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Draft: 12/3/25

Examination Oversight (E) Task Force
Virtual Meeting
December 1, 2025

The Examination Oversight (E) Task Force met Dec. 1, 2025. The following Task Force members participated: Judith
L. French, Chair, represented by Zachary Wheatley (OH); Karima M. Woods, Vice Chair, represented by N. Kevin
Brown (DC); Mark Fowler represented by Sheila Travis and Blase Abreo (AL); Heather Carpenter represented by
David Phifer (AK); Ricardo Lara represented by Ber Vang (CA); Michael Conway represented by Rolf Kaumann
(CO); Jared Kosky represented by William Arfanis (CT); Michael Yaworsky represented by Carolyn Morgan (FL);
Holly W. Lambert represented by Roy Eft (IN); Vicki Schmidt represented by Levi Nwasoria (KS); Sharon P. Clark
represented by lJeff Gaither (KY); Timothy J. Temple represented by Tom Travis (LA); Michael T. Caljouw
represented by John Turchi (MA); Anita G. Fox represented by Kristin Hynes (MI); Grace Arnold represented by
Kathleen Orth (MN); Mike Chaney represented by Mark Cooley (MS); Angela L. Nelson represented by John
Rehagen (MO); Eric Dunning represented by Tadd Wegner (NE); Ned Gaines (NV); Justin Zimmerman represented
by David Wolf (NJ); Jon Godfread represented by Matt Fischer (ND); Glen Mulready represented by Eli Snowbarger
(OK); TK Keen represented by Teresa Borrowman (OR); Michael Humphreys represented by Diana Sherman (PA);
Elizabeth Kelleher Dwyer represented by John Tudino (RI); Larry D. Deiter represented by Johanna Nickelson (SD);
Cassie Brown represented by Shawn Frederick (TX); Scott A. White represented by Jennifer Blizzard (VA); Patty
Kuderer represented by Tarik Subbagh (WA); and Nathan Houdek represented by Amy Malm (W]1).

1. Adopted its Sept. 29 and Summer National Meeting Minutes

Wheatley stated that the Task Force conducted an e-vote that concluded Sept. 29 to adopt its 2026 proposed
charges. The Electronic Workpaper (E) Working Group revised its existing charges by removing the requirement
for ongoing oversight of the transition to the TeamMate+ application.

The Task Force also met Dec. 1 in regulator-to-regulator session, pursuant to paragraph 3 (specific companies,
entities or individuals) of the NAIC Policy Statement on Open Meetings, to discuss open exams that are past the
22-month deadline.

Eft made a motion, seconded by Malm, to adopt the Task Force’s Sept. 29 (Attachment One) and July 31 (see
NAIC Proceedings — Summer 2025, Examination Oversight (E) Task Force) minutes. The motion passed
unanimously.

2. Adopted the Reports of its Working Groups

A. Financial Examiners Coordination (E) Working Group

Wheatley provided the report of the Financial Examiners Coordination (E) Working Group. He stated that the
Working Group met Aug. 10 in regulator-to-regulator session, pursuant to paragraph 3 (specific companies,
entities, or individuals) of the NAIC Policy Statement on Open Meetings, to discuss reports on group coordination.

B. Financial Analysis Solvency Tools (E) Working Group

Chew stated that the Working Group met Aug. 21 in regulator-to-regulator session to adopt enhancements to the
property/casualty (P/C) scoring system. These enhancements are the result of a two-year project that used
artificial intelligence (Al) and machine learning (ML) to refine the system’s ability to identify insurers at risk of
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solvency issues earlier and more accurately. Key changes included removing ratios with no significant predictive
value, modifying certain existing ratios, and adding two new predictive ratios identified by the model.

The Working Group also met Nov. 6 and Sept. 23 to adopt revisions to the Financial Analysis Handbook (Handbook)
on the following topics: 1) updates to reflect the principle-based bond definition; 2) guidance on contractor
oversight; 3) enhancements to the Insurer Profile Summary (IPS) and Group Profile Summary (GPS) examples.

The Working Group also adopted changes to P/C Insurance Regulatory Information System (IRIS) Ratio 9 —
Adjusted Liabilities to Liquid Asset Ratio and formed a drafting group to develop guidance and related calculations

for determining whether an insurer is in hazardous financial condition.

C. Financial Examiners Handbook (E) Technical Group

Snowbarger stated that the Technical Group met Nov. 20 and Oct. 14 to adopt revisions to the Handbook on the
following topics:

e Revisions to Exhibit A simplify and consolidate examination planning steps by merging steps one, six, and
seven into one concurrent meeting step, combining information technology (IT) risk assessment (step
four) into a single step, and deleting step five. Corresponding narrative guidance in Section 2-1 for
updating the IPS was also deleted.

e Revisions to the reinsurance ceding repository add the new catastrophe reinsurance interrogatory as an
information source and include other potential procedures when reviewing catastrophic reinsurance
coverage for reasonableness.

e Revisions to Exhibit Q clarify that there should be a meeting at the end of the examination to communicate
exam results with the analyst.

e Revisions to the introduction and Section 1-4 provide guidance on the responsible use of artificial
intelligence (Al), including considerations regarding user review of Al output and confidentiality.

e Revisions to the capital and surplus repository and reinsurance ceding repository include updates related
to modified coinsurance (modco) reinsurance and related collateral held. Revisions were also made to the
investments repository that update an existing risk identifier and add sample procedures to help ensure
the appropriate reporting treatment of securities under the principle-based bond definition.

e Revisions to the reserves/claims handling (life) repository add sample procedures for asset adequacy
testing (AAT) for certain asset-intensive reinsurance transactions in accordance with Actuarial Guideline
LV—Application of the Valuation Manual for Testing the Adequacy of Reserves Related to Certain Life
Reinsurance Treaties (AG 55).

e Revisions throughout the Handbook reflect changes to the risk matrix verbiage, as standalone risk
matrices will be phased out with the transition to TeamMate+. Updates were also made to Exhibits V, CC,
and DD to replace outdated Automatic Reference Counting (ARC) reference examples with hyperlinks,
reflecting how references appear in TeamMate+.

D. IT Examination (E) Working Group

Vang stated that the Information Technology (IT) Working Group met July 31 to discuss the decision framework
document to separate information technology general control (ITGC) work from cyber risk assessment work
following last year’s gap analysis work. Vang stated that the framework document lays out a new seven-step
process for IT examination and will create a new Exhibit C, Part 3 for the cyber risk assessment. This framework
document was exposed for a 30-day public comment period and received only non-substantive comments. A new
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drafting group was formed to start updating the IT examination guidance in the Handbook in alignment with the
decision framework. This work is ongoing and will continue into next year.

Eft made a motion, seconded by Kaumann, to adopt the reports of the Financial Examiners Coordination (E)
Working Group; Financial Analysis Solvency Tools (E) Working Group, including its Nov. 6 (Attachment Two) and
Sept. 23 minutes (Attachment Two-A); the Financial Examiners Handbook (E) Technical Group, including its Nov.
20 (Attachment Three) and Oct. 14 (Attachment Four) minutes; and the IT Examination (E) Working Group,
including its July 31 minutes (Attachment Five). The motion passed unanimously.

Having no further business, the Examination Oversight (E) Task Force adjourned.

SharePoint/NAIC Support Staff Hub/Committees/E Committee/2025_3Fall/EOTF/EOTF — Meeting Minutes 12.1.2025
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Attachment One
Examination Oversight (E) Task Force
12/1/25

Draft: 10/7/25

Examination Oversight (E) Task Force
E-Vote
September 29, 2025

The Examination Oversight (E) Task Force conducted an e-vote that concluded Sept. 29, 2025. The following Task
Force members participated: Judith L. French, Chair, represented by Zachary Wheatley (OH); Karima M. Woods,
Vice Chair, represented by N. Kevin Brown (DC); Ricardo Lara represented by Laura Clements (CA); Michael
Conway represented by Rolf Kaumann (CO); Andrew N. Mais represented by William Arfanis (CT); Trinidad Navarro
represented by Rylynn Brown (DE); Doug Ommen represented by Daniel Mathis (IA); Holly W. Lambert
represented by Roy Eft (IN); Vicki Schmidt represented by Levi Nwasoria (KS); Sharon P. Clark represented by Jeff
Gaither (KY); Timothy J. Temple represented by Tom Travis (LA); Michael T. Caljouw represented by John Turchi
(MA); Anita G. Fox represented by Kirstin Hynes (Ml); Grace Arnold represented by Kathleen Orth (MN); Angela L.
Nelson represented by John Rehagen (MO); Mike Chaney represented by Mark Cooley (MS); Eric Dunning
represented by Tadd Wegner (NE); John Godfread represented by Matt Fischer (ND); Glen Mulready represented
by Eli Snowbarger (OK); Elizabeth Kelleher Dwyer represented by John Tudino (RI); Larry D. Deiter represented by
Johanna Nickelson (SD); Cassie Brown represented by Shawn Frederick (TX); Scott A. White represented by
Jennifer Blizzard (VA); Patty Kuderer represented by Tarik Subbagh (WA); and Nathan Houdek represented by Amy
Malm (W1).

1. Adopted its 2026 Revised Charges

The Task Force conducted an e-vote to consider adoption of its 2026 revised charges (See NAIC Proceedings — Fall
2025, Financial Condition (E) Committee). The Electronic Workpaper (E) Working Group revised its existing charges
by removing the requirement for ongoing oversight of the transition to the TeamMate+ application. The motion
passed unanimously.

Having no further business, the Examination Oversight (E) Task Force Adjourned.

SharePoint/NAIC Support Staff Hub/Member Meetings/E Cmte/EOTF/EOTF E-Vote Minutes 9-29-25
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Attachment Two
Examination Oversight (E) Task Force
12/1/25

Draft: 11/10/25

Financial Analysis Solvency Tools (E) Working Group
Virtual Meeting
November 6, 2025

The Financial Analysis Solvency Tools (E) Working Group of the Examination Oversight (E) Task Force met Nov. 6,
2025. The following Working Group members participated: Greg Chew, Chair (VA); Amy Garcia, Vice Chair (TX);
Richard Russell (AL); Dave Lathrop (AZ); Jack Broccoli (CT); N. Kevin Brown (DC); Carolyn Morgan and Shalice Rivers
(FL); Amanda Denton (IN); Greg Ricci (MD); Kristin Hynes (Ml); Danielle Smith (MO); Paul Lupo (NJ); Victor Agbu
(NY); Mark Boston and Tracy Snow (OH); Liz Ammerman (RI); and Kristin Forsberg (W1).

1. Adopted its Sept. 23 Minutes

The Working Group met Sept. 23. During that meeting, the Working Group took the following action: 1) adopted
revisions to the Financial Analysis Handbook (Handbook) related to contractor oversight guidance; 2) exposed
draft Handbook guidance on the recommended interpretation of conditions in the Model Regulation to Define
Standards and Commissioner’s Authority for Companies Deemed to be in Hazardous Financial Condition (#385),
draft guidance made in response to statutory accounting and financial statement blanks reporting revisions, and
updates to the Insurer Profile Summary (IPS) and Group Profile Summary (GPS) examples for a 30-day public
comment period ending Oct. 23; and 3) exposed proposed changes to property/casualty (P/C) Insurance
Regulatory Information System (IRIS) Ratio 9—Adjusted Liabilities to Liquid Assets for a 30-day comment period
ending Oct. 23.

Hynes made a motion, seconded by Forsberg, to adopt the Working Group’s Sept. 23 minutes (Attachment Two-
A). The motion passed unanimously.

2. Discussed Exposure Draft Comments Related to Handbook Guidance on Model #385 and Formed a Drafting
Group

Chew said the next item of business was to discuss the comments received on the exposed revisions to the
Handbook regarding the recommended interpretation of conditions in Model #385.

Chew noted that the comment letters suggested different variations of calculations to determine whether an
insurer is in hazardous financial condition. Because of this, Chew recommended that the Working Group form a
drafting group to continue working on the guidance and reach a consensus on the calculations, requesting
volunteers from Working Group members. Chew, Forsberg, and Smith volunteered. Debbie Doggett (Doggett
Consulting Services) also offered to participate in the drafting group. Chew directed committee support to send
communication to Working Group members to request any additional volunteers.

Ralph Villegas (NAIC) said committee support will schedule a kick-off meeting with drafting group members in
early 2026.

3. Adopted Revisions to the Handbook

Chew said the next item of business was to discuss comments and consider adoption of the exposed draft
Handbook guidance related to: 1) branded risk assessment user guidance (Attachment Two-C); 2) guidance for
the principle-based bond definition (PBBD) (Attachment Two-D); 3) guidance for separate accounts general
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Attachment Two
Examination Oversight (E) Task Force
12/1/25

interrogatories disclosures on guarantees (Attachment Two-E); 4) guidance for notes to the financial statements
(Attachment Two-F); and 5) IPS and GPS examples (Attachment Two-G).

Jane Koenigsman (NAIC) said the proposed guidance was revised to address Forsberg’s comments (Attachment
Two-B). This included adding a definition for “risk component” within the branded risk assessment user guidance,
adding a holding company summary to the IPS example, and making other minor edits to the guidance to address
the comments.

Forsberg indicated agreement with the proposed additional revisions.

Russell made a motion, seconded by Hynes, to adopt the revisions to the Handbook. The motion passed
unanimously.

4. Adopted Changes to P/C IRIS Ratio 9—Adjusted Liabilities to Liquid Assets Ratio

Chew said the next item of business was to consider adoption of the proposed changes to the calculation of the
P/C IRIS Ratio 9. Chew noted that no formal comments were received on the exposure draft. However, the
Working Group did receive a question about whether a similar adjustment should also be made for affiliated
bonds, given that a similar adjustment was applied to affiliated stocks.

Rodney Good (NAIC) stated the proposed changes to the ratio are intended to correct the calculation for liquid
assets, specifically the deduction of affiliated stocks, as companies with non-admitted affiliated stocks were being
double-penalized. Good said, unlike affiliated stocks, there does not appear to be a way to isolate the non-
admitted amount of affiliated bonds from the available data tables. Even if such an adjustment were possible,
Good said it would have a negligible effect on the IRIS ratio results. As an alternative, Good suggested that
committee support could draft additional ratio guidance in the IRIS manual for the Working Group to consider for
next year to recommend that the analyst investigate whether any non-admitted bonds are affiliated and whether
adding those amounts back would prevent the company from triggering the unusual value.

Chew asked committee support to draft the additional guidance for the Working Group to consider during an
upcoming meeting next year.

Hynes made a motion, seconded by Forsberg, to adopt the changes to P/C IRIS Ratio 9 (Attachment Two-H). The
motion passed unanimously.

Having no further business, the Financial Analysis Solvency Tools (E) Working Group adjourned.

SharePoint/NAIC Support Staff Hub/Committees/E CMTE/2025_Fall/EOTF/11.6.25 FASTWG Meeting Minutes
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Attachment Two-A
Examination Oversight (E) Task Force
12/1/25

Draft: 10/22/25
Financial Analysis Solvency Tools (E) Working Group
Virtual Meeting
September 23, 2025

The Financial Analysis Solvency Tools (E) Working Group of the Examination Oversight (E) Task Force met Sept. 23,
2025. The following Working Group members participated: Greg Chew, Chair (VA); Amy Garcia, Vice Chair (TX);
Richard Russell and Todrick Burks (AL); Dave Lathrop and Kurt Regner (AZ); Michelle Lo (CA); Jack Broccoli (CT); N.
Kevin Brown (DC); Carolyn Morgan and Shalice Rivers (FL); Amanda Denton (IN); Greg Ricci (MD); Kristin Hynes
(M1); Danielle Smith (MO); Paul Lupo (NJ); Victor Agbu (NY); Tracy Snow, Mark Boston, David Cook, and Eric Hronek
(OH); Ryan Keeling (OR); Liz Ammerman and Ted Hurley (RI); Samantha Watkins (SD); and Kristin Forsberg (W]1).

1. Adopted the Financial Analysis Handbook Guidance Referred by the Risk-Focused Surveillance (E) Working
Group

Chew said the Working Group received a referral from the Risk-Focused Surveillance (E) Working Group to request
the adoption of a revision to the Financial Analysis Handbook (Handbook) for guidance regarding contractor
oversight. The proposed guidance is consistent with guidance proposed for the Financial Condition Examiners
Handbook that was discussed and exposed by the Risk-Focused Surveillance (E) Working Group.

Garcia made a motion, seconded by Russell, to adopt the Handbook guidance for contractor oversight (Attachment
Two-Al). The motion passed unanimously.

2. Exposed Draft Financial Analysis Handbook Revisions

Chew said several amendments to the Handbook are proposed, including proposed guidance on the
recommended interpretation of conditions in the Model Regulation to Define Standards and Commissioner's
Authority for Companies Deemed to be in Hazardous Financial Condition (Model #385), which had resulted in a
referral received from the Chief Financial Regulator Forum (Attachment Two-A2). In addition, committee support
are proposing revisions to various other sections of the Handbook in response to statutory financial statement
blanks changes and general enhancements to the guidance.

A. Model #385 Financial Hazardous Condition Standards Guideline

Ralph Villegas (NAIC) said regarding Model #385 guidance, committee support drafted recommendations for
interpreting Model #385 Subsection 3E and Subsection 3F within the Handbook Section IlIA(4)—Risk Assessment.
The proposed guidance indicates regulators should still refer to each respective state’s laws regarding hazardous
financial condition criteria, as the proposal is intended to be guidance. Villegas asked the Working Group to
consider exposing the draft for public comment.

Hronek said Ohio includes unrealized capital gains/losses in its net capital gain/loss calculation. Jane Koenigsman
(NAIC) responded that the calculation in the proposal is based on feedback committee support received from a
survey of state insurance regulators, where the majority of states provided that they did not include unrealized
capital gains/losses. Koenigsman suggested that comments be requested specifically on which capital gains
elements would be preferred in the calculation.



Attachment Two-A
Examination Oversight (E) Task Force
12/1/25

Cook said he thinks it is double-counting realized gains or losses included in net income. Villegas said he did not
believe the calculation double-counted realized capital gains/losses. Chew agreed and asked Hronek and other
commentators to comment on the exposure draft regarding whether to include net gains/losses, either realized,
unrealized, or both.

B. Branded Risk Assessment User Guidance

Koenigsman said the revisions in the Handbook chapter IlIA(7) move this guidance to the front of the risk
assessment section of the Handbook to eliminate redundancy. Additional edits are intended to encourage
customization.

C. Guidance for PBBD

Koenigsman said the credit, liquidity, and market risk assessment chapters include updates made in response to
statutory accounting and financial statement blanks reporting. The most significant revisions are for the principle-
based bond definition (PBD). Revisions are drafted to be high-level on purpose. Koenigsman said that the guidance
on structured notes is proposed to be deleted, and there is added guidance proposed on new modified
coinsurance (modco) and funds withheld reinsurance reporting.

D. Guidance for Separate Accounts General Interrogatories Disclosures on Guarantees

Koenigsman said 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. Additionally, updates are proposed related to statutory financial statement blanks changes for
separate account guarantees.

E. Guidance for Notes to the Financial Statement

Koenigsman said there were a multitude of Statutory Financial Statement Blanks Instruction changes that
impacted notes to the financials, tax credit structures withheld, commitments and financing arrangements,
reinsurance, and health care receivables.

F. Exposed Risk Assessment IPS and GPS Examples

Koenigsman said committee support proposed updates to the example Insurer Profile Summary (IPS) and Group
Profile Summary (GPS) that are in the Handbook, as they believe the examples are out-of-date. Koenigsman stated
that committee support recommend deleting the “Other Risk” category.. Koenigsman requested state insurance
analysis staff feedback, recommending exposure of recommendations for public comment. With no objections,
Chew said the proposed revisions to the handbook will be exposed for a 30-day public comment period ending
Oct. 23, with a request to comment specifically on the unrealized capital gains and losses in the hazardous financial
condition formula guidance.

3. Exposed Proposed Changes to P/C IRIS Ratio 9—Adjusted Liabilities to Liquid Assets Ratio

Rodney Good (NAIC) said that the Insurance Regulatory Information System (IRIS) Ratio 9—Adjusted Liabilities to
Liquid Assets currently pulls the affiliated stock value from the five-year historical data table, which includes both
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admitted and non-admitted amounts. This creates a double penalty for insurers with non-admitted affiliated
amounts. In 2024, five insurers would have avoided the unusual result if the calculation excluded non-admitted
values. Therefore, committee support recommended changing the source for affiliated stocks from the five-year
historical data table to Schedule D, Part 6, where the net admitted value can be obtained.

With no objections, Chew said the IRIS ratio change will be exposed for a 30-day public comment period ending
Oct. 23.

Having no further business, the Financial Analysis Solvency Tools (E) Working Group adjourned.

SharePoint/NAIC Support Staff Hub/Committees/E CMTE/2025_3Fall/EOTF/FASTWG 9-23-2025 meeting minutes.docx
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MEMORANDUM
TO:  Greg Chew (VA), Chair, Financial Analysis Solvency Tools (E) Working Group
FROM: Amy Malm, Chair, Risk-Focused Surveillance (E) Working Group
DATE: February 26, 2025

RE: Oversight of Contractor Guidance in FAH

The Financial Regulation Standards and Accreditation (F) Committee sent a referral to the Risk-Focused
Surveillance Working Group (RFSWG) on July 26, 2024, related to standards and expectations for state insurance
departments in using contractors to conduct financial analysis and examination projects. The referral asked the
RFSWG to consider several questions related to supervisory expectations and timelines in this area.

The RFSWG held multiple calls to discuss the issues raised in the referral, before developing proposed revisions to
the Accreditation Review Team Guidelines, Financial Analysis Handbook, and Financial Condition Examiners
Handbook to outline additional regulatory guidelines and expectations in this area. The proposed revisions were
subject to a 45-day public comment period, during which comment letters were received from a joint group of
interested parties and the Georgia Office of the Insurance Commissioner.

Many of the comments received were incorporated into an updated draft of the guidance, which was discussed at
the RFSWG’s Feb. 26 virtual meeting. During the meeting, the RFSWG agreed to some additional edits before
finalizing the guidance. Proposed edits to the Financial Analysis Handbook are included in Attachment One of
this memorandum for FASTWG consideration. Edits are proposed to section I.A. Department Organization and
Communication and to section II. Risk-Focused Financial Surveillance Framework.

As the proposed revisions have been thoroughly reviewed and subject to a public comment period, we recommend
they be considered for adoption without additional public exposure or significant modifications, to ensure the
guidance remains consistent with guidance proposed for the NAIC’s Financial Condition Examiners Handbook and
the Accreditation Review Team Guidelines.

If there are any questions regarding the proposed recommendations, please contact us or NAIC staff (Bruce Jenson
at bjenson@naic.org) for clarification. Thank you for your consideration of this referral.
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MEMORANDUM

TO: Greg Chew, Chair of the Financial Analysis Solvency Tools (E) Working Group
FROM: Diana Sherman, Facilitator of the Chief Financial Regulator Forum
DATE: March 23, 2025

RE: Model #385 Criteria Clarifications

During its March 23, 2025, meeting, the Chief Financial Regulator Forum discussed questions regarding certain
elements of the NAIC’'s Model Regulation to Define Standards and Commissioner's Authority for Companies
Deemed to be in Hazardous Financial Condition (Model #385). Section 3 of Model #385 identifies standards that
may be considered by the commissioner to determine whether the continued operation of any insurer transacting
an insurance business in this state might be deemed to be hazardous to its policyholders, creditors or the general
public.

Some of the standards provided in Section 3 include specific financial performance criteria that require
calculations to determine whether the standards have been triggered. In some cases, regulators have found it
difficult to determine how the calculation should be performed, due to ambiguous language used in the Model.
For example, see standards E and F in Section 3 of Model #385, as included below:

E. Whether the insurer’s operating loss in the last twelve-month period or any shorter period of
time, including but not limited to net capital gain or loss, change in non-admitted assets, and
cash dividends paid to shareholders, is greater than fifty percent (50%) of the insurer’s
remaining surplus as regards policyholders in excess of the minimum required;

F. Whether the insurer's operating loss in the last twelve-month period or any shorter period of
time, excluding net capital gains, is greater than twenty percent (20%) of the insurer's remaining
surplus as regards policyholders in excess of the minimum required;

The terms operating loss, net capital gain or loss, and remaining surplus are not defined within Model #385, nor
are they used in the NAIC Annual Statement, leading to potential confusion and lack of consistency in the
application of standards across states and companies. As guidance for applying Model #385 considerations is
included in the NAIC’s Financial Analysis Handbook, the Chief Forum is referring this issue to the Financial Analysis
Solvency Tools (E) Working Group for further consideration.

We recommend the Working Group develop additional guidance for financial analysts to use in performing these
calculations and implementing the standards outlined in Model #385 within the Financial Analysis Handbook.

If there are any questions regarding the referral, please contact either me or NAIC staff (Bruce Jenson at
bjenson@naic.org) for clarification. Thank you for your consideration of this important issue.
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Attachment Two-B

Examination Oversight (E) Task Force

12/1/25

Financial Analysis Solvency Tools (E) Working Group
Exposure Draft [Due: 10/23/25]
Proposed Revisions to the Financial Analysis Handbook
(2025 Annual/2026 Quarterly)
WI OCI Comments

1. Model 385 Financial Hazardous Condition Standards Guideline (pgs. 2-3)'
Comments:

(1) On pg. 3[P&C Table] —the Annual Statement Reference for “E — Remaining Surplus”
is:

“Surplus as regards policyholders: Page 2, Col. 1, Line 37.”

The reference to page 2 is incorrect (it should be Page 3 — Liabilities, Surplus and
Other Funds).

(2) Feedback on use of Net Unrealized Capital Losses in the calculation:

As the Change in Net Unrealized Capital Gains and Losses is already reflected in
Surplus - I’'m assuming this is referring to the total accumulated Unrealized
Changes in Capital Gains and Losses.

The concern is that this is a paper loss only, which could fluctuate dramatically
during periods of extreme volatility. [Also — for companies that have strong liquidity
(good cash flows from operations and more than ample liquid assets), including this
figure in the calculation could cause the company to ‘fail’ simply due to one bad day
in the market (especially if it just happened to occur on a statutory reporting date).]

2. Branded Risk Assessment Guidance (pg. 4)

Comments: The following statement can be a bit confusing — as the term “risk
components” is not defined:

e “Just asthe analysis is customized to the individual insurer, analysts are strongly
encouraged to customize the risk component names used within the analysis
documentation...rather than relying solely on titles of risks from the Handbook
guidance.”

" For the Model 385 guidance, please provide any feedback on the components used in the suggested
calculations shown in the attachment, including whether Net Unrealized Capital Gains/Losses should be
included or not in the calculation (along with supporting reasoning).

© 2025 National Association of Insurance Commissioners 1
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Suggested change:

e Within each branded risk category, there are generally multiple sub-risks, which
should be clearly defined (using a risk title/risk statement) for the benefit of the
reviewer. For example, Reinsurance Recoverables is a common sub-risk within
the “Credit” branded risk category:

Reinsurance Recoverables [Risk Title]: The risk that reinsurance recoverables are
uncollectable and/or are not paid on a timely basis. [Risk Statement]

Once the sub-risk is clearly defined, the analyst should select appropriate
metrics to assess the company’s exposure to the sub-risk (which could include
quantitative and/or qualitative metrics).

When a branded risk category includes multiple sub-risks with different risk
assessments include an explanation of the overall branded risk category
assessment to explain how the overall risk assessment was determined.

3. Blank Changes Guidance for Principle Based Bond Definition (PBBD) (pgs. 5-24)

Pg. 8: Procedures/Data First Bullet Point states: “Consider evaluating the following
asset classes that may have credit default risk in comparison to total net admitted
assets to determine the level of concentration...Corporate Bonds...”

Comment: The inclusion of “Corporate Bonds” in this list is misleading, as the vast
majority of corporate bonds are highly liquid (publicly traded) and are mostly
investment grade (NAIC 1 or 2). Recommend changing “Corporate Bonds” to:

e Non-investment grade Corporate Bonds

Page 9: Suggest a slight modification to add when to this sentence: “Within the six
NAIC Designations are NAIC Designation Modifiers, which when combined resultin
the NAIC Designation Category.”

4. Separate Accounts General Interrogatories Disclosures on Guarantees (pgs. 25 -31)

Comments: None

5. Notes to the Financial Statement (pgs. 32 - 43)
Comments: None
6. Risk Assessment IPS and GPS Examples (pgs. 44 - 68)

Comments:

© 2025 National Association of Insurance Commissioners 2
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e Insurer Profile Summary Example: It would be helpful to include a subsection
“Holding Company System Overview” (either within the Business Summary, or just
after the Business Summary). [It’s difficult to have a good understanding of the
company unless you understand the business profile of the holding company
system (key business segments/products, geographic territory, etc.) (particularly if
the company participates in an intercompany pooling arrangement).]

Note: This could be combined with the “Impact of the Holding Company on Insurer”
section. [Since understanding the group is a critical pre-requisite for understanding
the company’s risk profile — it would be best to place this information in the front-
end of the IPS.]

7. Proposed Changes to P&C IRIS Adjusted Liabilities to Liquid Assets Ratio (pg. 69)

Comments: None (agree with the proposed changes).

© 2025 National Association of Insurance Commissioners 3
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11.LA.7 Use of Branded Risk Assessment Guidance

USE OF BRANDED RISK ASSESSMENT GENERAL GUIDANCE

To assess eredit-a branded risk category, consider the procedures, data elements, metrics and benchmarks in this
chapter. The placement of procedures, metrics and data within erediteach branded risk category is based on “best
fit.” Analysts should use their professional judgement in categorizing risks when documenting financial
determinations of the analysis. For example, key insurance operations or lines of business may have related risks
addressed in different risk categories. Therefore, analysts may need to review etherrisks in conjunction with eredit
riskmultiple branded risk categories.

Analysts are not expected to document every procedure, data or benchmark result. Rather, analysts and
supervisors should use their expertise, knowledge of the insurer and professional judgement to tailor the analysis
to address the specific risks of the insurer and document the applicable details within the analysis. Results of eredit
risk analysis should be documented in Section IIl: Risk Assessment of the insurer. Documentation of the risk
assessment analysis should be sufficiently robust to explain the risks and reflect the strengths and weaknesses of
the insurer.

Just as the analysis is customized to the individual insurer, analysts are strongly encouraged to customize the
\risk component hames \(i.e., an individual risk exposure or element that contributes to the broader branded risk
category assessment) used within analysis documentation (including within TeamMate+) and the IPS, rather
than relying solely on titles of risks from the Handbook guidance. Clearly labeled risk component names benefit
the understanding of the risk assessment for the reviewer and other readers of the IPS.

In conducting your analysis, utilize available tools in iSite+ such as financial profile reports, dashboards, investment
snapshots, jumpstart reports, and other industry aggregated analysis. Consider also external tools such as rating
agency reports, industry reports, and publicly available insurer information.

Analysts should complete theirreredit risk assessment in conjunction with:
e Areview of the Supervisory Plan and Insurer Profile Summary and the prior period analysis.
e Communication with the company.
e Communication and/or coordination with other internal departments.
e The insurer’s corporate governance which includes the assessment of the risk environment facing the
insurer in order to identify current or prospective solvency risks, oversight provided by the board of

directors and the effectiveness of management, including the code of conduct established by the board.

The feHowing-Handbook’s guidance by branded risk is not an all-inclusive list of possible procedures, data, or
metrics. Therefore, risks identified for which no procedure is available should be analyzed by the state insurance
department based on the nature and scope of the risk.

© 2025 National Association of Insurance Commissioners 1
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in response to WI’s comment #2. The term “Risk
Component” has been used throughout the Handbook for
several years. To change the terminology would be more
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training materials. While “Risk Statement” is a term for
documentation by examiners, it has not been used in
analysis. While staff agrees with directing analysts to utilize
metrics and make overall risk assessments, we feel that is
already sufficiently covered elsewhere in existing Handbook
guidance.
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l C

REDIT RISK: Amounts actually collected or
collectible are less than those contractually due or
payments are not remitted on a timely basis.

The Ecredit Rrisk Aassessment is focused primarily on exposure to credit risk of investments and reinsurance
receivables. In analyzing credit risk, analysts may analyze specific types of investments and receivables held by
insurers. Analysts’ risk-focused assessment of credit risk should take into consideration the following areas (but
not be limited to):

e Concentrations of investments in type and sector (i.e., diversification).

e Materiality of high-risk or low-quality investments.

e Credit quality of affiliates and subsidiaries.

e Extensive use of reinsurance.

e Credit quality of reinsurers.

o Collectability of reinsurance receivables.

e Quality of collateral held on unauthorized or overdue authorized reinsurance.

e Collectability of other receivables (e.g., intercompany receivables).

o Collectability of uncollected premium and agents’ balances.
Cradit 1t £ L4 o heidi
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e Strategies for mitigating credit risk (i.e., counterparty risk with derivatives and off-balance sheet transactions).
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Principles-Based Bond Definition (PBBD)

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.

Analysts should be aware that in some cases, changes between amounts reported on investment schedules and
certain lines of the schedules may not be comparable to the prior year (2025 to 2024) or may vary from the prior
year due to the bond definition change, in which an insurer may hold some securities that no longer meet the
definition of a bond (or vice versa), as well as revisions to investment schedule reporting categories.

The PBBD project revised the definition of a bond to “a security structure representing a creditor relationship with
a fixed payment schedule.” A creditor relationship requires the evaluation of substance rather than solely the legal
form. In assessing credit, market and liquidity risks for bonds, the analyst should have a clear understanding of
what securities are reported as bonds and the related reporting requirements.

Debt secuities that do not quality as bonds are in scope of SSAP No. 21 and would be reported on Schedule BA.
Under PBBD, there are three reasons why a debt security would not qualify as a bond: 1) the debt security does
not reflect a creditor relationship (applies to Issure Credit Obligations—I1CO and Asset-Basked Securities—ABS); 2)
the debt security has a lack of substantive credit enhancement (applies to ABS); and 3) the debt security lacks
meaningful cash flows (applies to non-financial ABS).

The PBBD modified Schedule D reporting to differentiate more fully between Issuer Credit Obligations (ICO),
reported on Schedule D Part 1, Section 1, and Asset-Backed Securities (ABS) reported on Schedule D Part 1, Section
2, which are defined as follows.

ICOs are issued by operating entities. For an ICO, the repayment of the instrument is supported primarily by the
general creditworthiness of an operating entity or entities. ICOs are reported on Schedule D, Part 1, Section 1,
which only includes securities in scope of SSAP No. 26. Investments in orange italics are not bonds but are explicit
inclusions within the scope of SSAP No. 26.

e U.S. Government Obligations

e Other U.S. Government Obligations

e Non-U.S. Sovereign Jurisdiction Securities

e Municipal Bonds — General Obligations

e Municipal Bonds — Special Revenue

e Project Finance Bonds Issued by Operating Entities (Unaffiliated / Affiliated)

e Corporate Bonds (Unaffiliated / Affiliated)

e Mandatory Convertible Bonds (Unaffiliated / Affiliated)

e Single Entity Back Obligations (Unaffiliated / Affiliated)

e SVO-Identified Bond Exchange Traded Funds—Fair Value

e SVO-Identified Bond Exchange Traded Funds—Systemic Value

2025 National Association of Insurance Commissioners 2
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Bonds Issued by Funds Representing Operating Entities (Unaffiliated / Affiliated)

Bank Loans—Issued (Unaffiliated / Affiliated)

Bank Loans—Acquired (Unaffiliated / Affiliated)

Mortgage Loans that Qualify As SVO-Identified Credit Tenant Loans (Unaffiliated / Affiliated)

Certificates of Deposit

Other Issuer Credit Obligations (Unaffiliated / Affiliated)

ABSs are bonds created for the primary purpose of raising debt capital backed by financial assets or cash-

generating non-financial assets owned by the ABS issuer, where repayment is primarily derived from the cash

flows associated with the underlying defined collateral other than the issuing entity’s operating cash flows.

Required Defining Characteristics:

o __Reporting entity holder of debt is in a different position than if the underlying collateral was held
directly.

o Collateral must be financial assets or cash-generating non-financial assets expected to generate a
meaningful source of cash flows for bond repayment other than through sale or refinancing of
the assets.

ABSs are reported on Schedule D, Part 1, Section 2, which only includes securities in scope of SSAP No. 43.

Financial Asset-Backed Securities — Self-Liguidating [i.e. RMBS, CMBS, CLOs]

o Agency Residential / Commercial Mortgage-Backed Securities — Guaranteed (Exempt from RBC)

o Agency Residential / Commercial Mortgage-Backed Securities — Not/Partially Guaranteed (Not
Exempt from RBC)

o__Non-Agency Residential / Commercial Mortgage-Backed Securities (Unaffiliated / Affiliated)

o __Non-Agency — CLOs/CBOs/CDOs (Unaffiliated / Affiliated)

o __Other Financial Asset-Backed Securities — Self-Liquidating (Unaffiliated / Affiliated)

Financial Asset-Backed Securities — Not Self-Liquidating [i.e. CFOs, other equity-backed]

o Equity Backed Securities (Unaffiliated / Affiliated)
o__Other Financial Asset-Backed Securities — Not Self-Liquidating (Unaffiliated / Affiliated)

Non-Financial Asset-Backed Securities — Practical Expedient [i.e. Lease-backed with less than 50%

cashflows from sale/refinance at maturity]
o Lease-Backed Securities — Practical Expedient (Unaffiliated / Affiliated)
o Other Non-Financial Asset-Backed Securities — Practical Expedient (Unaffiliated / Affiliated)

Non-Financial Asset-Backed Securities — Full Analysis [i.e. Lease-backed / other ABS supported as bonds

due to entities detailed analysis]
o Lease-Backed Securities — Full Analysis (Unaffiliated / Affiliated)
o __Other Non-Financial Asset-Backed Securities — Full Analysis (Unaffiliated / Affiliated)

Further detailed guidance on the Principles Based Bond Definition, including what classifies as a bond and the

related reporting changes can be found within:

SSAP No. 21—O0ther Admitted Assets

SSAP No. 26—Bonds

SSAP No. 43—Asset-Backed Securities

Statutory Issue Paper No. 169—Principles-Based Bond Definition

2025 annual and quarterly financial statement reporting blanks and instructions
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ANNUAL CREDIT RISK ASSESSMENT

Significant Investment Concentration by Asset Class

Determine whether the insurer’s investment portfolio appears to be adequately diversified to avoid an undue
concentration of investments by asset type, duration or issuer.

Various types of investments to total net admitted assets (excluding separate accounts) are a measure of the
diversity of the insurer’s investment portfolio by type of investment. The results of these ratios may also provide
some indication of the insurer’s liquidity. Ratios are included for most types of investments except for government
and agency bonds and cash and short-term investments, which are generally very liquid and have low credit risk.
In addition, the ratio of the investment in any one issuer to total net admitted assets (excluding separate accounts)
is a measure of the diversity of the insurer’s investment portfolio by issuer.

Procedures / Data
e Consider evaluating the following assets classes that may have credit default risk in comparison to total net
admitted assets to determine the level of concentration:
. . o
Issuer Credit Obligations (Unaffiliated):
= Project Finance Bonds Issued by Operating Entities
= |Corporate Bonds\ (non-investment grade)
= Mandatory Convertible Bonds
= Single Entity Back Obligations
= Bonds Issued by Funds Representing Operating Entities
= Bank Loans—Issued or Acquired
= Mortgage Loans that Qualify As SVO-Identified Credit Tenant Loans
= Other Issuer Credit Obligations
o Financial and Non-Financial Asset-Backed Securities

Rocidential martannod ho edse ec (PAD il martanne ha

Preferred stocks

Mortgage loans

Other invested assets (Schedule BA)

Derivative exposure to any single Exchange, Counterparty or Central Exchange

Collateral Loans [Life/A&H Insurers]

Aggregate write-ins for invested assets

Investments in affiliates, subsidiaries, and parent

Any single investment (by issuer) in bonds, preferred stock, mortgages, or BA assets (excluding federal
issuers and affiliated investments)

O 0O O O 0 O O ©

Additional Review Considerations

e Review the percentage distribution of assets for significant shifts in the mix of investments owned during the
past five years.

e Compare the insurer’s distribution of cash and invested assets to industry averages and peer averages on
iSite+ to determine significant deviations from the industry and peer averages. The comparison should focus
on an appropriate peer group based on insurer type and asset size.

© 2025 National Association of Insurance Commissioners 4
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e Review of the Annual Supplemental Investment Risks Interrogatories to identify any unusual items or areas
and determine whether the insurer’s investment portfolio is adequately diversified to avoid significant
aggregate credit risk.

e Perform sector analysis of Schedule D holdings with assistance of the NAIC Capital Markets Bureau if concerns
exist that indicate a sector of the market may be experiencing financial distress that could result in credit risk
to holders of bonds or stocks in that sector.

o If concerns exist regarding counterparty credit risk on derivatives, review Annual Financial Statement,
Schedule DB, Part D to identify the counterparties and use available information (e.g., rating agency reports)
to identify any concerns with the credit quality of the counterparty. Refer to IV.A. Supplemental Analysis
Guidance — Financial Analysis and Reporting Considerations for general information and a primer on
derivatives.

P —

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

e Inquire of the insurer:
o Planned asset mix and diversification strategies.
o How the insurer manages counterparty credit risk, including diversification risk of counterparties.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Procedures / Data

e Distinguish between the different non-investment grade classes as the risks are materially different. Consider
the level of exposure to non-investment grade bonds in comparison to policyholder surplus (P/C), to capital
and surplus plus AVR (L/H) and to capital and surplus (Health), to total bonds, or to total invested assets.

e Consider fluctuations in non-investment grade bond holdings by designation.

e Review Annual Financial Statement, Schedule D — Part 1A —Seetien-+-and compare the insurer’s holdings of
non-investment grade bonds to the limitations included in Investments in Medium and Lower Grade
Obligations Model Regulation (#340) (or similar state law). Given the potential volatility in prices and that the
main concern is risk of loss to capital, an important consideration is the price at which non-investment grade
bonds are held. The NAIC’'s Model #340 establishes limitations on the concentration of non-investment grade
bonds because of concerns that changes in economic conditions and other market variables could adversely
affect insurers having a high concentration of these types of bonds.

o Review the amount of non-investment grade bonds by NAIC designation compared to total net admitted
assets (excluding separate accounts) utilizing Model #340:
= Aggregate amount of all bonds owned which have an NAIC rating of 3, 4, 5, or 6.
= Aggregate amount of all bonds owned which have an NAIC rating of 4, 5, or 6.
= Aggregate amount of all bonds owned which have an NAIC rating of 5, or 6.
= Aggregate amount of all bonds owned which have an NAIC rating of 6.

Within the six NAIC Designations are NAIC Designation Modifiers, which when combined result in the NAIC
Designation Category. These categories are 20 granular delineations of investment risk within the NAIC 1 through
NAIC 6 investment risk scale used to relate investment risk in insurer-owned securities to a risk-based capital
factor.

Refer to the Purposes and Procedures Manual of the NAIC Investment Analysis Office for detailed information on
how the following NAIC designations and modifiers are determined.

© 2025 National Association of Insurance Commissioners 5
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NAIC Designation | NAIC D Modifier | NAIC D Category
1A

D O

=)

(o]

Additional Review Considerations

o |fthe level of non-investment grade bonds is material, review Annual Financial Statement, Schedule D Part 1A
and Part 1, Jumpstart Reports (e.g., Bond Investment Designation Exception Report), Risk-Based Capital
report, and the Financial Profile Reports and Dashboards to assess and understand the composition of non-
investment grade bonds:
o Amount and/or percentage of bonds in each NAIC designationetass 3, 4, 5 or 6.

Amount and/or percentage of bonds within each NAIC designation 3, 4, or 5 by designation category.
Fluctuations and shifts in concentrations by class; new purchases; downgrades or upgrades.
Concentration by sector or issuer, including affiliates.

Whether or not bonds have been rated by a credit rating provider (CRP) (e.g., Moody’s Investors Service,
Standard & Poor’s, A.M. Best, or Fitch Ratings).
o Issuers that the rating agencies have on negative watch.
e Inquire of the insurer:
o Explanation of significant exposures.
o Policies and strategy for investing in non-investment grade bonds. Determine if the insurer is adhering to
those investment policies.
o For the more significant non-investment grade bonds, consider requesting from the insurer audited
financial statements and a rating agency report from a CRP for the issuer of the bonds to assess the issuer’s
current financial position and ability to repay its debt.

O O O O

Borrower Default and Volatility for RMBS; €MBSandtBaSSAsset-Backed Securities,

otOR
Prepayment Variability for RMBS

Determine whether concerns exist over borrower default risk due to the level of investments in asset-backed
scecurities (ABS) including residential mortgage-backed securities (RMBS), commercial mortgage-backed
securities (CMBS) and other financial or non-financial asset-backed securities reported on Schedule D Part 1,

Section 2; aned-Hean-backed-and-structured-securities{BaSS)-or prepayment variability risk in RMBS. Lower credit
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quality of the borrowers (i.e., prime versus subprime) may result in higher risk of default, leading to credit losses
in the event of a housing and/or commercial real estate market downturn.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Procedures / Data

Review the following ratios to determine the level of concentration in RMBS,-EMBS-and-LBaSSasset-backed

securities owned.

o Ratio of all RMBS-EMBS-and-LBaSSasset-backed securities compared to total net admitted assets.

o Ratio of all RMBS,-CMBS-and-LBaSSasset-backed securities compared to policyholder surplus (P/C), or
capital and surplus or capital and surplus [L/H or Health].

o RMBS compared to total cash and invested assets, or to capital and surplus.

o Any increasing trend in a material exposure from the prior year.

Additional Review Considerations

Review the asset-backed securities RMBS,—EMBS—and—LBaSS—securities categories in Annual Financial
Statement, Schedule D — Part 1 — Section 2 for bonds with a book/adjusted carrying value (BACV) significantly
in excess of par value. This could result in a loss being realized if bond prepayments occur faster than
anticipated.

Review the asset-backed securities RMBS—CMBS and-LBaSS—categories in Annual Financial Statement,

Schedule D — Part 1 — Section 2 for bonds with an unusually high effective yield.

The effective yield on most debt securities is generally linked to its credit risk and duration. However,

significant prepayment risk can also increase the effective yield.

Review Annual Financial Statement, Schedule D, Part 1 — Section 2, and the Snapshot Investment Summary

Report on iSite+ to assess exposure to agency versus non-agency asset-backed securitiesRMBS,-EMBS—and

LRact,

Consider having the asset-backed securities RIMBS,-EMBS-and-EBaSS-modeled by an independent actuary as a

part of an independent cash flow analysis.

Inquire of the insurer:

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

o There are many different types of RMBS, each of which have different characteristics and inherent risks.
Therefore, consider requesting information from the insurer regarding the percentage distribution and
amounts of each type of asset-backed securities RMBS,-EMBS-and-LBaSS-held; planned amortization class
(PAC), support bonds, interest-only (10) tranches, and principle-only (PO) tranches to evaluate the help
evaluate the riskiness of the portfolio and the level of prepayment risk in the portfolio. 10 bonds are
particularly volatile.

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

---DETAIL ELIMINATED TO CONSERVE SPACE---
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---DETAIL ELIMINATED TO CONSERVE SPACE---

Default or Volatility of Other Invested Assets (Schedule BA)

Determine whether concerns exist due to the level of investment in other invested assets (Schedule BA). The types
of investments included in Annual Financial Statement, Schedule BA include: debt securities that do not qualify as
bonds; surplus notes; capital notes; eelateralteans,—joint ventures, ane—partnerships, and limited liabilty
companies; collateral loans; non-collateral loans; federal and state tax credit investments; working capital finance
investments; and residual tranches or interests-ei-and-gas-productionand-mineralrights. Refer to SSAP No. 21
and the guidance above on the PBBD as it relates to debt securities that do not qualify as bonds. Joint ventures
and partnerships typically involve real estate. These types of assets also tend to be fairly illiquid and may contain
significant credit risk. BA assets often have complex investment strategies and unpredictable cash flows. The
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volatility of underlying assets (e.g., certain hedge funds and private equity funds) may result in underlying assets
not being adequate.

Credit risks for Schedule BA assets include:

e Credit quality of the investments that may result in impairment and default.
o Complexity of BA assets.

e Adequacy of collateral of BA assets.

e Volatility of cash flows.

e Portfolio volatility driven by economic changes on BA assets.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Credit Quality, Adequacy and Appropriateness of Assets Held for Modco or FWH
Agreements (Life/A&H Insurers)

Concerns may exist regarding the quality, adequacy and appropriateness of assets held to support Modified
Coinsurance (Modco) or Funds Withheld (FWH) reinsurance, particularly as investments become increasingly
complex. Concerns may include controls and governance over investment practices, valuation and ratings of
assets, and if material amounts of assets involve related party transactions.

Where collateral held is related to Modco and FWH reinsurance, the analyst should review the information in
Note to the Financials #5L(1), #5L(4) and #5L(5), and Schedule S—Part 8 —Reinsurance Agreements with Funds
Withheld and Modified Coinsurance, in conjunction with other credit, operational and strategic risk of the
insurer’s reinsurance program. Additionally, review the analysis considerations related reserve reporting required
by AG 53 (complex assets) and AG 55 (assets supporting reinsurance) outlined in the Reserving Risk Assessment
and SOA procedures and guidance.

Where the company is engaged in material Modco and FWH arrangements, the analyst can use the detail of
collateral received and held under Note 5L(4) to identify the types of assets held by investment schedule, and gain
an understanding of the materiality of aggregate BACV of the collateral received to the insurer’s asset portfolio.
Further, the Note #5L(5) disclosure identifies if securities held as collateral under Modco or FWH agreements are
also pledged under other arrangements, in which case they would not be for the benefit of the reinsurer or
available to fulfill the liabilities of the reinsurance contract. The analyst can use the information in Schedule S—
Part 8 to identify any concerns with the types of assets and credit quality of assets held under ceded or assumed
Modco or FWH agreements.

Procedures / Data

o Identify the types of reinsurance agreements and jurisdiction of the reinsurer [Annual Financial Statement,
Schedule S — Part 3] and determine if concerns may exist over the adequacy and quality of assets held by
reinsurers in support of ceded reserves that may require further analysis or inquiry to the insurer.

e Compare the BACV of the collateral received and assets held under Modco/FWH Reinsurance Agreements to
the recognized obligation for Modco and FWH assets. [Annual Financial Statement, Notes to the Financials
#5L(4)(m and n)].

e Identify if investments held under FWH agreements (including Modco) are related to the Modco/FWH
reinsurer [Annual Financial Statement, Notes to the Financials 5L(5)(0-Vv)].

e Identify if the insurer is engaged in ceding business under Modco and FWH agreements with offshore
reinsurers.

2025 National Association of Insurance Commissioners 9
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o

Gain an understanding, through review of Schedule S - Part 3, of the types of insurance business

ceded, the reinsurer’s jurisdiction, if affiliated or non-affiliated, and applicable collateral
requirements by type of reinsurer (i.e. authorized, unauthorized, reciprocal jurisdiction, certified)

e Review Schedule S — Part 8 to determine if concerns exist regarding the types of assets held or the credit

quality of assets held under Modco/FWH agreements. Consider if the aggregate of medium or lower quality

assets held represent a material amount of the related Modco/FWH liabilities.

e Determine if assets held under Modco or FWH agreements are also pledged under other agreements [Annual

Financial Statement, Notes to the Financials #5L(5)].

Additional Review Considerations

e |f concerns exist regarding the types of assets held or the credit quality of assets held under Modco or FWH

agreements, or concerns over reinsurance reporting, inquire of the insurer to:

o

Identify the applicable reinsurers and reinsurance agreements.

o

Has the insurer entered into new offshore unaffiliated Modco or FWH agreements for which the

agreement was not required to be reviewed by the Department?
If offshore reinsurance, gain an understanding of the insurer’s business purpose for ceding

business offshore.
Gain an understanding of the collateral requirements for the type of reinsurance and jurisdiction.

Request a copy of the applicable Modco/FWH reinsurance agreements and assess if the

investment requirements are in compliance with the terms of the agreement and the state’s
reinsurance statutes.
Gain an understanding of the insurer’s investment practices, governance policies and use of asset

managers for reinsurance assets.

e If a material amount of assets held under Modco or FWH agreements are also pledged under other

arrangements, inquire of the insurer to gain a better understanding of their use of collateral assets within

their reinsurance program and to ensure the insurer is in compliance with collateral requirements.

e Refer significant concerns identified to the examiner for further review, if warranted.

---DETAIL ELIMINATED TO CONSERVE SPACE---

QUARTERLY CREDIT RISK ASSESSMENT

The quarterly credit risk procedures are designed to identify the following. For additional guidance on individual
procedure steps, please see the corresponding annual procedures discussed above.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Volatility Risk by Asset Class

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

Procedures/Data

e Review and determine whether there are concerns due to the change in certain asset classes from the prior

year-end.
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o Increase in non-investment grade bonds and non-investment grade short-term investments from the prior
year-end, where such investments are material compared to cash and invested assets (L/H) or
policyholder surplus (P/C), or capital and surplus (Health).

o Increase in mortgage loans from prior year-end, where the ratio of total mortgage loans are material
compared to cash and invested assets (L/H) or policyholder surplus (P/C), or capital and surplus (Health).

o Increase in BA assets from prior year-end, where the ratio of BA assets is material compared to cash and
invested assets (L/H) or policyholder surplus (P/C) or capital and surplus (Health).

= Note: Beginning with quarterly 2026, collateral loans are classified and reported on Schedule BA
Parts 2 and 3, in accordance with the type of collateral that secures the loan, enabling analysts
the ability to identify the type of collateral. (Refer to 2026 Quarterly Blanks Instructions and SSAP
No. 21R—Other Admitted Assets).

o Increase in aggregate write-ins from prior year-end, where the ratio of aggregate write-ins are material
compared to cash and invested assets (L/H) or policyholder surplus (P/C) or capital and surplus (Health).

o Increase in affiliated investments from the prior year-end, where the ratio affiliated investments are
material compared to cash and invested assets (L/H) or policyholder surplus (P/C) or capital and surplus
(Health).

o [Life only] Review Schedule DB — Part D — Section 1. Increase in derivative investments where the ratio of
potential exposure to counterparty exposure for derivative instruments to capital and surplus plus AVR is
material.

---DETAIL ELIMINATED TO CONSERVE SPACE---
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---DETAIL ELIMINATED TO CONSERVE SPACE--- 12/1/25

PRINCIPLES-BASED BOND DEFINITION (PBBD)

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 along with the
implementation of the statutory accounting principles-based bond definition (PBBD) revisions.

Analysts should be aware that in some cases, changes between amounts reported on investment schedules
and certain lines of the schedules may not be comparable to prior year (2024) or may vary from the prior year
due to the bond definition change, in which an insurer may hold some securities that no longer meet the
definition of a bond (or vice versa).

*Refer to the Credit Risk Assessment chapter of this Handbook for further information on the PBBD.

---DETAIL ELIMINATED TO CONSERVE SPACE---

ANNUAL LIQUIDITY RISK ASSESSMENT

Insufficient Overall Liquidity, {
or,
Illiquid Assets are Significanty

Evaluate the insurer’s liquidity position and examine its ability to meet financial obligations as they come due,
including claim payments, operational expenses, and other financial commitments. Less liquid assets may be
unavailable to pay policyholder claims as they are not as easily or quickly marketable. The assessment of
liquidity involves a detailed analysis of changes in the insurer’s liquid assets, asset-to-liability ratios, and liquidity
trends. Comparison with industry averages and peer companies offers valuable insights into the insurer’s
liquidity standing within its market segment.

Procedures / Data

e Analyze the insurer’s liquidity position by reviewing the following metrics and data elements:
o Change in liquid assets
= Asignificant increase in an insurer’s total liquid assets could indicate that it has been unable to
collect on receivables. If the change is significant, an analyst may consider a more detailed
review of the change in the asset mix from the prior period to determine the cause of the
fluctuation.
o Ratio of restricted assets to total cash and invested assets
= Assessment of materiality of restricted assets is intended to determine if any liquidity concerns
exist regarding the level of assets not under the insurer’s exclusive control. Analysts should
review General Interrogatories and Notes to the Financial Statement #5 to determine the reason
the assets are not under the insurer’s exclusive control (e.g., loaned to others, subject to
repurchase or reverse repurchase agreements, pledged as collateral, placed under option
agreements) and who holds the assets in order to evaluate whether there are liquidity concerns.
Analysts should also consider the potential for pledging additional assets, as in variation margin
requirements for derivatives transactions.
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= Assess if collateral received and assets held under Modco/Funds Withheld reinsurance coln?t/r%/cztg

reflected as assets within the insurer’s financial statement have also been pledged under other

agreements and are not available for the benefit of the reinsurer (e.g., securities lending, repo
transactions, FHLB collateral, etc.), per Notes to the Financials 5L(5).

---DETAIL ELIMINATED TO CONSERVE SPACE---

ADDITIONAL PROCEDURES APPHCABLETOHQUHDHYRISK

---DETAIL ELIMINATED TO CONSERVE SPACE---

Inquire of the Insurer

Consider requesting additional information from the insurer if liquidity risk concerns exist in a specific area. The
list provided are examples of types of information or explanations to be obtained that may assist in the analysis
of liquidity risk for specific topics where concerns have been identified.

e General Investment Inquiries

O

O O O O O

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

Any additional concentration by collateral type.

Management’s process for valuing securities to assist the analyst in assessing if the securities are valued
appropriately.

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

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

If the insurer has controls implemented to mitigate the risks associated with this investment type.
Sources of liquidity, such as letters of credit (LOCs).

Information/explanation of guarantees or other commitments to PSA.

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

Separate accounts plan descriptions and/or policy forms as they relate to its securities lending program
(Life/A&H).

e |nvestment Diversification

@)

Planned asset mix and diversification strategies.

e Mortgages

o Handling of foreclosed mortgage loans.
e BA Assets

o Information regarding the liquidity of non-traditional investments to ensure that limitations in this area
are understood.

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

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

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

and private equity funds.
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o RMBS-CMBSandtBaSSFinancial and Non-Financial Asset-Backed Securities /1
o Percentage distribution and amounts of each-type-ofRMBS-CMBS-and-LBaSSasset-backed securites (e.g.

Agency RMBS/CMBS, Non-Agency RMBS/CMBS, CLO/CBO/CDO, Other ABS) held; planned amortization
class (PAC), support bonds, interest only (10) tranches, and principle only (PO) tranches to evaluate the
level of prepayment risk in the portfolio.

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

---DETAIL ELIMINATED TO CONSERVE SPACE---
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I R Movermont in

ARKET RISK: 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 investments.

The mMarket Rrisk Aassessment is focused primarily on exposure to market risk of investments and reirsurance
receivables. In analyzing market risk, the analyst may analyze specific types of investments and receivables held

by insurers. An analyst’s risk-focused assessment of market risk takes into consideration the following areas (but
not be limited to):

Diversification of assets subject to market risk

Valuation of assets

Economic/market impacts on asset value (e.g., real estate, structured-notes;-etc.)
Use of derivatives

Investment turnover
Capital gains and losses on investments
Investment Income
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111.B.4. Market Risk Assessment

Principles-Based Bond Definition (PBBD)

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 along with the
implementation of the statutory accounting principles-based bond definition (PBBD) revisions.

Analysts should be aware that in some cases, changes between amounts reported on investment schedules and
certain lines of the schedules may not be comparable to prior year (2024) or may vary from the prior year due
to the bond definition change, in which an insurer may hold some securities that no longer meet the definition
of a bond (or vice versa).

*Refer to the Credit Risk Assessment chapter of this Handbook for further information on the PBBD.

ANNUAL MARKET RISK ASSESSMENT

Significant Investment Concentration by Asset Class

Determine whether the insurer’s investment portfolio appears to be adequately diversified to avoid an undue
concentration of investments by asset type, duration or issuer.

Various types of investments to total net admitted assets (excluding separate accounts for Life/A&H) are a
measure of the diversity of the insurer’s investment portfolio by type of investment. The results of these ratios
may also provide some indication of the insurer’s liquidity. In addition, the ratio of the investment in any one
issuer to total net admitted assets (excluding separate accounts for Life/A&H) is a measure of the diversity of the
insurer’s investment portfolio by issuer.

For foreign securites, market risk may include material exposures that could result in credit losses if those
investments are affected by negative changes in geopolitical or foreign economic environments.

For mortgage loans, market risk may include the risk that the insurer is not properly identifying, handling and
recording foreclosed mortgage loans.

Procedures/Data

e Consider evaluating the following assets classes in comparison to total admitted assets' to determine the level
of concentration (See also Credit Risk Assessment for diversification of other asset classes):
o Asset-Backed SecuritiesResidential-mortgaged-backed-securities{RMBS—comme

o Foreign bonds.

I For ratios in this asset concentration procedure, net admitted assets excludes separate accounts for Life/A&H.
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111.B.4. Market Risk Assessment
o Common stocks.
o Mortgage loans.
o Real Estate (before encumbrances), including home office real estate.
o Total derivatives (notional value).
o Investment in affiliates.
o Anyonesingle investment in foreign bonds, common stock, real estate and derivatives (excluding afiliated
investments) (Note that single investments in financial asset-backed securities are considered within the
Credit Risk Assessment).
---DETAIL ELIMINATED TO CONSERVE SPACE---
5 H islg H Commented [JK1]: Removed due to Principles-based bond

definition. However, a note is recommended to be added to the
Primer on Derivatives in IV.A. stating “Additionally, securities that
are labeled “principal-protected notes” and “structured notes™ are
captured within the scope of SSAP No. 86—Derivatives (refer to
SSAP No. 86 paragraph 5g).”
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---DETAIL ELIMINATED TO CONSERVE SPACE---

Exposure to Derivative Investments,
orOR
Hedge Effectiveness of Derivatives Portfolio

Determine whether concerns exist due to the value of investment in derivative instruments. A derivative
instrument is a financial market instrument which has a price, performance, value, or cash flow based primarily
on the actual or expected price, performance, value, or cash flow of one or more underlying interests. Derivative
instruments (which consist of options, caps, floors, collars, swaps, forwards, swaptions and futures) are used by
some insurers to hedge against the risk of a change in value, yield, price, cash flow, or quantity or degree of
exposure with respect to its assets, liabilities, or anticipated future cash flows. A market risk may include that
insurer’s derivatives strategy may not meet hedge effectiveness for mitigating risk. If an insurer invests in
derivative instruments, it is important for the analyst to understand the impact that these derivative instruments
have on the risk return profile of the insurer’s cash market investment portfolio under different scenarios. For
insurers with significant investments in derivative investments, this will probably require the analyst to obtain the
assistance of an actuary.

Refer to IV. Supplemental Analysis Guidance — Financial Analysis and Reporting Considerations for general
information and a primer on derivatives.

---DETAIL ELIMINATED TO CONSERVE SPACE---

QUARTERLY MARKET RISK ASSESSMENT

The quarterly market risk procedures are designed to identify the following. For additional guidance on individual
procedure steps, please see the corresponding annual procedures discussed above.

Significant Investment Concentration by Asset Class
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Determine whether the insurer’s investment portfolio appears to be adequately diversified to avoid an undue
concentration of investments by type or issue. See also Credit Risk Assessment for diversification of other asset
classes.

Procedures/Data

e Common stocks owned as a percent of total net admitted assets'.

e Mortgage loans owned as a percent of total net admitted assets.

e Real estate (before encumbrances), including home office real estate owned as a percent of total net admitted
assets.

e Investments in affiliates owned as a percent of total net admitted assets.

Additional Procedures
e Review iSite+ for significant shifts in the mix of investments owned over the last five years.

---DETAIL ELIMINATED TO CONSERVE SPACE---

i For ratios in this asset concentration procedure, net admitted assets excludes separate accounts for Life/A&H, and Health.
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---DETAIL ELIMINATED TO CONSERVE SPACE---

Reserve Understatement / Reserve Adequacy Risk Based on Review of Actuarial
Memorandum

1. Consider the following procedures for reviewing the Actuarial Memorandum.

*****************DETAIL ELIMINATED TO CONSERVE SPACE********************

Comments

g. Ifrequired within the scope of Actuarial Guideline 55 (AG-55) and as required
under VM-30, did the company provide (either in the AOMR, a standalone
document, or similar memorandum) a report documenting the information
on treaties, cash-flow testing assumptions and results, attribution analysis
and risk identification reinsurance transactions?

2. Identify any concerns from the review of the Actuarial Memorandum including, but not limited to, the areas
of assets, liabilities, scenario results, actuarial assumptions, sensitivity tests and the general overall
adequacy of the asset adequacy analysis.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Comments

If additional concerns are noted based on the review of the RAAIS and/or
Actuarial Memorandum, consider performing the following additional
procedures [Note: Procedures “a” through “d” are applicable to insurers utilizing
the New York 7 actuarial interest rate scenario tests. Procedure “e” is applicable
to other cash flow scenario testing.]

g. Review the AG-55 reporting in _the AOMR regarding asset intensive
reinsurance transactions, if within scope of AG-55. Determine whether
concerns exist in meeting asset adequacy requirements, such as:

i. the adequacy of assumptions utilized

ii. the cash flow testing results

iii. attribution analysis performed and its results

iv. explanations provided within _risk identification or other analysis
performed

v. the collectability risk associated with the assuming company
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111.B.8.b.ii Reserving Risk Assessment — Life/A&H/Fraternal

RESERVING RISK: Actual losses and other
contractual payments reflected in reported reserves
or other liabilities will be greater than estimated.

The Reserving Risk Assessment is focused primarily on two key aspects of reserving: 1) reserve valuation; and 2)
reserve adequacy. Analysis of reserves relies heavily on the review of the Statement of Actuarial Opinion (SAO)
and other related filings. In analyzing reserving risk, the analyst may analyze specific types of reserves established
by life insurers, reserving methodologies and various aspects of life insurance that affect reserving. For example,
an analyst’s risk-focused assessment of reserving risk may consider the following areas (but not limited to):

e Reserve valuation in accordance with the appropriate valuation requirements.

e Reasonableness of valuation bases utilized, testing, assumptions, and methodologies to determine reserves.
e Adequacy of assets to support policyholder benefits.

e Appropriate reporting of reserves.

e Lines of business written by the insurer.

e Types of reserves for life, accident, and health (A&H) and annuity lines of business.

e Reserve development.

e Reinsurance.

e Reserving for guarantees on separate accounts.

The analyst may need to review other risks in conjunction with reserves. For example:
e Reserves are also addressed in the Actuarial Opinion Worksheet.

e Separate Accounts are also addressed in the Operations and Liguidity Risks.

e Surrender activity is also addressed in the Liquidity Risk.

GENERAL GUIDANCE

The Annual Reserve Risk Assessment Procedures are designed to identify potential areas of concern to the analyst.
While the underlying actuarial techniques relating to life reserves are quite complicated, the analyst should
remember that there are two basic objectives regarding life reserves. The first objective is that the insurer’s life
reserves are calculated using the appropriate valuation methodology (formula or principle-based), and the second
objective is that the insurer’s assets are adequate to support the future policy obligations. To meet the first
objective, reserves for policies and contracts subject to the formula-based valuation methodology, including the
formula reserves required by VM-20, should be calculated in accordance with the minimum formula statutory
valuation standards, using the appropriate valuation assumptions and valuation methods. For policies and
contracts subject to a principle-based valuation methodology, in addition to the formula reserves, reserves should
be calculated in accordance with the principle-based valuation requirements of VM-20.

Involvement of an Actuary: The analyst should involve an actuary where indicated in the procedures or as needed.

To stay within any required deadlines for reviews, the analyst should document any greater in-depth reviews
being performed by the actuary (such as involving the confidential actuarial memorandum or the confidential

rinciple-based reserving (PBR) report for life reserves) and supplement the documentation when such actuarial

review is complete. Questions or requests for assistance regarding PBR and for asset adequacy analysis may be
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111.B.8.b.ii Reserving Risk Assessment — Life/A&H/Fraternal

made to the NAIC actuarial resources. Please see the NAIC website for the Valuation Analysis (E) Working Group
for contact information regarding the use of NAIC actuarial resources and use of the Working Group if needed.

Depth of Review: Life, annuity, PBR and accident and health (A&H) involve many products and complex

requirements. A complete determination of compliance with all of these requirements during the course of an
annual financial analysis review is typically not practical for many companies. Judgment in a risk-focused approach
will need to be exercised regarding greater focus and use of actuarial expertise in any procedure provided below.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Non-Guaranteed Elements Opinion (if applicable)

PROCEDURE #6. Determine that a qualified actuary prepared the non-guaranteed elements opinion.

PROCEDURES #6B AND #6C. Review the non-guaranteed elements opinion in order to determine that the insurer’s
reserves were determined in a manner that considered the non-guaranteed elements for individual life and
annuities policies.
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111.B.8.b.ii Reserving Risk Assessment — Life/A&H/Fraternal

ANNUAL RESERVING RISK ASSESSMENT

Refer to the Overview sections at the end of this chapter for more guidance on Life, Annuity, A&H and Long-
Term Care reserves.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Insufficient Asset Adequacy

Determine whether the insurer’s underlying assets are adequate to support the future obligations of its life
insurance policies. Risks may include the potential for understated reserves if unusual or specific policy features
and benefits are not valued and reserved for correctly; or, if asset adequacy testing results reflect the assets held
and may not be sufficient to support future policy obligations. If the insurer filed an SAO based on an asset
adequacy analysis, then the SAO itself, and the supporting actuarial memorandum, if requested, can provide the
analyst with comfort in this regard. If a SAO that does not include an asset adequacy analysis is filed, the analyst
can review net interest spread ratios for insights regarding the relationship of investment income with tabular
interest. Insurance Regulatory Information System (IRIS) ratio #11 is included in the procedures as a test of reserve
consistency between the current year and the prior year.
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The analyst may also consider performing a review of the actuarial memorandum, if available. This will provide
the analyst with substantial analyses with regard to asset adequacy. If an actuarial memorandum is not available,
the analyst should consider the need to have an independent asset adequacy analysis conducted. Additional
procedures regarding the SAO are found in Section 111.B.8.d. Additional guidance for new reporting requirements
for AG-53 regarding high-yielding complex assets is found above.

Procedures / Data

e Net interest spread on life reserves (net investment income, less tabular interest, divided by average life
reserves)

e Change in Asset Mix (IRIS Ratio 11)

Qualitative and Additional Review Considerations

e [f the insurer filed a Statement of Actuarial Opinion based on an asset adequacy analysis, review the results
of the Actuarial Opinion Assessment, and note any concerns regarding the adequacy of the insurer’s
underlying assets to support future life insurance policy obligations.

e Pursuant to the review of the Regulatory Asset Adequacy Issues Summary (RAAIS) in the Actuarial Opinion
Assessment, note whether the responses to the questions were satisfactory.

e If concerns still exist upon review of the asset adequacy analysis, discuss with the appointed actuary and the
company, and request any additional information or work to be performed to address these concerns. If the
insurance commissioner determines that the supporting actuarial memorandum fails to meet the standards
prescribed by the Valuation Manual or is otherwise unacceptable to the insurance commissioner, the
insurance commissioner may engage a qualified actuary at the expense of the company to review the opinion
and basis for the opinion and prepare the supporting actuarial memorandum required by the insurance
commissioner. See the state’s equivalent authority to NAIC Model #820, Section 3B(3)(b). This also is noted in
the Actuarial Opinion Worksheet.

e Review the Actuarial Guideline 53 reporting relating to assumptions and sensitivity testing for reinvested high-
yielding complex assets within the asset adequacy analysis, if applicable. Determine whether concerns exist
in meeting asset adequacy requirements. See further guidance in the AOMR procedures and reference guide.

e Review the Actuarial Guideline 55 reporting related to assumptions and cash flow testing for assets that
support long-duration reinsurance transactions within asset adequacy analysis, if applicable. Determine
whether _concerns exist in_meeting asset adequacy requirements. See further guidance in the AOMR
procedures and reference guide.

Understated Reserves Associated with Separate Account Products & Guarantees

Review and identify situations where separate accounts products may be creating contingent liabilities to the
general account that may not be sufficiently reserved for on the general account. This is largely a function of the
types of separate accounts products offered by the insurer, and the analyst should rely on general knowledge of
the insurer’s products at this stage of the analysis.

The analyst should review disclosures in Separate Accounts General Interrogatories, Analysis of Operations by Line
of Business (Page 6), Analysis of Increase in Reserves During the Year (Page 7) and the Notes to the Financial
Statements of the general account to gain an understanding of the types of products included in the separate
account and the general account guarantees on separate account products, as well as identify any concerns with
reserving or asset adequacy that may require additional analysis of actuarial filings. The analyst should gain an
understanding of any products in the separate account that contain guarantees that are held in the separate
account instead of the general account and the types of guarantees (guaranteed minimum death benefit [GMDB],
guaranteed minimum income benefit [GMIB], etc.). Where the general account provides an inherent/ultimate
guarantee, the analyst should review the Separate Account General Interrogatories #2.7 to identify the materiality
of the BACV of the separate account assets attributed to those products (i.e. pension risk transfer group annuities,
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to the general account and if the asset were included in asset adequacy testing.

‘ registered index linked annuities, other group and individual annuities and life insurance), the related risk charges

Exposure to Separate Account Products & Guarantee Liabilities and Accuracy of
Separate Account Reserve Liabilities

Procedures / Data
| e |dentify the materiality of Separate Account assets with General Account guarantees [Separate Account Gen.

Int. #2.71].

e |dentify if any of the separate accounts have guarantees that are designed to mirror an established index
| (Annual Financial Statement, Note #35B-).
e Identify if any of the separate accounts have material non-indexed guarantees. [Annual Financial Statement,
Note #35B]

Qualitative and Additional Review Considerations

e If material guarantees exist, or if non-insulated products exist, determine whether the assets associated with
these products are being invested in accordance with statutory guidelines.

e If material guarantees exist, gain and understanding of the types of Separate Account products for which the
guarantees are provided [Separate Account Gen. Int. #2.71].

e If material guarantees exist, determine whether the assets associated with these products were included in
asset-adequacy testing [Separate Account Gen. Int. #2.71].

e Review Separate Account General Interrogatory #5 to identify if the insurer reported a material amount of
assets in the separate account at amortized cost rather than fair value. If yes, consider additional analysis of
actuarial and asset adequacy reporting.

e Review Separate Account Analysis of Operations by Line of Business (Page 5) and Analysis of Increase in
Reserves During the Year (Page 6) to identify if any concerns exist regarding the types of products included in
the Separate Account and reserving for those products. If yes, consider additional analysis of actuarial and
asset adequacy reporting.

e Based upon an overall understanding of the insurer’s separate accounts products, assess if there is evidence
that such products may be creating contingent liabilities to the general account with product features such as
minimum guaranteed death benefits, minimum guaranteed interest rates, etc.

e If concerns or questions are noted, contact the state insurance department’s actuary or other actuarial
resource to discuss the nature and scope of the valuation procedures performed relating to guarantees
included with separate accounts products. If determined to be necessary, contact the company’s qualified
actuary.

e Determine whether growth in separate accounts appears to be financed through borrowings of the general
account and, if so, whether any concerns exist regarding the terms of repayment or collateralization.

e Determine whether the insurer writes any modified guaranteed annuities and, if so, the overall materiality
and potential negative impact on the insurer’s general account.

e Through the analyst’s quarterly interdepartmental communication with the policy forms department, inquire
as to whether the insurer filed any new and unusual separate account policy forms during the past 12 months.

e If concerns are noted about the types of policies included in separate accounts, review the insurer’s separate
accounts plan descriptions and/or policy forms to better understand the types of plans offered and the specific
policy features and benefits, particularly minimum guarantees.

e If concerns are noted about reserving for separate accounts, consider a target examination of reserves,
request that the field examination staff request a valuation listing by plan and issue year, and test a sample
of the individual policy reserves for accuracy.

e Assess if there is any indication of contingent liabilities created by the separate accounts for the general
account.

© 2025 National Association of Insurance Commissioners 6



Attachment Two-E

Examination Oversight (E) Task Force
Financial Analysis Ha"db°°|12/1/25
20245 Annual / 20265 Quarterly

111.B.8.b.ii Reserving Risk Assessment — Life/A&H/Fraternal

e Assess if separate account assets and liabilities were subject to asset adequacy analysis. If “no,” review
the actuarial opinion for an explanation.

e Request from the insurer separate accounts plan descriptions and/or policy forms to better understand
the types of plans offered and the specific policy features and benefits, particularly minimum guarantees.

e Request information from the insurer regarding any significant changes in reserve methodologies and
assumptions, underwriting practices, case reserving, or claims handling practices with the potential to
affect reserve setting.

DISCUSSION OF ACTUARIAL OPINION ASSESSMENT
PROCEDURES

---DETAIL ELIMINATED TO CONSERVE SPACE---

Actuarial Guideline 53:

Beginning with annual 2022, certain insurers will be required to document support for assets adequacy analysis
for high-yielding complex assets pursuant to Actuarial Guideline 53 — Application of the Valuation Manual for
Testing of Adequacy of Life Insurer Reserves (AG-53).

As noted in AG-53, "regulators have observed a lack of uniform practice in the implementation of asset adequacy
analysis. The variety of practice in incorporating the risk of complex assets into testing does not provide regulators
comfort as to reserve adequacy. Examples of complex assets are structured securities, including asset-backed
securities and collateralized loan obligations, as well as assets originated by the company or an affiliated or
contracted entity. An initial increase in this activity has been noted in support of general account annuity blocks;
however, recent activity was noted in other life insurer blocks. AG-53 is intended to provide uniform guidance and
clarification of requirements for the appropriate support of certain assumptions for asset adequacy analysis
performed by life insurers.”

This Guideline applies to a limited scope of life insurers, specifically those with:

A. Over S5 billion of general account actuarial reserves (from Exhibits 5, 6, 7, and 8 of the Annual Statement)
and non-unitized separate account assets; or,

B. Over $100 million of general account actuarial reserves (from Exhibits 5, 6, 7, and 8 of the Annual
Statement) and non-unitized separate account assets and over 5% of supporting assets (selected for asset
adequacy analysis) in the category of Projected High Net Yield Assets, as defined in Section 3.F. of the AG-
53.

The NAIC Life Actuarial (A) Task Force has developed a template for reporting of AG-53 documentation. The
templates include reporting by asset classes, affiliated vs. non-affiliated, and initial assets vs. reinvestment assets.
The template along with a narrative are submitted for the filing.*

The NAIC Valuation Analysis Working Group (VAWG) anticipates conducting reviews of AG-53 filings and can serve
as a resource for state insurance departments for their own AG-53 reviews.

Actuarial Guideline 55:

© 2025 National Association of Insurance Commissioners 7
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Beginning with annual 2025, certain insurers will be required to document support for asset adequacy analysis for
the assets that support reinsurance transactions pursuant to Actuarial Guideline LV—Application of the Valuation
Manual for Testing the Adequacy of Reserves Related to Certain Life Reinsurance Treaties (AG 55).

As stated in AG55, the reporting provides information for the analyst “to better understand the amount of
reserves and type of assets supporting long duration insurance business that relies substantially on asset returns.
In particular, there is risk that domestic life insurers may enter into reinsurance transactions that materially lower
the amount of reserves and thereby facilitate releases of reserves that prejudice the interests of their
policyholders. The goal of this Guideline is to enhance reserve adequacy requirements for life insurance
companies by requiring that asset adequacy analysis use a cash flow testing methodology that evaluates ceded
reinsurance as an integral component of asset-intensive business.”

This Guideline applies to all life insurers with asset intensive reinsurance transactions exceeding certain amount
of reserve credit plus modified coinsurance reserves (see AG 55 for specific scope limits).

The AG 55 documentation, sensitivity test results, and attribution analysis referenced within AG 55 are to be
incorporated as a separate, easily identifiable section of the actuarial memorandum required by VM-30 or as a
standalone document, with a due date of April 1 following the applicable valuation date. Similar memorandum
may also be allowed under certain circumstances.

The NAIC Valuation Analysis Working Group (VAWG) anticipates conducting reviews of AG-55 asset adequacy
analysis filings, on a targeted basis, and coordinating with states as appropriate. VAWG will serve as a resource
for state insurance departments for their own AG-55 reviews as well as providing periodic reports identifying
outliers and concerns regarding the analysis to help inform regulators about the effectiveness of this Guideline in
meeting the objectives.

---DETAIL ELIMINATED TO CONSERVE SPACE---
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---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 5 — Investments

This Note focuses on:

A. Accounting for mortgage loans, including mezzanine real estate loans and the allowance for credit losses as
required as a result of SSAP No. 37—Mortgage Loans.

B. Recording of the investment in loans that have been recognized as impaired as required by SSAP No. 36—
Troubled Debt Restructuring.

C. Information regarding the credit risk for the reporting entity and the methods and assumptions used in
calculating the reserve for reverse mortgages as a result of SSAP No. 39—Reverse Mortgages.

D. Sources of prepayment assumptions for yield calculations and the risk exposure in lean-backed
seedritiesasset-backed securities as required by SSAP No. 43R—LeanAsset-Backed end-Structured Securities.

E. Insurer’s policy on collateral requirements for repurchase agreements and/or securities lending transactions
and accounting for the asset and income associated with it, as required by SSAP No. 103R—Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.

F. Information regarding the insurer’s policy or strategies for repurchase agreements, accounted for as secured
borrowings transactions and collateral requirements associated with it, as required by SSAP No. 103R.

G. Information regarding the terms of the reverse repurchase agreements and collateral requirements for any
repurchase agreements accounted for as secured borrowings transactions the insurer has, as required by
SSAP No. 103R.

H. Information regarding the insurer’s policy or strategies for repurchase agreements, accounted for as sale
transactions and collateral requirements associated with it, as required by SSAP No. 103R.

I. Information regarding the terms of the reverse repurchase agreements and collateral requirements for any
repurchase agreements accounted for as sale transactions the insurer has, as required by SSAP No. 103R.

J.  Recording of real estate investments that have been recognized as impaired and the reporting of receivables
and improvements associated with retail land sale operations as required by SSAP No. 40R—Real Estate
Investments.

K. Information regarding the investment in lew-ineeme-heusing-tax credit structuresttHFE}properties and the
accounting for the asset and income associated with it as required by SSAP No. 93—Liew-theceme

Heusinglnvestments in Tax Credit StructuresPreperty-thvestments.

L. Recording of restricted assets, which are assets pledged to others as collateral or otherwise restricted by the
insurer.

M. Recording of the book/adjusted carrying value (BACV) of working capital finance investments in aggregate,
as required by SSAP No. 105R—Working Capital Finance Investments.

N. Disclosures regarding the offsetting and netting of assets and liabilities as required by SSAP No. 64—
Offsetting and Netting of Assests and Liabilities.

O. Disclosure regarding struetured-netes5Gl securities as defined in the Purposes and Procedures Manual of the |
NAIC Investment Analysis Office (P&P Manual).

Q:P. _ Disclosures regarding short sales within the reporting period, including settled and unsettled, as

required by SSAP No. 103R.

Q. Disclosures regarding prepayment penalties and acceleration fees. |
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R. Reporting of shares of a qualified cash pool.

R:S.Reporting of aggregate collateral loans by qualifying investment collateral, pursuant to SSAP No. 21R—Other
Admitted Assets.

The information provided in this Note is helpful to the analyst in reviewing the financial statements and related
investment schedules for income, and gains and losses.

Section, Risks
Part

A, 1-3 | The analyst should use the information provided in section (A) of this Note to help quantify | CR,
the insurer’s investment in mortgage loans, including mezzanine real estate loans, and | MK
assess the impact of impaired loans; determine whether the insurer followed the guidelines
as prescribed by SSAP No. 37 to record the carrying value of the loan; and what allowances
for credit losses on impaired loans have been made by the insurer.

---DETAIL ELIMINATED TO CONSERVE SPACE---

F-1 The analyst should use the information provided in Sections (F-1) to gain an understanding | CR,
of the insurer’s policy for requiring collateral or other security under repurchase | MK
agreements and/or reverse repurchase agreements. Insurance companies invest in
repurchase agreements to purchase securities with the intent to resell them at a stated
price on a specified date within 12 months of the purchase. Under SSAP No. 103R,
repurchase agreements should be accounted for as collateralized loans. It should be noted
that the underlying securities should not be accounted for as investments owned by the
insurer, but rather as short-term investments. For repurchase agreements, the analyst
should determine whether the estimated fair value of the security has fallen below 95% and
therefore requires additional collateral. For reverse repurchase agreements, the analyst
should determine whether the estimated fair value of the security has fallen below 100%
and therefore requires additional collateral.

J The information provided in Section (J) of this Note can be helpful in quantifying the | CR,
insurer’s investment in real estate determined to be impaired. The analyst should use this | MK
information to determine whether the insurer has recorded the investment in real estate
recognized as impaired as prescribed by SSAP No. 40R. In addition, if the insurer engages in
retail land sales operations, the analyst should use this information to determine whether
accounts receivable and expenditures have been accounted for properly as prescribed by
SSAP No. 40R.

The analyst should consider the information disclosed in this section to evaluate the
insurer’s investment in impaired real estate. The analyst should note the amount of the
impairment and how fair value was determined. Also, the analyst should use information in
this section regarding retail land sales operations to assess the maturities and quality of
accounts receivable, planned expenditures and recorded obligations for improvements.

K The analyst should use the information provided in Section (K) of this Note to gain an | CR,
understanding of an insurer’s linvestments in Tax Credit Structures (tax credit investments) | MK
—HHTC-preperties. The insurer is required by SSAP No. 93 to provide information that
enables the users of the financial statements to understand the insurer’s investments in
projects that generate tax credits and other tax benefits from tax programs.-the-rumberof

. The insurer is also required to provide
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details regarding_the nature of investments in these projects, the effect of recognition and
measurement_of these investments, the balance recognized, a schedule of tax credits
expected to be generated for the subsequent five years, commitments or contingent
commitments, -if the project is currently subject to any regulatory reviews and the status of
such review; modlflcatlons or events that result in changes to the program t—he—ewner—smp—

a&sets—ln—adé&t@n—the—msuﬁer—%qiﬁed—te—dqseleseand any recognlzed |mpa|rments and
the nature of any impairments. write-dewns-orreclassificationsmade-duringtheyear

The information can be helpful in the rare instances where insurers hold this type of
investment to help identify the extent of the insurer’s exposure and any issues regarding
impairment write-downs-e++reclassifications.

L Section (L) requires the reporting entity to disclose the amount and nature of any assets | CR,
pledged to others as collateral or otherwise restricted (e.g., not under exclusive control, | MK,
assets subject to a put option contract, etc.) by the reporting entity. The analyst should | ST
review the detail on restricted assets provided in this Note for any restricted assets greater
than 10% of total cash and invested assets. Restricted assets impact liquidity as they are not
assets available to pay policyholder claims.

Where collateral held is related to Modified Coinsurance (Modco) or Funds Withheld (FWH)
reinsurance, review the information in this note in conjunction with credit, operational and
strategic risk of the insurer’s reinsurance program. The disclosure also identifies if securities
held as collateral under Modco or FWH agreements are also pledged under other
arrangements, in which case they would not be for the benefit of the reinsurer or available
to fulfill the liabilities of the reinsurance contract. Further, where the company is engaged
in_material Modco and FWH arrangements, the analyst can use the detail of collateral
received and held under Note 5L(4) to identify the types of assets held and gain an
understanding of the materiality of the collateral BACV to the insurer’s asset portfolio and
related reinsurance liability.

M Section (M) requires the reporting entity to disclose certain working capital finance | CR,
investments on an aggregate basis regarding the BACV, by NAIC designation as required by | MK
SSAP No. 105R. Per SSAP No. 105R, working capital finance investments represent a
confirmed short-term obligation to pay a specified amount owned by one party (the
obligor) to another (typically a supplier of goods), generated as a part of a working capital
finance investment program currently designated by the NAIC Investment Analysis Office.
The information provided assists the analyst in the review of this Schedule D category. Like
other Schedule D investments, the analyst should consider NAIC designation, other-than-
temporary impairments and credit risk associated with the investment.

N Section (N) for Life/Accident and Health (A&H) insurers, Fraternal Societies and Health | CR,
entities only requires the reporting entity to disclose certain quantitative information | MK
(separately for assets and liabilities) when derivative, repurchase and reverse repurchase,
and securities borrowing and securities lending assets and liabilities are offset and reported
net in accordance with a valid right to offset per SSAP No. 64. Assets and liabilities that have
a valid right to offset but are not netted because they are prohibited under SSAP No. 64 are
not required to be captured in these disclosures. The information in this note assists the
analyst in gaining a better understanding of the netted assets, if material, by providing the
gross and offset amounts.
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op Section (OR) requires the reporting entity for each annual reporting period to provide a | CR,
comparable disclosure to the prior annual reporting period of the number 5%GI securities, | MK
by investment type, and the BACV and fair value for those securities, per the P&P Manual,
Special Reporting Instructions.

PQ The analyst should use the information provided in Section (PQ) of this Note to gain an | CR,
understanding of an insurer’s utilization of short sales. The insurer is required by SSAP No. | MK
103R, for unsettled short sale transactions, to provide the amount of proceeds received and
the fair value of the securities to deliver, with current unrealized gains and/or losses, and
the expected settlement timeframe (# of days), including current transactions that were not
settled within three days. For settled short sale transactions, the aggregate amount of
proceeds received and the fair value of the security as of the settlement date with
recognized gains and/or losses, including the aggregated fair value of settled transactions
that were not settled within three days and that were settled through a securities
borrowing transaction.

QR Section (QR) requires the reporting entity to disclose the following: the number of CUSIPs | CR,
sold, disposed or otherwise redeemed and the aggregate amount of investment income | MK
generated as a result of a prepayment penalty and/or acceleration fee.

|0

Section (R ) requires the reporting entity to disclose its share of cash pools by asset type: | LQ
cash, cash equivalents and short-term ivnestments. This information may be used in
assessing available liguidity.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 11 — Debt

This note discloses information related to all other debt, including capital notes as provided by SSAP No. 15—
Debt and Holding Company Obligations. SSAP No. 15 requires a full description of the type of borrowing, (e.g.,
amounts, interest rates, collateral, interest paid, debt terms, covenants and any violations) and information
related to agreements with the Federal Home Loan Bank (FHLB).

Section Risks

A The analyst should use the information in this Note to review the insurer’s total debt. In | ST, LQ
cases where the insurer’s total debt exceeds 10% of capital and surplus, special attention
should be given. For all debt, the analyst should verify that the insurer has a sufficient
matching of assets to meet the debt repayment schedule given its current cash flow needs
and the maturity of investments. If any new debt has been reported, the analyst should
evaluate the reasons or need for additional funding. Another important area to review is
repayment conditions, restrictions, or covenants. In particular, the analyst needs to be
aware of any violations of the covenants or restrictions and possible ramification (e.g.,
collateral pledged) to the insurer for these violations. The analyst should also determine if
there are any provisions in the debt to require early payment. For capital notes, the analyst
should evaluate the quality of assets received in exchange for the note and determine if
the insurer has properly valued the assets.

B The analyst should review any agreements the insurer has entered into with FHLB. The | ST, LQ
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analyst should evaluate the type of funding (advances, lines of credit, borrowed money,
etc.) and intended use of the funding. The analyst should also evaluate the amount of
collateral pledged to FHLB, the amount of FHLB stock purchased as part of the agreement,
and the total borrowing capacity currently available to the insurer. In particular, the
analyst needs to be aware how assets and liabilities related to the agreement with FHLB
are classified within the general and separate accounts, and the elements that support
these classifications. FHLB agreements that are reported as deposit-type fund contracts
are reported in Note 31, while FHLB agreements reported as debt are reported in Note 11.

(@]

Section C provides disclosures on short-term and long-term unused commitments and

ST, LQ

lines of credit for financing arrangements for the current and prior year. The analyst should
review this information in conjunction with an overall assessment of available liquidity as it
identifies undrawn amounts available as well as terms and conditions in accordance with
SSAP No. 15-Debt and Holding Company Obligations.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 13 — Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations

This Note covers key areas of an insurer’s overall capitalization.

Section

Risks

A-ld=
10

The first portion of the Note (#1-#10) is capital and surplus. The analyst should be familiar
with the overall holding company structure of the insurer before reviewing and analyzing
the information included in this Note. The analyst should use the information in this area of
this Note to obtain a greater understanding of the capital structure of the insurer. The first
item of this Note provides the number of shares of capital stock authorized, issued, and
outstanding as of the statement date. Items #2—#10 of this Note disclose restrictions on
dividends and surplus, along with other information on the company’s capital and surplus.
These items should be reviewed by the analyst to determine the amount of the insurer’s
surplus that is available to meet policyholders’ liabilities. When considering the overall
capital structure of the insurer, the analyst should take into account any recent Form A
filings made by the insurer. If there is any change in the capital stock of the insurer, the
analyst should consider if a Form A was necessary and, if it was filed, reviewed, and
approved by the insurance department.

ST

The analyst should use the information in the second portion of the Note to obtain a
greater understanding of the insurer’s surplus note obligations. The analyst should be able
to determine if the insurer has issued any surplus notes recently. Insurers must have prior
insurance department approval for the issuance of surplus notes and each payment. The
analyst should review any new surplus notes to verify appropriate approvals were given for
the issuance of surplus notes. Additionally, the analyst should verify: 1) the proper
accounting for the notes and any associated interest; 2) the payment schedule for
repayment and if the insurer will be able to meet this schedule; 3) the type and quality of
assets received in the transaction; 4) any guarantees, support guarantees or related party
transactions associated with the surplus note issuance; and 45) if the notes were issued to a
parent or affiliate or related party. If the notes were issued to an insurance affiliate, the
analyst should consider reviewing the affiliate’s financial statements to verify the notes are
appropriately reported by the other entity.

(0]

© 2025 National Association of Insurance Commissioners 5



Attachment Two-F
Life Actuarial (A) Task Force

12/7-8/25

Financial Analysis Handbook
2024 Annual / 2025 Quarterly

IV.B. Supplemental Analysis Guidance — Notes to the Financial Statement

2
BLM

The third portion of this Note provides information on quasi-reorganization. Insurers must
receive prior regulatory approval for quasi-reorganizations. The analyst should verify
approval was given. Quasi-reorganizations are generally rare and are usually only allowed if
certain conditions are met. If the insurer has received prior approval, the analyst should
verify proper disclosures and accounting for this transaction. (See SSAP No. 72—Surplus and
Quasi-Reorganizations for further discussion.)

ST

---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 21 — Other Items

This Note is required by various SSAPs, INTs and other sources and focuses on:

A. Unusual or infrequent items as required by SSAP No. 24

B. Troubled debt restructuring for debtors as required by SSAP No. 36

C. Other miscellaneous amounts not recorded in the financial statements that represent assets pledged to
others as collateral in accordance with SSAP No. 1

D. Business interruption insurance recoveries, including information related to the nature and aggregate
amount of losses and recoveries recognized due to business interruption

E. State transferable and non-transferable tax credits

Subprime mortgage-related risk exposure and related risk management practices

G. Use of retained asset accounts for beneficiaries (life/A&H insurers, fraternal societies and health

only)

H. Insurance-linked securities (ILS) contracts

entities

Section

Risks

A

Section (A) requires the insurer to disclose the nature and financial effect of any unusual or
infrequent items. Under SSAP No. 24, an insurer is required to account for any unusual or
infrequent item using the same lines that are used to report continuing operations. Section
(A) allows the analyst to understand the impact that the event or transaction considered
unusual or infrequent items have had on each of the financial statement line items and in
total. This Note should be used to better understand the impact of the item on the insurer’s
overall financial position and allows the analyst to more easily compare the financials of the
current period with prior periods.

CR,
LQ

---DETAIL ELIMINATED TO CONSERVE SPACE---

Section (E) requires the insurer to disclose information regarding state and federal
transferable-tax credits. The total unused transferable-state-tax credits represent the entire
transferable—state—tax credits available. The information includes the following: 1) the
carrying value of transferable—and—neon-transferable—state—tax credits disaggregated by
transferable/certificated or non-transferable gross of any related state-tax liabilities—and

o+td HHHSea a efas+e—3a3ha+hoh o efras+e ate d ea Sa ate—aa A =.
jurisdiction _and in total; 2) the total unused tax credits by jurisdiction disaggregated by
transferable/certificated or non-transferable; 23) the method of estimating utilization of
remaining transferable-and-nen-transferable-state-tax credits or other projected recovery of
the current carrying value; 34) the impairment amount recognized by the reporting period,
if any; and—45) the identity of ef-state-tax credits by transferable/certificated and non-

OP
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transferable classifications, and the admitted and nonadmitted portions of each
classification; and 6) any commitment or contingent commitment to purchase tax credits.

To the degree the amount of the transferable tax credits is material to the insurer, the

analyst should perform a more in-depth review.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 24 - Retrospectively Rated Contracts and Contracts Subject to Redetermination

This Note requires the insurer to disclose general information regarding its premium volume under
retrospectively written contracts. (This Note is not applicable to title insurers.) The accounting guidance for
retrospectively rated contracts is addressed in SSAP No. 66—Retrospectively Rated Contracts. SSAP No. 66
defines a retrospectively rated contract as one that determines the final policy premium based on the loss
experience of the insured during the term of the policy (including loss development after the term of the policy)
and the stipulated formula set forth in the policy. The periodic adjustments might involve either the payment of
return premium to the insured or payment of an additional premium by the insured, or both, depending on
experience. Policy periods do not always correspond to reporting periods, and because an insured’s loss
experience may not be known with certainty until sometime after the policy period expires, retrospective
premium adjustments are estimated based on the experience to date. Contracts with retrospective rating
features are referred to as loss-sensitive contracts.

Section

Risks

A, B,C

Although these types of contracts generally subject the insurer to less risk than more
traditional contracts, the analyst should use the information in the Note to determine if
the amount of retrospective premiums is material in relation to total net premiums
written. This Note also requires the insurer to disclose how it determined the estimated
premium adjustment. The disclosure should include all business that is subject to the
accounting guidance provided in SSAP No. 66, including business that is subject to
medical loss ratio rebate requirements pursuant to the Public Health Service Act or
otherwise known as the ACA.

The analyst should review the Note to determine whether the reported amount is
recorded in compliance with statutory guidance.

PR/UW,

RV

Section (D) requires reporting on the ACA medical loss ratio rebates. The analyst should
use this information to assess if rebates were paid and/or liabilities established, as well as
calculate the materiality and impact of rebates on the capital and surplus of the insurer.

PR/UW,

ST

E(P)

For P/C companies, the analyst should compare the admitted amount reported in the
Note for accrued retrospective premiums to what is recorded on the balance sheet.

PR/UW,

RV

F(P)

One of the most significant new drivers of uncertainty attributable to the ACA is its
premium stabilization programs, ACA Risk Adjustment Program;-which-arereferred-te-as
the—2Ps —risk—adivstment—relnsurance—benpefits—and—risk—ceorriders. These programs
primarily affects the commercial individual and small-group markets-starting--2014. The
impact on a specific health entity will be somewhat dependent on its concentration in
those markets.

ACA Risk Adjustment Program Each-efthepremivm-stabilization-programs is designed to

provide protection to the health insurance entity by mitigating adverse financial
outcomes; however, these programs could have a negative impact as well. Moreover,
eaeh-the program includes a retrospective settlement process. The health entity’s annual

PR/UW,

ST
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financial statements will include estimates of amounts payable or receivable under these
programs. However, these estimates may be uncertain in magnitude and direction, and
may be large in relation to the forecasted annual net income for the affected lines of
business.

The analyst should monitor an insurer’s writings and determine whether the insurer
wrote any A&H insurance premium which is subject to the ACA Risk Adjustment
Programsisk-sharingprovisions. It is also recommended that the analyst identify whether
the impact of underestimating the amount of health premium subject to the ACA Risk
Adjustment Programrisk-sharing—prevision is greater than their level of capital would
allow. The analyst should review the health care chapter in VI.C. and ACA risk assessment
within Seetien-lll. B.9 Strategic Risk Assessment.

Any reporting entity that reports A&H insurance premium and losses on their statement
that is subject to the ACA Risk Adjustment Program fisk-sharirg—provisiens—must
complete the tables provided within Note 24 for the purpose of disclosure of the impact
of Risk Adjustment Program sisk-sharirg—provisions—ef—the—ACA—on admitted assets,
liabilities, and revenue by program for the current year even if all amounts in the table
are zero.

Note 28 — Health Care Receivables

(For Health insurers only, Note 28 is for supplemental reserve and requires disclosure of discounting, the
method, rate and amount of discount.)

This Note requires disclosure on pharmaceutical rebate receivables and information on risk sharing receivables.
While this Note contains quarterly information, the disclosure is only required annually unless material changes
occur. The Note for health care receivables is required by SSAP No. 84—Health Care and Government Insured
Plan Receivables. Exhibit C—Implementation Guide of SSAP No. 84 provides additional accounting guidance for
the practical application of SSAP No. 84. Note that when reviewing health care receivables, amounts from
government insured plans may be admitted if they are in excess of 90 days, provided the receivable originates
from the government.

method used by the reporting entity to estimate pharmaceutical rebate receivables. As
stated in Exhibit C of SSAP No. 84, the insurer should use the most accurate method
possible utilizing historical information and should consider such things as contractual
changes in rebate amounts, seasonality differences, changes in membership or premium
revenue, changes in utilization for various rebate levels, etc. An analyst should use the
information in the Note to gain an understanding of the method used for estimating
receivables. If an insurer has not taken into consideration all of the factors that can impact
the amount of the receivable, material differences might exist between the estimated
receivable and the actual receivable.

Section (A) of the Note also contains a table (from Exhibit A of SSAP No. 84), which

Section, | Pharmaceutical Rebate Receivables Risks
Part
A As stated in SSAP No. 84, pharmaceutical rebates are arrangements between | LQ
pharmaceutical companies and insurers in which the insurer receives rebates based on the
drug utilization of its subscribers. These rebates are recorded as receivables by the insurer
and include both billed amounts and estimated amounts.
Al Estimates are calculated using a variety of methods. Section (A) of the Note addresses the | LQ
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discloses, for the most recent three years, the estimated balance of pharmacy rebate
receivables, pharmacy rebates as billed or otherwise confirmed, and pharmacy rebates
received. The simplest way to understand the table is with the example provided at the end
of the Note.

The disclosure for pharmaceutical rebates was developed to compare an insurer’s actual
pharmacy rebates to its estimated pharmacy rebates. By comparing the second column,
titled Estimated Pharmacy Rebates as Reported on Financial Statements (the estimate), to
the third column, titled Pharmacy Rebates as Invoiced/Confirmed (the actual amount), the
analyst can gain an understanding of the insurer’s ability to reasonably estimate their
pharmacy receivables. If an insurer reported significant discrepancies between its
estimated and actual receivable balances, the analyst may consider doing further analysis
into causes for the discrepancy and the methods used by the insurer to calculate the
estimated receivable.

A2

When reviewing this Note in conjunction with the balance sheet and statement of revenue
and expenses, the analyst should consider that, while Column A of the Note should only
reflect amounts recorded as admitted assets on the balance sheet, rebates on uninsured
plans are included in the Note. Uncollected rebates on uninsured plans are only admitted to
the extent that they exceed offsetting rebates due to the uninsured plan. Further,
pharmacy rebates for uninsured plans (including admitted receivable balances) are
reported as reductions in administrative expenses, while rebates on insured plans are
reported as a reduction in pharmacy claims expense on the Statement of Revenue and
Expenses. The analyst should also be aware that, as stated in SSAP No. 84, adjustments to
previously billed amounts (billed or confirmed in writing) would be included in the
disclosure. This could result in variances between the estimate and the billed/confirmed
amount. Any material variances should be explained in the Note. The analyst should
consider additional analysis if any material variances exist that is not explained in the Note.

LQ

A3

The Note was also designed to provide information on collectability. If, in accordance with
SSAP No. 5R, it is probable the balance of a receivable is uncollectable, any uncollectable
receivable shall be written off and charged to income. This also applies to risk-sharing
receivables (discussed below). As in the example above, an analyst can use the information
in the fourth, fifth, and sixth columns of the table to gain an understanding of the
collectability of the receivables. Significant discrepancies between the actual amount of the
receivables and the amount collected might indicate to the analyst that the insurer has not
appropriately evaluated the collectability of pharmaceutical rebate receivables, and certain
receivables should be written off if they are deemed to be uncollectable.

La

Section,
Part

Risk Sharing Receivables

Risks

B, 1

SSAP No. 84 defines risk-sharing agreements as contracts between insurers and providers
with a risk-sharing element based on utilization. These agreements can result in receivables
due from providers if the actual utilization differs from the estimates. Section (B) of the
Note should disclose the method used by the reporting entity to estimate its risk-sharing
receivables. Gross receivable and payable balances should be disclosed in the Note if any
receivable or payable amounts with the same provider have been netted. As stated in
Exhibit C of SSAP No. 84, receivables consist of estimated amounts and billed amounts. The
estimated amounts represent the reporting entity’s best estimate of the receivable. When
determining an estimate, an insurer should use the most accurate methods possible that
utilize inception-to-date encounter data relative to outpatient surgery encounters, hospital
days, etc. An analyst should use the information in the Note to gain an understanding of the

La
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method used for estimating receivables. If an insurer has not taken into consideration all of
the factors that can impact the amount of the receivable, material differences might exist
between the estimated receivable and the actual receivable.

The Note also contains a table that discloses, for the most recent three years, the risk-
sharing receivables estimated and reported in the prior year for annual periods ending in
the current year; risk-sharing receivables estimated and reported for annual periods ending
in the current year or in the following year; risk-sharing receivables invoiced as determined
after the annual period; risk-sharing receivables not yet invoiced; and amounts collected
from providers as payments.

Exhibit B of SSAP No. 84 provides an illustration of the disclosure and an explanation of the
amounts in the table. Exhibit C, Question #17 of SSAP No. 84 provides a detailed
explanation of what should be reported in the columns for risk-sharing receivables
(columns 3-6). In addition to the guidance in the SSAP, it is helpful to note that the sum of
the columns titled “Risk-Sharing Receivable Invoiced” and “Risk Sharing Receivable Not
Invoiced” should equal the balance in the column entitled “Risk-Sharing Receivable as
Estimated and Reported in the Current Year,” unless the company has invoiced amounts in
a certain year and collected on that invoice in the current year.

B, 2

The purpose of this disclosure is to show how an insurer’s risk-share balances have changed
over time (i.e., estimated and billed amounts), to show how much of the receivable is
estimated amounts or subsequently billed amounts, and to provide information on
collectability. An analyst’s review of this section should be similar to the analysis of the
pharmaceutical rebate receivable section of the Note. If an insurer reported significant
discrepancies between their estimated and actual receivable balances, the analyst might
consider doing further analysis to determine the causes for the discrepancy and to evaluate
the methods used by the insurer to calculate their estimated receivable. Significant
discrepancies between the actual amount of the receivables and the amount collected may
indicate to the analyst that the insurer has not appropriately evaluated the collectability of
risk-sharing receivables, and certain receivables should be written off if they are deemed to
be uncollectable. Risk-sharing receivables from affiliated entities are included in this
footnote and are reported as Health Care Receivables.

LQ

(@]

The purpose of this disclosure is to show how much of health care receivables are
attributed to Medicare Part D prescription payment plans receivables and the aging of
those receivables. The analyst can use this information to assist in assessing any issues with
collectability or impairment of recoverables.

---DETAIL ELIMINATED TO CONSERVE SPACE---

Note 35 — Separate Accounts (L/AH/F)

This Note discloses detailed information on the reporting entity’s separate account activity, a description of the
general nature and characteristics of separate accounts business conducted by the insurer included in the
company’s Separate Accounts Statement as prescribed by SSAP No. 56—Separate Accounts, and a reconciliation
of the amounts reported as transfers between the general and separate accounts in their respective summary of

operations.

Separate accounts are authorized by state statutes to allow insurance companies to accumulate assets without
investment restrictions for specific purposes pursuant to product agreements. SSAP No. 56 defines separate

© 2025 National Association of Insurance Commissioners 10
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accounts as segregated pools of assets owned by a Life/Health insurer in which the investment experience is
credited directly to the participating policies. Generally, performance is not guaranteed. Separate accounts were
first used primarily to fund pension accounts. Now they are used for investment type products with unique life
options and/or guaranteed returns. The investment income and any realized and unrealized capital gains or
losses emanating from the separate account assets are credited or charged against the separate account
policyholders. Separate accounts fund the liabilities for variable life insurance and annuities, modified
guaranteed life insurance and annuities, or various group contracts under pension or other employee benefit
plans.

SSAP No. 56 states that the separate account statement reports the assets, liabilities and operations of the
separate account. Moreover, the Separate Accounts Annual Statement is concerned primarily with the recording
of the cash flow of funds related to investment activities and obligations of the separate accounts and to
document the transfer of funds between the separate account and the general account. Certain products found
in the separate accounts contain risks that are the responsibility of the general account. Some of these are:
Modified Guaranteed Annuities, Modified Guaranteed Life, and separate accounts established and filed with the
regulator that provide guaranteed benefits — such as interest rate guarantees built into the product.

Section Risks

A Section (A) provides a detailed summary of the general nature of the reporting entity’s | OP,
separate account activity on the general account. In reviewing this note, the analyst should | RV
be able to identify those assets on the separate account that are legally isolated from claims
on the general account. This note should also provide a total for those products on the
separate account that have guarantees that are backed by the general account. This should
include providing the total maximum guarantees, the amount of risk charges paid to the
general account over the prior five-year period as compensation for the risk transferred to
the general account and the total amount of guarantees paid by the general account to the
separate account over the past five years.

The analyst should gain an understanding of general account guarantees on separate
account products. If the General Interrogatories indicate that the insurer provides
guarantees on separate account assets, then there should be some risk charges paid to
general accounts. Otherwise the insurer is not charging any risk fees for providing
guarantees that could result in contingent liabilities to the general account. Note that while
group products require risk charges, there may be no requirements for risk charges on
individual products.

The analyst should determine whether there were any securities lending transactions within
the separate account and conduct a separate review of the amount of loaned securities
within the separate account. The analyst should determine whether the investment policies
and procedures for the separate account differ from those for the general account.

Note that new reporting in Note 35A for disclosures where the general account provides an
inherent or ultimate quarantee, such as with pension risk transfer (PRT) or registered index-
linked annuity (RILA) products, and other related disclosures (2025-09BWG and SSAP Ref.
#2024-10), are effective for 1-1-2026; however, early adoption is permitted and disclosures
may be available at Annual 2025 for insurers who adopt early. The disclosures identify if
reisk charges have been provied to the general account, confirm the inclusion of these
separate account produts within asset-liability testing, discuss securities lending and
repurchase/reverse repurchase agreements in the separate account, and fair value of asset
transfers that do not reflect sales in_eschange for cash beteen the general account and

separate account.
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---DETAIL ELIMINATED TO CONSERVE SPACE---
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Group Number
List here

Lead State
List here

Group-wide Supervisor
List here

Group Credit Rating
List here

Publicly Traded
List ticker and exchange

International Jurisdictions
Country/Capital Regime
(Solvency Il, Swiss Solvency

Test, etc.

Contact at Group
List name, phone and email

CPA Firm
List here

Analyst
List here

XX DEPARTMENT OF INSURANCE
GROUP PROFILE SUMMARY
GROUP NAME

As of 12/31/20XX
Updated as of XX/XX/20XX

]Holding\ Company System Summary

12/1/25

Sample text:

Identify the ultimate controlling person (UCP), and Pprovide a summary of th*a
structure and business operations of the holding company system, including
any significant recent events or changes in structure. |

EXAMPLE:
Ultimate Controlling Person: COMPANY 1 is a mutual holding company that
acts as the ultimate controlling person for the group.

Organizational Structure: The group is structured as a mutual holding
company. The majority of the entities within the group are 100% owned by
COMPANY 1. The group provides a wide range of financial products to its
customers, but operates under a fairly direct and simple organizational
structure.

Business Segments: The GROUP is divided into three business segmentg:
insurance, banking and financial services/planning. All of the busines|
segments are designed for and marketed to TARGET MARKET. The insuranci
segment makes up approximately 70% of the group’s total revenue, whici
includes both persenai-property & casualty (55% of total revenue) and lj
insurance (15% of total revenue). Banking services make up approximately
15% of total revenue, with the remaining 15% attributed to financial
services/planning and other minor segments.

Insurance policies are sold through iaternetthe internet, mail, and telephonle
on a direct basis, primarily from its LOCATION office. There are 13 financial
centers in cities with TARGET MARKET LOCATION to assist members with
insurance, banking and investments. The company is exposed to some level of
risk concentration due to its concentration in the TARGET MARKET, which
exposes it to certain geographic concentrations.

The [name of parent] has [issued or modified] a parental guarantee agreement [or capital support agreement]
under which the Parent will be responsible for ensuring that the insurance Companiesy [LIST APPLICALBE PARTIES
TO THE AGREEMENT] haves sufficient capital and liquid assets to pay claims. The Parent will also maintain capitql
at a level that ensures a minimum RBC level ofr ##.#% ACL.

Insurance Entities and Jurisdictions: The group has seven different insurance legal entities domiciled across three
different states in the U.S. In addition, COMPANY 9 is an alien insurer domiciled in FOREIGN LOCATION. The
Company is authorized to provide insurance in the other countries in that region and is subject to insurance

© 2025 National Association of Insurance Commissioners 1
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supervision by the FOREIGN SUPERVISOR. COMPANY 9 reported $547 million in retained profit in 2041xx, so its
operations are not overly significant to the Group.

Captives: The group has established COMPANY 14 as a captive life insurer, to assume XXX and AXXX reserve
liabilities from COMPANY 6. COMPANY 14 is domiciled in CAPTIVE STATE X and is subject to coordinated
supervision. The initial transaction to transfer reserve liabilities was subject to review and approval by the CEDING
STATE and the CAPTIVE DOMICILE and is subject to ongoing review and oversight. During a Dec. 31, 20XX,
coordinated examination, it was determined that the group continues to operate in accordance with the approved
transaction restrictions and maintains sufficient reserves, collateral and surplus to support the captive reinsurance
structure.

Non-Insurance Entities: The group offers many banking and financial products including credits cards, consumer
loans, home equity loans, mortgages, auto loans, checking and savings accounts through COMPANY10 and
COMPANY 11. The Office of the Comptroller of the Currency (OCC) and the Federal Deposit Insurance Corporation
(FDIC) regulate the banks and the LEAD STATE communicates with those supervisors on a regular basis regarding
group issues.

In 20XX, the Group was examined by the Federal Reserve Bank (FRB). No significant findings were noted during
the exam. In 20XX, the Group issued S800 million in additional bank debt through Company 1. However, this
additional debt does not appear to significantly increase the group’s current leverage position, which is
conservative in comparison to most competitors and does not represent a significant concern at this time.

In 20XX, the Federal Reserve conducted stress testing on the bank in COMPANY10. The bank passed the latest
stress tests, demonstrating that they have sufficient capital to withstand adverse scenarios.

Other Information: A recent press release announced the group’s intentions to partner with UNAFFILIATED
COMPANY A to offer additional financial services products to its existing customers. The partnership is not expected
to have a significant financial impact in the near term.

Financial Snapshot (Selected Summary Data)

Provide financial data as well as any notes and explanations of the data to outline the group’s financial position,
segment performance and other key information that is customized and relevant for an understanding of the
specific group. Financial information provided in the GPS ;whieh-may be more detailed as compared to than-the
insurer profile summary of a legal entity insurer asince the availability of group data differs significantly from one
group to the next and fewer tools are available at the group level. However, the information presented may vary
depending upon the availability of consolidated financial data from one group to the next.

EXAMPLE:

Consolidated Balance Sheet (U.S. GAAP)
Years Ended December 31 (Dollars in millions)
Insurance Assets

N
s}
<
)
S
<
3

Non-Insurance Assets

[Add detail based on group specifics]
TOTAL ASSETS
Holding Company Debt

[Add detail based on group specifics]
TOTAL LIABILITIES
EQuUITY

MMMM\V\\V‘»MM‘X
MMMM\V‘»W\MM‘
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TOTAL LIABILITIES AND EQUITY S S
[Add detail based on group specifics] S S
Total revenues S S
Total losses, benefits and expenses S S

NET INCOME 5 5

CASH FLOW 5 5

NET INCOME BY SEGMENT 20XX 20XY

Property & Casualty Insurance S S

Life Insurance S S

Banking & Finance S S

Non-Financial S s

Corporate S S

INSURANCE OPERATIONS BY JURISDICTION 20XX 20XY

[Add international detail based on group, e.q.

premium, revenue, or assets under

management] S s

Consolidated Balance Sheet {U.S-GAAR)

Cash-and-cash-equivalents 13447 —8786

Investments 38,944 35,033

Real-estate-investments, net 2370 1,956

Dot pelin holdee 2200 22

Property-and-equipment—net 1,309 1,343

Other-Assets 7870 Z472

Insurancereserves 15,588 14,062

Denmleelonesiz R S0 7

Borrowings 1,974 3441

; L 5050 L 647

Equity $20,040 S48 7L

C lidated S t 20XX 20XX

Totalinvestmentreturn 2,940 2723

Fotred e ocninenne el 3,489 3422

Redl-estate-investmentincome 253 190
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Otherincome 424 406
Fotalrevenves $19.036 $17946
LOSSES, BENEFITS AND-EXPENSES

Policyholder-Benefits 177 157
Netlosses, benefits-and-settlement-expenses 10,998 9160
Real-estate-investment-expenses 189 153
bt A5 Lo
Dividendsto-policyholders 12 223
Otheroperating-expenses — 3,899 3,669
TotalHosses benefits-and-expenses $16,247 $14,365
e — 2 von s
Income-tax-expense 661 944
MNEFINCOME $2.148 $2.637

EXAMPLE:

Significant Financial Performance Notes:

o The greup-Group continues to experience positive financial results including steady revenue growth, increasing
capital/surplus levels, positive net income and positive cash flow from operations.

Corporate Governance Summary
Provide a summary of the corporate governance structure and an overall assessment for the holding company.

EXAMPLE:

The Group is governed by a board of directors at the mutual holding company level and separate boards are in
place for each insurance and banking entity, but they are led by company employees and have limited
responsibilities. Strategic direction is set by the COMPANY 1 board and the audit committee for COMPANY 1 has
assumed responsibility for the financial reporting and internal controls of all insurance entities. The board is made
up of 10 members, 8 of which are independent from management. The Board and its committees are governed by
formal written charters and the board meets a minimum of 4 times a year to fulfill its responsibilities. Based on the
results of the most recent financial exam, board members of Company 1 were deemed suitable for their positions
with a wide-range of experience and expertise demonstrated including financial and actuarial knowledge. A review
of insurance board meeting materials and minutes indicated that the board is actively engaged in reviewing
reported financial results of the organization and taking action to address strategy when necessary.

Senior management is led by a CEO that has been in place since 20XX and has a background in insurance company
leadership going back more than 25 years. Based on the most recent discussions with management at the
department and through discussions at the last supervisory college, the CEO appears to be well informed in regards
to all significant operations of the group. All of the other members of senior management appear to have
appropriate knowledge, background and experience to fulfill their responsibilities and appear to be actively
engaged in the group’s strategic initiatives. The assignment of authority and responsibility across the group
appears to be clear and effective and the management team has demonstrated its competence through numerous
interviews and meetings with the department. Overall, the Group’s corporate governance is assessed as strong.

© 2025 National Association of Insurance Commissioners 4
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Enterprise Risk Management Summary

Provide a summary of the enterprise risk management function and an overall assessment for the holding
company, as well as a discussion of the ORSA Summary Report filing status.

EXAMPLE:
The Enterprise Risk Management function is organized at the COMPANY 1 level, although an ERM function is also
organized for the banking subsidiaries. Both are overseen by a Risk Management Committee of the board. The Risk
Management Committee is governed by a charter that makes it responsible for developing, communicating and
implementing a risk appetite statement and supporting risk limits/tolerances across the organization. The Chief
Risk Officer oversees the Enterprise Risk Management function for COMPANY 1 and reports to the Ris’(
Management Committee at least quarterly, providing updates on the organization’s compliance with risk
limits/tolerances, describing new and emerging risks the organization is facing, and seeking input on changes to
risk limits/tolerances and remediation efforts to address breaches. Individual risks are assigned to risk owners for
development of mitigation strategies, monitoring and day-to-day management. The results of the organization’s
ERM efforts are documented in an ORSA Summary Report and similar information is reviewed and approved b
the Risk Management Committee and the Board of Directors on an annual basis. Theresults-of the-mostrecent

The Group’s assessment of its key risks through its ERM framework generally align with the department’s

understanding of the Group and its exposures, with the exception of geopolitical risk (see other branded risk) thdt
is of concern to the department but not directly addressed by the Group as a key risk. A recommendation has beeh
made for the Group to incorporate additional geopolitical risk considerations into its ERM framework goin

forward.

Amongst a wide range of other risk exposures, the Group also reviews liquidity (see liquidity branded risk) an{
discusses contingency funding to mitigate potential liquidity stresses due to catastrophic events or severe market

fluctuations.

Group Capital Calculation Summary

Provide a summary of an assessment of the GCC both quantitatively and qualitatively, including any such items as
may not be applicable to a branded risk category. The GCC summary is intended to be high-level. Therefore, other
more detailed observations from reviewing the GCC should generally not be documented into the GPS unless they
are specifically insightful, add to a high-level understanding of the greupGroup’s financial condition, or are specifi|c
to a branded risk category as stated.

It may be appropriate to indicate whether the review of the greupGroup’s GCC indicated the scope of th
application is consistent with the lead state’s determination and summarize the general scope of the GCC. For
example, “the GCC includes all U.S. and Bermuda operations, but excludes ABC non-insurance operations in South
American countries”.

© 2025 National Association of Insurance Commissioners 5
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It may also be appropriate to identify key drivers of risks for the greupGroup within the GCC as those risks
supplement existing risk assessments derived from holding company analysis or are new risks that warrant further
review.

EXAMPLE:

“The greupGroup’s GCC of 201% in the current year was impacted by a decline in total available capital of $X which
is related to the greupGroup’s non-insurance operations in Bermuda and as well as the negative impact of market
risks in the U.S. insurance legal entity ratio components, which based on further analysis has resulted from the
recent financial market volatility”.

Branded Risk Assessments

Summarize your assessment of the branded risk classifications for the greupGroup based upon both quantitative
(e.g., 5-year trending of key ratios) and qualitative information. An assessment of each significant individual risk
component (including prospective risks) relevant to the classification should be provided by indicating either
“minimal concern,” “moderate concern,” or “significant concern” as well as the direction in which the risk is
trending. If no significant—material individual risk components are identified for a branded risk classification,
documentation should be provided to support this conclusion. Consider the materiality and/or significance of each
individual risk component in aggregating the overall assessment and overall trend, including positive
considerations and mitigating factors, for each branded risk classification. Update the Branded Risk Classification
Heat Map to illustrate your conclusions.

The following is an interactive map. Click and drag the risk classification to the appropriate section of the risk
classification heat map after assessing the trend in each individual category.

|| Credit ill Legal ill Liquidity ill Market illOperatiunali

|| Pricing/UW ilReputatiun il Reserving ill Strategic i

EXAMPLE:
Branded Risk Classification Heat Map
A T [Fricing/uw | Other
Increasing
_g 5 o IlOperatiunaI l II Liquidity iIl Market i
é‘ ) . Il Reputatinn' II Credit Ill Strategic i
Static
C: N2
)
Decreasing
1: Minimal Concern 2: Moderate Concern 3: Significant Concern
Assessment
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Credit:

e Loan Portfolio -
the grewpGroup appears to be in the banking segment. The banks have a significant amount invested

The primary credit risk for

in mortgages and automobile loans. Through discussions with the group wide supervisor, the Federal
Reserve Bank, and a review of documentation they provided, it appears that the loans carry a moderate
risk of default. However, current loans past due are less than 1% of loans receivable, indicating that the
Group appears to manage its loan portfolio well.

e Insurer Investments — Other investments are heavily concentrated in investment grade bonds
associated with the insurance operations, which represent a minimal concern. We requested the
grewpGroup provide us with summary investment information for the grewpGroup, which indicated thatl
there were no material concentrations in non-investment grade bonds, equities, private securities or
other types of invested assets. In addition, the greupGroup’s ORSA-Summeary-Repert-assesses credit
within its economic capital model.dees-retlist-credit-as-an-area-of-materialrisk. Because most of these

assets are within the individual insurers, we also reviewed the legal entity insurer profile summaries and

noted no significant concerns with either investments or reinsurance.

Overall: Credit risk is assessed as moderate and static driven by its loan portfolio from banking operations, as
other insurance segment risks are minimal or immaterial to the overall Group.

Minimal Concern Moderate Concern Significant Concern Trend
Loan Portfolio x4
Reinsurancefinsurer & |
investments
Overall Credit Assessment: Moderate Concern Overall Trend: <>

Legal: No specific concerns identified through either review of the legal entity insurer profile summaries, results
of recent coordinated exam, the ORSA Summary Report, other holding company filings, discussions with the
Federal Reserve, communication with the FOREIGN SUPERVISOR of COMPANY 9, or any other sources.

e Claim Lawsuits — The greupGroup is periodically involved in individual claim lawsuits, but frequency has
trended downward and results are not historically significant.

e Requlatory Risk — As a Group with US insurance, banking and financial services operations and

international operations, requlatory risk associated with prospective requlatory changes and

compliance costs are identified as a risk to the Group, but considered minimal at this time.

Overall: Due to the company’s strong management of existing exposures to legal issues, the leqgal risk is
assessed as minimal and declining.

Minimal Concern Moderate Concern Significant Concern Trend
Claim lawsuits N
Regulatory Risk (incl. &
Federal and International)
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Overall Legal Assessment: Ne/Minimal Concern Overall Trend:

Liquidity: As previously discussed, although the insurance assets are fairly conservative, and despite finding
identifying no ofile-Summaries-of legal-entities-that-identified-liquidity-as-an-issue
concerns in the insurance seqgment, this may be an area requiring greater focus at the grewpGroup level moving
forward.

e Liguidity of Banking Operations — The Federal Reserve indicated that the banking operations were
subject to liquidity strain under certain conditions. The banking operations passed the latest stress tests
and demonstration solvency in all but the extreme scenario, however the specific conditions of the

scenario testing were not provided for the lead state’s review.

e Liquidity Stresses — The Group has a liquidity risk appetite statement and liquidity risk limits and
determines if the current liquidity position is within the risk appetite and limit. Given in part the Group’s
exposure to certain types of catastrophic risks as well as certain risks with its banking operations, the

Group has in place a strategy to liquidate assets and access sources of contingency funding in times of

stress.

The analyst suggests as an area of focus during the next coordinated on-site examination, this contingency
funding, specifically the SXXM Federal Home Loan Bank (FHLB) letter of credit; as well as reviewing the current
liquidity position compared to the risk limits; and reviewing the banking stress test scenario to better
understand the entire Group’s liquidity management.eonditions-but-did-net-provide-specifiesregarding-these

A

7

Overall: Liquidity risk is assessed as moderate and static due to liquidity strain at the non-insurance operations

and contingency funding in place to address stress scenarios. Both will be considered for further assessment
during a future examination.

Minimal Concern Moderate Concern Significant Concern Trend
Liquidity of Banking operations x4
Liquidity Stresses (i-e-eatCAT x4
scenario or market fluctuations)
o\
Overall Liquidity Assessment: Moderate Concern Overall Trend: <>

Market: The Group is exposed to market risk with:

e Loan Portfolio — Similar to credit risk, through discussions with the Federal Reserve, market risks related
to the loan portfolio were identified, as these loans can be subject to market swings during certain
economic conditions. Although general concerns were communicated in this area, specific concerns
related to the company’s stress test results for various scenarios were not communicated.

© 2025 National Association of Insurance Commissioners 8

12/1/25



Attachment Two-G

Examination Oversight (E) Task Force

Financial Analysis Handbook
20245 Annual / 20265 Quarterly|

VI.C.1. Group-Wide Supervision — Group Profile Summary Example

Insurance Portfolio — Despite the relatively conservative investment portfolio, the Company identified

through stress tests specifically reviewing the capital effects for interest rate changes/levels on the
insurer’s portfolio ints-ORSA-that market risk was an area where a moderate risk, or at least a moderate
amount of capital, may be needed to absorb certain specific economic conditions. However, based on
discussions with management, despite the use of various types of derivatives to reduce such risks, the
company indicates that its cost-benefit analysis suggests that further hedging is not used to manage
this extreme tail risk that has a somewhat low probability. Further review of such need not be performed

until the next five-year examination.

The Group is

[Geopolitical Risk }—

Overall: Based on the above, market risk is assessed as moderate and static attributed to both the insurance

exposed to geopolitical risk and uncertainty related to its investment in COMPANY 9, which is an alien

reinsurer operating in Country XX. As the stability of Country XX’s government has been weakened due

to recent protests related to government corruption, the Group’s investment in COMPANY 9 is of some
concern. However, as the Group’s total investment in COMPANY 9 (S547 million at Dec. 31, 20XX)
represents less than 3% of overall capital and surplus, the situation warrants only a moderate concern

at this time.

and non-insurance segments as the economic market remains volatile.

12/1/25

Commented [JK2]: Moved here from Other risk, as it is
proposed to eliminate the Other risk category from the example.

Minimal Concern Moderate Concern Significant Concern Trend
Loan Portfolio L4
Insurance Portfolio x4
Geopolitical risk (COMPANY 9) Rrd
Overall Market Assessment: Moderate Concern Overall Trend: <>
Operational:

e Earnings — Consolidated GROUP reported net income of $2,128 million in the current year compared
to $2,637 million in the prior year. In the current year, GROUP P/C companies experienced significant
catastrophe events, which included tornadoes, floods, hail, wildfires, earthquakes and hurricanes.
However, even with the heightened number of catastrophes faced by the greupGroup, the overall
financial results were favorable and grewpGroup capital, perthe-ORSA-Summeary-Repertaccording to
the Group, appears to be well above target even under adverse conditions. The groupGroup is not
structured like most companies and its overall approach is geared towards its policyholders.

© 2025 National Association of Insurance Commissioners 9
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o Internal Control Documentation —HeweveraAlthough the last examination revealed that governance
risk was low, certain internal control processes were not clearly documented. The growpGroup
indicated that it was in the process of working with its internal audit department to enhance its
documentation. Through discussions with the Federal Reserve, it appears that the greupGroup has
recently developed additional documentation around internal controls. These activities will be verified
during the next onsite examination.

e Cybersecurity — The Group identified cyberattack as a key risk with moderate concern due to the
number of entities, IT platforms, lines of business, and counties that the insurer operates within.
Therefore, the company has purchased a cyber policy for S5 million. The analyst will recommend the
exam team confirm and review the provisions of the policy. Additionally, the Group’s stress testing
shows that the insurer’s capital could absorb a moderate cyber event with reinsurance and controls

that are in place. However, stress testing also shows that a combination event with both a cyber attack

and an underwriting (CAT) event would require the insurer to obtain additional capital to absorb.

Overall: Operational risk is assessed as minimal and static at this time due to strong profitability, slightly offset
by potential risks noted within documentation of internal controls and cybersecurity.

Minimal Concern Moderate Concern Significant Concern Trend
Earnings &-Group-Capitad 4
elelinpmena e Dbl
Internal control documentation N
Cybersecurity g
Overall Operational Assessment: Ne/ZMinimal Concern Overall Trend: <&

Pricing/Underwriting: Our review of pricing/underwriting risk focused on the insurers within the organization,
as similar risks in the banking segment were evaluated as an element of credit risk.

e Auto/Home Underwriting & Pricing — Underwriting performance within the auto and homeowner’s
lines of business remain within expectations for premium revenue growth and earnings groupwide.
However, expansion and the shift to more property lines (Auto and Homeowners), may result in higher

pricing risks going forward.

e CAT Risk — Company 6 has a concentration of catastrophe risk in one state, which was identified as a
significant _concern by State Y. However, after further review—, and detailed discussions with
management, we determined that CAT risk for the entire Group as a whole was moderate.Additionety
t The Company has taken steps in the current year to minimize this risk further by creating a separate
legal structure to reduce this risk through the issuance of insurance linked securities.,-as-diseussed-in

the—Group’s—Ferm—Ffiling—We—suggest-that—a Although this is a risk mitigator, a target exam is

© 2025 National Association of Insurance Commissioners 10
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recommended to review the details of the structure showd-be-examined-mere-closely-during-a-targeted
exam-as-seon-as-possible-and-thaetregwaters-and we will continue to monitor this activity closely as it

could represent a significant concern if not structured effectively.

WC Underwriting & Pricing — Alse—£The greupGroup’s workers’ compensation (WC) line of business

Overall: Pricing/underwriting risk is assessed as moderate and increasing due to uncertainties in the changing

appears to contain some risk for the greupGroup, where despite relatively strong historical
performance, we’re noticing an industry trend of decreasing prices. As this line of business represents
more than 25% of the greupGroup’s total gross written premiums, we believe a detailed review of |
national underwriting procedures and current pricing on workers’ compensation may be appropriate
during the next onsite exam (scheduled for two years from now).

product focus and expansion, as well as potential for pricing trends to impact the WC line of business, which is

material to the Group.

Minimal Concern Moderate Concern Significant Concern Trend
Auto/home underwriting &
& pricing
CAT risk e
WC underwriting and pricing ™
Overall Pricing/Underwriting Assessment: Moderate Concern Overall Trend: T

Reputation: No significantissues-material risks were identified. The Group appears to monitor its reputation
and strong financial strength and credit ratings on a regular basis. as-deseribed-in-its-ORSA-Summery-Repert.

Overall: Reputation risk is assessed as minimal and static due to the Group’s historically strong reputation

ratings, and demonstration of strong corporate governance in managing its reputational risk, despite the

challenging insurance markets.

Minimal Concern Moderate Concern Significant Concern Trend
Overall-reputation
Overall Reputation Assessment: Ne/Minimal Concern Overall Trend: <>

Reserving: Our review of reserving risk focuses on the insurance segment of the Group, as the risk associated
with bank lending activities are addressed in Credit.

Adequacy of Reserves and Leverage — The greupGroup sets P&C reserves at a level slightly above the

actuary’s central estimate eentinwesteand maintains a reletively-conservative ratio of reserves to
equity of 780% although it-this ratio has been trending slightly negative.

Loss Development — %&%@Mﬁ%ﬁ%#%ﬁ%@m%ﬂ%m
geAlthough the group sets P&C
reserves slightly above the actuary’s central estimate, it reported unfavorable prior year reserve

development, following three consecutive years of favorable development (see graphic below). This

© 2025 National Association of Insurance Commissioners 11
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unfavorable development stemmed from reserve strengthening in the auto liability line, driven by

industry-wide trends of increased claims severity attributed to social inflation. The Group maintains

internal actuarial expertise but has limited experience in some of the new markets they are operating

in. Hewever—g hown—in—the—in er’c ORSA mrary—Repo heo in anece—aro

(44 PY PY1 PY2 PY3
Two Year Develop  812.0% -10.0% -10.4% -5.6% 1.1%
Loss & LAE/C&S #779.8% 76.28% ——756.82% 73.7%  71.9%

Life Insurance Reserve Adequacy of Ceded Business - The Company cedes a material portion of life

insurance to its dffiliated captive insurer. As noted above, during the Dec. 31, 20XX, coordinated

examination, it was determined that the group maintains sufficient reserves, collateral and surplus

to support the captive reinsurance structure. Per the domiciliary state IPS, the 20XX Actuarial Opinion

and RAAIS has been reviewed and no concerns were identified since the last exam.

12/1/25

Overall: The Group continues to maintain a _conservative reserve leverage position and has a history of

favorable development, although expansion into new property markets may become a challenge. At this

point, reserving risk is assessed as minimal and increasing overall.

Minimal Concern

Moderate Concern

Significant Concern

Trend

Adequacy of Reserves

and Leverage

&

Loss development

Life Insurance Reserve

Adequacy of Ceded

Business

T e

Overall Reserving Assessment: No/Minimal Concern

Overall Trend: <>

Strategic: The primary risks for the Group are divided into insurance and banking segments.

Competition (Insurance) — The Group has proven risk mitigation strategies in the insurance

companies and has managed those risks well. However, the greupGroup is facing new competition in
a number of its primary insurance markets as competitors seek to duplicate the gretpGroup’s strong
financial performance. While the greupGroup appears to be aware of the increased competition and
responding to the emerging threats in this area, these threats bear monitoring as a moderate
concern.

Group Capital and Capital Modeling — COMPANY 1 uses an internally developed economic capital

model to determine the required capital to absorb unexpected losses in the 12 months arising from

the following key risks: insurance, market, catastrophe and credit. Additionally, strategic risk and

operational risk are quantified outside the economic capital model. The aggregate required capital is

then compared to the available capital to determine the solvency position of the company. The

required capital and available capital are projected and stressed over the next three years to assess

© 2025 National Association of Insurance Commissioners 12
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the ability of the company to remain solvent over the duration of the business plan. The projections

and stress tests demonstrate the ability of the company to remain solvent under all but very extreme

scenarios.

detailed-to-assess—See-above-suggestionregardingtiquidity—The groupGroup’s GCC is assessed as
low-risk and stable and is a positive consideration in the overall assessment of strategic risk. The GCC
has generally been reasonable and consistent over the past five years as illustrated in the following
table. Additionally, refer to the GCC summary for further details.

cYy PY PY1 PY2 PY3
GCC Ratio 201% 207%  163%  202% 197%

e Liquidity Strateqy — One area of risk that has not been easy to assess at the Group level is its liquidity

planning and strateqy (see LQ Risk for more information). Additional discussions on this topic are

recommended during the next meeting with management.

° \Holding Company Debt — While the Group’s holding company has issued debt to fund operations, the

Group’s interest coverage ratio (provided below) shows that the Group is not overly reliant on cash

flow from the insurance entities to cover the holding company debt.

cYy PY PY1 PY2 PY3

Interest Coverage 4.5X 44X 44X  2.2X 5.2)d

Overall: Strategic risk is assessed as moderate and static driven primarily to the competitive nature of the
Group’s lines of business, but offset by a strong capital position.

Minimal Concern Moderate Concern Significant Concern Trend

Overaflstrategic
planning

Holding Company Debt

Competition

Liquidity strategy

T2 |10

Group Capital
Ealewlation-and Capital
Modeling

Overall Strategic Assessment: Moderate Concern Overall Trend: <&

© 2025 National Association of Insurance Commissioners 13
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Overall Conclusion

This section should include the analyst’s overall conclusion as to the greupGroup’s financial condition, discuss key
strengths that potentially mitigate the risks assessed above, and highlight any key weaknesses or material
concerns the analyst may have with the greupGroup’s operations going forward. Include a discussion on the
interconnections within the holding company Group that have a significant impact on the insurance segment.
Include any material actions that may-have been taken by the lead state or other jurisdictions (e.g., significant
holding company transactions, prior or planned meetings with management, and-referrals to/from other divisions,
and communications with other regulatory jurisdictions, etc.).

EXAMPLE:

Based on the branded risk assessments provided above as well as the company’s financial results reported in recent
periods, the gretpGroup appears to be financially stable with no major sources of potential contagion risk to the
insurance entities identified. However, some of the key weaknesses and material concerns facing the gretpGroup
include increased competition, geopolitical risk to operations in Country XX, overall liquidity planning and the
Group’s pricing/underwriting of workers’ compensation business. These concerns are somewhat offset by company
strengths including a conservative investment portfolio, strong reputation and history of strong financial
performance. While the Group has issued new holding company debt, the risk of dependence upon cash flows from
the subsidiaries, including the insurance operations, to make payments is minimal at this time. The department
meets annually with grewpGroup leadership with the next meeting scheduled for the first quarter of 20XX to discuss
annual results. During the meeting, the department plans to ask about the impact of increased competition on the
grewpGroup as well as liquidity planning.

The company has in place a capital support agreement with each of the U.S. insurance entities in which it will be
responsible for ensuring that each of the insurance entities has sufficient capital and liquid assets to pay claims.
The Company will also maintain capital at a level that ensures a minimum U.S. RBC level of ##.#% ACL for both life
and property operations.

Supervisory Plan

List any specifically identified items that require further action and/or monitoring by the analyst or specific testing
by the examiner. In addition, indicate if the greupGroup is or should be subject to any enhanced monitoring, such
as monthly reporting, meetings with the department, a targeted examination, or a more frequent exam cycle.
Note if any regulatory actions have recently been taken.

EXAMPLE:

© 2025 National Association of Insurance Commissioners 14
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Analysis Follow Up

e Discuss the grewpGroup’s strategy to address increased competition in several of its primary markets a|
part of the next annual meeting [scheduled for DATE], supervisory college [scheduled for DATE] and/ar
holding company analysis.

® Monitor the situation in Country XX to consider its impact on the grewpGroup’s investment in COMPANY

9.

e Discuss any significant negative developments with the grewpGroup’s executives.

e Discuss liquidity planning and strateqy during the next scheduled meeting with management (see alsp
exam considerations).

Examination Follow-Up

Interim Target Examination

e Perform a targeted examination on the greupGroup’s newly developed insurance linked securities in order
to understand all aspects of the program including its interaction with other forms of projection, limits,
the monitoring used by the company, etc.

Next Coordinated Examination

Y

e The next coordinated examination is scheduled for the period ending Dec. 31, 20xx. The following ar
recommended areas of focus

o [nerease-thefecus-on-rNational underwriting procedures and current pricing on workers’ compensatiop
during the next coordinated examination.

o Increasethefoecusontheekntire groupGroup’s (including banking) liquidity management program.-during

T

o__Specifically review the liquidity risk appetite statement and liquidity risk limits to determine if thg
current liquidity position is within the risk appetite and review documentation of the insurer’s
control of monitoring limits.

o Verify the existence of the FHLB letter of credit for contingency funding since it is the primar|
source of additional funding during a stress event. R

O Review the banking stress testing scenarios to determine the impact of the scenarios to liquidity.

e Review of the economic capital model including the CAT model component that calculates the ris
exposures by peril.

o __Assess if the insurer approves the appropriateness of the model(s) framework and ensures that a|
key risks are assessed either in the model or under a separate assessment.

e Reinsurance given the Group indicates it is the primary control of the Group’s catastrophic risk.

o Review the reinsurance program as outlined in the reinsurance interrogatory tower consider ho
aqggregated/modeled loss exposures are utilized by the company to reach reinsurance decisions if
the context of overall reinsurance strategy.

o__Review the probable maximum loss (PML) for catastrophe perils and compare them to the
catastrophic reinsurance structure that has been selected.

© 2025 National Association of Insurance Commissioners 15
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P/C LIQUIDITY RATIO 9 — ADJUSTED LIABILITIES TO LIQUID ASSETS

[ Total Liabilities (A) |

A Total Liabilities

B. Liabilities Equal to Deferred Agents’ Balances

C. Adjusted Liabilities = (A-B)

D. Bonds

E. Stocks, Preferred & Common

F. Cash, Cash Equivalents & Short-Term Investments

G. Receivable for Securities

H. Investment Income Due & Accrued
AffiliatesAffiliated Investments — Bonds

J. Affiliated Investments — Preferred Stocks

K. Affiliated Investments — Common Stocks

L. Affiliated Investments — Short-Term Investments

-MJ. Liquid Assets = (D=E+F+G+H-1.J-K-L)

Result =100 * (C/ MI)
e If] is zero or negative, result is 999.

© 2025 National Association of Insurance Commissioners

Adjusted

Liabilities (C)

- | Liabilities Equal to Deferred Agents’ Balances (B) |
Adjusted Liabilities to )
Liquid Assets - Bonds; Stocks; Cash, Cash Equivalents, & Short-Term
Investments; Receivable for Securities; Investment
Liquid Assets Income Due & Accrued (D+E+F=-G+H)
@
- Investments in Parent, Subsidiaries, & Affiliates
(I+J+K+L)

Page 3, Line 28, Column 1

Page 2, Line 15.2, Column 3

Page 2, Line 1, Column 3

Page 2, Line 2.1 +2.2, Column 3

Page 2, Line 5, Column 3

Page 2, Line 9, Column 3

Page 2, Line 14, Column 3

Page 17, Line 42434445,
Column 1

Page E17, Line 0999999, Col. 6-8

Page E17, Line 1899999, Col. 6-8

Page E18. Line 7699999999 Col. 6
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Draft: 12/3/25

Financial Examiners Handbook (E) Technical Group
Virtual Meeting
November 20, 2025

The Financial Examiners Handbook (E) Technical Group of the Examination Oversight (E) Task Force met Nov. 20,
2025. The following Technical Group members participated: John Litweiler, Co-Chair (WI1); Blase Abreo (AL); Laura
Clements (CA); William Arfanis (CT); N. Kevin Brown (DC); Cindy Andersen (IL); Shannon Schmoeger (MO);
Monique D. Smith (NC); Tadd Wegner (NE); Colin Wilkins (NH); Kim McNamara (OH); and Tarik Subbagh (WA).

1. Adopted Handbook Guidance

A. Revisions Regarding the Use of Al in Exams

Litweiler introduced the first set of revisions to the Financial Condition Examiners Handbook (Handbook) on the
use of artificial intelligence (Al) in exams. Revisions were incorporated into the introduction and Sections 1-4 of
the Handbook, providing guidance on the responsible use of Al, including considerations regarding user review of
Al output and confidentiality. Three comment letters were received on these revisions from AHIP (Attachment
Three-A), the National Association of Mutual Insurance Companies (NAMIC) (Attachment Three-B), and the
American Property Casualty Insurance Association (APCIA) (Attachment Three-C).

Tom Finnell (AHIP) stated that members are not sufficiently aware of the intended use of Al during examinations,
given the long intervals between exams, and conversations have not yet been held on how Al might be used in
the future. He proposed establishing a joint regulator-industry process to finalize the initial effort to develop Al
guidance for examiners and to monitor ongoing development, benefits, risks, and other consequences of
examiners’ continued use of Al on examinations. He stated that examination processes should ensure that
examiners provide the insurer under examination with transparency into their use of Al and opportunities for
input.

Jay Muska (APCIA) agreed that additional language should be added to the Handbook requiring examiners to
discuss with insurers when Al will be used during an exam. He noted that this is an evolving area, so these
discussions would help insurers understand how the Al tools will be utilized and the insurance department’s
security protocols, allowing insurance companies to gain comfort with the Al tool prior to the exam.

Litweiler stated that while the group appreciates and respects the industry’s concerns, no additional proposed
changes will be made to the Handbook because the guidance is not all-encompassing. Given that Al technology is
rapidly evolving, future revisions to the guidance are likely to occur. If there are concerns about the output of
findings from the use of Al tools, a framework is in place to discuss these findings. Additionally, the Big Data and
Artificial Intelligence (H) Working Group will need to finalize its work on the Al Systems Tool before including Al-
specific exam steps in the guidance.

Next, Finnell stated that the revisions should explicitly state that this guidance also extends to contract examiners.
Litweiler mentioned that while existing confidentiality requirements extend to contractors, and a new
accreditation standard pertains to this issue, NAMIC's proposed verbiage on extending confidentiality
requirements to contractors will be added to the guidance.

© 2025 National Association of Insurance Commissioners 1
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Lastly, Finnell stated that comparable guidance should be developed for use by market conduct examiners, if not
already in development. Litweiler said that the NAIC can contact the respective working groups to inform them of
this guidance following its adoption.

Litweiler said that the final two edits to the exposed guidance were proposed by NAMIC. First, the proposed edits
remove two sentences, as the perceived Al risk described was too broad and conclusive as applied to all types of
Al models. Secondly, some proposed edits regarding the input of confidential information into external, public-
facing Al platforms were added to the guidance with a slight modification.

Arfanis stated he agrees with the current guidance as is, with the caveat that the technical group will need to
revisit this again as Al technology evolves. Along with regulator-to-industry, he said there should be regulator-to-
regulator conversations on the topic down the road to ensure states are on the same page about what Al is being
used for during examinations.

Andersen stated it is important to ensure that consultants do not use Al without oversight or acknowledgement
from states. In the future, each jurisdiction will have its own guidance on Al usage within its state. She noted that,
through discussions with consultants, it was found that many states are already considering the use of Al
applications on exams. Specifically, there will need to be upfront conversations between states in coordinated
exams about the use of Al, as some states may have concerns about its use. These conversations will also need to
be extended to the insurance companies themselves.

Elise Klebba (NAIC) noted that an updated version of the Al guidance would be provided after the meeting.

B. Revisions Regarding Recent Statutory Accounting Principles (E) Working Group Adoptions

Litweiler introduced the next set of revisions to the Handbook, which reflect recent Statutory Accounting
Principles (E) Working Group adoptions, including updates related to modified coinsurance (modco) reinsurance
and the principles-based bond definition. He stated that revisions to the capital and surplus repository enhance
guidance updates made last year pertaining to the accurate calculation and reporting of risk-based capital (RBC),
including any manual adjustments. Phase 5 procedures now reference the new Schedule S, Part 8, which
examiners can tie out to. In addition, sample procedures were added to the reinsurance ceding repository for
considerations regarding the collateral held in modco and funds withheld reinsurance agreements. Procedures
include assessing the reinsurer’s investments and the credit quality of collateral assets, along with affiliate and
related party considerations.

Revisions related to the principles-based bond definition are included in the investments repository. An existing
risk identifier related to properly implementing and monitoring structured security transactions was revised to
include the reporting element. Litweiler stated that sample procedures were added to help ensure the appropriate
reporting treatment of securities under the principles-based bond definition, as there is a risk that a company
could report securities as bonds on Schedule D, versus reporting them as other assets on Schedule BA, in an effort
to avoid a higher RBC charge.

C. Revisions Regarding AG 55

Litweiler shared the next set of revisions related to Actuarial Guideline LV—Application of the Valuation Manual
for Testing the Adequacy of Reserves Related to Certain Life Reinsurance Treaties (AG 55). He stated that the
revisions made to the reserves/claims handling (life) repository add sample procedures for asset adequacy testing
(AAT) for certain asset-intensive reinsurance transactions in accordance with AG 55.

© 2025 National Association of Insurance Commissioners 2
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D. Revisions Regarding Risk Matrix Verbiage

Litweiler introduced the last set of revisions, which reflect changes to the risk matrix verbiage throughout the
Handbook. Given the transition to TeamMate+, standalone risk matrices will be phased out as more states
document the risk assessment through functionality within the TeamMate+ application. He stated revisions clarify
that the risk assessment is the requirement, rather than Exhibit K (the risk matrix) itself. Exhibit K will remain in
the Handbook, but the use of this exhibit is not required. Additionally, since automatic reference counting (ARC)
references no longer exist within TeamMate+, Handbook exhibits that include examples with ARC references for
illustration purposes have been updated to reflect hyperlinks to a location or document to demonstrate how
references are shown in TeamMate+. This change affects Exhibits V, CC, and DD.

Smith made a motion, seconded by Clements, to adopt the revisions related to use of Al in exams (Attachment
Three-D), recent Statutory Accounting Principles (E) Working Group adoptions (Attachment Three-E), AG 55
(Attachment Three-F), and risk matrix verbiage (Attachment Three-G) for inclusion in the Handbook. The motion

passed unanimously.

Having no further business, the Financial Examiners Handbook (E) Technical Group adjourned.

SharePoint/NAIC Support Staff Hub/Committees/E CMTE/EOTF/FEHTG Meeting Minutes 11.20.25
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601 Pennsylvania Avenue, NW 7202.778.3200
South Building, Suite 500 F202.331.7487
Washington, D.C. 20004 ahip.org

Guiding Greater Health

November 13, 2025

Eli Snowbarger, Co-Chair

John Litweiler, Co-Chair

Financial Examiners Handbook (E) Technical Group
National Association of Insurance Commissioners
1100 Walnut Street, Suite 1500

Kansas City, MO 64106-2197

By Email to: Elise Klebba at eklebba(@NAIC.org.
Re: NAIC Financial Examiners Handbook (E) Technical Group
Dear Mr. Snowbarger and Mr. Litweiler,

On behalf of AHIP, thank you for the opportunity to submit comments on the exposed proposed
changes to the Financial Examiners Handbook.

AHIP’s comments are limited to the sections of the exposure relating to the use of artificial
intelligence (Al) by regulators on examinations. Our comments are summarized as follows:

1. To consider whether the proposed guidance for examines is sufficient, it would be helpful
for Interested Parties to better understand from the working group the current and
anticipated usage of Al by examiners on insurer examinations.

2. Examination processes should ensure that examiners provide the insurer under examination
transparency into their use of Al and opportunities for input. Further there should be
transparency by the insurer into any key conclusions reached using Al systems.

3. Any Al-related guidance for department examiners should extend to contract examiners as
well. There may be need for additional guidance for contract examiners given the diversity
of individuals and firms involved and their relative degree of experience involving Al and
controls over the use of Al

4. Comparable guidance should be developed for use of AI by market conduct examiners, if
not in development already.

A joint regulator-industry process should be established to finalize the initial effort to develop
Al-guidance for examiners (perhaps referring any guidance to the (H) Committee) and to
monitor ongoing development, benefits, risks, and other consequences of examiners’ continued
use of Al on examinations.
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Thank you for the chance to comment. We look forward to further discussions with the Technical
Group.

Sincerely,

Miranda Motter

AHIP Senior Vice President, State Affairs and Policy
mmotter@ahip.org

202-923-7346

CC: LaCosta Wix, Senior Regulatory Counsel
Tom Finnell, AHIP Consultant

AHIP is the national association whose members provide health care coverage, services, and solutions to
hundreds of millions of Americans every day. We are committed to market-based solutions and public-
private partnerships that make health care better and coverage more affordable and accessible for
everyone. Visit www.ahip.org to learn how working together, we are Guiding Greater Health.
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® 317.875.5250 | [F] 317.879.8408

r N ‘ \ IVI I C 3601 Vincennes Road, Indianapolis, Indiana 46268
NATIONAL ASSOCIATION OF 202.628.1558 | [F]202.628.1601

MUTUAL INSURANCE COMPANIES 20 F Street N.W., Suite 510 | Washington, D.C. 20001

November 13, 2025

VIA ELECTRONIC SUBMISSION

Mr. Eli Snowbarger, Chair

Financial Examiners Handbook (E) Technical Group
National Association of Insurance Commissioners
c/o Elise Klebba

Via Email: eklebba@naic.org

RE: Revision of Financial Examiners Handbook Incorporating Guidance Related to the Use of
Artificial Intelligence (Al) in Exams

Dear Mr. Snowbarger,

Thank you for the opportunity to comment on the revision of the Financial Examiners Handbook
(the Handbook) on guidance related to use of artificial intelligence (Al). The following is submitted
on behalf of the member companies of the National Association of Mutual Insurance Companies
(NAMIC).! NAMIC is appreciative of your work on this topic and looks forward to working together.

First, we think the placement of this new guidance under “G. Confidentiality” is the appropriate
spot. The confidentiality of any insurer information is highly important to the financial exam
process. Given the importance of confidentiality, we suggest that the guidance make explicitly
clear that the expectations in this section extend to any contract examiners or vendors that a
department may use in the course of an examination. We suggest this could be addressed through
addition of a sentence stating: “The expectations contained in this section apply equally to state
insurance department examiners as well as any contract examiners or vendors a department may
use in the course of an examination.”

We also appreciate the statement that examiners should not input any confidential information,
non-public, personally identifiable, or proprietary information obtained during the examination
process into external, public-facing, Al platforms. From our perspective, that description suggests it
is only appropriate to use internally hosted or internally integrated models for inputting

1 NAMIC has more than 1,500-member companies representing 40 percent of the total U.S. property/casualty insurance market. NAMIC member
companies serve more than 170 million policyholders and write more than $323 billion in annual premiums. Our members’ direct written premiums
account for 67 percent of homeowners’ insurance and 55 percent of automobile insurance. Through NAMIC advocacy programs it promotes public
policy solutions that benefit NAMIC member companies and the policyholders they serve and fosters greater understanding and recognition of the
unique alignment of interests between management and policyholders of mutual companies.
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information obtained during the examination process. We suggest the following edit, striking the
current language and inserting the language in red:

Given the nature of examination information being confidential, nonpublic, personally
identifiable, or proprietary, examiners or contract examiners shall not use external, public-
facing Al platforms. Examiners should only input examination information into internally
hosted or internally integrated models or custom Al applications.

While we appreciate the guidance emphasizing detailed review of workpapers if the examiner is

utilizing Al during the examination, we find that the explanation of perceived Al risks is too broad
and conclusive as applied to all types of available Al models, and therefore suggest the following
edit in red:

Detailed review of the workpapers is especially critical if the examiner is utilizing Al during
the examination. The guidance below applies when the use of Al contributes to the
development of examination evidence and does not apply to basic rewording, proofreading,
and editing. Centen . +containfactualinaccuracies;reflect unintended

professionalskepticism—Examiners should review and validate the accuracy,

appropriateness, and relevance of any Al output used in the exam process.

Lastly, we appreciate and support the language stating that examiners should document use of Al.
In this vein, we further suggest that the guidance should include discussion between examiners and
insurers about the reviewers’ intended use of Al during the exam, as well as including Al use as part
of the status update meetings throughout the exams and in the exit meeting. We suggest
incorporating the language in red:

If Al generated outputs are incorporated into examination work, the examiner should also
document the nature of the Al usage. Documentation should indicate which tool was used
and that the examiner reviewed and validated the content prior to its inclusion. In addition
to the documentation, examiners should ensure they are discussing with examinees the
intended use of Al during the exam throughout the exam process, including in status update
meetings and the exit meeting.

© 2025 National Association of Insurance Commissioners 2
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Thank you again for your consideration of our comments and do not hesitate to reach out to me
with any questions you may have.

(llasriphalis

Colleen Scheele
Senior Vice Policy President and Counsel, Tax and Fiscal Policy
National Association of Mutual Insurance Companies

© 2025 National Association of Insurance Commissioners 3
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November 13, 2025

Eli Snowbarger, Co-Chair

John Litweiler, Co-Chair

Financial Examiners Handbook (E) Technical Group
National Association of Insurance Commissioners

VIA ELECTRONIC SUBMISSION

Elise Klebba
NAIC
Eklebba@naic.org

RE: Financial Examiners Handbook (E) Technical Group Exposure Drafts

Dear Mr. Snowbarger and Mr. Litweiler:

The American Property Casualty Insurance Association (APCIA)! appreciates the opportunity to
comment on the Financial Examiners Handbook (E) Technical Group’s proposed revisions to the
Financial Condition Examiners Handbook.

APCIA is supportive of the proposed additions to the Handbook clarifying that examiners should not
input any confidential information into Al platforms and that examiners should review and validate
the accuracy, appropriateness, and relevance of Al outputs.

However, we believe there should be additional language added to the Handbook to include a
requirement for examiners to notify insurers when Al will be used during an exam, as well as a short
description of the program, how it will be utilized and the insurance department’s security protocol.
This would allow insurers and their IT teams to test and gain comfort with the Al tool prior to the
exam. We believe that this is necessary at this moment, since Al use in this context is relatively
new, developing quickly, and there are many Al tools being developed.

Should you have any questions, please contact us. Thank you for your consideration.
Sincerely,

John (Jay) Muska, CFA, CPA

Vice President of Accounting and Financial Issues

American Property and Casualty Insurance Association

cc: D. Keith Bell
Chair, APCIA Financial Management and Regulation Committee

" APCIA is the primary national trade association for home, auto, and business insurers. APCIA promotes and
protects the viability of private competition for the benefit of consumers and insurers, with a legacy dating
back 150 years. APCIA members include companies of all sizes, structures, and regions—protecting families,
communities, and businesses in the U.S. and across the globe.

555 12th Street, NW, Suite 550, Washington, DC 20004 | 202-828-7100

. . 8700 W. Bryn Mawr Avenue, Suite 12008, Chicago, IL 60631-3512 | 847-297-7800
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***Text Eliminated to Conserve Space***

G. Confidentiality

The NAIC Model Law on Examinations (or a substantially similar provision) is required to be part of state law in
accordance with accreditation guidelines. This Model Law provides specific guidelines regarding the confidentiality
of information developed, received, or disclosed through the course of conducting financial and market conduct
examinations, including the course of analysis. As detailed within this Model Law, documents, materials, or other
information, including but not limited to all working papers, and copies thereof, created, produced or obtained by or
disclosed to the commissioner or any other person in the course of an examination, or in the course of analysis by
the commissioner of the financial condition or market conduct of a company shall be confidential by law and
privileged and shall not be subject to public disclosure, shall not be subject to subpoena, and shall not be subject
to discovery or admissible in evidence in any private civil action.

In accordance with the revised risk-focused surveillance approach contained within this Handbook, it is anticipated
that the financial examiners will be incorporating new tools to document their examination approach and results
(e.g., Insurer Profile Summary, Risk Assessment Matrix, Supervisory Plan and Summary Review Memorandum).
Similar to other documentation completed in accordance with a financial condition examination, these tools shall
be considered confidential under state law including the state’s examination law. Although the risk-focused
examination approach envisions enhanced communication between state insurance department examiners and
analysts, the sharing (and potential further development) of these examination workpapers to and by financial
analysis regulators, or to other individuals within a state insurance department, shall not impact their confidential
status. All examination workpapers, including those mentioned above may be shared with other regulators whose
state insurance departments have the authority under state law to preserve the confidentiality of the information
they receive. (The confidentiality provisions related to examination workpapers apply to both examinations of
insurance companies and holding companies.)

State insurance departments that utilize contract examiners should continue to remind such examiners of the
responsibility to keep insurer-specific information confidential. Furthermore, the communication of effective
practices employed by one insurer (whether it is a practice pertaining to the development or marketing of specific
products, established controls, documentation of activities, etc.) to other entities may be perceived as a violation of
trade secrets and should be restricted by both state and contract examiners.

If state insurance departments utilize artificial intelligence (Al) tools within examinations, these should be used in a
manner consistent with applicable confidentiality requirements. Given the nature of examination information being
confidential, nonpublic, personally identifiable, or proprietary, examiners should not input this information into
external, public-facing Al platforms. Such information includes, but is not limited to:

e Insurer-specific financial or operational information

e Examination workpapers

e Internalinsurer communications or documents

e Anyinformation protected under law, regulation, or the NAIC Model Law on Examinations (#390).

To safeguard confidential information, examiners should limit their use of tools to those expressly approved by the
state insurance department and hosted in secure, department-managed environments. If a secure Al tool is not
available, examiners must ensure any data is fully anonymized to remove any nhon-public or sensitive information.
The expectations contained in this section apply equally to state insurance department examiners as well as any
contract examiners or vendors a department may use in the course of an examination. For more information on
considerations when utilizing Al in examinations, please refer to Section 1-4 in this Handbook.

***Text Eliminated to Conserve Space***
© 2025 National Association of Insurance Commissioners 1
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IV. STANDARD EXAMINATION PROCEDURES 12/1/25

***Text Eliminated to Conserve Space***
F. Examination Review Responsibilities
***Text Eliminated to Conserve Space***

d. Detailed Review

All workpapers require a detailed review. On larger examinations, there may be two or more detailed
reviewers, each with responsibilities for particular areas. On smaller examinations, typically there will be
only one detailed reviewer.

The completion of the risk assessment enables examiners to plan the review to be proportionate to the risk
of material error in specific accounts and transactions. This risk of material error and the technical
competence and experience of the assigned staff personnel will influence who should perform the
procedures in each area. These same factors should influence the selection of the detailed reviewer for each
area.

For example, an examiner-in-charge ordinarily will perform procedures in areas requiring significant
subjective judgments. As a result, the chief examiner, or designee, would perform a detailed review of the
work in these areas.

The emphasis of a detailed review is on the technical accuracy and completeness of the workpapers. A
detailed reviewer should determine whether:

e Procedures in the examination program were properly performed. These procedures should be
cross-referenced from the examination program to the workpapers where the work is evidenced.

e (Conclusions are clearly documented and adequately supported by the workpapers. A detailed
reviewer should determine whether all tick marks are clearly explained, all significant or unusual
amounts are appropriately supported and explained, and any ambiguous comments are clarified or
removed.

e Procedures performed were sufficient in light of the examination findings and any changes in
conditions occurring since the procedures were planned. The examination program is developed
from expectations based on conditions existing during the planning process. Therefore, examiners
should evaluate the results of procedures against those expectations, considering any subsequent
changes in conditions.

Detailed review of the workpapers is especially critical if the examiner is utilizing Al during the examination.
The guidance below applies when the use of Al contributes to the development of examination evidence and
does not apply to basic rewording, proofreading, and editing. Examiners should review and validate the
accuracy, appropriateness, and relevance of any Al output used in the exam process.

If Al generated outputs are incorporated into examination work, the examiner should also document the
nature of the Al usage. Documentation should indicate which tool was used and that the examiner reviewed
and validated the content prior to its inclusion. For further information on confidentiality considerations
when using Al in examinations, please refer to the Introduction section of this Handbook.

***Text Eliminated to Conserve Space***
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EXAMINATION REPOSITORY — CAPITAL AND SURPLUS
Own Risk and Solvency Assessment (ORSA)

During the review of the ORSA filing (if applicable), the examiner may identify risks and controls that are relevant to
be considered when creating the Capital and Surplus Key Activity Matrix. Additionally, examiners may perform test
procedures related to the information contained within the ORSA filing that provides evidence regarding the
sufficiency of an insurer’s capital and surplus. Examiners are encouraged to leverage the information contained
within the ORSA, and associated test procedures, when populating the Key Activity Matrix.

Annual Statement Blank Line Iltems

Listed below are the corresponding Annual Statement line items that are related to the identified risks contained in
this exam repository:

Capital Notes and Interest Thereon

Aggregate Write-ins for Special Surplus Funds

Common Capital Stock

Preferred Capital Stock

Aggregate Write-ins for Other than Special Surplus Funds
Surplus Notes

Gross Paid-in and Contributed Surplus

Unassigned Funds (Surplus)

Treasury Stock

Relevant Statements of Statutory Accounting Principles (SSAPs)

All of the relevant SSAPs related to other liabilities and surplus, regardless of whether or not the corresponding
risks are included within this exam repository, are listed below:

No. 41 — Surplus Notes
No. 72 — Surplus and Quasi-reorganizations

T Risks identified with this symbol may warrant additional procedures or consideration at the head of the
internationally active insurance group (IAIG) or level at which the group manages its aggregated risks. Where IAIGs
have a decentralized business model, at least in regard to certain operations and management of related risks,
examiners should consider evaluating those risks at the subgroup or legal entity level. Refer to Section 1, Part | for
additional guidance for examinations of IAIGs.

***Text Eliminated to Conserve Space***
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EXAMINATION REPOSITORY — REINSURANCE (CEDING INSURER)

Annual Statement Blank Line Items

Listed below are the corresponding Annual Statement line items that are related to the identified risks
contained in this exam repository:

Amounts Recoverable from Reinsurers

Funds Held by or Deposited with Reinsured Companies

Other Amounts Receivable Under Reinsurance Contracts

Ceded Reinsurance Premiums Payable (Net of Ceding Commissions)

Funds Held by Company Under Reinsurance Treaties (P&C Companies)

Funds Held Under Reinsurance Treaties with Unauthorized Reinsurers (Life Companies)
Provision for Reinsurance

Contract Liabilities Not Included Elsewhere — Other Amounts Payable on Reinsurance
Miscellaneous Liabilities — Reinsurance in Unauthorized Companies (Life Companies)
Funds Held Under Coinsurance (Life Companies)

Risk-B. ital (RBC) Filin

RCAT (PR027) may be used to identify and assess the insurer’s current exposure to catastrophic events at
the modeled worst year in 50, 100, 250, and 500 levels on both a gross (direct and assumed) and net basis
(after reinsurance).

Relevant Statements of Statutory Accounting Principles (SSAPs)

All of the relevant SSAPs related to the reinsurance process, regardless of whether or not the corresponding
risks are included within this exam repository, are listed below:

No. 5 — Liabilities, Contingencies, and Impairments of Assets

No. 25 — Affiliates and Other Related Parties

No. 61 — Life, Deposit-Type and Accident and Health Reinsurance
No. 62 — Property and Casualty Reinsurance

No. 63 — Underwriting Pools

No. 64 — Offsetting and Netting of Assets and Liabilities

No. 65 — Property and Casualty Contracts

T Risks identified with this symbol may warrant additional procedures or consideration at the head of the
internationally active insurance group (IAIG) or level at which the group manages its aggregated risks.
Where IAIGs have a decentralized business model, at least in regard to certain operations and
management of related risks, examiners should consider evaluating those risks at the subgroup or legal
entity level. Refer to Section 1, Part | for additional guidance for examinations of IAIGs.

© 2025 National Association of Insurance Commissioners
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EXAMINATION REPOSITORY - INVESTMENTS

Annual Statement Blank Line Items

Listed below are the corresponding Annual Statement line items that are related to the identified risks
contained in this exam repository:

Bonds

Stocks (Preferred and Common)

Mortgage Loans on Real Estate

Cash, Cash Equivalents and Short-Term Investments
Derivatives

Other Invested Assets

Securities Lending — Reinvested Collateral Assets

Other Annual Statement line items related to investments, whose risks are less common, have not been
included in this examination repository. They include the following:

Real Estate

Aggregate Write-Ins for Invested Assets

Contract Loans

Receivables for Securities

Payable for Securities

Investment Income Due and Accrued (P&C Companies)

Drafts Outstanding

Unearned Investment Income (Life Companies)

Liability for Deposit-Type Contracts (Life Companies)

Miscellaneous Liabilities — Asset Valuation Reserve

Contract Liabilities Not Included Elsewhere — Interest Maintenance Reserve
Contract Liabilities Not Included Elsewhere — Surrender Values on Cancelled Contracts (Life Companies)

***Text Eliminated to Conserve Space***
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EXAMINATION REPOSITORY — RESERVES/CLAIMS HANDLING (LIFE)

Annual Statement Blank Line Items

Listed below are the corresponding Annual Statement line items that are related to the identified risks contained in
this exam repository:

Aggregate Reserve for Life Contracts

Aggregate Reserve for Accident and Health Contracts
Liability for Deposit-Type Contracts

Contract Claims

Relevant Statements of Statutory Accounting Principles (SSAPs)

All of the relevant SSAPs related to the life insurance reserving process, regardless of whether or not the
corresponding risks are included within this exam repository, are listed below:

No. 5 — Liabilities, Contingencies, and Impairments of Assets

No. 50 — Classifications of Insurance or Managed Care Contracts
No. 51 — Life Contracts

No. 52 — Deposit-Type Contracts

No. 54 — Individual and Group Accident and Health Contracts
No. 55 — Unpaid Claims, Losses and Loss Adjustment Expenses
No. 61 — Life, Deposit-Type and Accident and Health Reinsurance
No. 63 — Underwriting Pools

1 Risks identified with this symbol may warrant additional procedures or consideration at the Head of the
Internationally Active Insurance Group (lAIG) or level at which the group manages its aggregated risks. Where IAIGs
have a decentralized business model, at least in regard to certain operations and management of related risks,
examiners should consider evaluating those risks at the subgroup or legal entity level. Refer to Section 1, Part | for
additional guidance for examinations of IAIGs.

© 2025 National Association of Insurance Commissioners 1



Identified Risk

Branded
Risk

Exam
Asrt.

Critical
Risk

Possible Controls

Possible Test of Controls

Possible Detail Tests

Other Than Financial Reporting Risk

***Text Eliminated to Conserve Space***

Financial Reporting Risks

***Text Eliminated to Conserve Space***

The assumptions RV
used by the insurer
for high-yielding
complex assets are
not accurate or
appropriate for use in
meeting asset
adequacy
requirements.

VA
AC

RA

The company maintains
documentation
supporting the
assumptions used in
determining asset
adequacy of high-yielding
complex assets, including:

e Expected gross
returns and
related risk
(including default
rates).

e Factors supporting
the margin.

e Extentto which
high-yielding
assets are
supporting major
product
categories.

e Rationale
supporting
changes in
assumptions year
over year, if
applicable.

The company performs

sensitivity testing for high-
yielding complex assets in
accordance with Actuarial

Obtain and review the
company’s
documentation and
approval of work
performed to support the
assumptions used in
determining asset
adequacy of high-yielding
complex assets.

Obtain and review
documentation describing
inputs used in sensitivity
testing for high-yielding

Use the insurance
department actuary or an
independent actuary to
review assumptions and
methodologies for
reasonableness,
appropriateness,
accuracy, and compliance

with the Valuation Manual.

Perform stress
testing/scenario analysis
on the insurer’s high-
yielding complex assets
(by using an investment or
actuarial specialist if
necessary) to identify
potential solvency risks.

Use the insurance
department actuary or an
independent actuary to
evaluate the impact thata
change in assumptions
could have on the
company’s asset
adequacy and solvency
position.

Review the company’s
applicable AG 53

© 2025 National Association of Insurance Commissioners
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Identified Risk

Branded
Risk

Exam
Asrt.

Critical
Risk

Possible Controls

Possible Test of Controls

Possible Detail Tests

Guideline LIll—Application
of the Valuation Manual
for Testing the Adequacy
of Life Insurance Reserves
(AG 53) requirements.

The company performs
attribution analysis and/or
cash flow testing for asset

complex assets, as well as
the results of such testing.

Obtain and review
documentation describing
assumptions utilized for

intensive reinsurance

cash flow testing, as well

transactions in
accordance with Actuarial
Guideline LV - Application
of the Valuation Manual
for Testing the Adequacy
of Reserves Related to
Certain Life Reinsurance
Treaties (AG 55)
requirements.

The company has an
internal process that is
reviewed and approved by
management for
determining the fair value
of high-yielding assets
originated by the
company, within the
company’s group, or with
an entity closely tied to
the company’s group that
includes:

e Practices for
valuing such
assets.

e Fairvalue
determination.

as the results of such

testing and results of the
attribution analysis.

Obtain and review
documentation of
management’s review and
approval of the company’s
internal process for
determining the fair value
of high-yielding complex
investments.

Obtain and review
documentation
supporting the valuation
of the company’s high-
yielding complex assets.

documentation for
reasonableness

Review the company’s
applicable AG 53-reporting
to identify assumptions
underlying the asset
adequacy testing
memorandum that appear
to be outliers.

Coordinate with the
Valuation Analysis (E)
Working Group of the
NAIC regarding any
reviews it has performed
on the company’s AG 53
filings.

© 2025 National Association of Insurance Commissioners
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Branded

Identified Risk Risk

Exam
Asrt.

Critical
Risk

Possible Controls

Possible Test of Controls

Possible Detail Tests

e Contractual
agreements and
revenue sharing
(e.g., performance
fees between
insurer and entity
responsible for
providing
investments or
other services).

The company uses an
independent actuarial firm
(other than its appointed
actuary) to periodically
review its assumptions.

Review any third-party
actuarial work to verify
and substantiate the
appropriateness of
company assumptions.

***Text Eliminated to Conserve Space***

© 2025 National Association of Insurance Commissioners

Attachment Three-F
Examination Oversight (E) Task Force
12/1/25



Attachment Three-G
Examination Oversight (E) Task Force
12/1/25

INTRODUCTION

***Text Eliminated to Conserve Space***

B. 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 utilize that evaluation in formulating the ongoing surveillance of the insurer. This
assessment could be completed on a legal entity basis or on an organization-wide basis depending on how the
company structures its business. Through their activities, insurers assume a variety of risks, which is the essence of
an insurance transaction. The type of risk and its significance varies 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. 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 utilizes an organization-wide risk assessment process to enhance evaluation and to
better coordinate the activities of financial solvency surveillance through greater consistency within the
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 regulators to risk assessment and risk
management processes utilized by insurers will be a positive development.

The enhancements included in the risk-focused surveillance process 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 regarding
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 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. Better formalize and document the risk assessment process via the use of risk assessment tools (i.e., risk
assessment matrix), or within the electronic workpaper application.inetuding-thetisk-assessment-matrixtoot
orthefeamMatet+system, theriskassessmentmatrixtootto assist in examination planning and resource
assignment.

© 2025 National Association of Insurance Commissioners 1
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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. 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 surveillance process is embedded in the planning activities and
throughout each phase of the risk-focused surveillance process discussed in detail within this Handbook. The
revised approach consists of a structured methodology designed to 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.

***Text Eliminated to Conserve Space***

D. Purpose of Risk-Focused Examinations

The intent of the risk-focused surveillance process in a risk-focused examination is to determine areas of higher risk
to enable more efficient use of examiner resources. The primary purpose of a risk-focused examination is to review
and evaluate an insurer’s business processes and controls (including the quality and reliability of corporate
governance) to assist in assessing and monitoring its current financial condition and prospective solvency. As part
of this process, the examiner identifies and evaluates risks that could cause an insurer’s surplus to be materially
misstated, both currently and prospectively.

With these goals in mind, the risk-focused examination approach contains seven phases: (1) understanding the
company and identifying key functional activities to be reviewed; (2) identifying and assessing inherent risk in
activities; (3) identifying and evaluating risk-mitigation strategies/controls; (4) determining residual risk; (5)
establishing/conducting examination procedures; (6) updating prioritization and supervisory plan; and (7) drafting
the examination report and management letter based on findings. The risk assessment should be documented to
reflect planning progress, examiner impressions, and results. Fhe-Risk-AssessmentMatrixisintrotducedas—a-toot

it i s g ess,impressions;-andresutts-The regulator
may also consider preparing a risk assessment narrative to summarize and detail the findings of the risk assessment.

***Text Eliminated to Conserve Space***

E. Risk-Focused Examination Process

The concept of risk considered in examinations had historically focused on the static risk of a material
misstatement of the financial condition of the company at a given point in time. The concept of risk considered in a
risk-focused examination encompasses not only risk as of the examination date, but risks which extend or
commence during the time which the examination was conducted, and risks which are anticipated to arise or
extend past the point of completion of the examination. As such, risks in addition to the financial reporting risks
may be reviewed as part of the examination process. The timing of the risk assessment during the examination has
also changed as a result of the adoption of the risk-focused examination. Risk assessment has historically
occurred as part of the planning process. The risk-focused examination anticipates that risk assessment may
extend through all seven phases of the examination discussed below as well as link to the work carried forward by
the financial analysis function.

The following chart and Handbook sections discuss the seven phases necessary to conduct a risk-focused
examination. The methodology emphasizes a “risk-focused” approach whereby resulting examination fieldwork

© 2025 National Association of Insurance Commissioners 2
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will analyze an insurer’s solvency risk areas in addition to the risks associated with the fair presentation of surplus.
The examiner-in-charge should use the risk assessment documentation, steh-as-theRisk-AssessmentMatrix
tExhibitimatrixtorsimitardocument)-as-atootto decumentdetermine the allocation of exam resources (by the
identification of key functional activities and sub-activities) to be assessed. The approach used will be influenced
by the size, complexity, and effectiveness of the overall insurer’s risk control environment. A flowchart of the seven
phases of a risk-focused examination follows and is described in detail later in this Handbook:

See Exhibit K for the Risk Assessment Matrix tool and the linkage to the seven phases.

***Text Eliminated to Conserve Space***

G. Confidentiality

The NAIC Model Law on Examinations (or a substantially similar provision) is required to be part of state law in
accordance with accreditation guidelines. This Model Law provides specific guidelines regarding the confidentiality
of information developed, received, or disclosed through the course of conducting financial and market conduct
examinations, including the course of analysis. As detailed within this Model Law, documents, materials, or other
information, including but not limited to all working papers, and copies thereof, created, produced or obtained by or
disclosed to the commissioner or any other person in the course of an examination, or in the course of analysis by
the commissioner of the financial condition or market conduct of a company shall be confidential by law and
privileged and shall not be subject to public disclosure, shall not be subject to subpoena, and shall not be subject
to discovery or admissible in evidence in any private civil action.

In accordance with the revised risk-focused surveillance approach contained within this Handbook, it is anticipated
that the financial examiners will be incorporating new tools to document their examination approach and results
(e.g., Insurer Profile Summary, rRisk aAssessment—teotsMatrix, Supervisory Plan and Summary Review
Memorandum). Similar to other documentation completed in accordance with a financial condition examination,
these tools shall be considered confidential under state law including the state’s examination law. Although the risk-
focused examination approach envisions enhanced communication between state insurance department
examiners and analysts, the sharing (and potential further development) of these examination workpapers to and by
financial analysis regulators, or to other individuals within a state insurance department, shall not impact their
confidential status. All examination workpapers, including those mentioned above may be shared with other
regulators whose state insurance departments have the authority under state law to preserve the confidentiality of
the information they receive. (The confidentiality provisions related to examination workpapers apply to both
examinations of insurance companies and holding companies.)

***Text Eliminated to Conserve Space***
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INTRODUCTION

***Text Eliminated to Conserve Space***

B. 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 utilize that evaluation in formulating the ongoing surveillance of the insurer. This
assessment could be completed on a legal entity basis or on an organization-wide basis depending on how the
company structures its business. Through their activities, insurers assume a variety of risks, which is the essence of
an insurance transaction. The type of risk and its significance varies 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. 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 utilizes an organization-wide risk assessment process to enhance evaluation and to
better coordinate the activities of financial solvency surveillance through greater consistency within the
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 regulators to risk assessment and risk
management processes utilized by insurers will be a positive development.

The enhancements included in the risk-focused surveillance process 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 regarding
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 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. Better formalize and document the risk assessment process via the use of risk assessment tools (i.e., risk
assessment matrix), or within the electronic workpaper application.inetuding-thetisk-assessment-matrixtoot
orthefeamMatet+system, theriskassessmentmatrixtootto assist in examination planning and resource
assignment.
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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. 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 surveillance process is embedded in the planning activities and
throughout each phase of the risk-focused surveillance process discussed in detail within this Handbook. The
revised approach consists of a structured methodology designed to 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.

***Text Eliminated to Conserve Space***

D. Purpose of Risk-Focused Examinations

The intent of the risk-focused surveillance process in a risk-focused examination is to determine areas of higher risk
to enable more efficient use of examiner resources. The primary purpose of a risk-focused examination is to review
and evaluate an insurer’s business processes and controls (including the quality and reliability of corporate
governance) to assist in assessing and monitoring its current financial condition and prospective solvency. As part
of this process, the examiner identifies and evaluates risks that could cause an insurer’s surplus to be materially
misstated, both currently and prospectively.

With these goals in mind, the risk-focused examination approach contains seven phases: (1) understanding the
company and identifying key functional activities to be reviewed; (2) identifying and assessing inherent risk in
activities; (3) identifying and evaluating risk-mitigation strategies/controls; (4) determining residual risk; (5)
establishing/conducting examination procedures; (6) updating prioritization and supervisory plan; and (7) drafting
the examination report and management letter based on findings. The risk assessment should be documented to
reflect planning progress, examiner impressions, and results. Fhe-Risk-AssessmentMatrixisintrotducedas—a-toot

it i s g ess,impressions;-andresutts-The regulator
may also consider preparing a risk assessment narrative to summarize and detail the findings of the risk assessment.

***Text Eliminated to Conserve Space***

E. Risk-Focused Examination Process

The concept of risk considered in examinations had historically focused on the static risk of a material
misstatement of the financial condition of the company at a given point in time. The concept of risk considered in a
risk-focused examination encompasses not only risk as of the examination date, but risks which extend or
commence during the time which the examination was conducted, and risks which are anticipated to arise or
extend past the point of completion of the examination. As such, risks in addition to the financial reporting risks
may be reviewed as part of the examination process. The timing of the risk assessment during the examination has
also changed as a result of the adoption of the risk-focused examination. Risk assessment has historically
occurred as part of the planning process. The risk-focused examination anticipates that risk assessment may
extend through all seven phases of the examination discussed below as well as link to the work carried forward by
the financial analysis function.

The following chart and Handbook sections discuss the seven phases necessary to conduct a risk-focused
examination. The methodology emphasizes a “risk-focused” approach whereby resulting examination fieldwork
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will analyze an insurer’s solvency risk areas in addition to the risks associated with the fair presentation of surplus.
The examiner-in-charge should use the risk assessment documentation, steh-as-theRisk-AssessmentMatrix
tExhibitimatrixtorsimitardocument)-as-atootto decumentdetermine the allocation of exam resources (by the
identification of key functional activities and sub-activities) to be assessed. The approach used will be influenced
by the size, complexity, and effectiveness of the overall insurer’s risk control environment. A flowchart of the seven
phases of a risk-focused examination follows and is described in detail later in this Handbook:

See Exhibit K for the Risk Assessment Matrix tool and the linkage to the seven phases.

***Text Eliminated to Conserve Space***

G. Confidentiality

The NAIC Model Law on Examinations (or a substantially similar provision) is required to be part of state law in
accordance with accreditation guidelines. This Model Law provides specific guidelines regarding the confidentiality
of information developed, received, or disclosed through the course of conducting financial and market conduct
examinations, including the course of analysis. As detailed within this Model Law, documents, materials, or other
information, including but not limited to all working papers, and copies thereof, created, produced or obtained by or
disclosed to the commissioner or any other person in the course of an examination, or in the course of analysis by
the commissioner of the financial condition or market conduct of a company shall be confidential by law and
privileged and shall not be subject to public disclosure, shall not be subject to subpoena, and shall not be subject
to discovery or admissible in evidence in any private civil action.

In accordance with the revised risk-focused surveillance approach contained within this Handbook, it is anticipated
that the financial examiners will be incorporating new tools to document their examination approach and results
(e.g., Insurer Profile Summary, rRisk aAssessment—teotsMatrix, Supervisory Plan and Summary Review
Memorandum). Similar to other documentation completed in accordance with a financial condition examination,
these tools shall be considered confidential under state law including the state’s examination law. Although the risk-
focused examination approach envisions enhanced communication between state insurance department
examiners and analysts, the sharing (and potential further development) of these examination workpapers to and by
financial analysis regulators, or to other individuals within a state insurance department, shall not impact their
confidential status. All examination workpapers, including those mentioned above may be shared with other
regulators whose state insurance departments have the authority under state law to preserve the confidentiality of
the information they receive. (The confidentiality provisions related to examination workpapers apply to both
examinations of insurance companies and holding companies.)

***Text Eliminated to Conserve Space***
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. EXAMINATION OVERVIEW

***Text Eliminated to Conserve Space***
J. Interim Work
***Text Eliminated to Conserve Space***
2. Conducting Interim Work
***Text Eliminated to Conserve Space***

Use of Key Activity Matrices/Exhibit V — Overarching Prospective Risk Assessment

For current and prospective risks, interim work performed should be documented within the key activity risk
assessment key-activity-matrix-and/or Exhibit V shottd-betsedto-doctumentinterimworkperformed. For
risks placed on Exhibit V, all columns should be completed in accordance with the guidance in the exhibit.
This includes review of mitigation strategies, obtaining corroborating evidence and performing follow-up
procedures. For risks ptaced-onrecorded in a key-activity-matrixkey activity risk assessment, each phase
should be evaluated and completed in accordance with the risk-focused approach. Interim work will
typically place more emphasis on the review of controls/risk mitigation strategies because of the relative
ease of rolling-forward and relying on this work in future periods, as opposed to the challenges in rolling-
forward substantive tests of balances performed at a particular point in time. Because of the need to
effectively roll-forward all interim work, if control deficiencies are identified, these concerns should be
communicated to the company with an expectation they will be resolved prior to the full-scope examination.
If the control deficiencies are not resolved prior to the full-scope examination or the examiner is unable to
verify the resolution, the examiner may need to re-perform substantive procedures at the end of the full-
scope examination period to ensure adequate coverage of the risk.

***Text Eliminated to Conserve Space***
3. Utilizing Interim Work in the Full-Scope Examination
***Text Eliminated to Conserve Space***

Key Activity Matrices/Exhibit V — Overarching Prospective Risk Assessment

Interim work may be performed in response to a risk or series of risks that will be assessedevaluated en
through a key activity matrixrisk assessment or Exhibit V. When this occurs, the work performed at interim
may address some or all of the risks identified for review in the full-scope examination for a particular key
activity or on Exhibit V. For identified risks addressed at interim for a particular key activity or prospective risk,
the examiner should determine whether any updates to the test work or conclusions reached at interim are
necessary. If control deficiencies were identified, the examiner should verify the deficiencies were
appropriately resolved in order to fully rely on the conclusions reached at interim or perform substantive
procedures at period end if issues are not resolved. Additional work may also need to be considered if there
have been changes in the exposure, key processes, employees, etc. This conclusion should be clearly
documented in the examination file along with the interim workpapers upon which reliance is placed and
any additional testing performed to supplement interim work in light of changes.

In addition to the documentation requirements outlined above, if the examiner identifies other risks that
need to be reviewed beyond those addressed in interim procedures, such risks should be added to the exam
file and addressed through the full seven-phase examination process as a supplement to the interim work
performed. Such work should be presented separately from interim work (i.e., separate matrix-assessment
oftab) to make it clear when various risks were addressed during the examination and which risks were
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. EXAMINATION OVERVIEW

***Text Eliminated to Conserve Space***
J. Interim Work
***Text Eliminated to Conserve Space***
2. Conducting Interim Work
***Text Eliminated to Conserve Space***

Use of Key Activity Matrices/Exhibit V — Overarching Prospective Risk Assessment

For current and prospective risks, interim work performed should be documented within the key activity risk
assessment key-activity-matrix-and/or Exhibit V shottd-betsedto-doctumentinterimworkperformed. For
risks placed on Exhibit V, all columns should be completed in accordance with the guidance in the exhibit.
This includes review of mitigation strategies, obtaining corroborating evidence and performing follow-up
procedures. For risks ptaced-onrecorded in a key-activity-matrixkey activity risk assessment, each phase
should be evaluated and completed in accordance with the risk-focused approach. Interim work will
typically place more emphasis on the review of controls/risk mitigation strategies because of the relative
ease of rolling-forward and relying on this work in future periods, as opposed to the challenges in rolling-
forward substantive tests of balances performed at a particular point in time. Because of the need to
effectively roll-forward all interim work, if control deficiencies are identified, these concerns should be
communicated to the company with an expectation they will be resolved prior to the full-scope examination.
If the control deficiencies are not resolved prior to the full-scope examination or the examiner is unable to
verify the resolution, the examiner may need to re-perform substantive procedures at the end of the full-
scope examination period to ensure adequate coverage of the risk.

***Text Eliminated to Conserve Space***
3. Utilizing Interim Work in the Full-Scope Examination
***Text Eliminated to Conserve Space***

Key Activity Matrices/Exhibit V — Overarching Prospective Risk Assessment

Interim work may be performed in response to a risk or series of risks that will be assessedevaluated en
through a key activity matrixrisk assessment or Exhibit V. When this occurs, the work performed at interim
may address some or all of the risks identified for review in the full-scope examination for a particular key
activity or on Exhibit V. For identified risks addressed at interim for a particular key activity or prospective risk,
the examiner should determine whether any updates to the test work or conclusions reached at interim are
necessary. If control deficiencies were identified, the examiner should verify the deficiencies were
appropriately resolved in order to fully rely on the conclusions reached at interim or perform substantive
procedures at period end if issues are not resolved. Additional work may also need to be considered if there
have been changes in the exposure, key processes, employees, etc. This conclusion should be clearly
documented in the examination file along with the interim workpapers upon which reliance is placed and
any additional testing performed to supplement interim work in light of changes.

In addition to the documentation requirements outlined above, if the examiner identifies other risks that
need to be reviewed beyond those addressed in interim procedures, such risks should be added to the exam
file and addressed through the full seven-phase examination process as a supplement to the interim work
performed. Such work should be presented separately from interim work (i.e., separate matrix-assessment
oftab) to make it clear when various risks were addressed during the examination and which risks were
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subject to roll-forward review. In every examination, strong consideration should be given to identifying and
addressing additional overarching prospective risks on Exhibit V beyond those addressed at interim.

Critical Risk Categories

Exhibit DD - Critical Risk Categories is required to be completed for each full-scope examination, but the
categories may be addressed through work performed at interim or at the conclusion of the full-scope
examination. In all cases, the Exhibit must include references to where work addressing related risks is
located in the full-scope examination file, and all interim work related to critical risks must be subject to
adequate roll-forward review as discussed above.

Examination Reports

The examination report is issued upon completion of a full-scope examination and may be supported by
procedures performed at various points during the examination period. In order to accurately represent the
information obtained to support examination conclusions, elements of the report may require modification
if reliance is placed on interim work as follows.

Reference to Interim Work in Full-Scope Examination Report — When interim work is utilized in
support of the full-scope examination conclusions, reference to such work should be made in the
scope section of the examination report. Following is an excerpt from Section 2, Phase 7A.2.c
demonstrating with the underlined sentence how this reference can be incorporated.

All accounts and activities of the company were considered in accordance with the risk-focused
examination process. This may include assessing significant estimates made by management and
evaluating management’s compliance with statutory accounting principles. As permitted by the
Financial Condition Examiners Handbook, some of the work performed in support of the conclusions
in this examination report was performed within the reporting period on an interim basis. The
examination does not attest to the fair presentation of the financial statements included herein. If,
during the course of the examination an adjustment is identified, the impact of such adjustment will
be documented separately following the company’s financial statements.

Impact of Findings/Exam Adjustments Identified in Interim —The content of the examination report should be
consistent with guidance in Section 2, Phase 7, and should include significant findings of fact for issues
identified during the interim period and the full-scope examination work. Findings identified as a result of
interim work should be identified as such and include a brief discussion on whether items have been
adequately resolved or remain a concern at the end of the examination period.
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[ll. GENERAL EXAMINATION CONSIDERATIONS

***Text Eliminated to Conserve Space***
C. Examination Sampling
***Text Eliminated to Conserve Space***

a. Determining Reliance on Audit Procedures

Audit workpapers can be used extensively to enhance the efficiency of an exam. The Phase 1 guidance in
Section 2 of the Handbook assists examiners in developing an understanding of the company and offers
guidance for determining whether the work of auditors can be used to reduce the review of financial reporting
risks. If the audit function is deemed effective, it may be appropriate to eliminate certain low to moderate
financial reporting risks addressed by the auditor from a detailed review through the examination process. In
these situations, it would not be necessary for the exam team to document a detailed review of sampling
techniques utilized by the auditors to test these risks. However, if the examiner determines that specific
financialreporting risks tested by the auditor are significant (moderate to high risks) or will be used to address
a relevant critical risk category, the examiner should subject these risks to the full examination process by
by documenting and reviewing them under the relevant key activity risk assessment.ptacifg-themofakey
activity matrixforreview. In reviewing and testing these risks through the risk assessment process-er-therisk
fmatrix, the examiner may still choose to place reliance on test work and sampling procedures conducted by
the auditor, but such work would be subject to detailed review and documentation in the exam file in Phase
3orb.

In reviewing audit workpapers for use in Phase 3 or 5, the examiner should ensure that the audit testing
objectives align with the testing objectives established by the examiner. The examiner should also consider
the auditor’s intended level of reliance when determining the sufficiency of the sample size. If the examiner
intends to place the same amount or a lower level of reliance on a test than was placed by the auditor, the
sampling procedures employed by the auditor may be deemed sufficient if they meet the examiner’s
expectations and are adequately documented. However, if the examiner intends to place more reliance on a
test procedure than was placed by the auditor, additional sample selections or alternate procedures may be
required to provide sufficient supporting evidence. In these situations, the sampling guidance provided
below may be used to assist in leveraging audit work erin a key activity matrixassessmentrisk assessment
tevet-and/or determining the amount of additional sample selections needed to obtain sufficient exam
evidence.

***Text Eliminated to Conserve Space***
E. Usingthe Work of a Specialist
***Text Eliminated to Conserve Space***

4. Documentation of Work Performed by the Specialist

The examiner-in-charge should communicate with the specialist as to the appropriate documentation of
the work performed by the specialist. It should be determined upfront with the specialist who is
responsible for the completion of the risk matrixassessment and supporting documentation. Regardless of
who is responsible for completing the risk assessmentmatrix in a particular area, the work performed is
required to clearly document a consideration of all seven phases of the risk-focused examination process.

© 2025 National Association of Insurance Commissioners 10



Attachment Three-G
Examination Oversight (E) Task Force
12/1/25

The work should also be completed in accordance with the guidance outlined in the standard examination
procedures regarding examination documentation, including sufficient documentation on all conclusions.

***Text Eliminated to Conserve Space***

G. Use of Independent Contractors on Multi-State Examinations

***Text Eliminated to Conserve Space***

Depending on the scope of the engagement and extent of the work performed by the independent contractor, the
following standards of examination planning, fieldwork, and examination reports are applicable:

1. Standards of Examination Planning and Field Work

a. The procedures shall be planned and developed according to the Handbook under the supervision
and with the participation of the insurance department’s designee. This includes review and approval
of the examination planning memorandum, which may also warrant a review of workpapers
supporting the conclusions reached therein.

b. The insurance department’s designee shall review and approve significant examination workpapers
on atimely basis. This includes, but is not limited to the following:

e Applicable risk assessment workpapers, including the examination risk tracker (Exhibit CC),
prospective risk assessment (Exhibit V), key activity matrices—risk assessments and
consideration of critical risk categories (Exhibit DD).

e Ongoing examination status and explanation of modifications to the approved time budget.

c. The insurance department’s designee shall supervise all significant field work activities, including
appropriate review and approval of risks identified and planned procedures prior to beginning Phase
3 and Phase 5.
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PHASE 1 — UNDERSTAND THE COMPANY AND IDENTIFY KEY FUNCTIONAL ACTIVITIES TO BE
REVIEWED

In Phase 1 of a risk-focused examination, key activities will be confirmed or identified using background information
gathered on the company from various sources. Some of this information will already have been available in the
department prior to the initial planning meeting, or can be obtained from the company’s internal audit department
or external auditors. A Phase 1 goal is to gather any additional or current information necessary to begin a risk-
focused examination. Sources of information may include organizational charts, filings required by sections 302 and
404 of the Sarbanes-Oxley Act of 2002 (where applicable), interviews with senior management, or other publicly
available information.

To ensure the appropriate risk-focused examination scope, it is important to identify the key functional activities (i.e.,
business activities) of the company. Information gathered by understanding the company, the company’s corporate
governance structure, and assessing the company’s audit function will form the basis for determining key activities.

Essential to executing the risk-focused surveillance process is interviewing executive management and possibly
board members of the company to identify key activities and risks. Risks identified through these interviews and
each part of Phase 1 should be documented on Exhibit CC - Issue/Risk Tracking Template or a similar document to
ensure they are carried through the remaining phases of the examination. Examiners and company officials should
attempt to maintain an ongoing dialogue to assist the examiners in understanding the company and identifying key
functional activities. It is also critical for the examination team to understand and leverage the company’s risk
management program; that is, how the company identifies, controls, monitors, evaluates and responds to its risks.
For companies required to submit an Own Risk and Solvency Assessment (ORSA) summary report to the lead or
domestic state, the report provided by the company may be a useful tool in this evaluation. The discipline and
structure of risk management programs vary dramatically from company to company. “Best practices” are emerging
for risk management programs and more companies are appointing chief risk managers whose responsibilities go
well beyond the traditional risk management function (the buying of insurance). The Committee of Sponsoring
Organizations (COSO) has published internal control standards that are widely-held, although not required, in many
industries and has released an Enterprise Risk Management Integrated Framework, which is anticipated to be
incorporated by several entities, as well as guidance to apply the integrated framework and internal control
standards to small public companies. The examination team should evaluate the strength of the company’s risk
management process, which can include a “hind-sight” evaluation of why a particular negative surprise or event
occurred (i.e., why was it not identified in the current risk management program of the company).

One crucial aspect to a successful planning process is the tailoring of planning procedures to the company under
review. As the exam team learns about risks, subsequent planning procedures should be tailored to ensure that they
provide further information on the risks already identified. For instance, if after meeting with the Department’s
analyst, the examination identifies a risk related to the company’s planned expansion of business into new
jurisdictions, subsequent procedures performed in planning—i.e., “C”-Level Interviews, review of company ERM,
etc.—should be tailored to include consideration on the risk.

There are five parts to Phase 1 that are key components of performing a risk assessment, the results of which drive
the direction of the risk-focused examination: (1) Understanding the Company; (2) Understanding the Corporate
Governance Structure; (3) Assessing the Adequacy of the Audit Function; (4) Identifying Key Functional Activities;
and (5) Consideration of Prospectrve Rrsks for Indications of Solvency Concerns Risk assessment documentation
and testing conclusions;wh Systern ar e

format;- should be updated with the identified key activities of the company after the examiner is able to obtain an

understanding of the company and coroorate governance structure ?he—msk—Assessmem—Matm&Exhﬂerﬂé)—thetee{

© 2025 National Association of Insurance Commissioners 12



Attachment Three-G
Examination Oversight (E) Task Force
12/1/25

Part 1: Understanding the Company

Part 2: Understanding the Corporate Governance Structure

Part 3: Assessing the Adequacy of the Audit Function

Part 4: Identifying Key Functional Activities

Part 5: Consideration of Prospective Risks for Indications of Solvency Concerns

moowz»

***Text Eliminated to Conserve Space***

D. Part 4: Identifying Key Functional Activities

To ensure the appropriate risk-focused examination scope, it is important to identify the key functional activities (i.e.,
business activities) of the company. The information gathered to this point will form the basis for this determination.
Note that the list of functional activities may include both other than financial reporting (operating) and financial
reporting risks. The insurance organization may be examined on the same basis, as it manages risk and controls
itself, so that functional activities listed o1rin the risk assessmenta+isk-ratrixy would correspond organizationally to
the insurer.

When determining what to select as key functional activities, the examiner should perform a preliminary analysis of
the overall materiality of an activity. The examiner should carefully consider the risk of understatement when
reviewing the materiality of liability balances. If the examiner determines that a particular activity does not currently
appear to be material but could represent a significant prospective solvency risk to the company, the activity should
be selected as key and walked through the seven-phase examination process. In all cases, the examiner should
document the reasoning behind key activity selection in the examination planning memorandum.

E. Part5: Consideration of Prospective Risks for Indications of Solvency Concerns

In addition to conducting an examination to verify the current status of the company’s solvency condition, the risk
assessment surveillance cycle requires examiners to prospectively consider the company’s financial condition by
assessing whether the company’s current processes provide indications of future solvency concerns. In conducting
examinations based on the risk-focused surveillance framework, the examiner should give consideration to the
business processes and management controls that often are considered retrospectively after financial issues
indicate that a company has potential financial solvency issues. In addition to assessing business risks, other
elements that would commonly be assessed for prospective solvency risks include consideration of the company’s
asset/liability matching approach, process for establishing loss reserves, pricing and underwriting, and reinsurance
arrangements. Among other things, these assessments should include consideration of the company’s rate of
growth and whether the liquidity of assets would create future concerns about the company’s financial solvency.

This approach will allow the examiner to review risks that existed at the examination “as of” date and will be
positioned to assess risks that extend or commence during the time the examination was conducted and risks that
are anticipated to arise or extend past the point of examination completion. How the examiner addresses the
prospective risk noted during the examination depends on the nature of the prospective risk itself.

By the end of Phase 1 of the examination, the examination team should have completed a high-level review of the
insurer to identify any solvency concerns that commenced or extended after the examination date, or that are
anticipated to commence or extend beyond the examination completion date. Such concerns may be identified
through various aspects of the planning process, such as C-level interviews, review of Form F — Enterprise Risk
Report, input from the analyst, review of the most recent Form 10-K, etc. If the examiner identifies a prospective risk
that relates to one specific key activity of the company, this prospective risk should be documented in the
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corresponding risk matrixtor-simitar-documentation-assessment for that key activity and should be treated the
same as all other identified risks. As such, examples of risks that an examiner may want to consider in assessing
prospective solvency concerns related to common key activities have been included within the examination
repositories. However, if the examiner identifies an overarching prospective risk (a prospective risk that does not
relate to a specific key activity identified or relates to more than one key activity identified), the examiner should
utilize Exhibit V — Overarching Prospective Risk Assessment to document the process to consider these prospective
risks.

By the end of Phase 1, the examiner should have a preliminary listing of overarching prospective risks included on
Exhibit V. Prospective risks may continue to be identified beyond Phase 1. Any significant overarching prospective
risks identified during later phases of the exam should continue to be documented and investigated on Exhibit V,
regardless of the phase in which the risk was identified. For additional guidance on identifying and investigating
overarching prospective risks during the examination, see the instructions on Exhibit V — Overarching Prospective
Risk Assessment.

The examiner should complete Exhibit CC - Issue/Risk Tracking Template or a similar document to show how
significant solvency risks have been identified and accumulated through the planning process. Significant
issues/risks on Exhibit CC should be considered for further evaluation during the examination, either through Exhibit
V, a key activity matrixrisk assessment or the examination planning memo.
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PHASE 2 — IDENTIFY AND ASSESS INHERENT RISK IN ACTIVITIES

At the end of Phase 1, the key activities requiring examination have been determined as part of the planning
process. These are outlined as follows:

A. Identifying the Risk

B. Identifying the Type of Risk

C. Assessing the Inherent Risk

D. Reviewing Inherent Risks and Finalizing Examination Planning

A. ldentifying the Risk

Risks Other Than Financial Reporting

In Phase 1, key functional activities were identified and documented as part of the risk assessment process.

aptured tSRA Matrix{orsimitardoctmentatiom—Phase 2 requires the examiner to identify
specific risks of the key activities eaptdred-that are related to business and prospective risks. The examiner should
consider potential events that, if they occur, may affect the entity when determining risks. As stated in Phase 1,
these risks would be included ofiin the Rrisk Aassessment documentation-.Matrixtorstmitar-documentation):
These risks may require that detailed examination procedures are performed or that the risks be communicated to
the financial analysts for ongoing monitoring and use in the supervisory plan. The examiner may identify risks
through various means, such as leveraging effofthe insurer’s own risk assessment, interviewing management and
utilizing any other source that may assist in identifying risk. Exhibit CC - Issue/Risk Tracking Template or a similar
document should be completed to show how issues noted in Phase 1 were incorporated into the process to
accumulate and identify risks. The reference materials discussed in Phase 1 can also be helpful to the examiner in
identifying other than financial reporting risks. The rRisk aAssessment. documentations; will serve as the central
location for recording the assessment and conclusions related to identified risks. i trat

Financial Reporting Risks

In Phase 1, key functional activities were identified and documented as part of the risk assessment process. ant
capturetHnthe Risk-AssessmentMatrix{orsimitardocumentation)—Phase 2 requires the examiner to identify risks
of the key activities that are related to financial reporting and determine what the specific inherent risk is. To
identify the components of risk for each key activity, the examiner may rephrase examination assertions or
financial statement assertions into risk statements for the related activity. For example, within the key activity of
investments, one of the relevant financial statement assertions is valuation. This methodology suggests turning
that assertion into a risk statement; e.g., the value of investments is overstated in the financial statements. The
ensuing inherent risk assessment will be conducted based on this risk statement (i.e., what is the likelihood and
impact of securities being overstated). This is what makes the process risk-driven or risk-focused. Rephrasing
examination assertions into risk statements is only the starting point in identifying risk. The examiner may identify
risks through various means, such as leveraging off of the insurer’s own risk assessment; utilizing internal and
external audit’s risk assessments; utilizing filing requirements of the SEC and SOX (Sections 302 and 404);
reviewing 10-K filings; performing interviews with management; reviewing results of preliminary analytical review
procedures; and using any other source that may assist in identifying risk. Exhibit CC - Issue/Risk Tracking
Template or a similar document should be completed to show how issues noted in Phase 1 were incorporated into
the process to accumulate and identify risks. FheriskstatementRisk statements (identification of the risks for each
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of the key activities) st f i Matrt i attorr=should be documented as
part of the risk assessment process.

B. ldentifying the Type of Risk

Risks Other than Financial Reporting and Financial Reporting Risks

After the-examinerpopttatesinctades-the relevant risks have been identified risks—within-for inclusion in the rRisk

aAssessment, Matrix{orsimitardocumentationwithidentiffed+isks;the examiner must assign at least one of the
nine branded rlsk cla33|f|cat|ons below to each |dent|f|ed risk. At—least—eﬁeef—tkﬁﬁﬁeﬂeleelassﬂﬂeaﬁeﬁ&ﬁet&d

epeemeﬂelﬁdeﬁﬁﬂed—Note that more than one o

a particular identified risk

f the nine branded risk ’cype&classmcatlons may be appllcable to

However, it is not necessary to identify the level of inherent risk for each of the nine branded risks classifications.

1. Credit— Amounts actually collected; or collectibles are less than those contractually due or payments are
not remitted on a timely basis.

2. Legal-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.

3. Liquidity — Inability to meet contractual obligations as they become due because of an inability to liquidate
assets or obtain adequate funding without incurring unacceptable losses.

4. 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 investments.

5. Operational —The risk of financial loss resulting from inadequate or failed internal processes, personnel
and systems, as well as unforeseen external events.

6. Pricing/underwriting — Pricing and underwriting practices are inadequate to provide for risks assumed.

7. Reputation — Negative publicity, whether true or not, causes a decline in the customer base, costly
litigation, and/or revenue reductions.

8. Reserving —Actual losses or other contractual payments reflected in reported reserves or other liabilities
will be greater than estimated.

9. Strategic - Inability to implement appropriate business plan, to make decisions, to allocate resources or to
adapt to changes in the business environment will adversely affect competitive position and financial
condition.

See Exhibit L for guidance that relates the above branded risk classifications to risk areas that correlate to an
insurer’s key activities and financial statement areas. This guidance will assist the examiner to-in determininge the
level of inherent risk. See Section 3 — Examination Repositories for examples of risks that fit into one of the nine
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branded risk classifications. The branded risk classifications should also be assigned to each prospective risk
identified on Exhibit V — Overarching Prospective Risk Assessment and will assist in communications with the
financial analyst.

***Text Eliminated to Conserve Space***

C. Assessing the Inherent Risk

Risks Other Than Financial Reporting and Financial Reporting Risks
***Text Eliminated to Conserve Space***

The “overall inherent risk assessment” is determined by taking into account the likelihood of occurrence, the
magnitude of impact and the examiner’s professional judgment. Overall inherent risk may be assessed as high,
moderate or low. This assessment should be documented as part of the risk assessment process. isptacecHnthe
Risk-AssessmentMatrixandthe The Overall Inherent Risk Rating Scale shown below provides guidance to assistin
assessing inherent risk.

Overall Inherent Risk Rating Scale

Magnitude of Impact
Threatening Severe Moderate Immaterial
5 o High High High High Moderate
'§ g Moderate-High High High Moderate Moderate
E, § Moderate-Low High Moderate Moderate Low
50 Low Moderate Moderate Low Low

The definitions for these rankings are as follows:

1. High Inherent Risk — The business activity is significant and/or transactions are large in relation to the
company’s financial strength. The number of transactions and/or the complexity/volatility of the business
activity (particularly underwriting risks) appears higher than normally encountered or requires competent
management expertise. In this context, the business activity potentially could result in a significant and
harmful loss to the organization.

2. Moderate Inherent Risk — The business activity is significant, but transactions are moderate in size in
relation to the company’s financial strength. The number of transactions and/or the complexity/volatility of
the business activity (particularly underwriting risks) are considered more easily manageable. Thus, the
business activity could result in a loss to the insurer, but the loss could be absorbed in the normal course of
the business.

3. Low Inherent Risk - The nature, transaction volume, size, volatility and/or complexity of a business is such
that a loss would either be remote or have an insignificant negative impact on the insurer’s financial
strength.

Once the overall inherent risk assessment has been determined, the examiner should reevaluate whether all risks
assessed as low should remainenthe Risk-AssessmentMatrix-and-proceed through the risk-feetused-assessment
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process. For example, a risk with a low likelihood of occurrence and an immaterial magnitude of impact may not
be a significant risk to the company; therefore, it may be appropriate for the examiner to remove the risk from the
risk mratrix-assessment before proceeding to Phase 3. This will allow the examiner to focus exam resources on the
more significant risks of the company.

D. Reviewing Inherent Risks and Finalizing Examination Planning

After inherent risks have been identified and assessed for each key activity, the risks selected should be reviewed
for adequacy and completeness. One of the goals of a risk-focused examination is to focus on the most critical
solvency risks facing an insurer. To assist the examination team in meeting this goal, a list of critical risk categories
has been developed for consideration in reviewing the adequacy of risk statements developed for review on each
examination. This list of critical risk categories and the corresponding documentation template (see Exhibit DD -
Critical Risk Categories) should be utilized to demonstrate that all critical risks facing the insurer have been
selected for review. To the extent that an individual critical risk category is not deemed relevant for review, rationale
for this decision should be provided within the exam planning memorandum.

Proper risk analysis and planning of an examination are essential to the development of an effective examination
plan. A thorough understanding of the company’s businesses and of the effects of significant changes, trends and
current events is critical to properly planning an examination. At the conclusion of Phase 2, the examiner should
document results of the planning process through the completion of an exam planning memorandum. See Exhibit |
— Examination Planning Memorandum for additional guidance regarding the topics that should be included in this
memo. Planning documentation including the planning memo should be reviewed and approved by both the chief
examiner (or designee) and the examiner-in-charge prior to the performance of control (Phase 3) test work.

If it is determined that certain detail procedures will be necessary for an identified risk, regardless of the risk
mitigation strategies/controls that may or may not be in place, the examiner should consider completing the
residual risk assessment for the particular identified risk in order to begin testing expeditiously. Generally, these
would be risks that are material and have a high inherent risk which may require time-consuming procedures to be
performed, regardless of the controls that may be in place. In order to accomplish this, the examiner should
document the rationale for such decision in the exam planning memorandum. Approval of the memo should be
received from the chief examiner, or designee, prior to detail test work. At the same time, as the examination
procedures are being performed, risk mitigation strategies/controls may still continue to be evaluated in order to
determine the final residual risk assessment and the additional examination procedures that may need to be
performed.

In Phase 3, the examination team will identify and evaluate the risk management strategies and controls related to
these inherent risks.

© 2025 National Association of Insurance Commissioners 18



Attachment Three-G
Examination Oversight (E) Task Force
12/1/25

PHASE 3 - IDENTIFY AND EVALUATE RISK MITIGATION STRATEGIES (CONTROLS)

***Text Eliminated to Conserve Space***

B. Evaluating Risk Mitigation Strategies/Controls

***Text Eliminated to Conserve Space***
Risks Other Than Financial Reporting

Other-than-financial reporting risks are often associated with a qualitative aspect of a company, such as the
adequacy of certain strategies or contractual duties used to carry out the company’s operations or the possibility
of some future event. As implied by the name, these types of risks may not have a direct financial impact to the
company at the time of the examination; however, if management is not properly monitoring the risk, it could lead
to a deficiency at some point in the future. Due to the nature of this type of risk, and the fact that a company may
only have a strategy in place to monitor the risk—rather than a systematic, periodic measurement of the risk—the
examiner’s evaluation of the risk may require a greater emphasis on the testing of mitigation strategies in place.
Because testing risk mitigation strategies/controls over risks other than financial reporting may provide the greatest
evidence that a risk is ultimately mitigated, the examiner should consider:

1. The extent to which an insurer is able to manage all the risks inherent in its significant business activities
and other major activities and, in particular, its ability to identify, assess and manage these risks.

2. The adequacy of the qualitative and quantitative assumptions implicit in the risk management process.

3. Whetherrisk policies, guidelines and limits at the insurer are appropriate and consistent with its significant
business activities, management experience level and overall financial strength.

4. Whether the management information system and other forms of communication are consistent with the
level of business activity and the complexity of products offered at the insurer, and whether such systems
provide sufficient support to accurately monitor risk exposure and compliance with established limits.

5. The ability of management to recognize and accommodate new risks that may arise from the changing
environment and to identify and address risks not readily quantified in a risk management process.

Additionally, with many other than financial reporting risks, the timing of the risk mitigation strategy may affect the
nature of testing performed. When testing financial reporting risks, it is typically expected that the risk mitigation
strategy be tested at the “as-of” date; however, for many other-than-financial reporting risks, it may be more
appropriate to test the current practice. For example, it may be more appropriate to review a company’s current
investment strategy in order to determine its long-term adequacy, rather than the investment strategy in place at
the “as-of” date. Further, there are circumstances when reviewing both time periods may be beneficial. Using the
example above, it may be appropriate to review the investment strategy in place at the “as-of” date to gain
assurance of the appropriateness of the strategy and its effect on the balance sheet at the “as-of” date, as well as
the current investment strategy.

Results of the testing should be documented in the rRisk aAssessment Matrix{orsimitardocumentatien)and
should assist the examiner in determining an overall risk rating.

Financial Reporting Risks
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Factors that should be considered during the testing of controls over financial reporting risk include whether the
controls are (1) operating as expected; (2) being applied consistently throughout the entire period of reliance; (3)
being performed on a timely basis; (4) encompassing all transactions; and (5) identifying errors.

Consideration should be given to work performed by external auditors to minimize work performed by the
examiner. If external audit workpapers are utilized, testing may also be performed by the examiner to further
substantiate whether controls are adequate and operating effectively. This can be achieved by retesting the work
performed by the external auditors, performing original testing, or a combination thereof. There is no retesting
requirement of auditors’ workpapers and the extent of any retesting performed should be based on the amount of
reliance the examiner is placing on the auditors’ workpapers. Examiners should refer to the Examination Sampling
guidance located in Section 1 of this Handbook for assistance with determining sample sizes.

Reliance on Control Testing Performed in Prior Years

An examiner may be able to rely on control testing performed in a prior period, whether that testing is documented
in internal or external audit workpapers. Some auditors perform control testing on a cyclical basis and, as a result,
the same controls are not always tested every year. In addition, internal audit work is often performed on a
rotational basis and key activity controls may not be tested every year.

If an examiner plans to utilize control testing documentation from a year prior to the current examination as-of
date, the examiner should obtain evidence that the control has not changed subsequent to the prior period testing.
The more reliance that is placed on the prior period testing documentation received from external/internal
auditors, the more examination evidence should be obtained. Verification that controls have not changed should
be obtained by a combination of inquiry, observation, reperformance and examination of documents, and should
be clearly documented in the examination workpapers. If controls have significantly changed since the prior
period, the examiner should not utilize the prior period workpapers for that area as examination evidence.

Risk Mitigation Strategies/Controls Ratings — Once the examiner has completed the testing of internal controls,
the examiner should determine an overall risk mitigation strategy/control rating. Regardless of the number of
controls that exist for an inherent risk, only one overall rating should be assigned. The Risk Mitigation
Strategy/Control Assessment ratings to be indicated in the Rrisk Aassessment Matrix{orsimitardocumentation)
for other than financial reporting risks and financial reporting risks are:

e Strong Risk Management indicates that management effectively identifies and controls all material types
of risk posed by the relevant activity. Management participates in managing the insurer’s risks and ensures
that appropriate policies and limits exist. The board of directors understands and reviews the policies and
limits and requires that significant exceptions are reported by management to the board. Policies and limits
are supported by risk monitoring procedures, reports and management information systems that provide
accurate, timely and necessary information and analyses to make timely and appropriate decisions to
changing conditions. Internal controls and audit processes and procedures are appropriate to the size and
activities of the insurer. There are few exceptions to established policies and procedures, and none of
these exceptions would likely lead to a material loss to the company. For financial reporting risks, this
could be evidenced, in part, by few or no control deficiencies (see definitions in Phase 4).

e Moderate Risk Management indicates that the insurer’s risk management processes, although largely
effective, might be lacking to some modest degree. It reflects an ability to cope successfully with existing
and foreseeable exposures that may arise in carrying out the insurer’s business plan. Although the insurer
may have some minor risk management weaknesses, these problems have been recognized and are being
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addressed. Overall, board oversight, management policies and limits, risk monitoring procedures, reports
and management information systems are considered effective in maintaining a safe and sound managed
company where the potential for economic loss does not appear significant. Risks are generally being
controlled in a manner that does not require above-normal supervisory monitoring. For financial reporting
risks, this could be evidenced, in part, by the existence of control deficiencies that are not considered to be
significant or material weaknesses (see definitions in Phase 4).

e Weak Risk Management indicates risk management processes that are lacking in important ways and,
therefore, are a cause for above-normal supervisory attention. Active participation in the oversight,
establishment of pertinent policies and the provision of appropriate direction (and evaluation of
performance) is lacking from senior management. The internal control system may be lacking in important
respects, particularly as indicated by continued control exceptions or by the failure to adhere to written
policies and procedures. The deficiencies associated in these systems could have a significant adverse
impact on the potential for economic loss; the reputation of the insurer in the marketplace; or could lead to
a material misstatement of its financial statements if corrective actions are not taken promptly by
management. For financial reporting risks, this could be evidenced, in part, by the existence of significant
control deficiencies and/or material weaknesses (see definitions in Phase 4).

In the event that an examiner has difficulty choosing between two ratings, the examiner may consider the
strength of an insurer’s overall corporate governance to help reach a decision. For example, if an examiner is
wavering between moderate and strong control ratings after considering the nature of the controls in place and
the evidence obtained through testing, an effective overall corporate governance environment should
encourage the examiner to assess the rating as strong. Conversely, if the corporate governance at the insurer is
in many ways ineffective, the examiner may choose to assess the rating as moderate. However, corporate
governance practices cannot fully mitigate an individual risk unless they are directly related. If an examiner
chooses to utilize overall corporate governance considerations to assist with the assessment of risk
management, then he or she must document the rationale for that decision within the risk assessment-rmatrix.
This documentation may contain references to specific items identified during the assessment of corporate
governance completed as part of Phase 1.

***Text Eliminated to Conserve Space***

D. Examiner Use of Sarbanes-Oxley Documentation

The Public Company Accounting Oversight Board (PCAOB) is a private-sector, non-profit corporation, created by
the federal Sarbanes-Oxley Act of 2002 (SOX), to oversee the auditors of public companies in order to protect the
interests of investors and further the public interest in the preparation of informative, fair, and independent audit
reports. The overriding goal of the U.S. Congress and the PCAOB is the reliability of the company’s financial
statements. To achieve reliable financial statements, the PCAOB has indicated that internal controls must be in
place for public companies to ensure that:

e Records are accurate and fairly reflect transactions in and dispositions of a company’s assets.

e Records of transactions are sufficient to prepare financial statements in accordance with generally
accepted accounting principles.

e Receipts and expenditures are made only as authorized by management and directors.

e Steps arein place to prevent or detect theft, unauthorized use or disposition of the company’s assets of a
value that could have a material affect on the financial statement.
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SOX requires management of public companies to make an assertion as to the adequacy of their financial
reporting controls. As such, management is required to issue formal, risk-based assessments of the effectiveness
of their financial reporting controls. In addition, the external auditor of public companies must attest and provide
an opinion on the reliability of management S assertlon of the adequacy of the financial reportmg controls. My
available SOX tinformation-av ;

gactivitiesretatedtotheAetshould be utilized in
completing theis financtatreporting risks-sectionofthe-rRisk Aassessment—Matrix{orsimitardoctmentation).
Leveraging the significant SOX-driven financial reporting control assessment activities in companies should
facilitate the similar risk assessment process for regulatory purposes.

The PCAOB adopted standards for auditors to use when assessing whether managers of a public company have
accurately reported on the company’s internal controls. These audit standards drive the work performed by the
auditor, as well as the company, and benefit the examiner in their risk assessment of the company. Documentation
should be included in the public company’s external audit workpapers to support the requirements of SOX and the
PCAOB. Examiners should plan to utilize this information and seek this documentation when reviewing external
audit workpapers. The following section outlines the key areas of documentation that will be of assistance to the
examiner.

***Text Eliminated to Conserve Space***
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PHASE 4 - DETERMINE RESIDUAL RISK

***Text Eliminated to Conserve Space***
Financial Reporting Risk:

Financial reporting residual risk is the risk remaining after taking into account the controls established to achieve
certain objectives in the financial reporting function or process. This residual risk may be the result of:

e Acontrol deficiency, which exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis.

e Asignificant deficiency, which is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with
governance.

e A material weakness, which is a deficiency, or a combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the company’s financial statements will
not be prevented, or detected and corrected on a timely basis.

Determining residualrisk is the key to determining where the risks lie in an insurer’s business. Once the riskier
activities are identified, the examiner will use these results as the foundation to determine the extent and nature of
testing in Phase 5.

Residual Risk Assessment Ratings

The overall residual risk assessment ratings should be documented as are-High, Moderate, art-or Low.-ane-shotite

High Residual Risk - This risk rating generally would be assigned to an activity where the risk management
process does not significantly mitigate the high inherent risk of the activity. Thus, the activity could potentially
result in a financial loss that would have a significant adverse impact on the organization’s overall condition, even
in some cases where the processes are considered strong. For financial reporting risk, the existence of control
deficiencies and/or material weaknesses could indicate a high residual risk. However, the lack of control
deficiencies and/or material weaknesses does not exclude a residual risk determination of high. In cases where
management appears to have an insufficient understanding of the risk and/or capacity (lack of timely and accurate
information or analysis) to anticipate and respond to changing conditions, the examiner may need to re-evaluate
their determination of the inherent risk and the residual risk.

Moderate Residual Risk — This risk rating generally would be assigned to an activity having moderate inherent risk
where the risk management processes do not appropriately mitigate the risk. However, a strong risk management
process may reduce the risks of an inherently high-risk activity so that any potential financial loss from the activity
would have only a moderate, short-term, adverse impact on the financial condition of the organization. For
financial reporting risk, this could be evidenced, in part, by the existence of control deficiencies, which are
typically not considered to be significant or material weaknesses. In cases where management appears to have an
insufficient understanding of the risk and/or capacity (lack of timely and accurate information or analysis) to
anticipate and respond to changing conditions, the examiner may need to re-evaluate their determination of the
inherent risk and the residual risk.
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Low Residual Risk — This risk rating generally would be assigned to an activity that has low inherent risks. An
activity with moderate inherent risk may be assessed as low residual risk where internal controls and risk
management processes are strong and effectively mitigate much of the risk. After considering risk management
controls, any potential financial loss from the activity would have minimal impact on the financial strength of the
organization. For financial reporting, this could be evidenced, in part, by few or no control deficiencies.

IlWlustration of the Calculated Residual Risk Assessment

The following calculation should be used as a guide to determine calculated residual risk using the already
determined assessments of inherent risk and risk controls. The Residual Risk Calculation is laid out left to rightin a
linear fashion. An examiner starts with the column on the left by identifying the level of assessed inherent risk as
determined in Phase 2 (high, moderate, or low). Next, the examiner identifies the strength of risk controls as
determined in Phase 3 (strong, moderate, or weak). The point where the inherent risk assessment and strength of
risk controls intersect, results in the calculated residual risk. For example, if inherent risk was assessed as low and
risk controls were assessed as strong, then the residual risk would be low. The calculated residual risk is recorded
in the rRisk aAssessment Matrix-and utilized to design appropriate examination procedures in Phase 5. This
calculation is not intended to force artificial limitations on the examiner and does permit the examiner to utilize
professional judgment and experience with the insurer in determining whether the calculated residualrisk is
appropriate. The examiner is able to record a different level of residual risk (judgmental residual risk) in the rRisk
Aassessment Matrixfrom what is calculated below and use that assessment when designing examination
procedures.

Control Assessment
. Moderate Risk Weak Risk
Strong Risk Controls Controls Controls

= & High Moderate or High Moderate or High High
£ o
‘qﬂ'; % Moderate Low or Moderate Moderate Moderate*
o0
< [72]
= 2 Low Low Low Low*

* |f, based on an assessment of weak risk controls, the examiner feels that the residual risk assessment should be
higher than the calculated result; the examiner should consider revising the initial assessment of inherent risk and
then recalculating residual risk.

***Text Eliminated to Conserve Space***
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PHASE 5 - ESTABLISH/CONDUCT DETAIL EXAMINATION PROCEDURES

This section of the Handbook addresses the following subjects:

A. Establish/Conduct Detail Examination Procedures
Risks Other Than Financial Reporting

Financial Reporting Risks

Examination Considerations

Analytical Review Procedures as Substantive Tests

moow

A. Establish/Conduct Detail Examination Procedures

mcorporatetﬁgthe rlskassessmeﬁﬂdennﬂcanon control assessment, examination procedures and results. At the

beginning of Phase 5, the rRisk aAssessment process Matrix{ersimitardoctmentation)-has been completed for
each identified risk up to the residual risk seetiofrassessment. frofmtefttoright uptotheresiduatrisk-assessment

eotumna-foreachriskidentified—At this juncture, after completion of the risk assessment matrix-_for each risk
identified, the nature and extent of testing can be determined and the examination procedures designed
accordingly. Examination procedures selected from those procedures set forth in this Handbook, as well as any
other procedures warranted for a particular examination, may be imported into the relevant section of the rRisk

aAssessment documentatlonMa{-H*(efsmtardeetm‘reﬁfaﬁeﬁ-) FHs-a+so-aeee13fab+e-‘fo-dﬁetrﬁ°reﬁ=t—t-he

A—Prior to the performance of Phase 5
test work, planned detail examination procedures should be approved and signed-off on by the chief examiner (or
designee) and the examiner-in-charge. Results of the completed examination procedures and, where applicable,
the disposition of the eertairrresults (i.e., finding and errors), should be documented in the rRisk aAssessment
Matrixtorsimitardocumentation). As discussed in Phase 4, there are three levels of residual risk: high, moderate
and low. The following chart indicates the type and amount of testing necessary at each level:

High Residual Risk Detail procedures required.

Fewer detail procedures performed (i.e., tests of details of transactions),
including more utilization of analytical procedures.

Limited or no detail procedures performed, which may be limited to analytical
procedures.

Moderate Residual Risk

Low Residual Risk

Although test work in Phase 5 is generally not required for low residual risks, there are certain situations where
some detail tests are necessary to address such risks. For instance, if an examiner deems a low inherent risk to be
significant enough to include erin the risk matrixassessment in Phase 2 and either does not perform control
testing or assesses controls as weak in Phase 3, a minimum amount of detail testing should be performed (e.g.,
analytic procedures) in Phase 5.

***Text Eliminated to Conserve Space***
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EXAMINATION REPOSITORY — CAPITAL AND SURPLUS
Own Risk and Solvency Assessment (ORSA)

During the review of the ORSA filing (if applicable), the examiner may identify risks and controls that are relevant to
be considered when ereating-performing the Capital and Surplus Key Activity Matrixrisk assessment. Additionally,
examiners may perform test procedures related to the information contained within the ORSA filing that provides
evidence regarding the sufficiency of an insurer’s capital and surplus. Examiners are encouraged to leverage the
information contained within the ORSA, and associated test procedures, when poptitating-completing the Key
Activity risk MatrixAassessment.

Annual Statement Blank Line Items

Listed below are the corresponding Annual Statement line items that are related to the identified risks contained in
this exam repository:

Capital Notes and Interest Thereon

Aggregate Write-ins for Special Surplus Funds

Common Capital Stock

Preferred Capital Stock

Aggregate Write-ins for Other than Special Surplus Funds
Surplus Notes

Gross Paid-in and Contributed Surplus

Unassigned Funds (Surplus)

Treasury Stock

Relevant Statements of Statutory Accounting Principles (SSAPs)

All of the relevant SSAPs related to other liabilities and surplus, regardless of whether or not the corresponding
risks are included within this exam repository, are listed below:

No. 41 — Surplus Notes
No. 72 — Surplus and Quasi-reorganizations

T Risks identified with this symbol may warrant additional procedures or consideration at the head of the
internationally active insurance group (IAIG) or level at which the group manages its aggregated risks. Where IAIGs
have a decentralized business model, at least in regard to certain operations and management of related risks,
examiners should consider evaluating those risks at the subgroup or legal entity level. Refer to Section 1, Part | for
additional guidance for examinations of IAIGs.

***Text Eliminated to Conserve Space***
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EXHIBIT A

EXAMINATION PLANNING PROCEDURES CHECKLIST
COMPANY NAME

PERIOD OF EXAMINATION

The following checklist details the components of Phase 1 and Phase 2, as well as other information that
should be considered during the planning process. Narrative guidance is provided within Section 2 of this
Handbook to aid examiners in understanding the risk-focused surveillance process.

***Text Eliminated to Conserve Space***

Part 5: Consideration of Prospective Risk Indications of Solvency Concerns

1. Based on the preliminary analytical review, input from the analyst
and the knowledge and understanding of the company, identify
prospective risks that may indicate potential future solvency
concerns for the company.

2. Determine where the prospective risks identified will be addressed.
For broad prospective risks that impact more than one key
functional activity, post the risks to Exhibit V — Overarching
Prospective Risk Assessment for review. For risks that are directly
associated with a particular key activity, pestthe-fisktoinclude
them in that activity’s risk matrix-assessment for review.

Phase 2 - Identify and Assess Inherent Risk in Activities

1. ldentify and assess inherent risks for key activities using-awithin
the risk assessment. matrix-or-simitartoot—Consider both financial
reporting risks and other than financial reporting risks in this
process.

2. Ensure that each inherent risk identified should be associated with
at least one of the nine branded risk classifications identified in
Exhibit L - Branded Risk Classification.

3. Complete Exhibit CC - Issue/Risk Tracking Template by verifying
that each item has been linked to a risk statement enakey
activitywithin the matrixrisk assessment or Exhibit V — Overarching
Prospective Risk Assessment or by documenting that additional
work is not deemed necessary.

4. Complete Exhibit DD - Critical Risk Categories to determine
whether all relevant critical risk categories have been
included/considered orin a risk matrixassessment. In situations
where a particular critical risk category is not addressed by at least
one risk statement, the exam team should explain, in the planning
memorandum, the rationale for why a critical risk category is not
considered applicable to the company under exam.
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5. Complete the planning process, including Exhibit | - Examination
Planning Memorandum.

6. Obtain the chief examiner’s or designee’s approval of planning
documentation, including Exhibit | - Examination Planning
Memorandum, before control and detail test work is performed.
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EXHIBITE

AUDIT REVIEW PROCEDURES
COMPANY NAME

PERIOD OF EXAMINATION

EXAMINATION FIELD DATE

PREPARED BY

DATE

***Text Eliminated to Conserve Space***

AUDIT REVIEW PROCEDURES

***Text Eliminated to Conserve Space***

8. Obtain from the external auditor a complete copy of all relevant workpapers,
including work performed at the parent or holding company level, in accordance with
Section 13 of the NAIC Annual Financial Reporting Model Regulation.

Guidance Point: The high-level general review of the workpapers is to assess the
competency and approach of the external auditor and determine what work is
available and conducted in a manner that will allow reliance by the examiner. The
examiner will perform a detailed review on any workpapers related to specific control
or substantive test work that may be relied upon to address specific risks identified
for matrixrisk-assessmentreview during Phase 3 and Phase 5.

a. Review at a high-level the workpaper index and workpapers to identify any
material financial statement accounts to determine if they were appropriately
reviewed by the external auditor. Consider the impact the auditor’s work will
have on the identification of risks necessary for assessment by the examiner.

Guidance Point: Accounts that were not reviewed by the external auditor may
correspond to the auditor’s completed risk assessment and methodology. The
examiner should not default to the same risk assessment as the auditor without
evaluating the adequacy of the auditor’s rationale.
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EXHIBIT G

CONSIDERATION OF FRAUD
COMPANY NAME

PERIOD OF EXAMINATION

EXAMINER-IN-CHARGE

In accordance with the Risk-Focused examination approach, the consideration of fraud in financial
condition examinations should occur throughout all phases of the examination, primarily through the
identification and examination of fraud risk factors. Fraud risk factors are conditions that may indicate the
occurrence of fraud, such as the insufficient review of controls, failure to respond to known accounting
irregularities, extraordinary growth or profitability, threat of regulatory action, and missing accounting
documentation.

In the planning phase of the examination, it is important that the exam team include a discussion of fraud
in the planning meeting that takes place with the financial analyst. The analyst’s review of unusual
fluctuations, performance outside of the industry average, etc., can help the examiner understand the tone
of the organization as a whole and identify areas that may need to be investigated further during the
examination.

Itis also vital that the examiner gains an understanding of the fraud assessment and procedures already
completed by the external auditor and the level at which they were completed; i.e., holding company or
legal entity level. The external auditors are required by AU Sec. 316—Consideration of Fraud in a Financial
Statement Audit to perform specific procedures to ensure that the audit has been responsibly planned and
performed and to obtain reasonable assurance that the financial statements are free of material
misstatement. In accordance with guidance from the American Institute of Certified Public Accountants
(AICPA), documentation of the auditor’s consideration of fraud should be included in the external audit
workpapers, which examiners review within Exhibit E — Audit Review Procedures. The examiner should
utilize the external audit workpaper documentation to the fullest extent deemed reasonable if the auditor’s
risk assessment is at the appropriate level. However, reliance on the external audit workpapers does not
preclude the examiner from identifying and inquiring about fraud risk factors noted during the examination
or interviewing company management regarding the possibility of fraud or known fraud occurrences.

Parts 1-3 of this exhibit should be completed regardless of the level of reliance on the external auditor. If
the examiner determines that the external audit fraud assessment and/or related procedures are not
sufficient, complete, or at the correct level, they should also utilize Part 4, “Review Company Operations
and Identify Fraud Risk Factors.” It may also be beneficial to tititize-the Key-Activity Risk-AssessmentsMatrix
{tExhibitK)rte-identify and assess inherent risks, assess controls, determine residual risks, and identify test
procedures within the risk assessment process for applicable fraud risk factors.

***Text Eliminated to Conserve Space***
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EXHIBIT I
EXAMINATION PLANNING MEMORANDUM

The following is an illustration of an examination planning memorandum to assist examiners in
documenting the results of the planning process at the conclusion of Phase 2. This exhibit is not intended
to be all-inclusive and should be tailored to each examination. It is not necessary for every examination’s
planning memorandum to address each of the areas and points discussed herein. Therefore, the examiner-
in-charge should use his or her judgment in determining which sections of this illustration are applicable
and document any other pertinent information considered. In making these judgments, the examiner
should bear in mind the purpose of the planning memorandum, which is to provide a concise summary of
examination risks, significant examination activities and the overall examination approach. Where feasible,
the planning memorandum should reference key documents, detail reports and information through
attachment. Some items that may be attached to the planning memorandum are the preliminary analytical
review, annual statement jurat page, Schedule Y and FEETS Premium Schedule.

COMPANY NAME:
EXAMINATION DATE:

This planning memorandum is intended to document our examination plan as it relates to (Name of
Insurance Company) for the period from January 1, 20XX to December 31, 20XX.

***Text Eliminated to Conserve Space***
CORPORATE GOVERNANCE (Phase 1, Part 2)

Examinations using the risk-focused examination approach promote the assessment of risk management
processes other than those that result in financial statement line item verifications—including Board of
Directors’ effectiveness and corporate governance activities—thus providing a prospective look at the
operations and quality of the risk management process. Consideration of the aforementioned factors
should be given during the planning phase of an examination, as they relate directly to the company’s
control environment. Examiners should summarize the overall corporate governance assessment after
completing a review as outlined in Exhibit M — Understanding the Corporate Governance Structure.

A specific corporate governance memorandum may be referenced that provides additional information,
such as a listing of individuals (with titles) and separate assessments of management and the Board of
Directors. This memo should identify the examiners’ assessment of management in terms of experience of
senior staff, past performance, management approach (i.e., aggressive/conservative accounting or sales
practices), recent changes or turnover, overly aggressive compensation or bonus structure, appropriate
reporting channels, etc.

Interview Results

This section should document risks, both financial reporting and other than financial reporting, that are
identified by the exam team as a result of conducting interviews with company personnel. The examiner
can then document whether each risk should be included in a key activity risk matrixassessment or
documented using Exhibit V — Overarching Prospective Risk Assessment.

***Text Eliminated to Conserve Space***
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EXHIBIT L
BRANDED RISK CLASSIFICATIONS

In order to assist examiners in categorizing identified risks, this exhibit links common risk areas and risk
management controls to the branded risk classifications. This exhibit has been provided as a guide to the
examiner and does not represent an all-inclusive list of risk areas or risk management controls that will be
identified when obtaining an understanding of the insurer’s operations. In addition, it should not be
considered to-be-an exhaustive or definitive guide in determining the type of branded risk classification that
would apply to each risk area, as each situation must be considered individually in the context of the
insurer’s environment in order to determine the appropriate branded risk classification. The nine branded
risk classifications are to be identified in the Rrisk Aassessment Matrix-for each key activity being
examined. More than one of the nine branded risk type&classmcatlons may be appllcable to a particular
identified riskrisk-w ey-activityas-stehmote-thanone

AssessmentMatrix.. The followmg gwdance is deS|gned to help examiners think critically about the
correlation between the nine branded risk classifications and various areas of the financial statements.

1. Credit Risk- Amounts actually collected or collectible are less than those contractually due
or payments are not remitted on a timely basis.

Risk Areas to Consider:

e Leveland trend of non-investment grade, problem, restructured, delinquent and non-
performing earning assets.

e Existence of asset concentrations to include reinsurance recoverables and/or intercompany
receivables.

e Strength of affiliates involved in reinsurance pooling or asset participation arrangements.

e Custodial arrangements.

e Materiality of agents’ balances.

e Use of derivative or off-balance sheet transactions to mitigate credit risk (counter-party
risk).

e Premium and other receivables (e.g., commissions, refunds, etc.).

Evaluating Credit Risk Management Controls (i.e., Effectiveness):

e Policies established by management and the board are comprehensive and define risk
tolerances, asset allocations and accountabilities.

e Underwriting standards and risk identification processes are in place, and audited for
compliance.

e Exceptions (particularly management overrides) to policies and/or processes are reported
to the board.

e Through utilization of risk monitoring processes, problem assets (including agents’
balances and affiliate receivables) are identified timely and collection steps initiated
quickly.

e Custodial arrangements are reviewed periodically and compliance with investment laws
and regulations is monitored and reported to management and the board.

e Reinsurers are evaluated regularly for financial strength.

e Information systems are accurate, dependable and validated.

***Text Eliminated to Conserve Space***
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EXHIBIT M

UNDERSTANDING THE CORPORATE GOVERNANCE STRUCTURE
Overview

The purpose of this exhibit is to assist the examiner in documenting the understanding and assessment of
an insurer’s corporate governance policies and practices, including its ERM function. As insurers are
expected to demonstrate different corporate governance practices in accordance with the nature and
extent of their operations, examiners should not expect the practices of each individual insurer to
specifically match the guidance provided in this exhibit. Therefore, the focus of an examination team’s
considerations in this area should be to determine whether the practices implemented by the insurer are
reasonable and effective.

The examination team should first attempt to utilize information obtained through Exhibit B — Examination
Planning Questionnaire, Exhibit Y — Examination Interviews and other planning sources (including
information provided to the financial analyst and any other information available to the examiner) before
requesting any additional information that may be necessary to gain an understanding and perform an
assessment of corporate governance. A favorable overall assessment of governance does not, by itself,
serve to reduce the scope or extent of examination procedures; rather, specific governance controls need
to be assessed for their adequacy of the management of specific risks, in conjunction with other controls
designed to manage the same.

***Text Eliminated to Conserve Space***
G. DOCUMENTATION

The examination team should document its understanding and assessment of the entity’s governance, as
well as its assessment on the related impact on the examination. This summary should include a
description of any unique examination procedures, including special inquiries that are considered
necessary to any significant risks identified as a result of the assessment.

AssessmentMatrix;shottabeutitized-forthe-lidentification and assessment of individual solvency risks
requiring review should be documented through the risk assessment process. However, documentation on
the understanding and assessment of corporate governance is at the discretion of the examiner and would
not typically be presented in a risk assessment-documentation.-aRiskAssessmentMatrix. For most
companies, a memorandum and/or corresponding documentation in the electronic workpapers addressing
the items presented in this exhibit should provide sufficient documentation. For example, the
documentation could summarize the attributes and techniques supporting the examiner’s overall
evaluation, any resulting examination scope implications, and the approach used to validate the more
significant attributes and techniques. For smaller companies, documentation of the examination’s
consideration of corporate governance may be provided in the appropriate section of Exhibit | -
Examination Planning Memorandum.

Specific findings or concerns related to an insurer’s corporate governance practices should be
accumulated for inclusion in a management letter (or similar document) to provide feedback and
recommendations to the insurer. In addition, the examination should utilize Exhibit AA — Summary Review
Memorandum (or a similar document) to summarize its understanding and assessment of the insurer’s
overall corporate governance framework, as well as the maturity and reliability of its ERM function, to
ensure appropriate communication back to the financial analyst.
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NAME OF COMPANY

Attachment Three-G
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EXAMINATION DATE

EXAMINER-IN-CHARGE
SUPERVISING EXAMINER

12/1/25

Performed By

Date

Detailed Review (usually performed by the examiner-in-charge)

1.

| have read the Examination Planning Memorandum, risk
fatricesassessments, and examination program insofar as they
relate to the areas of the examination | reviewed.

I have reviewed all workpapers and | am satisfied that the planned
procedures were performed, results of work were adequately
documented, and procedures performed were sufficient considering
the results obtained and any changes in conditions occurring since
the procedures were planned.

I have verified that all known significant solvency risks have been
addressed and each critical risk category has been appropriately
considered.

I have compared the accounts in the general ledger trial balance or
examination workpapers with the summarizations, classifications,
and descriptions of them in the annual financial statement.

| am satisfied that the examination was conducted in accordance
with appropriate professional standards, department policies and
the procedures set forth in the Financial Condition Examiners
Handbook.

I have documented the results of the on-site examination and shared
them with the assigned analyst. (Results may be documented
through the use of Exhibit AA — Summary Review Memorandum
(SRM). The SRM should include discussion of potential ongoing or
future solvency concerns the insurer may face, the insurer’s
corporate governance and a summary, by branded risk classification,
of examination adjustments, other examination findings,
management letter comments and other residual risks or concerns
the examiner may want to communicate to department personnel.)

I have collaborated with the analyst in developing the prioritization
level and supervisory plan.
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General Review (usually performed by the chief examiner or
designee)

1.

I have reviewed the Examination Planning Memorandum, risk
fratrices-assessments and examination program.

I have reviewed the workpapers for this examination and | am
satisfied that the planned procedures were performed, results of
work were adequately documented, procedures performed were
sufficient, each known significant solvency risk was addressed and
each critical risk category was appropriately considered.

| am satisfied that the examination was conducted in accordance
with appropriate professional standards, department policies and
the procedures set forth in the Financial Condition Examiners
Handbook.

| have reviewed the documented results of the examination that were
shared with the assigned analyst, and | am satisfied that the
examination results were adequately communicated.

| have reviewed the prioritization level and supervisory plan prepared
or updated at the conclusion of the examination and concur with the
results.

| have reviewed the Report of Examination, and | am satisfied that it
was prepared in conformity with statutory accounting principles as
prescribed in the Accounting Practices and Procedures Manual or as
permitted by the department.

Note: Completion of procedures should be indicated by dating and initialing the space provided. Any
exceptions (e.g., Not Applicable) should be explained either in this RAS or in an attached memorandum.
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EXHIBIT V- OVERARCHING PROSPECTIVE RISK ASSESSMENT
Background

The concept of risk on a risk-focused examination encompasses not only risks as of the examination date,
but also risks that extend or commence during the time in which the examination was conducted, as well
as risks that are anticipated to arise or extend past the point of examination completion. As such,
consideration of prospective risks (including moderate or high residual risks existing at the balance sheet
date that willimpact future operations, risks anticipated to arise due to assessments of company
management and/or operations, or risks associated with future business plans of the company) is an
intrinsic element of a risk-focused examination and should occur throughout all phases of the examination
process.

Use of this Exhibit

In completing this exhibit and documenting the examiner’s consideration of prospective risks throughout
the examination process, the examiner should conduct an evaluation and, if possible, conduct
examination procedures on the noted prospective insolvency risks to assess the degree of risk present and
recommend future monitoring. Throughout the examination process and at the conclusion of the exam, the
examiner should communicate with the department’s financial analysts to keep them informed of the
identified prospective risks and examiner assessments. The branded risk classifications, risk assessment
level and trend and associated rationale should be used to summarize prospective risks identified for
communication to the analyst via Exhibit AA—Summary Review Memorandum. This communication
should include relevant details obtained during the examination that will enhance the ongoing monitoring
of the company.

In conducting examinations of insurers that are part of a holding company group, it is important to note that
many prospective risks may occur at the holding company level. The exam team should seek to coordinate
the identification and assessment of prospective risk in accordance with the exam coordination framework
and lead state approach outlined in Section 1 of this Handbook. Where possible, in a coordinated
examination, the lead state’s work on prospective risk should be utilized to prevent duplication of effort and
to leverage examination efficiencies.

The consideration of prospective risks should occur throughout each phase of the examination process. If
the examiner identifies a prospective risk that relates to one specific key activity of the company, this
prospective risk should be documented in the corresponding risk matrix-assessment for that key activity
and treated similarly to other identified risks. However, if the examiner identifies an overarching
prospective risk (a prospective risk that does not relate to a specific key activity, or relates to more than one
key activity), the examiner should utilize this exhibit to document the investigation of the overarching
prospective risks. Individual risks should either be addressed on Exhibit V or in a key activity matrixrisk
assessment, but not both.

By the end of Phase 1, the examiner should have a preliminary listing of overarching prospective risks
included on Exhibit V - Overarching Prospective Risk Assessment. By the end of Phase 2, the list of risks on
Exhibit V should be updated to include all significant overarching prospective risks identified on Exhibit CC
—Issue/Risk Tracking Template.

Prospective risks may continue to be identified beyond Phase 1 and Phase 2, but all significant overarching
prospective risks identified during later phases of the exam should continue to be documented and
investigated on Exhibit V, regardless of the phase in which the risk was identified.

The investigation of prospective risks on Exhibit V should be completed by the end of Phase 5. It is not
required that the various steps to investigate prospective risks on Exhibit V directly coincide with the seven-
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phase exam approach, but it is recommended that examiners complete each step of Exhibit V as early in
the exam as practical to ensure each risk identified is sufficiently tested and reviewed.

Exhibit V, Part One - Overarching Prospective Risk Testing Template

Examiners should use this worksheet to document a review and investigation of overarching prospective
risks throughout the examination. Examiners may also use the examples provided on the template as a
guide to assist in determining the nature and extent of the prospective risk review to be performed. Please
Note: The risk mitigation strategies identified in the template are only examples, and the examiner should
be aware that the insurer might use other strategies to mitigate the identified risk. Instructions for
completing and documenting a review of prospective risk within the template are as follows:

Template Column

Instructions for Completing

Overarching Prospective
Risk Identified

Based on the knowledge and understanding of the company obtained during the
planning stages of the exam, document any overarching prospective risks
identified.

Branded Risk
Classification

For each identified risk, document the associated branded risk classification(s)
from the following list: Credit (CR), Legal (LG), Liquidity (LQ), Market (MK),
Operational (OP), Pricing/Underwriting (PR/UW), Reputation (RP), Reserving (RV),
and Strategic (ST).

Risk Mitigation Strategies

Identify risk mitigation strategies in place at the insurer (if any) to address the
prospective risk.

Investigate Risk
Exposure

Test the mitigation strategies identified by management. Consider both the design
and operating effectiveness of the mitigation strategies as part of the procedures
performed. Provide corroborating evidence and documentation to support the
procedures performed.

Perform additional independent testing, if necessary, to further understand or
address the risk. Testing may include evaluation of the company’s historical trends,
stress testing of company exposures, or other additional procedures specifically
tailored by the examiner based on the company’s risk. Attach and reference
supporting workpapers.

Risk Assessment Level

Document the risk assessment level of the identified risk considering the test
procedures performed; (i.e., Significant, Moderate, or Minimal). Refer to Exhibit
AA—Summary Review Memorandum for guidance on determining an appropriate
risk assessment level.

Trend Document the trend level of the identified risk considering the test procedures
performed to indicate the direction the risk is moving; (i.e., Increasing, Static, or
Decreasing). Refer to Exhibit AA—Summary Review Memorandum for guidance on
determining an appropriate trend level.

Rationale Document the rationale for the trend and level of concern.

Communicate Findings
to Financial Analysis

Document specific information to be communicated to the department analyst.
Information should include specific procedures for continual monitoring, specific
documents to obtain from the company, expected timelines for follow-up, and
contact information.

Exhibit V, Part Two - Common Areas of Concern

Exhibit V, Part Two may be used as a reference guide to assist in identifying categories of prospective risk
that may be relevant for review and inclusion on the Exhibit V, Part One. Note: examiners are not required to
identify a risk from each category listed or provide a rationale for not identifying risks from the common

areas of concern.
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EXHIBIT CC
ISSUE/RISK TRACKING TEMPLATE

The primary goal in Phase 1 of the examination is to gain an understanding of the company being examined
to enable the critical risks facing an insurer to be identified. Issues and risks can be identified from
numerous sources, including the interview process, communication with analysts, a review of corporate
governance information, a review of information available through the internal and external audit functions,
a review of IT functions and documentation, and other assessments completed as part of Phase 1.

Exhibit CC is intended to house significant issues and risks identified during Phase 1 to ensure that they are
appropriately addressed and/or considered during the examination. Examiners should use the template
below, or a substantially similar document, to track the issues and risks identified, which include
prospective risks. However, examiners are not expected to utilize this template to identify each and every
risk that will be included or-in a key activity matrixrisk assessment. Instead, this template should be
utilized to identify risks that could include those unique to the insurer, specific to a particular line of
business/company activity or of heightened importance as determined through gaining an understanding
of the company.

When using this template, the examiner should document the issue or risk identified and its source(s). If an
issue or risk has multiple sources, the examiner need only list the issue or risk once on the template and
should document all significant sources from which it was identified in the adjacent box. In addition, the
examiner should include the area where the issue or risk is addressed (e.g., ofrin a key activity risk
assessmentmatrix, on Exhibit V, etc.) and any additional information deemed necessary. Alternately, after
further review, the examiner may determine that no follow-up is necessary for an issue or risk identified; in
those instances, the examiner should document this conclusion on the template.

Instructions for completing and documenting the issues or risks identified within the template are as

follows:
Template Column Instructions for Completing
Issue/Risk Identified Based on the knowledge and understanding of the company obtained during

Phase 1 of the examination, document the issue/risk identified, including
prospective risks.

Source(s) of Issue/Risk | Identify the source(s) of the issue/risk. Examples include but are not limited to:
communication from the financial analyst, communication from other regulators
(other states, federal, international, etc.), A.M. Best reports, AICPA audit alerts,
review of regulatory filings, C-level interviews, review of minutes, department
planning meeting notes, market conduct reports, company risk assessments,
etc.

Where Addressed Provide a reference to where the issue/risk is addressed, such as a key activity
matrixrisk assessment, Exhibit V, or other areas within the examination file.
Additional Information | If no follow-up is necessary for an issue or risk identified, briefly document this
conclusion and/or provide any additional information deemed necessary to
further clarify the issue/risk.

Example risks have been included below to demonstrate the level of documentation expected to be included
in a tracking template.
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Issue/Risk Tracking Template
Issue/Risk Identified Source(s) of Issue/Risk Where Addressed Additional Information

Example 1-Company | Issue referred from rates and | See Exhibit V (Risk | N/A
plans to begin writing a | forms unit (See; £ Step 2 - 3). Formatted: Font color: Text 2 ]
new line of business Obtain Existing Formatted: Font color: Text 2 }
nextyear. DocumentationA-+6) and

brought up in C-Level

interviews (See: & Step 1 - Formatted: Font color: Text 2 }

Conduct InterviewsA=3-5;

A37).
Example 2 -The Issue referred by the financial | Seerisk 1.1 on the | N/A
percentage of the analyst (See: 2 Step 1 - Meet | Investment Risk Formatted: Font color: Text 2 ]
company’s invested with the Financial Analystisee | MatrixAssessment
assets held in equities | A+.5) and discussed in the (See: @ Formatted: Font color: Accent 1 }
has increased department planning meeting | [nvestments Risk Formatted: Font color: Text 2 )
significantly over the (seeA+2See: & Step 7— AssessmentE&-2-3). E tted: F o Text 2 }

e ormatted: Font color: Tex

pasttwo years. Meet With Chief Examiner ).
Example 3-The Issue noted during Not deemed After further discussion, it was
company’s expense examiner’s review of the AM necessary. noted that the company’s

ratio is significantly
higher than the industry
average.

Best report 8 B -+ {see
A-+7AM Best Report Review):

historical expense ratios are
higher than the industry
average due to the unique
coverage written by the
company. As ratios have been
relatively flat and the company
remains profitable, no
additional review is deemed

necessary.
Example 4—-The Issue noted during a planning | Seerisk 1.1 on the | N/A
company has service meeting with the analyst. Related Party
agreements with MatrixAssessment
affiliates that may have (See: [ B Related
a material impact on Party Risk
the insurer. Assessment€-3-3).

Formatted: Font: +Body (Aptos), Italic, Font color: Text
2
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EXHIBIT DD
CRITICAL RISK CATEGORIES

One of the goals of a risk-focused examination is to focus on the most critical financial solvency risks
facing an insurer. To assist the examination team in meeting this goal, a list of critical risk categories has
been developed for consideration in reviewing the adequacy of risk statements developed for each
examination. The initial identification of risks in Phase 2 should utilize the understanding of the company
gained in Phase 1, as well as a consideration of branded risk classifications, exam assertions, etc. The
critical risk categories can then be used at the end of Phase 2 to ensure that the risks identified through this
process cover some of the most common solvency risks identified by insurance regulators. The expectation
is that each critical risk category will be addressed by at least one risk statement sr-in a key activity risk
assessmentmatrix (or Exhibit V). Alternatively, if the exam team determines that a particular category is not
applicable or critical to the company being examined (i.e., the company does not have exposure in the
category), an explanation may be provided within the Examination Planning Memorandum.

The critical risk categories take into consideration both financial reporting and other than financial
reporting risks, which categories would be common to most insurers and the typical impact of a risk
category on the current and prospective financial solvency of an insurer. Specific risk statements that are
used to address the critical risk category investigation requirement should be tailored based on the
company’s risk profile, which may necessitate consideration of matters such as climate change, terrorism,
a pandemic, cybersecurity, etc. Additional risks beyond the critical risk categories are expected to be
identified and reviewed through the examination process at the discretion of each examination team as
described in Section 2 of this Handbook.

To demonstrate that the examination has covered each of the relevant critical risk categories, the template
below should be completed to demonstrate where in the exam file each critical risk area is addressed. This
may be accomplished by providing reference to each individual risk statement that addresses each critical
risk category. In situations where a particular critical risk category is not addressed by at least one risk
statement, the exam team should provide reference to an explanation provided within the Examination
Planning Memorandum.

ritical Risk Cat ry R rting Templat

Risk Category Description Where Addressed
This category encompasses the valuation of particularly Example Comment: See
Valuation/ complex or subjectively valued investment holdings Risk 2.1 and Risk 3.1 er-in
Impairment of significant to the insurer, including assets that are hard-to- | the E B Investments Risk
Complex or value, high-risk and/or subject to significant price AssessmentMatrix.
Subjectively variation, with a focus on current valuation. The likelihood
Valued Invested of security impairment and determination of whether
Assets those impairments are other than temporary would also be
an area to consider.
This category encompasses the ability of the insurance Example Comment: This
company to meet current contractual obligations, which critical risk category was
Liquidity could include liquidating assets or obtaining adequate not deemed relevant. See a
Considerations funding without incurring unacceptable losses. This discussion in the
category is most relevant for near-term cash flow needs Examination Planning
that could impact the insurer (one to two years). Memorandum£PM-at A-5-3.

© 2025 National Association of Insurance Commissioners 49



Attachment Three-G

Examination Oversight (E) Task Force

12/1/25

Risk Category

Description

Where Addressed

Appropriateness
of Investment
Portfolio and
Strategy

This category encompasses whether the insurer’s
investment portfolio and strategy are appropriately
structured to support its ongoing business plan.
Considerations may include elements of the ongoing
investment strategy such as asset diversification, quality,
maturities and risk/reward considerations, which could
impact the insurer’s vulnerability to future market
fluctuations and impairments associated with various
scenarios (e.g., real-estate downtown, a pandemic,
significant shift in interest rates, climate change/energy
transition, etc.). For long-term lines of business in
particular, these considerations would address asset
adequacy testing/liability matching.

Example Comment: See
Risk 5 and Risk 6 on [
Exhibit V.ExhibitV-atA—73-

Appropriateness/
Adequacy of
Reinsurance
Program

This category encompasses the overall reinsurance
strategy of the insurer, whether the strategy is appropriate
to support its ongoing business plan and whether
adequate coverage is in place to address the insurer’s risk
exposures (e.g., catastrophe/climate risks, morbidity risk,
etc.). Considerations may include the quality of
reinsurance counterparties, types of coverage in place,
associated limits, net retentions, concentration of
reinsurance cessions, coverage periods, terms, affiliated
agreements, etc.

Reinsurance
Reporting and
Collectability

This category encompasses whether all reinsurance
amounts are properly accounted for and reported by the
insurer. Considerations may include the existence and
valuation (including collectability) of reinsurance
recoverable amounts and reserve credits. In addition,
proper accounting and reporting/disclosure for risk
transfer issues may be considered.

Underwriting and
Pricing
Strategy/Quality

This category encompasses whether the insurer has
appropriate underwriting, pricing and marketing practices
(including premium management) to meet its financial
solvency needs. Considerations may include whether the
insurer has established and implemented appropriate risk
exposure limits and underwriting guidelines, whether the
insurer is establishing adequate rates for the risks
assumed under its policies and expense structure, and
whether these strategies and practices are consistently
applied across the insurer’s distribution channels to
appropriately address exposure to a wide range of
insurance risks (e.g., catastrophe/climate, pandemic,
increased mortality/morbidity, etc.).

Reserve Data

This category encompasses whether selected elements of
the underlying data utilized by the actuary in reserve
calculations are complete and accurate. Considerations
may include claim or in-force data depending on the lines
of business and reserving methodologies utilized by the
insurer.

***Text Eliminated to Conserve Space***
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GLOSSARY

***Text Eliminated to Conserve Space***

Other than Financial
Reporting Risk

Business or strategic risk that is inherent in the insurer’s operations and that has
either an immaterial impact or no impact on the current financial statements but
may have a solvency impact in the future.

Overall Residual Risk

The extent of risk the examiner believes is retained within a specific identified
risk after the consideration of risk-mitigation strategies/controls; also known as
the final assessment of residual risk after considering both the calculated
residual risk and judgmental residual risk.

ORSA

Acronym for Own Risk and Solvency Assessment which is a reporting
requirement for insurers above a specified premium threshold and includes the
insurer’s assessment of its risk management framework, company risks and
capital needs. See Section 1, Part XI.

Participating State

A state that does not lead, but participates in a group examination.

Planning Materiality (PM)

The examiner’s judgment of materiality made during initial planning. Itis used in
developing the overall scope of the examination procedures.

Preventive Controls

Controls designed to prevent risks from occurring in a process.

Prioritization

Based on multiple applications (e.g., exam results, financial analysis), a
qualitative and quantitative system of ranking insurers for the purpose of
determining the nature and extent of solvency monitoring to be performed. For
example, insurers with a higher priority may be examined more frequently and
earlier in a particular cycle.

Professional Judgment

The ability and willingness to assess gathered information and make objective
judgments on the basis of well-supported reasons. Also known as Critical
Thinking.

Prospective Risk

The risk associated with whether an insurer’s current condition or processes
provide indications of future solvency concerns.

Review and Approval
Summary

A form that documents the performance of review requirements by the

Risk Assessment
MatrixDocumentation

examiner-in-charge and other supervisory examiners. See Exhibit Q.

adDocumentation of risk assessment and testing conclusions, whether
maintained in the Risk Assessment Matrix (Exhibit K), electronic workpaper
application. or another format.-See-Exhibiti

Risk-Management Program

The procedures by which an insurer identifies, controls, monitors, evaluates and
responds to its risks on an ongoing basis.

Risk-Mitigation Strategies

Procedures and policies that are utilized by insurers to mitigate inherent riskin
key activities. This term is normally used when referring to Other than Financial
Reporting risks. Generally, the term Internal Controls is used when referring to
Financial Reporting risks.

Risk Statement

A statement associated with a key activity within the rRisk aAssessment Matrix
describing an inherent risk identified by an examiner. This statement considers
the answer to the question, “What could go wrong?” and is stated negatively.

Risk-Based Capital (RBC)

The minimum capital requirement an insurer must maintain. The calculation of
RBC results in various Action and Control levels for insurer ratio results that fall
within a certain percentage range.

Risk-Focused Surveillance
Approach

A process of 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.

Sarbanes-Oxley Act of 2002

Afederal act that requires the external auditor to attest to management’s
assertion of adequate financial reporting internal controls.
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Draft: 10/15/25

Financial Examiners Handbook (E) Technical Group
Virtual Meeting
October 14, 2025

The Financial Examiners Handbook (E) Technical Group of the Examination Oversight (E) Task Force met Oct. 14,
2025. The following Technical Group members participated: Eli Snowbarger, Co-Chair (OK); John Litweiler, Co-
Chair (WI); Shelia Travis (AL); Laura Clements (CA); William Arfanis (CT); N. Kevin Brown (DC); Cindy Andersen (IL);
Grace Kelly (MN); Shannon Schmoeger (MO); Monique D. Smith (NC); Andrea Johnson (NE); Colin Wilkins (NH);
Nancy Lee Chice (NJ); Zachary Wheatley (OH); and Tarik Subbagh (WA).

1. Adopted Handbook Guidance

A. Exam Planning Procedure Updates

Litweiler introduced the first revision to the Financial Condition Examiners Handbook (Handbook) regarding
examination planning procedures as a result of the discussions in the most recent exam peer review. He stated
that participants proposed simplifying and consolidating steps in Exhibit A: Examination Planning Procedures
Checklist. The first revision combines steps one (meet with the financial analyst) with steps six and seven (meet
with other department personnel), as those steps typically happen concurrently. The next revision combines step
four (information technology [IT] risks) into a single step, similar to step 16. The last revision deletes step five,
which instructs examiners to update the Insurer Profile Summary (IPS), as peer reviewers felt significant findings
are commonly presented through the status updates, of which the analyst is often a recipient. The corresponding
narrative guidance in Section 2, Phase 1, for updating the IPS was also deleted.

B. Reference to CAT Reinsurance Interrogatory

Litweiler introduced the second revision to the Handbook, which was related to the new catastrophe (CAT)
reinsurance program interrogatory. Revisions to the reinsurance ceding repository include the interrogatory as a
source of information for catastrophic reinsurance coverage and include other potential procedures when
reviewing catastrophic reinsurance coverage for reasonableness. These revisions are consistent with the
information on the CAT interrogatory already included within the Financial Analysis Handbook.

C. Exhibit Q: Review and Approval Summary Updates

Litweiler introduced the last set of revisions related to Exhibit Q: Review and Approval Summary. Minor revisions
clarify that there should be a meeting at the end of the examination to communicate exam results with the analyst.

Subbagh made a motion, seconded by Clements, to adopt the revisions related to examination planning
procedures (Attachment Four-A), the reference to CAT interrogatories (Attachment Four-B), and Exhibit Q

(Attachment Four-C) for inclusion in the Handbook. The motion passed unanimously.

2. Exposed Handbook Guidance

A. Revisions Regarding Use of Al in Exams
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Snowbarger introduced the first set of proposed revisions related to the use of artificial intelligence (Al) in exams.
Revisions were included in the introduction and Sections 1-4 of the Handbook and provide guidance on the
responsible use of Al, including considerations regarding user review of Al output and confidentiality.

B. Revisions Regarding Recent Statutory Accounting Principles (E) Working Group Adoptions

Snowbarger introduced the next set of revisions, which reflect the recent Statutory Accounting Principles (E)
Working Group adoptions, including updates related to modified coinsurance (modco) reinsurance and the
principles-based bond definition. He stated that revisions to the capital and surplus repository enhance guidance
updates made last year pertaining to the accurate calculation and reporting of risk-based capital (RBC), including
any manual adjustments. Phase 5 procedures now reference the new Schedule S, Part 8, which examiners can tie
out to. In addition, sample procedures were added to the reinsurance ceding repository for considerations
regarding the collateral held in modco and funds withheld reinsurance agreements. Procedures include assessing
the reinsurer’s investments and the credit quality of collateral assets, along with affiliate and related party
considerations.

Revisions related to the principles-based bond definition are included in the investments repository. An existing
risk identifier related to properly implementing and monitoring structured security transactions was revised to
include the reporting element. He stated that sample procedures were added to help ensure the appropriate
reporting treatment of securities under the principles-based bond definition, as there is a risk that a company
could report securities as bonds on Schedule D, versus reporting them as other assets on Schedule BA, in an effort
to avoid a higher RBC charge.

C. Revisions Regarding AG 55

Snowbarger shared the next set of revisions related to Actuarial Guideline LV—Application of the Valuation
Manual for Testing the Adequacy of Reserves Related to Certain Life Reinsurance Treaties (AG 55). He stated that
the revisions made to the reserves/claims handling (life) repository add sample procedures for asset adequacy
testing (AAT) for certain asset-intensive reinsurance transactions in accordance with AG 55.

D. Revisions Regarding Risk Matrix Verbiage

Snowbarger introduced the last set of revisions that reflect changes to the risk matrix verbiage throughout the
Handbook. Given the transition to TeamMate+, standalone risk matrices will be phased out as more states
document the risk assessment through functionality within the TeamMate+ application. He stated revisions clarify
that the risk assessment is the requirement, rather than Exhibit K (the risk matrix) itself. Exhibit K will remain in
the Handbook, but the use of this exhibit is not required. Additionally, since automatic reference counting (ARC)
references no longer exist within TeamMate+, Handbook exhibits that include examples with ARC references for
illustration purposes have been updated to reflect hyperlinks to a location or document to demonstrate how
references are shown in TeamMate+. This change affects Exhibits V, CC, and DD.

The Technical Group agreed to expose the revisions for a 30-day public comment period ending Nov. 13.

Having no further business, the Financial Examiners Handbook (E) Technical Group adjourned.

SharePoint/NAIC Support Staff Hub/Committees/E CMTE/EOTF/FEHTG Minutes 10.14.25
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EXHIBIT A

EXAMINATION PLANNING PROCEDURES CHECKLIST
COMPANY NAME

PERIOD OF EXAMINATION

The following checklist details the components of Phase 1 and Phase 2, as well as other information that
should be considered during the planning process. Narrative guidance is provided within Section 2 of this
Handbook to aid examiners in understanding the risk-focused surveillance process.

Pre-Planning Procedures Examiner Date

1. Atleast six months prior to the as-of date, notify the company and its
external auditors, with company personnel’s assistance, that an
examination will take place and that the auditor workpapers will be
requested when the exam begins.

2. If the examination is to be performed on a company that is part of a holding
company group, send an informal notification at least six months prior to
the as-of date to other states that have domestics in the group.

3. Callthe examination in the Financial Exam Electronic Tracking System
(FEETS) at least 90 days prior to the exam start date.

a. Ifthe examinationis to be performed on a company that is part of a
holding company group, document your attempts to coordinate the
exam with the Lead State and other domestic state(s) within your
group. Utilize Exhibit Z - Examination Coordination to assist with
this process.

4. Send preliminary information requests to the company with sufficient
lead-time to allow information to be provided prior to the start of
examination fieldwork. Exhibit B — Examination Planning Questionnaire and
Exhibit C, Part One - Information Technology Planning Questionnaire can
be utilized to assist in developing pre-planning requests. Note: The
examiner is encouraged, with input from the financial analyst when
possible, to customize Exhibit B to the insurer being examined prior to
submitting the information request.

Phase 1 - Understand the Company and Identify Key Functional Activities to
be Reviewed

Part 1: Understanding the Company

Step 1. Gather Necessary Planning Information

Meet with the Financial Analyst and Other Department Personnel

1. Meet (in person or via conference call) with the assigned financial
analyst (and/or analyst supervisor) to gain an understanding of
company information available to the department. In addition,
discuss risks and concerns highlighted in the Insurer Profile
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Summary as well as the company’s financial condition and operating
results since the last examination. Ascertain the reasons for unusual

trends, abnormal ratios and transactions that are not easily

discernible. Document a summary of significant risks identified by
the analyst for further review on the examination. Note: An email
exchange, in and of itself, is not deemed sufficient to achieve the

expectation of a planning meeting with the assigned analyst.

a. If deemed necessary, obtain supporting documentation from
the most recent annual financial statement analysis to aid in
the identification of significant risks and facilitate ongoing

discussion with the analyst.

b. Consider utilizing Exhibit D to develop a meeting agenda for

the discussion with the analyst

2. Meet with the in-house actuary to discuss the company’s historical

reserving issues and extent of data validation required.
3. Meet with the chief examiner or designee to discuss:

a. Planning materiality and the preliminary examination
approach.

b. The possible use of a specialist (e.g., actuary, information
systems, investment, appraiser, IT examiner, reinsurance
expert). If applicable, prepare “request for bid” letters, or

similar documents, for the use of a specialist.

c. Significant events (e.g., pending merger/acquisition) and

depa rtment concerns.

d. Impact of conditions present in the industry and economy

relative to the examination plan.
e. Staff experience requirements.
f. Relationship with the internal and external auditors.

Obtain Existing Documentation

2-4. Obtain copies of relevant information available to the insurance

department as deemed necessary to aid in the identification of

significant risks. (Note: Review of these documents may have
already been performed by the analysis unit, while other documents
may readily be available on I-Site+ in accordance with NAIC general
filing deadlines and requirements.) Such information may include

but is not limited to:

a. Annualfinancial statements.

b. Previous examination report and supporting workpapers.

c. Market conduct report (if deemed applicable).

© 2025 National Association of Insurance Commissioners

2

Attachment Four-A
Examination Oversight (E) Task Force
12/1/25




Attachment Four-A
Examination Oversight (E) Task Force
12/1/25

d. CPAfinancial statement audit report.

e. Actuarial opinion.

f. Independent loss reserve analysis report, if done.

g. Management’s discussion and analysis letter.

h. Risk-based capital (RBC) report.

Holding company registration statements.

j.  U.S. Securities and Exchange Commission (SEC) registration
statements, most recent 10-K and 10-Q.

k. CPA’s audit of internal control over financial reporting (SOX)
report.

l.  Examination Jumpstart reports.

m. IRIS reports.

n. Department’s correspondence file.

o. Inter-divisional memorandum.

p. NAIC database reports (RIRS, CDS).

g. Creditrating agency reports.

r. Articles of incorporation, bylaws and amendments.

s. Recently approved agreements or contracts (e.g., expense-
sharing agreements, assumption reinsurance contracts,
custodial agreements, etc.).

t. Form F -Enterprise Risk Report.

u. Own Risk and Solvency Assessment (ORSA) summary report.

v. Climate-Related Disclosures (e.g., Climate Risk Disclosure
Survey, Task Force on Climate-Related Financial Disclosures
[TCFD], or SEC-required disclosures, if applicable).

Obtain Additional Information

3:5. _Use the understanding of company information already available to
the department to determine what additional information is
necessary to assist in examination planning. Develop customized
information requests to obtain additional information from the
company to assist in exam planning, as necessary.

Assess the Effects of External Environmental Conditions
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Identify Significant Accounting and Reporting Issues

Contact Other Regulators

8. When conducting an exam of an insurer that is part of a holding

4.6. Assess the effects of external environmental conditions and
factors. Focus on conditions which affect the company’s operations,
primary lines of business and investments. Examples include recent
regulatory developments, industry climate, competition in the
marketplace, recent market entrants, etc. As part of this assessment,
examiners should consider the NAIC Solvency Monitoring Risk Alert
and/or the AICPA Audit Risk Alert.

5:7. ldentify significant accounting and reporting issues affecting the
examination. Consider the impact of changes in the NAIC
Accounting Practices and Procedures Manual, Annual Statement
Instructions, statutes and department rulings. Also consider
company departures from statutory accounting principles, permitted
practices, significant accounting transactions (e.g., loss portfolio
transfers, financial reinsurance, assumption reinsurance, loss
reserve discounting) and new types of investments (e.g., derivatives,
private placements, etc.).
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e-Staffexperiencerequirements:

company group that includes a company (or companies) that are at
least in part regulated by regulators outside of the state insurance
regulatory structure, contact the appropriate state, federal and
international regulators to determine areas of concern for the group
that should be addressed during the exam.
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Meet with Company Representatives

9. Meet with company personnel to discuss relevant examination
issues such as the following:

a. Significant changes in the company’s operations, major lines
of business and corporate governance.

b. Personnel or systems changes that would significantly affect
the areas of accounting controls, procedures, systems or
approval authorities. The same inquiries should be made of
the electronic data processing (EDP) department and the
internal audit department’s procedures and scope.

c. Scheduling a meeting with the external auditor to review the
financial statement audit workpapers and any Sarbanes-
Oxley workpapers.

d. Plans for scheduling interviews with key members of
management.

e. Whether the company outsources critical business functions
to third parties. Note: If the examiner determines that the
insurer outsources critical functions to third parties,
additional consideration and test procedures may need to be
performed during the IT review and during control and
substantive testing phases of the examination.

10. Follow-up on requests for additional required reports and records (if
necessary).

11. Obtain relevant internal audit reports for review and consideration.

12. Request trial balance and other accounting records used to prepare
annual financial statements.

13. If required based on anticipated risk-assessment, request pertinent
information to confirm investment and bank accounts.

14. Discuss relationship with the internal and external auditors.

Meet with the Company’s Appointed Actuary

15. Arrange a meeting with the appointed actuary to review the
objectives and scope of the actuary’s work and to obtain an
understanding of the methods and assumptions used in establishing
the actuarially determined asset or liability. Consider:

a. The materiality and risks (e.g., nature and type of business,
loss development, reinsurance, etc.) associated with the
accounts.

© 2025 National Association of Insurance Commissioners 5



b. The actuaries’ professional qualifications, reputation and
relationship with the insurer.

c. Anychanges in methodology or assumptions from the prior
examination.

d. The actuaries’ interaction with the internal and external
auditors.

e. Anychanges to the reserving platform (i.e. computer
program) since the prior examination.

Consideration of Fraud

16. Complete planning procedures for the consideration of fraud utilizing
Exhibit G — Consideration of Fraud, Part 1 (or similar document).

Consideration of Related Parties

17. Obtain relevant information to assist in identifying related party
relationships and transactions (e.g., identify parent, affiliates,
subsidiaries and ultimate controlling person, principal owners, large
shareholders, board of directors, officers, etc.). Note: Review of this
information may have already been performed by the department
analyst.

Step 2. Review of Gathered Information

18. Utilizing the gathered information, obtain an understanding of the
company’s business and corresponding risk exposures. Exhibit CC —
Issue/Risk Tracking Template (or similar document) should be used
to accumulate significant risks or issues identified through the review
of information gathered.

19. Prepare a time budget and allocate work assignments for the
examination and obtain the chief examiner or designee’s approval.

Step 3. Analytical and Operational Reviews

20. Perform high-level analytical and operational reviews directed
toward overall financial condition and profitability of the company.
The examiner should leverage the NAIC Financial Profile Report and
rely on work previously performed by the analyst when possible.

Set Planning Materiality Levels

21. Based on the preliminary analytical review and understanding of the
company’s business, determine planning materiality and tolerable
error.

Step 4. Consideration of Information Technology Risks

22. Complete the review and assessment of IT General Controls
Hutilizinge Exhibit C, Part Two — Evaluation of Controls in Information
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Technology (IT) Work Program (or a similar document) and determine
the impact of any IT findings.te-assistinconducting-thereviewand

Part 2: Understand the Corporate Governance Structure

1. Conduct interviews with key members of management, members
of the board of directors and/or audit committee of the insurer, as
well as any other employees deemed necessary.

2. Document an understanding and assessment of the insurer’s
corporate governance framework by considering the information
included in Exhibit M — Understanding the Corporate Governance
Structure to address each of the following significant categories:

a. Board of directors

b. Organizational structure

c. Assignment of authority and responsibility

d. Management

e. Risk-management function (for ORSA companies, complete
the ORSA Documentation Template found in Section 1, Part
XI).

Part 3: Assessing the Adequacy of the Audit Function
Meet with Internal and External Auditors

1. Conduct a meeting with the external auditors to review both the
financial statement audit workpapers and any Sarbanes-Oxley
workpapers to discuss the scope of the audits (e.g., materiality, risk

assessment and significant accounts/processes).

a. Review relevant prior year audit workpapers if current year
auditis in progress.

“**Text Eliminated to Conserve Space***
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PHASE 1 - UNDERSTAND THE COMPANY AND IDENTIFY KEY FUNCTIONAL ACTIVITIES 143 BE
REVIEWED

In Phase 1 of arisk-focused examination, key activities will be confirmed or identified using background information
gathered on the company from various sources. Some of this information will already have been available in the
department prior to the initial planning meeting, or can be obtained from the company’s internal audit department
or external auditors. A Phase 1 goal is to gather any additional or current information necessary to begin a risk-
focused examination. Sources of information may include organizational charts, filings required by sections 302 and
404 of the Sarbanes-Oxley Act of 2002 (where applicable), interviews with senior management, or other publicly
available information.

To ensure the appropriate risk-focused examination scope, itis important to identify the key functional activities (i.e.,
business activities) of the company. Information gathered by understanding the company, the company’s corporate
governance structure, and assessing the company’s audit function will form the basis for determining key activities.

Essential to executing the risk-focused surveillance process is interviewing executive management and possibly
board members of the company to identify key activities and risks. Risks identified through these interviews and
each part of Phase 1 should be documented on Exhibit CC - Issue/Risk Tracking Template or a similar document to
ensure they are carried through the remaining phases of the examination. Examiners and company officials should
attempt to maintain an ongoing dialogue to assist the examiners in understanding the company and identifying key
functional activities. It is also critical for the examination team to understand and leverage the company’s risk
management program; that is, how the company identifies, controls, monitors, evaluates and responds to its risks.
For companies required to submit an Own Risk and Solvency Assessment (ORSA) summary report to the lead or
domestic state, the report provided by the company may be a useful tool in this evaluation. The discipline and
structure of risk management programs vary dramatically from company to company. “Best practices” are emerging
for risk management programs and more companies are appointing chief risk managers whose responsibilities go
well beyond the traditional risk management function (the buying of insurance). The Committee of Sponsoring
Organizations (COSO) has published internal control standards that are widely-held, although not required, in many
industries and has released an Enterprise Risk Management Integrated Framework, which is anticipated to be
incorporated by several entities, as well as guidance to apply the integrated framework and internal control
standards to small public companies. The examination team should evaluate the strength of the company’s risk
management process, which can include a “hind-sight” evaluation of why a particular negative surprise or event
occurred (i.e., why was it not identified in the current risk management program of the company).

One crucial aspect to a successful planning process is the tailoring of planning procedures to the company under
review. As the exam team learns about risks, subsequent planning procedures should be tailored to ensure that they
provide further information on the risks already identified. For instance, if after meeting with the Department’s
analyst, the examination identifies a risk related to the company’s planned expansion of business into new
jurisdictions, subsequent procedures performed in planning—i.e., “C”-Level Interviews, review of company ERM,
etc.—should be tailored to include consideration on the risk.

There are five parts to Phase 1 that are key components of performing a risk assessment, the results of which drive
the direction of the risk-focused examination: (1) Understanding the Company; (2) Understanding the Corporate
Governance Structure; (3) Assessing the Adequacy of the Audit Function; (4) Identifying Key Functional Activities;
and (5) Consideration of Prospective Risks for Indications of Solvency Concerns. The Risk Assessment Matrix (Exhibit
K), the tool developed to serve as the central location for the documentation of risk assessment and testing
conclusions, should be updated with the identified key activities of the company after the examiner is able to obtain
an understanding of the company and corporate governance structure. The five parts of Phase 1 are discussed as
follows:
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A. Part 1: Understanding the Company 12/1/25
B. Part 2: Understanding the Corporate Governance Structure

C. Part 3: Assessing the Adequacy of the Audit Function

D. Part 4: Identifying Key Functional Activities

E. Part5: Consideration of Prospective Risks for Indications of Solvency Concerns

A. Part 1: Understanding the Company

**Detail eliminated to conserve space**

Step 4: Consideration of Information Technology Risks

The examiner-in-charge should also become familiar with the general controls surrounding the company’s IT
environment. Due to technological advancement (e.g., Internet, Intranet and e-commerce), internal control risks
could be more pervasive within the IT environment than in other areas within the company. IT requires more
technology insight to understand how it impacts the company’s operations. Properly assessing IT risk requires
appropriate IT training, experience, and technological insight. The examiner-in-charge may want to consider
consulting with a specialist who has experience in reviewing IT general controls.

In conducting examinations of insurers that are part of a holding company group, itis important to note that IT general
controls may occur at the holding company level. The exam team should seek to coordinate the identification and
assessment of prospective risk in accordance with the exam coordination framework and lead state approach
outlined in Section 1 of this Handbook. Where possible, in a coordinated examination, the lead state’s work on IT
general controls should be utilized to prevent duplication of effort and to leverage examination efficiencies.
Section 1, Part Ill, A — General Information Technology Review outlines the process in which an IT control
environment should be reviewed. Exhibit C, Part Two (also located in this Handbook) is one tool the IT examiner can
utilize while conducting the IT review. During the IT review, the IT examiner will identify risks that are relevant to the
company based on their understanding of the company.

Once risks have been identified, the examiner will request control information from the company and test the
appropriate controls within the IT environment. In the event an IT specialist is utilized, communication with the
examiner-in-charge is critical throughout the review of IT general controls, especially when it comes to
communicating findings of the review and the impact on the financial examination. As explained in Section 1, Part
lll, A - General Information Technology Review, the IT specialist should determine whether the IT general controls
environment is effective or ineffective. It is important for the examiner to review and understand the conclusion
reached by the IT specialist in order to determine the extent of testing that may be required in later phases of the
exam. If necessary, the IT specialist may need to assist in completing the work for the financial examination, such
as identifying and testing IT application controls.

Consideration and review of the IT environment may be customized based on the size and complexity of the insurer
under examination. For additional detail, refer to Section 1, Part lll - General Examination Considerations.
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EXAMINATION REPOSITORY - REINSURANCE (CEDING INSURER)

Annual Statement Blank Line Iltems

Listed below are the corresponding Annual Statement line items that are related to the identified risks
contained in this exam repository:

Amounts Recoverable from Reinsurers

Funds Held by or Deposited with Reinsured Companies

Other Amounts Receivable Under Reinsurance Contracts

Ceded Reinsurance Premiums Payable (Net of Ceding Commissions)

Funds Held by Company Under Reinsurance Treaties (P&C Companies)

Funds Held Under Reinsurance Treaties with Unauthorized Reinsurers (Life Companies)
Provision for Reinsurance

Contract Liabilities Not Included Elsewhere — Other Amounts Payable on Reinsurance
Miscellaneous Liabilities — Reinsurance in Unauthorized Companies (Life Companies)
Funds Held Under Coinsurance (Life Companies)

Risk-Based Capital (RBC) Filing

RCAT (PR027) may be used to identify and assess the insurer’s current exposure to catastrophic events at
the modeled worst year in 50, 100, 250, and 500 levels on both a gross (direct and assumed) and net basis
(after reinsurance).

Relevant Statements of Statutory Accounting Principles (SSAPs)

All of the relevant SSAPs related to the reinsurance process, regardless of whether or not the corresponding
risks are included within this exam repository, are listed below:

No. 5 — Liabilities, Contingencies, and Impairments of Assets

No. 25 — Affiliates and Other Related Parties

No. 61 — Life, Deposit-Type and Accident and Health Reinsurance
No. 62 — Property and Casualty Reinsurance

No. 63 — Underwriting Pools

No. 64 — Offsetting and Netting of Assets and Liabilities

No. 65 — Property and Casualty Contracts

T Risks identified with this symbol may warrant additional procedures or consideration at the head of the
internationally active insurance group (IAIG) or level at which the group manages its aggregated risks.
Where IAIGs have a decentralized business model, at least in regard to certain operations and
management of related risks, examiners should consider evaluating those risks at the subgroup or legal
entity level. Refer to Section 1, Part | for additional guidance for examinations of IAIGs.

**PDetail eliminated to conserve space***
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REVIEW AND APPROVAL SUMMARY (RAS) FOR EXAMINATIONS

NAME OF COMPANY

EXAMINATION DATE

EXAMINER-IN-CHARGE

SUPERVISING EXAMINER

Performed By Date

Detailed Review (usually performed by the examiner-in-charge)

1. I have read the Examination Planning Memorandum, risk matrices,
and examination program insofar as they relate to the areas of the
examination | reviewed.

2. | have reviewed all workpapers and | am satisfied that the planned
procedures were performed, results of work were adequately
documented, and procedures performed were sufficient considering
the results obtained and any changes in conditions occurring since
the procedures were planned.

3. | have verified that all known significant solvency risks have been
addressed and each critical risk category has been appropriately
considered.

4. |have compared the accounts in the general ledger trial balance or
examination workpapers with the summarizations, classifications,
and descriptions of them in the annual financial statement.

5. | am satisfied that the examination was conducted in accordance
with appropriate professional standards, department policies and
the procedures set forth in the Financial Condition Examiners
Handbook.

6. | have documented the results of the on-site examination and held a
meeting to shared them with the assigned analyst. (Results may be
documented through the use of Exhibit AA - Summary Review
Memorandum (SRM). The SRM should include discussion of
potential ongoing or future solvency concerns the insurer may face,
the insurer’s corporate governance and a summary, by branded risk
classification, of examination adjustments, other examination
findings, management letter comments and other residual risks or
concerns the examiner may want to communicate to department
personnel.)

7. | have collaborated with the analyst in developing the prioritization
level and supervisory plan.
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designee)

matrices and examination program.

satisfied that the planned procedures were performed, results of
work were adequately documented, procedures performed were
sufficient, each known significant solvency risk was addressed and
each critical risk category was appropriately considered.

with appropriate professional standards, department policies and
the procedures set forth in the Financial Condition Examiners
Handbook.

shared with the assigned analyst, and | am satisfied that the
examination results were adequately communicated.

or updated at the conclusion of the examination and concur with the
results.

was prepared in conformity with statutory accounting principles as
prescribed in the Accounting Practices and Procedures Manual or as
permitted by the department.

Note: Completion of procedures should be indicated by dating and initialing the space provided. Any
exceptions (e.g., Not Applicable) should be explained either in this RAS or in an attached memorandum.
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Draft: 8/4/25
Information Technology (IT) Examination (E) Working Group
Virtual Meeting
July 31, 2025

The Information Technology (IT) Examination (E) Working Group of the Examination Oversight (E) Task Force met
July 31, 2025. The following Working Group members participated: Ber Vang, Chair (CA); Shane Mead, Vice Chair
(KS); Blase Abreo (AL); Ken Roulier and Michael Shanahan (CT); Ricardo Mancilla (IL); Dmitriy Valekha (MD); Kim
Dobbs (MO); Andrea Johnson (NE); Eileen Fox (NY); and Colton Schulz (ND).

1. Exposed the Decision Framework

Vang provided an overview of the Working Group’s 2024 activities associated with addressing a referral from the
Cybersecurity (H) Working Group, which requested that the IT Examination (E) Working Group review the IT exam
process and evaluate whether a more cybersecurity-focused approach would be beneficial. The IT Examination (E)
Working Group adopted a two-step approach. The first step was completed last year, and a drafting group was
formed this year for the second step, which is to separate procedures needed to establish the reliability of IT
general controls (ITGC) from those needed to examine cybersecurity. This year’s drafting group has created a
decision framework to show how this separation will be done.

Topher Hughes (NAIC) stated that the drafting group will alter the previous six-step IT examination process, as two
frameworks will be used. The COBIT 2019 framework will be used for the evaluation of ITGC, while the National
Institute of Standards and Technology (NIST) Cybersecurity Framework (CSF) 2.0 will be used for the evaluation of
prospective cyber risk. In the new process, steps one through three will cover ITGC, and steps four through six will
cover cyber risk. A seventh step, which is general support of financial examination staff, will encompass the time
frame between the end of the third step and the end of the exam.

Hughes also stated that existing processes will be split between these two frameworks, with the new cyber-risk
framework becoming a new Exhibit C, Part 3. To help manage the time added by the new cybersecurity planning
memo and summary memorandum, IT examiners will also be encouraged to leverage third-party work as
applicable, and professional judgment will be used to evaluate the extent to which the cyber risk assessment will
be needed for each individual insurer.

Vang stated that one of the main goals of the drafting group was to divide the work between ITGC and cyber risk
assessment rather than continually adding to the existing IT exam process to help ensure that future IT
examinations require approximately the same time as currently. Mancilla asked for clarification on the timing of
the cybersecurity review during a financial exam. Vang stated that the ITGC review will need to be completed
before the end of phase two of the financial exam, and that once that is done, the IT examiner may continue with
the cybersecurity risk assessment. That work will need to be completed before the end of phase five of the financial
exam.

There were no objections to exposing the decision framework for a 30-day public comment period ending
Aug. 30. Mead thanked the members of the drafting group for their extensive efforts in developing the decision

framework.

Having no further business, the IT Examination (E) Working Group adjourned.

https://naiconline.sharepoint.com/teams/FRSExams/ITEWG/2025/7-31-2025 WG Call/ITEWG draft minutes 07-31-25.docx
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