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A Message to Our Readers

Traditionally, the RQ has served as a
vehicle to showcase insurance department and
NAIC research projects and studies, to share
regulator viewpoints and to present insurance
topics of global, national and local interest to
our readers. Its role is that of “little sibling”
to the Journal of Insurance Regulation and as
such we are seeking to increase its circulation
among regulators and other insurance
professionals and encourage readers to
contribute to its content.

NAIC staff researchers and writers intend
to keep you informed through the RQ. We will
tell you about projects, programs and products
developed by NAIC committees and working
groups, and we will inundate you with pages
and pages of statistical and financial
information from the world’s most
comprehensive databases. We want the RQ to
evolve. We want it to become a professional
journal for our members. We want regulators
to use the RQ as a forum to advocate regulatory
viewpoints, share regulatory theories and
promote regulatory ideas and innovations.

The release of each RQ is scheduled
approximately one month before each national

meeting: Spring—February; Summer—May;
Fall—August and Winter—November. This is
intended to associate the distribution of each
RQ issue with the NAIC quarterly national
meetings, which are also designated by season.

Contributing writers can submit articles
and other information for publication with the
expectation that each RQ issue will be exposed
to more than 1,000 meeting attendees.

If you would like to contribute an
article(s) of interest on an insurance issue,
share a department project or idea, provide
written commentary in response to
someone else’s project or ideas, advertise
an event or special activity or just get your
name in print, contact Natalai Hughes,
nhughes@naic. org, Neal Kounkel,
nkounkel@naic.org or Teresa Smith,
tsmith@naic.org for information on getting
your article published.

An annual subscription to the Research
Quarterly is $100; individual copies are $25.
Regulators may obtain copies at no charge.
Contact the NAIC Insurance Products & Services
Division at prodserv@naic.org for order
information.
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A Note from the Editor:

For several years, annual
risk-based capital (RBC) results
for Property/Casualty, Life, HMDI
and HMO companies have been
published in the Winter Research
Quarterly. This year, we are
pleased to add a new feature to
this holiday tradition. “Quick
Stats,” which highlights annual
industry financial results, will
now appear regularly in the last
quarter RQ. So, as another year
comes to a close, here are the
aggregate industry RBC and
financial results for 2003. Happy
holidays.

The Year In Review

What a conflicting year 2004
turned out to be for the insurance
business! By late summer, the
property-casualty industry was
looking forward to closing out the
year with tidings of great joy.
Strict underwriting practices and
premium increases in effect
throughout the previous three
years were beginning to pay off.
Although a record number of risk-
retention groups were created
while insurance companies
tightened budgets, projected
financial results for 2003, and
even early estimates for 2004,
were overwhelmingly positive.

In an effort to fortify state-
based regulation, states were
aggressively working on
initiatives to speed insurance
products to market and make it
easier for companies to compete.
Tort reforms were on legislative
agendas. Consumers were
starting to adjust (or perhaps,
had simply resigned themselves)
to higher premiums and less
coverage. Aside from the issue of
affordable health coverage,
complaining about insurance
premiums was trailing far behind

ii

the election, Iraq and the
economy, on the public’s interest
list. Even debates over credit
scoring, loud and lively in
January, seemed merely “ho-ho-
ho-hum” by August. And, thanks
to risk-sharing measures
implemented after Hurricane
Andrew in 1992, the industry
survived one of the worst
hurricane seasons in history
without a single insolvency. By
the beginning of the fourth
quarter things were looking quite
merry, indeed.

Then all of a sudden, there
rose such a clatter, everyone
turned to the news to see what
was the matter. And, what to our
wondering eyes did appear? A
force more damaging than
Charley, Frances Ivan and
Jeanne combined—Hurricane
Elliot. In late September, New
York Attorney General Elliot
Spitzer launched an investigation
into the property-casualty
industry’s agent/broker compen-
sation system. Citing evidence of
price-fixing schemes, bid-rigging
and other abuses, Elliot propelled
the insurance industry into the
national spotlight when he filed
a civil suit against a major
insurance broker and several
insurance companies.

The major offenses appeared
limited to a relatively small
number of individuals, but
insurance departments across
the country were deluged with
questions from confused and
wary policyholders. In a collective
effort to clarify the rules, the
NAIC established the Executive
Task Force on Broker Activities.
Its first step in a three-part plan
to address concerns about
broker/agent compensation
arrangements was to amended
the Producer Licensing Model

Act, adding new disclosure
requirements on how producers
are compensated for the sale of
insurance products. Next to
consider are the recognition of a
fiduciary responsibility of
producers, disclosure of all
quotes received by a broker, and
disclosures relating to agent-
owned reinsurance arrange-
ments. Future goals are to
coordinate states’ efforts to
investigate improper broker/
agent conduct and to implement
a new on-line fraud reporting
system.

Upcoming Features

While cohesive, efficient
state regulation will remain the
primary NAIC focus in 2005,
consumer protection from illegal
or unethical insurance sales
practices is shaping up to be one
of next year’s hottest topic. The
Terrorism Risk Insurance Act will
also remain on the agenda as the
year begins without a decision on
its future. Escalating claim costs
for weight and stress-related
illnesses and especially for
prescription drugs, are crippling
the life/health markets, while
asbestos claims are the next big
threat to insurer solvency. Look
for RQ studies on these topics.

Talk to Us

We want to hear from our
readers. Please email your
articles, suggestions, comments,
questions, or any insurance
regulatory information you want
to share to my attention at
www.nhughes.naic.org.

The RQ is a global forum for
insurance regulators with
subscribers in 17 countries.
Subscribe today.

Natalai Webster Hughes,
Editor, Research Quarterly
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Table 4 shows the industry
aggregate Total Adjusted
Capital and its breakdown into
basic elements for 1999
through 2003. Tax Sensitivity
Test TAC is also included for
2001-2003.

Tables 5A and 5B show
the aggregate RBC by major
covariance elements for 1999
through 2003. The RBC after

covariance for each year is
calculated using that year's
respective covariance
formula. While RBC was
calculated on a pre-tax basis
for years prior to 2001, the
2000 RBC factors are similar
to the 2001 post-tax factors as
opposed to the pre-tax factors.
For this reason, amounts for

Table 4

1999-2000 are listed in the
post-tax columns.

Overall, TAC has grown
36 percent in the past five
years, total RBC has grown 18
percent and RBC after
covariance has increased by
eight percent. Pre-tax RBC
increased 11 percent from
2001 to 20083.

Industry Aggregate Total Adjusted Capital, 1999-2003

1999 2000 2001 2002* 2003
Total Adjusted Capital (000) (000) (000) (000) (000)
Elements
Capital and Surplus 186,071,801 223,092,959 228,517,493 238,684,125 270,968,635
AVR 31,462,776 35,689,682 29,859,992 22,731,373 27,800,696
Dividend Liability 6,498,550 8,946,212 9,136,370 9,108,169 8,902,917
Life Subsidiaries’ AVR 5,696,753 5,611,627 3,956,463 2,318,397 3,312,193
Life Sub’s Dividend Liability 274,442 374,324 384,187 167,078 202,383
P/C Subs’ Non-Tab Discount 2,516 8,029 9,939 25 0
Total Adjusted Capital (TAC) 230,002,372 274,511,774 271,844,567 273,509,419 311,696,988
Tax Sensitivity Test TAC - - 261,877,071 258,245,395 296,682,617
*Revised as of October 2004
Table 5A
Life RBC By Components, 1999-2003
1999 2000 2001 2002 2003
(000) (000) (000) (000) (000)

Total Number Companies 1,178 1,206 1,153 1,114 1,061

CO - Asset Risk - Affiliates

Direct P&C Insurers 465,712 262,991 1,196,172 1,003,382 273,107

Direct Life Insurers 14,138,351 16,219,896 21,151,413 21,434,771 24,159,522

Direct & Indirect Health Insurers -- -- - 671,741 337,158

Indirect P&C Insurers 484,606 1,224,923 510,100 676,106 764,369

Indirect Life Insurers 1,152,332 1,786,005 1,815,593 2,049,736 2,330,683

Affiliated Alien Insurers - Canadian 409,137 184,837 50,993 46,679 98,529

Affiliated Alien Insurers - All Other 1,816,634 1,681,419 1,013,252 956,871 898,498

Off-Balance Sheet Items 406,342 630,879 880,014 1,043,722 871,392

Total CO — Pre-Tax - - 26,617,538 27,883,006 29,733,258

Net CO — Post-Tax 18,873,113 21,990,948 17,964,043 18,550,194 19,717,489

Clcs - Asset Risk - Unaffil. Common Stock &

Affil. Non-Ins. Stock

Schedule D Unaffiliated Common Stock - - 8,778,979 7,297,725 8,155,443

Schedule BA Unaffiliated Common Stock - - 3,727,577 4,124,815 4,510,774

Schedule BA Affiliated Common Stock -- -- - 768,423 961,469

Common Stock Concentration Factor -- -- 2,619,934 2,391,363 2,652,274

Affil Com/Pref'd Stock - Holding Co. 659,184 815,828 297,088 235,680 242,457

Affil Com/Prefd Stock - All Other 3,099,105 3,718,959 4,239,528 3,651,188 3,784,485

Total Clcs — Pre-Tax - - 19,663,106 18,469,194 20,306,903

Net Clcs — Post-Tax - - 12,781,636 12,004,987 13,199,487

© 2004
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Table 5A (cont.)

Clo - Asset Risk - All Other

Bonds After Size Factor

Mortgages

Unaffiliated Common/Pref'd Stock
Unaffiliated Preferred Stock

Affil Com/Pref'd Stock - Invest Subs
Affil Com/Pref'd Stock - Parent

Affil Com/Pref’d Stock - P/C not Subj.
Affil Com/Pref'd Stock - Life not Subj.
Affil Com/Pref’d Stock - Pub Traded Ins.
Separate Accounts with Guarantees
Synthetic GIC’s

Surplus in Non-Guaranteed Sep. Accts
Real Estate (gross of encumbrances)
Schedule BA Real Estate

Other Long-Term Assets

Schedule BA Mortgages

Concentration Factor

Miscellaneous Assets

Replication Transactions & Manditorily Convertible

Securities

Reinsurance

Total Clo — Pre-tax

Net Clo — Post-Tax

Total C1 - Pre-Tax

Total C1 - Post-Tax

C2 - Insurance Risk

Individual & Industrial Life Insurance
Group & Credit Life Insurance

Total Health Insurance

Premium Stabilization Reserve Credit
Total C2 — Pre-Tax

Net C2 - Post-Tax

C3a - Interest Rate Risk

Total C3a — Pre-Tax

Net C3a - Post-Tax

C3b - Health Credit Risk

Total C3b — Pre-Tax

Net C3b - Post-Tax

C4a - Business Risk

Premium Component

Liability Component

Subtotal Business Risk (C4a) — Pre-Tax
Net C4a - Post-Tax

C4b - Business Risk

Health Admin. Expense Component — Pre-Tax

Net C4b — Post-Tax

Total RBC

Total RBC — Pre-Tax

Net RBC - Post-Tax

Total RBC After Covariance

Tax Sensitivity — Total RBC after Covariance
Total Adjusted Capital

Tax Sensitivity — Total Adjusted Capital

NAIC Research Quarterly
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1999
(000)

12,651,554
3,246,622
10,648,464
257,104
464,974
1,171
2,550
335,287
1,988
757,417
1,833,947
1,188,428
4,692,223
10,403
1,381,016
194,499

0

407,546

41,833,482

5,181,453

2,639,531
10,452,719
1,968,421

16,305,282

9,986,933

27,049

2,521,941
458,892

2,980,833

484,351

90,491,043
80,796,678

230,002,552

2000
(000)

15,492,835
4,621,126
9,590,343

603,262
516,334
1,352
3,068
85,898
687,794
1,796
1,038,550
2,383,717
1,601,112
7,401,730
33,236
1,752,728
277,222

11,940

522,094

51,160,922

6,041,538

3,652,765
12,102,474
-2,693,996

19,102,782

10,780,244

31,395

3,173,544
548,121

3,721,666

534,546

107,322,503
95,925,678

274,530,027

2001 2002

(000) (000)
20,960,149 25,090,254
5,628,197 6,206,319
858,213 672,673
713,114 1,086,111
492,340 1,064,785
1,399 994
2,806 41,274
59,933 ]
708,073 1,097,374
1,722 1,730
1,264,598 1,282,163
3,230,302 3,402,900
2,829,024 2,289,483
3,484,406 2,886,677
56,043 58,163
2,769,895 2,900,900
770,005 655,870
4,158 34,444
951,942 1,117,702
44,786,318 49,889,818
31,841,030 35,723,670
64,449,424 68,359,012
44,622,666 47,728,657
8,857,549 8,551,292
5,930,202 5,970,740
12,282,989 13,007,454
-2,941,481 -2,991,882
24,129,259 24,537,603
17,643,776 17,831,198
17,493,123 19,410,117
11,370,530 12,616,651
25,847 25,000
25,847 25,000
6,566,701 7,317,830
829,585 739,890
7,396,286 8,057,719
4,807,586 5,237,518
517,824 573,392
517,824 573,392
140,629,301 148,845,849
96,952,272 102,562,610
78,127,496 83,610,789
112,797,308 120,696,098
271,844,650 271,612,185
261,876,430 256,500,207

Commissioners

2003
(000)

25,319,273
5,797,666
762,255
1,452,095
1,094,946
1,024
59,782
42,796
946,218
10,318
1,200,817
3,073,508
2,193,615
2,833,731
68,297
2,549,978
736,817

18,988

1,271,919
49,434,044
35,409,286
69,740,947
48,608,773

9,083,195

6,211,121
13,505,146
-3,252,599
25,546,862
18,421,520

22,284,698
14,485,053

27,049
27,049

7,094,380

913,768
8,008,148
5,205,296

632,529
632,529

155,973,491
107,097,709

87,645,413
127,096,892
311,695,133
296,680,762



Table 5B
Life RBC By Components, 1999-2003

Percent of Total RBC

Post-Tax

1999 2000 2001 2002 2003
CO - Asset Risk - Affiliates
Direct P&C Insurers 0.20% 0.10% 0.44% 0.37% 0.09%
Direct Life Insurers 6.15% 5.91% 7.78% 7.89% 7.75%
Direct & Indirect Health Insurers - - - 0.25% 0.11%
Indirect P&C Insurers 0.21% 0.45% 0.19% 0.25% 0.25%
Indirect Life Insurers 0.50% 0.65% 0.67% 0.75% 0.75%
Affiliated Alien Insurers - Canadian 0.18% 0.07% 0.02% 0.02% 0.03%
Affiliated Alien Insurers - All Other 0.79% 0.61% 0.37% 0.35% 0.29%
Off-Balance Sheet Items 0.18% 0.23% 0.32% 0.38% 0.28%
Total CO — Pre-Tax - - 9.79% 10.27% 9.54%
Net CO - Post-Tax 8.21% 8.01% 6.61% 6.83% 6.33%
Clcs - Asset Risk - Unaffil. Common
Stock & Affil. Non-Ins. Stock
Schedule D Unaffiliated Common Stock - - 3.23% 2.69% 2.62%
gfilcelihﬂe BA Unaffiliated Common B . 1.37% 1.52% 1.45%
Schedule BA Affiliated Common Stock - - - 0.28% 0.31%
Common Stock Concentration Factor - - 0.96% 0.88% 0.85%
Affil Com/Pref’d Stock - Holding Co. 0.29% 0.30% 0.11% 0.09% 0.08%
Affil Com/Pref’d Stock - All Other 1.35% 1.35% 1.56% 1.34% 1.21%
Total Clcs — Pre-Tax - - 7.23% 6.80% 6.51%
Net Clcs - Post-Tax - - 4.70% 4.42% 4.23%
Clo - Asset Risk - All Other
Bonds After Size Factor 5.50% 5.64% 7.71% 9.24% 8.12%
Mortgages 1.41% 1.68% 2.07% 2.28% 1.86%
Unaffiliated Common /Pref'd Stock 4.63% 3.49% - - -
Unaffiliated Preferred Stock - - 0.32% 0.25% 0.24%
Affil Com/Prefd Stock - Invest Subs 0.11% 0.22% 0.26% 0.40% 0.47%
Affil Com/Pref’d Stock - Parent 0.20% 0.19% 0.18% 0.39% 0.35%
Affil Com/Pref'd Stock - P/C not Subj. 0.00% 0.00% 0.00% 0.00% 0.00%
Affil Com/Pref'd Stock - Life not Subj. 0.00% 0.00% 0.00% 0.02% 0.02%
‘:‘:I Com/Prefd Stock - Pub Traded - 0.03%  0.02%  0.00%  0.01%
Separate Accounts with Guarantees 0.15% 0.25% 0.26% 0.40% 0.30%
Synthetic GIC’s 0.00% 0.00% 0.00% 0.00% 0.00%
Surplus in Non-Guaranteed Sep. Accts 0.33% 0.38% 0.47% 0.47% 0.39%
Real Estate (gross of encumbrances) 0.80% 0.87% 1.19% 1.25% 0.99%
Schedule BA Real Estate 0.52% 0.58% 1.04% 0.84% 0.70%
Other Long-Term Assets 2.04% 2.70% 1.28% 1.06% 0.91%
Schedule BA Mortgages 0.00% 0.01% 0.02% 0.02% 0.02%
Concentration Factor 0.60% 0.64% 1.02% 1.07% 0.82%
Miscellaneous Assets 0.08% 0.10% 0.28% 0.24% 0.24%

Replication Transactions & Manditorily

0, 0, 0, 0, )
Convertible Securities 0.00% 0.00% 0.00% 0.01% 0.01%

Reinsurance 0.18% 0.19% 0.35% 0.41% 0.41%
Total Clo — Pre-tax - - 16.47% 18.37% 15.86%
Net Clo - Post-Tax - - 11.71% 13.15% 11.36%
Total C1 - Pre-Tax - - 23.71% 25.17% 22.37%
Total C1 - Post-Tax 18.19% 18.64% 16.41% 17.57% 15.59%
8

2001

0.46%
8.08%
0.19%
0.69%
0.02%
0.39%
0.34%
10.16%
6.86%

3.35%

1.42%

1.00%
0.11%
1.62%
7.51%
4.88%

8.00%
2.15%
0.33%
0.27%
0.19%
0.00%
0.00%

0.02%

0.27%
0.00%
0.48%
1.23%
1.08%
1.33%
0.02%
1.06%
0.29%

0.00%

0.36%
17.10%
12.16%
24.61%
17.04%

© 2004 National Association of Insurance Commissioners

Pre-Tax
2002

0.39%
8.36%
0.26%
0.26%
0.80%
0.02%
0.37%
0.41%
10.87%
7.23%

2.85%
1.61%

0.30%
0.93%
0.09%
1.42%
7.20%
4.68%

9.78%
2.42%
0.26%
0.42%
0.42%
0.00%
0.02%

0.00%

0.43%
0.00%
0.50%
1.33%
0.89%
1.13%
0.02%
1.13%
0.26%

0.01%

0.44%
19.45%
13.93%
26.65%
18.61%

2003

0.09%
8.14%
0.11%
0.26%
0.79%
0.03%
0.30%
0.29%
10.02%
6.65%

2.75%
1.52%

0.32%
0.89%
0.08%
1.28%
6.84%
4.45%

8.53%
1.95%
0.26%
0.49%
0.37%
0.00%
0.02%

0.01%

0.32%
0.00%
0.40%
1.04%
0.74%
0.96%
0.02%
0.86%
0.25%

0.01%

0.43%
16.66%
11.94%
23.51%
16.38%
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Table 5B (cont.)
Life RBC By Components, 1999-2003

Percent of Total RBC

Post-Tax Pre-Tax
1999 2000 2001 2002 2003 2001 2002 2003

C2 - Insurance Risk
Individual & Industrial Life Insurance 2.25% 2.20% 3.26% 3.15% 2.91% 3.38% 3.33% 3.06%
Group & Credit Life Insurance 1.15% 1.33% 2.18% 2.20% 1.99% 2.26% 2.33% 2.09%
Total Health Insurance 4.54% 4.41% 4.52% 4.79% 4.33% 4.69% 5.07% 4.55%
Premium Stabilization Reserve Credit -0.86% -0.98% -1.08% -1.10% -1.04% -1.12% -1.17% -1.10%
Total C2 — Pre-Tax - - 8.88% 9.03% 8.20% 9.21% 9.57% 8.61%
Net C2 — Post-Tax 7.09% 6.96% 6.49% 6.56% 5.91% 6.74% 6.95% 6.21%
C3a - Interest Rate Risk
Total C3a — Pre-Tax - - 6.43% 7.15% 7.15% 6.68% 7.57% 7.51%
Net C3a — Post-Tax 4.34% 3.93% 4.18% 4.65% 4.65% 4.34% 4.92% 4.88%
C3b - Health Credit Risk
Total C3b — Pre-Tax - - 0.01% 0.01% 0.01% 0.01% 0.01% 0.01%
Net C3b - Post-Tax 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01%
C4a - Business Risk
Premium Component 1.10% 1.16% 2.42% 2.69% 2.28% 2.51% 2.85% 2.39%
Liability Component 0.20% 0.20% 0.31% 0.27% 0.29% 0.32% 0.29% 0.31%
Subtotal Business Risk (C4a) — Pre-Tax -- -- 2.72% 2.97% 2.57% 2.82% 3.14% 2.70%
Net C4a — Post-Tax 1.30% 1.36% 1.77% 1.93% 1.67% 1.84% 2.04% 1.75%
C4b - Business Risk
?:jlth Admin. Expense Component — Pre- - - 0.19% 0.21% 0.20% 0.20% 0.22% 0.21%
Net C4b — Post-Tax 0.21% 0.19% 0.19% 0.21% 0.20% 0.20% 0.22% 0.21%
Total RBC
Total RBC — Pre-Tax - - 51.73% 54.80% 50.04% 53.70% 58.03% 52.57%
Net RBC - Post-Tax 39.34% 39.09% 35.66% 37.76% 34.36% 37.02% 39.99% 36.10%
Total RBC After Covariance 35.13% 34.94% 28.74% 30.78% 28.12% 29.83% 32.60% 29.54%
Tax Sensitivity - Total RBC after - —  41.49%  44.44%  40.78%  43.07%  47.05%  42.84%
Covariance
Total Adjusted Capital 100.00%  100.00%  100.00% 100.00%  100.00%  103.81% 105.89%  105.06%
Tax Sensitivity — Total Adjusted Capital - -~ 96.33% 94.44% 95.18%  100.00%  100.00%  100.00%

For Statistical Information,

visitthe NAIC Research

Division

Web site at

www.naic.org/research
NAIC Research Quarterly 9
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Quarterly Notes

NAIC Adopts Model
Legislation Calling for
Broker Disclosures

The NAIC has adopted
model legislation that would
implement new disclosure
requirements designed to
ensure consumers are
provided the information
necessary to understand the
manner in which brokers are
compensated for the sale of
insurance products. The
model legislation amends the
NAIC’s current Producer
Licensing Model Act and is a
key component of an
aggressive initiative by state
insurance regulators to
address issues surrounding
the use of compensation
arrangements by insurance
brokers.

The members also directed
the NAIC Executive Task Force
on Broker Activities to give
further consideration to the
development of additional
requirements, such as
recognition of a fiduciary
responsibility of producers,
disclosure of all quotes
received by a broker, and
disclosures relating to agent-
owned reinsurance
arrangements.

This action emanates
from the work of the NAIC
Executive Task Force
onBroker Activities, whose
members have moved quickly
to implement a three-part
action plan that includes
creating more transparency for

10

insurance consumers through
better disclosure of broker
compensation arrangements;
continuing to help state
insurance regulators
coordinate efforts to address
improper conduct by brokers
and insurers through
investigation and collection of
relevant information; and the
implementation of a new on-
line fraud reporting system.

Among the requirements
contained in the model
legislation, brokers would be
required to disclose the
amount of compensation from
the insurer and the method for
calculating the compensation,
including any contingent
compensation. In those cases
where the contingent
commission is not known,
brokers would be required to
provide a reasonable estimate
of the amount and method for
calculating such compen-
sation. Producers who
represent companies and do
not receive compensation from
customers would have a duty
to disclose that relationship in
certain circumstances. (A
draft of the model legislation
is available for review on the
NAIC home page at
wWww.naic.org.

NAIC Working Group
Reports High Marks for
Market Analyst's
Checklist

Since its implementation
last year, 48 states and the
District of Columbia have
successfully completed the
requirements of the Market
Analyst's Checklist, a market
regulation tool.

“Clearly, the states are
working together, through the
market analysis process, to
ensure market regulation
remains a top priority for state
insurance regulators,” said
NAIC Vice President/Oregon
Insurance Administrator Joel
Ario. “One example is the
recent collaborative effort that
resulted in a settlement
requiring a major insurer to
change its claims practices
and to re-assess claims going
back several years. This
settlement occurred without
the need for an examination-
and all 50 states and the
District of Columbia
participated in the effort.”

The Market Analyst's
Checklist provides an avenue
for state insurance regulators
to better coordinate their
market analysis efforts.
Through a market analyst’s
“scorecard” designed by the
working group and managed by
the NAIC’s Market Analysis
Department, state insurance
departments have incorpo-
rated several key components
to better address their market
regulation initiatives.

The increased focus on
market analysis has helped
reduce the total number of
market conduct and combined
examinations by 16 percent
over the same period in 2003
Also, there are several
instances where market
regulators have coordinated
with domestic states
conducting a regularly
scheduled financial
examination to follow up on
issues of concern.
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Property & Casualty RBC Industry
Results for 2003

As of October 25, 2004,
more than 2,400 Property &
Casualty Risk-Based Capital
(RBC) filings have been
received and uploaded to the
NAIC database for calendar
year 2003. This article
summarizes the industry
results and discusses some of
the trends noted in the 2003
filings.

The NAIC RBC formula
generates the regulatory
minimum amount of capital
that a company is required to
maintain to avoid regulatory
action. There are five levels
of action that a company can
trigger under the formula.
The base action level is the
Authorized Control Level. If a
company's actual capital dips
below its Authorized Control
Level Risk-Based Capital, the
state insurance regulator
has the authority to place the
company under regulatory
control. Therefore, the
Authorized Control Level
(ACL) is used as the base
level, and the other
regulatory intervention
levels are defined relative to
the ACL. The five action
levels are:

NAIC Research Quarterly
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1. No Action, which means
that a company's total
adjusted capital (TAC) is
at least twice its ACL;

2. Company Action Level,
which means that a
company's TAC is at least
1.5 times its ACL but less
than twice its ACL;

3. Regulatory Action Level,
which means that the
company's TAC is at least
equal to its ACL but less
than 1.5 times its ACL;

4. Authorized Control Level,
which means that a
company's TAC is at least
0.70 times its ACL but
less than its ACL; and

5. Mandatory Control Level,
which means that the
company's TAC is less than
0.70 times its Authorized
Control Level RBC.

Most companies fall into
the "No Action" level. This
level does not necessarily
mean that the company is in
strong financial condition. It
simply means that the
company has not triggered
one of the regulatory
intervention levels. A

company can be in weak
condition and still pass the
RBC test.

Distribution of
Companies by Action
Level

As can be seen in Table 1,
the number of companies
triggering one of the
regulatory intervention
levels is relatively small.
Typically, around 96 percent
of all P&C insurers filing with
the NAIC fall into the "No
Action" level. That number
has been fairly constant
throughout the ten years that
the NAIC's Property &
Casualty RBC system has
been in place.

Table 2 shows the
disposition of insurers filing
in data years 2002 and/or
2003. There is an increase of
103 new filers in 2003, which
is offset by a decrease of 113
companies that filed in 2002
but did not file in 2003. Some
of these companies have not
filed because they have
merged or otherwise gone out
of business, and some have
not filed because they were
exempted by state regulators.

11
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Table 1
Industry Results By Action Level, 1999-2003

1999 2000 2001 2002* 2003
No Action 2,298 2,340 2,382 2,372 2,380
Company Action Level 24 33 25 42 28
Regulatory Action Level 13 19 25 27 14
Authorized Control Level 7 3 7 9 9
Mandatory Control Level 26 28 38 29 38
Total 2,368 2,423 2,477 2,479 2,469
Percent At 'No Action' Level 97.0% 96.6% 96.2% 95.7% 96.4%
*Revised as of October 2004
Table 2
2003 Disposition of 2002 RBC Filers By Action Level
2003 Action
. Company | Regulatory Authorized | Mandatory Not on
No Action . . Control Control
Action Level | Action Level Database
Level Level
No Action 2,251 8 4 4 8 97
Company 21 10 2 1 1 7
Action Level
Regulatory
20(_)2 Action Level 13 4 5 1 3 1
Action
Authorized
Control 2 1 1 2 2 1
Level
Mandatory
Control 1 0 1 1 19 7
Level
Not on
Database 92 5 1 0 5 N/A
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Of the 2,366 companies
that filed in both 2002 and in
2003, 91 companies triggered
one of the action levels in
2002. Fully two-fifths of those
companies that triggered an
action level in 2002 were
able to move to the "No
Action" level in 2003, while
the other three-fifths (54 of
91 companies) remain in one
of the action levels.

Aggregate Industry
Results

The RBC ratio is the ratio
of a company's TAC to its ACL
RBC. Table 3 shows the
median RBC ratio by asset

Asset Size

Less than $10 million

$10 million to $25 million
$25 million to $100 million
$100 million to $250 million
$250 million to $500 million
$500 million to $1 billion

$1 billion to $10 billion
More than $10 billion

Table 3
Median RBC Ratios By Asset Size
1999-2003
2003 Surplus
to Asset
Ratio 1999 2000
0.751 1912% 2580%
0.547 1200% 1256%
0.419 819% 856%
0.330 734% 740%
0.327 695% 700%
0.314 569% 594%
0.305 573% 528%
0.279 452% 437%
0.425 858% 908%

All Companies

NAIC Research Quarterly

size for data years 1999
through 2003. The "average"
RBC ratio is a function of size.
Larger insurers tend to
operate with lower capital
margins (the ratio of capital
to assets). The RBC ratios
reflect this difference and
emphasize the inappro-
priateness of comparing RBC
ratios between insurers.
Although larger insurers tend
to have lower RBC ratios, on
average, the larger insurers
also tend to have more
stability in their operating
results.

Another word of caution is
in order with respect to time

series analysis of RBC ratios.
The ratios for years prior to
1998 are not exactly
comparable to the ratios for
later years because of phase-
out aspects of the RBC
formula. Companies were
allowed to count 80 percent of
reserve discounts as part of
TAC in 1994, 60 percent in
1995, 40 percent in 1996, and
20 percent in 1997. In 1998,
all reserve discounts were
phased out of the calculation
of TAC. Though relatively few
companies employ reserve
discounting, this phase-out
must still be considered.

2001 2002 2003
2822% 2435% 2113%
1138% 1205% 1255%
905% 804%  868%
713%  650%  664%
685%  652%  614%
597%  540%  560%
506%  462%  518%
383% 338%  410%
870%  810%  808%

13
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Table 4 shows the relative
risk factors by year for the two
major underwriting risk
components: reserve risk and
premium risk. The total
amount of RBC attributable to
premiums and reserves has
grown over time, as would be
expected due to inflation. The
effective rate for premiums is
decreasing, while the
reserves effective rate
remains relatively stable.

Table S shows the
aggregate RBC by major
covariance elements for 1999
through 2003. During this
time the most dramatic
change in the aggregate

results is a 75 percent
increase in the R3 component,
credit asset risk. This is
mainly due to reinsurance
recoverables RBC amounts,
which have more than doubled
since 1999. The risk
associated with the RS
component, written premium
risk, has grown by 43 percent
due to both net written
premium growth and excess
premium growth. The equity
asset risk component (R2)
decreased by nearly 4 percent,
mainly due to large reductions
in unalffiliated common stock
RBC amounts. In comparison,
the fixed income asset risk
component (R1) increased 51

Table 4

percent, mostly due to
increased bond amounts.
Reserve risk (R4), which had
remained relatively flat for the
past several years, increased
by 10 percent in the past year
alone and 55 percent overall.
Affiliated asset risk (RO) grew
by 16 percent.

Overall, aggregate TAC
grew 20 percent from 2002 to
2003, with a net TAC increase
of 10 percent over the past five
years. Total RBC increased 33
percent during same time
period, and RBC after
covariance increased 30
percent.

Average Underwriting Risk Factors, 1999-2003

Aggregate Aggregate

Aggregate Reserve Base Average Aggregate Premium Average

Reserve Base RBC Effective Premium Base Base RBC Effective

Year (000) (000) Factor (000) (000) Factor
1999 286,392,812 52,888,823 0.185 260,209,441 36,748,334 0.141
2000 329,716,218 55,811,973 0.169 284,461,567 40,190,760 0.141
2001 369,829,311 59,602,139 0.161 307,881,119 40,712,542 0.132
2002 402,748,893 67,699,752 0.168 360,133,292 44,323,985 0.123
2003 439,338,135 72,543,054 0.165 397,283,849 48,227,517 0.121
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Total Number Companies
RO - Asset Risk - Affiliates

Direct P&C Insurers
Indirect P&C Insurers
Direct Life Insurers
Indirect Life Insurers
Direct Health Insurers
Indirect Health Insurers

Direct Affiliated Alien
Insurers

Indirect Affiliated Alien
Insurers

Non-controlled Assets
Guarantees for Affiliates
Contingent Liabilities
Total RO

Table 5
P&C RBC By Components, 1999-2003

1999 2000 2001 2002 2003
(000) (000) (000) (000) (000) 1999
2,368 2,423 2,477 2,479 2,469

18,754,800 16,287,531 16,912,133 16,897,448 18,583,372 10.04%
3,129,485 4,122,561 4,386,582 5,447,149 5,828,650  1.68%
3,545,805 3,556,158 3,263,490 3,605,951 3,301,441  1.90%
1,785,204 2,103,263 1,791,852 2,040,575 2,574,854  0.96%

- 148,041 50,356 25,998 0 -

- 185,768 260,168 371,118 391,077 -
1,037,021 1,005,918 1,260,913 1,533,891 1,738,011  0.56%
644,194 571,118 717,140 741,396 1,045,364  0.34%
117,551 205,982 195,038 198,502 231,168  0.06%
33,753 29,661 29,102 35,046 32,008  0.02%
167,971 186,175 170,094 250,865 246,239  0.09%

29,215,784 28,402,176 29,036,867 31,147,941 33,972,185 15.64%

R1 - Asset Risk - Fixed Income

Government Agency Bonds
Unaffiliated Bonds
Bond Size Factor

Bonds - Affiliated Investment
Subs.

Bonds - Holding Company
Bonds - Parents

Bonds - PC Not Subject
Bonds - Life Not Subject
Bonds - Health Not Subject
Bonds - Non-Insurer
Bonds - Other Affiliates
Mortgage Loans

Collateral Loans

Cash, Cash Equiv & Short-
Term Invest.

Replication - Synthetic
Assets: One Half

Asset Concentration (Fixed)

Total R1

105,064 108,143 132,877 179,581 185,758  0.06%
1,903,923 1,986,381 2,392,023 2,607,955 2,654,263  1.02%
872,696 966,556 1,167,304 1,267,756 1,162,706  0.47%
0 0 0 33 17 0.00%
11,150 15,787 12,649 12,214 85,702  0.01%
22,922 20,360 312,139 311,905 364,064  0.01%
0 3,918 4,050 0 0  0.00%

0 0 0 0 0  0.00%

- 0 0 0 0 -

- 180,323 215,197 111,520 61,021 -
99,149 - - - -~ 0.05%
98,584 133,987 133,781 136,640 143,340  0.05%
2,725 3,015 3,578 3,004 2,847  0.00%
24,131 23,648 54,757 91,587 113,550  0.01%
- - - 3,965 3,271 -

249,603 259,379 322,447 416,289 348,550 0.13%
3,389,946 3,701,497 4,750,802 5,142,450 5,125,088 1.82%
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Percent of Total RBC

2000

8.39%
2.12%
1.83%
1.08%
1.08%
0.08%

0.52%

0.29%
0.11%
0.02%
0.10%
14.63%

0.06%
1.02%
0.50%

0.00%
0.01%
0.01%
0.00%
0.00%
0.00%
0.09%

0.07%
0.00%

0.01%

0.13%
1.91%
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2001

8.17%
2.12%
1.58%
0.87%
0.87%
0.02%

0.61%

0.35%
0.09%
0.01%
0.08%
14.02%

0.06%
1.16%
0.56%

0.00%
0.01%
0.15%
0.00%
0.00%
0.00%
0.10%

0.06%
0.00%

0.03%

0.16%
2.29%

2002

7.53%
2.43%
1.61%
0.91%
0.91%
0.01%

0.68%

0.33%
0.09%
0.02%
0.11%
13.88%

0.08%
1.16%
0.56%

0.00%
0.01%
0.14%
0.00%
0.00%
0.00%
0.05%

0.06%

0.00%

0.04%

0.00%

0.19%
2.29%

2003

7.48%
2.35%
1.33%
1.04%
0.00%
0.16%

0.70%

0.42%
0.09%
0.01%
0.10%
13.68%

0.07%
1.07%
0.47%

0.00%
0.03%
0.15%
0.00%
0.00%
0.00%
0.02%

0.06%

0.00%

0.05%

0.00%

0.14%
2.06%
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Table 5 (cont.)

1999 2000

(000) (000)
Total Number Companies 2,368 2,423
R2 - Asset Risk - Equity
Common - Affiliated
Investment Subs. 16,276 21,940
Common - Holding Company 1,048,448 1,187,928
Common - Parents 56,099 45,603
Common - PC Not Subject 40,146 89,183
Common - Life Not Subject 2,503 3,254
Common - Health Not Subject - 4,718
Common - Non-Insurer -- 2,538,726
Common - Other Affiliates 2,380,766 -
Preferred - Affiliated Investment Subs. 0 0
Preferred - Holding Company 22,983 113
Preferred - Parents 2,337 58,727
Preferred - PC Not Subject 22,725 5,709
Preferred - Life Not Subject 0 0
Preferred - Health Not Subject - 0
Preferred - Non-Insurer - 90,969
Preferred - Other Affiliates 14,762 -
Unaffiliated Preferred 297,560 268,861
Unaffiliated Common 22,649,118 22,439,164
Real Estate 910,858 978,539
Schedule BA Assets 5,676,368 6,359,600
Receivables for Securities 66,643 146,268
Aggregate Write-ins for
Invested Assets 136,432 183,487
Replication - Synthetic Asset: One Half -- -
Asset Concentration (Equity) 12,861,516 12,219,710
Total R2 46,205,539 46,642,497
R3 - Asset Risk - Credit
Other Credit RBC 3,397,573 1,146,768
One Half of Rein
Recoverables 6,203,698 7,121,389
Other Half of Rein
Recoverables 1,164,959 1,333,641
Health Credit Risk 12,041 12,445
Total R3 10,778,272 9,614,242
R4 - Underwriting Risk — Reserves
One Half of Reinsurance RBC 5,038,739 5,767,653
Unpaid Loss/Expense
Reserve 52,884,536 56,028,242
Excess Growth —
Loss/Expense Reserve 1,096,332 1,891,352
A&H Claims Reserves 141,212 216,553
Total R4 59,160,817 63,903,800
R5 - Underwriting Risk - Written Premiums
NWP RBC 36,762,711 40,287,095
Excess Growth - Premiums 554,926 632,775
Net Health Premium RBC 731,276 1,035,357
Health Stabilization Reserves -33,311 -34,008
Total RS 38,015,601 41,921,218
Total RBC 186,765,959 194,185,430
RBC After Covariance 134,857,830 137,719,856

Total Adjusted Capital
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392,622,015 379,118,060

2001
(000)
2,477

32,940
1,115,353
128,663
52,311
1,170
2,380
2,575,912
0

4,840
56,250
1,688

0

0

17,245
326,423
18,951,068
957,661
6,650,628
97,214

113,566

10,628,480
41,713,792

4,810,460

9,540,967

2,253,221
5,700
16,610,348

7,287,781

60,539,196

3,628,253
197,511
71,652,741

40,964,916
1,324,164
1,066,270

-39,409

43,315,941

2002
(000)
2,479

25,026
826,903
93,433
32,430
2,083

0
2,757,443
0

4,078
56,250

0

0

0

494,239
316,617
15,532,589
977,596
6,721,172
105,238

212,620
3,965
9,672,522
37,834,204

5,176,014

10,620,339

2,570,174
6,172
18,372,699

8,050,165

67,700,508

7,552,571
200,512
83,503,738

44,323,741
3,101,427
997,205
-39,703
48,382,670

2003
(000)
2,469

17,506
1,624,101
56,045
55,703
1,861
4,120
2,957,621
1

765
102,182

0

0

0

492,271
302,721
19,487,436
944,461
6,599,293
147,890

68,838

3,271
11,545,196
44,411,281

4,788,827

11,130,653

2,901,047
3,458
18,823,986

8,229,606

72,542,828

10,849,409
190,555
91,812,398

48,227,494
5,286,249
717,644
-37,182
54,194,205

207,080,491 224,383,702 248,339,143
145,788,347 157,374,352 175,597,383
360,525,621 357,363,487 430,248,099 210.22%

1999

0.01%
0.16%
12.13%
0.49%
3.04%
0.04%

0.07%
6.89%
24.74%

1.82%

3.32%

0.62%
0.01%
5.77%

2.70%

28.32%

0.59%
0.08%
31.68%

19.68%
0.30%
0.39%

-0.02%

20.35%

100.00%

72.21%

Percent of Total RBC

2000

0.01%
0.61%
0.02%
0.05%
0.00%
0.00%
1.31%
0.00%
0.00%
0.03%
0.00%
0.00%
0.00%
0.05%
0.14%
11.56%
0.50%
3.28%
0.08%

0.09%
6.29%
24.02%

0.59%

3.67%

0.69%
0.01%
4.95%

2.97%

28.85%

0.97%
0.11%
32.91%

20.75%
0.33%
0.53%

-0.02%
21.59%
100.00%
70.92%
195.24%
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2001

0.02%
0.54%
0.06%
0.03%
0.00%
0.00%
1.24%
0.00%
0.00%
0.03%
0.00%
0.00%
0.00%
0.01%
0.16%
9.15%
0.46%
3.21%
0.05%

0.05%
5.13%
20.14%

2.32%

4.61%

1.09%
0.00%
8.02%

3.52%

29.23%

1.75%
0.10%
34.60%

19.78%
0.64%
0.51%

-0.02%

20.92%

100.00%

70.40%

174.10%

2002

0.01%
0.37%
0.04%
0.01%
0.00%
0.00%
1.23%
0.00%
0.00%
0.03%
0.00%
0.00%
0.00%
0.22%
0.14%
6.92%
0.44%
3.00%
0.05%

0.09%
0.00%
4.31%
16.86%

2.31%

4.73%

1.15%
0.00%
8.19%

3.59%

30.17%

3.37%
0.09%
37.21%

19.75%
1.38%
0.44%
-0.02%
21.56%
100.00%
70.14%
159.26%

2003

0.01%
0.65%
0.02%
0.02%
0.00%
0.00%
1.19%
0.00%
0.00%
0.04%
0.00%
0.00%
0.00%
0.20%
0.12%
7.85%
0.38%
2.66%
0.06%

0.03%
0.00%
4.65%
17.88%

1.93%

4.48%

1.17%
0.00%
7.58%

3.31%

29.21%

4.37%
0.08%
36.97%

19.42%
2.13%
0.29%

-0.01%

21.82%

100.00%

70.71%

173.25%
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2003 Health RBC Industry Results

As of October 25, 2004,
more than 690 Health Risk-
Based Capital (RBC) filings
have been received and
uploaded to the NAIC
database for calendar year
2003. This article sum-
marizes the industry results
and discusses some of the
trends noted in the 2003
filings.

The RBC test is one of
many different tests used by
regulators to help ensure that
insurers remain solvent. The
NAIC RBC formula generates
the regulatory minimum
amount of capital that an
insurer is required to
maintain to avoid regulatory
action. There are five levels
of action that an insurer can
trigger under the formula.
The base action level is the
Authorized Control Level. If
an insurer's actual capital
dips below its Authorized
Control Level Risk-Based
Capital, the state insurance
regulator has the authority to
place the insurer under
regulatory control. Therefore,
the Authorized Control Level
(ACL) is used as the base

NAIC Research Quarterly
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level, and the other
regulatory intervention

levels are defined relative to
the ACL. The five action
levels are:

1. No Action, which means
that an insurer's total
adjusted capital (TAC) is
at least twice its ACL;

2. Company Action Level,
which means that an
insurer's TAC is at least
1.5 times its ACL but less
than twice its ACL;

3. Regulatory Action Level,
which means that the
insurer's TAC is at least
equal to its ACL but less
than 1.5 times its ACL;

4. Authorized Control Level,
which means that an
insurer's TAC is at least
0.70 times its ACL but
less than its ACL; and

5. Mandatory Control Level,
which means that the
insurer's TAC is less than
0.70 times its Authorized
Control Level RBC.

Most companies fall into
the "No Action" level. This

level does not necessarily
mean that the insurer is in
strong financial condition. It
simply means that the
insurer has not triggered one
of the regulatory inter-
vention levels. An insurer
can be in weak condition and
still pass the RBC test.

Distribution of
Companies by Action
Level

As can be seen in Table
1, over ninety percent of the
insurers that made a Health
RBC filing for 2003 did not
trigger one of the regulatory
intervention levels.

Table 2 shows the
disposition of insurers filing
in data years 2002 and/or
2003. There is an increase of
53 new filers in 2003, which
is offset by a decrease of 43
companies that filed in 2002
but did not file in 2003. Some
of these companies have not
filed because they have
merged or otherwise gone out
of business, and some have
not filed because they were
exempted by state regulators.

17
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Table 1
Industry Results By Action Level, 2001-2003

2001 2002* 2003
No Action 567 605 639
Company Action Level 37 32 24
Regulatory Action Level 32 25 21
Authorized Control Level 17 12 4
Mandatory Control Level 20 14 10
Total 673 688 698
Percent At 'No Action' Level 84.3% 87.9% 91.5%
*Revised as of October 2004
Table 2
2003 Disposition of 2002 RBC Filers By Action Level
2003 Action
. Company | Regulatory Authorized | Mandatory Not on
No Action . . Control Control
Action Level|Action Level Database
Level Level
No Action 553 7 5 1 4 35
Company 19 7 3 0 0 3
Action Level
2092 Regulatory 14 4 4 0 0 3
Action |Action Level
Authorized
Control 3 4 2 2 0 1
Level
Mandatory
Control 2 2 4 1 4 1
Level
Not on
Database 48 0 3 0 2 N/A
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Of the 645 companies
that filed in both 2002 and in
2003, 75 companies triggered
one of the action levels in
2002. Half of those companies
that triggered an action level
in 2002 were able to move to
the "No Action" level in 2003,
while the other half (37 of 75
companies) remain in one of
the action levels.

Aggregate Industry
Results

The Managed Care
Discount Factor determines

Median RBC Ratios By Asset Size

Asset Size

Less than $10 million

$10 million to $25 million
$25 million to $100 million
$100 million to $250 million
More than $250 million

All Companies

NAIC Research Quarterly

the percentage of under-
writing risk RBC that is
carried down in the RBC
calculation. It is based upon
the type of managed care
arrangement an insurer has
with its providers. The
median discount factors for
2003 are broken out by
insurer asset size in Table 3.
It should be noted that there
is considerable variation in
the discount factor within
each asset category
because of the different

Table 3

2001-2003

2003 Median Managed

types of arrangements
possible between insurer and
provider.

Table 3 also shows the
median RBC ratio by asset
size for 2001-2003. The RBC
ratio is the ratio of an
insurer's TAC to its ACL RBC.
Though median RBC ratio is
a function of size, with larger
insurers tending to have
lower ratios, the opposite
appears to occur for all but
the lowest asset range.

Care Discount Factor 2001 2002 2003
0.850 680% 800% 807%
0.849 277% 351% 351%
0.837 291% 352% 374%
0.836 351% 400% 457%
0.849 446% 513% 591%
0.844 387% 457% 520%
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Table 4

Health RBC By Components, 2001-2003

Total Number Companies

HO - Asset Risk - Affiliates W/ RBC
Off-Balance Sheet

Directly Owned Insurers

Indirectly Owned Insurers

Directly Owned MCOs

Indirectly Owned MCOs

Directly Owned Alien Insurers
Indirectly Owned Alien Insurers

Total HO

H1 - Asset Risk - Other

Investment Subsidiary

Holding Company Excess of Subs
Investment in Parent

Other Affiliates

Fair Value Excess Affiliated Common Stock
Fixed Income Assets

Replication & Mandatorily Convertible
Securities

Unaffiliated Preferred Stock
Unaffiliated Common Stock
Property & Equipment

Asset Concentration

Total H1

H2 - Underwriting Risk

Net Underwriting Risk

Rate Guaranty - 15-36 Months
Rate Guaranty - Over 36 Months
Assessment Risk (Non-Guaranty Fund)
Stop Loss

Disability Income

Long-Term Care

Limited Benefit Plans

Premium Stabilization Reserve
Total H2

H3 - Credit Risk

Total Reinsurance
Intermediaries Credit Risk

Total Other Receivables

Total H3

H4 - Business Risk
Administrative Expense
Non-Underwritten & Limited Risk Business

Premiums Subject to Guaranty Fund
Assessments

Excessive Growth

Total H4

Total RBC

RBC After Covariance
Total Adjusted Capital
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2001
(000)
673

21,985
254,893
331,747
507,891
348,127

4,757
0
1,469,399

3,444
38,900
11,818

137,559
46,049

268,968

48

4,708
672,729
276,971
243,970

1,705,165

9,984,201
54,621
2,370
169,021
67,298
688

109

2,352
229,944
10,050,716

4,690
526,878
304,038
835,606

738,443
330,325

89,025

300,992
1,458,786
15,519,672
12,240,431
26,429,478

2002
(000)
688

16,093
339,376
287,208
671,445
406,431

3,035
0
1,723,589

4,553
35,987
4,384
173,642
74
319,248

71

3,951
611,722
316,225
195,358

1,665,216

10,705,857
26,111
9,256
179,839
101,433
161

1,474
1,273
-306,007
10,719,397

3,342
557,822
300,887
862,050

769,286
413,536

101,936

166,529
1,451,287
16,421,539
13,080,772
30,070,875

2003
(000)
698

27,180
473,631
309,976
778,397
424,886

3,225
0
2,017,294

5,484
44,026
0
251,173
2,403
388,851

100

7,661
1,028,889
340,169
255,693
2,324,449

11,596,420
33,665
10,547

223,542
142,786

4

669

1,049
-273,830
11,734,853

3,407
533,068
332,004
868,476

808,187
495,299

136,178

224,402
1,664,065
18,609,137
14,659,675
39,259,231

Percent of Total RBC

2001 2002

0.14%
1.64%
2.14%
3.27%
2.24%
0.03%
0.00%
9.47%

0.02%
0.25%
0.08%
0.89%
0.30%
1.73%

0.00%

0.03%
4.33%
1.78%
1.57%
10.99%

64.33%
0.35%
0.02%
1.09%
0.43%
0.00%
0.00%
0.02%
-1.48%
64.76%

0.03%
3.39%
1.96%
5.38%

4.76%
2.13%

0.57%

1.94%
9.40%
100.00%
78.87%
170.30%

0.10%
2.07%
1.75%
4.09%
2.47%
0.02%
0.00%
10.50%

0.03%
0.22%
0.03%
1.06%
0.00%
1.94%

0.00%

0.02%
3.73%
1.93%
1.19%
10.14%

65.19%
0.16%
0.06%
1.10%
0.62%
0.00%
0.01%
0.01%
-1.86%
65.28%

0.02%
3.40%
1.83%
5.25%

4.68%
2.52%

0.62%

1.01%
8.84%
100.00%
79.66%
183.12%

2003

0.15%
2.55%
1.67%
4.18%
2.28%
0.02%
0.00%
10.84%

0.03%
0.24%
0.00%
1.35%
0.01%
2.09%

0.00%

0.04%
5.53%
1.83%
1.37%
12.49%

62.32%
0.18%
0.06%
1.20%
0.77%
0.00%
0.00%
0.01%

-1.47%

63.06%

0.02%
2.86%
1.78%
4.67%

4.34%
2.66%

0.73%

1.21%
8.94%
100.00%
78.78%
210.97%
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The aggregate RBC by
major covariance elements
for 2001-2003 is shown in
Table 4. As might be
expected, the greatest portion
of RBC for 2003 comes
directly from net under-
writing risk, which accounts
for 63% of the total. The next
highest factors for 2003 are
affiliated and non-affiliated
asset risk, which weigh in at
eleven and twelve percent
respectively.

Figure 1 shows the
percentage breakdown of the
aggregate RBC by component
for 2003. H2 - Underwriting
Risk constitutes most of the
aggregate RBC, as expected.
Asset Risk (HO and HI1)
becomes more prominent as
the asset size increases and
Business Risk (H4) becomes
less prominent. For example,
Business Risk is 17 percent of
the total RBC for companies
with less than $10 million in

Figure 1

total admitted assets, while
Asset Risk contributes only
four percent. Companies with
between $25 and $100 million
in assets have nine percent of
their RBC coming from
Business Risk and eight
percent from Asset Risk.
Companies with more than
$250 million in assets have
nine percent of their RBC
coming from Business Risk,
while 31 percent is contributed
by Asset Risk.

100%

80%

60%

40% -

20%

0%

LT 10M

NAIC Research Quarterly

10M-25M 25M-100M 100M-250M GT 250M

DHO MH1 OH2 OH3 MH4 |
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545 Washington Boulevard, 22-16
Jersey City, New Jersey 07310-1686
201-469-3069

Insurance Data Management Association Contact: rpenberthy@idma.org

Please visit our Web site at www.idma.org

What can the Insurance Data Management Association (IDMA) do for you and your
organization?

22

Provide non-adversarial forums involving industry and regulators

Use traditional education and informational documents and other means to advance
the interests of member insurance data managers and their employees

Update members on vital issues through seminars and symposia

Publish an independent monthly bulletin of key, timely information for data
managers

Publish and update twice yearly an Inventory of Carrier Reports to assist in complying
with special data requests and avoiding fines

Maintain a unique curriculum, leading to a professional certification, to ensure
that IDMA’s graduates understand a wide spectrum of data management and
customer-related topics

Carry on cooperative ventures with organizations such as the CAS, IASA, ACORD,
RIMS, IAIABC and NAIC to share ideas and expertise

You may view and purchase any of the NAIC’s publications
and insurance data products, including custom and
standardized products from annual and quarterly data reported
at www.naic.org/insprod.

The NAIC 2003 catalog is available in hardcopy or CD-ROM.
You may request a copy from the NAIC Insurance Products &
Services Division’s Customer Service Department at:

NAIC Insurance Products & Services Division
2301 McGee Street, Suite 800
Kansas City, MO 64108
Phone: 816.783.8300
Fax: 816.460.7593
E-mail: prodserv@naic.org.
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2003 Property and Casualty and
Life/Health Insurance Results

By Thomas Kindred, Jr., Research Financial Analyst III

The Property/Casualty
(P&C)

Profitability

Overall, the property/
casualty insurance industry
experienced an improvement
in underwriting performance
in 2003. This is supported by
an aggregated loss ratio of
75.1 percent that was 6.3
points lower than the 2002
ratio of 81.4 percent, and 12.9
points lower than the 2001

mark of 88.0 percent. The
aggregated expense and
policyholder dividend ratios,
of 24.7 percent and 0.5
percent, changed slightly
when compared to 2002
results of 25.3 percent and
0.6, respectively.

Statutory rate of return
on net worth of 8.2 percent in
2003 was 6.5 points up from
a ratio of 1.7 percent in 2002,
and 7.9 points up from a ten-
year low of 0.3 percent in

2001. Although the P & C
industry progressed over the
prior year with a 5-year high
in profitability, the P&C
industry still lagged behind
Fortune Magazine’s “All
Industry” return on net of
12.6 percent at year-end
2003.

Capacity/Leverage

By year 2003, policyholder
surplus had increased 16.4

Comparison of Rates of Return on Net Worth

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

1994 - 1998

(In Percent)

(1) (2)
NAIC Property /Casualty Fortune Magazine “All
Insurance Industry”
6.5 13.7
8.8 14.0
9.0 14.1
11.4 13.9
9.2 13.4
6.5 15.2
6.6 14.6
0.3 10.4
1.7 10.2
8.2 12.6
8.9 13.8*
6.8 13.2*

1994 - 2003
Averages

(1) Returns are calculated using mean net worth.
(2) Returns are calculated using year-end net worth

NAIC Profitability By Line By State in 2003

NAIC Research Quarterly
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percent or $49.3 billion to
$351 billion from $301.7
reported at year-end 2002;
therefore, the increase in
surplus has enhanced the
industry's capacity to support
more business. Also, gross
and net premiums increased

at a slower pace than
surplus, thus reducing the
industry's leverage position.
The gross premiums written
to surplus ratio for 2003 was
144.3 percent and net
premiums written to surplus
was for 113.9 percent,
compared to 160.3 percent

and 126.5 percent at 2002.
Therefore, for every $1.44 in
gross premiums written the
industry had $1 in surplus to
support that exposure. In
addition, the reserves to
surplus ratio improved to
119.8 percent from 139.2
percent.

Combined Property/Casualty Insurance Industry
Ratio Analysis
Ratios 2003 | 2002 | 2001 | 2000 | 1999
Gross Premium Written to Surplus
[(page 8, line 34, columns 1 + 2 + 3) / (page 3, line 35, column 1)]*100 |144.3 |(160.3 |[137.1 |118.1 |105.0
Net Premium Written to Surplus
[(page 8, line 34, column 6) / (page 3, line 35, column 1)]*100 1139 |126.5 [108.5 92.3 85.5
Reserves to Surplus
[(page 3, lines 1 + 3, column 1) / page 3, line 35, column 1)]*100 119.8 |139.2 |[128.8 |112.4 |110.7
Loss Ratio
[(page 4, lines 2 + 3, column 1) / (page 4, line 1, column 1)]*100 75.1 81.4 88.0 81.0 78.8
Expense Ratio
[(page 4, lines 4 + 5, column 1) / (page 8, line 34, column 6)]*100 24.7 25.3 26.6 27.7 28.0
Policyholder Dividend Ratio
[(page 4, line 17, column 1) / page 4, line 1, column 1)]*100 0.5 0.6 0.8 1.4 1.3
Combined Ratio
[(Loss Ratio + Expense Ratio + Policyholder Dividend Ratio)] 100.3 |107.3 |(115.4 |110.1 |108.1
Life/Health (L&H) 2002. Although premiums decrease in  aggregate

Profitability

Since 1992, L&H insurers
generally have experienced
growth in premiums and
annuity considerations for
life, accident and health
policies and contracts;
however, in 2003, life
insurer's reported an
aggregated $8.5 billion or 1.7
percent decline to $500.2
billion from $508.7 billion in

24

dipped from last year,
insurers registered a $22.4
billion or $308.3 percent
increase in net income to
$29.7 billion from $7.3 billion.
The rise in net income was
primarily due to a 1.8 percent
or $2.6 billion increase in
net investment income
coupled with a 152.1 percent
or $17.3 billion increase in
reserve adjustment on
reinsurance ceded, and a
18.8 percent or $28 billion

reserves for life and accident
and health contracts to
$122.1 billion from $150.3
billion. Also, net transfers to
separate accounts net of
reinsurance increased $10.4
billion or 35.1 percent.

Assets/Liabilities/
Surplus

L&H insurers total assets
increased 12.9 percent in
2003 to $3.9 trillion over the

Winter 2004
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Percent Change

350.00
300.00 -
250.00 .\\
& 200.00 \ —&—Total Assets
g 150.00 \ —— Net Income
o 1000 Total Liabilities
= 50.00 - \ Surplus
(5000) | 2003 2 2000 1999
(100.00)
Year
2003 2002 2001 2000 1999
Total Assets 12.85 3.16 2.73 2.23 9.90
Net Income 308.31 (52.36) (40.95) 2.88 14.72
Total Liabilities 12.77 3.18 2.80 1.98 10.19
Surplus 14.27 3.11 1.68 5.64 5.94
prior year result of $3.4 reserve for life policies and amounts withheld or

trillion. This increase can be
attributed to the growth in
bonds of 10.8 percent to
$1,890 billion from $1,705
billion. Bonds were 49.0
percent of total L&H company
assets, down from the 2002
mark of 49.9 percent.
Common stocks increased 16
percent to $116.1 billion from
$100.1 billion in 2002, which
were 3.0 percent of total L&H
insurer company assets.

Total liabilities increased
12.8 percent to $3,582 billion
from $3,176 billion, primarily
because of the combination of
an increase aggregate

NAIC Research Quarterly

contracts, aggregate reserve
for accident and health
contracts, liability for deposit-
type contracts, and amounts
withheld or retained by
company as agent or trustee.
Life/health insurers aggre-
gate reserve for life policies
and contracts increased 7.1
percent to $1,694 billion in
2003 from $1,582 billion in
2002. Also, aggregate
reserve for accident and
health contracts increased
9.3 percent to $120.2 billion
in 2003 from $109.9 billion
in 2002. Liability for deposit-
type contracts rose 10.9
percent to $284.2 billion from
$256.3 billion. Additionally,

retained by company as agent
or trustee increased 39.3
percent to $29.1 billion from
$20.9 billion.

Unassigned funds rose
28.4 percent or $23.6 billion to
$106.8 billion from $83.2
billion. Gross paid in and
contributed surplus increased
8.4 percent to $130.4 billion
in 2003 from $120.4 billion
in 2002. The rise in
unassigned fund and gross
paid in and contributed
surplus were the primary
contributors to a 14.3
percent increase in surplus
to $270.6 billion from $236.8
billion in 2002.
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2003 Property/Casualty Assets

ASSETS

. Bonds (Schedule D)
. Stocks (Schedule D)

Preferred stocks

Common stocks

. Mortgage loans on real estate (Schedule B):

First liens

Other than first liens

. Real estate (Schedule A):

Properties occupied by the company
Properties held for the production of income

Properties held for sale

. Cash, cash equivalents and short-term investments
. Contract loans

. Other invested assets (Schedule BA)

. Receivable for securities

. Aggregate write-ins for invested assets

Subtotals, cash and invested assets (Lines 1 to 9)

. Investment income due and accrued

Premiums and considerations:
Uncollected premiums and agents' balances in the course of
collection

Deferred premiums, agents' balances and installments
booked but deferred and not yet due

Accrued retrospective premiums

Reinsurance:

Amounts recoverable from reinsurers

Funds held by or deposited with reinsured companies
Other amounts receivable under reinsurance contracts
Amounts receivable relating to uninsured plans
Current federal and foreign income tax recoverable and
interest thereon

Net deferred tax asset

Guaranty funds receivable or on deposit

Electronic data processing equipment and software
Furniture and equipment, including health care delivery
assets

Net adjustments in assets and liabilities due to foreign
exchange rates

Receivable from parent, subsidiaries and affiliates
Health care and other amounts receivable

Other assets nonadmitted

Aggregate write-ins for other than invested assets
Total assets excluding Separate Accounts, Segregated
Accounts and Protected Cell Accounts (Lines 10-23)

From Separate Accounts, Segregated Accounts and
Protected Cell Accounts

TOTALS (Lines 24 and 25)
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2003

Assets
614,990,300,620

14,482,875,853
169,089,532,702

2,590,877,185
11,260,900

7,731,127,887
453,065,294
511,561,438
88,628,214,454
645,434
30,126,947,338
2,554,369,973
4,160,815,331
935,331,594,413
8,277,167,117

30,113,427,200

57,597,015,983

3,367,336,620

18,124,942,252
6,634,978,083
562,676,810
93,260,369
2,452,556,069

14,788,178,279
859,577,383

1,571,405,204
8,168,206

32,393,805

5,466,405,650
89,916,067
6,029,625
23,443,414,616
1,108,820,443,734

71,289,828

1,108,891,733,562

Prior Year

Net Admitted Net Admitted

Assets
540,106,391,873

13,376,644,721
138,424,561,663

2,376,077,475
12,915,933

7,981,417,482
475,914,440
328,805,621
66,899,061,866
30,418,981,484
1,933,403,603
6,884,207,046
809,218,383,200
7,753,289,113

30,196,600,759

51,565,398,988

3,134,518,763

17,703,535,961
7,029,219,314
192,402,383
197,577,085
2,969,560,972

13,751,632,323
707,590,853
1,725,435,356
6,388,901

15,966,385

7,112,706,847
283,117,683
36,600,173
23,835,621,956
977,435,547,004

977,435,547,004

%
$ Change  Change
74,883,008,747 13.9
1,106,231,132 8.3
30,664,971,039 22.2
214,799,710 9.0
(1,655,033) (12.8)
(250,289,595) (3.1)
(22,849,146) (4.8)
182,755,817 55.6
21,729,152,588 32.5
(292,034,146) (1.0)
620,966,370 32.1
(2,723,391,715) (39.6)
126,113,211,213 15.6
523,878,004 6.8
(83,173,559) (0.3)
6,031,616,995 11.7
232,817,857 7.4
421,406,291 2.4
(394,241,231) (5.6)
370,274,427 192.4
(104,316,716) (52.8)
(517,004,903) (17.4)
1,036,545,956 7.5
151,986,530 21.5
(154,030,152) (8.9)
1,779,305 27.8
16,427,420 102.9
(1,646,301,197) (23.1)
(193,201,616) (68.2)
(30,570,548) (83.5)
(392,207,340) (1.6)
131,384,896,730 13.4
131,456,186,558 13.4
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2003 Property/Casualty Assets Percent of Total

ASSETS
1. Bonds (Schedule D)

2. Stocks (Schedule D)
2.1 Preferred stocks
2.2 Common stocks
3. Mortgage loans on real estate (Schedule B):
3.1 First liens
3.2 Other than first liens
4. Real estate (Schedule A):
4.1 Properties occupied by the company
4.2 Properties held for the production of income

4.3 Properties held for sale

5. Cash, cash equivalents and short-term investments

6. Contract loans

7. Other invested assets (Schedule BA)

8. Receivable for securities

9. Aggregate write-ins for invested assets
10. Subtotals, cash and invested assets (Lines 1 to 9)
11. Investment income due and accrued
12. Premiums and considerations:

12.1 Uncollected premiums and agents' balances in the
course of collection
12.2 Deferred premiums, agents' balances and
installments booked but deferred and not yet due
12.3 Accrued retrospective premiums
13. Reinsurance:
13.1 Amounts recoverable from reinsurers
13.2 Funds held by or deposited with reinsured
companies
13.3 Other amounts receivable under reinsurance
contracts
14. Amounts receivable relating to uninsured plans
15.1 Current federal and foreign income tax recoverable
and interest thereon
15.2 Net deferred tax asset

16. Guaranty funds receivable or on deposit
17. Electronic data processing equipment and software

18. Furniture and equipment, including health care
delivery assets

19. Net adjustments in assets and liabilities due to
foreign exchange rates

20. Receivable from parent, subsidiaries and affiliates

21. Health care and other amounts receivable

22. Other assets nonadmitted

23. Aggregate write-ins for other than invested assets

24. Total assets excluding Separate Accounts,
Segregated Accounts and Protected Cell Accounts

25. 25. From Separate Accounts, Segregated Accounts
and Protected Cell Accounts

26. TOTALS (Lines 24 and 25)

NAIC Research Quarterly

2003
Net Admitted
Assets
614,990,300,620

14,482,875,853
169,089,532,702

2,590,877,185
11,260,900

7,731,127,887
453,065,294
511,561,438
88,628,214,454
645,434
30,126,947,338
2,554,369,973
4,160,815,331
935,331,594,413
8,277,167,117

30,113,427,200
57,597,015,983

3,367,336,620

18,124,942,252
6,634,978,083

562,676,810

93,260,369
2,452,556,069

14,788,178,279
859,577,383
1,571,405,204
8,168,206

32,393,805

5,466,405,650
89,916,067
6,029,625
23,443,414,616
1,108,820,443,734

71,289,828

1,108,891,733,562

Prior Year
Net Admitted
Assets

540,106,391,873

13,376,644,721
138,424,561,663

2,376,077,475
12,915,933

7,981,417,482
475,914,440
328,805,621
66,899,061,866
30,418,981,484
1,933,403,603
6,884,207,046
809,218,383,200
7,753,289,113

30,196,600,759
51,565,398,988

3,134,518,763

17,703,535,961
7,029,219,314

192,402,383

197,577,085
2,969,560,972

13,751,632,323
707,590,853
1,725,435,356
6,388,901

15,966,385

7,112,706,847
283,117,683
36,600,173
23,835,621,956
977,435,547,004

977,435,547,004
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2003
% of

total
55.5

1.3
15.2

0.2
0.0

0.7
0.0
0.0
8.0

2.7
0.2
0.4
84.3
0.7

2.7
5.2

0.3

1.6
0.6

0.1

0.0
0.2

1.3
0.1
0.1
0.0

0.0

0.5
0.0
0.0
2.1
100.0

100.0

2002

% of total
55.3

1.4
14.2

0.2
0.0

0.8
0.0
0.0
6.8

3.1
0.2
0.7
82.8
0.8

3.1
5.3

0.3

1.8
0.7

0.0

0.0
0.3

1.4
0.1
0.2
0.0

0.0

0.7
0.0
0.0
2.4
100.0

100.0
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2003 Property/Casualty Liabilities

LIABILITIES, SURPLUS AND
OTHER FUNDS

. Losses

. Reinsurance payable on paid loss and loss
adjustment expenses

3. Loss adjustment expenses

4. Commissions payable, contingent commissions

and other similar charges

5. Other expenses (exclu taxes, licenses & fees)

6. Taxes, licenses & fees (excluding federal & foreign

income taxes)

7.1 Current federal and foreign income taxes,

including realized capital gains (losses)

7.2 Net deferred tax liability

8
9
10
11

. Borrowed money and interest thereon
. Unearned premiums
. Advance premium

. Dividends declared and unpaid:

11.1 Stockholders
11.2 Policyholders

12

13.

14.

15.

15

16.
17.
18.
19.
20.
21.

22.
23.
24.

25.
26.
27.
28.
29.
30.

31.

32

33.
34.

. Ceded reinsurance premiums payable (net of
ceding commission)

Funds held by company under reinsurance
treaties

Amounts withheld or retained by company for
accounts of others

Remittances and items not allocated

. Excess of statutory reserves over statement
Provision for reinsurance

Net adjustments in assets & liab due to foreign
Drafts outstanding

Payable to parent, subsidiaries and affiliates
Payable for securities

Liability for amounts held under uninsured
accident and health plans

Capital notes and interest thereon

Aggregate write-ins for liabilities

Total liabilities excluding protected cell liabilities
(Ln 1-23)

Protected cell liabilities

Total liabilities (Lines 24 and 25)

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)

Less treasury stock, at cost

34.1 shares common

34.2 shares preferred

35
36

. Surplus as regards policyholders (Pg 4, Ln 38)
. TOTALS (Page 2, Line 26, Column 3)

28

2003

352,283,210,163.00

3,744,471,985.00
68,281,234,584.00

4,327,354,353.00
17,796,981,649.00

4,946,729,448.00

2,789,572,441.00
11,247,417,992.00
4,920,753,991.00
168,886,221,943.00
5,481,471,984.00

199,781,664.00
816,202,058.00

15,219,633,601.00

31,826,675,529.00

6,317,537,538.00
880,854,200.00

5,657,804,385.00

549,475,269.00
4,330,438,578.00
2,608,942,524.00
6,861,693,179.00

5,362,399.00
33,913,826.00
37,885,766,025.00

757,899,501,307.00
757,899,501,307.00
27,325,885,655.00
3,567,697,019.00
1,712,471,804.00

529,341,527.00
9,808,869,593.00
108,842,304,867.00
200,181,067,802.00

966,067,524.00
9,338,220.00
350,992,232,529.00
1,108,891,733,829.00

Prior Year

353,302,623,010.00

3,603,831,452.00
67,888,321,071.00

3,943,970,246.00
16,672,792,095.00

5,136,861,071.00

8,486,118,279.00

4,896,478,617.00
159,802,960,089.00
5,252,169,012.00

165,017,145.00
1,043,940,414.00

16,984,592,682.00
28,849,489,612.00

5,803,619,176.00
1,343,018,451.00

6,047,439,171.00
672,458,051.00
4,205,522,040.00
3,200,373,464.00
10,690,483,458.00

3,970,476.00
87,753,496.00
38,290,641,662.00

746,374,444,249.00
746,374,444,250.00
22,260,798,056.00
3,651,665,989.00
1,816,856,615.00

220,816,054.00
8,274,007,107.00
108,567,355,954.00
157,865,756,619.00

979,481,157.00
14,856,540.00
301,662,918,698.00
1,048,037,362,945.00

$ Change % Change
(1,019,412,847) (0.3)
140,640,533 3.9
392,913,513 0.6
383,384,107 9.7
1,124,189,554 6.7
(190,131,623) (3.7)
(5,696,545,838) (67.1)
24,275,374 0.5
9,083,261,854 5.7
229,302,972 4.4
34,764,519 21.1
(227,738,356) (21.8)
(1,764,959,081) (10.4)
2,977,185,917 10.3
513,918,362 8.9
(462,164,251 (34.4)
(389,634,786) (6.4)
(122,982,782) (18.3)
124,916,538 3.0
(591,430,940) (18.5)
(3,828,790,279) (35.8)
1,391,923 35.1
(53,839,670) (61.4)
(404,875,637) (1.1)
11,525,057,058 1.5
11,525,057,057 1.5
5,065,087,599 22.8
(83,968,970) (2.3)
(104,384,811) (5.7)
308,525,473 139.7
1,534,862,486 18.6
274,948,913 0.3
42,315,311,183 26.8
(13,413,633) (1.4)
(5,518,320) (37.1)
49,329,313,831 16.4
60,854,370,884 5.8
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9.
10.
11.

12.

13.
14.
15.
16.

17.
18

19.
20.

21.

22.
22.
23.
23.

24.
25.
26.
27.
28.
29.

29.
30.
31.
31.1
31.2

2003 Property/Casualty Underwriting and Investment Exhibit
UNDERWRITING AND INVESTMENT

EXHIBIT

. Premiums earned

DEDUCTIONS

. Losses incurred
. Loss expenses incurred

Other underwriting expenses incurred
Aggregate write-ins for underwriting deductions

. Total underwriting deductions (Items 2-5)

Net income of protected cells

. Net underwriting gain/loss (Ln 1 minus 6 plus Ln

INVESTMENT INCOME
Net investment income earned
Net realized capital gains or (losses)
Net investment gain or (loss) (Lines 9 + 10)

OTHER INCOME

Net gain or (loss) from agents or premium balances
charged off
Finance & serv charges not includ in premiums
Aggregate write-ins for miscellaneous income
Total other income (Lines 12 thru 14)
Net income before dividend to plcyhldr and before
fed and foreign inc tax (Ln 8 + 11 + 15)
Dividends to policyholders

. Net income after dividend to plyhldr but before

federaland foreign inc tax (Ln 16 minus 17)
Federal and foreign income taxes incurred
Net income (Line 18 minus 19)(to Line 22)
CAPITAL AND SURPLUS ACCOUNT
Surplus as regards plcyhldrs, Dec 31 prior yr

GAINS AND (LOSSES) IN SURPLUS
Net income (from Line 20)

Change in foreign exchange adjustment

Net unrealized capital gains or losses

Change in excess of statutory reserves over
statement reserves

Change in net unrealized foreign exch capital
Change in net deferred income tax

Change in non-admitted assets

Change in provision for reinsurance

Change in surplus notes

Surplus (contributed to) withdrawn from protected
cells

Extraordinary amounts of taxes for prior years
Cumulative effect of changes in accounting
Capital changes:

Paid in

Transferred from surplus (Stock Dividend)

31.3 Transferred to surplus

32.
32.1
32.2

Surplus adjustments:
Paid in
Transferred to capital (Stock Dividend)

32.3 Transferred from capital

33.
34.
35.
36.
37.

38.

Net remittances from or (to) Home Office
Dividends to stockholders

Change in treasury stock

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards plcyhldrs for yr (Ln
22-36)

Surplus as regards policyholders, Dec 31 current
year (Lines 21 + 37)

NAIC Research Quarterly

2003
383,144,422,333

238,046,722,816
49,798,713,977
08,227,548,439
389,866,811
386,462,852,054

(3,318,429,727)

38,249,635,652
6,697,157,021
44,946,792,658

(1,086,643,155)

2,242,173,645
(1,356,323,863)
(200,793,370)
41,427,569,557

2,074,829,041
39,352,740,515

10,517,658,489
28,835,082,021

289,205,073,635
28,835,082,021

26,449,930,512

198,309,086
3,331,333,226
(564,857,924)
101,372,571
1,556,174,345
187,538

(7,934,367)

944,185,264
37,942,227
281,651,691

10,950,372,521
(411,749,968)
(393,072,725)
(95,371,981)
(9,164,955,986)
18,587,296
(267,148,571)
61,787,158,909

350,992,232,553

Prior Year
360,694,762,280

247,733,447,966
45,795,031,131
96,380,056,841
224,865,099
390,133,401,036

(29,438,638,767)

40,986,349,725
3,160,932,120
44,147,281,844

(1,047,640,855)

2,113,260,064
(1,791,106,357)

(725,487,151)
13,983,155,932

2,248,511,681
11,734,644,253

2,026,668,807
9,707,975,456

302,830,089,117
9,707,975,456

(23,847,741,564)

107,049,369
10,909,636,851
(9,146,369,331)
(532,897,615)
1,528,223,446

1,698,388,638

572,180,877
29,160,027
13,165,374

16,437,012,388
(29,150,027)
(25,456,024
11,479,749
(7,646,098,156)
(9,328,620)
(944,400,393)
(1,167,169,565)

301,662,919,556

$ Change
22,449,660,053

(9,686,725,150)
4,003,682,846
1,847,491,598

165,001,712

(3,670,548,982)

26,120,209,040

(2,736,714,073)
3,536,224,901
799,510,814

(39,002,300)

128,913,581
434,782,494
524,693,781

27,444,413,625

(173,682,640)
27,618,096,262

8,490,989,682
19,127,106,565

(13,625,015,482)
19,127,106,565

50,297,672,076

91,259,717
(7,578,303,625)
8,581,511,407
634,270,186
27,950,899
187,538

(1,706,323,005)

372,004,387
8,782,200
268,486,317

(5,486,639,867)
(382,599,941)
(367,616,701)
(106,851,730)

(1,518,857,830)
27,915,916
677,251,822
62,954,328,474

49,329,312,997

© 2004 National Association of Insurance Commissioners

%
Change
6.2

(4)
9
2

73

(1)

89

3.7

6.1
24.3
72.3

196.3

(7.7)
235.4

419.0
197.0

(4.5)

197.0

210.9

85.3
(69.5)
93.8
119.0

1.8

(100.5)

65.0
30.1
2,039.3

(33.4)
(1,312.5)
(1,444.1)
(930.8)
(19.9)
299.3
71.7
5,393.8

16.4

29



1.
2.
2.1
2.2
3.
3.1
3.2
4.
4.1

12.1

12.2

12.3

13.
13.1
13.2

13.3

14.
15.1

15.2
16.
17.
18.

19.

20.
21.
22.
23.
24.

25.

26.

30

2003 Life/Health Assets

ASSETS
Bonds (Schedule D)

Stocks (Schedule D)

Preferred stocks

Common Stocks

Mortgage loans on real estate (Schedule B)
First liens

Other than first liens

Real estate (Schedule A)

Properties occupied by the company
Properties held for the production of income

Properties held for sale

. Cash and short-term investments
. Contract loans
. Other invested assets

. Receivable for securities

Aggregate write-ins for invested assets

. Subtotals, cash and invested assets (Lines 1 to 9)
. Investment income due and accrued

. Premiums and considerations:

Uncollected premiums and agents' balances in the
course of collection but deferred and not yet due

Deferred premiums, agents' balances and installments
booked

Accrued retrospective premiums
Reinsurance:
Amounts recoverable from reinsurers

Funds held by or deposited with reinsured companies
Other amounts receivable under reinsurance contracts

Amounts receivable relating to uninsured plans
Current federal and foreign income tax recoverable and
interest thereon

Net deferred tax assets

Guaranty funds receivable or on deposit
Electronic data processing equipment and software

Furniture and equipment, including health care delivery
assets

Net adjustments in assets and liabilities due to foreign
exchange rates

Receivables from parent, subsidiaries and affiliates
Health care and other amounts receivable

Other assets nonadmitted

Aggregate write-ins for other than invested assets
Total assets excluding Separate Accounts, Segregated
Accounts and Protected Cell Accounts (Lines 10 to 23)
From Separate Accounts, Segregated Accounts and
Protected Cell Accounts

Total (Lines 24 and 25)

© 2004 National Association of Insurance Commissioners

2003
Net Admitted
Assets

1,889,771,458,961

29,521,363,396
116,079,253,637

252,654,742,322
929,536,830

5,830,255,551
12,463,795,004
1,600,452,555
76,796,681,829
103,947,773,576
58,544,757,998
4,107,370,935
14,198,864,576
2,566,446,307,165
28,901,662,766

10,624,794,450

138,375,850

3,418,482,755
6,529,616,714

3,360,000,820

1,616,749,180
2,411,404,282

14,373,553,104
448,855,195
698,693,324
13,374,044

5,164,427

5,350,661,382
405,923,736
536,855
22,727,405,310
2,677,786,703,899

1,179,711,373,969

3,857,498,077,865

Prior Year
Net Admitted
Assets

1,704,819,056,874

24,556,557,406
100,096,396,349

242,508,889,822
921,232,477

5,953,738,619
13,514,897,391
2,300,978,662
84,512,403,188
104,403,979,270
53,953,543,863
3,124,394,892
10,367,075,758
2,351,033,144,580
28,294,888,764

9,773,866,159

149,346,522

3,128,508,034
3,545,787,336

3,086,450,727

1,046,086,500
3,595,841,062

14,636,523,495
512,115,487
834,081,438
11,767,843

(2,077,461)

7,395,757,032
574,190,311
38,010,827
21,634,104,953
2,459,860,472,070

958,252,780,705

3,418,113,252,778

$ Change

184,952,402,087

4,964,805,990
15,982,857,288

10,145,852,500
8,304,353

(123,483,068)
(1,051,102,387)
(700,526,107)
(7,715,721,359)
(456,205,694)
4,591,214,135
982,976,043
3,831,788,818
215,413,162,585
606,774,002

850,928,291

(10,970,672)

289,974,721
2,983,829,378

273,550,093

570,662,680
(1,184,436,780)

(262,970,391)

(63,260,292)

(135,388,114)
1,606,201

7,241,888

(2,045,095,650)
(168,266,575)
(37,473,972)
1,093,300,357
217,926,231,829

221,458,593,264

439,384,825,087

%
Change

10.8

20.2
16.0

4.2
0.9

2.1)
(7.8)
(30.4)
(9.1)
(0.4)
8.5
31.5
37.0
9.2
2.1

8.7

(7.3)

9.3
84.2

8.9

54.6
(32.9)

(1.8)
(12.4)
(16.2)

13.6

348.6

(27.7)

(29.3)

(98.6)
5.1
8.9

23.1

12.9
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1.
2.
2.1
2.2
3.
3.1
3.2

4.1
4.2
4.3

O ® N O

12.3

13.
13.1
13.2
13.3

14.
15.1

15.2
16.
17.
18.
19.

20.
21.
22.
23.
24.

25.

26.

2003

ASSETS
Bonds (Schedule D)

Stocks (Schedule D)

Preferred stocks

Common Stocks

Mortgage loans on real estate (Schedule B)
First liens

Other than first liens

. Real estate (Schedule A)

Properties occupied by the company
Properties held for the production of income

Properties held for sale

. Cash and short-term investments

. Contract loans

. Other invested assets

. Receivable for securities

. Aggregate write-ins for invested assets

. Subtotals, cash and invested assets (Lines 1 to 9)
. Investment income due and accrued

. Premiums and considerations:

Uncollected premiums and agents' balances in the course
of collection but deferred and not yet due

Deferred premiums, agents' balances and installments
booked

Accrued retrospective premiums

Reinsurance:

Amounts recoverable from reinsurers

Funds held by or deposited with reinsured companies
Other amounts receivable under reinsurance contracts
Amounts receivable relating to uninsured plans

Current federal and foreign income tax recoverable and
interest thereon

Net deferred tax assets

Guaranty funds receivable or on deposit

Electronic data processing equipment and software
Furniture and equipment, including health care delivery
Net adjustments in assets and liabilities due to foreign
exchange rates

Receivables from parent, subsidiaries and affiliates
Health care and other amounts receivable

Other assets nonadmitted

Aggregate write-ins for other than invested assets
Total assets excluding Separate Accounts, Segregated
Accounts and Protected Cell Accounts (Lines 10 to 23)

From Separate Accounts, Segregated Accounts and
Protected Cell Accounts

Total (Lines 24 and 25)

NAIC Research Quarterly

2003
Net Admitted
Assets
1,889,771,458,961

29,521,363,396
116,079,253,637

252,654,742,322
929,536,830

5,830,255,551
12,463,795,004
1,600,452,555
76,796,681,829
103,947,773,576
58,544,757,998
4,107,370,935
14,198,864,576
2,566,446,307,165
28,901,662,766

10,315,142,550
10,624,794,450

138,375,850

3,418,482,755
6,529,616,714
3,360,000,820
1,616,749,180
2,411,404,282

14,373,553,104
448,855,195
698,693,324
13,374,044
5,164,427

5,350,661,382
405,923,736
536,855
22,727,405,310
2,677,786,703,899

1,179,711,373,969

3,857,498,077,865

Life/Health Assets Percent of Total

Prior Year
Net Admitted
Assets
1,704,819,056,874

24,556,557,406
100,096,396,349

242,508,889,822
921,232,477

5,953,738,619
13,514,897,391
2,300,978,662
84,512,403,188
104,403,979,270
53,953,543,863
3,124,394,892
10,367,075,758
2,351,033,144,580
28,294,888,764

10,572,078,467
9,773,866,159

149,346,522

3,128,508,034
3,545,787,336
3,086,450,727
1,046,086,500
3,595,841,062

14,636,523,495
512,115,487
834,081,438
11,767,843
(2,077,461)

7,395,757,032
574,190,311
38,010,827
21,634,104,953
2,459,860,472,070

958,252,780,705

3,418,113,252,778

2003

% of total
49.0

0.8
3.0

6.5
0.0

0.2
0.3
0.0
2.0
2.7
1.5
0.1
0.4
66.5
0.7

0.3
0.3

0.0

0.1
0.2
0.1
0.0
0.1

0.4
0.0
0.0
0.0
0.0

0.1
0.0
0.0
0.6
69.4

30.6

100.0
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2002

% of total
49.9

0.7
2.9

7.1
0.0

0.2
0.4
0.1
2.5
3.1
1.6
0.1
0.3
68.8
0.8

0.3
0.3

0.0

0.1
0.1
0.1
0.0
0.1

0.4
0.0
0.0
0.0

(0.0)

0.2
0.0
0.0
0.6
72.0

28.0

100.0

31



1
2.
3.
4.1
4.2

6.1
6.2
6.3

9.1
9.2
9.3
9.4

11.

12.

14.
15.1
15.2

16.

17.
18

20.

21.
22.

23.
24.1
24.2
24.3

24.4
24.5
24.6

24.7
24.8
24.9

25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.1
36.2
37.
38.
39.
32

2003 Life/Health Liabilities
LIABILITIES, SURPLUS & OTHER FUNDS

. Aggregate reserve for life contracts

Aggregate reserve for accident and health contracts
Liability for Deposit-type Contracts
Contract claims: Life

Contract claims: Accident and health

. Policyholders' dividends and coupons due and unpaid

2003
1,694,408,899,834
120,188,418,057
284,197,003,969
14,999,569,777
21,906,393,469
186,126,282

Prior Year
1,582,367,299,430
109,924,286,767
256,254,481,190
14,338,944,189
20,737,365,705
220,345,953

$ Change
112,041,600,404
10,264,131,290
27,942,522,779
660,625,588
1,169,027,764
(34,219,671)

Provision for policyholders' dividends and coupons payable in following calendar year — estimated amounts:

Dividends apportioned for payment
Dividends not yet apportioned
Coupons and similar benefits

. Amount provisionally held for deferred dividend policies

not included in Item 6

. Premiums and annuity considerations for life and

accident and health contracts received in advance
Surrender values on cancelled contracts
Provision for experience rating refunds

Other amounts payable on reinsurance

Interest maintenance reserve

. Commissions to agents due or accrued

Commissions and expense allowances payable on
reinsurance assumed

General expenses due or accrued

. Transfers to Separate Accounts due or accrued (net)

Taxes licenses & fees due/accru, excl fed inc taxes
Current federal and foreign income taxes

Net deferred tax liability

Unearned investment income

Amts withheld/retained by co. as agent or trustee

. Amounts heldfor agents' account

. Remittances and items not allocated

Net adjustment in assets and liabilities due to foreign
exchange rates

Liab-benefits for employee & agent not inclu above
Borrowed money and interest thereon

Dividends to stockholders declared and unpaid
Asset valuation reserve

Reinsurance in unauthorized companies

Funds held under reinsurance treaties with
unauthorized reinsurers

Payable to parent, subsidiaries and affiliates
Drafts outstanding

Liability for amounts held under uninsured accident
and health plans

Funds held under coinsurance

Payable for securities

Capital notes and interest thereon

Aggregate write-ins for liabilities

Total Liab. exclud Separate Acct business Ln 1-25
From Separate Accounts Statement

Total Liabilities (Line 26 and 27)

Common capital stock

Preferred capital stock

Aggregate write-ins for other than special surplus funds
Surplus notes

Gross paid in and contributed surplus

Aggregate write-ins for special surplus funds
Unassigned funds (surplus)

Less treasury stock, at cost: Common shares

Less treasury stock, at cost: Preferred shares
Surplus (Total items 31 + 32 + 33 + 34 + 35 - 36)
Totals of Items 29, 30 and 37 (Page 4, Line 55)
Totals of Items 28 and 38 (Page 2, Line 26, Col 3)

17,484,449,589
365,836,148
7,275,684

81,277

2,849,956,132
104,145,133
3,951,017,643
3,455,926,774
14,129,966,993
2,205,738,106

1,200,534,405
12,206,090,444
(22,510,432,150)
2,456,692,048
6,142,446,821
2,412,228,282
1,128,655,413
29,050,410,255
871,699,587
10,371,442,566

774,272,459
4,071,160,795
20,202,042,435
344,677,812
28,300,530,813
840,854,308

26,226,612,782
6,559,868,087
856,236,746

373,755,038
13,908,070,316
9,920,503,348
502,184,222
68,519,980,701
2,405,171,322,383
1,176,785,447,182
3,581,956,769,565
3,492,784,581
1,426,402,282
1,283,917,422
16,323,644,792
130,548,318,563
16,035,757,714
106,774,201,649
343,140,437
578,164
270,622,121,533
275,541,308,395
3,857,498,077,942

17,960,666,129
300,784,731
7,878,351

139,194

2,661,966,782
90,434,918
3,665,141,564
2,607,318,966
10,191,515,662
2,144,251,820

1,287,245,688
11,182,696,479
(19,341,930,904)
2,503,822,902
5,905,955,884
2,127,792,875
1,151,264,910
20,857,861,535
772,696,270
10,459,097,540

1,009,586,039
3,715,588,486
15,758,765,399
243,899,094
22,841,005,086
802,378,106

21,199,673,833
5,688,723,225
922,065,895

326,789,124
8,204,434,702
16,612,464,269
500,888,584
62,452,865,416
2,220,658,451,753
955,597,664,705
3,176,256,116,461
3,492,581,086
1,531,529,107
1,439,539,339
17,004,753,254
120,429,840,990
15,133,221,030
83,159,900,533
334,172,056
577,664
236,832,505,428
241,856,615,622
3,418,112,732,089

(476,216,540)
65,051,417
(602,667)

(57,917)

187,989,350
13,710,215
285,876,079
848,607,808
3,938,451,331
61,486,286

(86,711,283)
1,023,393,965
(3,168,501,246)
(47,130,854)
236,490,937
284,435,407
(22,609,497)
8,192,548,720
99,003,317
(87,654,974)

(235,313,580)
355,572,309
4,443,277,036
100,778,718
5,459,525,727
38,476,202

5,026,938,949
871,144,862
(65,829,149)

46,965,914
5,703,635,614
(6,691,960,921)
1,295,638
6,067,115,285
184,512,870,630
221,187,782,477
405,700,653,104
203,495
(105,126,825)
(155,621,917)
(681,108,462)
10,118,477,573
902,536,684
23,614,301,116
8,968,381

500
33,789,616,105
33,684,692,773
439,385,345,853
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% Change

7.1
9.3
10.9
4.6
5.6
(15.5)

(2.7)
21.6
(7.6)

(41.6)

7.1
15.2
7.8
32.5
38.6
2.9

(6.7)
9.2
(16.4)
(1.9)

13.4
(2.0)
39.3
12.8
(0.8)

(23.3)

28.2
41.3
23.9

4.8

23.7
15.3
(7.1)

14.4
69.5
(40.3)
0.3
9.7
8.3
23.1
12.8
0.0
(6.9)
(10.8)
(4.0)
8.4
6.0
28.4
2.7
0.1
14.3
13.9
12.9
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2003 Life/Health Summary of Operations

SUMMARY OF OPERATIONS

. Premium and annuity consideration for L&H and health

contracts

. Considerations for supplementary contracts with life

contingencies

3. Net investment income

4. Amortization of interest maintenance reserve (IMR)

. Separate accounts net gain from operations excluding

unrealized gains or losses

6. Commissions and expense allowances on reinsuranced ceded

7. Reserve adjustments on reinsurance ceded

8. Miscellaneous income:

®
=

Income from fees associated with investment management
administration and contract guarantees from Separate

8.2 Charges and fees for deposit type contracts

8.3 Aggregate write-ins for miscellaneous income

9
10.
11.

12.
13.

14.

15.
16.
17.

18.
19.

20.

21.

22.

23.
24.

25.
26.
27.
28.
29.

30.

31

32.

33.

34.
35.

. Total (Lines 1 to 8.3)

Death benefits

Matured endowments (excluding guaranteed annual pure
endowments)

Annuity benefits

Disability benefits and benefits under accident and health
contracts

Coupons, guaranteed annual pure endowments and similar
benefits

Surrender benefits and withdrawals for life contracts

Group conversions

Interest and adjustments on contract or deposit type contract
funds

Payments on supplementary contracts with life contingencies
Increase in aggregate reserves for life and accident and health
contracts

Totals (Lines 10 to 19)

Commissions on premiums, annuity considerations and
deposit-type contract funds (direct business only)

Commissions and expense allowances on reinsurance
assumed

General insurance expenses

Insurance taxes, licenses and fees, excluding federal income
taxes

Increase in loading on deferred and uncollected premiums

Net transfers to or (from) Separate Accounts net of reinsurance
Aggregate write-ins for deductions

Totals (Lines 20 to 27)

Net gain from operations before dividends to policyholders and
federal income taxes (Line 9 minus Line 28)

Dividends to policyholders

. Net gains from operations after dividends to policyholders and

before federal income taxes (Line 29 minus line 30)

Federal and foreign income taxes incurred (excluding tax on
capital gains)

Net gain from operations after dividends to policyholders and
federal income taxes and before realized capital gains or
(losses) (Line 31 minus Line 32)

Net realized capital gains or (losses) less capital gains tax

Net income (Line 33 plus Line 34)

NAIC Research Quarterly
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2003
500,233,632,130

796,573,762

146,081,602,937
1,539,871,012
459,460,170

15,251,986,396
28,735,971,698

12,809,254,319

229,612,955
8,174,918,444
714,312,883,827
49,511,558,131
510,326,128

53,730,562,343
82,264,820,333

14,363,641

173,160,052,635
24,104,102
12,145,035,320

2,218,593,750
122,066,310,227

495,645,726,610
36,486,084,625

9,491,976,032

45,649,677,828
6,495,441,198

-166,878,416
39,817,582,290
19,934,714,654

653,354,324,826
60,958,559,011

18,758,270,071
42,200,288,943

7,865,691,282

34,334,597,663

-4,663,066,256
29,671,531,406

Prior Year
508,665,263,969

828,610,910

143,486,257,238
1,091,265,198
54,859,836

13,669,873,678
11,398,456,065

12,165,570,686

247,205,002
13,760,727,434
705,368,090,003
47,099,820,521
532,310,319

52,564,651,619
80,089,606,972

11,461,479

174,421,098,010
17,077,927
12,726,265,883

2,353,194,000
150,250,454,349

520,065,941,076
35,111,728,682

9,157,094,619

44,105,049,949
6,231,407,045

208,182,084
29,466,885,620
15,455,870,561

659,376,377,380
45,982,294,554

19,678,405,044
26,303,889,510

3,727,262,909

22,576,626,597

-15,309,724,103
7,266,902,490

$ Change
(8,431,631,839)

(32,037,148)

2,595,345,699
448,605,814
404,600,334

1,582,112,718
17,337,515,633

643,683,633

(17,592,047)
(5,585,808,990)
8,944,793,824

2,411,737,610

(21,984,191)

1,165,910,724
2,175,213,361

2,902,162

(1,261,045,375)
7,026,175
(581,230,563)

(134,600,250)
(28,184,144,122)

(24,420,214,466)
1,374,355,943

334,881,413

1,544,627,879
264,034,153

41,303,668
10,350,696,670
4,478,844,093
(6,022,052,554)
14,976,264,457

(920,134,973)
15,896,399,433

4,138,428,373

11,757,971,066

10,646,657,847
22,404,628,916

%
Change
(1.7)

(3-9)

1.8
41.1
737.5

11.6
152.1

5.3

(7.1)
(40.6)
1.3
5.1

(4.1)

2.2
2.7

0.7)
41.1
(4.6)

(5.7)
(18.8)

(4.7)
3.9

3.7

3.5
4.2

19.8
35.1
29.0
(0.9)
32.6

(4.7)
60.4

111.0
52.1

69.5
308.3
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NAIC Members Help Consumers Protect Themselves
Against Insurance Scams

Nobody likes to be scammed. But, unfortunately, fake insurance policies
are on the rise in every line of insurance, and consumers are footing
the bills in unpaid claims.

Just like counterfeit money, fake insurance may appear to be
legitimate, but it is actually illegal and worthless. If you buy fake
insurance, you'll pay premiums, but your claims won’t be paid. The
NAIC and state insurance departments across the country have
recently launched a public awareness campaign to help consumers
understand the problem and protect themselves against fake insurance
scams.

With very few exceptions, insurance products cannot be sold by
individual agents, brokers, or companies without the approval of that
state’s insurance commissioner. Fake insurance is any insurance plan
intended to defraud consumers or businesses.

So, how can you protect yourself against fake insurance?

Just STOP ... CALL ... and CONFIRM before you buy insurance:

e  STOP before signing anything or writing a check;
your state insurance department to
e CONFIRM if the company is legitimate and licensed to do business
in your state.

Your state insurance department is the best resource for information
about fake insurance or any other insurance-related questions you may
have. Your call might help to track down and take action against the con
artists who sell fake insurance.

© 2004 National Association of Insurance Commissioners
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NAIC Action on Model Laws and White

Following is a brief

description of the NAIC’s
action on model laws and
white papers that occurred
during December. The
Executive Committee/Plenary
adopted one new model in New
Orleans and one by conference
call on Dec. 29, 2004. The
plenary voted in New Orleans
to delete four models from the
NAIC Model Laws, Regulations
and Guidelines. Three models
and one white paper will be
considered for adoption by the
membership at the 2005
Spring National Meeting and
seven models will Dbe
considered for deletion. Eight
new drafts of models and two
actuarial guidelines were
released for comment during
the last quarter.

Models Adopted by
Executive Committee/
Plenary in New Orleans

1. Prohibition On The Use Of
Discretionary Clauses
Model Act (#42) (Draft
7/8/04)

At the Fall National
Meeting, the Health
Insurance and Managed
Care (B) Committee
adopted revisions to the

NAIC Research Quarterly

Paper

By Carolyn Johnson Speck, CLU
Senior Counsel I

Prohibition On The Use Of
Discretionary Clauses
Model Act intended to
prohibit use of
discretionary clauses in
disability income
insurance contracts. The
revisions specifically bar
contract language that
purports to reserve
discretion to the insurer to
interpret contract terms or
to provide standards of
interpretation or review
that are inconsistent with
state law. At the Winter
National Meeting the
Plenary adopted the
changes.

Models Adopted by the

Executive Committee/
Plenary at the Dec. 29,
2004 Conference Call

1. Producer Licensing Model
Act (#218) (Draft: 12/29/
04)

The Task Force (EX) on
Broker Activity held a
hearing in New Orleans
on a draft of text to be
inserted in the Producer
Licensing Model Act. The
amendments provide
disclosure requirements

for producers that receive
compensation from the
prospective insured as
well as from the insurer.
The draft and the task
force are a result of the
attention paid to this issue
after New York Attorney
General Eliot Spitzer
charged several brokerage
firms with accepting
kickbacks and rigging bids
for corporate liability
insurance. Discussion has
focused on the applicability
of the model to the typical
producer (as opposed to
broker) and the feasibility
of the financial disclosure
requirements required of
producers who receive
compensation from
customers. During the
Plenary call, the group
decided to postpone a vote
on Subsection B of the new
section, which required
disclosures by any
producer that received
compensation from the
insurer or a third party.
The Task Force on Broker
Activity was requested to
continue review of this
section with a goal of
achieving consensus on a
number of outstanding

35
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issues, including but not
limited to fiduciary duty,
disclosure of all quotes and
producer-owned re-
insurance arrangements.

Models Deleted by the

Executive Committee/
Plenary at the Winter

National Meeting

1.

36

Two-Tier Annuity Model
Regulation (# 247)

The Life Insurance and
Annuities (A) Committee
voted to recommend this
model for deletion. No
states have adopted it in
the more than ten years
since it was adopted by the
NAIC. The Plenary
accepted the A Committee
recommendation.

Bulletin on Illustrated
Interest Projections (# 572)

This model was adopted
prior to the development of
the Life Insurance
Il1lustrations Model
Regulation and the
revisions to the Life
Insurance Disclosure
Model Regulation. The A
Committee believes that it
is no longer needed at this
time. The Plenary
accepted the A Committee
recommendation.

Modified Guaranteed Life
Insurance Regulation
(#588)

In the nearly twenty years
since this model was
adopted, only one state has
chosen to promulgate a
regulation based on the

text. Therefore, the Life
Insurance and Annuities
(A) Committee feels it is no
longer important to retain
this model in the official
NAIC Model Laws,
Regulations and
Guidelines. The Plenary
accepted the A Committee
recommendation.

Information Reporting Bill
(#750)

The Statistical
Information (C) Task Force
reviewed this model law,
which two states have
adopted. It determined that
many of the model's
provisions are either no
longer relevant or are now
included in other model
laws. The model was
referred to the Casualty
Actuarial (C) Task Force,
which concurred with the
assessment that the
provisions of the model
have been adequately
incorporated into other
legislation. The Property
and Casualty Insurance
Committee adopted this
recommendation. The
Plenary accepted
the C Committee
recommendation.

Models and White
Papers to be Considered
for Adoption by the
Executive Committee at
the Spring National
Meeting in Salt Lake
City

1. Coordination of Benefits

Model Regulation (#120)
(Draft: 12/5/04)

The Regulatory Frame-
work Task Force of the
Health Insurance and
Managed Care (B)
Committee revised the
model to reflect changes in
the health care delivery
system since the model
was last revised in 1995.
The revisions also make
the model -easier to
implement and under-

stand by eliminating
unused provisions and
rewording esoteric

language. One provision
eliminated was the benefit
reserve provision because
few states have
incorporated the provision
in their coordination of
benefits laws. Another
revision to the model
permits individual-to-
group plan coordination.
The existing model only
applied to group-to-group
plan coordination. The
task force adopted the
proposed revisions at the
Winter National Meeting
and forwarded it to the
parent Heath Insurance
and Managed Care (B)
Committee, which also
adopted the revised model.

Credit for Reinsurance
Model Regulation (#786)
(Draft: 12/4/04)

Interested parties
suggested amendments to
the Credit for Reinsurance
Model Regulation. The
Reinsurance (E) Task
Force decided to adopt an
amendment to Section
10B(14) of the model
regulation, which relates

Winter 2004
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to disposition of the assets
of a single beneficiary
trust on the insolvency of
the reinsurer/grantor) to
assure that trust assets
intended to secure
reinsurance recoverable
are not seized by the
rehabilitator or liquidator
of the reinsurer/grantor,
and the valid reversionary
interest of the reinsurer/
settlor after satisfaction of
the reinsurance contract
obligations is not defeated.

Communication and
Coordination Among
Regulators, Receivers and
Guaranty Associations; An
Approach to a National
State Based System (Dralft:
12/04)

The Receivership and

Intergovernmental
Working Group of the
Receivership and
Insolvency (E) Task Force
has been working on a
white paper intended to
discuss what databases
would help in coordination,
what manuals or other
sources should be
consulted, what best
practices should be used
and what expertise is
needed at which stages of
a receivership. The
working group and the
task force adopted the draft
at an interim conference
call in August. The
Financial Condition (E)
Committee, parent of the
task force, asked for
comments on the white
paper. Two comment
letters were received on
this issue and were
addressed by the working
group in the revised white

NAIC Research Quarterly

paper, which was then
adopted by the E
Committee.

Models to be Considered
for Deletion at the
Spring National Meeting

1.

Agents
Education
Regulation (#215)

Continuing
Model

The Market Regulation
and Consumer Affairs (D)
Committee recommended
that this model be removed
from the set of NAIC Model
Laws, Regulations and
Guidelines. Since the
adoption of this model act,
the NAIC adopted uniform
licensing standards, which
include uniform standards
for continuing education.
States are currently
working to revise their
education standards to
comply with the uniform
education requirements.
This model should be
deleted from the official
list of NAIC model acts to
eliminate any confusion
regarding the appropriate
standards states should
adopt.

Health Insurance
Shopper's Guide for Senior
Citizens (#40)

The Heath Insurance and
Managed Care (B)
Committee agreed with
the recommendation from
the Senior Issues Task
Force that this model
should be deleted. This type
of guide is typically not
included in the model laws
publication, except as an
appendix to a model. The
NAIC publishes separate

shopper's guides, the
Guide to Health Insurance
for People With Medicare,
published jointly by the
NAIC and the Center for
Medicare and Medicaid
Services, which is updated
yearly, and the Shopper's
Guide to Long Term Care
Insurance, updated
periodically as necessary.

Proposed Circular Letter
and Report Form for
Gathering Information on
LTC Policies (#645)

The Senior Issues Task
Force and the Heath
Insurance and Managed
Care (B) Committee
recommend that this
model be deleted. The long
term care insurance
models have undergone
multiple changes since
this circular was adopted,
and it has never been part
of the discussion. State
departments are able to

obtain the necessary
information from
companies to produce
comparative shopper's

guides, and do not use this
form.

Model Regulation to
Implement Transitional
Requirements for the
Conversion of Medicare

Supplement Insurance
Benefits to Conform to
Repeal of Medicare

Catastrophic Coverage Act
(#653)

The Senior Issues Task
Force and the Heath
Insurance and Managed
Care (B) Committee
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recommend that this
model should be deleted.
The transitional period
this model was designed to
address has passed. Most
of the states that adopted
the model have since
repealed it.

Shopper's Guide to Cancer
Insurance (#47)

While this guide may
contain useful informa-
tion, it is not a law or
regulation that states
would adopt. Therefore,
the NAIC Model Laws,
Regulations and
Guidelines is not the
appropriate repository for
this document. The
Regulatory Framework
Task Force recommends
that this model be deleted
from the official list of
NAIC Model Laws,
Regulations and
Guidelines. The Heath
Insurance and Managed
Care (B) Committee agreed

with that
recommendation.
Premium Rates and

Renewability of Coverage
for Health Insurance Sold
to Small Groups (#115)

This model was the first
attempt to deal with the
issue of small group rating.
Some of its provisions
were expanded in the
Small Employer Health

Insurance Availability
Model Act (#118) and
others replaced.

Specifically, the provisions
in this model dealing with
classes of business were
replaced in Model #118

with adjusted community
rating. The NAIC no longer
supports this model. In
essence, Model #118
replaced this model. The
Regulatory Framework
Task Force recommends
that this model be deleted
from the official list of
NAIC Model Laws,
Regulations and
Guidelines. The Heath
Insurance and Managed

Care (B) Committee
agreed with that
recommendation.

Guideline for Notice and
Consent Form (#62)

The Regulatory Frame-
work (B) Task Force
recommended that this
model be deleted and its
main features be added to
the Medical/Lifestyle
Questions and
Underwriting Guidelines
(model #60). Many states
have combined both the
informed consent
provisions in this model
with provisions regarding
appropriate medical/
lifestyle questions and
underwriting found in
Model #60. During the
process of incorporating
these provisions into
Model #60, the task force
should review the
language for consistency
with the HIPAA privacy
regulations.

New Drafts of Models
Released for Comment

1. Long-Term Care

Insurance Model Act
(#640) (Draft 11/1/04)

The Senior Issues (B) Task
Force is considering
amendments to the Long-
Term Care Insurance
Model Act that add
requirements for agent
training. The suggested
training would consist of
eight hours in a 24-month
period  before being
authorized to sell long term
care insurance, and eight
hours every 24 months
thereafter. The draft was
forwarded to the Producer
Licensing Working Group
for comment. While one or
two regulators did not favor
mandatory long term care
education, the comments
received from the
members of the working
group generally expressed
concern that any
requirement not place an
administrative burden on
the insurance department,
and not place any
requirement on non-
resident producers that
would run afoul of the
Gramm-Leach-Bliley Act.
The task force determined
to proceed with
recommendations for
mandatory long term care
insurance education
before a producer can sell
the product. However, draft
language regarding
nonresident producers will
be deleted.

Long-Term Care
Insurance Model
Regulation (#641) (Draft
12/3/04)

The Accident and Health
Insurance Working Group
of the Life and Health
Actuarial Task Force

Winter 2004
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prepared amendments to
the model regulation in
response to a request from
the Senior Issues Task
Force, which asked the
group to look at issues
related to the rating
standards added to the
model in 2000. The most
significant changes in the
draft prepared by the
working group relate to a
proposed new conditional
benefit upon lapse for
limited premium payment
policies. A new draft of the
model was released for
comment at the Winter
National Meeting following
a brief discussion on
possible impact of the
proposed changes to the
contingent benefits upon
lapse on initial pricing,
rate increases, pooling of
experience and handling of
reserves for lapsed
policies.

Public Adjuster Licensing
Model Act (Draft: 12/6/04)

The Producer Licensing
Working Group of the
Market Regulation and
Consumer Affairs (D)
Committee continues to
review this model draft.
Based upon the discussion
that took place at the
working group meeting in
New Orleans, the Public
Adjuster Subgroup will
review the recom-
mendation and circulate a
revised draft in early 2005.
The subgroup plans to
present the working group
with a final draft for
adoption at the NAIC 2005
Spring National Meeting.

Fiduciary Responsibility of

NAIC Research Quarterly

Insurance Producers
Model Act (Draft: 12/2/04)

The Producer, Company
and Unauthorized Entities
Unlawful Activity Working
Group of the Antifraud (D)
Task Force developed this
model to define a
producer's fiduciary
responsibility to hold funds
received or collected as a
producer in a separate
account. It should be
helpful to states that do
not have a law that
prohibits producers from
commingling funds. The
model is intended to assist
law enforcement and be a
criminal deterrent among
the producer community.
During the past year, the
task force made several
changes in response to
industry comments. In
September, the task force
adopted the model after
working on it for five
years. The Market
Regulation and Consumer
Affairs (D) Committee
received the model and
decided to refer it to the
Producer Licensing (D)
Working Group for further
review. That group
discussed whether a
separate model is needed
or whether the goals of the
model can be
accomplished by modifying
the Producer Licensing
Model Act. After a brief
discussion the working
group members agreed
that a separate model is
needed. A revised draft
was prepared for
discussion at an interim
conference call. The

working group intends to
pursue an aggressive time
schedule to complete this
model.

Unauthorized Transaction
of Insurance Criminal
Model Act (Draft:
10/14/04)

The Antifraud (D) Task
Force is preparing a model
to establish criminal
penalties for unlawful
insurance or health
coverage transactions. At
the Winter National
Meeting, the Producer,
Company, Unauthorized
Entities and Unlawful
Activities Working Group
reviewed and discussed a
new draft of the
Unauthorized Transaction
of Insurance Criminal
Model Act and received
comments from members
and audience attendees.
The group will work on
completing a final draft by
the 2005 NAIC Spring
National Meeting.

Annuity Nonforfeiture
Model Regulation (Draft:
10/14/04)

The Life and Health
Actuarial Task Force is
developing a new model
regulation to implement
the changes to the
Standard Nonforfeiture
Law for Individual Deferred
Annuities adopted in early
2003. That model revised
the 3% nonforfeiture rate
to allow for a constant
maturity treasury rate.
The model contains
extensive information on
calculating the non-
forfeiture rate for equity-
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indexed annuities. In
September, the task force
decided to incorporate

provisions allowing
"premium buckets" and
heard the latest
suggestions of the

American Academy of
Actuaries' Annuity
Nonforfeiture
Implementation Work
Group about the
appropriate definition of
"substantive
participation.” The task
force reviewed a revised
draft by conference call
prior to the Winter
National Meeting and
continued discussion at
the Winter National
Meeting. Conference calls
will be scheduled to
discuss what course of
action to take on the
"prospective test" and to
continue discussions
relative to whether the law
establishes a minimum
nonforfeiture amount for
the contract as a whole or
for each bucket (in the case
of a contract with a fixed
component and an equity
indexed component).

Authorization for Criminal
History Record Check
Model Act (Draft:
11/17/04)

The Producer Licensing
Working Group of the
Market Regulation and
Consumer Affairs (D)
Committee discussed the
Authorization for the
Criminal History Record
Check Model Act that is
designed to provide states
with the ability to collect
fingerprints on insurance

entities and submit these
fingerprints to the
appropriate state law
enforcement and the
Federal Bureau of
Investigation. In
September, the working
group studied comments
from interested parties
about Sections 1 through
4, including whether
officers and directors of
companies should be
subject to the model. With
regard to this issue, the
working group will refer
the draft to the National
Treatment (EX) Working
Group to evaluate the
model's treatment of
company licensure
processes. The working
group plans to submit the
final version of the model
to the FBI to provide
assurance to the states
that the model would be

sufficient to obtain
criminal history
background check

information from the
national federal database.
Discussion of the model
continued at the Winter
National Meeting.

Workers' Compensation
Coverage for Employee
Leasing Arrangements
Model Regulation (Draft:
11/29/04)

As a beginning point for
discussion of the issue,
the Employee Leasing
Model Laws Working
Group, which reports to the
Workers' Compensation

(C) Task Force, is
considering the
approaches in a draft
regulation and a

Statement of Principles.
These two documents
display different
approaches for regulation
of the employee leasing/
professional employer
organization marketplace.
The chair indicated that it
may be desirable to have
the working group in
agreement on one
approach when soliciting
comments, but that is not
where the working group
is as it considers employee
leasing/professional
employer organization
model laws and other
approaches to address
these issues. The draft
documents are a tool to
lead to better
understanding of these
issues o) perhaps
eventually new model
laws, regulations or some
other alternative can be
developed in the quest to
improve regulation of this
marketplace. A
conference call will be
scheduled prior to the
Spring National Meeting to
continue discussion on
this topic.

Actuarial Guideline
XXXVIII: The Application of
the Valuation of Life
Insurance Policies Model
Regulation (Draft: 12/2/
04)

In 1999 the NAIC adopted
the revised version of the
Valuation of Life
Insurance Policies Model
Regulation. Since that
date, some questions have
been raised regarding
whether and how the
model applies to various
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product designs. An
actuarial guideline was
drafted to provide direction
as to the application of the
model and to provide
examples of various policy
features that constitute
"guarantees"” and to give
directions on how to
reserve for these
guarantees in accordance
with the model. Recently
some regulators expressed
concern that policy
designs were being
created to disguise those
guarantees or exploit a
perceived loophole. The
task force wants to be sure
these designs are reserved
in a manner similar to
more typical designs with
similar guarantees.
Amendments are being
considered to address that
issue in the case of
universal life products with
secondary guarantees.
This project has been
quite controversial. The
Life Insurance and
Annuities (A) Committee
discussed it extensively
during the report from the
task force to its parent.
Several commissioners
expressed concern that
the task force was losing
sight of its long-term goals
and spending too much
time on these short-term
"fixes." The A Committee
instructed the task force to
present a long-term
solution to the reserving
problem for universal life
products with secondary
guarantees by the 2005

Summer National
Meeting.
NAIC Research Quarterly

10.Actuarial Guideline
VACARVM-CARVM for
Variable Annuities

Redefined (Draft 12/2/04)

In September, the Life and
Health Actuarial Task
Force incorporated
additional changes into a
new draft. The task force
is working with the
American Academy of
Actuaries' Variable
Annuity Reserve Work
Group to examine issues
surrounding the
development of a reserve
methodology known as
"the Standard Scenario" for
variable annuity products
that uses the principles of
the proposed Risk-Based
Capital (RBC) C-3 Phase II
approach. The reserve
methodology, if adopted as
drafted, would be applicable
to all variable annuity
products. The task force
discussed the draft
extensively at the Winter
National Meeting and
decided to form two
subgroups to look at
specific issues and to hold
a task force call to address
the appropriate level of
mortality in the
Alternative Methodology.

No Further Versions of
These Drafts Released

1.

Insurer Receivership
Model Act (# 555) (Draft: 9/
21/04)

The Receivership Model
Act Revision Working
Group of the Receivership
and Insolvency (E) Task
Force discussed amend-

ments to the model law
governing receiverships.
This draft compiles
recommendations from
various small groups that
worked on updating and
comparing the existing
model with the Uniform
Receivership Law. Since
the Fall National Meeting
the working group has held
twice weekly conference
calls and an interim
meeting and has made
significant progress on the
model. The group expects

to prepare a
comprehensive draft
documenting the

discussions after the first
of the year and to pursue
an aggressive plan for
completing the model.

Newborn and Adopted
Children Coverage Model
Act (#155) (Draft: 9/13/04)

The Model Newborn
Children Bill was endorsed
by the NAIC in 1974, and
it was identified for
revision during the models
review process. The
Regulatory Framework
Task Force of the Health
Insurance and Managed
Care (B) Committee
reviewed comments
received on the current
draft of proposed revisions
to the model. These initial
revisions make the model
consistent with the Health
Insurance Portability and
Accountability Act of 1996
(HIPAA) with respect to
the group market
requirements for coverage
of newborns and newly
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adopted children while
also extending these
coverages to the individual
market. The revisions in
this draft include
extending the time frame
within which a parent may
be required to notify a
health carrier of a newly
born child, newly adopted
child and a child placed for
adoption from the model's
current 31-day period to a
60-day period. After
considering the comments
received on the revised
notification time frame,
the task force decided to
seek additional
information from the
industry on this issue. The
task force will consider
this information at the
2005 Spring National
Meeting and most likely
will adopt the model
revisions at that time.

Group Health Insurance
Mandatory Conversion
Privilege Model Act (Draft:
9/13/04)

The Regulatory Frame-
work (B) Task Force
identified this model as in
need of revision during the
NAIC model law review
initiative in 2003. The
revisions in the draft
pertain to NAIC model law
drafting requirements.
The task force specifically
requested comments about
the changes in Section 10.
This section in the
existing model sets out, in
great detail, requirements
for hospitalization or
surgical expense and
major medical coverages
in a converted policy if the

group health benefit plan
being converted offered
that coverage. The
proposed Section 10 would
require that a converted
policy provide
"substantially similar"
benefits as compared to the
group health plan being
converted. The converted
policy benefits must be no
less than the minimum
standard benefits required
by the commissioner. The
comments suggested that
provisions in the model
regarding the renewal of
conversion policies were
inconsistent with renewal
requirements for the
individual market in
HIPAA. In light of these
concerns, a new draft
addressing these concerns
will be prepared and
circulated for comment
within the next few weeks.

Long-Term Care
Insurance Model
Regulation (#641) (Draft
8/13/04)

The Senior Issues (B) Task
Force is considering
amendments to the Long-
Term Care Insurance
Model Regulation to
address the "cross-border"
issue; that is, how
insureds access benefits
when they purchase the
policy in one state and
move to another that does
not have the same
provider licensing
requirements. The draft
provides that if a claim
would be covered but for
licensing issues in the
second state, the claim
must be approved. The

draft also updates some
definitions.

Model Regulation to
Implement the Small
Employer Health
Insurance Availability

Model Act (Prospective
Reinsurance With or
Without an Opt-Out) (#119)
(Draft: 3/19/01)

The NAIC charged the
Regulatory Framework (B)
Task Force with the duty
to review and revise NAIC
model laws and
regulations affected by the
Health Insurance
Portability and
Accountability Act of 1996
(HIPAA) and federal
regulations adopted
pursuant to HIPAA. A first
draft of amendments to
this model regulation to
conform both to HIPAA
regulatory requirements
and the rating provisions
of the Small Employer
Health Insurance
Availability Model Act has
been prepared by the task
force. The task force
referred provisions of this
model regulation
concerning rating to the
Accident and Health
Working Group of the Life
and Health Actuarial Task
Force for drafting
assistance. The task force
will move forward with the
amendments after the
federal agencies charged
with implementing HIPAA
publish the final HIPAA
portability regulations.

Model Regulation to
Implement the Individual
Health Insurance

Winter 2004

© 2004 National Association of Insurance Commissioners



Portability Model Act (#38)
(Draft: 12/4/00)

The Regulatory
Framework Task Force of
the Health Insurance and
Managed Care (B)
Committee is considering
amendments to conform
this model to the
provisions of the Health
Insurance Portability and
Accountability Act of 1996
(HIPAA). Several proposed
amendments concern
drafting notes that speak
to the differing guaranteed
issue requirements for
federally defined eligible
individuals. A new Section
10 was added that would
set out HIPAA's
requirements for providing
certificates of  prior
creditable coverage as
provided in the HIPAA
interim final regulations;
this section likely will be
revised after the final
HIPAA regulations are
issued.

Model Regulation
Requiring Annual Audited
Financial Reports (#205)
(Draft: 4/13/04)

The NAIC/AICPA Working
Group of the Financial
Condition (E) Committee
has proposed revisions to
this model that would apply
to all insurers. The
revisions are in response
to the passage of the
Sarbanes-Oxley Act and to
address accounting
problems that have
occurred in recent years.
In July the working group
created two subgroups to

NAIC Research Quarterly

intensively discuss titles II
and III of the federal
legislation and their
relationship to the model.
Since that time, the
subgroups have worked
with the interested parties
to discuss and refine the
original proposed revisions
to the model audit rule
drafted by the working
group. The Title II
subgroup presented its
recommendation to the
working regarding various
refinements to the original
proposed revision. The
substantive changes
recommended by the
subgroup include
increasing the small
company exemption for
prohibited non-audit
services from $25 million
to $100 million in direct
and assumed premiums,
including the ability for a
company to request relief
from the one-year cooling-
off period for accounting
firm employees that are
hired by an insurer, and
inclusion of a drafting note
that indicates that
additions or deletions from
the list of prohibited non-
audit services should be
carefully considered as
uniformity among states is
essential. The working
group voted to expose the
Title II Subgroup
recommendation with a
comment deadline of Feb.
1, 2005. The Title III
subgroup held one
conference call and
continues to work with
the members of industry in
discussing the proposed
revisions to the model.

Standard Valuation Law
(#820) (Draft: 9/12/03)

The Life and Health
Actuarial Task Force is
considering a proposed
revision of the model law
that would remove the
requirement of a
Certificate of Valuation
contained in Section 2 of
the model. The proposed
revision was prompted by
a survey of the states in
which a majority of the
respondents favored
eliminating the
requirement. The task
force specifically stated
that this proposed revision
would be adopted only if
other potential changes to
the model are considered
and adopted in the future.
Interested parties
requested that time be
allotted at the Spring
National Meeting in Salt
Lake City to continue
discussion on this project.
In addition, the Life
Insurance and Annuities
(A) Committee instructed
the task force to work
toward a long-term solution
to valuation and reserve
issues.

Determination of
Nonforfeiture Benefits and
Guaranteed and Non-
Guaranteed Elements for
Life Insurance and
Annuity Contracts (Draft:
9/8/00)

The Life and Health
Actuarial Task Force was
charged with developing a
new nonforfeiture law for
life insurance, health
insurance, and annuities
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to replace the existing
nonforfeiture standards.
The draft under
development did not have
strong regulatory support.
At the 2000 Winter
National Meeting, a
revised set of principles
was discussed. Under this
approach the concept of an
operational plan was
eliminated in favor of
various policyholder
protections being triggered
if a company substantially
changes the way it deter-
mines nonguaranteed
elements. Regulators
generally agree on a few
concepts: retrospective
design, floor for benefits,
cash value and some
degree of regulator control
for nonguaranteed
elements. At the 2003
Winter National Meeting
the task force engaged in
a lengthy discussion of the
model's direction. There
was general agreement
that the project should
continue, yet possibly
narrow its primary focus to
life insurance. The task
force also questioned
whether the model law
should address non-
guaranteed elements.

10.

11.

Interested parties
requested that time be
allotted at the Spring
National Meeting in Salt
Lake City to continue
discussion on this project.

Actuarial Guideline ABC-
Projection of Guaranteed

Nonforfeiture Benefits
Under CARVM (Draft:
9/9/04)

The Life and Health
Actuarial Task began
discussion of a new

actuarial guideline related
to the projection of
guaranteed nonforfeiture
benefits. This Guideline
applies to contracts subject
to CARVM and the
Standard Nonforfeiture
Law for Individual Deferred
Annuities. Discussion
continued at the Winter
National Meeting and the
task force decided to
schedule a conference call

to consider the issues
further.
Weather Financial

Instruments
(Temperature): Insurance
or Capital Markets
Products? (Draft: 9/02/03)

The Crop Insurance (C)

Working Group and its
parent committee are
considering a draft of a
white paper that discusses
whether certain weather
derivative agreements
currently marketed as
investments should be
regulated as insurance.
The proposed white paper
concludes that weather
derivatives should be
classified as insurance
products for a number of
reasons, including that the
derivatives essentially
perform like insurance
products by transferring
risk from a business to a
professional risk-taker.
Before the 2003 Winter
National Meeting, the
Property and Casualty
Insurance (C) Committee
received a request from the
Insurance Securitization
(E) Working Group for an
opportunity to comment on
the white paper,
specifically the definition
of weather derivatives.
Comments were received
at the Summer National
Meeting, and the Property
and Casualty Insurance
(C) Committee tabled
discussion of the white

paper.
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NAIC Education & Training Department
January - June 2005 Schedule

1. *Introduction to Financial Regulation Jan. 10-13 Kansas City

2. *Staff Education Feb. 7-10 Kansas City

3. *Regulatory Examiner & Analyst Tools Feb. 14-16 Kansas City

4. How to File Securities with the SVO April 7-8 New York

5. *Regulation of Insurance Products April 11-13 Kansas City

6. *Integrating Market Regulation April 25-29 Kansas City

7. *Insurance Investment Program May 2-3 New York

8. ’(‘)Lrﬂcrrl(;duction to Financial Regulation June 20-July15 www.naiconline.org

*for regulators only

NAIC National Meeting Schedule

|YEAR | SPRING SUMMER FALL WINTER
March 12-15, 2005 |June 11-14, 2005 |September 10-13, 2005 |December 3-6, 2005
Salt Lake City, UT Boston, MA New Orleans, LA Chicago, IL
2005 |Grand American Marriott and Sheraton New Orleans |Sheraton Chicago
and Little American |Westin Copley,
Hotels Co-HQ
March 4-7, 2006 June 10-13, 2006 |September 9-12, 2006 |December 9-12, 2006
Orlando, FL Washington, DC St. Louis, MO San Antonio, TX
2006 |Walt Disney World Marriott Renaissance Grand San Antonio Marriott
Dolphin Wardman Park Rivercenter
Hotel
March 10-13, 2007 June 9—12f 2007 Dflzcerr.lber 1-4, 2007
. San Francisco, CA Miami, FL
2007 |New York, NY Hilton . . .
San Francisco Fontainebleau Hilton
New York .
Marriott
NAIC Research Quarterly
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