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October 24, 2008

Mr. Brady Kelley

Chief Financial and Business Strategy Officer
National Association of Insurance Commissioners
2301 McGee Street, Suite 800

Kansas City, Missouri 64108

Via E-mail: bkelley@naic.org

Re: Proposed 2009 NAIC Budget

Dear Brady:

Thank you once again for the opportunity to review the NAIC’s budget proposal and to provide
comments. AIlA also appreciates the briefing that was provided by the NAIC last Monday,
October 20™. Our comments are focused in the following areas:

Growth in the budget

Functional analysis of the budget

Reserve strategy

Natural catastrophe model

Justification for additional international position

Growth in the budget.

One of AlA’s first observations is the proposed increase on the revenue side of the budget
seems high. The proposed revenue for 2009, including the effect of the business and fiscal
impact statements, amounts to $73.1 million — a 7% increase over the 2008 budgeted amount.
AlA is concerned that the proposed increase is out-of-line with previous years’ increases. But
the heart of AlIA’s concern in this regard is that the budget is traditionally presented and
discussed in terms of previous budgeted amounts, without a discussion and analysis of actual
results. AlA believes actual financial results should also be included in the budget proposal to
provide more perspective for the reviewer. Former budgeted amounts may not be meaningful if
they no longer reflect the operating plan that was actually executed.

Using NAIC’s annual reports and previous budget proposals, AIA has summarized the actual
and budgeted revenue amounts for the past five years for which full year information is
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available. In all years, the revenue targets were exceeded, and in most years, exceeded by

significant amounts. That summary appears in the table below:

Year | Budgeted Actual Excess
Revenues Revenues Excess Percentage

2007 | $63,380,432 | $70,282,970 | $6,902,538 10.9%

2006 | $59,339,190 | $64,182,384 | $4,843,194 8.2%

2005 | $59,231,565 | $60,175,867 | $ 944,302 1.6%

2004 | $57,635,306 | $61,390,511 $3,755,205 6.5%

2003 | $54,509,758 | $58,234,437 | $3,724,679 6.8%

The obvious questions that arise from this review are:

e What were the operating drivers behind the favorable variances?
e Do those same revenue drivers still exist for the upcoming year?
e Have those drivers been appropriately addressed in the proposed budget?

The budget proposal should provide more detail about the inherent factors that have led to the
growth in revenue over the past five years, and explain how those factors will likely affect the
generation of 2009 revenues. As a general comment, AlA believes that the NAIC should also
include an analysis of actual results for the previous year and current year in order to provide
more meaningful information about the budget proposal.

The fact that the NAIC continues to generate significant excess revenues causes one to wonder
if the proposed $73.1 million of revenue truly represents the amount that is expected to be
generated during 2009. Is the true expected amount somewhere in the range of $76 to 78
million? AIA asks these questions because the budget and actual results seem to reflect an
increasing appetite for more revenues, without providing a justification for their need.

If existing revenue drivers already generate excess revenues, is it really necessary for the NAIC
to also increase fees, which invariably are borne by industry? Since the insurance industry
supplies the vast majority of NAIC revenues, AlA is concerned that both the planned and
inherent revenue growth are excessive. Instead, the NAIC should strive to reduce fees
assessed to the insurance industry. From a public policy perspective, the NAIC ought to
consider whether now is the proper time to seek hefty increases in revenues, given the difficult
economic environment.

Functional Analysis of Budget.

A concern that has been expressed frequently by industry is that a key source of NAIC
revenues — database fees — was intended to provide support for just the database and its
related infrastructure. Thus, a separate analysis of the revenues and expenses associated with
the database operations would be especially helpful in understanding the source and use of
significant NAIC resources. It is our understanding that at one time, NAIC provided such
reports. It also seems reasonable to assume that there should be internal reports that allow
NAIC management to review and assess the financial impact of major segments of the NAIC
organization, such as the database operations.
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AlA is not suggesting that internal management reports be released to the public. However, the
processes that are used to generate the internal reports could also be used to provide useful
information to external reviewers of the budget. Thus, AlA requests that the NAIC include an
analysis of actual performance of its database operations — as well as other major segments,
such as SERFF and SPLR - in its annual budget proposal or as a supplement to it.

Reserve strategy.

AlA has long advocated for a consistent reserve policy and AIA commended the NAIC for finally
conducting a study and subsequently implementing an operating reserve policy. We have also
indicated that we would review the execution of that policy and provide feedback when
warranted.

Because there are no natural constraints on growth on the expense side of the NAIC budget,
AlA is concerned that the “80% liquid reserve policy” may lead to a tendency to grow the
budget. Growing the expense side of the budget makes the reserve objective less attainable.
As noted in the budget proposal, the liquid reserve ratio is expected to drop to 64.4% by
December 31, 2008. As an arithmetic fact, the reserve ratio will always fall when the expense
side of the budget increases.

It also follows that a falling reserve ratio creates a justification to generate more revenues;
growth in revenues allow a build up in net assets that will be sufficient to provide for an 80%
liquid reserve. But this approach is circular and can lead to an endless and unnecessary build-
up of net assets, regardless of any external need to maintain a high level of net assets.
Essentially, the NAIC has the ability to circumvent the 80% reserve goal by simply growing the
expenses:

Increased Expenses - Lower Reserve Ratio > Need for More Revenues > More Revenues
add to Net Asset Basis - Higher Reserve Ratio = Incentive for Increased Expenses.

The NAIC should consider using a relevant external measure for determining whether the

growth of budgeted expenses is reasonable. Doing so would provide a needed constraint on
budget growth.

Natural catastrophe model.

The 2009 budget proposal includes a business and fiscal impact statement request for
$200,000 to “evaluate the scope, timeline and potential costs of leveraging the Florida Office of
Insurance Regulations’ Public Hurricane Risk and Loss Model in order to build a national multi-
peril model administered by the NAIC.” Considering that there was very little, if any, public
notice and discussion about the possibility of studying the Florida public model, it is troubling to
now see a funding request to proceed with such a study.

Before the NAIC considers devoting resources to this project, important public policy questions
should be addressed:

e Why is a national public model needed?
e For what purposes would a national public model be used?
e What lines of business should be included in such a model?
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e What impact would a public model have on market innovation?

Because there was no public vetting of these important issues, it would be premature to move
ahead with funding this project.

Justification for additional international position.

The budget proposal also includes a business and fiscal impact statement request for an
additional international position, at a first year cost of $540,900. Committing more than a half
million dollars to one employee requires a very detailed explanation and a careful weighing of
priorities.  Although this topic came up during the October 20" telephonic briefing, the
explanation was insufficient in explaining the rationale for such a position or the compelling
conditions that necessitate this much of an expenditure.

In the 2008 budget, the NAIC approved the funding of an international position, to be seconded
with the IAIS, i.e., the person would be employed by the IAIS, although funding would come
from the NAIC. According to the 2008 proposal, the engagement was expected to run for two
years and cost $225,000. AIA supported the NAIC’s decision to improve U.S. participation in
international organizations and stressed that the NAIC identify the right person for this position.

The 2008 proposal indicated that the secondee position would have the following
responsibilities:

e Working closely with the Secretary General on administrative and communications
matters.

e Supporting IAIS working parties by coordinating with members, attending meetings,
preparing minutes and documents, and monitoring progress of standard setting
documents.

e Supporting members from emerging markets in developing educational materials and
seminars.

e Liaising with international organizations, such as BIS, Basel Committee on Banking
Supervision, IASB, IMF, IOSCO, NAIC, OECD and the World Bank.

e Developing update knowledge in risk management and financial stability in relation to
major insurance supervisory areas.

e Establish a network of key experts in the international financial community.

The 2009 proposal would create a new position that would be a direct employee of the NAIC.
Responsibilities would include:

Working closely with key constituencies within the NAIC.

Represent the NAIC in international forums.

Attend and track standard-setting activities.

Be a liaison with international organizations.

Arrange and participate in financial market and insurance regulatory dialogues.

Maintain strong relationships with U.S. governmental officials.

Coordinate with and educate regulators from emerging markets to improve their
insurance supervisory systems.

Develop information, materials and presentations on U.S. insurance regulatory practices.
e Establish network of key experts.
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Though different wording may sometimes be used, there is similarity in the responsibilities for
each position, except the new position would be employed by and be under the control of the
NAIC; would act as an advocate for U.S. regulatory interests, and would have a higher ranking
titte. Perhaps more gravitas is needed in the person who will be advocating on behalf of the
NAIC and negotiating with international partners. However, the budget proposal fails to lay out
those concerns or explain why this new position is needed instead of the existing secondee
position at the IAIS. If the secondee arrangement is not providing the benefits the NAIC was
expecting, then the proposal needs to state that.

This proposal requests funding that is quadruple the cost of the previously approved position.
Yet, it has been presented without sufficient background for evaluating its importance or for
determining the reasonableness of the funding request. The NAIC must be much more
forthcoming about the intended benefits of the new position and the rationale for seeking it at
this point in time.

Summary.

On its face, the budget growth appears unjustified. The budget proposal should provide more
actual financial performance information to allow a reader to assess the reasonableness of the
budget request.

The NAIC should also take a second look at its operating reserve strategy and ask the hard
question of whether it encourages the most prudent management behavior in the utilization of
scare resources.

AlA does not believe the funding requests for the CAT public model study and the new
international position have been sufficiently justified. Fundamental policy questions should first
be addressed before the considering any funding requests.

Thank you again for this opportunity to comment on the proposed 2009 NAIC budget. We look
forward to continuing the discussion during the public hearing on November 5, 2008.

Sincerely,

Phillip L. Carson
Assistant General Counsel
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1. Introduction

The National Association of Mutual Insurance Companies (NAMIC) comprises 1,400
property-casualty insurers of which approximately 1,300 are domiciled in the United
States. Those NAMIC member insurers write over 40 per cent of the aggregate primary
property-casualty premium in this country. As a trade association representing these
members NAMIC has justifiable interest in the activities of the NAIC directed toward the
business of insurance and, therefore, also in the budget that supports NAIC activities.

NAMIC supports state-based regulation of insurance and strives through its lobbying
efforts to preclude or minimize the migration of regulatory authority to the federal
government. The foundation of that policy is our belief that state regulation is more
responsive to all participants in the insurance markets. Part of that policy stance toward
maintenance of state regulation of insurance is that it can and should be conducted
economically, i. e., in such a way that the cost of regulation is no more than needed.

The current disturbances in the capital markets—which we observe have originated
outside the sphere of insurance regulation—and the fact that there is a somewhat greater
international dimension to the insurance business, underscore regulation’s need to
understand and efficiently direct its resources to potential weaknesses in solvency
regulation especially, and also toward market conduct of insurers. We approach the
proposed NAIC budget for 2008 in that spirit.

II. Appearances are important.

A first question to be posed—one that we expect a number of interested parties will do
so—in deliberation on this budget is whether current economic conditions and industry
health affirm the propriety or wisdom of the significant increases for 2009. It is not our
premise that the NAIC budget be constrained in sympathy with economic fortunes of the
country or states or the industry, yet among true regulatory projects that would appear
ripe for development during the coming year, we would observe that only the Market
Conduct Annual Statement’s broader application seems to importune. Nevertheless, we
observe the following (from detail presented in the budget document):

Revenue and Expense Comparison
2009 Budgeted to 2008 Projected

($000s)
2009 Budgeted 2008 Projected Change Change %
Revenues 73,130 66,410 6,720 10.1
Expenses 70,514 65,726 4,788 7.3

Remainder 2,616 684
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This tabular display compares NAIC budgeted revenues and expenses for 2009, including
the effects of those projected under fiscal impact statements, with totals projected to
occur for year-end 2008. We choose to give greatest attention to projected results for
2008, since they reflect realized experience in greater degree.

Given our belief in state regulation, we believe that the NAIC, an instrument for support
of state insurance departments, should be robust and capable of meeting regulatory
challenges. Yet the magnitude of increase present in the proposed 2009 budget suggests
minimal consciousness of the ambient economy and, more important, some measure of
disconnect from the need to subordinate those projects or additions that can reasonably be
postponed.

We remind the NAIC leadership that industry members, directly or indirectly, pay the
great preponderance of the NAIC’s costs, yet those NAIC costs are very small in
comparison with the assessments, costs, taxes, penalties, and other exactions levied by
state government. Indeed, in a September 20, 2008 article in Best’s Review, that
publication’s Washington bureau manager, R. J. Lehmann, estimates those state costs
assessed to the industry in 2007 at $16.8 billion. There is every reason for the NAIC to
be conscious that it is not the only source of expense borne by insurers and that it must
temporize accordingly.

In comments on previous NAIC budgets we have noted the continuing transfer of NAIC
dollars to state governments for a number of purposes. Perhaps there is no inherent fault
or warpage of regulatory purpose in such subsidy of state government by the NAIC. Yet
the 2009 budget’s broadening of this trend, when state contributions to the NAIC are near
a low in proportion to the whole NAIC budget, forces questions as to what is appropriate
between the quasi-governmental NAIC and statutory components of state government. If
one believes that state budgets ought to support a state insurance department’s regulatory
mission, then one must question what is in effect the continuing and broadening transfer
of state revenue generation from the states to the NAIC.

If repetition serves any purpose, we state once again our reservations on the magnitude of
the operating reserve: Reasons previously cited for its magnitude center on the
occurrence of sudden needs and failure of revenue. These arguments fail, we observe,
when it is understood that Congress is not liable to act in a precipitate manner if it
chooses to cause migration of insurance regulatory power and, a fortiori, that the NAIC’s
sources of revenue are very broad-based in being spread over a huge industry of some
5,000 insurers and also over the NAIC’s diverse provision of services. That yet another
reserve, the “regulatory modernization and initiatives fund,” accompanies the operating
reserve, is irrational to us.

Overall, in this reflection on appearances of the proposed NAIC budget for 2009, versus
its justification in a time of economic difficulty, we believe there is little reason for any
increase. We hope that the Executive Committee finds itself able to greatly moderate a



Attachment One-D
Internal Administration (EX1) Subcommittee
11/5/08

budget that seems disconnected from any sensitivity to the economy and from wise
discipline as to need.

III. Specific comments and observations.
We comment here on individual projects and features of the proposed budget:

A. International Insurance Relations Support Resources.

With respect to hiring and support of an International Liaison Director to be posted in
Brussels, we can not but wonder what those two or three NAIC employees stationed in
Washington, D. C., perform in the area of international relations and must at the same
time ask whether such a position is needed to “continue being engaged in the
international regulatory dialogue.” Such dialogue, we would allow, will be expensive
beyond justification. Will this person be an advocate and competent, for example, to
argue and present comments in the IASB, the TAIS, and various committees of the EU?
Without such capacity and competence—and without a job description that assigns
specific responsibility—we fear that expense for this position may not yield
commensurate gain.

The central duty, according the fiscal impact statement, is to “provide more efficient and
expedient communication with foreign regulators” and be a “direct conduit for
information to flow freely between the NAIC and policymakers in the EU and other
jurisdictions ....” Somehow, these functions have been carried out heretofore.
Somewhat remarkably, detail indicates a 386 per cent increase in Commissioner Travel,
which classification does not preclude foreign travel, a separate classification that has
declined only in immaterial amount.

The NAIC already has a person “seconded” to the IAIS, who, we fear is not in a policy or
representative position. We are not sure of the advantage or gain to the NAIC of having
such a secondee. What also must be asked in conduct of NAIC business vis-a-vis other
jurisdictions is the extent to which the United States must follow alien jurisdictions’
means of regulating insurance.

Finally, whatever impetus exists to augment the NAIC’s staff devoted to international
matters, we suggest that such augmentation be foregone and that there be prioritization in
Kansas City and Washington, D. C., as to what participation has NAIC interests at
significant risk. The NAIC can not be ubiquitous in the international scene.

B. National Catastrophe Model System: Proof-of-Concept Study ....

We fully understand that a study to “prove” the concept of the viability or utility of a
national, multi-peril catastrophe model is not the same as creation of the model, yet we
have the greatest misgivings about such a project with respect to use of the model, its
capital cost, its operating costs, and its utility to the majority of states. By any measure,
the NAIC would, assuming execution of such a project, undertake massive future
expenditure and the risks associated with such a project.
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It is worthwhile here to rehearse a modicum of history with respect to catastrophe
modeling: In the late 1980s and early 1990s, the three major catastrophe modeling firms
were formed to serve the growing demand among property insurers for improved
methods of measuring catastrophic loss potential. AIR Worldwide Corporation was
founded in 1987 in Boston; Risk Management Solutions (RMS) was formed in 1988 at
Stanford University; and EQECAT began operations in San Francisco in 1994. The
competition among these three firms over the past 20 years has led to continued
improvements in modeling techniques and created a market in which insurers are free to
make choices about which firm’s services they will purchase.

That history reviewed, it is appropriate to ask why the NAIC or whatever consortium of
states needs to enter this business, where, we believe, massive expenditure and risk await
entrants.

From an economic standpoint, it may be said that it makes no more sense for the State of
Florida to use taxpayer dollars to create its own catastrophe model than it does for Florida
to create a state-owned automobile manufacturing company. The motive for creating the
Public Hurricane Risk and Loss Model, had little to do with economic demand and
everything to do with the politics of rate regulation in the Florida property insurance
market.

As the Project Request makes clear, the main purpose of Florida’s government cat model
has been to provide the FLOIR with a means for denying company rate filings and
preventing insurers from charging risk-based premiums in coastal Florida. This motive,
or like motives, would seem a foundation of the fiscal impact statement’s description of
the national catastrophe model.

If only by the phrase “multi-peril,” we further abstract from the fiscal impact statement
that earthquakes and tornadoes are within the scope of the greater project contemplated in
the fiscal impact statement. We suggest that such scope may currently be beyond rational
scope for the NAIC. The Florida model may have been accurate for Wilma, one can not
say that the next estimate will also be.

All ratemaking, of course, can be tested by downstream assessment: Post-disaster, one
can determines factually, from aggregate claims data, whether rates were too high or too
low. We strongly suggest that the NAIC should not now follow Florida even in the first
step of a proof-of-concept study and that this project be delayed or cancelled.

C. Washington, D. C. Transition.

At this writing it is our guess that estimates are available as to the “Washington, D. C.,
Transition,” and we suggest that such information be presented, if available, in this last
stage of budget deliberation, both as to manning, facilities, and other costs of operation.

D. “Salaries—Pay for Performance,” page 67.
Salaries for existing employees increase 4.02 per cent—seemingly contradicting the 3.5
to 3.7 per cent increase related in the “Executive Summary.” The $338,000, or 107 per
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cent, increase in “pay for performance” would seem to aggravate the disconnect among
what in fact will be paid to employees. It may be asked additionally whether all
employees will receive a minimum increase in salary, whether 3.5 or 3.7 per cent or some
other increment.

IV. An opportunity to moderate.

Economic conditions and appearances suggest strongly that the proposed NAIC budget
for 2009 be constrained. No project among fiscal impact statements in the budget
document, appears to importune for completion in 2009, and the exceedingly ample
reserve available clearly allows moderation of the substantial increases contemplated.
We believe this is the year when expenses can be constrained and additional revenues
foregone.
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October 24, 2008

Mr. Brady Kelley

Chief Financial Officer

National Association of Insurance Commissioners
2301 McGee Street, Suite 800

Kansas City, MO 64108-2604

Re: Proposed NAIC 2009 Budget
Dear Mr. Kelley:

The Property Casualty Insurers Association of America (PCI) appreciates the opportunity to
comment on the NAIC’s proposed 2009 budget. PCl is composed of more than 1,000
member companies, representing the broadest cross-section of insurers of any national
trade association. PClI members write over $195 billion in annual premium, 39.8 percent of
the nation’s property casualty insurance. Member companies write 51.4 percent of the U.S.
automobile insurance market, 38.4 percent of the homeowners market, 32 percent of the
commercial property and liability market, and 37.6 percent of the private workers
compensation market.

PCl is appealing to the NAIC to develop a flat budget, to reflect the current economic
environment in which insurance companies operate. The U.S. and global financial markets
are in the midst of one of the most turbulent periods since the 1930s. The financial services
sector is fragile and under great scrutiny. One of the trends facing the industry is revenue
constraint. As the companies the NAIC regulates face severe strains and have seen
almost unimaginable changes in the financial marketplace take place in a very short
timeframe, 2009 is the year the NAIC must reconsider the need for a growth budget. PCI
maintains that the insurance industry that is facing unprecedented tough financial times,
pays, directly or indirectly, significantly more than half of the NAIC budget. The time has
never been better for state regulators to send a message by way of reducing, even in a
modest amount, their NAIC expenses and revenues. This shift would be recognized and
well received by the payers in the industry as well as the key audiences under which the
NAIC is facing increasing scrutiny, including Congress and state legislatures.

2600 South River Road, Des Plaines, IL 60018-3286 Telephone 847-297-7800 Facsimile 847-297-5064 www.pciaa.net
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The NAIC should also consider whether there is a longer-term plan for assessing revenue
and expense issues. PCIl remains concerned about the long-term growth of the NAIC’s
budget and we continue to believe that this discussion needs to be held.

PCI has the following specific comments on the 2009 budget proposal which we would like
to address below:

NATIONAL CATASTROPHE MODEL SYSTEM: Proof of Concept Study

PCI requests the removal of the $200,000 proposal for the Proof of Concept Study. The
development of a multistate, multi-peril model would cost much more than the initial Proof-
Of-Concept estimate of $200,000. Such costs would involve many millions of dollars and
the maintenance and upkeep costs would be millions more. Regulatory resources would
be better spent by focusing on the review or examination of the existing private sector
models which have been highly refined over many years of research and development.
States already have the authority to regulate the use of model results in filings, requiring
documentation of data, assumptions, etc. The private sector models have been extensively
vetted in the actuarial and scientific community including extensive review by the Florida
Commission on Hurricane Loss Projection Methodology which has consistently
demonstrated that the existing private sector models are actuarially and scientifically sound
-- and that they have consistently met the rigorous standards established by the
commission. We are concerned about the potential for politicizing the use of models by
mandating exclusive use of a public model, effectively not even recognizing that a range of
reasonableness exists due to legitimate differences in actuarial and scientific assumptions.

NAIC INTERNATIONAL INSURANCE RELATIONS SUPPORT RESOURCES

PCI notes that there is already a full-time employee to support the NAIC goals and
objectives regarding the International Association of Insurance Supervisors (IAIS) and
maintains that the need for another full-time employee in Brussels, Belgium has not been
documented. The initial employee was added in 2008 and a significant increase of the
workload needs to be acknowledged prior to consideration of the significant cost an
additional employee adds to the budget. Finally, the proposal to create an International
Liaison Director is not consistent with the need to restrain budget growth in troubled
economic times.

RESERVES AND SURPLUS

Once again, PCI expresses concern regarding the continual and unchecked growth of the
operating reserve. PCI has historically questioned the build up of assets in the NAIC’s
reserve (allocated unrestricted net assets) and its “surplus surplus”(unallocated unrestricted
net assets). The NAIC simply plans to continue collecting more money than it will spend. A
budget with such a large projected surplus provides for very little expense discipline. There
is no pressure for the NAIC to meet its expense budget since there is so much extra money
that can be spent.
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TRAVEL

Overall, the NAIC needs to consider that the 2009 budget represents an increase of 486
percent (from $156K to $760K) in commissioner travel between the 2008 and 2009
budgets. It also represents an increase of 231 percent between projected 2008 actual
commissioner travel and the 2009 budget. Again, during these troubled economic times,
companies, trade associations, state governments are reviewing expenses including travel
and scaling back. The NAIC needs to seriously consider a major reduction in travel
expenses. During the budget briefing, PCI was told that the $300,000 line item on listed as
“Commissioner Travel to NAIC National Meetings” was a new item. While PCI has
concerns on all the travel line items, this item in particular is of concern. Commissioners
have traditionally had the states they represent pay for their travel to National Meetings or
used Zone Funds or Grant Funds (both of which have been significantly increased.) This
line item raises numerous questions about the need for such a large increase. It does not
appear that fewer commissioners attended National Meetings in 2008. Every meeting had
a healthy representation of commissioners which begs the question — what is the need for
the additional funds?

MOVE TO DC

During the budget briefing on October it was determined that the move of the Executive
Office to Washington D.C. has not be included in the budget. PCI encourages staff to
create an estimate of the move and include it in the budget for transparency purposes.

SVO

The SVO revenue budget includes $790,000 from an annual assessment against insurers
holding $1 billion or more of invested assets in non-government bonds and preferred stock.
This assessment was imposed first in 2004 to make the SVO's switch to fee-for-service
model revenue neutral and was never intended to be a permanent assessment. PCI
appreciates the fact that the amount to be assessed in 2009 is half of the $1.58 million from
the 2004 proposal, and that in several years the second half of that amount has not been
assessed. Nonetheless we believe that in the context of a significant proposed increase in
NAIC revenues that there is no longer any need to impose any portion of this assessment.
PCI believes that the entire assessment should be eliminated from the 2009 budget.

Although the NAIC has provided more information this year on 2009 actual expenditures to
the 2008 budget amounts, the NAIC’s budget-to-budget comparisons still allows the
commissioners to overlook spikes in either spending or revenues or new spending. PCI
respectfully requests the staff provide additional details to regulators to allow for them to
accurately compare previous budgets.

PCI appreciates the continued efforts of regulators and NAIC staff to increase the overall
openness of the NAIC’s budget process, and we appreciated this year’s opportunity to
discuss technical issues with you before the formal budget hearing. On behalf of PCI, |
look forward to testifying on the November 5 conference call public hearing.
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If you or members of the (EX1) Subcommittee have any questions about our comments,
please feel free to contact me at your convenience (847.553.3613; email
deirdre.manna@pciaa.net). Again, we look forward to discussing these issues with the

NAIC on November 5.

Sincerely,

Deirdre Manna





