insurance 
department to obtain information regarding the regulatory action.  

 

e. Contact other regulatory agencies that have regulatory authority over the business of the 
insurer (e.g., federal agencies where the insurer is engaged in government contracts). 
Have any regulatory authorities concluded any fraud investigations involving the insurer? 
If so, request the following information: 

• Nature and scope of the investigation and its findings 

• Regulatory and/or corrective actions required of the insurer 

• Insurer’s plan to address fraudulent activity 

• Financial impact of the investigation and corrective actions 

RP 

f. Review the GPS and any other information provided by the lead state for any legal risks of 
the group or the insurance entity (e.g., from the Form F - Enterprise Risk Report) . Were 
any investigations, regulatory activities or litigations that may impact the insurer or 
holding company reported? 

 

g. If the above analysis indicates concerns related to current or prior fraud, inquire of the 
insurer regarding its internal processes and controls for preventing fraud. 
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Compliance with Code of Ethics Standards 
4. Assess the insurer’s compliance with code of ethics standards. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Identify if senior officers are subject to code of ethics 
standards [Annual Financial Statement, General 
Interrogatories, Part 1, #14.1 and #14.11] 

 =NO [Data] [Data] 

b. Identify if the code of ethics has been amended 
[Annual Financial Statement, General 
Interrogatories, Part 1, #14.2 and #14.21] 

 =YES [Data] [Data] 

c. Identify if the code of ethics has been waived 
[Annual Financial Statement, General 
Interrogatories, Part 1, #14.3 and #14.31] 

 =YES [Data] [Data] 

 Other Risks 

d. Determine if the responses provided in 4.a, 4.b, or 4.c identify any concerns with the 
insurer’s compliance with code of ethics. 

 

e. Corporate Governance Annual Disclosure (CGAD): 
i. If filed on an insurance entity basis, does the information provided in the CGAD 

filing on ethics policies identify any concerns with the insurer’s ethics standards or 
conflict with information reported in Annual Financial Statement, General 
Interrogatories, Part 1, #14? 

ii. If filed on a group basis, does the information provided in the GPS or provided by 
the lead state identify any concerns with the insurer’s ethics standards or conflict 
with information reported in the Annual Financial Statement, General 
Interrogatories, Part 1, #14? 

 

 
Compliance with State Laws and Reporting 
5. Assess the insurer’s compliance with NAIC reporting practices, internal policy, laws, regulations and 

prescribed practices. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Identify if any certificates of authority, licenses or 
registrations have been suspended or revoked 
[Annual Financial Statement, General 
Interrogatories, Part 1, #6.1 and #6.2] 

 =YES [Data] [Data] 

 Other Risks 

b. Identify if the insurer is compliant with state statutes and regulations, including those that 
are new or revised (e.g., hazardous financial condition analysis, investment limitation 
analysis, etc.). 

 

c. Assess whether surplus meets the statutory minimum amount required by state law 
(varies by state and business type). 

 

d. Review the Annual Financial Statement, Notes to Financial Statements, Note #1 and the  
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iSite+ Validation Exceptions tool. Has the insurer reported significant corrections of errors, 
validation errors, or other accounting and reporting changes that indicate possible 
concerns regarding the accuracy of the financial reporting? 

e. Is the insurer in compliance with permitted or prescribed practices as reported in Note #1?  

f. If the insurer failed to comply with the state’s statutes and regulations enacted during the 
period, identify the following: 

• Nature of the non-compliance 

• Impact to the insurer’s financial position and reporting 

• Outcome of any department communication with the insurer regarding the non-
compliance issues 

• Resolution of any non-compliance issues or resolution plans of the insurer 

 

g. If the insurer had any certificates of authority, licenses, or registrations (including 
corporate registration, if applicable) suspended or revoked by any governmental entity 
during the reporting period, identify the following: 

• Nature of the suspension or revocation 

• Reason(s) stated for the revocation or suspension 

• Outcome of any department communication with the insurer and/or with the other 
regulatory authority who issued the revocation or suspension 

• Resolution of any non-compliance issues or resolution plans of the insurer 

 

h. If the insurer has been issued any consent orders or agreements by other 
regulators/jurisdiction, identify or perform the following: 

• Request a copy of the consent order or agreement from the other 
regulator/jurisdiction 

• Reason(s) stated for the consent order or agreement 

• Outcome of any department communication with the insurer and/or with the other 
regulatory authority 

• Resolution of any non-compliance issues or plans of the insurer 

 

 
6. Assess the insurer’s compliance with the state’s investment laws. 

 Other Risks 

a. Using your state’s investment compliance checklist, determine whether the insurer’s 
investment portfolio is in compliance with the investment limitations and diversification 
requirements per the state’s insurance laws. 

 

b. Reporting its investments (including the related income and expenses) in accordance with 
NAIC practices, internal policy, Statutory Accounting Principles and the filing requirements 
set forth in the Purposes and Procedures Manual of the NAIC SVO. 

 

c. Are affiliated investments in violation of state statutes? If “yes,” gain an understanding of 
the primary business activity of the affiliate and why such an investment does not comply 
with regulatory requirements. 

 

d. If analysis of investment compliance indicates concerns or a pattern of non-compliance:   
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• Review the most recent examination file for investment compliance  

• Inquire of the insurer about its internal processes and controls for compliance with 
state investment laws 

 
7. Assess the insurer’s compliance with affiliated management and service agreements. 

 Other Risks 

a. Were management and service agreements between affiliates either submitted and/or 
approved in conformity with regulatory requirements? [Annual Financial Statement, 
Schedule Y – Part 2, Notes to Financial Statements, State’s records of Form D Filings, etc.] 

i. Verify that the transactions recorded in the Annual Financial Statement reflect the 
transactions as approved.  

 

b. Was the amount of the shareholder dividend at a level that required prior regulatory 
approval or notification? If the response is “yes,” did the insurer obtain proper prior 
regulatory approvals? 

 

 
8. Assess the insurer’s compliance with transactions involving other jurisdictions. 

 Other Risks 

a. Did the insurer redomesticate to your state?  

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations placed on the insurer that were expected to be met subsequent to 
approval of the redomestication? 

ii. Identify any legal implications that represent risk to the insurer due to the 
redomestication. 

 

b. Did the insurer engage in transaction(s) to redomesticate a subsidiary offshore? 

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations placed on the insurer that were expected to be met subsequent to 
approval of the redomestication? 

ii. Identify any legal implications that represent risk to the insurer due to the 
redomestication. 

 

c. Did the insurer engage in any transactions to acquire a subsidiary domiciled in a non-U.S. 
jurisdiction? 

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations expected to be met subsequent to the acquisition? 

ii. Identify any legal implications that represent risk to the insurer due to the acquisition. 

 

 
Compliance with the Federal Affordable Care Act  

9. Identify and assess compliance with the federal Affordable Care Act (ACA), Medical Loss Ratio (MLR), MLR 
Rebate calculations and other ACA requirements. If the insurer is not subject to the ACA, it is 
recommended to skip procedures #9 and #10. 
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    Other Risks 

a. Did the insurer file the Supplemental Health Care Exhibit (SHCE) and the SHCE Expense 
Allocation Report filed in accordance with the Annual Statement Instructions? 

 

b. Review the Notes to the Financial Statement (primarily Note #24), the SHCE – Part 1, 
and the final rebate reporting to the U.S. Department of Health and Human Services 
(HHS). If the amount of MLR rebate liability reported is material (greater than 5% of 
capital and surplus), determine whether there are concerns regarding the insurer’s 
liability for rebates. 

ST* 

c. Compare the MLR rebate liability, as provided in the SHCE, and the actual rebate 
calculation in the HHS Medical Loss Ratio Reporting Form. Were any material 
differences identified? If so, consider requesting an explanation of the differences 
from the insurer. 

 

d. During the review of the health care business pursuant to the federal Public Health 
Service Act and all applicable filings, did the analyst note any unusual items or areas of 
concern, not previously noted, that indicate further review is necessary? 

 

e. If concerns exist, contact the federal Centers for Medicare & Medicaid Services (CMS) 
to request information about: 
• CMS sanctions or supervision by the CMS. 
• MLR audits. 

 

 
10. Determine whether there are concerns regarding the components of the insurer’s Preliminary Medical 

Loss Ratio (MLR).  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Review the Preliminary MLR from the SHCE by line of 
business (either the national Preliminary MLR or the 
state-level MLR) (or the thresholds applicable under 
state law) for individuals or small group employers 
with a ratio less than 80% or large group employers 
with a ratio less than 85%. For Medicare plans, is the 
preliminary MLR less than 85%? [See Reference 
Guide Discussion of these procedures for guidance 
on an aggregate vs. by state review of Preliminary 
MLR.] 

PR/UW <80% OR 
<85% 

[Data] [Data] 

• Individual Comprehensive  <80% [Data] [Data] 

• Small Group Employer Comprehensive  <80% [Data] [Data] 

• Large Group Employer Comprehensive  <85% [Data] [Data] 

• Individual Mini-Med  <80% [Data] [Data] 

• Small Group Employer Mini-Med  <80% [Data] [Data] 

• Large Group Employer Mini-Med  <85% [Data] [Data] 

• Small Group Expatriate Plans  <80% [Data] [Data] 

• Large Group Expatriate Plans  <85% [Data] [Data] 

• Student Health Plans  <80% [Data] [Data] 
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b. Review the change in Preliminary MLR for an 
increase or decrease of more than 5 percentage 
points from the prior year by line of business (either 
the national Preliminary MLR or the state-level 
MLR). 

PR/UW    

• Individual Comprehensive  >5 pts or  
<-5 pts 

[Data] [Data] 

• Small Group Employer Comprehensive  >5 pts or  
<-5 pts 

[Data] [Data] 

• Large Group Employer Comprehensive  >5 pts or  
<-5 pts 

[Data] [Data] 

• Individual Mini-Med  >5 pts or  
<-5 pts 

[Data] [Data] 

• Small Group Employer Mini-Med  >5 pts or  
<-5 pts 

[Data] [Data] 

• Large Group Employer Mini-Med  >5 pts or  
<-5 pts 

[Data] [Data] 

• Small Group Expatriate Plans  >5 pts or 
 <-5 pts 

[Data] [Data] 

• Large Group Expatriate Plans  >5 pts or  
<-5 pts 

[Data] [Data] 

• Student Health Plans  >5 pts or  
<-5 pts 

[Data] [Data] 

c. In the analyst’s review of the components of the 
Preliminary MLR, review and assess any material 
differences between the unadjusted and adjusted 
amounts for premium and claims. Compare Health 
Premium Earned (Line 1.1) to Adjusted Premium 
Earned (Line 1.8) by line of business. 

PR/UW    

• Individual Comprehensive   [Data]  

• Small Group Employer Comprehensive   [Data]  

• Large Group Employer Comprehensive   [Data]  

• Individual Mini-Med   [Data]  

• Small Group Employer Mini-Med   [Data]  

• Large Group Employer Mini-Med   [Data]  

• Small Group Expatriate Plans   [Data]  

• Large Group Expatriate Plans   [Data]  

• Student Health Plans   [Data]  

d. In the analyst’s review of the components of the 
Preliminary MLR, review and assess any material 
differences between the unadjusted and adjusted 
amounts for premium and claims. Compare Incurred 
Claims excluding prescription drugs (Line 2.1) to 
Total Incurred Claims (Line 5.0) by line of business. 

PR/UW    
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• Individual Comprehensive   [Data]  

• Small Group Employer Comprehensive   [Data]  

• Large Group Employer Comprehensive   [Data]  

• Individual Mini-Med   [Data]  

• Small Group Employer Mini-Med   [Data]  

• Large Group Employer Mini-Med   [Data]  

• Small Group Expatriate Plans   [Data]  

• Large Group Expatriate Plans   [Data]  

• Student Health Plans   [Data]  

 Other Risks 

e. Did the analyst note any components that appear unusual, or that increased or decreased 
materially from the prior year that would indicate further review is warranted? If so, 
request additional information from the insurer. 

PR/UW 

f. Review the SHCE – Part 3 and the Expense Allocation Report including the expense 
allocation methodology to determine whether quality improvement (QI) expenses are 
appropriate and properly accounted for.  

 

g. During the review of the health care business pursuant to the Public Health Service Act 
and all applicable filings, did the analyst note any unusual items or areas of concern, not 
previously noted, that indicate further review is warranted? 

PR/UW 

h. If there are concerns, contact the CMS to request information on: 

• CMS sanctions and remediation 

• CMS supervision and any regulatory concerns of CMS 

• MLR audits 

 

 
Legal Compliance with Federal Regulatory Agencies  
11. Identify and assess compliance with other federal regulatory agencies. 

 Other Risks 

a. Is the insurer subject to regulation by a federal regulatory agency? [Annual Financial 
Statement, General Interrogatories, Part 1, #8] 

 

b. If “yes,” consider contacting the applicable federal regulatory agency to request any 
information about the results of that agency’s oversight, including any issues identified, 
federal compliance violations, fraud investigations and regulatory actions. 
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Management’s Discussion and Analysis Report 
12. Assess the insurer’s compliance with the Management’s Discussion and Analysis (MD&A) Report 

requirements and identify any legal risks through review of the report. 

 Other Risks 

a. Utilizing the Handbook’s MD&A Report Work Paper or other state-specific procedures, 
was the MD&A filed in accordance with the Annual Financial Statement Instructions to 
include the required content? 

 

b. Were any compliance issues or legal risks noted based on review of the MD&A?  
 

Audited Financial Report 
13. Assess the insurer’s compliance with the Audited Financial Report requirements and identify any legal 

risks through review of the Audited Financial Report. (June 1st Filing Date) 

 Other Risks 

a. Part I – Audited Financial Report: Using the Handbook’s Audited Financial Report Work 
Paper or other state-specific procedures, were any compliance issues or legal risks noted 
based on review of: 
• Compliance with Audited Financial Report requirements 

• Review of the Report and identification of risks 
o Type of Opinion 
o Differences Identified in the Opinion 

• Certified Public Accountant’s (CPA) Letter of Qualifications (if applicable) 

• Changes in the CPA (if applicable) 

 

b. If material risks are noted, what corrective actions are planned to resolve the issues?  

c. Part II – Management’s Report on Internal Controls over Financial Reporting:  Using the 
Handbook’s Audited Financial Report Work Paper or other state-specific procedures, were 
any compliance issues or legal risks noted based on review of Management’s Report on 
Internal Controls over Financial Reporting? 

 

d. If material weaknesses in internal controls are reported, what corrective actions are 
planned to resolve the issues? 

 

 

Audit Committee 
Every insurer is required to have designated an Audit Committee, a percentage of whose members should be 
independent from the insurer depending upon premium volumes. 

14. Assess compliance with audit committee requirements. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Did the insurer fail to establish an Audit Committee 
in compliance with the domiciliary state insurance 
laws? If “yes,” review information for an 
explanation. [Annual Financial Statement, General 
Interrogatories, Part 1, #10.5 and #10.6] 

 =YES [Data] [Data] 
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b. Has the insurer been granted any exemptions under 
Sections 7H, or 18A of the NAIC Annual Financial 
Reporting Model Regulation? If “yes,” review 
information about the exemption. [Annual Financial 
Statement, General Interrogatories, Part 1, #10.1, 
#10.2, #10.3 and #10.4] 

 =YES [Data] [Data] 

 Other Risks 

c. Does the Audit Committee membership meet independence requirements of the 
domicilary state insurance laws? 

 

d. Corporate Governance Annual Disclosure (CGAD): 

i. If filed on an insurance entity basis, does the information provided in the CGAD on 
auditor independence identify any concerns or conflict with information reported in 
the Annual Financial Statement, General Interrogatories, Part 1, #10? 

ii. If filed on a group basis, does the information provided in the GPS or provided by the 
lead state identify any auditor independence conerns or conflict with information 
reported in the Annual Financial Statement General Interrogatories, Part 1, #10? 

 

 
Additional Analysis and Follow-Up Procedures  
Examination Findings:  

Review the most recent examination report and the Summary Review Memorandum (SRM) for any findings 
regarding legal risks. If outstanding issues are identified, perform follow-up procedures as necessary to address 
concerns. 

Inquire of the Insurer:  

If concerns exist, consider requesting information from the insurer regarding: 

Policies and Strategies for Compliance with State, Federal and International Laws and Regulations: 

• Information on how the legal/compliance function ensures compliance with relevant laws and regulations 

News, Press Releases and Industry Reports: 

• The financial impact of any legal issues on the insurer and/or group’s operations and surplus 

• Disclosures of financial impact to the public and agent distribution force 

• The insurer’s efforts to mitigate any impact of the risk. For ORSA filers, this may be identified in the ORSA 
Summary Report for certain risks. 

• Policies and procedures in place to mitigate adverse publicity 

• Revised business plan 

Legal Risk Assessment by Management: 

• How the insurer assesses its legal risk and reports it to senior management 

• The involvement of legal counsel in changes to existing products and development of new products 

• The degree to which compliance programs are utilized to control, monitor and report legal risk 

Litigation: 

• Negative financial impact on the insurer and/or group should the litigation not be ruled in favor of the 
insurer 
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• Negative reputational impact to the insurer and/or group 

• Negative impact to shareholders and/or policyholders 

Audited Financial Report: 

• Letter of Representation 

• Schedule of all recorded and unrecorded audit adjustments 

• Internal control related presentation materials including Management’s Comment Letter 

• Any other audit work papers deemed appropriate or necessary (i.e., Statement of Auditing Standards (SAS) 
99 Fraud and Legal Representations Letters) 

Report on Internal Controls: 
• If weaknesses are noted and no corrective action plan is proposed, contact the insurer and request 

detailed information regarding the insurer’s remediation and corrective action plan to resolve the 
weaknesses. 

Own Risk and Solvency Assessment (ORSA) Summary Report: 

If the insurer is required to file ORSA or part of a group that is required to file ORSA:  

• Did the ORSA Summary Report analysis conducted by the lead state indicate any legal risks that require 
further monitoring or follow-up? 

• Did the ORSA Summary Report analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective legal risks? 

Holding Company Analysis: 

• Did the Holding Company analysis conducted by the lead state indicate any legal risks impacting the insurer 
that require further monitoring or follow-up? 

• Did the Holding Company analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective legal risks impacting the insurer? 

 
Example Prospective Risk Considerations 
Risk Components for IPS Explanation of Risk Components 

1 Market conduct 
examination/material findings 

If a market conduct exam is being conducted or recently concluded, 
the reasons for calling the exam or the findings from the exam are 
material issues the insurer will need to correct. 

2 Impact of ongoing market 
conduct remediation 

If a recently concluded market conduct examination resulted in 
regulatory requirement to perform remediation (E.g., reprocessing 
denied claims) the financial impact may be material to the insurer.  

3 Claims payment timeliness issues The insurer is in violation of claims payment timeliness requirements 
under state law. 

4 Material pending litigation The insurer has reported material litigation pending, the impact of 
which is uncertain. 

5 High legal expenses due to …  The insurer has reported high legal, litigation or government 
expenses that are material to overall operating expenses. 

6 Compliance violation for …  The insurer is in violation of compliance with any state laws, 
regulations, filing requirements or other requirements of the state 
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insurance department. The analyst should specify the violation and 
the impact. 

7 Violation of federal [or other 
jurisdiction] laws and 
requirements for …  

The insurer is in violation of compliance with any federal, 
international or other states’ laws.  

8 Regulatory findings/actions taken 
by [specify the other regulatory 
authority] 

Material findings or actions have been taken against the insurer by 
another regulatory authority, such as federal agencies (CMS, U.S. 
Securities and Exchange Commission [SEC], etc.).  

9 Material fraud investigation 
results in …  

State’s fraud investigation results in material findings against the 
insurer, its management or board of directors. 

10 [None exist or concerns over] 
ethical standards required of 
senior management 

Concerns exist if the senior management is not required to comply 
with ethical standards or if senior management is found not to be in 
compliance with those standards. 

11 Audit report is [type other than 
unmodified] 

The type of audit report was modified (qualified, adverse or 
disclaimer) for reasons stated in the report or includes an emphasis of 
matter paragraph that raises potential concerns (i.e., going concern 
issue).  

12 Audit report [material differences 
or material audit adjustments] 

The audit report identified material differences to the filed Annual 
Financial Statement and/or resulted in material audit adjustments 
that will be made to the current or next financial filing.  

13 Material internal control 
weaknesses [and impact of 
corrective action plan] 

Material weaknesses in internal controls are noted in the 
Management’s Report of Internal Controls Over Financial Reporting. 
This also may include the financial impact of any corrective actions 
the insurer is undertaking to correct the weakness.  

14 Failure to comply with audit 
committee requirements 

If the insurer failed to establish an audit committee in compliance 
with state laws. 
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Legal Risk: Non-conformance with laws, rules, regulations, prescribed practices or ethical standards in any 
jurisdiction in which the entity operates will result in a disruption in business and financial loss. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, the analyst may need to review other repositories in conjunction 
with legal risk. For example, market conduct is also addressed as a reputation risk.   
 
Analysis Documentation:  Results of legal risk analysis should be documented in Section III: Risk Assessment of 
the insurer. 
 
Market Conduct 
1. Determine if concerns exist regarding Market Conduct, including complaints, market conduct actions, 

communication with market conduct staff, etc. If concerns exist, communicate risks/issues to the state 
insurance department’s Market Conduct Unit to investigate further. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Review any market conduct information available 
from the NAIC market analysis tools and databases 
(MAP, MARS, MATS, RIRS, & MCAS). Note any 
unusual items or negative trends that translate into 
financial risks or indicate further review is needed. 

RP*    

i. Count of Regulatory Actions  

• Current Year-to-Date 
• Prior Year-to-Date 
• Second Prior Year-to-Date 

  [Data]  

ii. Aggregate of Regulatory Fines 

• Current Year-to-Date 
• Prior Year-to-Date 
• Second Prior Year-to-Date 

  [Data]  

iii. Market Conduct Examination Called or 
Concluded 

• Current Year 
• Prior Year 
• Second Prior Year 

 =YES [Data] [Data] 

 Other Risks 

b. Review any market conduct information, including information available from the state’s 
market analysis department (such as the Market Analysis Chief or the Collaborative Action 
Designee). Note any unusual items that translate into financial risks or indicate further 
review is needed. 

RP* 

c. Review any inter-departmental communication, as well as communication with other 
state, federal or international insurance regulators and the insurer. Note any unusual 
items or prospective risks that indicate further analysis or follow-up is necessary. 

RP* 
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Litigation, Legal and Government Expenses 
2. Determine if concerns exist regarding expenses for litigation, legal or government. 

 
Fraud 
3. Assess if any material fraudulent activity has been identified and evaluate the financial impact of such 

activity.  

d. If market conduct information is unusual and indicates potential financial risks, perform 
the following procedures: 

i. Describe and document the findings of the most recent market conduct examination 
and analysis and communication with the insurance department’s market conduct 
staff. 

ii. Describe any current or future actions of the insurance department, other state 
insurance departments or other regulatory bodies against the insurer related to 
market conduct violations. 

iii. Describe the actual or projected financial impact of any settlements, fines, or 
remediation to operations and surplus. 

RP* 

e. Determine if the insurer has met state statutes and regulations regarding timely payment 
of claims. 

 

 Other Risks 

a. Were any legal concerns identified during the review of the Quarterly Financial Statement 
including the Notes to Financial Statements, or Examination findings and follow-up 
monitoring?  

 

b. Upon review of the Notes to Financial Statements, was the insurer a party to any 
significant litigation not in the normal course of business? If so, review and understand a 
description of the litigation and any contingent liabilities for accrued legal expenses. 

 

 Other Risks 

a. Were any fraud concerns disclosed during the review of the Quarterly Financial Statement, 
including the Notes to Financial Statements, Examination findings (i.e., Exhibit G – 
Consideration of Fraud)? 

 

b. Contact the state insurance department’s Fraud Unit (if applicable). Has the state 
insurance department concluded any fraud investigations involving the insurer? If so, 
identify the following: 

• Nature and scope of the investigation and its findings 

• Regulatory and/or corrective actions required of the insurer 

• Insurer’s plan to address the fraudulent activity 

• Financial impact of the investigation and corrective actions 

 

c. Do any news and media reports, information from the insurer or other information 
available to the analyst indicate the insurer is under investigation by a regulatory body 
other than the state insurance department? If so, identify the nature and scope of the 
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Compliance with Code of Ethics Standards 
4. Assess the insurer’s compliance with code of ethics standards. 

 

investigation and impact on the insurer to determine if further information should be 
requested from the other regulatory body. 

d. Review Regulatory Actions (Regulatory Information Retrieval System—RIRS) on iSite+. 
Were any regulatory actions taken by other states identified as fraud? If so, and if not 
communicated to the state insurance department, contact the reporting state insurance 
department to obtain information regarding the regulatory action.  

 

e. Contact other regulatory agencies that have regulatory authority over business of the 
insurer (e.g., federal agencies where the insurer is engaged in government contracts). 
Have any regulatory authorities concluded any fraud investigations involving the insurer? 
If so, request the following information: 

• Nature and scope of the investigation and its findings 

• Regulatory and/or corrective actions required of the insurer 

• Insurer’s plan to address fraudulent activity 

• Financial impact of the investigation and corrective actions 

RP* 

f. If the above analysis indicates concerns related to current or prior fraud, inquire of the 
insurer regarding its internal processes and controls for preventing fraud. 

 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Identify if senior officers are subject to code of ethics 
standards. [Quarterly Financial Statement, General 
Interrogatories, Part 1, #9.1] 

 =NO [Data] [Data] 

b. Identify if the code of ethics has been amended. 
[Quarterly Financial Statement, General 
Interrogatories, Part 1, #9.2] 

 =YES [Data] [Data] 

c. Identify if the code of ethics has been waived. 
[Quarterly Financial Statement, General 
Interrogatories, Part 1, #9.3] 

 =YES [Data] [Data] 

 Other Risks 

d. Determine if the responses provided in 4.a, 4.b, or 4.c identify any concerns with the 
insurer’s compliance with the code of ethics. 

 

e. Corporate Governance Annual Disclosure (CGAD): 
i. If filed on an insurance entity basis, does the information provided in the CGAD filing 

on ethics policies identify any concerns with the insurer’s ethics standards or conflict 
with information reported in General Interrogatory #9? 
 

ii. If filed on a group basis, does the information provided in the GPS or provided by the 
lead state indent any concerns with the insurer’s ethics standards or conflict with 
information reported in the Annual Financial Statement, General Interrogatories, #9? 
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Compliance with State Laws and Reporting 
5. Assess the insurer’s compliance with NAIC reporting practices, internal policy, laws, regulations and 

prescribed practices. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Identify if any certificates of authority, licenses or 
registrations have been suspended or revoked. 
[Quarterly Financial Statement, General 
Interrogatories, Part 1, #7.1 and #7.2] 

 =YES [Data] [Data] 

 Other Risks 

b. Identify if the insurer is compliant with state statutes and regulations, including those that 
are new or revised. (e.g., hazardous financial condition analysis, investment limitation 
analysis, etc.) 

 

c. Assess whether surplus meets the statutory minimum amount required by state law 
(varies by state and business type). 

 

d. Review the Quarterly Financial Statement, Notes to Financial Statements, Note #1 and the 
iSite+ Validation tool. Has the insurer reported significant corrections of errors, validation 
errors, or other accounting and reporting changes that indicate possible concerns 
regarding the accuracy of the financial reporting? 

 

 

e. Is the insurer in compliance with permitted or prescribed practices? [Quarterly Financial 
Statement, Notes to Financial Statements, Note #1] 

 

f. If the insurer failed to comply with the state’s statutes and regulations enacted during the 
period, identify the following: 

• Nature of the non-compliance 

• Impact to the insurer’s financial position and reporting 

• Outcome of any department communication with the insurer regarding the non-
compliance issues 

• Resolution of any non-compliance issues or resolution plans of the insurer 

 

g. If the insurer had any certificates of authority, licenses, or registrations (including 
corporate registration, if applicable) suspended or revoked by any governmental entity 
during the reporting period, identify the following: 

• Nature of the suspension or revocation 

• Reason(s) stated for the revocation or suspension 

• Outcome of any department communication with the insurer and/or with the other 
regulatory authority who issued the revocation or suspension 

• Resolution of any non-compliance issues or resolution plans of the insurer 

 

h. If the insurer been issued any consent orders or agreements by other 
regulators/jurisdiction, identify or perform the following: 

• Request a copy of the consent order or agreement from the other 
regulator/jurisdiction 
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6. Assess the insurer’s compliance with the state’s investment laws. 

 
7. Assess the insurer’s compliance with affiliated management and service agreements. 

 Other Risks 

b. Were management and service agreements between affiliates either submitted and/or 
approved in conformity with regulatory requirements? [Quarterly Financial Statement, 
Notes to Financial Statement, states’ records of Form D Filings, etc.] 

 

c. Was the amount of the shareholder dividend at a level that required prior regulatory 
approval or notification? If the response is “yes,” did the insurer obtain proper prior 
regulatory approvals? 

 

• Reason(s) stated for the consent order or agreement 

• Outcome of any department communication with the insurer and/or with the other 
regulatory authority 

• Resolution of any non-compliance issues or resolution plans of the insurer 

 Other Risks 

a. Using your state’s investment compliance checklist, determine whether the insurer’s 
investment portfolio is in compliance with the investment limitations and diversification 
requirements per the state’s insurance laws. 

 

b. Reporting its investments (including the related income and expenses) in accordance with 
NAIC practices, internal policy, Statutory Accounting Principles and the filing requirements 
set forth in the Purposes and Procedures Manual of the NAIC SVO. 

 

c. Are affiliated investments in violation of state statutes? If “yes,” gain an understanding of 
the primary business activity of the affiliate and why such an investment does not comply 
with regulatory requirements. 

 

d. If analysis of investment compliance indicates concerns or pattern of non-compliance:  

• Review the most recent examination file for investment compliance  

• Inquire of the insurer about its internal processes and controls for compliance with 
state investment laws 

 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Did the insurer experience any material transactions 
requiring the filing of Disclosure of Material 
Transactions with the state of domicile as required 
by the Model Act? [Quarterly Financial Statement, 
General Interrogatories, Part 1, #1.1] 

CR*, ST* =YES  [Data] 

i. If “yes,” did the insurer fail to make the 
appropriate filing of a Disclosure of Material 
Transactions with the state of domicile? 
[Quarterly Financial Statement, General 
Interrogatories, Part 1, #1.2] 

CR*, ST* =YES  [Data] 
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8. Assess the insurer’s compliance with transactions involving other jurisdictions. 

 Other Risks 

a. Did the insurer redomesticate to your state?  

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations placed on the insurer that were expected to be met subsequent to 
approval of the redomestication? 

ii. Identify any legal implications that represent risk to the insurer due to the 
redomestication. 

 

b. Did the insurer engage in transaction(s) to redomesticate a subsidiary offshore? 

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations placed on the insurer that were expected to be met subsequent to 
approval of the redomestication? 

ii. Identify any legal implications that represent risk to the insurer due to the 
redomestication. 

 

c. Did the insurer engage in any transactions to acquire a subsidiary domiciled in a non-U.S. 
jurisdiction? 

i. If “yes,” has the insurer failed to comply with any regulatory requirements or 
stipulations expected to be met subsequent to the acquisition? 

ii. Identify any legal implications that represent risk to the insurer due to the acquisition. 

 

 
Legal Compliance with Federal Regulatory Agencies  
9. Identify and assess compliance with other federal regulatory agencies. 

 

 Other Risks 

a. Review Quarterly Financial Statement, General Interrogatories, Part 1, #8. Is the insurer 
subject to regulation by a federal regulatory agency? 

 

b. If “yes,” consider contacting the applicable federal regulatory agency to request any 
information about the results of that agency’s oversight, including any issues identified, 
federal compliance violations, fraud investigations and regulatory actions. 
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Note: The worksheet is intended to provide procedures for reviewing the Audited Financial Report for 
compliance and assessment of risks. The worksheet provides for the results of the review to be documented by 
the analyst. Analysts should document overall results of the risks identified in Section III: Risk Assessment of the 
insurer within the relevant risk category. 

Note that overall Audit Report compliance and legal risks are included in the Legal Risk Repository.  
 
Part 1 – Audited Financial Report 

1. Assess compliance with Audited Financial Report requirements. Were the financial statements included in 
the Audited Financial Report: 

 
2. Assess the details of the Audited Financial Report and identify risks. 

 Comments 

a. Based on statutory accounting practices?  

b. Specific to the insurer rather than on a consolidated or combined basis?  

c. If prepared on a consolidated or combined basis: 

i. Was this basis approved by the domiciliary commissioner upon 
application by the insurer due to a pooling or a 100% reinsurance 
agreement with affiliates? 

ii. Was a consolidating or combining worksheet included with the 
financial statements that: 

• Shows amounts separately for each insurer (non-insurance 
operations may be shown on a combined or individual basis)? 

• Provides explanations for consolidating and eliminating entries? 

• Includes a reconciliation of any differences between the amounts 
shown for an individual insurer and the amounts per the insurer’s 
Annual Financial Statement? 

 

 Comments 

a. What type of opinion was issued by the certified public accountant (CPA)? 

• Unmodified  
• Modified 
• Qualified 
• Adverse 
• Disclaimer of opinion 

 

b. If the opinion was modified, which type of opinion was issued and what 
was the reason for the deviation? 

 

c. Were any differences noted between information included in the Audited 
Financial Report and the insurer’s Annual Financial Statement? 

• Total Assets 
• Net Income 
• Surplus 
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CPA Letter of Qualifications 
A review of the CPA’s Letter of Qualifications should be completed whenever there has been a change in the 
independent CPA from the prior year and may be completed annually whether there has been a change in the 
independent CPA. 

3. Confirm that the CPA’s Letter of Qualifications includes the following: 

If “yes,” review the reconciliation of differences and identify the reasons 
for the difference, consider the impact of the audit adjustments made by 
the independent CPA on the conclusions reached as a result of the 
analysis, and consider the need to perform additional analysis. 

 

d. If further concerns exist, consider additional procedures that may include, 
but not limited to, requesting and reviewing the following: 

• Letter of Representation 

• A schedule of all recorded and unrecorded audit adjustments 

• Internal control related presentation materials including 
Management’s Comment Letter 

• Any other audit work papers deemed appropriate or necessary (i.e., 
Statement on Auditing Standards (SAS) 99 Fraud and Legal 
Representation Letters) 

 

 Comments 

a. A statement that the CPA is independent with respect to the insurer and 
conforms to the standards of the profession. 

 

b. Information regarding the background and experience, including the 
experience in audits of insurers, of the staff assigned to the audit, and 
whether each is a CPA. 

 

c. A statement that the CPA understands that the domiciliary commissioner 
will be relying on the Audited Financial Report, and the CPA’s opinion 
thereon, in the monitoring and regulation of the financial position of the 
insurer. 

 

d. A statement that the CPA is properly licensed by an appropriate state 
licensing authority. 

 

e. A statement that the auditor is in compliance with the following 
qualifications, which are specified in the NAIC Annual Financial Reporting 
Model Regulation (#205) for the Audited Financial Reports: 

i. The CPA is in good standing with the American Institute of Certified 
Public Accountants and with all states in which the CPA is licensed to 
practice or, for a Canadian or British insurer, is a chartered 
accountant. 

ii. The CPA conforms to the standards of the profession. 

iii. The partner or other person responsible for rendering the Audited 
Financial Report has not acted in that capacity for more than five 
consecutive years and, following any such period of service, that 
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Change in CPA 
4. Identify any concerns if a change in CPA has occurred. 

person shall be disqualified from serving in that or a similar position 
for the same insurer for a period of five years. 

iv. The domiciliary commissioner has not ruled that the CPA is 
unqualified for purposes of expressing an opinion on the financial 
statements included in the Audited Financial Report and by providing 
prohibited non-audit services to the insurer. 

v. The domiciliary commissioner has not ruled that the CPA is 
unqualified if a member of the board, president, chief executive 
officer, controller, chief financial officer, chief accounting officer, or 
any other person serving in an equivalent position for that insurer, 
was employed by the independent CPA and participated in the audit 
of that insurer during the one-year period preceding the date that the 
most current statutory opinion is due. 

f. A statement that the CPA agrees to: 

i. Make available for review by the domiciliary state insurance 
department examiners, at any reasonable place designated by the 
domiciliary commissioner, all work papers prepared in the conduct of 
the audit and any communications between the CPA and the insurer 
related to the audit. 

ii. Retain the audit work papers and communications until the 
domiciliary state insurance department has filed an examination 
report covering the period of the audit but no longer than seven years 
from the date of the audit report. 

iii. Allow copies of pertinent audit work papers to be made and retained 
by the domiciliary state insurance department examiners. 

 

g. Were any deviations identified between the statements in the CPA’s 
Letter of Qualifications and the required statements per Model #205 for 
insurers as summarized above? 

 

 Comments 

a. Was the CPA who issued the opinion on the insurer’s financial statements 
the same CPA who issued the opinion on the insurer’s financial 
statements in the prior year? 

 

b. If the CPA who issued the opinion on the insurer’s financial statements 
this year is different from the CPA in the prior year: 

i. Was the domiciliary state insurance department notified of the 
change? 

ii. Has a letter from the new CPA been filed with the domiciliary state 
insurance department that affirms: (1) the CPA is aware of the 
provisions of the Insurance Code and the rules and regulations of the 
domiciliary state insurance department that relate to accounting and 
financial matters; and (2) the CPA will express an opinion on the 
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Part II – Report on Internal Controls 
5. Identify if any concerns exist regarding Management’s Report on Internal Controls. 

Per the NAIC’s Annual Financial Reporting Model Regulation, the Management’s Report of Internal Control Over 
Financial Reporting (Section 16) and Communication of Internal Control Related Matters Noted in an Audit 
(Section 11) are both required by August 1 each year (or 60 days after the Audited Financial Report). The 
following procedures are applicable to these two filings. 

financial statements of the insurer in terms of the insurers conformity 
to the statutory accounting practices prescribed or otherwise 
permitted by that department, specifying such exceptions as the CPA 
may believe appropriate? 

iii. Did the insurer file a letter with the domiciliary state insurance 
department stating whether, in the 24 months preceding the change 
in CPAs, there were any disagreements with the former CPA regarding 
accounting principles or practices, financial statement disclosure, or 
auditing scope or procedure which, if not resolved to the satisfaction 
of the former CPA, would have caused the CPA to make reference to 
the subject matter of the disagreement in connection with the CPA’s 
opinion? 

iv. With regard to the letter referred to in procedure #4.b.iii., did the 
insurer also file a letter from the former CPA stating whether the CPA 
agrees with the statements regarding disagreements in the insurer’s 
letter? 

c. Were any disagreements noted in the letters from either the insurer or 
the former CPA? 

 

 Comments 

a. Review the Communication of Internal Control Related Matters Noted in 
an Audit and comment on any weaknesses noted and the improvements 
made or proposed by the insurer to correct those weaknesses. 

 

b. Review Management’s Report of Internal Control Over Financial 
Reporting and note any unremediated material weaknesses disclosed in 
the report. 

 

c. If internal control weaknesses are noted in either the Management’s 
Report of Internal Control Over Financial Reporting or the Communication 
of Internal Control Related Matters Noted in an Audit, consider the 
following additional procedures: 

i. Assess the internal control weaknesses impact on key processes (e.g., 
the accuracy of financial reporting, reserve valuation, claims 
processing, or investment practices, etc.). 

ii. Assess the source of internal control weaknesses and determine if 
attributed to issues within the insurance entity or the insurance 
holding company system (i.e., parent, subsidiary or affiliate). If at the 
holding company system level, contact the lead state to discuss if 
applicable holding company analysis procedures should be performed 

 

174 © 2014 - 2024 National Association of Insurance Commissioners



 Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.2.b. Annual Audited Financial Report Worksheet 
 

 

by the lead state.  

iii. If the internal control weaknesses relate to market conduct or rate 
review practices, communicate with the department’s market 
conduct staff to assess any financial or reputational risk that may 
result. 

d. If weaknesses were noted and no corrective action plan proposed, 
contact the insurer and request detailed information regarding the 
insurer’s remediation and corrective action plan to resolve the 
weaknesses. 

 

e. Review the Communication of Internal Control Related Matters Noted in 
an Audit for information provided on the name of the current lead audit 
partner and the year at which he or she began serving in that capacity, as 
outlined in the Model Audit Rule Implementation Guide. Consider the 
following additional procedures to verify compliance with requirements 
outlined in the CPA Letter of Qualifications section above: 

i. Utilize the information provided on the partner’s name to verify 
compliance with auditor qualification requirements (i.e., in good 
standing).  

ii. Utilize the information provided on the year at which the lead audit 
partner began serving in that capacity to verify compliance with 
partner rotation requirements.  
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Note: The worksheet is intended to provide procedures for reviewing the Management’s Discussion and Analysis 
(MD&A) report for compliance and assessment of risks. The worksheet provides for the results of the review to 
be documented by the analyst. Analysts should document overall results of the risks identified in Section III: Risk 
Assessment of the insurer within the relevant risk category.   

Note that overall MD&A compliance and legal risks are included in the Legal Risk Repository.  
 
Compliance 
1. Assess compliance with MD&A Report requirements. Did the MD&A filed in accordance with the Annual 

Financial Statement Instructions include the following content? 

Analysts should refer to the Annual Statement Instructions for detailed explanation of specific content 
expectations. Below is an abbreviated list. 

 
Assessment of Management’s Discussion and Analysis 
2. In review of the MD&A, were any previously unknown and undocumented risks, concerns or unusual 

items noted in the information reported? 

 Comments 

a. Overall material historical and prospective disclosure to assess 
financial condition, including a short and long-tailed analysis of the 
business of the insurer 

 

b. Results of operations  

c. Prospective information  

d. Material changes  

e. Liquidity, asset/liability matching and capital resources  

f. Loss reserves  

g. Off-balance sheet arrangements  

h. Participation in high-yield financings, highly-leveraged transactions, 
or non-investment grade loans and investments 

 

i. Preliminary merger and acquisition negotiation  

 Comments 

a. Changes in business  

b. Material events  

c. Results of operations  

d. Prospective information  

e. The insurer’s explanation of material changes in line items  

f. Liquidity, asset/liability matching and capital resources  

g. Items that affect the volatility of loss reserves (P/C only)   

h. Off-balance sheet arrangements  
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i. Participation in high-yield financings, highly-leveraged transactions, 
or non-investment grade loans and investments 

 

j. Discussion on preliminary merger/acquisition negotiations  

k. Any other items reported in the MD&A  
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Legal Risk Assessment 
 
Legal Risk: Non-conformance with laws, rules, regulations, prescribed practices or ethical standards 
in any jurisdiction in which the entity operates will result in a disruption in business and financial 
loss. 

The objective of Legal Risk Assessment analysis is to focus on risks emerging from company activities that might 
not be in accordance with legal and regulatory requirements. Given the wide range of legal and regulatory 
requirements that insurers are exposed to, including various jurisdictions and agencies, legal risks can emerge 
from many different areas. As such, the analyst will need to have a good understanding of the insurer and its 
operations in order to identify the applicable legal and regulatory requirements that could have a significant 
impact on the insurer’s financial position and prospective solvency. 

The Current Period Analysis section of the Risk Assessment Worksheet includes a procedure step related to 
Compliance Analysis, which may assist in identifying various risks addressed in this repository. In addition, some 
of the detailed procedures included in this repository may be useful in completing the Compliance Analysis 
procedure. However, if significant compliance issues are identified that represent a risk to the insurer’s financial 
position or prospective solvency, analysis of such risks should be discussed and documented under Legal Risk in 
the Risk Assessment section of the worksheet (Section III).  

The following discussion provides suggested data, benchmarks and procedures the analyst can consider in 
his/her review. In analyzing legal risk, the analyst may analyze a wide range of risk exposures related to the 
insurer’s compliance with laws and regulations. An analyst’s risk-focused assessment of legal risk should take 
into consideration the following areas (but not be limited to):  

• Market conduct activities and violations 

• Expenses and potential liabilities associated with ongoing litigation 

• Fraudulent activities 

• Compliance with code of ethics 

• Compliance with state laws and reporting requirements 

• Compliance with federal Affordable Care Act (ACA) provisions (health business only) 

• Compliance with federal agency requirements 

• Compliance with audit requirements, including those pertaining to the audit committee 
 

Discussion of Annual Procedures 
Using the Repository 

The legal risk repository is a list of possible quantitative and qualitative procedures, including specific data 
elements, benchmarks and procedures from which the analyst may select to use in his/her review of legal risk. 
Analysts are not expected to respond to all procedures, data or benchmark results listed in the repository. 
Rather, analysts and supervisors should use their expertise, knowledge of the insurer and professional 
judgement to tailor the analysis to address the specific risks of the insurer and document completion of the 
analysis. The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk.  

In using procedures in the repository, the analyst should review the results in conjunction with the Supervisory 
Plan, Insurer Profile Summary and the prior period analysis. Communication and/or coordination with other 
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internal departments are a critical step in the overall risk assessment process and are a crucial consideration in 
the review of certain procedures in the repository.  

The analyst should also consider the insurer’s corporate governance which includes the assessment of the risk 
environment facing the insurer in order to identify current or prospective solvency risks, oversight provided by 
the board of directors and the effectiveness of management, including the code of conduct established by the 
board. 

The placement of the following data and procedures in the legal risk repository is based on “best fit.” Analysts 
should use their professional judgement in categorizing risks when documenting results of the analysis. Key 
insurance operations or lines of business, for example, may have related risks addressed in different 
repositories. Therefore, the analyst may need to review other repositories in conjunction with legal risk. 

ANALYSIS DOCUMENTATION: Results of legal risk analysis should be documented in Section III: Risk Assessment 
of the insurer. Documentation of the Risk Assessment analysis should be sufficiently robust to explain the risks 
and reflect the strengths and weaknesses of the insurer. Analysts are not expected to respond to procedures, 
data or benchmark results directly in the repository document. 
 
Quantitative and Qualitative Data and Procedures 
Market Conduct 

PROCEDURE #1 directs the analyst to identify and assess legal risks emerging from market conduct practices of 
the insurer that could have an impact on financial position and prospective solvency. In so doing, the analyst is 
encouraged to review any communication from the state’s market analysis unit, including the results of market 
conduct exams as well as information drawn from the review of market analysis tools available on iSite+, such as 
the Market Analysis Profile (MAP), Examination Tracking System (ETS), Market Analysis Review System (MARS), 
Regulatory Information Retrieval System (RIRS), Special Activities Database (SAD), Market Initiative Tracking 
System (MITS), Market Conduct Annual Statement (MCAS) and the Complaints database. Quantitative results 
from some of these tools are presented within the repository to simplify the review process, including counts of 
regulatory actions, aggregates of regulatory fines and references to market conduct examinations that have 
taken place over the last couple of years. Analysts should review any market conduct issues identified by market 
analysis staff (such as the Market Analysis Chief or the Collaborative Action Designee) or iSite+ tools and 
consider the financial implications those issues may have on the insurer. For example, large fines levied by 
states, suspensions or revocations of licenses, market conduct exam settlements (whether financial or other), or 
other regulatory actions taken based on market conduct violations may have a material impact on the financial 
solvency of the insurer. 
 
Litigation, Legal and Government Expenses 

PROCEDURE #2 directs the analyst to identify and evaluate risks related to expenses paid for litigation, other 
legal issues and/or government lobbying. This procedure includes quantitative metrics identifying individual 
legal expense payments of significance, situations where investigation and settlement of policy claims make up 
the bulk of legal expenses and unusual payments for government lobbying. While these metrics might identify a 
need for further investigation in this area, the analyst should take other steps to identify and assess litigation 
and other legal risks as outlined in the procedure. Comparing legal expenses to prior years and industry averages 
might identify an upward trend that should be investigated. In addition, a detailed review of the financial 
statements, and notes to the financial statements in particular, may disclose information on significant legal 
cases the company is involved in. If significant cases are identified, additional follow-up and correspondence 
with the company may be necessary to assess their potential impact on prospective solvency.  
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Fraud 

PROCEDURE #3 directs the analyst to identify and evaluate the impact of any fraudulent activity on the financial 
position and prospective solvency of the company. The procedure encourages the analyst to review financial 
statements, review news reports, correspond with other insurance department units (e.g., Fraud, Market 
Conduct, etc.), review regulatory actions (through RIRS) and contact other state insurance regulators with 
authority over the businesses of the insurer to identify any instances of fraud or ongoing investigations. If fraud, 
allegations of fraud or ongoing investigations are identified, the analyst is encouraged to document his/her 
understanding and assessment of the ongoing issues and to contact the company regarding its plans to address 
the situation.  
 
Compliance with Code of Ethics Standards 

PROCEDURE #4 directs the analyst to identify and evaluate risks related to the insurer’s compliance with code of 
ethics standards. This procedure references information provided in the General Interrogatories of the Annual 
Statement related to the code of ethics. The analyst is encouraged to use this information, as well as 
information provided in the Corporate Governance Annual Disclosure (CGAD) (if filed on an insurance entity 
basis), to identify and assess risks in this area. If the CGAD is filed on a group basis, rely on the information 
provided in the GPS for group risks or provided by the lead state if risks apply to the insurance entity. If concerns 
regarding an insurer’s failure to implement or abide by a code of ethics are identified, the analyst should 
correspond with the company to address these concerns and/or identify other compensating controls in place.  
 
Compliance with State Laws and Reporting 

PROCEDURE #5 directs the analyst to assess the insurer’s compliance with NAIC reporting practices, internal 
policy, laws, regulations and prescribed practices. This procedure references information provided in the 
General Interrogatories of the Annual Statement related to whether any certificates of authority, licenses or 
registrations of the insurer have been suspended or revoked. This assists the analyst in determining whether 
there are any legal or regulatory impediments that could affect the insurer’s operations or result in a significant 
legal liability. In addition, qualitative procedures are suggested to assist the analyst in identifying issues of 
noncompliance with other regulatory requirements, including the specific procedures described below.  

PROCEDURE #5D asks the analyst to identify through Notes to the Financial Statement, the iSite+ Validation 
Exceptions tool and through any corrections of reporting errors potential issues with the reliability of financial 
reporting that may require follow-up discussions with the insurer. Potential missing data, data that does not 
conform with standards, or any crosscheck errors could materially impact the outcome of an analysis and 
corrective measures may need be taken by the insurer prior to proceeding with an analysis. 

PROCEDURE #5F offers follow-up analysis and actions the analyst may consider if the insurer is in violation of 
any state statutes or regulations. It is critical that the analyst determine the extent of the non-compliance and 
document the issue, resolution, communication by the insurer, and the outcome. The analyst should complete a 
detailed written explanation of the violation to ensure proper documentation should non-compliance issues 
recur. 

PROCEDURES #5G AND #5H offer follow-up analysis and actions the analyst may consider if the insurer has had 
a certificate of authority, license, or registration suspended or revoked by any government entity during the 
period or if the insurer has been issued a consent order or agreement. If the action was taken by another state 
or regulatory body, the analyst should contact that regulator for details regarding the action. 

PROCEDURE #6 directs the analyst to assess the insurer’s compliance with state investment laws. The analyst 
should consider determining whether the insurer’s investment portfolio is in compliance with the investment 
limitations and diversification requirements per the state’s insurance laws. In addition, the analyst may review 
affiliated investments for compliance with state law and review the results of the most recent examination 
regarding investment compliance.  

180 © 2014 - 2024 National Association of Insurance Commissioners



 Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.2.d. Legal Risk Repository – Analyst Reference Guide 
 
PROCEDURE #7 directs the analyst to consider a review affiliated management and service agreements for 
compliance with state requirements. As material affiliated transactions are generally subject to regulatory 
review and approval (including extraordinary dividends), the analyst should evaluate the company’s compliance 
with regulatory requirements in this area. The steps listed here are intended to assist the analyst in identifying 
potential agreements or transactions to check for compliance.  

PROCEDURE #8 directs the analyst to assess the insurer’s compliance with transactions involving other 
jurisdictions. Transactions that may be affected by compliance requirements include redomestication, as well as 
mergers and acquisitions. The steps listed here are intended to assist the analyst in identifying potential 
transactions to check for compliance.  
 
Compliance with the Federal Affordable Care Act 

PROCEDURE #9 directs the analyst to identify and assess compliance with requirements embedded within the 
federal Affordable Care Act (ACA). This procedure references information provided in the Annual Statement 
related to whether the insurer filed the Supplemental Health Care Exhibit (SHCE) and reported premium 
revenues subject to the ACA. If the insurer filed the SHCE, the analyst should consider performing procedures 
outlined in #9 and #10. Procedures listed under #9 include consideration of whether the SHCE was filed in 
accordance with Annual Statement Instructions, whether medical loss ratio (MLR) rebate liabilities are material 
and/or consistent with what is reported to the U.S. Department of Health and Human Services (HHS), and 
whether the insurer is subject to sanctions, oversight or audit by the federal Centers for Medicare & Medicaid 
Services (CMS). For purposes of reviewing the SHCE, the analyst should refer to the Annual Financial Statement 
Instructions for details on reporting requirements for health entities in run-off or that only have assumed and no 
direct business, and health entities that have no business that would be reported in the columns for 
Comprehensive Health Care, Mini-Med Plans, Expatriate Plans, and Medicare Advantage Part C and Medicare 
Part D Stand-Alone Plans. If the health entity’s SHCE was reviewed or is under review by examination staff, the 
analyst should contact the examiner-in-charge (EIC) to inquire about any material examination findings. 

PROCEDURE #10 is only applicable to insurers that write insurance premiums subject to the ACA and directs the 
analyst to determine whether there are concerns regarding components of the insurer’s preliminary MLR 
calculations. The ACA requires health entities to submit data on the proportion of premium revenues spent on 
clinical services and quality improvement, also known as the MLR. The ACA requires health entities to spend at 
least 80% of premium for individual and small group policies or 85% of premium for large group policies on 
medical care, with review provisions imposing tighter limits on health insurance rate increases. When reviewing 
the results of the preliminary MLR, by state, by line of business, the analyst should be aware that individual 
states can and may require a higher MLR pursuant to state law. If the health entity fails to meet these standards, 
the health entity will be required to provide a rebate to policyholders. The purpose of the SHCE is to assist state 
and federal regulators in identifying and defining elements that make up the MLR as described in Section 
2718(b) of the Public Health Service Act (PHSA) and for purposes of submitting a report to the HHS Secretary 
required by Section 2718(a) of the PHSA. During the review of the Preliminary MLR, the analyst should also 
consider how the individual state’s Preliminary MLR compares to the grand total (refer to the Financial Profile 
Report). 

Beginning in 2014, a similar MLR requirement applies to Medicare Advantage Plans and Medicare Part D Stand-
Alone Plans. The health entity must spend at least 85% of premium (with certain adjustments) on clinical 
services and quality improvement, or rebate premium to the HHS. 

In some cases, it may be more useful to use the Preliminary MLR that is calculated by totaling the data from all 
SCHEs submitted by a company to the states where it has business. This national Preliminary MLR will reduce 
the impact of potential issues with statistical credibility of claims experience and allocation of various expenses 
over states and lines of business. 

For lines of business in a given state with exposures of less than 1,000 life-years looking at a 5-year trend is of 
very limited usefulness since in such cases, claims experience is not considered credible and is subject to greater 
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variability. More than 1,000 life years, the experience is considered credible, but still subject to large variations 
until exposures are well above 1,000 life years. 

The MLR is not calculated in the traditional sense where medical expenses are simply divided by premiums. 
Premiums are adjusted for certain taxes and expenses. The numerator in the calculation will include health 
improvement expenses and fraud and abuse detection and recovery expenses in addition to medical expenses. 
The expenses for fraud and abuse detection and recovery are limited by the amount actually recovered. 

The MLR calculated on the SHCE is a preliminary calculation and will not be used in determining rebates. Health 
entities will report information concerning rebate calculations directly to the HHS. The numbers that will be 
utilized for rebate purposes include revisions for claim reserve run-off subsequent to year end, statistical 
credibility concerns and other defined adjustments. 

The analyst should review completeness or consistency validation exceptions on iSite+ that may indicate if the 
SHCE has not been prepared and submitted for each jurisdiction in which the company has written direct 
comprehensive major medical business in accordance with the Annual Statement Instructions. 

The aggregation of data reported on the SHCE is by state, by market (individual, small group, large group) and by 
licensed entity. In other words, each health insurance issuer needs to meet the minimum loss ratio targets in 
each state, and market. 

The NAIC iSite+ Financial Profile Report for the SHCE should be reviewed and significant fluctuations 
investigated. For example, how does the percentage change from the prior year in incurred claims (Line 2.1) 
compare to total incurred claims (line 5.0)? 

In addition, the analyst should ensure that the Supplemental filing was made providing a description of the 
methods utilized to allocate “Improving Healthcare Quality Expenses” to each state and to each line and column 
on the SHCE Part 3. When reviewing this Supplemental filing the analyst should consider whether the detailed 
descriptions of the Quality Improvement expenses were included and whether such descriptions conform to the 
definitions provided in the Annual Statement Instructions. 

Note that the preliminary MLR included in this SHCE (for any given state) is not the MLR that is used in 
calculating the federal mandated rebates. The MLR used in the rebate calculation (i.e., the ACA MLR) will differ 
for two reasons. First the ACA MLR will reflect the development of claims and claims reserves between 
December 31 of the Statement Year and March 31 of the following year. The second and far more important 
reason is that the ACA MLR includes a credibility adjustment that is based on the number of covered lives and 
certain benefit provisions of the coverages provided. The adjustment takes the form of an addition of 
percentage points to the calculated MLR. The ACA MLR is then used to determine if a rebate is due and to 
calculate the amount of the rebate. If the ACA MLR is greater than the relevant MLR standard no rebate is due. If 
the ACA MLR is less than the relevant MLR standard the rebate is calculated by multiplying the difference 
between the ACA MLR and the standard MLR by earned premium. Except for very large blocks of business 
(75,000 lives or more), the ACA MLR will always be larger than the Preliminary MLR. Conversely, for very small 
blocks of business (under 1,000 lives) the ACA MLR is not calculated since no rebate is due. 

Despite the differences, the validity and reasonableness of the ACA MLR calculation, and therefore of the rebate 
calculation can be assessed using the data from the SHCE. The following elements from the SHCE and the rebate 
calculation can be used for such an assessment. For the following items there should be little or no difference 
between the amounts in the SHCE and the rebate calculation: 

• Earned premium 

• Federal and state taxes and licensing or regulatory fees 

• Expenses to improve health care quality 
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For other items there are expected to be differences between the SHCE and the rebate calculation due to the 
difference in the time of reporting between the two: 

• Paid claims, unpaid claim reserve, and incurred claims 

• Experience rating refunds and reserves for experience rating refunds 

• Change in contract reserves 

• Incurred medical pool incentives and bonuses 

• Net healthcare receivables 

For the Contingent Benefit Reserve, the expected relationship between the SHCE and the rebate calculation is 
unknown as yet. 

After completing analysis in this area, if specific concerns are identified regarding MLR compliance, the analyst is 
encouraged to contact the CMS to request information on CMS sanctions and remediation, as well as CMS 
supervision and regulatory concerns (including MLR audits). 
 
Legal Compliance with Federal Regulatory Agencies  

PROCEDURE #11 directs the analyst to identify and assess compliance with other federal regulatory agencies. 
This procedure references information provided in the General Interrogatories of the Annual Statement related 
to whether the insurer is subject to regulation by a federal regulatory agency. In addition to the HHS and the 
CMS oversight of health insurance, insurers may be subject to regulation by the Federal Reserve, U.S. Securities 
and Exchange Commission (SEC), U.S. Department of the Treasury and other federal regulatory bodies 
depending upon the nature, scope and extent of the insurer’s or insurance group’s activities. If the insurer is 
subject to federal regulation, the analyst is encouraged to contact the applicable federal agency (as appropriate) 
to inquire about the insurer and assess any issues raised. 
 
Management’s Discussion and Analysis Report 

PROCEDURE #12 directs the analyst to assess the insurer’s compliance with the Management’s Discussion and 
Analysis (MD&A) report requirements and to identify any legal risks noted in the report. To assist the analyst in 
conducting the review, an optional MD&A review workpaper is included in the Handbook at III.B.2.c. The MD&A 
workpaper breaks down analysis of the MD&A into two distinct steps: 1) Compliance Analysis; and 2) 
Assessment. For purposes of simplifying the review of the MD&A, guidance for consideration in performing both 
of these steps has been included within this reference guide.  

In considering compliance, the analyst should determine whether the MD&A addresses the two-year period 
covered in the insurer’s Annual Financial Statement and discusses any material changes. In addition, the analyst 
should determine whether the insurer prepared the MD&A on a non-consolidated basis, which is required 
unless one of the following conditions were met: 1) the insurer is part of a consolidated group of insurers that 
utilizes a pooling arrangement or a 100% reinsurance agreement that affects the solvency and integrity of the 
insurer’s reserves, and the insurer ceded substantially all of its direct and assumed business to the pool (an 
insurer is deemed to have ceded substantially all of its direct and assumed business to a pool if it has less than 
$1 million total direct plus assumed written premiums during a calendar year that is not subject to a pooling 
arrangement, and the net income of the business not subject to the pooling arrangement represents less than 
5% of the company’s capital and surplus); or 2) the insurer’s state of domicile permits audited consolidated 
financial statements. 

Additional compliance requirements apply to the overall completeness of the MD&A, including elements as 
described below: 
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• Overall material historical and prospective disclosure – Insurers should supply information necessary to 

assess the insurer’s financial condition, including a short and long-tailed analysis of the business of the 
insurer. 

• Results of operations – Insurers should provide a description of any unusual or infrequent events or 
transactions or any significant economic changes that materially affected the amount of reported net 
income or other gains/losses in surplus. Insurers should also describe any known trends or uncertainties that 
have had or are reasonably probable to have a material favorable or unfavorable impact on premiums, net 
income, or other gains/losses in surplus. If the insurer knows of events that will cause a material change in 
the relationship between expenses and premium, the change in the relationship shall be disclosed. To the 
extent that the Annual Financial Statement discloses material increases in premium, reporting entities 
should provide a narrative discussion of the extent to which such increases are attributable to increases in 
prices, increases in the volume or amount of existing products being sold, or the introduction of new 
products. 

• Prospective information – Insurers are encouraged to supply forward-looking information. The MD&A may 
include discussions of known trends or any known demands, commitments, events, or uncertainties that will 
result in or that are reasonably likely to result in the reporting entity's liquidity improving or deteriorating in 
any material way. Further, descriptions of known material trends in the insurer’s capital resources and 
expected changes in the mix and cost of such resources should be included. Disclosure of known trends or 
uncertainties that the insurer reasonably expects will have a material impact on premium, net income, or 
other gains/losses in surplus is also encouraged.  

• Material changes – Insurers are required to provide adequate disclosure of the reasons for material year-to-
year changes in line items, or discussion and quantification of the contribution of two or more factors to 
such material changes. An analysis of changes in line items is required:  

o where material  

o where the changes diverge from modifications in related line items of the Annual Financial Statement  

o where identification and quantification of the extent of contribution of each of two or more factors is 
necessary to an understanding of a material change  

o where there are material increases or decreases in net premium. 

• Liquidity, asset/liability matching and capital resources – Insurers are required to discuss both short-term 
and long-term liquidity and capital resources. Short-term liquidity shall include a discussion of the nature 
and extent of restrictions on the ability of subsidiaries to transfer funds to the reporting entity in the form of 
cash dividends, loans, or advances, and the impact, if any, such restrictions may have on the ability of the 
reporting entity to meet its cash obligations. The discussion of long-term liquidity and long-term capital 
resources must address material expenditures, significant balloon payments or other payments due on long-
term obligations, and other demands or commitments, including any off-balance sheet items, to be incurred 
beyond the next 12 months, as well as the proposed sources of funding required to satisfy such obligations. 
Also, identify and separately describe internal and external sources of liquidity, and briefly discuss any 
material unused sources of liquid assets. Insurers should describe any known material trends, favorable or 
unfavorable, in its capital resources, and indicate any expected material changes in the mix and relative cost 
of such resources.  

• Loss reserves – The MD&A should include a discussion of those items that affect the insurer’s volatility of 
loss reserves, including a description of those risks that contribute to the volatility. 

• Off-balance sheet arrangements – Insurers should consider the need to provide disclosures concerning 
transactions, arrangements, and other relationships with entities or other persons that are reasonably likely 
to materially impact liquidity or the availability of or requirements for capital resources. Material sources of 
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liquidity and financing, including off-balance sheet arrangements and transactions with limited purpose 
entities, should be discussed. 

• Participation high-risk transactions and investments – The insurer should disclose and discuss participation 
in high-yield financing, highly leveraged transactions, or non-investment grade loans and investments, if 
such participation or involvement has had or is reasonably likely to have a material effect on financial 
condition or results of operations. For each such participation or involvement or grouping thereof, there 
shall be identification consistent with the Annual Financial Statement schedules or detail, description of the 
risks added to the reporting entity, associated fees recognized or deferred, amount (if any) of loss 
recognized, the insurer’s judgment whether there has been material negative effects on the insurer’s 
financial condition, and the insurer’s judgment whether there will be a material negative effect on the 
financial condition in subsequent reporting periods. 

• Preliminary merger/acquisition negotiation – The insurer should disclose and discuss its involvement in any 
merger/acquisition negotiations, to the extent they are likely to have a material effect on financial condition 
or operations.  

In reviewing the items disclosed in the MD&A filing, the analyst should assess their potential impact on the 
insurer’s financial condition and prospective solvency by placing and discussing risk information within the 
appropriate branded risk classification.  
 
Audited Financial Report 

PROCEDURE #13 directs the analyst to assess the insurer’s compliance with Audited Financial Report 
requirements and to identify any legal risks noted in the report. To assist the analyst in conducting the review, 
an optional Audited Financial Report review workpaper is included in the Handbook at III.B.2.b. This workpaper 
highlights both compliance and assessment considerations, as discussed below: 

• Audited financial report compliance – The financial statements are required to be prepared in conformity 
with statutory accounting practices prescribed or otherwise permitted by the domiciliary state insurance 
department. In addition, the financial statements should be prepared on a stand-alone basis, unless the 
insurer has made written application to the domiciliary commissioner to file audited consolidated or 
combined financial statements if the insurer is a part of a group of insurance companies that utilizes a 
pooling or 100% reinsurance agreement. If the insurer is filing financial statements on a consolidated or 
combined basis, the analyst should determine whether the domiciliary commissioner approved the insurer’s 
application to file on a consolidated or combined basis, and whether a consolidating or combining 
worksheet has been included with the financial statements. This worksheet should show amounts for each 
insurer separately, including explanations for consolidating and eliminating entries, and reconciliations for 
any differences between the amounts shown for an individual insurer and the amounts per the insurer’s 
Annual Financial Statement. 

• Audited financial report detailed assessment – In addition to reviewing for compliance, the analyst should 
review information provided in the financial statements to assist in risk identification and detailed 
assessment. One key step in this area is to determine the type of audit opinion that was issued by the 
independent certified public accountant (CPA). The opinion may be an unmodified or a modified opinion; 
however, there are three types of modified opinions: qualified, adverse and disclaimer of opinion. 

o Unmodified Opinion – The auditor should express an unmodified opinion when the auditor concludes 
that the financial statements are presented fairly, in all material respects, in accordance with the 
applicable financial reporting framework. 

o Modified Opinion – The auditor should modify the opinion in the auditor’s report, if the auditor 
concludes that, based on the audit evidence obtained, the financial statements as a whole are materially 
misstated or is unable to obtain sufficient appropriate audit evidence to conclude that the financial 
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statements as a whole are free from material misstatement. There are three types of modified opinions: 
qualified, adverse and disclaimer of opinion, as explained below: 

 The auditor should express a qualified opinion when: 

1. The auditor, having obtained sufficient appropriate audit evidence, concludes that 
misstatements, individually or in the aggregate, are material but not pervasive to the financial 
statements; or 

2. The auditor is unable to obtain sufficient appropriate audit evidence on which to base the 
opinion, but the auditor concludes that the possible effects on the financial statements of 
undetected misstatements, if any, could be material but not pervasive. 

 The auditor should express an adverse opinion when the auditor, having obtained sufficient 
appropriate audit evidence, concludes that misstatements, individually or in the aggregate, are both 
material and pervasive to the financial statements. 

 The auditor should disclaim an opinion when the auditor is unable to obtain sufficient appropriate 
audit evidence on which to base the opinion, and the auditor concludes that the possible effects on 
the financial statements of undetected misstatements, if any, could be both material and pervasive. 

If a modified opinion is issued, the analyst should document the reasons for the modification and assess 
the impact of the modification on the insurer’s financial position and prospective solvency.  

In addition to reviewing and assessing the opinion, the analyst should also determine whether total 
assets, net income, and surplus per the Audited Financial Report agree with the amounts per the 
insurer’s Annual Financial Statement. If differences exist, the independent CPA is required to include in 
the Notes to Financial Statements a reconciliation of the differences between the Audited Financial 
Report and the Annual Financial Statement along with a written description of the nature of these 
differences. If differences are identified, the analyst should document these differences and the reasons 
for the differences based on a review of the independent CPA’s reconciliation in the Notes to Financial 
Statements. The analyst should also consider the impact of the audit adjustments made by the 
independent CPA on the conclusions reached as a result of the analysis of the Annual Financial 
Statement and consider the need to perform additional analysis (i.e., complete additional procedures 
for items impacted by the audit adjustments) on the Annual Financial Statement information. 

If further concerns exist, the analyst should consider performing one or more of the following 
procedures: 

 Obtain and review a copy of the signed management representation letter, which acknowledges 
that management is responsible for the presentation of the financial statements and has considered 
all uncorrected misstatements and concluded that any uncorrected misstatements are immaterial. 
The analyst should review the entire management representation letter to determine if there are 
representations that would impact the insurer’s solvency. 

 Obtain and review all recorded and unrecorded audit adjustments along with supporting 
documentation regarding the adjustments or explanations from the external auditor. The analyst 
may use the information regarding audit adjustments to identify risk or internal control weaknesses 
to determine what the impact of significant audit adjustments might be on the insurer’s solvency. 

 Obtain and review the internal control-related matters presentation materials, including the 
Management Letter, prepared by the external auditor for the audit committee’s review. Note the 
external auditor is required to provide written communication to the audit committee of all 
significant deficiencies or material weaknesses known. The comments from the external auditors 
may be used as guidance as to areas that may require additional investigation and the analyst’s view 
of this documentation. 
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 Obtain and review any other audit work papers deemed appropriate or necessary (e.g., Statement 
on Auditing Standards (SAS) No. 99 Consideration of Fraud in a Financial Statement Audit). This 
documentation should impact the analysts’ consideration of risk inherent within the entity and 
impact the overall risk assessment and analysis procedures completed by the analyst. Further, 
obtain copies of all legal letters and determine the status of all pending litigation and the impact 
that potential settlements might have on the insurer’s solvency. 

• CPA Letter of Qualifications – The analyst should perform procedures in this area whenever there has been a 
change in the independent CPA from the prior year, although it may be completed annually whether or not 
there has been a change in independent CPA. The analyst should determine if the independent CPA 
furnished to the insurer, in connection with and for inclusion in the filing of the Audited Financial Report, a 
Letter of Qualifications which includes all of the statements listed in the procedure. If any of the statements 
are missing from the letter, the analyst should contact the CPA firm to discuss and address. In addition, the 
analyst should determine whether the CPA retained for review by the domiciliary state insurance 
department all audit work papers prepared during the audit, unadjusted journal entries, letter of 
representation, management’s letter and any communications between the CPA and the insurer related to 
the audit. 

• Change in CPA – The insurer is required to notify the domiciliary state insurance department within five 
business days when the insurer’s independent CPA is dismissed or resigns. The insurer is also required to 
furnish a separate letter within 10 business days of the previous notification stating whether, in the 24 
months preceding such event, there were any disagreements with the former independent CPA on any 
matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure, 
and which disagreements, if not resolved to the satisfaction of the former independent CPA, would have 
caused the CPA to make reference to the disagreement in connection with the opinion. In addition, the 
insurer is further required to furnish a letter from the former independent CPA stating whether the 
independent CPA agrees with the statements contained in the insurer’s letter and, if not, stating the reasons 
for which he or she does not agree. The analyst should determine whether the CPA who issued an opinion 
on the insurer’s financial statements in the current period is the same CPA who issued the opinion in the 
prior year. If not, the analyst should determine whether all required reports were filed with the state 
insurance department as outlined above and assess the impact of the change in CPA on the insurer.  

• Reports on internal controls – In addition to the Audited Financial Report, insurers are required to furnish 
the domiciliary state insurance department with a written Management’s Report of Internal Control Over 
Financial Reporting by the independent CPA describing material weaknesses in the insurer’s internal control 
structure as noted by the independent CPA during the audit, if applicable. Such a report is required 
regardless whether material weaknesses have been identified. In those instances where material 
weaknesses are noted, the insurer is also required to provide a description of remedial actions taken or 
proposed to correct the material weaknesses if such actions are not described in the CPA’s report. Effective 
for audits as of 12/31/21 and thereafter, the NAIC’s Model Audit Rule Implementation Guide requests that 
the name of the current lead audit partner and the year at which he or she began serving in that capacity be 
included in the internal control report, so it can be provided to regulators but kept confidential. Such 
information may be useful in verifying compliance with audit partner qualification and rotation 
requirements. 

Management of insurance companies with more than $500 million in direct and assumed premiums are also 
required to file with the state insurance department an assessment of internal control over financial reporting. 
This report states whether or not management is confident the internal controls are effective in providing 
accurate statutory financial statements. If material weaknesses are identified or management cannot attest to 
effective internal controls over financial reporting, the analyst should consider performing additional procedures 
as highlighted in the worksheet.  
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Audit Committee 

PROCEDURE #14 directs the analyst to assess compliance with audit committee requirements. As mandated by 
the Annual Financial Reporting Model Regulation, every insurer required to file an audited financial report is also 
required to have an audit committee that is directly responsible for the appointment, oversight and 
compensation of the auditor. Insurers with less than $500 million in direct and assumed premium may apply for 
a waiver from this requirement based on hardship. Based on various premium thresholds, a certain percentage 
of the audit committee members must be independent from the insurer. However, if domiciliary law requires 
board participation by otherwise non-independent members, such law shall prevail and such members may 
participate in the audit committee. This procedure references information provided in the General 
Interrogatories of the Annual Statement related to whether the insurer has established an audit committee in 
accordance with state insurance laws and requires the insurer to report if it has been granted any exemptions in 
this area. In assessing compliance with these requirements, the analyst is encouraged to compare other 
information received on the corporate governance practices of the insurer, including the CGAD (if filed on an 
insurance entity basis), to information provided in the interrogatories. Note, if the CGAD is filed on a group 
basis, the analyst should rely on the information provided in the GPS or provided by the lead state if material 
risks are only relevant to specific insurance entities. 
 
Additional Analysis and Follow-Up Procedures  
EXAMINATION FINDINGS direct the analyst to consider a review of the recent examination report,  summary 
review memorandum and communication with the examination staff to identify if any legal risk issues were 
discovered during the examination. 

INQUIRE OF THE INSURER directs the analyst to consider requesting additional information from the insurer if 
legal risk concerns exist in a specific area. The list provided are examples of types of information or explanations 
to be obtained that may assist in the analysis of legal risk for specific topics where concerns have been 
identified.  

OWN RISK AND SOLVENCY ASSESSMENT (ORSA) directs the analyst to obtain and review the latest ORSA 
Summary Report for the insurer or insurance group (if available) to assist in identifying, assessing and addressing 
legal risks faced by the insurer.  

HOLDING COMPANY ANALYSIS directs the analyst to obtain and review the holding company analysis work 
completed by the lead state to assist in identifying, assessing and addressing risks that could impact the insurer.  
 
Example Prospective Risk Considerations 
The table provides the analyst with example risk components for use in the Risk Assessment and Insurer Profile 
Summary branded risk analysis section and a general discription of the risk component. Note that the risks listed 
are only examples and do not represent a complete list of all risks available for the legal risk category.  
 
Discussion of Quarterly Procedures 
The Quarterly Legal Risk Repository procedures are designed to identify the following:  

1) Concerns with market conduct, including complaints, market conduct actions, communication with market 
staff, etc. 

2) Concerns with litigation, legal, or government expenses 

3) Material fraudulent activity and the financial impact to the insurer 

4) Concerns with the insurer’s compliance with code of ethics standards 

5) Compliance concerns with NAIC reporting practices, internal policy, laws, regulations and prescribed 
practices 
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6) Concerns with the insurer’s compliance with the state’s investment laws 

7) Compliance concerns with affiliated management and service agreements 

8) Concerns with the insurer’s compliance with transactions involving other jurisdictions 

9) Whether the insurer is subject to regulation by other Federal regulatory agencies  

For additional guidance on individual procedure steps, please see the corresponding annual procedures 
discussed above. 
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Liquidity Risk: Inability to meet contractual obligations as they become due because of an inability to 
liquidate assets and/or obtain adequate funding without incurring unacceptable losses. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, analysts may need to review other repositories in conjunction 
with liquidity. For example: 

 Investment strategy also is discussed in the Credit, Market and Strategic Risk Repositories. 

 Investment assets classes (Bonds, Mortgages, etc.) also are discussed in the Credit and/or Market Risk 
Repositories. 

 
Analysis Documentation: Results of liquidity risk analysis should be documented in Section III: Risk Assessment 
of the insurer.  
 
Liquidity of Investment Portfolio and Overall Liquidity 

1. Determine if there are any concerns regarding the liquidity of the insurer’s asset portfolio and overall 
liquidity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Adjusted liabilities to liquid assets ratio [IRIS ratio 
#9]  

 >100% [Data] [Data] 

b. Change in liquid assets CR >50% or 
<-15% 

[Data] [Data] 

c. Ratio of restricted assets to total cash and invested 
assets [Annual Financial Statement, Notes to 
Financial Statements, Note #5-L] 

OP >10% [Data] [Data] 

 Other Risks 

d. Review the five-year trend for the liquidity ratio within the Financial Profile Report and 
document any unusual fluctuations. 

 

e. Compare the insurer’s adjusted liabilities to liquid assets ratio with industry and peer 
group averages in order to identify significant deviations. 

 

f. Review the Annual Supplemental Investment Risks Interrogatories. Note any unusual items 
or areas that would indicate inadequate liquidity. 

 

g. Request and review the insurer’s most recent investment plan. Determine if the 
investment plan is adequate to meet the liquidity needs of the insurer’s liability structure. 

 

 
h. If there are concerns regarding liquidity or cash flows, consider having a cash flow analysis 

performed by an actuary. 
 

i. If restricted assets are material, gain an understanding and assess the types of investments 
and products that may require collateral to be posted (e.g., derivatives, guaranteed 
investment contracts [GICs], Federal Home Loan Bank [FHLB], etc.). 

 

j. If concerns are identified regarding overall liquidity of the asset portfolio, identify and 
assess other sources of liquidity available to the insurer. (Or, request information from the 
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insurer if necessary. See Additional Analysis and Follow-Up Procedures below.) 

k. Assess the impact of market conditions through consideration of industry and economic 
events (i.e., news, industry analytics). Is the analyst aware of any market conditions that 
may threaten the liquidity of insurers’ investment portfolios (e.g., market dislocation or 
other events that could affect liquidity of assets classes such as structured securities, 
structured notes, Schedule BA assets, non-investment grade bonds)? 

 

 
2. Assess the value and maturity of bond portfolio impact on liquidity. 

 Other Risks 

a. Review the Annual Financial Statement, Schedule D – Part 1A – Section 2:   

 Identify any material fluctuations/trends over years 

 Compared to a review of the insurer’s most recent investment plan, determine if the 
bond maturity schedule adequately matches future liabilities 

 

b. Review the Annual Financial Statement, Schedule D – Part 1 and determine the extent to 
which the fair value of bonds varies from the statement value. Assess the impact of such 
variance on the insurer’s overall liquidity. 

 

c. Review the Annual Financial Statement, including Notes to Financial Statements – Note #5,  
to assess if there are liquidity concerns due to a material exposure to highly structured 
bonds, including RMBS, loan-backed and structured securities (LBaSS) and structured 
notes. 

 

 
3. Determine whether there are concerns due to the level of investment in private-placement bonds. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of private-placement bonds owned to surplus   >5% [Data] [Data] 

b. Increase in private placement bonds from the prior 
year, where the ratio of investments in private-
placement bonds to invested assets is greater than 5% 

 >15% [Data] [Data] 

 Other Risks 

c.   Review Annual Financial Statement, Schedule D – Part 1A – Section 1 and Schedule D – Part 
1A – Section 2 to determine the following: 

  The total amount of privately-placed bonds owned 

 The types of issues with privately-placed bonds 

 The NAIC designations of the privately-placed bonds 

 The maturity distribution of the privately-placed bonds 

 The amount of total privately-placed bonds that are freely tradable under SEC Rule 144 
or qualified for resale under SEC Rule 144A 

 

d. For the more significant privately-placed bonds, if rated by a chief revenue officer (CRO) 
review the issuer’s rating or request the Securities Valuation Office’s (SVO) assessment of 
the designation to evaluate the issuer’s financial position and ability to repay its debt. 

 

© 2014 - 2024 National Association of Insurance Commissioners 191



  Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.3.a. Liquidity Risk Repository – P/C Annual  
 
4. Determine whether there are concerns due to the level of investment in other invested assets (Schedule 

BA). 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of BA assets to surplus CR*, 
MK* 

>10% [Data] [Data] 

b. Increase in BA assets from the prior year, where the 
ratio of BA assets to surplus is greater than 5% 

CR*, 
MK* 

>10% [Data] [Data] 

 Other Risks 

c. Upon review of Annual Financial Statement – Schedule BA, is the insurer invested in any 
assets, such as hedge funds or private equity funds, that may include restrictions on an 
investor’s ability to liquidate the assets, which may include commitments for additional 
funding, which is common in private equity funds, or which may have the potential to be 
required to post additional collateral, similar to the variation margin for derivatives? 

CR, MK, ST 

 
Securities Lending 

5. Determine whether concerns exist regarding securities lending transactions.  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Does the reporting entity engage in securities lending 
transactions? 

OP >0 [Data] [Data] 

i. Percentage of total securities lending collateral 
reinvested to total assets 

  [Data]  

 

 

ii. Aggregate total collateral received   [Data]  

 Other Risks 

b. Review the Annual Financial Statement investment schedules, General Interrogatories and 
Notes to Financial Statements to gain an understanding of the scope of the securities 
lending program and restricted assets, and to understand how the cash collateral is 
reinvested [Schedule DL]. 

 

 
Affiliated Investments 

6. Determine whether investments in affiliates are significant. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Total of all investments in affiliates to surplus [Annual 
Financial Statement, Five-Year Historical Data] 

CR, 
MK* 

>20% [Data] [Data] 

b. Change in total of all investments in affiliates from the 
prior year-end 

CR, 
MK* 

>20% or 
<-20% 

[Data] [Data] 

 

c. Change in any category of affiliated investments from 
the prior year-end 

CR, 
MK* 

>10% or 
<-10% 

[Data] [Data] 
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 Other Risks 

d. Review the results of the Holding Company Analysis completed by the lead state to 
determine if any concerns exist regarding affiliated entities. 

CR 

e. Review Annual Financial Statement, Notes to Financial Statements, Note #10 and Note #14 
to identify if the insurer is subject to any guarantees or other commitments to parent, 
subsidiaries, or affiliates (PSA). If the guarantee or commitment is material to the insurer, 
assess the nature of the agreement and the financial strength of the PSA. 

CR 

 
Special Deposits 

7. Review the Annual Financial Statement, Schedule E – Part 3 and determine if any concerns exist. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Book/adjusted carrying value of total special deposits 
to total net admitted assets 

 >10% [Data] [Data] 

b. Book/adjusted carrying value of all other special 
deposits (not for the benefit of all policyholders) to 
total special deposits 

 >50% [Data] [Data] 

c. Difference between the book/adjusted carrying value  
of total special deposits to the fair value of total 
special deposits 

 >5% [Data] [Data] 

 Other Risks 

d. Review the listing of special deposits held by the insurer not for the benefit of all 
policyholders and there is overall liquidity risk regarding the insurer, consider: 

 The number of states in which the insurer has these types of deposits. The greater the 
number, the more difficult it could be for the domiciliary state to call on these deposits 
in a rehabilitation. 

 The amount of concentration in any one particular state. 

 

e. Contact the domiciliary state or perform research to determine if any of the states have 
restrictions on the ability of those deposits to be called by the domiciliary state during a 
rehabilitation. 

 

 
Cash Flow from Operations  

8. Review cash flow from operations and determine if any concerns exist. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of net cash from operations to surplus  < -5% [Data] [Data] 

 Other Risks 

b. Review the cash flow from operations to determine the underlying cause of the negative 
cash flow. 

 

c. Review the trend in net cash from operations for the past five years and note any unusual  
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fluctuations or negative trends between years. 

d. Describe any material commitments for capital expenditures as of the end of the reporting 
period indicating the purpose, anticipated source of funds, changes between equity and 
debt, and any off-balance sheet financing agreements. 

 

e. Compare cash flow from operations with the industry and peer group (Peer Financial 
Report) in order to identify significant deviations. 

 

 
Related Party Exposure in the Investment Portfolio 
 
9. Assess related party exposure in the investment portfolio. 

 Other Risks 
a. Review the Annual Financial Statement investment schedules, as disclosed in the 

column “Investments Involving Related Parties” and utilizing iSite+ tools, determine if 
the insurer has material related party exposures in its investment portfolio. 
 
This disclosure is included in: 
 Schedule B 
 Schedule BA 
 Schedule D 
 Schedule DA 
 Schedule DB 
 Schedule DL 
 Schedule E, Part 2 
 
Consider exposure by asset class and in aggregate, and by the role of the related 
party in the investment as designed by the “Investments Involving Related Parties” 
disclosure. 
 

LQ, MK 

b. If concerns exist regarding a material related party exposure in the investment 
portfolio, assess the credit quality of those investments involving related parties by 
reviewing designations, assessing historical default experience, etc. 

LQ, MK 

194 © 2014 - 2024 National Association of Insurance Commissioners



  Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.3.a. Liquidity Risk Repository – P/C Annual  
 

c. If concerns exist regarding a material related party exposure in investment 
management or advisory services, consider the following: 

i. Review the procedures in the “Additional Procedures” section below 
regarding Third Party Investment Advisors and consider their application to 
related party advisors in that role. 

ii. In addition to the additional analysis procedures regarding third party 
investment advisors, consider the following:  

1. Review the insurer’s investment policy guidelines and determine 
whether the related party investments follow the guidelines and are 
in compliance with regulatory requirements.  

2. Review whether the fee structure for asset management is fair, 
reasonable, and appropriately recognized as investment expenses. 

3. If the related party asset manager also originates/securitizes 
investments held by the insurer, consider requesting additional 
information from the insurer to determine the following: 

a. Whether the asset manager has adequate experience and 
knowledge in originating and managing the types of 
investments; 

b. Whether the asset manager follows appropriate underwriting 
practices and applicable regulatory requirements in 
originating investments; and 

c. Whether the fee structures embedded in securities (if 
applicable) are fair, reasonable, and appropriately account for 
potential duplication of fees or conflicts of interest. 

OP 

 
Invested Asset Exposure to Climate Change Risk  

10. Assess the potential impact of material climate change and/or transition and asset devaluation risk on the 
insurer’s invested asset portfolio.  

 
Other Risks 

a. Review information provided in the insurer’s response to the NAIC’s Climate Risk and 
Disclosure Survey (if available) on its exposure to material climate change/energy 
transition risk and related mitigation activity in this area.   

CR*, MK* 

b. Review relevant information provided in the Own Risk and Solvency Assessment (ORSA) 
Summary Report, and/or U.S. Securities and Exchange Commission (SEC) 10-K or 10-Q 
filings (if available) that discusses the insurer’s exposure to material climate 
change/energy transition risk and related mitigation activity in this area.  

CR*, MK* 

c. Review information provided in the NAIC’s U.S. Insurance Industry Climate Affected 
Investment Analysis to identify potential concentrations in insurer exposure.  

CR*, MK* 
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Additional Analysis and Follow-up Procedures  
Request and Assess the Insurer’s Investment Policies and Strategies: 

If concerns exist regarding the level of liquidity risk, request and review the insurer’s investment strategy to 
determine if it is appropriately structured to support its ongoing business plan and cash flow needs. Review the 
guidelines outlined in the plan for: 

 Quality of issues invested in and diversification standards pertaining to issuer, industry, duration, liquidity, 
geographic location, and issues/sectors exposed to material climate change, transition, and asset 
devaluation risks. 

 Expected rate of returns on investments (projected investment income) compared to actual results. 

 Planned increases in investment types, sectors, markets, etc. 

 Appropriateness of the investment plan for the liability structure of the insurer (This may require a review 
of asset adequacy analysis for asset liability matching and discussion with the insurer’s management to 
better understand its plan.) 

Upon review of the investment plan, compare the plan to actual results. Does the insurer and its investment 
manager(s) appear to be adhering to the investment policies and guidelines in the investment plan? 

Examination Findings:  

Review the most recent examination report and Summary Review Memorandum (SRM) for any findings 
regarding liquidity risks associated with:  

 Asset liability matching (ALM) and cash flow stress testing 

 Investment returns 

 Climate change, transition, and asset devaluation 

 Effective management of the insurer’s liquidity position 

 Other-than-temporary impairment OTTI 

 Investment valuation issues 

 Adherence to investment policies and strategies 

 Investment management, and use of and monitoring of external investment managers 

 Determine if liquidity concerns identified during the last exam have been addressed. 

If outstanding issues are identified, perform follow-up procedures as necessary to address concerns. 

NAIC Capital Market’s Bureau Analytical Assistance:   

Consider requesting the following analytical reviews: 

 Review of the insurer’s investment portfolio 

 Review of Investment Management Agreements 
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Third-Party Investment Advisers: 

Assess and determine if any concerns exist regarding third party investment advisers and associated 
contractual arrangements.  

 Review Annual Financial Statement, General Interrogatories, Part 1, #28.05. Does the insurer utilize third 
party investment advisors, broker/dealer or individuals acting on behalf of the insurer with access to their 
investment accounts?  

If “yes”, consider the following procedures: 

 Review the results of the most recent financial examination work papers, follow-up and prospective risk 
information and the summary review memorandum provided by the examiners. Did the examination 
identify any issues with regard to investment advisers and associated contractual arrangements that 
require follow-up analysis or communication with the insurer? If “yes”, document the follow-up work 
performed. 

 Compare Annual Financial Statement, General Interrogatories, Part 1, #28.05 for the current year to the 
prior year to determine if there have been any changes in advisors. If “yes”,  

o Consider obtaining an explanation for the change from the insurer. 

o Consider obtaining a copy of the new investment advisor agreement and review it for appropriate 
provisions. 

 Using the information reported in Annual Financial Statement, General Interrogatories, Part 1, #28.05, 
obtain and review SEC Form ADV (if available), to determine if the investment advisor is in good standing 
with the SEC. If not in good standing, contact the insurer to request an explanation.  

 If agreements with third party investment advisers are affiliated, have the appropriate Form D – Prior 
Notice of Transactions been filed and approved by the department? Were any concerns noted or follow-up 
monitoring recommended? 

 Request information from the insurer regarding the background and expertise in structured securities of its 
investment advisors (in-house and/or contractual) and its analytical system capabilities. Determine 
whether the advisors and systems are adequate to allow the insurer to continuously monitor its structured 
securities investments. 

 If the insurer uses an external asset manager, consider if investments on Schedule BA are invested in funds 
that are affiliated with the asset manager or are managed by that asset manager. Consider the following 
issues:  

o If any conflicts of interest exist 

o If the investment is appropriate for the insurer’s portfolio and is arm’s-length 

o If the insurer is paying double fees 

Inquire of the Insurer: 

If concerns exist, consider requesting information from the insurer regarding: 

General Investment Inquiries: 

 If management and the board of directors have adequately reviewed the investment portfolio and 
understands the yields, underlying collateral, cash flows and investment volatility 

 Any additional concentration by collateral type 

 Management’s process for valuing securities so as to assist the analyst in assessing if the securities are 
valued appropriately 
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 Management’s intended use of certain riskier investments and purpose within the insurer’s portfolio 

 If management has an appropriate level of knowledge and expertise with the type of securities being 
purchased/held 

 If the insurer has controls implemented to mitigate the risks associated with this investment type 

 Sources of liquidity, such as letters of credit (LOCs) 

 Information/explanation of guarantees or other commitments to PSA 

 Securities lending program (nature, size, reinvestment policies, etc.) 

 Separate accounts plan descriptions and/or policy forms as they relate to its securities lending program 

Investment Diversification: 

 Planned asset mix and diversification strategies 

Mortgages:  

 Handling of foreclosed mortgage loans 

BA Assets:   

 Current Audited Financial Statements and other documents (partnership agreements, etc.) necessary to 
support the value of the insurer’s investment in partnerships and joint ventures 

 Information necessary to support the value of significant other invested assets other than partnerships and 
joint ventures 

 Current details on cash flows and returns for the different types of investments, especially hedge funds and 
private equity funds 

RMBS, CMBS and LBaSS: 

 Percentage distribution and amounts of each type of RMBS, CMBS and LBaSS held; planned amortization 
class (PAC), support bonds, interest only (IO) tranches, and principle only (PO) tranches to evaluate the 
level of prepayment risk in the portfolio 

 Projected prepayment speeds on its RMBS portfolio and compare with historical prepayments, as well as 
the prepayment assumption at the time of purchase 

Asset Liability Matching: 

 If concerns are identified regarding overall liquidity of the asset portfolio, request a copy of the insurer’s 
asset/liability matching policy and/or liquidity stress testing/scenario analysis 

Own Risk and Solvency Assessment (ORSA) Summary Report: 

If the insurer is required to file an ORSA or is part of a group that is required to file an ORSA:  

 Did the ORSA Summary Report analysis conducted by the lead state indicate any liquidity risks that require 
further monitoring or follow-up? 

 Did the ORSA Summary Report analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective liquidity risks? 

 For relevant business types, did the ORSA Summary Report analysis conducted by the lead state indicate 
any liquidity risks regarding catastrophic exposure and related mitigating strategies? 

Holding Company Analysis: 

 Did the Holding Company analysis conducted by the lead state indicate any liquidity risks impacting the 
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insurer that require further monitoring or follow-up? 

 Did the Holding Company analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective liquidity risks impacting the insurer? 

 

Example Prospective Risk Considerations 
Risk Components for IPS Explanation of Risk Components 

1 Overall liquidity is insufficient The insurer does not hold sufficient liquid assets to meet current 
liabilities. 

2 Illiquid assets are significant Less liquid assets may be unavailable to pay policyholder claims as they 
are not easily or quickly marketable. 

3 Significant affiliated 
investments balance 

Investments in PSA may not be marketable and unavailable to pay 
policyholder claims. 

4 Significant special deposits 
balance 

Special deposit assets may be unavailable to pay policyholder claims. 

5 Inability to produce positive 
cash flows from operations 

Negative trends in cash flow from operations create liquidity needs that 
may result in the sale of investments at a loss. 

6 Significant amount of [insert 
asset type] held with resale 
restrictions 

Illiquidity of certain assets may be due to provisions of the asset, such as 
restrictions on resale. (E.g., certain BA assets, such as investment hedge 
funds, may have time restrictions on when investment can be 
sold/liquidated.) 

7 Significant amount of Schedule 
BA assets held with 
commitments/ collateral 
requirements 

Schedule BA assets may include commitments for additional funding, 
which is common in private equity funds. Schedule BA assets may have 
the potential to be required to post additional collateral, similar to 
variation margin for derivatives. 

8 Expected cash flows from 
Schedule BA assets and types 
of other structured bonds 

Certain Schedule BA assets and highly structured bonds—including 
RMBS, LBaSS and structured notes—may include liquidity risks where 
expected cash flows do not match actual. 

9 Exposure to climate change, 
transition and asset 
devaluation risk 

The insurer’s investment portfolio is subject to prospective devaluation 
of the assets/changes in the asset return associated with its holdings of 
climate-affected assets.   
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Liquidity Risk: Inability to meet contractual obligations as they become due because of an inability to 
liquidate assets and/or obtain adequate funding without incurring unacceptable losses. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, analysts may need to review other repositories in conjunction 
with liquidity. For example, investment assets classes (Bonds, Mortgages, etc.) also are discussed in the Credit 
and/or Market Risk Repositories. 
 
Analysis Documentation: Results of liquidity risk analysis should be documented in Section III: Risk Assessment 
of the insurer.  
 
Liquidity of Investment Portfolio and Overall Liquidity 
1. Determine if there are any concerns regarding the liquidity of the insurer’s asset portfolio and overall 

liquidity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Liquidity ratio: adjusted liabilities to liquid assets  >100% [Data] [Data] 

b. Change in liquidity ratio CR >10 pts or 
<-10 pts 
from the 

prior 
quarter 

OR  

>20 pts or 
<-20 pts 
from the 

prior year-
end 

[Data] [Data] 

 Other Risks 

c. Review the liquidity ratio within the Financial Profile Report, and document any unusual 
fluctuations over the last five years. 

 

d. If concerns are identified regarding overall liquidity of the asset portfolio, identify and 
assess other sources of liquidity available to the insurer. (Or, request information from 
the insurer if necessary. See Additional Analysis and Follow-Up Procedures below). 

 

e. Assess the impact of market conditions through consideration of industry and economic 
events (i.e., news, industry analytics). Is the analyst aware of any market conditions that 
may threaten the liquidity of insurers’ investment portfolios (e.g., market dislocation or 
other events that could affect liquidity of assets classes such as structured securities, 
structured notes, Schedule BA assets and non-investment grade bonds). 
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Exposure to Other Invested Assets (Schedule BA)  
2. Determine whether there are concerns due to the level of investment in other invested assets (Schedule 

BA). 

 
Securities Lending 
3. Determine whether concerns exist regarding securities lending transactions.  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Does the reporting entity engage in securities 
lending transactions?   

OP >0 [Data] [Data] 

i. Percentage of total securities lending collateral 
reinvested to total assets 

  [Data]  

ii. Aggregate total collateral received   [Data]  

 Other Risks 

b. Review the Quarterly Financial Statement General interrogatories, Part 1, #16 and Notes to 
the Financial Statements, Note #5 (if reported) to gain an understanding of the scope of 
the securities lending program and to understand how the cash collateral is reinvested. 

 

 
Affiliated Investments 
4. Determine whether investments in affiliates are significant. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Total of all investments in affiliates to surplus 
[Quarterly Financial Statement, General 
Interrogatories Part 1, #14] 

CR, MK* >20% [Data] [Data] 

b. Change in total of all investments in affiliates from 
the prior year-end 

CR, MK* >20% or 

< -20% 

[Data] [Data] 

 

c. Change in any category of affiliated investments 
from the prior year-end 

CR, MK* >10% or 

< -10% 

[Data] [Data] 

 Other Risks 

d. Review the results of the Holding Company Analysis completed by the lead state to 
determine if any concerns exist regarding affiliated entities. 

CR, MK 

e. Review Quarterly Financial Statement, Notes to the Financial Statements, #10 and #14, if 
reported, to identify if the insurer is subject to any guarantees or other commitments to 

CR 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of BA assets owned to surplus CR, MK >10% [Data] [Data] 

b. Increase in BA assets from the prior year-end, where 
the ratio of BA assets to surplus is greater than 5% 

CR*, 
MK* 

>10% [Data] [Data] 
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parent, subsidiaries, or affiliates (PSA). If the guarantee or commitment is material to the 
insurer, assess the nature of the agreement and the financial strength of the PSA. 

 
Cash Flow from Operations  
5. Review cash flow from operations and determine if any concerns exist. 

 Other 
Risks 

Benchmark 
 

Result Outside 
Benchmark 

a. Net cash from operations to surplus  <-5% [Data] [Data] 

b. Change in net cash from operations from prior year-
to-date to surplus 

 >5% or <-
5% 

[Data] [Data] 

 Other Risks 

c. Review the cash flow from operations to determine the underlying cause of the negative 
cash flow (if any). 

 

d. Review the trend in net cash from operations for the past five periods and note any 
unusual fluctuations or negative trends between quarters. 
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Liquidity Risk: Inability to meet contractual obligations as they become due because of an inability to 
liquidate assets and/or obtain adequate funding without incurring unacceptable losses. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, the analyst may need to review other repositories in conjunction 
with liquidity risk. For example: 

 Investment strategy is also discussed in Credit, Market, and Strategic Risk Repository. 

 Investment asset classes (Bonds, Mortgages, etc.) are also discussed in Credit and/or Market Risk Repositories. 

Analysis Documentation: Results of liquidity risk analysis should be documented in Section III: Risk Assessment of 
the insurer.  
 
Liquidity of Investment Portfolio and Overall Liquidity 

1. Determine if there are any concerns regarding the liquidity of the insurer’s asset portfolio and overall 
liquidity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Capital and surplus and AVR to total assets (excluding 
separate accounts). (See Financial Profile Report). 

 <7% [Data] [Data] 

b. Change in liquid Assets. CR >80% or 
< -15% 

[Data] [Data] 

c. Ratio of restricted assets to total cash and invested 
assets. [Annual Financial Statement, Notes to 
Financial Statements, Note #5-L] 

OP >10% [Data] [Data] 

 Other Risks 

d. Review the Annual Supplemental Investment Risks Interrogatories. Note any unusual items 
or areas that would indicate inadequate liquidity. 

 

e. Request and review the insurer’s most recent investment plan. Determine if the investment 
plan is adequate to meet the liquidity needs of the insurer’s liability structure. 

 

f. If there are concerns regarding liquidity or cash flows, review the Statement of Actuarial 
Opinion for comments regarding cash flow testing performed and the results obtained. (See 
the Statement of Actuarial Opinion Repository.) 

 

g. If an examination is in progress or recently completed, communicate with the examiner to 
determine if the insurer has recently provided responses to the stress liquidity inquiries and 
templates included in the NAIC Financial Condition Examiners Handbook. If such has 
occurred, review this information to ascertain whether the analyst’s liquidity concerns have 
been alleviated. If not, request the insurer to submit responses to these inquiries. 

 

h. If restricted assets are material, gain an understanding and assess the types of investments, 
and products that may require collateral to be posted (e.g., derivatives, guaranteed 
investment contracts [GIC], Federal Home Loan Bank [FHLB], etc.)  
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i. If concerns are identified regarding overall liquidity of the asset portfolio, identify and assess 
other sources of liquidity available to the insurer. (Or request information from the insurer 
if necessary. See Additional Analysis and Follow-up Procedures section below) 

 

j. Assess the impact of market conditions through consideration of industry and economic 
events (i.e., news, industry analytics). Is the analyst aware of any market conditions that 
may threaten the liquidity of insurers’ investment portfolios (e.g., market dislocation or 
other events that could affect liquidity of assets classes, such as structured securities, 
structured notes, BA assets and non-investment grade bonds)? 

 

2. Assess the value and maturity of bond portfolio impact on liquidity. 

 Other Risks 

a. Review Annual Financial Statement, Schedule D – Part 1A – Section 2.  

i. Identify any material fluctuations/trends over the years. 

ii. Compared to a review of the insurer’s most recent investment plan, determine if the 
bond maturity schedule adequately matches future liabilities. 

 

b. Review the Annual Financial Statement, Schedule D – Part 1 and determine the extent to 
which the fair value of bonds varies from the amortized cost. Assess the impact of such 
variance on the insurer’s overall liquidity. 

 

c. Review Annual Statement disclosures, including Note #5, to assess if there are liquidity 
concerns due to a material exposure to highly structured bonds, including RMBS, loan-
backed and structured securities (LBaSS) and structured notes.  

 

3. Determine whether there are concerns due to the level of investment in private-placement bonds. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of private-placement bonds to capital and 
surplus plus AVR.  

 >100% [Data] [Data] 

b. Increase in private placement bonds from the prior 
year where the ratio of investments in private-
placement bonds to invested assets is greater than 
5%.  

 >15% [Data] [Data] 

 Other Risks 

c.  Review Annual Financial Statement, Schedule D – Part 1A – Section 1 and Schedule D – Part 
1A – Section 2 by Major Type and Subtype, and determine the following: 

 The total amount of privately-placed bonds owned. 

 The types of issues with privately-placed bonds. 

 The NAIC designations of the privately-placed bonds. 

 The maturity distribution of the privately-placed bonds. 

 The amount of total privately-placed bonds that are freely tradable under SEC Rule 144 
or qualified for resale under SEC Rule 144A. 
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d. For the more significant privately-placed bonds, if rated by a chief risk officer (CRO), review 
the issuer’s rating or request the Securities Valuation Office’s (SVO) assessment of the 
designation to evaluate the issuer’s financial position and ability to repay its debt. 

 

4. Determine whether there are concerns due to the level of investment in other (Schedule BA) invested 
assets. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of Schedule BA assets to capital and surplus plus 
AVR.  

CR*, 
MK* 

>10% [Data] [Data] 

b. Increase in Schedule BA assets from the prior year, 
where the ratio of Schedule BA assets to cash and 
invested assets is greater than 3.5%. 

CR*, 
MK* 

>10% [Data] [Data] 

 Other Risks 

c. Upon review of Annual Financial Statement, Schedule BA, is the insurer invested in any 
assets, such as hedge funds or private equity funds, that may include restrictions on an 
investor’s ability to liquidate the assets, which may include commitments for additional 
funding, which is common in private equity funds, or which may have the potential to be 
required to post additional collateral, similar to the variation margin for derivatives? 

ST, CR, MK 

5. Determine whether there are concerns due to the level of investment in collateral loans. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of collateral loans to capital and surplus plus 
AVR.  

CR* >20% [Data] [Data] 

b. Increase in ratio of investments in collateral loans to 
cash and invested assets is greater than 3.5%, from 
the prior year. 

 >10% [Data] [Data] 

 Other Risks 

c.    Review Annual Financial Statement, Schedule BA – Part 1 and Schedule DA – Part 1, and 
perform the following for each such loan: 

i. Determine whether the collateral for the loan is an acceptable asset. 

ii. Determine whether the collateral loan is to an officer, director, parent, subsidiary or 
affiliate. 

CR* 

Securities Lending 

6. Determine whether concerns exist regarding securities lending transactions.  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Does the reporting entity engage in securities lending 
transactions?  

OP >0 [Data] [Data] 
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i. Percentage of total securities lending collateral 
reinvested to total assets. 

  [Data]  

ii. Aggregate total collateral received.   [Data]  

 Other Risks 

b. Review the Annual Financial Statement, investment schedules, General Interrogatories and 
Notes to Financial Statements to gain an understanding of the scope of the securities lending 
program and restricted assets, and to understand how the cash collateral is reinvested 
(Schedule DL). 

 

 
Separate Accounts 

7. Determine whether concerns exist regarding securities lending transactions within the separate accounts. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Does the reporting entity engage in securities lending 
transactions with separate account assets?  

OP >0 [Data] [Data] 

i. Percentage of total separate account assets to 
total assets. 

  [Data]  

ii. Aggregate total collateral received.   [Data]  

 Other Risks 

b. Review the investment schedules, General Interrogatories and Notes to the Financial 
Statements to gain an understanding of the scope of the securities lending program and 
restricted assets, and to understand how the cash collateral is reinvested (Schedule DL). 

 

c. Does the reporting entity report Federal Home Loan Bank (FHLB) funding agreements within 
the separate account(s)? If so, assess the materiality of the FHLB agreements. 

 

 
Affiliated Investments  

8. Determine whether investments in affiliates are significant. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Total of all investments in affiliates to capital and 
surplus. [Annual Financial Statement, Five-Year 
Historical Data]   

CR, MK* >20% [Data] [Data] 

b. Change in total of all investments in affiliates from the 
prior year-end. 

CR, MK* >20% or  
< -20% 

[Data] [Data] 

 

c. Change in any category of affiliated investments from 
the prior year-end. 

CR, MK* >10% or  
< -10% 

[Data] [Data] 

 Other Risks 

d. Review the results of the Holding Company Analysis completed by the lead state to 
determine if any concerns exist regarding affiliated entities.  

CR 

206 © 2014 - 2024 National Association of Insurance Commissioners



  Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.3.b. Liquidity Risk Repository – Life/A&H/Fraternal Annual  
 

e. Review Annual Financial Statement, Notes to Financial Statements, Note #10 and Note #14 
to identify if the insurer is subject to any guarantees or other commitments to parent, 
subsidiaries or affiliates (PSA). If the guarantee or commitment is material to the insurer, 
assess the nature of the agreement and the financial strength of the PSA.  

CR 

 
Special Deposits 

9. Review the Annual Financial Statement, Schedule E – Part 3  

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Book/adjusted carrying value of total special deposits 
to assets. 

 >10% [Data] [Data] 

b. Book/adjusted carrying value of all other special 
deposits (not for the benefit of all policyholders) to 
total special deposits. 

 >50% [Data] [Data] 

c. Difference between the book/adjusted carrying value 
of total special deposits to the fair value of total 
special deposits.  

 >5% [Data] [Data] 

 Other Risks 

d. Review the listing of special deposits held by the insurer not for the benefit of all 
policyholders and there is overall liquidity risk regarding the insurer, consider: 

 The number of states in which the insurer has these types of deposits. The greater the 
number, the more difficult it could be for the domiciliary state to call on these deposits 
in a rehabilitation. 

 The amount of concentration in any one particular state. 

 

e. Contact the domiciliary state or perform research to determine if any of the states have 
restrictions on the ability of those deposits to be called by the domiciliary state during a 
rehabilitation. 

 

 
Surrender and Withdrawal Activity  

10. Determine whether concerns exist regarding the insurer’s surrender and withdrawal activity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of surrender benefits and withdrawals on 
deposit-type contracts to net premiums and deposits 
on deposit-type contracts. 

 >50% [Data] [Data] 

b. Ratio of group surrenders to net group premiums in 
group annuities where group annuity surrenders 
exceed 20% of total surrenders.  

 >50% [Data] [Data] 

c. Surrender benefits and withdrawals on deposit-type 
contracts to capital and surplus. 

 >20% [Data] [Data] 

 Other Risks 
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Cash Flow from Operations  

11. Review cash flow from operations and determine if any concerns exist. 

 
 

d. Review Annual Financial Statement, Notes to Financial Statements, Note #32. Determine if 
the insurer has a material amount of annuity reserves that can be withdrawn with minimal 
or no charge. (See the Financial Profile Report.) 

 

e. Determine which lines of business had significant surrender activity during the year or if 
there appears to be a negative trend in surrender activity over the past five years. 

 

f. Review the insurer’s plan descriptions and/or policy forms to better understand the types 
of plans offered and the specific policy withdrawal features and surrender charges. 

 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Net cash from operations to capital and surplus.  <-5% [Data] [Data] 

b. Prior year net cash from operations to capital and 
surplus. 

 <-5% [Data] [Data] 

c. Net cash from operations to premium income   [Data]  

d. Net transfers to or from separate accounts to capital 
and surplus. 

 >20% [Data] [Data] 

e. “Other cash provided (applied)” changed by more 
than 10% of capital and surplus. 

 >10% or     
< -10% 

[Data] [Data] 

f. “Other cash provided (applied)” to capital and 
surplus. 

 >10% [Data] [Data] 

g. “Other cash provided (applied)” to net cash from 
operations. 

 >150% or   
< -150% 

[Data] [Data] 

 Other Risks 

h. Review the cash flow from operations to determine the underlying cause of the negative 
cash flow. 

 

i. Review the trend in cash flow from operations for the past five years and note any unusual 
fluctuations or negative trends between years. Also review trend in transfer to/from 
separate account for unusual fluctuation, such as:  

 Significant reliance on cash provided from separate accounts. 

 Significant trends in providing cash to separate accounts. 

 

j. Describe any material commitments for capital expenditures as of the end of the reporting 
period indicating the purpose, source of funds, changes in equity and debt, and any off-
balance sheet financing arrangements. 

 

k. Compare cash flow from operations with the industry in order to identify significant 
deviations. 
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Related Party Exposure in the Investment Portfolio 

#12. Assess related party exposure in the investment portfolio.  

 Other Risks 
a. Review the Annual Financial Statement investment schedules, as disclosed in the 

column “Investments Involving Related Parties” and utilizing iSite+ tools, determine if 
the insurer has material related party exposures in its investment portfolio. 
 
This disclosure is included in: 
 Schedule B 
 Schedule BA 
 Schedule D 
 Schedule DA 
 Schedule DB 
 Schedule DL 
 Schedule E, Part 2 
 
Consider exposure by asset class and in aggregate, and by the role of the related party 
in the investment as designed by the “Investments Involving Related Parties” 
disclosure. 
 

LQ, MK 

b. If concerns exist regarding a material related party exposure in the investment 
portfolio, assess the credit quality of those investments involving related parties by 
reviewing designations, assessing historical default experience, etc. 

LQ, MK 
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c. If concerns exist regarding a material related party exposure in investment 
management or advisory services, consider the following: 

i. Review the procedures in the “Additional Procedures” section below regarding 
Third Party Investment Advisors and consider their application to related party 
advisors in that role. 

ii. In addition to the additional analysis procedures regarding third party 
investment advisors, consider the following:  

1. Review the insurer’s investment policy guidelines and determine 
whether the related party investments follow the guidelines and are in 
compliance with regulatory requirements.  

2. Review whether the fee structure for asset management is fair, 
reasonable, and appropriately recognized as investment expenses. 

3. If the related party asset manager also originates/securitizes 
investments held by the insurer, consider requesting additional 
information from the insurer to determine the following: 

a. Whether the asset manager has adequate experience and 
knowledge in originating and managing the types of 
investments; 

b. Whether the asset manager follows appropriate underwriting 
practices and applicable regulatory requirements in originating 
investments; and 

c. Whether the fee structures embedded in securities (if 
applicable) are fair, reasonable, and appropriately account for 
potential duplication of fees or conflicts of interest. 

OP 

 
Invested Asset Exposure to Climate Change Risk  

13. Assess the potential impact of material climate change and/or transition and asset devaluation risk on the 
insurer’s invested asset portfolio.  

 
Other Risks 

a. Review information provided in the insurer’s response to the NAIC’s Climate Risk and 
Disclosure Survey (if available) on its exposure to material climate change/energy transition 
risk and related mitigation activity in this area.  

CR*, MK* 

b. Review relevant information provided in the Own Risk and Solvency Assessment (ORSA) 
Summary Report, and/or U.S. Securities and Exchange Commission (SEC) 10-K or 10-Q filings 
(if available) that discusses the insurer’s exposure to material climate change/energy 
transition risk and related mitigation activity in this area.  

CR*, MK* 

c. Review information provided in the NAIC’s U.S. Insurance Industry Climate Affected 
Investment Analysis to identify potential concentrations in insurer exposure.  

CR*, MK* 
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Assessments Against Policy Benefits (Fraternal Societies Only) 

14. Assess the materiality of a Fraternal Society’s liens on policyholder benefits. 

 
Additional Analysis and Follow-Up Procedures 
Request and Assess the Insurer’s Investment Policies and Strategies: 

If concerns exist regarding the level of liquidity risk, request and review the insurer’s investment strategy to 
determine if it is appropriately structured to support its ongoing business plan and cash flow needs. Review the 
guidelines outlined in the plan for: 

 Quality of issues invested in and diversification standards pertaining to issuer, industry, duration, liquidity, 
geographic location, and issues/sectors exposed to material climate change, transition, and asset 
devaluation risks.  

 Expected rate of returns on investments (projected investment income) compared to actual results. 

 Planned increases in investment types, sectors, markets, etc. 

 Appropriateness of the investment plan for the liability structure of the insurer. (This may require a review 
of asset adequacy analysis for asset liability matching and discussion with the insurer’s management to 
better understand its plan.) 

 Upon review of the investment plan, compare the plan to actual results. Does the insurer and its investment 
manager(s) appear to be adhering to the investment policies and guidelines in the investment plan? 

Examination Findings:  

Review the most recent examination report and Summary Review Memorandum (SRM) for any findings 
regarding liquidity risks associated with  

 Asset liability matching (ALM) and cash flow stress testing. 

 Investment returns. 

 Climate change, transition, and asset devaluation. 

 Effective management of the insurer’s liquidity position. 

 Other-than-temporary impairments (OTTI). 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. For fraternal societies, did the society report 
outstanding assessments in the form of liens against 
policy benefits that have increased surplus?  

OP >0 [Data] 

 

[Data] 

i. Assess the materiality of outstanding 
assessments 

Total Liens as a percentage of total current year 
surplus 

OP  [Data] [Data] 

b. Were new assessments imposed in the current year? 
Review any information the department has on the 
nature and duration of the liens. [Annual Financial 
Statement, General Interrogatories – Part 2 – #35.2] 

OP >0 [Data] 

 

[Data] 
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 Investment valuation issues. 

 Adherence to investment policies and strategies. 

 Investment management and use of and monitoring of external investment managers. 

 Determine if liquidity concerns identified during the last exam have been addressed. 

NAIC Capital Market’s Bureau Analytical Assistance:   

Consider requesting the following analytical reviews: 

 Review of the insurer’s investment portfolio. 

 Review of Investment Management Agreements. 

Third-Party Investment Advisers: 

Assess and determine if any concerns exist regarding third party investment advisers and associated contractual 
arrangements.  

 Review Annual Financial Statement, General Interrogatories – Part 1 – #29.05. Does the insurer utilize third 
party investment advisors, broker/dealer or individuals acting on behalf of the insurer with access to their 
investment accounts?  

If “yes”, consider the following procedures: 

 Review the results of the most recent financial examination work papers, follow-up and prospective risk 
information and the summary review memorandum provided by the examiners. Did the examination identify 
any issues with regard to investment advisers and associated contractual arrangements that require follow-
up analysis or communication with the insurer? If yes, document the follow-up work performed. 
 

 Compare Annual Financial Statement, General Interrogatories – Part 1 – #29.05 for the current year to the 
prior year to determine if there have been any changes in advisors.  
 

 If “yes”,  
o Consider obtaining an explanation for the change from the insurer. 

o Consider obtaining a copy of the new investment advisor agreement and review it for appropriate 
provisions. 

 Using the information reported in Annual Financial Statement, General Interrogatories, Part 1 – #29.05, 
obtain and review SEC Form ADV (if available), to determine if the investment advisor is in good standing 
with the SEC. If not in good standing, contact the insurer to request an explanation.  
 

 If agreements with third party investment advisers are affiliated, have the appropriate Form D – Prior Notice 
of Transactions been filed and approved by the department? Were any concerns noted or follow-up 
monitoring recommended? 
 

 Request information from the insurer regarding the background and expertise in structured securities of its 
investment advisors (in-house and/or contractual) and its analytical system capabilities. Determine whether 
the advisors and systems are adequate to allow the insurer to continuously monitor its structured securities 
investments. 
 

 If the insurer uses an external asset manager, consider if investments on Schedule BA are invested in funds 
that are affiliated with the asset manager or are managed by that asset manager. Consider the following 
issues:  

212 © 2014 - 2024 National Association of Insurance Commissioners



  Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.3.b. Liquidity Risk Repository – Life/A&H/Fraternal Annual  
 

o If any conflicts of interest exist. 

o If the investment is appropriate for the insurer’s portfolio and is arms-length. 

o If the insurer is paying double fees. 

Inquire of the Insurer: 

If concerns exist, consider requesting information from the insurer regarding: 

General Investment Inquiries 

 If management has adequately reviewed the investment portfolio and understand the yields, underlying 
collateral, cash flows and investment volatility. 

 Any additional concentration by collateral type. 

 Management’s process for valuing securities to assist the analyst in assessing if the securities are valued 
appropriately. 

 Management’s intended use of certain riskier investments and purpose within the insurer’s portfolio. 

 If management has an appropriate level of knowledge and expertise with the type of securities being 
purchased/held. 

 If the insurer has controls implemented to mitigate the risks associated with this investment type 

 Sources of liquidity, such as letters of credit (LOCs). 

 Information/explanation of guarantees or other commitments to PSA. 

 Securities lending program (nature, size, reinvestment policies, etc.). 

 Separate accounts plan descriptions and/or policy forms as they relate to its securities lending program. 

Investment Diversification 

 Planned asset mix and diversification strategies. 

Mortgages  

 Handling of foreclosed mortgage loans. 

BA Assets   

 Current Audited Financial Statements and other documents (partnership agreements, etc.) necessary to 
support the value of the insurer’s investment in partnerships and joint ventures. 

 Information necessary to support the value of significant other invested assets other than partnerships and 
joint ventures. 

 Current details on cash flows and returns for the different types of investments, especially hedge funds and 
private equity funds. 

RMBS, CMBS and LBaSS 

 Percentage distribution and amounts of each type of RMBS, CMBS and LBaSS held; planned amortization 
class (PAC), support bonds, interest only (IO) tranches, and principle only (PO) tranches to evaluate the level 
of prepayment risk in the portfolio. 

 Projected prepayment speeds on its RMBS portfolio and compare with historical prepayments, as well as the 
prepayment assumption at the time of purchase. 
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Own Risk and Solvency Assessment (ORSA) Summary Report: 

If the insurer is required to file an ORSA or is part of a group that is required to file an ORSA,  

 Did the ORSA Summary Report analysis conducted by the lead state indicate any liquidity risks that require 
further monitoring or follow-up? 

 Did the ORSA Summary Report analysis conducted by the lead state indicate any mitigating strategies for 
existing or prospective liquidity risks? 

 For relevant business types, did the ORSA Summary Report analysis conducted by the lead state indicate any 
liquidity risks regarding catastrophic exposure and related mitigating strategies? 

Holding Company Analysis: 

 Did the Holding Company Analysis conducted by the lead state indicate any liquidity risks impacting the 
insurer that require further monitoring or follow-up? 

 Did the Holding Company Analysis conducted by the lead state indicate any mitigating strategies for existing 
or prospective liquidity risks impacting the insurer? 

Asset Liability Matching (ALM): 

 Did the review of the Statement of Actuarial Opinion or other actuarial filings indicate any concerns regarding 
the adequacy of ALM, cash flow stress testing and the sufficiency of assets to meet the business obligations 
of the insurer?  

 If concerns are identified regarding overall liquidity of the asset portfolio, request a copy of the insurer’s 
ALM policy and/or liquidity stress testing/scenario analysis. 

 
 

Example Prospective Risk Considerations 
Risk Components for IPS Explanation of Risk Components 

1 Overall liquidity is insufficient. The insurer does not hold sufficient liquid assets to meet current 
liabilities. 

2 Illiquid assets are significant. Less liquid assets may be unavailable to pay policyholder claims as they 
are not easily or quickly marketable. 

3 Negative economic impact on 
separate account liquidity. 

Market decline results in the need for policyholder cash, resulting in 
the potential negative impact or a “run on the bank” scenario. 

4 Illiquidity of separate account 
assets.  

That liquid assets are insufficient to meet surrender benefits, resulting 
in insufficient cash flows. 

5 Significant affiliated investments 
balance. 

Investments in PSA may not be marketable and unavailable to pay 
policyholder claims. 

6 Liquidity strain of surrenders and 
withdrawals. 

Liquidity strain of surrenders and withdrawals may be the result of: 

 Market decline results in the need for policyholder cash, resulting 
in the potential negative impact or a “run on the bank” scenario. 

 That liquid assets are insufficient to meet surrender benefits, 
resulting in insufficient cash from operations. 

 Poor asset-liability matching and the potential negative impact. 

7 Significant special deposits 
balance. 

Special deposit assets may be unavailable to pay policyholder claims. 

214 © 2014 - 2024 National Association of Insurance Commissioners



  Financial Analysis Handbook 
2023 Annual / 2024 Quarterly 

III.B.3.b. Liquidity Risk Repository – Life/A&H/Fraternal Annual  
 

8 Inability to produce positive cash 
flows from operations. 

Negative trends in cash flow from operations create liquidity needs 
that may result in the sale of investments at a loss. 

9 Significant amount of [insert asset 
type] held with resale restrictions.  

Illiquidity of certain assets may be due to provisions of the asset, such 
as restrictions on resale. (e.g., certain BA assets, such as investment 
hedge funds, may have time restrictions on when investment can be 
sold/liquidated.) 

10 Significant amount of Schedule 
BA assets held with 
commitments/collateral 
requirements. 

BA assets may include commitments for additional funding, which is 
common in private equity funds. BA assets may have the potential to 
be required to post additional collateral, similar to variation margin for 
derivatives. 

11 Expected cash flows from BA 
assets and types of other 
structured bonds. 

Certain BA assets and highly structured bonds—including RMBS, LBaSS 
and structured notes—may include liquidity risks where expected cash 
flows do not match actual. 

12 Fraternal policyholder 
assessments. 

Material liens imposed against policyholder benefits. 

13 Exposure to climate change, 
transition and asset devaluation 
risk 

The insurer’s investment portfolio is subject to prospective 
devaluation of the assets/changes in the asset return associated with 
its holdings of climate-affected assets.  
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Liquidity Risk: Inability to meet contractual obligations as they become due because of an inability to 
liquidate assets and/or obtain adequate funding without incurring unacceptable losses. 

Note: The repository is not an all-inclusive list of possible procedures. Therefore, risks identified for which no 
procedure is available should be analyzed by the state insurance department based on the nature and scope of 
the risk. Also, note that key insurance operations or lines of business, for example, may have related risks 
addressed in different repositories. Therefore, the analyst may need to review other repositories in conjunction 
with liquidity risk. For example, investment asset classes (Bonds, Mortgages, etc.) also are discussed in Credit 
and/or Market Risk Repositories. 

Analysis Documentation: Results of liquidity risk analysis should be documented in Section III: Risk Assessment of 
the insurer. 
 
Liquidity of Investment Portfolio and Overall Liquidity 
1. Determine if there are any concerns regarding the liquidity of the insurer’s asset portfolio and overall 

liquidity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Capital and surplus plus asset valuation reserve (AVR) 
to total assets (excluding separate accounts). 

 <7% [Data] [Data] 

b. Change in Liquid Assets from prior quarter-to-date or 
prior year-end. 

CR >80% or 
< -15% 

[Data] [Data] 

 Other Risks 

c. Review liquidity within the Quarterly Financial Profile Report for any unusual fluctuations or 
negative trends between quarters. 

 

d. If concerns are identified regarding overall liquidity of the asset portfolio, identify and assess 
other sources of liquidity available to the insurer. (Or request information from the insurer 
if necessary. See below.) 

 

e. Assess the impact of market conditions through consideration of industry and economic 
events (i.e., news and industry analytics). Is the analyst aware of any market conditions that 
may threaten the liquidity of insurers’ investment portfolios (for example, market 
dislocation or other events that could affect the liquidity of assets classes, such as structured 
securities, structured notes, BA assets and non-investment grade bonds)? 

 

 
2. Determine whether there are concerns due to the level of investment in other (Schedule BA) invested 

assets. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of Schedule BA assets owned to net admitted 
assets.  

CR*, MK >5% [Data] [Data] 

b. Increase in Schedule BA assets from the prior year-
end, where the ratio of BA assets to cash and invested 
assets is greater than 3.5%. 

CR*, 
MK* 

>10% [Data] [Data] 
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Securities Lending 
3. Determine whether concerns exist regarding securities lending transactions. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Does the reporting entity engage in securities lending 
transactions?  

i. Percentage of total securities lending collateral 
reinvested to total assets. 

OP >0 [Data] [Data] 

ii. Aggregate total collateral received.   [Data]  

 Other Risks 

b. Review the Quarterly Financial Statement, General Interrogatories, Part 1, #16 and Notes to 
the Financial Statements, Note #5 (if reported) to gain an understanding of the scope of the 
securities lending program and to understand how the cash collateral is reinvested. 

 

 
Affiliated Investments 
4. Determine whether investments in affiliates are significant. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Total of all investments in affiliates to capital and 
surplus. 

CR, MK* >20% [Data] [Data] 

b. Change in total of all investments in affiliates from the 
prior year-end. 

CR, MK* >20% or  
< -20% 

[Data] [Data] 

 

c. Change in any category of affiliated investments from 
the prior year-end. 

CR, MK* >10% or  
< -10% 

[Data] [Data] 

 Other Risks 

d. Review the results of the Holding Company Analysis completed by the lead state to 
determine if any concerns exist regarding affiliated entities.  

CR 

e. Review Quarterly Financial Statement, Notes to Financial Statements, Note #10 and Note 
#14, if reported, to identify if the insurer is subject to any guarantees or other commitments 
to parent, subsidiaries or affiliates (PSA). If the guarantee or commitment is material to the 
insurer, assess the nature of the agreement and the financial strength of the PSA.  

CR 

 
Surrender and Withdrawal Activity 
5. Determine whether concerns exist regarding the insurer’s surrender and withdrawal activity. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of surrender benefits to net premiums.   >30% or <0 [Data] [Data] 

b. Surrender benefits to capital and surplus.  >20% [Data] [Data] 
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c. Change in surrender benefits to capital and surplus 
ratio. 

 > +/- 5 
percentage 

points 

[Data] [Data] 

 Other Risks 

d. Review Quarterly Financial Statement, Notes to Financial Statements, Note #32, if reported, 
to determine if the insurer has a material amount of annuity reserves withdrawable with 
minimal or no charge.  

 

e. Review the Quarterly Financial Profile Report to determine if there appears to be a negative 
trend in surrender activity over the past five quarters. 

 

f. If concerns exist, review the insurer’s plan descriptions and/or policy forms to better 
understand the types of plans offered and the specific policy withdrawal features and 
surrender charges. 

 

 
Cash Flow from Operations 
6. Review cash flow from operations and determine if any concerns exist. 

 Other 
Risks 

Benchmark Result Outside 
Benchmark 

a. Ratio of net cash from operations to capital and 
surplus.  

 <-5% [Data] [Data] 

i. Ratio of net cash from operations to premium 
income. 

  [Data]  

b. Change in net transfers to or from separate accounts 
from the prior quarter-to-date. 

 >10% or  
< -10% 

[Data] [Data] 

c. Ratio of net transfers to or from separate accounts to 
capital and surplus. 

 >20% [Data] [Data] 

d. Change in “Other cash provided (applied)” to capital 
and surplus. 

 >10% or  
< -10% 

[Data] [Data] 

e. “Other cash provided (applied)” to capital and 
surplus. 

 >10% [Data] [Data] 

f. “Other cash provided (applied)” to net cash from 
operations. 

 >150% or  
< -150% 

[Data] [Data] 

 Other Risks 

g. Review the cash flow from operations to determine the underlying cause of the negative 
cash flow. 

 

h. Review the trend in cash flow from operations for the past five periods and note any unusual 
fluctuations or negative trends between quarters. 
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c. Ratio of benefits and loss related payments to 
premiums collected net of reinsurance 

 >85% [Data] [Data] 

 Other Risks 

d. Review the cash flow from operations to determine the underlying cause of the negative 
cash flow (if any). 

 

e. Review the trend in cash flow from operations for the past five periods and note any 
unusual fluctuations or negative trends between years. 
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