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This edition of the NAIC Financial Analysis Handbook (Handbook) is to be used in conjunction with the 2025 Annual
and 2026 Quarterly Financial Statements. The following summarizes the most significant changes since the prior
edition:

Guidance Related to Contractor Oversight

I.A Department Organization and Communication

Il. Framework

The Risk-Focused Surveillance (E) Working Group received a referral from the Financial Regulation Standards and
Accreditation (F) Committee related to standards and expectations for state insurance departments in using
contractors to conduct financial analysis and examination projects. The guidance is consistent with the Financial
Condition Examiners Handbook and the Accreditation Review Team Guidelines.

Branded Risk General Guidance

11I.A.7 Use of Branded Risk General Guidance

The General Guidance in each branded risk assessment was removed to eliminate redundancy, and this section
was renamed to Use of Branded Risk General Guidance and applies to all branded risks. Guidance was added to
encourage analysts to customize risk component names.

Principal Based Bond Definition

111.B.1 Credit Risk Assessment

111.B.3 Liquidity Risk Assessment

111.B.4 Market Risk Assessment

Beginning in 2025, investment schedules and certain other Notes to the Financial, General Interrogatories, 5-Year
History, and related pages of the quarterly and annual financial statement were amended for the implementation
of the statutory accounting principles-based bond definition (PBBD) revisions.

Separate Accounts General Interrogatories Disclosures on Guarantees

111.B.8.b.i Reserves Life Statement of Actuarial Opinion

111.B.8.b.ii Reserves Life Risk Assessment

Updates to the life reserves risk assessment chapter include guidance and a procedure on the new disclosures
under Actuarial Guideline LV — Application of the Valuation Manual for Testing the Adequacy of Reserves Related
to Certain Life Reinsurance Treaties (AG 55) related to asset adequacy testing (AAT) on reinsurance. There are
additional updates related to statutory financial statement blanks changes for separate account guarantees.
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PROCEDURES OF THE FINANCIAL ANAYLSIS SOLVENCY TOOLS (E) WORKING GROUP IN CONNECTION WITH
PROPOSED AMENDMENTS TO THE FINANCIAL ANALYSIS HANDBOOK

The following establishes procedures of the Financial Analysis Solvency Tools (E) Working Group (“the
Working Group”) for proposed changes, amendments and/or modifications to the NAIC Financial Analysis
Handbook (“the Handbook”).

1. The Working Group may consider relevant proposals to change the Handbook at any conference call,
interim or national meeting (“the meeting”) throughout the year as scheduled by the Working Group.

2. |If a proposal for suggested changes, amendments and/or modifications is submitted to, or filed with,
NAIC staff support it may be considered at the next regularly scheduled meeting of the Working Group.

3. The Working Group publishes a formal submission form and instructions that can be used to submit
proposals and is available on the Group’s webpage. However, proposals may also be submitted in an
alternate format provided that they are stated in a concise and complete format. In addition, if another
NAIC committee, task force or working group is known to have considered this proposal, that
committee, task force or working group should provide any relevant information.

4. Any proposal that would change the Handbook will be effective for analysis conducted in the year
following the NAIC Fall National Meeting (i.e. of the preceding year) in which it was adopted (e.g., a
change proposed to be effective January 1, 2027 must be adopted no later than the 2026 Fall National
Meeting).

5. Upon receipt of a proposal, the Working Group will review the proposal at the next scheduled
meeting and determine whether to consider the proposal for public comment. The public comment
period shall be thirty days unless extended by the Working Group. The Working Group will consider
comments received on each proposal at its next meeting and take action. Proposals under
consideration may be deferred by the Working Group until the following scheduled meeting. The
Working Group may form an ad hoc group to study the proposal, if needed. The Working Group may
also refer proposals to other NAIC committees for technical expertise or review. If a proposal has been
referred to another NAIC committee, the proposal will come off the Working Group’s agenda until a
response has been received.

6. NAIC staff support will prepare an agenda inclusive of all proposed changes. The agenda and relevant
materials shall be sent via e-mail to each member of the Working Group, interested regulators and
interested parties and posted to the Working Group’s webpage approximately 5-10 business days prior
to the next regularly scheduled meeting during which the proposal would be considered.

7. In rare instances, or where emergency action may be required, suggested changes and amendments
can be considered as an exception to the above stated process and timeline based on a two-thirds
majority consent of the Working Group members present.

8. NAIC staff support will publish the Handbook on or about February 1 each year. NAIC staff will post to
the NAIC Publications Web site any material subsequent corrections to these publications.
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Preface

The NAIC Financial Analysis Handbook (Handbook) was developed and originally released by the NAIC in 1997
for Property/Casualty and Life/A&H, and in 2004 for Health. It is maintained by the Financial Analysis Solvency
Tools (E) Working Group of the Examination Oversight (E) Task Force. In 2017, the Handbook was revised to
incorporate a risk-focused framework approach for financial analysis. This analysis framework identifies and
assesses risks based on the nine branded risk classifications to complete and document an overall assessment of
the financial solvency condition of the insurer and insurance holding company group.

The Handbook does not include state-specific information or regulations and does not establish guidelines that
insurance companies must follow. Parameters or benchmarks utilized within the guidance are not regulatory
requirements to be complied with by insurance companies.
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I. Introduction A. Department Organization and Communication

ORGANIZATION CHART

The organizational structure of a state insurance department varies by state. There are several basic functions
that are performed by all departments. It is important for the analyst to understand the purpose of each
function and the information obtained that may assist the analyst in the financial monitoring and solvency
surveillance process. Due to the variance in organizational structure, the chart below depicts typical state
insurance department functions rather than trying to highlight a typical organizational structure.

Chart of State Insurance Department Functional Units

Commissioner of Insurance

| | | |
Financial Market . . Company
e Financial . .
Condition Conduct Analvsi Licensing &
Examinations Examinations alysis Admissions
Consu.mer Enforcement Pollcy/Fo'rms I.Réte
Affairs Analysis Filings
Agent
Legal
Licensing cea

In many states, more than one of the above functions may be performed or supervised by the same individuals.
For example, financial analysts may also perform financial examinations, and financial examiners may also
perform market conduct examinations. Additionally, some state insurance departments rely on the Attorney
General’s office for legal assistance rather than having separate department counsel.

RISK-FOCUSED FINANCIAL CONDITION EXAMINATIONS

The insurance code in most states allows the state insurance department to examine insurers as often as the
insurance commissioner deems appropriate and requires that each insurer be examined at least once every
three to five years (as determined by each state). Risk-focused financial condition examinations performed by
the state insurance departments include full-scope periodic examinations and limited-scope or targeted
examinations, which focus on the review and evaluation of an insurer’s business process and controls (including
the quality and reliability of corporate governance) to assist in assessing and monitoring its current financial
condition and prospective solvency. Through the risk-focused financial condition examinations, the state
insurance department gains knowledge about all aspects of the insurer, including its risk management practices
and key business activities, which can be useful information to incorporate into the department’s ongoing
solvency analysis.

The results of a financial condition examination are documented in an examination report that assesses the
financial condition of the insurer and sets forth findings of fact (together with citations of pertinent laws,
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regulations, and rules) with regard to any material adverse findings disclosed by the examination. Examiners
complete Exhibit AA — Summary Review Memorandum (SRM), or something similar, at the conclusion of the
exam. The SRM includes discussion of potential ongoing or prospective solvency concerns, corporate
governance, examination adjustments, risk mitigation strategy issues, report findings, management letter
comments, responses to issues raised by financial analysts, subsequent events, and other residual risks the
examiner may want to communicate to state insurance department personnel. The SRM is a useful tool to
communicate information and findings to the analyst, chief examiner, and other state insurance regulators. The
final section of the SRM, prioritization level and changes to the supervisory plan, provides discussion of the
examiner’s overall conclusions regarding ongoing monitoring, including specific follow-up recommended to the
analyst.

Additionally, key documents should be available to analysts, including examination reports and management
letter comments, which may also include corrective actions required to be taken by the insurer and/or
recommendations for improvements.

MARKET CONDUCT EXAMINATIONS

The market conduct examination focuses on such areas as sales, advertising, rating, and the handling of claims.
Market conduct examinations evaluate an insurer’s business practices and its compliance with statutes and
regulations relating to dealings with policyholders and claimants. The results of a market conduct examination
are documented in an examination report, which summarizes examination findings so that the insurer’s
performance can be assessed. The report may also recommend a corrective action to deal with significant
problem areas. Because financial conditions and market conduct problems are often interrelated, examinations
are frequently conducted simultaneously. Market conduct examinations are conducted by financial condition
examiners in many of the states, usually an impact of the size of the state insurance department.

RISK-FOCUSED FINANCIAL ANALYSIS

Risk-focused financial analysis provides continuous off-site monitoring of the state’s domestic insurers’ financial
condition, significant internal/external changes relating to all aspects of the insurer, maintains a prioritization
system, provides input into the state insurance department’s priority of each insurer, works with the
examination staff to develop an ongoing Supervisory Plan and updates the Insurer Profile Summary (IPS),
providing department management with timely information of significant events relating to the domestic
insurers in assessing prospective risks. The analyst should refer to all available information to monitor the
insurer’s statutory compliance and solvency on a continuous basis in coordination with the periodic on-site field
examination process. As part of the analysis process and the review of the examination report and summary
review memorandum, the analyst should incorporate into his/her analysis information gained about the
corporate governance and risk management processes of the insurer. If desired, regulators can request the IPS,
if applicable, for non-domestic insurers from the domestic or lead state.

As a result of concerns identified during the risk-focused financial analysis process, the insurance department
may take a variety of actions, including but not limited to contacting the insurer seeking explanations or
additional information, obtaining the insurer’s business plan, requiring additional interim reporting from the
insurer, calling for a targeted or limited-scope financial condition examination, engaging an independent expert
to assist in determining whether a problem exists, meeting with the insurer’s management, obtaining a
corrective plan from the insurer, and/or restricting, suspending, or revoking an insurer’s Certificate of Authority.
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Financial Analyst Qualifications

Financial analysts and supervisors (including those reviewing contract supervisor work) should generally have an
accounting, insurance, financial analysis and/or actuarial background, and insurance backgrounds should
primarily be financial in nature. College degrees should generally focus on accounting, insurance, finance,
business, risk management, or actuarial science. Professional designations and credentials (i.e., AFE/CFE,
APIR/PIR, CPA, CPCU, FLMI) may also demonstrate expertise in insurance and/or financial analysis.

Financial Analyst Salary Guidelines

The compensation guidelines in this section of the Handbook were developed in recognition of the importance
of compensation particularly as it affects an Insurance Department’s ability to hire and retain well-qualified
employees. The guidelines were developed based on surveys of analyst pay across Insurance Departments, as
well as external comparisons to other similar professions, including other financial regulators, internal auditors,
and external auditors. In using the information below, the following are brief descriptions of the associated
positions listed:

Financial Analyst

Financial analysts are responsible for conducting a risk-focused financial analysis on assigned insurers under the
supervision of an analyst supervisor. The financial analyst reviews annual and quarterly insurer financial
statements and all related supplemental regulatory filings to assess and monitor the current financial condition
and prospective financial solvency of insurance companies.

Senior Financial Analyst

Senior financial analysts are responsible for conducting a risk-focused financial analysis on assigned insurers
under the supervision of the supervising analyst. The senior financial analyst reviews annual and quarterly
insurer financial statements and all related supplemental regulatory filings to assess and monitor the current
financial condition and prospective financial solvency of more complex and higher priority insurance companies.
Senior financial analysts may also be asked to provide guidance, support, and training to financial analysts.

Supervising and Assistant Chief Analyst

A supervising or assistant chief analyst is responsible for supervising the financial analysts and senior financial
analysts conducting a risk-focused financial analysis on assigned insurers. This position provides input on
technical matters, acts as a reviewer of the work performed by the financial analysts and senior financial
analysts, and ensures that analyst work is an appropriate execution of the risk-focused analysis approach.

Chief Analyst

This position is responsible for overall staff performance and development and should serve as the department’s
main point of contact for analysis and ongoing monitoring of regulated entities. This position should oversee
company assignments and priority ratings. This position should work under the general direction of a
commissioner or deputy commissioner and should oversee a consistent risk-focused financial analysis process
across the department.

Use of Salary Tables

The salary tables included below generally require certain adjustments before being applied by a state or
jurisdiction in setting analyst compensation. Factors to consider in setting analyst compensation include:

e Specific job responsibilities and expectations
e Location or market-based adjustments
e Complexity of industry
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e Specialization requirements (e.g., reinsurance/investment/information technology [IT] specialist)

e Travel expectations (including consideration of amount of travel and in consideration of work from
home or other similar arrangements)

e Retirement and other benefits (not included in table)

Salary Range
Position Low End High End
Financial Analyst $58,000 $95,000
Senior Financial Analyst $77,000 $123,000
Supervisor/Assistant Chief Analyst $95,000 $165,000
Chief Analyst $115,000 $210,000

Note: The data above is based on a national average and is not appropriate to be applied to all locations without
consideration of market and cost of living variances.

COMPANY LICENSING AND ADMISSIONS

An insurer that wishes to obtain a Certificate of Authority to write business in a state must generally complete
an application indicating the line(s) of business it plans to write and submit the application (along with other
information, including the most recent Annual Financial Statement, Audited Financial Report, Actuarial Opinion,
etc., to support its financial condition of the insurer) to the insurance department for review and evaluation. In
addition, insurance departments frequently request information supporting the insurer’s experience and
expertise in writing the line(s) of business requested, background information regarding the insurer’s
management and board of directors, a business plan, and a multi-year pro-forma financial projection. After
reviewing this information and any other information obtained, the insurance department makes a
determination on whether to issue a Certificate of Authority.

The Uniform Certificate of Authority Application, also known as the UCAA or Uniform Application, is a process
designed to allow insurers to file copies of the same application for admission to numerous states. The National
Treatment and Coordination (E) Working Group currently maintains and updates the UCAA application. Each
state that accepts the UCAA is designated as a uniform state. While each uniform state still performs its own
independent review of each application, the need to file different applications in different formats has been
eliminated for all states that accept the uniform application. The Uniform Application is available to any insurer
in good standing with its domiciliary state, regardless of size. Currently, all 50 states and the District of Columbia
are uniform.

The UCAA includes three applications. The Primary Application is for use by newly formed companies seeking a
Certificate of Authority in their domicile state and by companies wishing to re-domesticate to a uniform state.
The Expansion Application is for use by companies in good standing in their state of domicile that wish to
expand their business into a uniform state. The Corporate Amendments Application is for use by an existing
insurer for requesting amendments to its certificate of authority.

CONSUMER AFFAIRS

Consumer Affairs is responsible for developing and distributing information regarding insurance products and
the insurance industry to consumers. Consumer Affairs is also generally responsible for addressing complaints
filed with the insurance department by policyholders and claimants against insurers and agents. Detailed
statistics regarding complaints, both in number and type of complaint, and the resolutions may be maintained as
a part of this function. Complaints are recorded on the Complaints Database System if filed with the NAIC.
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ENFORCEMENT

Punitive actions taken against companies, agents, and other licensees found to be in violation of the insurance
code are handled by the enforcement function. This function issues orders, and levies fines and other penalties
based on the results of investigations performed by other functions within the insurance department. Detailed
records are maintained by the department on all regulatory actions taken against companies, agents, and other
licensees. In addition, regulatory actions are also recorded in the Regulatory Information Retrieval System (RIRS)
database if filed with the NAIC.

POLICY/FORMS ANALYSIS AND RATE FILINGS

Every state requires an insurer to file policy forms for most lines of business for review and/or approval prior to
selling the policies. The primary purpose of this review is to determine statutory compliance regarding policy
provisions and benefits.

Information regarding premium rates, including actuarial rate development assumptions, is generally required
to be filed with the insurance department for certain lines of business. Some states are “file and use” states,
which allow insurers to begin selling policies at the rates filed as soon as the filing is made. In other states, rates
must be approved by the insurance department prior to use by the insurer. Rate filings, including the actuarial
assumptions, are reviewed for reasonableness and statutory compliance as a part of this function.

The NAIC’s System for Electronic Rate and Form Filing (SERFF) is an electronic platform used by industry for form
submittal, document management and state insurance regulatory review that accelerates the pace of market-
entry for new and renewing products, while ensuring compliance with consumer protection requirements. The
NAIC’s Speed to Market (EX) Working Group governs the SERFF product.

AGENT/PRODUCER LICENSING

Agents must be licensed by the insurance department in order to write business in the state. The agent licensing
function administers tests for agents, reviews new and renewal applications from agents, and performs
background checks on agents. In addition, many states have continuing education requirements for agents, and
agent licensing monitors compliance with these requirements. Detailed records of licensed agents are
maintained by agent licensing, including information regarding the insurers for which the agents produce
business.

The National Insurance Producer Registry (NIPR) is a nonprofit affiliate of the NAIC. NIPR developed and
implemented the Producer Database (PDB) and the NIPR Gateway. The PDB is an electronic database consisting
of information relating to insurance agents and brokers (producers). The PDB links participating state regulatory
licensing systems into one common repository of producer information. The PDB also includes data from the
RIRS to provide a more comprehensive producer profile. The NIPR Gateway is a communication network that
links state insurance regulators with the entities they regulate to facilitate the electronic exchange of producer
information.

LEGAL

Legal is generally involved in the review of proposed changes of control of insurers and other holding company
transactions and frequently supports the other functions. Legal may also draft statutes and regulations to assist
the insurance department in regulating insurers, agents, and other licensees; hold administrative hearings
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between the commissioner and insurers, agents, and other licensees; and represent the department in judicial
and other proceedings.

INTRA-DEPARTMENTAL COMMUNICATION

Communication with other divisions or areas within the state insurance department on a timely basis is an
important element of effective solvency surveillance and is essential to the coordination of results of the risk-
focused surveillance approach. Upon identifying a problem or concern during the risk-focused financial analysis
process, the financial analyst should communicate this information to other divisions within the department. In
addition, other divisions within the department should communicate certain information to the financial analyst
so that the analyst has all of the relevant information available regarding the insurer being analyzed. (Refer to
the example of an IPS in the Analyst Reference Guide for Risk Assessment.)

To assist in the coordination of risk-focused financial condition examination, state insurance regulators use the
NAIC’s Financial Exam Electronic Tracking System (FEETS). FEETS allows state insurance regulators to call an
examination of a multistate insurer, facilitate coordination via various functionality within the program,
communicate the completion of an examination, and share the completed version of the state insurance
department’s examination report. Use of FEETS on iSite+ is required by the NAIC when calling examinations on
multistate insurers and is recommended for all examinations.

COMMUNICATION FROM THE FINANCIAL ANALYST TO
FINANCIAL EXAMINERS

The analyst may identify concerns as a result of the risk-focused financial analysis process that, when
communicated to the financial condition examinations division, may lead to a targeted or limited scope financial
condition examination. In addition, since the risk-focused analysis and examinations are interactive processes,
the analyst should be familiar with the insurer’s current financial condition; including any changes in its
operations since the last periodic financial condition examination as well as the insurer’s exposure to branded
risks, which include prospective risks.

In communicating information to the examiners for examination planning, the analyst should review the
examiner’s Exhibit B — Examination Planning Questionnaire to note any items already accumulated and provide
access to relevant information that has already been obtained by the analyst function and is available at the
state insurance department.

Communication between examiners and analysts should occur for examination planning and at the conclusion of
the examination. Specifically, regarding exam planning, results of ongoing analysis procedures should be shared
with the financial examiners to assist in examination planning through a coordination meeting. An email
exchange alone, between analyst and examiner, is not considered sufficient communication in planning an
examination. During the preplanning process of each examination, the analyst should communicate areas of
concern and specific issues to address during the examination. To assist in communication, the analyst should
provide a current copy of the IPS, as well as other supporting analyst work papers and other documentation
already on file at the department to communicate current or prospective concerns or observations and
suggested procedures.

Regarding exam follow-up, the financial analyst should participate in a collaborative follow-up meeting or
conference call at the end of the examination to discuss the following:

e Examination results and/or findings
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e Insurer’s prioritization level
e Ongoing supervisory plan and the completed Summary Review Memorandum
e Reassessment of branded risks as contained in the IPS

Such information may be shared by providing and discussing the current IPS, as well as other supporting analysis
documentation necessary to support the branded risk assessment or other issues noted in the analysis.
Statutory violations identified as a part of the analysis should be communicated to the enforcement division for
the issuance of appropriate penalties and/or corrective orders against the insurer. Additionally, solvency related
concerns, when communicated to the legal division, may result in the restriction, suspension, or revocation of an
insurer’s Certificate of Authority.

The avoidance of redundancy in the risk-focused analysis and examination is of critical importance for an
enhanced and more efficient overall regulatory process that will benefit both regulators and industry. An
efficient regulatory process fosters clarity and consistency, which results in a better understanding of how
individual insurers operate across the different aspects of the regulatory spectrum, including the areas of
financial analysis, financial examination, and other solvency-related regulations.

The information that insurers submit to the insurance department which are received and reviewed by the
analysts as well as the analysts’ final work product should be documented in a clear and consistent format that
can be easily understood and utilized by analysts, their supervisors, and financial examination staff. In particular,
workpapers supporting and summarizing the analysts’ risk-focused analysis, an outline of mapping of what
documentation was reviewed and a summary of conclusions reached, i.e., an updated Insurer Profile Summary,
should be maintained in a manner that can be easily shared and discussed during the pre-examination planning
meeting with the examiner.

Refer to the Ill.LA.4 Analyst Reference Guide for further guidance on communication between analysts and
examiners.

COMMUNICATION FROM OTHER DIVISIONS OR AREAS TO
THE FINANCIAL ANALYST

In addition to intra-department communication, which originates within the financial analysis division, it is
equally important that the department’s procedures be designed to ensure relevant information and data
received by the other divisions within the department be directed to the financial analysis division. The following
are some examples of information or data that may be received by other divisions within the department
(including an indication of the functional unit that would likely have received the information or data), which
should be directed to the financial analysis division for consideration as a part of the financial analysis process:

1. Information from Risk-Focused Financial Examination:

a. If recently completed, the SRM, financial condition examination reports and management letter
comments that include significant adjustments to the financial information reported to the department,
corrective actions required to be taken by the insurer, and/or recommendations for improvements
based on examination results. (See above)

b. If an examination is in progress, communication from examination staff should include information on
the planning, progress and preliminary findings, based on the phase of the examination Risk-Focused
Financial Examination.

c. Any relevant information obtained in planning the financial examination stage.
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10.

Market conduct examination reports containing corrective actions required to be taken by the insurer as a
result of violations in sales, advertising, rating, and/or claim practices, which might be an indication of
financial problems or lead to the risk of financial losses through class action suits or regulatory fines (market
conduct examinations).

An increase in the number or type of complaints filed by policyholders, claimants, employees, agents, or
third parties that could indicate liquidity or internal control problems (consumer affairs).

Corrective orders and other regulatory actions taken against an insurer and fines and penalties levied
(enforcement).

New policy form filings or expansion into new lines of business, including high-risk and long-tail lines of
business, which might imply planned rapid growth to obtain premiums in order to improve liquidity or cover
prior losses (policy/forms analysis).

Requests for significant premium rate increases, which might be an indication of insufficient rates to cover
losses and expenses in the past (rate filings).

An increase in the licensing of agents, including managing general agents or third-party administrators,
which could indicate planned rapid expansion or relaxed underwriting standards (agent licensing).

The use of managing general agents or third-party administrators, which might be an indication that the
insurer is not in control of its operations (agent licensing).

Information that management personnel of an insurer (including officers, directors, or any other persons
who directly or indirectly control the operations of the insurer) fail to possess and demonstrate the
competence, fitness, and reputation deemed necessary to serve the insurer in such a position (legal).

The unexpected resignation of an insurer’s officer(s), director(s), or other key management personnel, which
might indicate internal turmoil or dissatisfaction with the insurer’s goals or operating practices (legal).

INTRA-DEPARTMENT COMMUNICATION SYSTEM

Intra-department communication in most state insurance departments is primarily informal due to the size of
the department and the location of personnel. The commissioner may hold periodic meetings with the division
heads to discuss current developments and concerns in each division. In some states, division heads prepare
monthly activity reports highlighting current developments which are circulated to the other divisions within the
department. Departments should have a formal structured mechanism to ensure appropriate ongoing intra-
department communication. Adequate controls should be implemented to ensure that recommendations,
decisions, actions, and results are effectively communicated and documented. Among the key objectives of a
department’s intra-department communication system are the following:

1.

Key insurance department officials should possess all relevant information to permit decisions to be made
on a timely basis.

The department should ensure that all levels of staff have the appropriate knowledge, information, and
feedback to effectively perform the assigned functions.

Managers within various functional units or divisions should be responsible for the proper internal
communications and documentation of decisions and actions taken under their authority.

The department should establish procedures to ensure that orders and directives are effectively
communicated to the appropriate staff and that the staff observes such orders and directives.
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COORDINATION OF REGULATORY EFFORTS

The operations of an insurance company often are not limited to one jurisdiction. Therefore, state insurance
departments need to coordinate its regulatory efforts with those of other state insurance departments where its
insurers do business. The Troubled Insurance Company Handbook states that opportunities to coordinate efforts
should be sought throughout the entire process, from the monitoring and surveillance of insurers through
regulatory actions regarding identified troubled insurers. Coordinated activities may take various forms,
including:

e Communication of information regarding the troubled company with other departments through
established department procedures

e Participation in coordinated examinations
e Lead states coordination in situations involving troubled insurance groups with affiliated insurers

e Assignment of specific regulatory tasks to different insurance departments to achieve efficiency and
effectiveness in regulatory efforts and to share personnel resources and expertise

e Establishment of task forces consisting of personnel from various insurance departments to carry out
coordinated actions

Additionally, in some cases, coordination on nonfinancial issues may also be necessary. This is quite common
when dealing with health entities because regulatory agencies, such as the federal Centers for Medicare &
Medicaid Services (CMS), maintain authority in dealing with issues related to Medicare and Medicaid products
and certain comprehensive health care issues under the federal Affordable Care Act (ACA).

ACCREDITATION STANDARDS AND GUIDELINES

The NAIC Financial Regulation Standards and Accreditation Program indicates that a state insurance department
should generally follow and observe the procedures set forth in the Troubled Insurance Company Handbook. The
Troubled Insurance Company Handbook provides guidance regarding communication with other state insurance
departments about domestic insurers identified as troubled. Once the department has identified an insurance
company as troubled or potentially troubled, the department should make efforts to communicate proactively
with other state insurance regulators where the insurance company has a significant amount of written,
assumed or ceded insurance business and with states in which affiliates of the troubled company are domiciled
or those states where the troubled company has significant market share. Department files should contain
written evidence of such communication(s). To a lesser extent, oral verification may provide such evidence.

REGULATORY INFORMATION

The department should establish and implement procedures to ensure that regulatory actions are reported to
the Regulatory Information Retrieval System (RIRS), summary information on consumer complaints is reported
to the Complaints Database System (CDS), and that the status of receivership actions is reported to the Global
Receivership Information Database (GRID). These databases are discussed in more detail in section I.D. NAIC
Information.

INTERDEPARTMENTAL COMMUNICATION

Effective interdepartmental action requires timely and effective communication among the various state
insurance departments. Insurance departments should develop methods of multilateral communication in order
to coordinate the prompt sharing of pertinent information regarding troubled insurers that may impact other
jurisdictions. Open lines of communication may provide additional information to a department to assist in its
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surveillance, as well as provide information to other state insurance departments. Such communications should
be established to foster cooperation among the various state insurance departments, so that each department
works toward the satisfactory resolution of all troubled insurer situations, regardless of the insurer’s domicile,
license, or operating status. Communications with other state insurance departments regarding troubled
insurers should be made in an atmosphere of appropriate confidentiality. Knowledge by outsiders of actual or
contemplated regulatory activities may cause undue negative consequences to the insurer (e.g., cancellation of
policies or unavailability of reinsurance coverage), which may diminish the insurer’s ability to receive assistance
or to remain solvent.

The Troubled Insurance Company Handbook indicates that the effects on policyholders in all jurisdictions that
may result from the actions of a department should be considered. Although the department should consider
any adverse consequences that could possibly result from making certain information known to other state
departments, those possible disadvantages may be outweighed by the advantages gained from sharing
information and working with the other state insurance departments.

An insurance department may go beyond routine communications to allow other departments to participate in
decision-making activities related to an insurer that operates in more than one jurisdiction. Any such joint action
depends on the nature of the decisions to be made and the relative impact on a particular jurisdiction. However,
cooperation of this nature can significantly improve communications between departments, and the resulting
increased knowledge of the insurer’s condition and circumstances can lead to more effective regulatory action.

The NAIC and its various committees, task forces, and working groups may also provide a means for facilitating
coordination and communication among the various departments. For example, the NAIC Financial Examiners
Coordination (E) Working Group promotes coordination by assisting and advising domiciliary regulators and
exam coordination states as to what might be the most appropriate regulatory strategies, methods, and actions
regarding financial examinations of holding company groups. The Financial Analysis (E) Working Group functions
as a peer review by identifying insurance companies of national significance that are or may be financially
troubled and determining whether appropriate regulatory action is being taken. The NAIC may also assist in
organizing and facilitating other cooperative regulatory efforts, such as the formation of working groups to
address specific troubled insurance company situations.

REDOMESTICATION AND ACQUISITION-
COMMUNICATION OF REGULATORY ACTIONS AND
ANALYSIS

Communication between states in situations where a company has redomesticated or is being acquired by a
party that owns other insurers since the last annual analysis is an important step in conducting effective
solvency oversight. In addition to the review of the application for redomestication or Form A, the state
insurance regulator should engage the domestic state insurance regulator of the former state in the case of
redomestication or the lead state or domestic state(s) of other insurers in the new group in the case of Form A
in communication to request the Insurer Profile Summary (IPS), supervisory plan and other relevant solvency
monitoring information to effectively incorporate insights from the other domestic state’s supervisory plan into
the current analysis. In these situations, it is imperative that state insurance regulator concerns and supervisory
plans be appropriately transitioned to avoid losing regulatory insights accumulated over years of oversight.
Communication should include (but not be limited to) such items as:

e |IPS and supervisory plan, including analysis detail for significant risks

e History of regulatory actions

e History of communication with the insurer/group

e Assessment of senior management, board of directors and corporate governance
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e Findings (i.e., Summary Review Memorandum (SRM), exam report and management letter) from the most
recent financial and market conduct examinations, including the status of the resolution to issues identified

o Assessment of Enterprise Risk Management (ERM), including risks from Form F that are provided in the GPS
or provided by the lead state

e  Group Profile Summary (GPS) and Supervisory Plan from the holding company analysis, including detail on
any significant risks obtained from the lead state Assessment of Own Risk and Solvency Assessment (ORSA)
Summary Report, if applicable.

In situations where the company seeking redomestication is considered a priority company (i.e., NAIC 1 or 2) by
the current domestic state, the department should communicate the company’s intent to redomesticate with all
licensed states prior to approval. This type of communication will ensure that all licensed states are informed of
the company’s plan and encourage an open dialogue between all interested regulators as part of the approval
process.
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Iltem 9A — Controls and procedures

Item 9B — Other information

Iltem 9C — Disclosure regarding foreign jurisdictions that prevent inspections
Item 10 — Directors, executive officers and corporate governance

Item 11 — Executive compensation

ltem 12 — Security ownership of certain beneficial owners and management and related stockholder
matters

Item 13 — Certain relationships and related transactions, and director independence
Item 14 — Principal accountant fees and services

Item 15 — Exhibits and financial statement schedules

Iltem 16 — Form 10-K summary

Form 10-Q is used to fulfill the SEC’s quarterly reporting requirements. The 10-Q must be filed with the SEC
within 40 days for an accelerated filer and 45 days for a non-accelerated filer after the end of each of the first
three fiscal quarters and must include a condensed income statement, a condensed balance sheet, and an
abbreviated statement of cash flow.

Form 8-K is used to report material events or corporate changes that have not yet been reported. The 8-K is
required after any of the following events occur (see SEC website for a complete list):

Section 1: Registrant’s Business and Operations

o Entryinto or Termination of a Material Definitive Agreement

o Bankruptcy or Receivership
Section 2: Financial Information

o Completion of Acquisition or Disposition of Assets
o Results of Operations and Financial Condition
o Material Impairments

Section 3: Securities and Trading Markets

o Notice of Delisting
o Material Modification to Rights of Security Holders

Section 4: Matters Related to Accountants and Financial Statements
o Changes in Registrant’s Certifying Accountant
Section 5: Corporate Governance and Management

o Changes in Control of Registrant

o Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers;
Compensatory Arrangements of Certain Officers

o Amendments to Articles of Incorporation or Bylaws; Change in Fiscal Year
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OTHER EXTERNAL RESEARCH AND NEWS SOURCES

In addition to the specific sources referenced above, other resources that provide updates about the industry
and specific insurers include:

BestWeek

Best Review
Bloomberg Financial
Business Insurance
Factiva

Insurance Journal
National Underwriter
The Wall Street Journal

Individual company websites
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In addition to the external information discussed in the previous chapter, there is a considerable amount of
information available from the NAIC to assist the analyst in analyzing insurance companies. Most insurers are
required to file Annual and Quarterly Financial Statements with the NAIC. Much of the information available
from the NAIC is based on data included in these filings, which is made available on the Financial Data
Repository. In addition, other NAIC databases contain information input by the various state insurance
departments regarding regulatory actions taken against insurers, regulatory concerns about insurers or
individuals, and consumer complaints filed against insurers. Following is a discussion of the more significant
information available to the analyst from the NAIC.

FINANCIAL ANALYSIS SOLVENCY TOOLS

Financial Analysis Solvency Tools (FAST) is a collection of analytical tools within the Insurance Regulatory
Information System (IRIS) designed to provide state insurance departments with an integrated approach to
screening and analyzing the financial condition of insurance companies. In addition, FAST assists state insurance
departments in allocating resources to those insurers in greatest need of regulatory attention targeting those
specific aspects of an insurer’s financial position that could put the insurer at risk of future insolvency.

Scoring System

The Scoring System consists of a series of ratios, calculated annually and quarterly, for which an insurer scores a
given number of points based on certain parameters set for each ratio. Certain insurers writing both life and
accident and health (A&H) insurance meet the requirements for “hybrid” status. For these hybrid insurers, both
life and A&H ratios are available. There are 11 annual ratios and 9 quarterly ratios for life insurers, 11 annual
ratios and 12 quarterly ratios for A&H insurers, 16 annual ratios and 13 quarterly ratios for health entities, and
20 annual ratios and 16 quarterly ratios for property/casualty (P/C) insurers. These ratios focus on an insurer’s
financial position, results of operations, cash flow and liquidity, and leverage. Insurers with the highest scores
would generally be considered a higher risk of potential insolvency. The Scoring System is designed so that an
analyst can screen insurers on a total score basis or analyze each ratio result separately. Annually, the NAIC
Financial Analysis and Examination Unit, under the direction of the Financial Analysis Solvency Tools (E) Working
Group, is responsible for ensuring that the Scoring System ratios are current and continue to be relevant to
solvency monitoring, and that scoring parameters remain appropriate.

Financial Profile Reports

Financial Profile Reports are generated from data in an insurer’s Annual and Quarterly Financial Statements. The
Financial Profile Report provides a condensed summary of an insurer’s financials on either a quarterly or annual
basis, also displaying the current period and four prior periods. The Financial Profile Report can assist the analyst
in identifying unusual fluctuations, trends, or changes in the mix of an insurer’s assets, liabilities, capital and
surplus, and operations.

IRIS Ratio Application

The NAIC IRIS ratio application is a tool that assists in identifying those insurers that merit highest priority in the
allocation of the state insurance department’s resources, thus directing those resources to the best possible use.

The IRIS ratio application uses key financial data from the Annual Financial Statement to calculate ratio results.
There are 13 IRIS ratios calculated for P/C insurers and 12 for life insurers. The calculated results for each insurer
are compared to the usual range of results for each ratio. Falling outside the usual range is not considered a
failing result. For example, an increase in surplus or premiums that is larger than usual is not necessarily a
problem. Furthermore, in some years it may not be unusual for financially stable insurers to have several ratios
with results outside the usual range.

IRIS ratio results are dependent on the accuracy of the Annual Financial Statement filed by insurers. The ratios
cannot identify a misstatement of financial condition or the application of improper accounting practices or
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procedures. In fact, the NAIC warns state insurance departments not to rely on IRIS ratios as the only form of
financial surveillance of insurers. IRIS ratios should be used in conjunction with the other NAIC solvency tools.

Jumpstart Reports

Jumpstart Reports, which are available through iSite+, were developed by the NAIC to assist examiners in
performing financial condition examinations. Numerous reports can be generated pertaining to an insurer’s
reinsurance program and investment portfolio based on the information included in the NAIC database from the
insurer’s Annual Financial Statement. Although the Jumpstart Reports were developed to assist examiners in
performing financial condition examinations, many of the applications may be of interest to the financial analyst
as well. Following is a brief discussion of some of the Jumpstart Reports available that may assist the financial
analyst in the analysis process. Additional information can be found on iSite+ under the Welcome/
Documentation tab.

1. Assumed/Ceded Reinsurance Reports—Verifies reinsurance ceded for an insurer by comparing reserves and
premiums ceded per the reinsurance schedules of the insurer being analyzed with reserves and premiums
assumed per the assuming insurers’ reinsurance schedules.

2. Company Valuation Exception Report—This report compares the company reported price to the Securities
Valuation Office (SVO) unit price, and the low, average, high, and median prices along with the reported
designation and values.

3. Investment Committee on Uniform Security Identification Procedures (CUSIP) Exception Report—Matches
the insurer’s Schedule D with the SVO database and produces an exception report of all securities with
CUSIP numbers not listed on the SVO database.

4. Investment Designation Exception Report—Matches the insurer’s Schedule D with the SVO database and
produces an exception report of all securities with SVO designations different from those listed on the SVO
database.

5. Investment Market Value Exception Report—Matches the insurer’s Schedule D with the SVO database and
produces an exception report of all securities with market values different from those listed on the SVO
database.

6. Investment Material Holdings Report—Produces a listing of all securities owned by issuer, where the market
value of all securities of an individual issuer owned by the insurer is greater than a specified percentage of
the insurer’s prior year admitted assets or capital and surplus.

7. Investment Specified Designation Report—Produces a listing of all securities owned by an insurer whose
designations match a specified designation.

Loss Reserves

Loss reserve analysis for a specific line of business can be performed for P/C insurers via iSite+. The following is a
brief discussion of some of the loss reserve reports.

1. Data Triangles—Formats Schedule P, Parts 2, 3, and 6 data into a triangle that is traditionally used to analyze
loss data.

2. Age-To-Age Development Factors—Creates age-to-age development factors in a triangle format for various
projection methods.

3. Loss Ratios—Computes loss ratios based on premium and loss information by line of business in a triangle
format.

4. Loss Reserve Projections—Creates a loss projection report by line of business using case reserves or paid
numbers using various projection methods.
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Financial Exam Electronic Tracking System (FEETS)

To assist in the coordination of risk-focused financial condition examination, state insurance regulators use the
NAIC’s Financial Exam Electronic Tracking System (FEETS). FEETS allows state insurance regulators to call an
examination of a multistate insurer, facilitate coordination via various functionality within the program,
communicate the completion of an examination and share the completed version of the department’s
examination report. Use of FEETS on iSite+ is required by the NAIC when calling examinations on multistate
insurers and is recommended for all examinations.

Regulatory Information Retrieval System (RIRS) Regulatory Actions

The Regulatory Information Retrieval System (RIRS) Regulatory Actions is a computerized database that contains
information regarding formal administrative and regulatory actions taken against insurers and insurance agents.
Information on the RIRS includes the insurer or insurance agent against which formal administrative or
regulatory action was taken, the date of the action, the state taking the action, the reason for the action, the
disposition, and the amount of monetary penalty levied. The RIRS relies on input from state insurance
departments of all final actions taken and is available online to all state insurance departments.

Complaints Database System

The Complaints Database System (CDS) is a computerized database that contains information regarding
consumer complaints filed against a firm or individuals in the insurance industry. The CDS provides state
insurance departments with the ability to evaluate an insurer’s comparative performance in the marketplace.
Complaint reports can be generated by coverage, complaint reason, count, or time depending on the criteria
selected.

Market Actions Tracking System (MATS)

The Market Action Tracking System (MATS) provides state insurance regulators a way to communicate action
schedules and results. Actions include market conduct examinations or other actions on the continuum of
regulatory responses. MATS includes functions for calling market regulation actions, reporting and access to full
information about the people involved in the market action. MATS can also be used to view or update action
information for a specific entity, individual, non-risk bearing entity or company.

Market Analysis Review System (MARS)

The Market Analysis Review System (MARS) is available to specific state regulator users for the purpose of
tracking, recording and reviewing Level 1 analysis and Level 2 analysis completed by other state regulators. A
Level 1 analysis requires an analyst to analyze specific company information to determine if any market conduct
issues are present. The Level 1 analysis is a detailed review of certain information contained in NAIC databases.
A Level 2 analysis requires the market analyst to seek input and gather information from sources outside of the
NAIC databases and the company's financial and market conduct annual statements. By its very nature, a Level 2
Analysis is much more labor intensive than a Level 1 Analysis.

Global Receivership Information Database

The iSite+ application Global Receivership Information Database (GRID) allows the regulator to review the status
of a receivership (e.g., conservatorship, rehabilitation, or liquidation). GRID provides information including
contacts, company demographics, post receivership data, creditor class/claim data, legal data, financial data,
and reporting data.
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ACCOUNTING GUIDANCE

Statutory Accounting Principles (SAP) are those accounting principles or practices that are prescribed or
permitted by the insurer’s domiciliary state insurance department. SAP is prescribed in the insurance statutes,
regulations, administrative rules of the various states, and in the NAIC’'s Accounting Practices and Procedures
Manual (AP&P Manual), Annual Statement Instructions, Financial Condition Examiners Handbook, Purposes and
Procedures Manual of the NAIC Investment Analysis Office (P&P Manual), and subcommittee and task force
minutes. In addition, certain accounting practices are explicitly or implicitly permitted by various state insurance
departments on an issue-by-issue and/or company-by-company basis.

Financial statements filed with state insurance departments are prepared on a SAP basis. Since the primary
concerns of insurance regulators are the protection of the policyholders and the solvency of each insurer, SAP
places emphasis on the adequacy of statutory capital and surplus. Adequate capital and surplus provides
protection against adverse operating results and also permits an insurer to expand its business. In addition, SAP
emphasizes the balance sheet rather than the income statement. Statutory accounting is primarily directed
toward the determination of an insurer’s financial condition and its ability to satisfy its obligations to
policyholders and creditors as of a certain date.

As stated in the preamble to the AP&P Manual, SAP is based on the concepts of conservatism, consistency, and
recognition. Each of these concepts is discussed in more detail below.

e Conservatism—Financial reporting by insurers requires the use of substantial judgments and estimates by
management. Such estimates may vary from the actual amounts for various reasons. To the extent that
factors or events result in adverse variation from management’s accounting estimates, the ability to meet
policyholder obligations may be lessened. In order to provide a margin of protection for policyholders, the
concept of conservatism should be followed when developing estimates as well as establishing accounting
principles for statutory reporting.

Conservative valuation procedures provide protection to policyholders against adverse fluctuations in
financial condition or operating results. Statutory accounting should be reasonably conservative over the
span of economic cycles and in recognition of the primary responsibility to regulate for financial solvency.
Valuation procedures should, to the extent possible, prevent sharp fluctuations in surplus.

e Consistency—The regulators’ need for meaningful, comparable financial information to determine an
insurer’s financial condition requires consistency in the development and application of SAP. Because the
marketplace, the economic and business environment, and insurance industry products and practices are
constantly changing, regulatory concerns are also changing. An effective statutory accounting model must
be responsive to these changes and address emerging accounting issues. Precedent or historically accepted
practice alone should not be sufficient justification for continuing to follow a particular accounting principle
or practice that may not coincide with the objectives of regulators.

e Recognition—The principal focus of solvency measurement is determination of financial condition through
analysis of the balance sheet. However, protection of the policyholders can only be maintained through
continued monitoring of the financial condition of the insurer. Operating performance is another indicator
of an insurer’s ability to maintain itself as a going concern. Accordingly, the income statement is a secondary
focus of statutory accounting and should not be diminished in importance to the extent contemplated by a
liqguidation basis of accounting.

The ability to meet policyholder obligations is predicated on the existence of readily marketable assets
available when both current and future obligations are due. Assets having economic value other than
fulfilling policyholder obligations, or those assets that may be unavailable due to encumbrances or other
third-party interests should not be recognized on the balance sheet but rather should be charged against
surplus when acquired or when availability otherwise becomes questionable.
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Liabilities require recognition as they are incurred. Certain statutorily mandated liabilities may also be
required to arrive at conservative estimates of liabilities and probable loss contingencies (e.g., interest
maintenance reserves, asset valuation reserves, and others).

Revenue should be recognized only as the earnings process of the underlying underwriting or investment
business is completed. Accounting treatments that tend to defer expense recognition do not generally
represent acceptable SAP treatment.

SAP income reflects the extent that changes have occurred in SAP assets and liabilities for current period
transactions, except changes in capital resulting from receipts or distributions to owners. SAP income also
excludes certain other direct charges to surplus that are not directly attributable to the earnings process
(e.g., changes in nonadmitted assets).

Although the insurers’ Annual and Quarterly Financial Statements and Audited Financial Reports filed with the
state insurance departments are prepared on a statutory basis, financial analysts also review Holding Company
Form B filings and U.S. Securities and Exchange Commission (SEC) filings that may include financial statements
prepared based on generally accepted accounting principles (GAAP). Therefore, the analyst must also have a
general understanding of GAAP.

Though most non-publicly traded insurers are not required to produce financial statements on a GAAP basis,
many do for internal purposes. Therefore, the analyst should consider requesting and analyzing GAAP financial
statements in addition to SAP financial statements, if concerns warrant. Comparing financial results based on
SAP to those based on GAAP for an insurer can provide meaningful information to the analyst regarding the
insurer’s financial status.

There are two main conceptual differences between SAP and GAAP.
1. SAP stresses measurement of the ability to pay claims in the future

2. GAAP stresses measurement of emerging earnings of a business from period to period (e.g., matching
revenue to expenses)

Appendix D of the AP&P Manual is a useful reference in understanding how SAP addresses an issue that has
been adopted by GAAP. Additionally, the NAIC Statutory Accounting Principles Self-Study Program provides
additional guidance on the difference between GAAP and SAP. The following is a discussion of the more
significant specific differences between SAP and GAAP for property/casualty, life/A&H insurers, fraternal
societies and health entities:

e Acquisition Costs—Under Statement of Statutory Accounting Principles (SSAP) No. 71—Policy Acquisition
Costs and Commissions, all acquisition costs, such as commissions and other costs incurred in acquiring and
renewing business, are expensed as they are incurred. Under GAAP, those acquisition costs that are
primarily related to, and vary with, the volume of premium income are capitalized as an asset and are then
amortized by periodic charges to earnings over the terms of the related policies.

e Valuation of Bonds and Redeemable Preferred Stocks—Under SSAP No. 26—Bonds and SSAP No. 32—
Preferred Stock, bonds and redeemable preferred stocks are carried at amortized cost or NAIC values in
accordance with the NAIC designation of the securities. Under GAAP, bonds and redeemable preferred
stocks are carried at amortized cost only if the insurer has the ability and intent to hold the securities to
maturity and there are no (other than temporary) declines in fair value, otherwise, they are carried at
market value.

e Nonadmitted Assets—Under SSAP No. 4—Assets and Nonadmitted Assets, assets having economic value,
other than those that can be used to fulfill policyholder obligations or other third-party interests, should not
be recognized on the balance sheet and are, therefore, considered nonadmitted. SSAP No. 4 defines
nonadmitted assets as an asset that is accorded limited or no value in statutory reporting and is one that is
either specifically identified as a nonadmitted asset or not specifically identified as an admitted asset within

34 © 2014 - 2026 National Association of Insurance Commissioners



Financial Analysis Handbook
2025 Annual / 2026 Quarterly

l. Introduction E. SAP vs. GAAP

the AP&P Manual. SSAP No. 20—Nonadmitted Assets, specifically identifies the following as nonadmitted
assets: deposits in suspended depositories; bills receivable not for premium and loans unsecured or secured
by assets that do not qualify as investments; loans on personal security, cash advances to, or in the hands of,
officers or agents and travel advances; all non-bankable checks (e.g., non-sufficient funds); trade names and
other intangible assets; automobiles, airplanes, and other vehicles; furniture, fixtures, and equipment; and
company’s stock as collateral for loan.

o Deferred Income Taxes—Under SSAP No. 101—Income Taxes, deferred income tax assets are limited under
admissibility test and amounts over the criterion are nonadmitted. Under GAAP, a valuation allowance is
used to reduce the asset to what can be realized. Also, under SSAP No. 101, changes in deferred tax assets
(DTAs) and deferred tax liabilities (DTLs) are reported as a separate line in the surplus section. Under GAAP,
changes in DTAs and DTLs are recognized in earnings.

o Goodwill—Under SSAP No. 68—Business Combinations and Goodwill, goodwill represents the difference
between the cost of acquiring the entity and the reporting entity’s share of the book value of the acquired
entity. Under GAAP, goodwill represents the difference between cost of acquiring the entity and the fair
value of the assets less liabilities acquired.

o Surplus Notes—Under SSAP No. 41—Surplus Notes, surplus notes meeting certain requirements are
considered as surplus. Under GAAP, surplus notes are considered to be debt.

The following discusses the specific differences between SAP and GAAP for property/casualty insurers only:

e Reinsurance in Unauthorized Companies—Under SSAP No. 62—Property and Casualty Reinsurance,
reserves are required for the excess of unearned premiums and losses recoverable over funds held on
business reinsured with companies not authorized to do business in the insurer’s state of domicile. Under
GAAP, reinsurance recoverables are allowed regardless of whether the reinsurer is authorized, subject to
tests of recoverability.

The following addresses reporting for insurers filing on a basis of accounting that deviates from SAP (e.g., GAAP
or other permitted practices):

State regulators use financial analysis tools and risk-based capital (RBC) standards to evaluate the
financial condition of insurance companies. The benchmarks for these tools are based on SAP. If an
insurer prepares statements utilizing accounting practices that deviate from SAP, consider the impact to
the RBC results.
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PRIORITIZATION FRAMEWORK

The financial analysis process should be priority-based to ensure that insurers are reviewed promptly and at a
level commensurate with the nature of their risks, complexity, and solvency position. To facilitate priority-based
analysis, state insurance departments should utilize the following general framework to prioritize or classify
insurance companies according to each insurer’s relative stability and the perceived need for enhanced analysis:

e Priority 1 (Troubled) — The highest priority insurers from a solvency monitoring perspective, based on
significant financial solvency risks. Insurers prioritized at this level are considered troubled and subject to
comprehensive annual and quarterly analysis procedures, detailed considerations outlined with the
Troubled Insurance Company Handbook, and a significantly elevated level of ongoing regulatory monitoring
and oversight. Upon designating an insurer as a Priority 1, the domestic state should follow required
procedures for troubled companies in communicating with other state insurance regulators. Insurers
prioritized at this level would also be considered priority insurers for accreditation timeliness purposes and
should generally be analyzed ahead of Priority 2, Priority 3, and Priority 4 insurers.

e Priority 2 (Priority) — High-priority insurers that are not yet considered troubled but may become so if
recent trends or unfavorable metrics are not addressed. High-priority insurers may also include those
subject to heightened monitoring for reasons other than financial solvency risks, as determined by the
department. Insurers prioritized at this level may be subject to full quarterly analysis procedures and are
subject to comprehensive annual analysis and an elevated level of ongoing regulatory monitoring and
oversight. Insurers prioritized at this level would also be considered priority insurers for accreditation
timeliness purposes and should generally be analyzed ahead of Priority 3 and Priority 4 insurers.

e Priority 3 (Non-Priority) — Moderate priority insurers that indicate some need for additional monitoring.
Insurers prioritized at this level should be subject to comprehensive annual analysis procedures, should
generally be analyzed ahead of Priority 4 insurers, and may be subject to an enhanced level of ongoing
regulatory monitoring and oversight.

e Priority 4 (Non-Priority) — Low priority insurers that are fundamentally sound, not overly complex and/or
nationally significant, and do not currently indicate a need for additional monitoring as no material
regulatory concerns have been identified and their solvency risk is viewed as remote. Such insurers
demonstrate a track record of stable operations, strong capitalization, and effective corporate governance.
In addition, such insurers are not subject to significant business fluctuations or major changes to their core
operations and strategies. These insurers should be subject to a basic level of regulatory monitoring and
oversight, including annual analysis.

The prioritization framework outlined above is primarily intended for use in communicating the prioritization of
insurers on a uniform basis across state insurance departments. Therefore, state insurance regulators should
present the prioritization of its insurers in accordance with the NAIC framework above when preparing and
sharing information on insurers (i.e., Insurer Profile Summary) with other regulators. However, each state
insurance department may adjust, enhance and/or develop an alternate prioritization framework and scale for
its own internal purposes, as long as the framework outlined above is used in external communication with
other regulators.

An insurer’s priority level should be reconsidered as the result of each review performed to determine whether
the designation is still appropriate and the rationale for changes in priority ratings should be clearly documented
within analysis files. However, changes in priority levels should only be made after approval by senior insurance
department personnel.

i The use of the term “nationally significant” is not intended to reference the nationally significant monitoring criteria utilized by the
NAIC’s Financial Analysis (E) Working Group. Regulators may use judgment in evaluating the significance of an individual insurer to the
national insurance market to determine which domestic insurers qualify for low priority treatment.
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PRIORITIZATION FACTORS

Although prioritization is, to a large extent, subjective, a state insurance department should establish guidelines
to assist in the consistent assignment of priority designations to its insurers. These guidelines may consist of
both quantitative and qualitative considerations. Factors that may be given consideration in the state insurance
department’s prioritization system include, but are not limited to, the following:

e Results of the most recently completed risk-focused analysis, including branded risk exposures and
assessments (based on analysis of the Annual Financial Statement, Quarterly Financial Statements,
supplemental filings, holding company analysis and any other documents reviewed by the analyst)

o Level of capitalization and identification of unfavorable trends

e Negative trends in profitability and/or cash flow from operations
e Insurance Regulatory Information System (IRIS) ratio results

e Annual and Quarterly Scoring System ratio results

e Changes in the insurer’s officers or board of directors

e Changesin the insurer’s business strategy or operations

e Summary of results of the automated quantitative data and benchmarks in the Financial Analysis Handbook
risk repositories

e Issues/questions identified by the NAIC Financial Analysis (E) Working Group

e Examination findings and recommendations (financial condition and market conduct)

e Information from other divisions or areas within the insurance department

e Independent organization ratings and reports

e Information obtained from other regulatory agencies (including federal)

e RBCand RBC Trend Test results

e Impact on the public of an insurer’s insolvency (policyholders and jurisdictions potentially affected)

e Structure and complexity of the insurer or insurance group

e Current or pending regulatory actions

e Standing of insurer in relation to statutes that impact financial solvency (e.g., hazardous financial condition)

As a general rule, financial statements and other materials pertaining to those insurers that are deemed higher
in priority should be reviewed before those materials pertaining to lower priority insurers. In addition, the
review of higher priority insurers should typically be more in-depth than the review of lower priority insurers.
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OVERVIEW OF RISK-FOCUSED SURVEILLANCE PROCESS

The intent of the risk-focused surveillance process is to broaden and enhance the identification of risk inherent
in an insurer’s operations and use that evaluation in formulating the ongoing surveillance of the insurer.
Through their activities, insurers assume a variety of risks, which is the essence of an insurance transaction. The
type of risk and its significance vary by activity. Investment activities may involve credit risk, market risk and
liquidity risk. In product sales, insurers may assume market risk, pricing/underwriting risk, strategic risk or
liquidity risk in varying degrees, depending on the product. Over the years, state insurance regulators have
developed numerous tools to address the risks insurers assume. Investment laws limit the market and credit risk
insurers can assume. Limitations on net retentions help reduce catastrophe risk. Risk-based capital requirements
establish capital levels in recognition of a variety of risks. State insurance regulators have always considered the
risk profiles of licensed insurers and the activities that may pose risk to the company in the future. The risk-
focused surveillance process uses an organization-wide risk assessment process to enhance evaluation and to
better coordinate the activities of financial solvency surveillance through greater consistency within the state
insurance department, and with other departments.

A risk-focused surveillance process includes identifying significant risks, assessing and analyzing those risks,
documenting the results of the analysis, and developing recommendations for how the analysis can be applied
to the ongoing monitoring of the insurer. This increased attention by state insurance regulators to risk
assessment and risk management processes used by insurers will be a positive development.

The enhancements included in the risk-focused surveillance process, including examination and analysis, intend
to provide the following benefits:

1. Strengthen regulatory understanding of the insurer’s corporate governance function by documenting the
composition of the insurer’s board of directors and the executive management team, as well as the quality
of guidance and oversight provided by the board and management.

2. Enhance evaluation of risks through assessment of inherent risks and risk management processes to
determine if there are weaknesses of management’s ability to identify, assess and manage risk.

3. Improve early identification of emerging risks at individual insurers on a sector-wide basis.
4. Enhance effective use of regulatory resources through increased focus on higher risk areas.

5. Increase regulatory understanding of the insurer’s quality of management, the characteristics of the
insurer’s business and the risks it assumes.

6. Enhance the value of surveillance work and establishment of risk assessment benchmarks performed by
insurers and state insurance regulators, who have common interest in ensuring that risks are properly
identified and that adequate, effective control systems are established to monitor and control risks.

7. For examinations, better formalize and document the risk assessment process via the use of the risk
assessment matrix tool to assist in examination planning and resource assignment.

8. Expand risk assessment to provide a more comprehensive and prospective look at an insurer’s risks through
identification of the insurer’s current and/or prospective high-risk areas.

9. For examinations, coordinate the results of the risk-focused examination process with other financial
solvency surveillance functions (i.e., establishing/updating the priority score and supervisory plan).

In full, the risk-focused surveillance process provides effective procedures to monitor and assess the solvency of
insurers on a continuing basis. The risk-focused approach consists of a structured methodology designed to
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establish a forward-looking view of an insurer’s risk profile and the quality of its risk management practices. This
approach permits a direct and specific focus on the areas of greatest risk to an insurer. Through this approach,
state insurance regulators can be more proactive and better positioned to identify and respond to any serious
threat to the stability of the insurance company from any current or emerging risks. This regulatory approach
will benefit all participants in the insurance marketplace.

Role of the Financial Analyst

In the risk-focused surveillance approach, the financial analyst’s role is to provide continuous off-site monitoring
of the state’s domestic insurers’ financial condition, monitor internal/external changes relating to all aspects of
the insurer, maintain a prioritization system and provide input into the state insurance department’s priority of
each insurer, work with the examination staff to develop an ongoing Supervisory Plan as well as update the
Insurer Profile Summary (IPS), and provide state insurance department management with timely knowledge of
significant events relating to the domestic insurers.

Risk-Focused Surveillance Cycle

The risk-focused surveillance framework is designed to provide continuous regulatory oversight. The risk-
focused approach requires fully coordinated efforts between the financial examination function and the
financial analysis function. There should be a continuous exchange of information between the field
examination function and the financial analysis function to ensure that all members of the state insurance
department are properly informed of solvency issues related to the state’s domestic insurers.

The regulatory Risk-Focused Surveillance Cycle involves five functions, most of which are performed under the
current financial solvency oversight role. The enhancements coordinate all of these functions in a more
integrated manner that should be consistently applied by state insurance regulators. The five functions of the
risk assessment process are illustrated within the Risk-Focused Surveillance Cycle.

As illustrated in the Risk-Focused Surveillance Cycle diagram, elements from the five identified functions
contribute to the development of an IPS. Each state will maintain an IPS for its domestic companies. State
insurance regulators that wish to review an IPS for a non-domestic company will be able to request the IPS from
the domestic or lead state. The documentation contained in the IPS is considered proprietary, confidential
information that is not intended to be distributed to individuals other than state insurance regulators.

Please note that once the Risk-Focused Surveillance Cycle has begun, any of the inputs to the IPS can be changed
at any time to reflect the changing environment of an insurer’s operation and financial condition.
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Risk Assessment Cycle
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» CPA Report or Auditor
¢ Legal or Regulatory Stats

The elements of the risk assessment process are:

e |IPS: This profile is used to “house” summaries of risk-focused examinations, financial analyses,
internal/external changes, priority scores, supervisory plan and other standard information. This profile is
intended to be a “living document” and preferably shared with other state insurance regulators who have
signed the NAIC Master Information Sharing and Confidentiality Agreement verifying that such shared
information would remain confidential.

¢ Risk-Focused Examinations: These examinations consist of a seven-phase process that can be used to
identify and assess risk, assess the adequacy and effectiveness of strategies/controls used to mitigate risk,
and assist in determining the extent and nature of procedures and testing to be used in order to complete
the review of that activity. The risk-focused surveillance process can be used to assist examiners in targeting
areas of high-risk.

e Risk-Focused Financial Analysis: This function consists of a risk-focused analysis processes performed by
state insurance regulators as outlined in the Financial Analysis Handbook (Handbook). This analysis process
identifies and assesses risk based on the nine branded risk classifications to complete and document an
overall assessment of the financial condition of the insurer.

¢ Internal/External Changes: Changes in rating agency ratings, ownership/management/corporate
structure, financial condition/risk profile, business strategy or plan, external audit reports, and legal or
regulatory status should be considered in developing the priority and supervisory plan.

e Priority System: The prioritization of the insurer, changes in priority or rationale for changes. See chapter
I.F. Prioritization of Work for details.
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e Supervisory Plan: At least once a year, a supervisory plan should be developed or updated by the domestic
state for each domestic insurer. The supervisory plan should be concise and outline the type of surveillance
planned, the resources dedicated to the oversight, and the consideration and communication and/or
coordination with other states.

OVERVIEW OF THE RISK-FOCUSED
FINANCIAL ANALYSIS PROCESS

Financial analysis is an ongoing process that can be divided into annual cycles, each of which includes the
analysis of the Annual Financial Statement, Quarterly Financial Statements and the various supplemental filings,
such as the Actuarial Filings, Management’s Discussion and Analysis (MD&A), Audited Financial Report and
holding company filings. The financial analysis process is designed to assist the analyst in reviewing and
analyzing insurers throughout the annual cycle in a logical manner, focusing on areas of concern within the nine
branded risk classifications. The end result of this process is a financial analysis of each insurer specifically
tailored to the concerns of that insurer as a result of its unique risks.

Procedure Description Expectation

Risk Assessment Procedures and Insurer Profile Summary | Complete for all domestic insurers.
(annual and quarterly).

Non-Lead State Holding Company Analysis (applies only to | Complete for all domestic insurers that are part
non-lead state domestic insurance regulators). of an insurance holding company system.

Lead State Holding Company Analysis Documented within | Complete for all insurance holding company
the Group Profile Summary (applies only to lead state | system groups.
domestic insurance regulators).

ANNUAL/QUARTERLY RISK ASSESSMENT PROCEDURES -
DOMESTIC INSURER

Annual and Quarterly Financial Statements

An insurer is required to file an Annual Financial Statement with its state of domicile, the NAIC and all
jurisdictions in which the insurer is authorized to transact business by March 1 of each year for the 12 months
ended December 31 of the previous year. An insurer is required to file Quarterly Financial Statements for the
first, second and third quarters with the state of domicile, the NAIC and, in most instances, all states in which
the insurer is authorized to do business by May 15, August 15 and November 15, respectively. The Financial
Statement information is loaded onto the NAIC database, at which time automated financial analysis solvency
tools are calculated, and the Handbook’s quantitative results are generated. All of this information is available to
the state insurance departments via iSite+.

Scope and Depth of Risk-Focused Analysis

The depth of review will depend on the complexity, financial strengths and weaknesses, and known risks of the
insurer and the priority designation established by the state insurance department. Other factors—such as the
insurer’s past regulatory history, accuracy of filing, age of insurer, stability of business plan, knowledge of
insurer’s operations, and materiality of the regulatory concerns, etc.— may affect the scope and depth of
analysis. The flexibility to customize the scope and depth of the analysis is determined at the state insurance
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department’s discretion and should include analyst and supervisor input. Therefore, the state insurance
department should tailor the data and procedures used and the level of documentation to sufficiently address
the specific risks of the insurer.

The Risk Assessment procedures for annual analysis consists of an overall analysis of the insurer documented in
the nine branded risk classifications. Refer to section Ill.A.4 Risk Assessment — Analyst Reference Guide for
further explanation of the risk classifications. The analyst should perform a background analysis, a current
period analysis, and a review of data and procedures within the nine branded risk classifications. All of these
data and procedures provide the basis for the completion of a thorough review of the insurer’s financial
solvency.

The nine branded risk classification chapters contain guidance and highlight data, benchmarks and procedures
the analyst may use to perform his/her analysis of that risk category. The analyst’s review should use data
relevant to each specific risk classification and customized for the insurer such that it is sufficient to perform and
document his/her analysis and investigation of risks. Analysts are not expected to complete every suggested
procedure in the branded risk guidance. Rather, analysts and supervisors should use their expertise, knowledge
of the insurer and professional judgement to tailor the analysis to address specific risks of the insurer and
document the completion of the analysis. Documentation of the risk assessment analysis should be sufficiently
robust to explain the risks and reflect the strengths and weaknesses of the insurer.

At the conclusion of the risk assessment, the analyst should develop and document an overall summary and
conclusion based on the results of the risk-focused analysis performed, prospective risks of the insurer, follow-
up analysis or regulatory actions, any correspondence and the impact of the holding company on the insurer.
The analyst should update the IPS (and supervisory plan, if applicable) to document this summary and
conclusion. Note that an analyst’s documentation of the risk assessment represents the detail of the analysis of
risks, which may be more in-depth for certain material risks or complex insurers, whereas the IPS represents a
summary of the risks of the insurer. Refer to section Ill.A.4 Risk Assessment — Analyst Reference Guide for
further explanation on completing the IPS.

The analysis of annual statements for priority insurers (see section I.F. Prioritization of Work for definitions),
including supervisory review, should be completed by the end of April. The analysis of annual statements for
non-priority insurers, including supervisory review, should be completed by the end of June, unless a preliminary
analysis (see section Ill.A.4. Risk Assessment ARG for description) indicates no immediate concerns. In that case,
the analysis of non-priority insurers should be completed by the end of July.

The analysis of quarterly statements, unless the insurer passes the quarterly non-troubled qualitative review

referenced below, should be completed within 60-days of receipt for priority insurers, and within 90-days of
receipt for non-priority insurers.

Supplemental Filings

Other supplemental filings to the Annual Statement, Management’s Discussion and Analysis filings, and the
Annual Audited Financial Statements and related filings, are required to be reviewed within 60-days of receipt
for priority insurers, and within 120- days of receipt for non-priority insurers.

Quarterly Non-Troubled Quantitative Review

For first-, second- and third-quarter financial statement analysis, if the results for the non-troubled automated
system calculation (see section IlIl.A.4. Risk Assessment ARG for description) indicates a full quarterly risk
assessment should be completed and if it is not, then the analyst should justify and document the reason(s)
why. If the results indicate that a full quarterly risk assessment is not required, no quarterly analysis
documentation is required to be completed.
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If the insurer has been identified as troubled (i.e., Priority 1) or the results of the non-troubled automated
system calculation indicate a full quarterly risk assessment should be completed and no justification for not
completing one is provided, then the analysis of quarterly statements should be completed within 60-days of
receipt for priority insurers, and within 90-days of receipt for non-priority insurers.

Prioritization of Analysis Work

The analyst should ensure that those insurers identified as having significant concerns will be analyzed on a
priority basis for future filings. Those insurers with the highest priority should receive the most in-depth review
and are required to be analyzed more frequently, and earlier in each review period. Refer to section I.F.
Prioritization of Work for further guidance.

Supervisor Input and Review

It is important for the analyst’s supervisor to be actively involved in the financial analysis performed, including
determination of the scope and depth of analysis. It also is important that the review and supervision be
performed on a timely basis.

The branded risk guidance offers suggestions for the types of information the analyst may consider requesting
from the insurer. It is important that the analyst’s proposed follow-up procedures be discussed with the
analyst’s supervisor.

Use of Contractors in Financial Analysis Work

An insurance department’s decision to engage an independent contractor to assist in the completion of financial
analysis work may arise due to insufficient department staff or the need for specialized expertise. While the
foregoing circumstances may lead an insurance department to contract the services of an independent
contractor, the department should consider the long-term effects of not maintaining an appropriate level of
qualified staff.

If the department utilizes a contractor to perform the primary supervisory review of financial analysis, an
additional level of review is required on the IPS and/or Group Profile Summary (GPS) by a qualified department
employee in accordance with the overall timeliness expectations. This review should result in the department
employee understanding and assessing the overall quality of the analysis work performed.

An independent contractor is defined as anyone employed by the state insurance department that is outside of
the department’s staff. When selecting and overseeing an independent contractor to assist in the completion of
financial analysis work, the insurance department should evaluate the following:

¢ Independence/Conflicts of Interest — Conflicts of interest may occur if analysis of a company is
performed, or related advice regarding the company is provided, by an independent contractor who has
a significant relationship with the company, its affiliates, or their management (financial or nonfinancial)
that may impair in fact, or appearance, the independent contractor’s independence. To evaluate any
such conflicts of interest, the insurance department should request information from the independent
contractor on a regular basis regarding its past, present or planned relationships, both financial and non-
financial, with the company or its affiliates and utilize this information to ensure that the selected
contractor is truly independent from the insurer/group being analyzed.

o Additionally, if relevant, the insurance department should request and review information
provided on all relationships between the contractor, the contractor’s firm or any affiliates of
the firm with entities that are regulated by the department for which the anticipated services of
the contractor may have some impact, directly or indirectly, on the department’s oversight of
such entities. To the extent that other services are potentially impacted, the department should
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request and review information on controls put in place by the contractor to ensure that
potential conflicts do not exist and/or are not created through assignment of analysis work.

e Confidentiality Protections — The state insurance department should ensure that adequate
confidentiality protections are incorporated into contracts with independent contractors to ensure that
confidential and proprietary information of the insurer/group shared with the contractor for purposes of
conducting financial analysis work is adequately protected in accordance with state law and
recommended best practices. Such contracts should indicate that any non-public or proprietary
information or data to which the contractor has access during financial analysis work on behalf of the
state insurance department may not be utilized for any other purpose. For example, such information
should not be utilized to benefit consulting/advisory engagements for the contractor’s other clients or
otherwise to promote the contractor’s business. In certain situations, state insurance departments may
be required to include specific confidentiality language in the contract and/or inform the insurer prior to
sharing confidential and proprietary information (e.g., ORSA, Corporate Governance Annual Disclosure)
with the independent contractor. As such, state insurance departments are encouraged to review their
state requirements before sharing confidential information with an independent contractor.

e Security and Data Governance — The state insurance department should ensure that adequate
security and data governance practices are in place at the contractor to keep all information and data
reviewed or obtained during the engagement with the department confidential and maintained in a
secure environment with access limited only to listed authorized personnel. Such practices should
include an obligation to report any breach or unauthorized access or disclosure to the department and
should include the use of secure file transfer protocol for delivering information and employ best
practices for encryption and/or access to the information.

Captives and/or Insurers Filing on a U.S. GAAP Basis

These procedures are designed for insurers filing on a U.S. generally accepted accounting principles (GAAP) (or
modified GAAP) basis, after the completion of the traditional Risk Assessment Procedures. (See section III.C.1.
Special Analysis Procedures — Captives and/or Insurers Filing on a U.S. GAAP Basis Worksheet.) The procedures
provide guidance on the review of a GAAP filer on a statutory blank and address the following areas:

e Management assessment
e Balance Sheet assessment
e QOperations assessment

e Investment practices

e Review of disclosures

e Assessment of results from prioritization and analytical tools

DOMESTIC AND/OR NON-LEAD STATE HOLDING
COMPANY SYSTEM ANALYSIS

Procedures for evaluating and considering the impact of an insurance holding company system on individual
insurers should be completed for all domestic insurers. For lead states, this consideration is included within the
VI.C Insurance Holding Company System Analysis Guidance (Lead State). For non-lead states, this consideration
is included in V.A Holding Company Procedures (Non-Lead State). The depth of the holding company analysis of
an insurer in a holding company system will depend on the characteristics (e.g., sophistication, complexity and
financial strength) of the holding company system, availability of information, and existing potential issues and
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problems found during review of the holding company filings. Non-lead states should obtain, utilize and rely on
holding company analysis work performed by the lead-state, as appropriate, in fulfilling their review
responsibilities. Lead state and non-lead state responsibilities are further defined in section VI.C.

The following procedures are also included within section V.A. Note that Form A, Form D, Form E and
Extraordinary Dividends/Distributions are transaction-specific and are not part of the regular annual/quarterly
analysis process. The review of these transactions may vary as some states may have regulations that differ from
these Forms.

e FORMA
The Form A review is to be completed for all acquisitions, mergers or changes in control. Form A is filed with
the domestic state of each insurer in the group. The analyst should review the transaction and all applicable
documents and complete the Form A Procedures, when necessary.

e FORMD
The Form D review is to be completed for all prior notices of material transactions. Form D must be filed
with the domestic state. The analyst should review the transaction and all applicable documents and
complete the Form D Procedures, when necessary.

e FORM E OR OTHER REQUIRED INFORMATION ON COMPETITIVE IMPACT

The Form E or other review of competitive impact is to be completed for all pre-acquisition notifications
regarding the potential competitive impact of a proposed merger or acquisition by a non-domiciliary insurer
doing business in the state or by a domestic insurer. Form E or other required information must be filed with
the domestic state. The insurer may also be required to file documents with the Federal Trade Commission
(FTC) and the U.S. Department of Justice (DOJ) under the federal Hart-Scott-Rodino (HSR) Act. The analyst
should review the transaction and all applicable documents and complete the Form E Procedures, when
necessary.

e EXTRAORDINARY DIVIDENDS/DISTRIBUTIONS
The extraordinary dividends/distributions review is to be completed for any domestic insurers planning to
pay any extraordinary dividend or make any other extraordinary distribution to its shareholders. Such
dividends and distributions must receive proper prior regulatory approval. The analyst should review the
transaction and all applicable documents and complete V.E Extraordinary Dividends/Distributions
Procedures, when necessary.

At the end of section V.A,, the analyst is asked to develop and document a conclusion regarding the impact of
the holding company system on the domestic insurer and update the IPS accordingly by Dec. 31 each year. In
addition, the analyst is encouraged to notify the lead state of any material risks or events that the lead state may
not be aware of, that should be considered in the evaluation of the overall financial condition of the holding
company system.

GROUP-WIDE SUPERVISION

The Group-Wide Supervision procedures establish guidance for lead state use in the analysis of insurance
company holding systems. This includes a risk-focused approach to group regulation where specific risks that are
relevant to insurance holding company structures are addressed.

e INSURANCE HOLDING COMPANY SYSTEM ANALYSIS DOCUMENTED IN THE GROUP PROFILE
SUMMARY (GPS) (LEAD STATE):

o Understanding the insurance holding company system (lead state)

o Addressing lead state analysis considerations
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o Evaluating the overall financial condition of the holding company system by completing a detailed
analysis through the group’s exposure to each of the nine branded risk classifications

o Assessing corporate governance and enterprise risk management

o Documenting material concerns or conditions in the group that affect the lead state’s domestic
companies

o Performing additional procedures on key risk areas, as needed

o Sharing the results of the analysis, through the GPS, with other impacted regulators on a timely basis
(i.e., by October 31 for groups with insurers domiciled in multiple states)

e CORPORATE GOVERNANCE DISCLOSURE PROCEDURES

The Corporate Governance Annual Disclosure Model Act (#305) and Corporate Governance Annual Disclosure
Model Regulation (#306) require an insurer, or an insurance group, to file a summary of an insurer or
insurance group’s corporate governance structure, policies and practices with the commissioner by June 1 of
each calendar year. The lead state should take primary responsibility for reviewing the CGAD filing, if it is
filed on a group basis, and should incorporate any takeaways or concerns into the GPS. Any concerns
relevant only to a specific insurance entity in the group should be communicated to the domestic state in a
timely manner.

e OWN RISK AND SOLVENCY ASSESSMENT (ORSA) PROCEDURES
The Risk Management and Own Risk and Solvency Assessment Model Act (#505) requires insurers above a
specified premium threshold, and subject to further discretion, to submit a confidential annual ORSA
Summary Report.

e FORM F PROCEDURES

The Form F is filed with the lead state commissioner of the insurance holding company system for every
insurer subject to registration under the Insurance Holding Company System Regulatory Act (#440). The
Form F review is to be completed by the lead state in conjunction with the review of Form B. The lead state
analyst should identify the material risks within the insurance holding company system that could pose
enterprise risk to the insurers in the group. Takeaways and concerns from the review should be documented
in the GPS. Any concerns relevant only to a specific insurance entity in the group should be communicated
to the domestic state in a timely manner.

e PERIODIC MEETING WITH THE GROUP PROCEDURES
These procedures are intended to demonstrate the type of potential questions a lead state may want to
consider when it conducts a periodic meeting with the group.

e TARGETED EXAMINATION PROCEDURES
The targeted examination procedures provide examples of potential risk areas where the lead state may
want to perform certain limited examination procedures as part of the continual risk assessment process.

Lead State Report

The Lead State Report is located in iSite+, within Summary Reports, and is designed to improve communication
and coordination between state insurance regulators. It provides a list of all insurance groups and the
companies within each group, which can be sorted in various ways. The report also contains current contact
information for the state’s assigned insurance company analyst and the state’s chief analyst, which is
maintained by state insurance department staff.
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Annual/Quarterly Worksheets, and Risk Assessment Guidance

A.

Risk Assessment (All Statement Types)

N vk~ w NP

Annual Risk Assessment Worksheet

Quarterly Risk Assessment Worksheet

Quarterly Quantitative Assessment of Non-Troubled Insurers
Analyst Reference Guide

Insurer Profile Summary Example

Template for Planning Meeting with Financial Examiner

Use of Branded Risk Assessment Guidance

Risk Assessment Guidance

1.
2.

9.

©® N o U A~ W

Credit Risk Assessment

Legal Risk

a. Assessment

b. Audited Financial Report Worksheet
C. MD&A Worksheet

Liquidity Risk Assessment

Market Risk Assessment

Operational Risk Assessment

Pricing & Underwriting Risk Assessment

Reputational Risk Assessment

Reserving Risk

a. Property & Casualty and Title
i Statement of Actuarial Opinion Worksheet
ii. Reserving Risk Assessment

b. Life, Accident & Health
i Statement of Actuarial Opinion Worksheet
ii. Reserving Risk Assessment

C. Health
i Statement of Actuarial Opinion Worksheet
ii. Reserving Risk Assessment

Strategic Risk Assessment

Special Analysis Procedures and Worksheets

1.
2.
3.

Insurers Filing on a U.S. GAAP Basis Worksheet (P&C)
XXX/AXXX Captive Reinsurance Transactions Procedures (Life)
Title Insurer Worksheet (Title)
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Annual/Quarterly Worksheets and Analyst Reference Guides

Branded Risk Classifications

Symbol Risk Description
R Credit Amounts actually collected or collectible are less than those contractually due or
payments are not remitted on a timely basis.
Non-conformance with laws, rules and regulations, prescribed practices or ethical
LG Legal standards (in any jurisdiction in which the entity operates) will result in a disruption
in business and financial loss.
Inability to meet contractual obligations as they become due because of an inability
LQ Liquidity to liquidate assets and/or obtain adequate funding without incurring unacceptable
losses.
MK Market Movement in market rates or prices (such as interest rates, foreign exchange rates or
equity prices) adversely affect the reported and/or market value of the investments.
. The risk of financial loss resulting from inadequate or failed internal processes,
opP Operational
personnel and systems, as well as unforeseen external events.
Pricin .. . . . . .
PR/UW g./. Pricing and underwriting practices are inadequate to provide for risks assumed.
Underwriting
. Negative publicity, whether true or not, causes a decline in the customer base, costly
RP Reputation e e :
litigation and/or revenue reductions.
. Actual losses and/or other contractual payments reflected in reported reserves or
RV Reserving e . .
other liabilities will be greater than estimated.
Inability to implement appropriate business plan, to make decisions, to allocate
ST Strategic resources or to adapt to changes in the business environment will adversely affect

competitive position and financial condition.
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llI.A.1. Risk Assessment (All Statement Types) — Annual Procedures Worksheet

Analyst: Date:

Supervisor Review: Date:

Supervisor Comments:

Overall Risk Assessment Instructions

The insurance department should generally follow the risk-focused financial analysis process outlined in The
Financial Analysis Handbook to ensure that appropriate analysis procedures are performed on each domestic
insurer. The documentation must be prepared in sufficient detail to provide a clear understanding of the work
performed and conclusions reached.

Risk Assessment procedures should be completed and tailored to address the specific risks of the insurer based
on the complexity, financial strengths and weaknesses, and known risks of the insurer. Analysts should document
the detailed results of the review in Section llI: Risk Assessment and the summary in the Insurer Profile Summary
(IPS) report.

The Risk Assessment procedures are comprised of the following four sections, which collectively represent a full
analysis of an insurer: 1) Background Analysis; 1l) Current Period Analysis; lll) Risk Assessment; and 1V) Update the
IPS.

Section I: Background Analysis

1. Prior Year Analysis and Prioritization: Review the analysis performed on the insurer for the prior year and
prior quarters.

a. Review and consider the state’s priority designation, prioritization tool results (if applicable) as of the last
review and start of the current review and the Preliminary Analysis (if applicable) as of the current review.

b. In preparing for current year analysis, review and consider the issues, concerns and prospective risks,
noted in previous annual or quarterly analyses work papers, the IPS and supervisory plan, including
analysis of the Own Risk and Solvency Assessment (ORSA) Summary Report (if applicable), completed in
the prior year that affects the current analysis.

c. Consider any follow-up conducted and correspondence with the insurer, along with any conclusions.

2. Communication: Review any inter-departmental communication, as well as communication with other state,
federal or international insurance regulators and the insurer. Consider in the current analysis any unusual
items or prospective risks that indicate further analysis or follow-up is necessary. Document risks identified
and assessed in the appropriate branded risk category in Section Ill: Risk Assessment.

3. Examination Planning: If a financial examination is currently being planned, meet with the assigned examiner
in-charge (EIC) or examination supervisor to:

a. Discuss information on risks and concerns provided in the IPS, as well as additional information on the
company’s financial condition, operating results since the last examination, and reasons for any unusual
trends, abnormal ratios and transactions that are not easily discernible.

b. Communicate and provide access to relevant information that has already been obtained by the analyst
function and is available to the state insurance department. It may be helpful for the analyst to review
the Examiner’s Exhibit B questionnaire and note specific items that have already been accumulated and
available to the examiner.

4. Examination Analysis Follow-Up: Review the Annual Financial Statement, General Interrogatories, Part 1, #3
and determine if a financial examination report was released by the domiciliary state since the last review.
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Document risks identified and assessed in the appropriate branded risk category in Section Ill: Risk
Assessment.

Balance sheet date of the latest financial examination of the insurer

[Data]

Balance sheet date of the latest financial examination report available from either the
state of domicile or the insurer

[Datal

Release date of the latest financial examination report available from either the state of
domicile or the insurer, and what state insurance department or departments
completed the Financial Examination Report

[Datal

Have any financial statement adjustments within the latest financial examination report
not been accounted for in a subsequent financial statement filed with the state
insurance department?

[Data]

Have any of the recommendations within the latest financial examination report not
been complied with?

[Data]

If 4.d. or 4.e. is “yes,” or if follow-up was required from the review of the examination report, management
letter or summary review memorandum in a previous analysis period, document risks identified and assessed
in the appropriate branded risk category of Section Ill: Risk Assessment.

f.

g.
h.

Implementation of financial examination report recommendations or management letter comments.

Impact of any financial statement adjustments on the insurer’s financial condition.

Findings from the results of the examination represent risks being monitored, procedures performed or

yet to be performed and prospective risks.

Section Il: Current Period Analysis

The intent of the current period analysis section is for an analyst to perform a review of current results that may
identify a change in a risk assessment either with new risks or by updating previously identified risks in Section IlI:
Risk Assessment. Analysts should identify and assess changes in the insurer’s current financial status compared to
the prior period, new or continuing trends, and unusual items. The following procedures do not constitute an all-
inclusive list to be considered. Analysts should use their knowledge, expertise and professional judgement to
complete a thorough analysis of the current period financial results.

5.

Financial Reporting and Data Applications: Review and assess material changes and trends in the balance
sheet, income statement, cash flow, and related financial metrics. Document risks identified and assessed in
the appropriate branded risk category of Section Ill: Risk Assessment.

Annual Financial Statement including the Risk-based Capital Report (March 1%t and April 1%t Filings)'

Actuarial filings"

Financial Ratios and Financial Analysis Solvency Tools™, such as the Financial Profile Report, Scoring
System, Insurance Regulatory Information System (IRIS), Investment and Reinsurance Jumpstart Reports,

Investment Snapshot Reports, market conduct information, etc.
Industry reports, news releases, ratings and information about emerging issues

' The analyst should review and consider information from these data sources in conducting a risk-focused analysis. The review should be evidenced by sign-
off and dating of the information source, procedure step or simplified checklist.
i See footnote i
i See footnote i
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Management Assessment: Review the Annual Financial Statement, including the Jurat page and General

Interrogatories and other available information, to determine compliance with and if any changes have
occurred in the following areas. Document risks identified and assessed in the appropriate branded risk

category of Section Ill: Risk Assessment. (e.g., Operational or Strategic)

In the review of the following, note any risks in the Operational or Strategic
branded risks within Section Il Risk Assessment.

Benchmark

Result

Outside
Benchmark

a. Properly executed and notarized Jurat page

b. Change(s) in officers, directors or trustees since the previous Annual
Financial Statement filing

= “#” after
name

[Datal]

[Datal

i. If6.b.is “yes,” review of the Biographical Affidavit(s) for any new
officers, directors or trustees indicated above. Assess any areas of
concern that would indicate further review is necessary. (i.e.,
suitability and other governance-related concerns)

ii. Assessany follow-up analysis or communication on any previously
identified corporate governance issues.

iii. Assess any significant corporate governance changes and
determine whether these changes appear to indicate a shift in
management philosophy, or whether management has made any
changes in its business culture or business plan.

c. Ifthe insurer has been a party to a merger or consolidation, note any
observations or concerns and ensure Form A or additional filings have
been approved. [Annual Financial Statement, General Interrogatories,
Part 1, #5.1 and #5.2]

=YES

[Data]

[Data]

d. 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]

7. Compliance Analysis: Review and assess state-specific compliance or other analysis required by the state
insurance department. Document risks identified and assessed in the appropriate branded risk category of

Section IlI: Risk Assessment.

a. ldentify 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.).

b. Assess if surplus meets the statutory minimum amount required by state law (varies by state and business

type).

8. Supplemental Filings: Review and assess supplemental filings (other than the March 1 and April 1 financial
statement) for compliance and identification of risks. Document risks identified and assessed in the

appropriate branded risk category of Section lll: Risk Assessment.
a. Management Discussion & Analysis (MD&A) (April 1)

b. Audited Financial Statement Report (June 1)

v See footnote i
v See footnote i
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c. Forholding company groups, if performing the review of the group as the lead state, or receiving the lead
state’s group analysis summary, and assessing the impact of the group on the domestic insurer,
incorporate risks identified and assessed related to the domestic insurer into Section Ill: Risk Assessment.

d. For ORSA Summary Reports, if required, when receiving and performing the review of the ORSA Summary
Report or receiving the lead state’s review, incorporate risks identified and assessed that relate to the
domestic insurer into Section Ill: Risk Assessment.

9. Business Plan and Projections (If Available): Document risks identified and assessed in the appropriate
branded risk category of Section lll: Risk Assessment.

a. ldentify and assess any material variances between actual financial results compared to the most recent
business plan and financial projections.

b. Identify and assess any material changes in the business strategy.

The following procedures related to the insurer’s business plan and projections are required for all Risk
Retention Groups (RRGs) regardless of accounting treatment (Generally Accepted Accounting Principles
[GAAP]/Statutory Accounting Principles [SAP]) or organizational structure (captive/traditional laws):

c. Review the insurer’s business plan (plan of operation) to ensure that it is unchanged from the prior year.
d. If changes were made to the plan, ensure that the changes have been approved.

e. Review the Annual Financial Statement, General Interrogatories, Part 2, #13.1 to identify the insurer’s
largest net aggregate risk insured. Measure this exposure as a percent of surplus to ensure that it is in
compliance with state guidelines.

f. Ensure that the financial projections on file accurately reflect the operations as presently conducted.
g. Ensure that the notes relating to the operation of the company agree with the approved plan.

10. Analyst Notes of Current Period Results (Optional): Include any analytical notes of material information.

Source Notes Risk Category

11. Information Request: If based on the above procedures performed and information gathered, the analyst
does not have a sufficient understanding of the insurer’s operations and strategies, consider requesting
information from the insurer to complete the Section Ill: Risk Assessment. Refer to the Analyst Reference
Guide for instructions.

Section lll: Risk Assessment

Risk Assessment Instructions

Risk assessment entails gathering information from the aforementioned sections, along with analyzing the data
and benchmarks for each of the nine branded risks included in the annual financial profile report and procedures
provided in each of the nine branded risk assessment chapters to develop and document a risk assessment of
each relevant material risk of the insurer. Analysts should review and use all relevant and necessary data to focus
on specific risks to complete the analysis, which may include data from other financial analysis tools such as the
annual scoring report and IRIS ratios. The depth of review will depend on the complexity, financial strengths and
weaknesses, and known risks of the insurer.
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Analysts should not rely solely on the annual financial profile report or the risk assessment chapters for
identification of all risks (or risk metrics) as it is not an analysis checklist and does not represent a complete list
of possible risks for every analysis. Analysts should customize their analysis to include risks unique to the insurer
and utilize risk metrics (whether quantitative or qualitative) that are best suited for measuring the insurer’s
exposure to those risks. Note that procedures included in risk assessment chapters are “best fit” as some
procedures may identify risks that could be categorized in more than one branded risk category. Analysts should
use their knowledge of the insurer and analytical skills to exercise discretion in re-categorizing risks as needed to
document the details of the analysis and to update the IPS. Analysts are not expected to respond separately to
results in the annual financial profile report that fall outside the industry benchmarks, rather, analysts should use
their expertise and knowledge of the insurer to customize the analysis to address those risks deemed material or
that require further investigation.

Complete the following to identify, document and explain each of the nine branded risks below. Refer to the Risk
Assessment chapter for further guidance. Documentation of the analysis should contain sufficient detail to
adequately explain the risks identified, the metrics/benchmarks used to assess the insurer’s exposure to the
identified risks, and the results of the risk assessment (i.e., the level and trend of the insurer’s risk exposure).

1. Credit Risk Assessment: Amounts actually collected or collectible are less than those contractually due, or
payments are not remitted on a timely basis. Document the analysis of Credit risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 &

#3 N2

2. Legal Risk Assessment: 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. Document the analysis of Legal risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 &

#3 N2

3. Liquidity Risk Assessment: 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. Document
the analysis of Liquidity risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 x4

#3 N2
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Market Risk Assessment: Movement in market rates or prices (such as interest rates, foreign exchange rates
or equity prices) adversely affects the reported and/or market value of investments. Document the analysis

of Market risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2

#3 N2

Operational Risk Assessment: The risk of financial loss resulting from inadequate or failed internal processes,
personnel and systems, as well as unforeseen external events. Document the analysis of Operational risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] T

#2 x4

#3 N2

Pricing/Underwriting Risk Assessment: Pricing and underwriting practices are inadequate to provide for risks
assumed. Document the analysis of Pricing/Underwriting risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 &

#3 N2

Reputational Risk Assessment: Negative publicity, whether true or not, causes a decline in the customer base,
costly litigation and/or revenue reductions. Document the analysis of Reputational risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 &

#3 N2

Reserving Risk Assessment: Actual losses or other contractual payments reflected in reported reserves or
other liabilities will be greater than estimated. Document the analysis of Reserving risk.

Detail of Analysis Assessment | Trend IPS
Y/N
#1 [Risk Component] ™
#2 &~
#3 N
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9. Strategic Risk Assessment: Inability to implement appropriate business plans, to make decisions, to allocate
resources or to adapt to changes in the business environment will adversely affect competitive position and
financial condition. Document the analysis of Strategic risk.

Detail of Analysis Assessment | Trend IPS
Y/N

#1 [Risk Component] ™

#2 &

#3 N2

Section IV: Update Insurer Profile Summary (IPS)

Prioritization: Consider any recommendation for a change in the priority designation of the insurer, including
justification. Document it by updating the IPS.

PRIOR YEAR PRIORITY DESIGNATION= [Analyst Input]

CURRENT YEAR PRIORITY DESIGNATION= [Analyst Input]
Current Year

i. RBC Ratio [Data]

ii. RBC Trend Test [Data]

iii. Scoring System Result [Data]

iv. IRIS Ratio Result [Data]

v. Net Income (Loss) [Data]

vi. Capital and Surplus [Data]

vii. Hazardous Financial Condition Regulation [Analyst Input]

viii. [Insert Other State Specific Prioritization Criteria] [Analyst Input]

Rationale for Change:

Summary and Conclusion: Develop an overall summary and conclusion based on the completion of the risk-
focused analysis performed, and document it by updating the IPS, including the Supervisory Plan, if applicable, for
the following:

1. Summary of the above risk-focused analysis results by risk classification

2. Prospective risks of the insurer in current analysis, as well as to identify future areas for analysis
3. Impact of the holding company on the insurer
4

Completed or in-progress communication or other follow-up with the insurer, other areas of the Department
of Insurance (DOI), financial examiners and other state insurance regulators

o

Additional analysis yet to be performed
6. Regulatory actions

7. Anyother factors or information that, in the analyst’s judgment, are relevant to evaluating the insurer’s overall
financial condition
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Analyst: Date:

Supervisor Review: Date:

Supervisor Comments:

Overall Risk Assessment Instructions

The insurancedepartment should generally follow the rid&cused financiahnalysis process outlined in the
Financial Analysis Handbook to ensure that appropriate analysis procedures are performed on each domestic
insurer. The documentation must be prepared in sufficient detail to provide a clear understanding of the work
performed and conclusions reached.

Risk Assessmeptocedures should be completeahdtailored to address the specific risks of the insubarsed

on the complexityfinancial strengts and weaknesses, akdown risks of the insureiThe quarterly procedures
include a review that focuses primarily on changes from the prior year that may identify new or changing risks.
Analystsshould document the detal results of the reviewin Sction Il Risk Assessmemind update the
summary in e InsurerProfile Summary(IPSyeport.

The Risk Assessment Procedures are comprised of the follémingections which collectively represent a full
analysis of an insurel) BackgroundAnalysisll) Current PeriodAnalysislil) RiskAssessmentand V) Update the
IPS.

Section I: Background Analysis

1. Prior Yearand Prior QuarterAnalysisand Prioritization: Review the analysis performed on the insurer for
the prior yearand prior quarters

a. Review and consider thetate’s priority designation, any prioritization tool resuf (if applicable) as of
the last reviewand start of the current review.

b. In preparing for current quarter analysigwiew andconsiderthe issues, concerrend prospective risks,
noted in previous annual or quarterly analyses work paptrs,IPSand supervisory plgnincluding
analysis othe Own Risk and Solvency Assessm@R$SASummary Reportif applicable)completed in
the prior year thataffectsthe current analysis

c. Congsderanyfollow-up conducted anaorrespondencavith the insurer, along with any conclusions.

2. Communication: Review any intedepartmental communication, as well as communication with other
state, federal or internationalinsuranceregulatorsand the insurer.Consider in the current analysiny
unusual items oprospective riskthat indicate furtheranalysisor follow-up is hecessarjpocument risks in
the appropriate branded risk categony Section ItIRiskAssessment.

3. Examination Analysigollow-Up: Review theQuarterlyFinancial Statement, Geral Interrogatories, Part 1,
#6, and determine if a financial examination report was released by the domiciliary state since the last
review.Documentrisks in the appropriate landed risk categorin Sectionlll: Risk Assessment.

a. Balance sheet datef the latest financial examination of the insurer [Data]

Balance sheet datef the latest financial examination report available from either t [Datd]
state of domicile or the insurer

c. Release datef the latest financial examination report available from either the st [Data]
of domicile or the insurer, and what stat@surancedepartment or departmentg
completed the Financial Examination Report

d. Have any financial statementdpmstments within the latest financial examinatic [Data]




