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2009 Proposed Budget 
Executive Summary 

The National Association of Insurance Commissioners (NAIC) is a voluntary, membership-based 
organization of the chief insurance regulatory officials of the 50 states, the District of Columbia, and the 
five U.S. territories. The mission of the NAIC is to assist state insurance regulators, individually and 
collectively, in serving the public interest and achieving the following fundamental insurance regulatory 
goals in a responsive, efficient and cost effective manner, consistent with the wishes of its members to: 

• Protect the public interest; 
• Promote competitive markets; 
• Facilitate the fair and equitable treatment of insurance consumers; 
• Promote the reliability, solvency and financial solidity of insurance entities; and 
• Support and improve state regulation of insurance. 

The NAIC provides a forum for state insurance regulators to work together to protect insurance 
consumers and supervise the financial solvency and market conduct of entities engaged in the business 
of insurance. The NAIC operates under a committee structure designed to facilitate the development of 
regulatory policy, regulatory analysis of emerging issues and interstate coordination of regulatory 
matters. The NAIC offers its members programs, publications, electronic systems and data, and many 
services to assist them in achieving their fundamental insurance regulatory goals in a responsive, 
efficient and cost-effective manner. The professional staff of the Association provide support services in 
the areas of law, actuarial science, accounting and finance, government policy, information 
technologies, solvency regulation, market regulation, research and insurance market economics, among 
others.

The NAIC State Insurance Regulatory Toolkit
The annual budget of the NAIC reflects the wide-range of valuable services and benefits the NAIC 
provides to its members. The operations of the NAIC provide tremendous value to the states by 
alleviating the significant investment and ongoing costs for each state insurance department to create the 
regulatory tools and resources as well as technical infrastructure available through the NAIC. These 
regulatory tools help state insurance regulators achieve their fundamental regulatory goals in a 
responsive, efficient and cost-effective manner. And, most of them would be cost-prohibitive for the 
states to duplicate on their own. 

Without membership in the NAIC, the amount of state funding required in order to provide or access the 
similar type of services and data the NAIC provides — often at no extra charge — would far exceed 
what a state pays in member dues to the NAIC. The states, by way of membership dues, contribute less 
than three percent of the revenue the NAIC devotes to funding such member-directed initiatives, as well 
as many other services that help the states work together collaboratively and cooperatively. Appendix B
includes information about several of the NAIC’s support operations, as well as an outline of how much 
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it would cost an individual state to duplicate each of the many services the NAIC provides. Topics 
include: 

• The NAIC Accreditation Program 
• Communications and Consumer Outreach 
• Education and Training 
• Financial and Regulatory Databases 
• Government Relations 
• Legal Counsel 
• Market and Financial Expertise and Analysis 
• Research, Statistics and Regulatory Publications 
• Securities Valuation 

The NAIC’s State Insurance Regulatory Toolkit illustrates the monetary value of such NAIC services to 
the states, in relation to the estimated costs a state might incur to build or procure similar services and 
systems. While the scope and costs of such services and systems may vary based on the size of the 
state’s insurance market, in terms of the number of companies, producers, consumers and overall base of 
premium volume, the following chart estimates the cost savings to large, medium and small premium 
volume states. 

Each year, the NAIC also provides its Value of Services report to each of its members, which is a report 
designed to convey the wide range and estimated value of information, products and services offered to 
each state, in relation to the state’s membership assessment. A copy of the 2007 NAIC Value of Services
report for the State of Kansas is included as Appendix C.

NAIC Strategic Management
The NAIC continues to focus on the modernization of state insurance regulation in a manner that 
benefits state insurance regulators, insurance consumers and the insurance industry. State regulators 
have demonstrated through several national initiatives that they possess the technical expertise, 
resources, and problem-solving experience to continue to implement national regulatory standards that 
will achieve the highest levels of marketplace safety and efficiency, while maintaining a competitive 
marketplace with the strong consumer protections that are the hallmark of state regulation.  

Beginning in 2007, the NAIC instituted a critical review of the NAIC’s existing regulatory initiatives. 
The initial review lead to a synthesis of and focus on the strategic issues confronting the NAIC, its 
members, and the state-based system of insurance regulation. Through a focused strategic management 
process, the members have focused on key priority issues and initiatives through setting, measuring and 
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achieving meaningful improvements. In order to address the effectiveness of the model law development 
process, the NAIC made several improvements during the first half of 2007 to the process by which 
model laws are produced, adopted and implemented. Also in 2007, the membership renewed its focus on 
producer licensing reciprocity and uniformity reforms, which included a membership-wide assessment 
of state laws, regulations, processes and practices and thorough report of findings and recommended 
areas for improvement for membership consideration and direction. By February 2008, NAIC members 
gathered better information and generated higher awareness of the national standards and issues through 
stronger Commissioner and senior staff engagement on producer licensing reform than ever before. 
While there is still work to be done, this process facilitated vast and meaningful reforms in short order. 

The NAIC’s radar screen in 2008 has included (1) enhancement of data collection, analysis and 
collaborative efforts in the area of market regulation, (2) enhancing state insurance regulators’ role in 
health care reforms, (3) a careful review of federal legislative proposals in the areas of producer 
licensing reciprocity, the Office of Insurance Information, surplus lines, reinsurance, risk retention 
groups, health care, municipal bond insurance, Holocaust claims, among others, and (4) continued 
review of regulatory models for the future of state insurance regulation. Looking forward, NAIC 
members will continue their work to remove any unnecessary impediments to insurers bringing new 
insurance products to market, and participation in international forums regarding convergence of 
accounting, reinsurance and solvency standards. In this regard, the NAIC’s proposed budget for 2009 
anticipates these and other key initiatives to further support improved effectiveness and greater 
efficiency throughout the state insurance regulatory model.  

The Budget Process
In June of each year, a zero-based budget proposal is developed by each individual NAIC department, 
ultimately consolidating into twelve NAIC Divisions. During this time, each department projects its 
current year results and begins to build its proposal for the coming year, focusing closely on variances 
between the current year budget, current year projected results and anticipated needs for the coming 
year.

The 2009 budget proposal has also undergone a strategic evaluation and management process to 
evaluate all ongoing and evolving projects, products, programs, services, charges and technology 
initiatives in relation to the strategic priorities and initiatives identified by the membership and tied to 
the NAIC’s mission. The NAIC’s senior management team reviewed each budget in detail with the 
respective Division Director to make adjustments according to the strategic and financial needs of the 
Association. The 2009 budget proposal demonstrates this effort through its proposals to support the 
State Producer Licensing Reengineering initiative, the continued support of market conduct data 
collection, the investment in research and development of a national catastrophe model, the 
enhancement of the securities valuation database to support improved analysis of insurer and industry 
investment risk exposures, and additional staff resource to support the membership’s international 
insurance relations and regulatory issues. The 2009 budget also demonstrates cost savings associated 
with programs and services that have been eliminated as a result of this evaluation, including the 
elimination of the collection of hard copy Annual Statements and the elimination of the NAIC Private 
Telecommunication Network in fiscal year 2008. 

The 2009 budget includes an important investment in the NAIC membership, specifically additional 
travel subsidies to support each Commissioner’s involvement in NAIC national meetings, grant funds of 
$13,000 per state in 2009 (up from $10,000 per state in 2008), and additional funds to be awarded as 
scholarships to state regulators in need of travel subsidies to NAIC national meetings and/or education 
and training programs. In summary, the 2009 budget includes $2,245,133 in member funding for the 
following membership initiatives: 



© National Association of Insurance Commissioners 2008 4

• Commissioner Domestic Travel on NAIC Business ($116,000) 
• Commissioner International Travel ($200,000) 
• Commissioners Conference Travel ($151,950) 
• Commissioner Washington D.C. Fly-In ($56,000) 
• EX1/EX Committee Retreats ($36,000) 
• E-Regulation Conference Sponsorships ($167,808) 
• SBS Summit ($8,750) 
• SERFF Product Steering Committee ($7,400) 
• PIO Forum ($43,680) 
• VOS Task Force Meeting in New York ($15,000) 
• International Education Fund ($2,385) 
• NAIC Grant Funds ($728,000) 
• Commissioner Travel to NAIC National Meetings ($300,000) 
• State Regulator Scholarships to NAIC National Meetings and/or Training Programs ($250,000) 
• NAIC Zone Funds ($112,160) 
• Education and Training Scholarships ($50,000) 

Additional projects on the horizon for 2009 include the transition of the new NAIC Chief Executive 
Officer to the Washington D.C. office, consideration of changes to the allocation of funding to each of 
the NAIC zones, based in part to declining net national meeting revenues and in part to the 
implementation of the three-meeting schedule beginning in 2010, and further evaluation of integrating 
Florida’s rate and form filing system with SERFF in 2009. These proposals are in still in process and 
will be introduced within the 2009 budget proposal as they are finalized. 

Following an extensive development and internal review process, the proposed budget is presented in 
detail to the NAIC Officers, and subsequently the Internal Administration (EX1) Subcommittee for 
consideration. The proposed budgeted is presented to the full NAIC membership at its Fall National 
Meeting and then released to the public for review and comment. A special public hearing is held in 
early November to receive public comments before final consideration and adoption by the NAIC 
Executive Committee at the Winter National Meeting.  

2008 Projections
The 2008 budget anticipated net revenues of $1,813,475. As described below, and based on our best 
estimates using June 30, 2008 results as the basis, the projected 2008 net revenue should approximate 
$684,149. In this regard, operating revenues for 2008 are projected to exceed budget by $622,265 
(0.9%), but will be offset by investment income anticipated to be significantly under budget based on 
losses incurred through June 30, 2008. Without assuming any market gains or losses over the remaining 
months of fiscal year 2008, investment income would fall below budget by an estimated $2.5 million. 
Projected expense savings of $770,441 (1.2%) will offset this revenue variance and result in the 
projected $684,149 of net revenue by December 31, 2008. These projections will be closely monitored 
and updated with new information as it becomes known, including any impact from the transition of the 
NAIC CEO and the CEO’s move to the Washington D.C. office. 

Additional details of 2008 projected variances are included throughout the 2009 budget proposal.

2009 Proposed Budget
The NAIC base budget (before adding fiscal impact proposals) includes total revenues of $73,071,553 
and total expenses of $69,277,397, which represent a 7.0% and 4.2% increase, respectively, from the 
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2008 consolidated budget, for a projected $3,794,156 in net revenue. Viewed in relation to the 2008 
projected totals, the 2008 proposal represents an increase of 10.0% and 5.4%, respectively. However, it 
is important to note 2008 projected revenues include anticipated net investment losses of $500,654, a 
market fluctuation that is not anticipated in the 2009 budget. Viewed on an operational basis, revenues 
are forecasted to increase by 6.1% over 2008 projected revenues from operations. This increase is 
attributed to NAIC license revenues from redistribution agreements with information service vendors, 
continued growth in SERFF filing volumes, strong projected growth in SBS transactions, specifically in 
the area of continuing education services, and growth of the NAIC license and usage fees associated 
with anticipated growth in NIPR transaction volumes and related revenues. 

2009 base budget expenses are proposed to increase 4.2%, representing a $2,798,296 and $3,545,786 
increase over 2008 budgeted and 2008 projected expenses, respectively. The salary expense associated 
with the NAIC’s 426.5 employees accounts for $1,711,594 of the change, and is based on an average 
3.5% merit increase versus a U.S. industry average forecast of 3.7%. Professional services expenses 
associated with transaction royalties and consulting services to the NAIC’s business partner in State 
Based Systems, arising from anticipated growth in SBS transaction volumes and state implementations, 
are anticipated to increase in 2009. Additionally, an increase in employee benefits, specifically 
associated with increases in the NAIC’s health insurance plan, will be incurred in 2009 with an 
estimated 10% increase at the plan’s August 2009 renewal date.  

As noted above, these comparisons represent the NAIC’s base budget prior to the addition of revenues 
and expenses associated with the individual Business and Fiscal Impact Statements, which are reviewed 
individually by the Internal Administration (EX1) Subcommittee. Such additional revenues and 
expenses are $58,015 and $1,236,605, respectively, and produce an overall net expense impact of 
$1,178,590. Upon adding these proposals, the NAIC consolidated budget includes total revenues of 
$73,129,568 and total expenses of $70,514,002, which represent a 7.0% and 6.0% increase, respectively, 
from the 2008 budget, and a 10.1% and 7.3% increase from 2008 projected revenues and expenses, 
respectively.

NAIC Operating Reserve
The NAIC’s operating reserve policy provides for a targeted ratio reserve of 80% of the next calendar 
year’s expense budget, calculated on a “liquid” reserve basis, which excludes fixed asset balances from 
net assets. This reserve policy has undergone extensive review and consideration by the NAIC 
Executive Committee, and was validated by an independent professional services firm with financial 
expertise with non-profit associations, financial planning and reserving. The reserve is designed to 
ensure the financial stability of the NAIC, in the event of emerging business risks and uncertainties, and 
to absorb new priority initiatives pursued by the NAIC membership. As such, the Association’s reserve 
status is of paramount consideration in the budgeting process, along with strong and prudent financial 
management of the NAIC’s assets.  

As of December 31, 2007, the NAIC maintained a liquid reserve ratio of 70%. Based upon 2008 
projected results, and the 2009 budget proposal prior to Business and Fiscal Impact Statements, the 
liquid reserve is projected to reduce to 67.6% at December 31, 2008 and increase to 74.4% at December 
31, 2009, respectively. After considering proposed Business and Fiscal Impact Statements, the liquid 
reserve reduces to 66.4% and 73.1% at December 31, 2008 and December 31, 2009, respectively. The 
increase into 2009 results from the strong net revenues proposed for 2009 (before fiscal proposals), but 
is offset by the projected non-cash defined benefit pension plan adjustment of $2.9 million in December 
2008, pursuant to FAS 158.
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Regulatory Modernization and Initiatives Fund
In 2005, the NAIC established a Regulatory Modernization and Initiatives Fund (the Fund) to constrain 
new budget requests that arise following the adoption and implementation of the annual budget. The 
Fund is based on 1.5% of the projected net assets, or $877,612 for 2009. Through July 2008, there have 
been no requests. 

Business and Fiscal Impact Statements 
The 2009 budget includes several Business and Fiscal Impact Statements. Each fiscal is prepared to 
describe the purpose and scope of the proposal, its impact on the NAIC’s business, operations and 
finances, a description of the proposals benefits to key stakeholders and an assessment of risks. Business 
and Fiscal Impact Statements are proposed for nine new policy and business initiatives at the NAIC, 
including:

1. State Producer Licensing Reengineering (SPLR) – This proposal seeks additional 2009 
consulting resources needed for the SPLR project in order to fulfill the changing scope of the 
project and continued support of the Legacy system into 2009. It also seeks one NAIC full-time 
employee to provide the NAIC resources needed to support the SPLR data collection and loads, 
which the NAIC will be supporting in the completed SPLR environment. While a reorganization 
and reallocation of resources within the Information Systems Division is planned to accomplish 
most of the SPLR staffing needs, one full-time equivalent is requested for 2009, with an 
additional three anticipated in 2010 and one in 2011, all of which will be requested as part of the 
budget process in each of these future years. Consulting costs capitalized as an NAIC software 
asset will be depreciated over the estimated useful life of the software, which is estimated at ten 
years from the initial production date of SPLR, or July 1, 2008. Capital expenditures of $466,315 
will generate depreciation charges of $4,665 in 2009 and the full-time equivalent employee and 
requested interns generate the $111,186 balance of the $115,851 in proposed expenses for 2009. 

2. Support of Existing Market Conduct Annual Statement (MCAS) Process – This proposal relates 
to necessary enhancements to the Ohio Access Database process that was transitioned to the 
NAIC in 2008. These enhancements include updating the process to capture the 2008 data to be 
filed in 2009 and includes a proposal for existing internal resources to (1) prepare and support 
the existing MCAS process, (2) enable the collection of data submitted by states to the NAIC and 
(3) automate the aggregation of data for limited analysis and the creation of national ratios and 
averages by the NAIC, which is still subject to discussion by the NAIC membership in the 
coming months. This proposal does not generate direct costs to the NAIC, in terms of new 
resources or consulting, but will generate an estimated 1,200 hours and 1,645 hours in Market 
Regulation Division and Information Systems Division support in 2008 and 2009, respectively, 
which will be presented for consideration by the Information Resources Management 
Committee. 

3. Identification of Invested Risk Attributes in the Integrated Securities Information System – This 
proposal seeks consulting resources in the amount of $132,600 to be managed by the NAIC 
Insurance Products and Services Division (SVO Support Team) in their effort to enhance the 
SVO’s Integrated Securities Information System (ISIS) database, including the incorporation of 
more granular information on each security from the data feeds leveraged by the SVO. This 
information will be used to provide better reporting and asset classification/sector type analysis 
to insurance regulators. The SVO currently has difficulty in capturing a specific category of 
assets (e.g., FNMA, GNMA) without having this additional detailed security information from 
the data feed, which represents an enhancement supported by the Invested Assets Working 
Group.
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4. Application Development and Testing Productivity Tools – This proposal is recommended by 
the NAIC Information Systems Division to (1) enhance NAIC program code, database and 
performance testing tools and (2) change the NAIC’s code management software from PVCS to 
an open source code management tool called Subversion. The purchase of these additional tools 
is offset by savings in the PVCS to Subversion conversion, for a net cost of $78,279 in 2009 with 
estimated savings of $26,875 in 2010 and $31,750 each year thereafter.  

5. Risk Assessment Training – The Financial Regulatory Services Division proposes to convert the 
existing risk assessment training program from the classroom to an online learning tool, 
primarily because of the completion of the 2007 – 2008 national training program on the risk 
assessment updates to the Financial Condition Examiner’s Handbook. The online program will 
also generate cost savings to the NAIC and participants for travel and other costs associated with 
the classroom program. This proposal also includes additional support of Phase II, or advanced 
risk assessment training, at the request of the Examination Oversight Task Force. Both projects 
are projected to generate net expenses of $50,621 and are important to ensuring NAIC members 
are prepared for the successful implementation of the new handbook guidance effective January 
1, 2010. 

6. New Education and Training Programs in 2009 – Two new NAIC education and training 
programs are contemplated for 2009, along with two training events budgeted for emerging 
insurance topics of particular timeliness and relevance for members next year.  The NAIC has 
identified training needs that can be addressed by adding two courses to the curriculum; one 
focusing on Regulating for Solvency: Risk Retention Groups and one entitled Managing the Cost 
of Regulatory Compliance and focused on insurance product filing operational efficiencies.  The 
other training events would be reserved for emerging insurance issues and the resulting 
educational needs of NAIC members. All three proposals represent a total of $53,465 and 
$20,789 in revenues and expenses, respectively. 

7. Human Resources Information System Modernization Proposal – This proposal includes the 
recommendation of NAIC staff to modernize the NAIC’s human resources information solution, 
which is obsolete and involves several manual processes (e.g., employee file management, time 
reporting, FLMA time tracking, etc.). NAIC senior management believes there is strong cost-
benefit analysis to justify implementation of this automated solution. This proposal demonstrates 
how this system will reduce staff administrative duties, reduce the risk of HR/payroll related 
errors in data entry and/or organizational liability, and improve time-keeping records (e.g., 
FLMA, vacation balances, etc.), as justification for the $93,015 expense in 2009.

8. National Catastrophe Model System: Proof of Concept Study – This proposal recommends the 
evaluation of the scope, timeline and potential costs of leveraging the Florida Office of Insurance 
Regulation’s Public Hurricane Risk and Loss Model in order to build a national multi-peril 
model administered by the NAIC for use by states potentially affected by natural catastrophes.  
Supported by the Property and Casualty Insurance (C) Committee, the national catastrophe 
model will be designed for use by regulators and reporting from the insurance industry, in order 
to more carefully measure and identify catastrophe risks.  There are a number of details and 
scoping to be done to ensure the right level of effort, cost and ultimate benefit to NAIC members 
and the industry arising from this project.  This proposal seeks $200,000 as a best estimate of the 
funding needed to support pilot states and the NAIC team’s analysis, research and scoping of the 
long-term development of a national catastrophe model. 
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9. NAIC International Insurance Relations Support Resources – In support of the NAIC’s goals and 
priorities in the work of the International Association of Insurance Supervisors (IAIS), this 
proposal seeks a new full-time NAIC staff position to create an International Liaison Director to 
be located in Brussels, Belgium.  The estimated $540,900 budget for this position includes 
salary, benefits and expenses associated with locating this position outside the U.S.  This 
position would work closely with the newly-established International Insurance Relations 
Leadership Group as well as the International Relations (G) Committee and other standing 
committees to ensure clear representation of U.S. regulators and strategic direction to the IAIS. 

As discussed above, there are two additional initiatives in the design and analysis phase, which will 
likely result in additional proposals to be incorporated into the 2009 budget. They include: 

1. Washington D.C. Transition – This proposal will outline the NAIC’s business plan to fully 
implement the transition of the office of the NAIC Chief Executive Officer from the NAIC’s 
Kansas City offices to the Government Relations Office in Washington, D.C. The transition is 
designed to provide for the highest level of NAIC management to be available to and have access 
to government, industry trade associations and consumer organizations in Washington D.C. 
Establishing the NAIC Executive Headquarters in Washington D.C. will better position the 
organization to fully participate in public policy and legislative discussions and demonstrate the 
NAIC’s willingness and ability to partner proactively on important consumer and national 
insurance issues. The scope and financial impact of this proposal will continue to be refined as 
the NAIC membership discusses its goals and expectations of the incoming Chief Executive 
Officer and Washington D.C. office. 

2. Florida SERFF Integration – Recall that the NAIC once budgeted for the cost to integrate 
Florida’s I-File system with SERFF. That initiative was deferred in prior budget years given 
competing priorities; however, Commissioner McCarty and NAIC Staff have began discussions 
to develop cost estimates, timelines and benefits of this project in 2009. In the event Florida 
proposes to move forward with a SERFF integration, we anticipate the NAIC will share in the 
cost of the integration. We will continue to evaluate the assumptions and details of this proposal 
for the Internal Administration (EX1) Subcommittee’s consideration. 

Details of the above new initiatives are presented in the various “Business and Fiscal Impact Statement” 
tabs of this budget package. 

Conclusion
We appreciate the opportunity to present this 2009 budget proposal to the NAIC membership and the 
general public, and believe its contents provide a comprehensive and useful review of the NAIC’s 
business and financial operations in the upcoming fiscal year. An additional summary of key 
components of the 2009 budget proposal is included as Appendix A. Please feel free to contact Brady 
Kelley, Chief Financial and Business Strategy Officer at (816) 783-8004 or Carol Hartley, NAIC Senior 
Controller, at (816) 783-8038 should you have any questions or need additional information. 
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2009 Budget Proposal

• Highlights
• 2009 Comparison to Projected 2008
• Revenue Increases (Decreases)
• Expense Increases (Decreases)
• Headcount 
• Business and Fiscal Impact Statements



Highlights
• Revenues up 7.1%, or $4.8 million, over 2008 budget    

= $73.1 million
• Growth Drivers: SERFF, Royalties from Data Redistributors, 

State Based Systems, and State Producer Licensing System 
(SPLR)

• No Database Filing Fee Cap Increase
• IID Initial Application and Annual Filing Fee Increase - $500 and 

$250, respectively
• Note: Investment losses projected for 2008 ($500,654) distort 

2008 projection comparison

Highlights
• Expenses up 6.0%, or $4.0 million, over 2008 budget             

= $70.5 million
• Salary Budget up 3.5% versus 3.7% U.S. Average 
• Employee Benefits up $411,873 – Defined Benefit and Health 

Insurance Premium Plans
• Professional Services up $972,166 – SBS Transaction Royalties 

and Consulting Fee to SBS Business Partner; 2009 Fiscals
• Additional Member Travel Subsidies of $748,000
• Depreciation/Amortization down 5.4%, or $266,762 
• Education/Training down $194,141 – No 2009 Financial Summit 

and Reduced Risk Assessment Training Expenses
• Net Revenue After Fiscals = $2.6 million
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Highlights
• Projected Liquid Operating Reserve Ratio

• 70% at 12/31/07
• 67.6% and 74.4% at 12/31/08 and 12/31/09 (Before Fiscals, but 

including FAS 158 – Pension)
• 66.4% and 73.1% Afterwards…

• Business & Fiscal Impact Statements
• 9 Proposals – Net expense impact of $1.2 million (1.7%)
• 2 New FTE Requests

• State Producer Licensing Reengineering 
• International Relations Support Resources

2009 Budget vs. 2008 Projection
(After Fiscals)

Increase %
2009B 2008P (Decrease) Change

Revenues:
Operations 71,076,020$          66,910,961$         4,165,059$          6.2%
Investments 2,053,548              (500,654)               2,554,202            510.2%
  Subtotal 73,129,568            66,410,307           6,719,261            10.1%

Expenses:
Operations 70,280,652            65,498,261           4,782,391            7.3%
Investments 233,350                 227,897                5,453                   2.4%
  Subtotal 70,514,002            65,726,158           4,787,844            7.3%

Net Revenue 2,615,566$            684,149$              1,931,417$          
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2009 Budget vs. 2008 Budget
(After Fiscals)

Increase %
2009B 2008PB (Decrease) Change

Revenues:
Operations 71,076,020$          66,288,696$         4,787,324$          7.2%
Investments 2,053,548              2,021,378             32,170                 -1.6%
  Subtotal 73,129,568            68,310,074           4,819,494            7.1%

Expenses:
Operations 70,280,652            66,245,751           4,034,901            6.1%
Investments 233,350                 250,848                (17,498)                -7.0%
  Subtotal 70,514,002            66,496,599           4,017,403            6.0%

Net Revenue 2,615,566$            1,813,475$           802,091$             

Revenue Increases (Decreases)
(2009 Budget vs. 2008 Projected)

Increase from 2008 Projected 6,719,261$        
SBS 672,155             
New Data Distributor Contracts 800,000             
AVS Services 344,047             
Publications 183,655             
Other Insurance Data Product Sales 416,073             
SVO 340,648             
IID Filing Fees 57,700               
Database Filing Fees 136,837             
2009 Financial Summit and Other Training (44,357)              
SPLR Usage Fee 989,876             
License Fees from NIPR 226,703             
Investment Income 2,554,419          
Other 41,505               
Increase from 2008 Projected 6,719,261$        
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2009 Revenue Composition
(millions)

Revenue % 
Amounts Comp.

Database Filing Fees 25.6$     35.0%
Publications/InsData 18.0       24.7%
Services (SERFF, SBS, SVO, IID) 14.3       19.6%
Administrative Services/License Fees 8.0         10.9%
State Assessments 2.1         2.9%
Investments 2.1         2.9%
National Meetings 2.0         2.7%
Education & Training 0.9         1.2%

73.1$     100.00%

Expense Increases (Decreases)
(2009 Budget vs. 2008 Projected)

Increase from 2008 Projected 4,787,844$            
Salaries/Compensation 2,118,390              
Employee Benefits (Defined Benefit and Health Plans) 641,935                 
SBS Royalties 254,340                 
SBS Implementations/Consulting Services 291,521                 
Travel/Member Funding 694,999                 
Depreciation/Amortization on Capital Assets (122,312)               
2009 Financial Summit and Other Training (152,125)               
Consulting Services for Fiscals 3, 4, and 7 204,340                 
Fiscal 8 200,000                 
Fiscal 9 540,900                 
Other 115,856                 
Increase from 2008 Projected 4,787,844$            
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2009 Expense Composition
(millions)

Expense % 
Amounts Comp.

Salaries, Taxes and Benefits 43.4$     61.6%
Lease and Office Equipment 7.6         10.8%
Professional Services 5.2         7.4%
Depreciation and Amortization 4.7         6.7%
Administrative and Operational 2.5         3.5%
Travel 2.9         4.1%
National Meetings 1.6         2.3%
Zone/Grant Funds 1.0         1.4%
Education & Training 0.4         0.6%
Fiscals 1.2         1.7%

70.5$     100.00%

Department Headcount
(Authorized FTEs = 426.5)

Information 
Technology

99

Financial Regulatory 
Services

50

Corporate 
(Legal, HR, Finance, 
Member Services)

73.5

Financial Data 
Repository

31

Insurance Products 
and Services

29

Securities Valuation 
Office

46

SERFF 
20

Government Relations
16

State Based Systems
25

Research
14

Market Regulation
13

Education and 
Training

10

Information 
Technology

99

Financial Regulatory 
Services

50

Corporate 
(Legal, HR, Finance, 
Member Services)

73.5

Financial Data 
Repository

31

Insurance Products 
and Services

29

Securities Valuation 
Office

46

SERFF 
20

Government Relations
16

State Based Systems
25

Research
14

Market Regulation
13

Education and 
Training

10
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FTE Additions (2005–2009)

The additional headcount above only reflects part of the picture regarding the use of NAIC human 
resources. NAIC management employs an on-going assessment process of staffing needs and will 
reallocate vacated positions to help ensure adequate and quality support for NAIC priorities and its mission.

Producer Market
Year Total IAIS SBS SERFF System Regulation SVO

2009 2 1 1

2008 3 1 2

2007 18 8 3 5

2006 5 2 2

2005 10 7 3

ProposedProposed

2009
2009 Proposed Fiscal Impact Statements Net Impact

1 State Producer Licensing Reengineering Update (115,851)$               
2 Market Conduct Annual Statement -                          
3 ISIS Database Project (132,600)                 
4 Application Development and Testing Tools (78,279)                   
5 Risk Assessment Training (50,621)                   
6 Education and Training Programs 32,676                    
7 HR Information System (93,015)                   
8 National Catastrophe Model (200,000)                 
9 International Insurance Relations Support Resources (540,900)                 

  Net Impact (1,178,590)$            
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The Next 3 Months…

� September 23rd – Commissioners Roundtable 
(Washington D.C.)

� September 24th – Expose for Public Comment
� October 24th – Public Comments Due
� November 5th – Public Hearing (Teleconference)
� December 6th – EX Committee Adoption (Grapevine)
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PROFESSIONAL SERVICES

Due to variability of requirements and market factors for each state, these costs ARE NOT factored in to the 
following breakdown.

Lawyers
Actuaries
Economists
Accountants
Federal/international liaisons
Reinsurance specialists
Research analysts
Financial examiners and analysts

INTRODUCTION

The NAIC provides a variety of tools for states to help regulate insurance and assist consumers.  This toolkit 
shows the NAIC’s investment in the development of, and ongoing maintenance for, many of these components.  
We have also estimated the costs a state might incur to build or procure these components.

The scope of the costs might vary based on the size of the state’s insurance market, in terms of the number of 
companies, producers, consumers and overall base of premium volume.  A basic assumption is that the larger 
the state, the greater the functionality and infrastructure needs.  Reference to small, medium and large is based 
on a similar approach as used by the Interstate Insurance Product Regulation Commission (IIPRC) where the six 
largest states in terms of premium volume are considered large, remaining states with premium volume 
between 2% -- 4.45% are considered medium and states with premium volume less than 2% are considered 
small.  The NAIC State Assessment Budget Exhibit was used for purposes of breakdown of states within these 
categories (see attached).  

National Association of Insurance Commissioners

State Insurance Regulatory Toolkit

NAIC’S REGULATORY TOOLS PROVIDE SAVINGS TO STATES:
Large Premium Volume States

(states with 4.25% or more
share of national premium volume) 

Medium Premium Volume States
(states with 2% -- 4.25% or more

share of national premium volume) 

Small Premium Volume States
(states with less than 2% share of

national premium volume) 

Start-up year estimate savings:

$ 22,102,106

$    6,557,716

$        136,554

Subsequent annual maintenance:

Start-up year estimate savings:

$  15,386,912

$    5,560,869

$          56,894

Subsequent annual maintenance:

Average NAIC member assessment
(2008 budget estimate):

Average NAIC member assessment
(2008 budget estimate):

Average NAIC member assessment
(2008 budget estimate):

Start-up year estimate savings:

$    9,539,771

$    5,000,927

$          17,046

Subsequent annual maintenance:

Without the NAIC, states would likely need to obtain additional human resources whether through staffing or 
consulting to provide the type and range of professional services obtained through membership in the NAIC 
including:
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COMMUNICATIONS AND CONSUMER OUTREACH 
 

 
Core Professional Services Provided by Communications Staff   – Consumer alerts,
media relations, speeches and talking points, daily media tracking and clips services

 

$  267,525

PIO Forum  – Annual professional development for state communications staff  (per attendee cost) $2,500
 

Suptotal for Communications-Only Activities: $270,025

Professional Services Applied to Consumer Outreach (Insure U: Get Smart about Insurance) – 
Account management, national media placement efforts, enhancements to Web site content,
development and administration of consumer research, and media event planning   

 $289,400

Program Component Costs – National distribution of announcements  and releases,
research, launch events, publications and public service announcement (TV)  

$175,025

Hispanic Program Component Costs – Production, distribution and media relations
for Spanish-language press releases and education materials,  

$45,575

Subtotal for Consumer Outreach Campaign only: $510,000
 

COMBINED VALUE FOR NAIC COMMUNICATIONS 

AND CONSUMER OUTREACH: $780,025

Pricing considers measurements of labor required to execute each function and market prices for same services
if provided by a professional vendor. 

EDUCATION AND TRAINING 
 

NAIC Education and Training Department provides more than 68 courses, both classroom and onl ine courses, on a variety of
insurance topics, with 18 programs specifically for insurance regulators. The NAIC also provides on-site training at members’
departments on a variety of NAIC handbooks, tools and electronic applications.     
 
Each state averages the use of 25 continuing education, professional
development courses through the NAIC annually. The NAIC charges
$495 per class (or approximately $12,375). The price for these classes
if provided externally is estimated at $2,700 each (or $67,500 per state
annually).     

$  55,125
Each state’s estimated savings for
education and training currently

provided by the NAIC

 
Estimate includes each state’s share with factors for zone grants and
funds, professional travel services, scholarship awards and meeting
coordination and management. All currently provided by the NAIC. 

$  50,985

While most state departments have communications or public relations contacts, few are able devote time solely to communication 
issues regarding insurance regulation. States have few resources to devote to the development and implementation of comprehen-
sive consumer outreach programs. The NAIC Communications Division provides these services in addition to research, writing and 
media expertise – to support and assist state public information officers. THESE NAIC SERVICES ARE PROVIDED AT NO ADDITIONAL 
COST TO THE STATES.   

MEETINGS AND EVENTS
 

The NAIC provides several venues and opportunities for members to come together to discuss common issues, formulate collab-
orative strategies and policies, and to cooperatively modernize and streamline insurance regulation. The NAIC holds quarterly 
national meetings and interim meetings with no registration fees for members. The NAIC also provides zone grant funds to 
minimize travel costs associated with member participation. 

Each state’s estimated savings for
meetings related services now

provided by the NAIC
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INSURANCE PRODUCTS AND SERVICES

The NAIC is the authoritative source for insurance industry information. Our expert solutions support the efforts of state insur-
ance regulators by providing detailed and comprehensive insurance information through more than 150 different publications 
and data products — from statistical reports and white papers to regulatory handbooks and consumer guides — available to 
regulators free-of-charge.

COSTS FOR PUBLICATIONS CURRENTLY PRODUCED AND MAINTAINED BY NAIC

$  3,345,750

   $  1,538,371
  $  1,394,384

    $  1,340,725

$  3,791,168

Factors for first year start-up
costs and infrastructure:
   Order tracking software
   Online delivery system
   First-year content creation
   First-year publications production
   Customer service staff
   Capital infrastructure purchasesEACH state’s estimated cost

Large Premium Volume State
(4.25% or more national share)
To produce and maintain estimated
number of required quanitities

EACH state’s estimated cost
Medium Premium Volume State
(2% -- 4.25%  national share)
To produce and maintain estimated
number of required quanitities

EACH state’s estimated cost
Small Premium Volume State
(2% or less national share)
To produce and maintain estimated
number of required quanitities

Cost to NAIC for publications
made available to all states.

Factors for continuing annual costs
and infrastructure:
   Content creation
   Publications production
   Customer service staff
   Order tracking/billing systems
   Staff and infrastructure

Cost scope varies by size of the state’s insurance market (number of companies, producers, consumers and overall base of 
premium volume).  It is assumed that large premium volume states (4.25% share of nationwide premium volume or more) 
would need to maintain approximately 8% of the product volume maintained by the NAIC.

It is assumed that medium premium value states (2% -- 4.25% share of nationwide premium volume) would require less product 
volume (about 2% of that maintained by the NAIC) and infrastructure. 

The assumption for small states (2% or less of premium volume) would produce and maintain volumes equaling about 1% of 
the volumes maintained by the NAIC.

ACCREDITATION PROGRAM

The NAIC Accreditation Program generates savings to the states and the industry, through regulatory reliance placed on accred-
ited states. Without this program of regulatory deference, a number of financial solvency regulatory processes and costs would 
expand exponentially as states might not rely on each other to regulate licensed companies domiciled in other states. This 
program has been immensely effective in reducing the duplication of financial regulatory processes by setting the baseline 
expectation of all states in terms of the baseline financial solvency regulatory processes in place at each state that earns NAIC 
accreditation. Forty-nine states and the District of Columbia are currently accredited.

Estimated annual savings to EACH state for full accreditation and pre-accreditation
review (both occur each five years - cost annualized for illustration) and does not 
consider all staff and professional service requirements.

$   14,000

  $  1,983,789

$  1,762,656

 $  1,599,544
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MEMBER STATE
OR TERRITORY

STATE PREMIUM
VOLUME (2007)

PERCENT SHARE
OF NATIONAL

PREMIUM VOLUME
2009 BUDGETED

MEMBER ASSESSMENT

LARGE
PREMIUM
VOLUME
STATES

MEDIUM
PREMIUM
VOLUME
STATES

SMALL
PREMIUM
VOLUME
STATES

New York $   139,642,268,093 9.02% 187,608
California 130,490,517,347 8.43% 175,313
Florida 110,156,144,304 7.11% 147,993
Texas  97,779,542,714 6.31% 131,365
Pennsylvania  78,470,594,078 5.07%  105,424
Illinois 60,895,878,690 3.93%  81,814
New Jersey 59,821,158,481 3.86%  80,370
Ohio  54,639,650,976 3.53%  73,407
Michigan  51,778,455,318 3.34%  69,564
Massachusetts  42,960,738,511 2.77%  57,716
Georgia  39,370,520,462 2.54%  52,893
North Carolina  37,628,637,250 2.43%  50,554
Virginia  36,552,703,938 2.36%  49,108
Connecticut  33,781,896,527 2.18%  45,386
Maryland  30,762,684,250 1.99%  41,330
Wisconsin  30,402,197,363 1.96%  40,845
Washington  29,985,860,057 1.94%  40,286
Minnesota  29,860,072,070 1.93%  40,117
Indiana  28,466,122,263 1.84%  38,245
Missouri  28,047,273,755 1.81%  37,681
Colorado  27,183,706,255 1.76%  36,522
Delaware  26,318,439,222 1.70%  35,359
Arizona  26,208,824,044 1.69%  35,211
Tennessee  25,993,638,948 1.68%  34,922
Iowa  23,289,888,750 1.50%  31,291
Louisiana  21,667,974,267 1.40%  29,110
Kansas  20,785,577,769 1.34%  27,926
Alabama  19,226,717,575 1.24%  25,831
Oregon  18,850,707,570 1.22%  25,325
South Carolina  17,359,904,388 1.12%  23,323
Kentucky  16,285,030,285 1.05%  21,879
Oklahoma  13,716,099,948 0.89%  18,427
Nevada  11,646,849,093 0.75%  15,647
Utah  10,703,108,095 0.69%  14,380
Arkansas  9,877,878,297 0.64%  13,271
Mississippi  9,852,052,534 0.64%  13,236
Nebraska  9,594,919,911 0.62%  12,890
Puerto Rico  9,389,344,787 0.61%  12,614
District of Columbia  8,509,705,121 0.55%  11,432
Hawaii  8,323,011,391 0.54%  11,182
New Mexico  7,998,169,118 0.52%  10,745
Rhode Island  7,915,288,095 0.51%  10,635
West Virginia  7,482,059,649 0.48%  10,052
New Hampshire  6,903,948,918 0.45%  9,276
Idaho  5,998,917,956 0.39%  8,059
Maine  5,667,777,643 0.37%  7,725
South Dakota  4,143,867,092 0.27%  7,725
Montana  3,769,750,303 0.24%  7,725
North Dakota  3,663,888,023 0.24%  7,725
Alaska  3,090,470,798 0.20%  7,725
Vermont  3,037,213,388 0.20%  7,725
Wyoming  2,245,016,984 0.15%  7,725
U.S. Virgin Islands  298,456,199 0.02% 7,725
Guam  265,148,875 0.02% 7,725
Northern Mariana Islands  19,308,670 0.00% 7,725
American Samoa  3,643,788 0.00% 7,725
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February 1, 2008   
 
 
 
Dear NAIC Member:  
 
I am pleased to provide you with your state’s 2007 NAIC Value of Services report. The purpose of this 
annual report is to help convey the wide range of information, products and services your NAIC 
membership offers your state insurance department and the estimated dollar value. 
 
Without membership in the NAIC, the amount of state funding required in order to provide or access 
the similar type of services the NAIC provides – often at no extra charge – would far exceed your 
member dues to the NAIC.  The states contribute less than 3% of the revenue the NAIC devotes to 
funding member-directed initiatives.  The NAIC provides significant value to the states by alleviating 
the costly investment and ongoing costs to create the regulatory tools, resources and technical 
infrastructure available through the NAIC. 
 
This report allows you to share with your staff, consumers, legislators and your Governor the benefits 
you and your department receive for your membership dollar.  It also illustrates the value of the NAIC 
membership’s collective and collaborative efforts to assist you and your state in protecting consumers 
and maintaining a healthy marketplace through strong state-based regulation. I also want to personally 
thank you for the value you bring to the NAIC through your state’s membership. 
 
Sincerely, 
 
 
Catherine J. Weatherford 
Executive Vice President & CEO 
 

 
For questions regarding this report please contact: 
 

Karen Schutter  

Senior Counsel, Business Initiatives   
2301 McGee Street, Suite 800  
Kansas City, MO 64108-2662  
Phone  816-783-8024  
Fax 816-460-7694  
Email  kschutte@naic.org  
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Membership Services at a Glance
Below is a representative list of the services the NAIC 

provided to or facilitated for its members in 2007

Meetings Forum
• 4 National Meetings each year
• 82 Interim Meetings in 2006
• 1,100 Toll-Free Conference Calls

Consumer Awareness
• Fight Fake Insurance Campaign
• Insure U — Get Smart about Insurance Program...In Spanish too!
• Consumer Information Source
• Consumer Funded Representative Program
• Public Information Officer’s Forum

Steamlined Processes
• 381,370 rate and form filings through SERFF
• 3.8 million producer licensing records in SPLD
• 181 UCAA apps transmitted to members
• 2,692 online fraud referrals to members
• 15 online multistate exams hosted

Information Resources
• 3.6 million hits to the naic.org website
• 5.5 million hits to NAIC’s regulatory-only I-SITE website
• 4,800 individual 2006 annual or 2007 quarterly financial statements
• 400 million data elements in Financial Data Repository
• 60 financial analysis and examination regulatory-only tools/reports
• 85 financial and market regulatory databases and applications
• 85 NAIC publications available to Members
• 68 online or classroom NAIC Education Courses
• 5,500 requests handled by NAIC Research Library
• 15,000 member calls/e-mails handled by the NAIC’s help desk
• 12,000 statutory accounting and financial reporting inquiries handled

Service Provider
• Full and Interim Accreditation Reviews
• Quarterly Listing of Foreign Insurers
• Valuation of Insurers’ Securities Portfolio
• Professional Designation Program
• Amicus briefs
• Federal legislative/regulatory liasion
• International technical assistance
• Daily insurance news services
• NAIC Committee Proceedings back to 1871

2

10 th Anniversary
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VALUE OF NAIC SERVICES 

 

The annual budget of the NAIC reflects the wide-range of valuable services and benefits the NAIC provides to its 

members. One measure of this value is to apportion each state’s share of the NAIC budget directly spent on 

programs and initiatives that support state-based insurance regulation, measured in terms of a state’s percentage 

share of nationwide total direct written premium. With these programs and initiatives, the NAIC is an important 

partner to its members, collectively and individually, to strengthen, modernize and promote state insurance 

regulation as well as to educate and inform, and perhaps most importantly, to protect insurance consumer 

interests. 

STRENGTHEN STATE INSURANCE REGULATION 

The NAIC serves members through facilitating committee-driven model laws and regulations, reporting 

standards and guidelines, best-practices handbooks, and coordinated regulatory responses in countless areas of 

insurance regulation. The NAIC also provides electronic systems, applications, reports and technical resources and 

programs to continually strengthen the financial solvency monitoring and market conduct oversight used by 

state insurance regulators in fulfilling their duties.   

MODERNIZE STATE INSURANCE REGULATION 

The NAIC has assisted in automating, standardizing, and streamlining many regulatory processes through online 

systems that transmit information between the industry and state insurance regulators. The NAIC compiles 

financial, licensing and other regulatory information from insurance companies, producers and state insurance 

departments using an extensive collection, quality assurance, and validation process. The NAIC also provides 

analytical and reporting tools to assist regulators in keeping abreast of the financial and market conditions of 

their regulated entities.   

PROTECT INSURANCE CONSUMER INTERESTS 

The NAIC provides members with consumer education resources, including outreach campaigns, public service 

announcements and media toolkits, to inform consumers on important insurance issues. The NAIC’s website and 

Consumer Information Source also serves as an important tool for consumers to view financial and complaint 

information on insurers and to file complaints of fraud with a state insurance department.  The participation of 

consumer advocates in the NAIC committee process also helps members to receive the consumer’s perspective 

on a wide range of issues.  The NAIC coordinates the activities of its members in responding to consumer issues 

of a widespread nature such as those involving natural disasters.  
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VALUE OF NAIC SERVICES 

EDUCATE AND INFORM STATE INSURANCE REGULATORS 

The NAIC serves it members by providing a forum for education and the exchange of information. The NAIC 

Education Department provides over 68 courses, including online courses, on a variety of insurance topics with 

18 programs specifically designed for insurance regulators.  The NAIC also provides on-site training at members’ 

departments on a variety of NAIC handbooks, tools and electronic applications.  The NAIC’s Insurance Regulator 

Professional Designation Program provides a structured professional development program to enhance and 

ensure regulators’ skills, techniques, and strategies for monitoring the insurance marketplace. The NAIC also 

provides several venues and opportunities for members to come together to discuss common issues, formulate 

collaborative strategies and policies and to cooperatively modernize and streamline insurance regulation.  In 

2007, the NAIC held four national meetings, a Commissioners Conference, three Executive Committee retreats, 

the E-Regulation Conference, a Financial Summit, and over 80 interim meetings with no registration for members.  

The NAIC also provides funds through the zone grant program to minimize the travel costs associated with 

members’ participation in these collaborative efforts.   

PROMOTE STATE INSURANCE REGULATION 

The NAIC serves it members by promoting the strengths, benefits and preservation of the state-based system of 

insurance regulation.  In addition to the consumer outreach insurance campaigns and NAIC website, the NAIC 

assists members in informing policymakers as well as policyholders at the state, federal and international levels to 

promote state officials as best positioned to respond quickly and effectively to the needs of their consumers, 

monitoring claims-handling, underwriting, pricing and marketing practices.  The NAIC also actively addresses 

federal efforts to pre-empt state regulation of insurance and in 2007, provided testimony and expertise to 

Congress with regards to Medicare, Medigap, ERISA, high risk pools, SHIP funding, mental health parity, optional 

federal charter, terrorism insurance, flood insurance, surplus lines/reinsurance reform, national catastrophe 

programs, title insurance reform, and risk retention group reform.  The NAIC also plays an important role in 

facilitating communications among the states and federal officials and takes an active leadership role on 

international regulatory issues, including trade issues and country-specific technical assistance. 

NAIC STATE INSURANCE REGULATORY TOOLKIT 

 

In addition to the value of NAIC services as a percentage share of the NAIC budget, this report illustrates the 

NAIC’s investment in the development of, and ongoing maintenance for, the NAIC’s State Insurance Regulatory 

Toolkit.  This toolkit leverages the NAIC’s investment in a variety of tools, to estimate and demonstrate the costs 

a state might incur to duplicate, build or procure the tools provided by the NAIC, most often at no direct cost to 

the state.
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KS Kansas Department 
of Insurance 

SUMMARY OF PAYMENTS, SERVICES AND SAVINGS 

THIS IS NOT A BILL. 

Payments to NAIC 

Kansas State Assessment           $   21,862 

Database Fees from Kansas Domiciled Companies        233,890 

Total Payments Received         $  255,752 

NAIC Membership Services Received by Kansas 

Strengthen State Insurance Regulation       $   143,250 

Modernize State Insurance Regulation         75,433 

Protect Insurance Consumer Interests          21,520 

Educate and Inform State Insurance Regulators       56,247 

Promote State Insurance Regulation          37,678 

Special Projects for Your State              64,299 

Total Value Received           $    398,427 

State Regulatory Toolkit (Cost Savings for Small Premium Volume State) 

Start-up Year Estimated Savings        $   9,539,771 

Subsequent Annual Maintenance        $   5,000,927 
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KS Kansas Department 
of Insurance 

Total Payments Compared to Value Received

$398,427

$255,752

Value of Services Total Payment to NAIC

State Assessment Compared to Value Received

$398,427

$21,862

Value of Services State Assessment

Total Payments Compared to Annual
Maintenance for NAIC Toolkit

$5,000,927

$255,752

Annual Toolkit Maintenance Total Payment to NAIC

The Value of Services is measured 

by the state’s percentage share of 

nationwide 2007 direct written 

premium (premiums collected by 

domiciled companies), multiplied 

by the amount of the NAIC’s budget 

that directly supports membership 

products, services and initiatives. 

The value of the NAIC’s toolkit and 

annual maintenance illustrates the 

NAIC’s investment in the ongoing 

maintenance of the NAIC’s State 

Insurance Regulatory Toolkit, as 

described within this report. 

Kansas’s percentage share of 

nationwide direct written 

premiums for domiciled 

companies in 2007 was .66%. 

Payments to the NAIC from Kansas 

and Kansas domiciled insurance 

companies account for 64% of the 

total value of services received from 

the NAIC. 

Kansas’s state assessment 

accounted for 5% of the total value of 

services received from the NAIC. 
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KS Kansas Department 
of Insurance 

SPECIFIC PROJECTS AND SERVICES FOR KANSAS 

 
Value of NAIC Publications Provided.....................................................$64,299 

 

State-Specific Activities** 

 

Help Desk Inquiries ..............................................................................204 

 

I-SITE Inquiries...............................................................................110,963 

 

State Training ........................................................................... TeamMate 

 

Accreditation Review .................................................................... Interim 

 

Legal Research and Services .......................................................5 hours 

 

Research Library Requests...................................................................... 4 

 

State Media Impressions  

  for Public Service Announcements...............................................337 

 

Education Program Participants..........................................................13 

 

DeAngelo Scholarship Recipients ......................................................... 2 

 

Other .....................................Compact Member; State-Based Systems 

 
 
 
**For purposes of this Report, no separate value is associated with these Other 
State-Specific Activities. 
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Item Description:  Assessments from all members which are used to fund the activities of the NAIC offices.  Members are assessed based upon the relative 
                 premium volume of their respective domiciled companies to total premium volume.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

State Assessments (1) 2,015,609$       1,023,550$       2,063,932$       2,063,932$       2,113,949$       50,017$           2.42%

 (1)

BUDGET ITEM:   State Assessments

State assessments reflect no increase from 2008 in the $7,725 minimum assessment per state. The minimum level of assessment was approved by the Internal 
Administration (EX1) Subcommittee in September 2001. The $50,017 increase is a result of the redistribution of the total assessment based on premium volume and 
the reapplication of the minimum assessment which is consistent with all prior years since 2001. The budgeted amount is based on four months of the May 2008 - 
April 2009 assessment and eight months of the May 2009 - April 2010 assessment. The May 2009 - April 2010 state assessments are illustrated in Exhibit R1-One. 
Exhibit R1-Two illustrates state assessments as a percentage of total NAIC revenue.

R1:  State Assessments
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Exhibit R1-One

Percent $7,725 Minimum $7,725 Minimum $7,725 Minimum
State Total Premiums To Total Assessment 2009/10 Amount 2008/09 Amount 2007/08 Amount

Alabama 19,226,717,575$        1.24% 25,831$ 25,831$ 24,966$                 23,873$
Alaska 3,090,470,798            0.20% 4,151 7,725 7,725                    7,725
Arizona 26,208,824,044          1.69% 35,211 35,211 35,260                  36,876
Arkansas 9,877,878,297            0.64% 13,271 13,271               13,067                  12,587
California 130,490,517,347        8.43% 175,313 175,313 182,231                181,176
Colorado 27,183,706,255          1.76% 36,522 36,522 35,282                  36,967
Connecticut 33,781,896,527          2.18% 45,386 45,386 42,816                  46,652
Delaware 26,318,439,222          1.70% 35,359 35,359 34,385                  33,964
District of Columbia 8,509,705,121            0.55% 11,432 11,432               10,955                  10,764
Florida 110,156,144,304        7.11% 147,993          147,993             141,134                135,062
Georgia 39,370,520,462          2.54% 52,893 52,893 50,093                  46,940
Hawaii 8,323,011,391            0.54% 11,182 11,182               11,171                  10,774
Idaho 5,998,917,956            0.39% 8,059 8,059 8,149                    7,731
Illinois 60,895,878,690          3.93% 81,814 81,814 82,437                  82,900
Indiana 28,466,122,263          1.84% 38,245 38,245 36,541                  35,243
Iowa 23,289,888,750          1.50% 31,291 31,291 22,583                  22,626
Kansas 20,785,577,769          1.34% 27,926 27,926 21,854                  19,845
Kentucky 16,285,030,285          1.05% 21,879 21,879 21,070                  21,541
Louisiana 21,667,974,267          1.40% 29,110 29,110 28,596                  25,881
Maine 5,667,777,643            0.37% 7,616 7,725 7,817                    7,739
Maryland 30,762,684,250          1.99% 41,330 41,330 43,835                  41,222
Massachusetts 42,960,738,511          2.77% 57,716 57,716 55,818                  58,653
Michigan 51,778,455,318          3.34% 69,564            69,564               69,504                  72,323
Minnesota 29,860,072,070          1.93% 40,117 40,117 39,602                  38,306
Mississippi 9,852,052,534            0.64% 13,236            13,236               12,967                  12,172
Missouri 28,047,273,755          1.81% 37,681 37,681 37,846                  36,889
Montana 3,769,750,303            0.24% 5,065 7,725 7,725                    7,725
Nebraska 9,594,919,911            0.62% 12,890 12,890 13,107                  12,651
Nevada 11,646,849,093          0.75% 15,647 15,647 15,400                  14,983
New Hampshire 6,903,948,918            0.45% 9,276              9,276                 8,594                    9,095
New Jersey 59,821,158,481          3.86% 80,370 80,370 86,361                  80,058
New Mexico 7,998,169,118            0.52% 10,745            10,745               10,561                  10,065
New York 139,642,268,093        9.02% 187,608          187,608             178,016                169,904
North Carolina 37,628,637,250          2.43% 50,554 50,554 48,743                  47,061
North Dakota 3,663,888,023            0.24% 4,923 7,725 7,725                    7,725
Ohio 54,639,650,976          3.53% 73,407 73,407 68,960                  69,032
Oklahoma 13,716,099,948          0.89% 18,427 18,427 18,287                  17,688
Oregon 18,850,707,570          1.22% 25,325 25,325 24,895                  24,030
Pennsylvania 78,470,594,078          5.07% 105,424 105,424             104,949                103,911
Rhode Island 7,915,288,095            0.51% 10,635            10,635               9,069                    9,069
South Carolina 17,359,904,388          1.12% 23,323 23,323 22,280                  20,657
South Dakota 4,143,867,092            0.27% 5,568 7,725 7,725                    7,725
Tennessee 25,993,638,948          1.68% 34,922 34,922 33,769                  31,089
Texas 97,779,542,714          6.31% 131,365 131,365 126,632                119,984
Utah 10,703,108,095          0.69% 14,380 14,380 13,603                  12,939
Vermont 3,037,213,388            0.20% 4,080              7,725                 7,725                    7,725
Virginia 36,552,703,938          2.36% 49,108 49,108 49,837                  45,764
Washington 29,985,860,057          1.94% 40,286 40,286 40,254                  39,323
West Virginia 7,482,059,649            0.48% 10,052 10,052 9,755                    8,436
Wisconsin 30,402,197,363          1.96% 40,845 40,845 39,399                  38,286
Wyoming 2,245,016,984            0.15% 3,017              7,725                 7,725                    7,725
American Samoa 3,643,788                   0.00% 4                     7,725                 7,725                    7,725
Guam 265,148,875               0.02% 356                 7,725                 7,725                    7,725
Northern Mariana Islands 19,308,670                 0.00% 25 7,725 7,725                    8,134
Puerto Rico 9,389,344,787            0.61% 12,614 12,614 11,069                  9,876
U.S. Virgin Islands 298,456,199               0.02% 402 7,725 7,725                    7,725

Total 1,548,779,220,196$   100.00% 2,080,771$ 2,130,539$ 2,080,769$            2,030,266$

Four months of the May 2008-April 2009 assessment 693,590$
Eight months of the May 2009-April 2010 assessment 1,420,359

Total calendar year 2009 assessment 2,113,949$

                      NAIC STATE ASSESSMENTS
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Item Description:  Fees from all insurance companies filing with the NAIC’s Financial Data Repository.  Fees are based on each filing companies preimum volume.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Database Fees (1) 24,861,611$     25,364,912$     25,364,912$     25,100,000$     25,603,263$     503,263$         2.01%

(1) The current filing fee structure was approved by the Internal Administration (EX1) Subcommittee in September 2001. The filing fee structure is unchanged from the 
previous year. The projection for 2008 is based on actual filings received and reflects a growth in industry premium volume that is slightly higher than the 2% 
assumed in the 2008 budget. The 2009 budget assumes a 2% increase in 2008  premium filed in 2009. The complete filing fee structure is included as Exhibit R2-
One. Exhibit R2-Two illustrates database filing fees as a percentage of total NAIC revenues.

BUDGET ITEM:   Database Fees 

R2:  Database Fees
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Exhibit R2-One

NAIC Database Filing Fee Structure
For 2008 Data Year Filings Submitted in March 2009

2009
Fee Structure

Premium Base Levels:
-$                              to 100,000$                  247$                     

100,001$                  to 1,000,000$               484$                     
1,000,001$               to 2,500,000$               722$                     
2,500,001$               to 7,500,000$               1,444$                  
7,500,001$               to 25,000,000$             2,403$                  

25,000,001$             to 100,000,000$           3,600$                  
100,000,001$           to 200,000,000$           5,035$                  
200,000,001$           to 300,000,000$           6,289$                  
300,000,001$           to 400,000,000$           7,723$                  
400,000,001$           to 500,000,000$           9,167$                  
500,000,001$           to 600,000,000$           11,039$                
600,000,001$           to 700,000,000$           12,958$                
700,000,001$           to 800,000,000$           14,877$                
800,000,001$           to 900,000,000$           17,271$                
900,000,001$           to 1,000,000,000$        19,674$                

1,000,000,001$        to 1,100,000,000$        22,068$                
1,100,000,001$        to 1,200,000,000$        24,472$                
1,200,000,001$        to 1,300,000,000$        26,866$                
1,300,000,001$        to 1,400,000,000$        29,269$                
1,400,000,001$        to 1,500,000,000$        31,663$                
1,500,000,001$        to 1,600,000,000$        34,067$                
1,600,000,001$        to 1,700,000,000$        36,461$                
1,700,000,001$        to 1,800,000,000$        39,339$                
1,800,000,001$        to 1,900,000,000$        42,218$                
1,900,000,001$        to 2,000,000,000$        45,096$                
2,000,000,001$        to 2,100,000,000$        47,975$                
2,100,000,001$        to 2,200,000,000$ 50,853$                
2,200,000,001$        to 2,300,000,000$        53,732$                
2,300,000,001$        to 2,400,000,000$        56,610$                
2,400,000,001$        to 2,500,000,000$        59,489$                
2,500,000,001$        to 2,600,000,000$        62,367$                
2,600,000,001$        to 2,700,000,000$        65,246$                
2,700,000,001$        or greater 69,428$                

Combined Filing Fee 685$                     
Group Filing Fee 208,284$              
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Item Description:   Revenues generated from the sale of various reference materials, handbooks and subscriptions, and information stored on the NAIC's financial
                 database.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Publications (1) 4,697,323$       2,808,685$       4,888,743$       4,913,682$       5,072,398$       158,716$         3.23%
Insurance Data Products (2) 7,969,634         2,019,520         8,257,016         7,818,645         9,473,089         1,654,444        21.16%
Automated Valuation Service (3) 3,125,848         1,396,249         3,159,147         3,204,910         3,503,194         298,284           9.31%

Total 15,792,805$     6,224,454$       16,304,906$     15,937,237$     18,048,681$     2,111,444$      13.25%

 (1)

 (2)

 (3)

BUDGET ITEM:   Publications and Insurance Data Products

R3:  Publications and Insurance Data Products

Publications revenue is generated from the sale of hardcopy and CD-ROM publications and reference materials and royalties from the sale of these products by outside 
vendors. The increase relates to Long Term Care license agreements and redistribution revenues which are higher due to increased sales volumes in recent years. The 
2009 budget incorporates the concept of discounted pricing if purchases are made within 30 days of the product release date. 

Revenues generated from the sale of insurance data products are budgeted at $6,476,014, representing contracts with numerous vendors who use, market, and 
sometimes redistribute financial data from the NAIC Financial Data Repository. It also includes royalties generated from the sale of the Risk Based Capital Filing 
Support Product (RBCFSP) of $1,612,450 and the Annual Statement Filing Support Product (ASFSP) of $1,384,625 by six business partners. The primary factor for 
the 2008 projection and 2009 budget increase is an increase of $400,000 and $800,000, respectively in the contractual amount for the second year of the agreement 
with a significant redistribution vendor. Additionally, there is also a contractual increase in the ASFSP royalty fees of $25 per unit which was incorporated into the 
2008 budget and continues into 2009.

 The Automated Valuation Service (AVS) is a system for the delivery of security designations assigned by the Securities Valuation Office (SVO) via electronic data 
feeds to meet the specific needs of any customer investment portfolio and is utilized heavily by companies when preparing their Schedule D filings. An alert service 
and a revision to the pricing structure for this product were released in 2008. The increase in this revenue line in 2009 is based on new customers licensing during 
2008 under the new flat fee pricing structure. 
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Item Description:  Fees for services from the Securities Valuation Office (SVO), System for Electronic Rate and Form Filings (SERFF), State Based Systems (SBS), and 
                  the International Insurers Department (IID).

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

SVO Fees (1) 8,407,542$       4,133,081$       7,689,077$       7,723,550$       8,029,725$       306,175$         3.96%
SERFF Fees (2) 2,888,835         2,165,849         4,037,163         $3,411,425 4,030,236         618,811           18.14%
SBS Fees (3) 669,247            480,441            1,057,909         1,614,161         1,730,064         115,903           7.18%
IID Fees (4) 554,970            504,500            521,500            506,000            557,750            51,750             10.23%

Total 12,520,594$     7,283,871$       13,305,649$     13,255,136$     14,347,775$     1,092,639$      8.24%

 (1)

 (2)

 (3)

 (4)

R4:  Services 

BUDGET ITEM:   Services 

International Insurers Department (IID) revenues are generated from processing applications for listing and processing annual financial filings from companies listed 
in the Quarterly Listing of Alien Insurers. The budget is based on 125 filings from companies and Lloyd’s Syndicates, three new applications, and one late fee.  The 
variance for 2008 is the result of an increased number of filings received. The increase in the 2009 budget can be attributed to two factors; the increase in anticipated 
filing volume and a price increase of $250 per listing and $500 per initial application fee. The volume and price increases account for $19,000 and $32,750 of the 
2009 budget increase, respectively.

Since 2004, SVO revenues have included a blend of the historical fee-for-service revenue structure and a fee assessment model. This approach is the result of work by 
the Revenue Considerations (EX1) Working Group, with the assistance of interested parties, on a proposal to ultimately exempt from filing with the SVO all NRSRO 
rated securities, on a “revenue neutral” basis. The Working Group’s revenue blend approach was approved by the NAIC membership in September 2003 and was 
effective January 1, 2004. The 2009 budget includes $7,239,725 in fees and $790,000 for the assessment, which is only half of the annual assessment amount from 
the revenue neutral proposal. The assessment is allocated, on a proportionate basis, to those insurers that hold $1 billion or more of non-government and preferred 
stock investments. The increase in total SVO revenues for 2009 is related to increased corporate filing revenues from a heavier than expected volume of initial filings, 
which is offset by budgeting for only one half of the annual SVO assessment in 2009.

An SVO listing provides an insurer with an annual security analysis and a value, or price, for the security. Budgeted revenue for this service is (1) $6,206,275 for 
nonrated security filings; (2) $400,000 for the processing of subsidiary valuation filings; and (3) $52,500 for advance rating services.  Additionally, this line includes: 
(1) $140,000 in services provided to banks that wish to be placed on the “Approved Bank List” maintained by the SVO; (2) $140,000 in service fees for the review of 
money market funds; (3) $2,000 in service fees for the review of counterparty derivatives; (4) $2,000 in SVO appeals fees, representing an offset to the cost of the 
additional effort by the SVO staff when requested to conduct a face-to-face meeting on an appeal by a company that disagrees with the original credit assessment from 
the SVO; (5) $90,950 in SVO sovereign fees, representing an offset to the cost of the SVO’s requirement to conduct a Sovereign analysis on the initial submission of 
issuing debt in a foreign country, and (6) $206,000 in Portfolio Analysis Management (PAM) fees. Non-rated securities revenue is ilustrated in Exhibit R4-One.

SERFF filing volumes continue to grow as a result of a combination of factors includes, (1) the Terrorism Risk Insurance Act (TRIA) filing deadlines, (2) growth in 
state implementations of the Uniform Product Coding Matrices, and (3) the mandated use of SERFF by a growing number of states. These factors are the basis for the 
projection of $625,738 in transaction revenue in excess of budget for 2008 and $491,411 of the increase in the budget for this line item. A survey of states in early 
2008 indicates that the margin for future transaction growth is narrowing based on the number of transactions that are already being processed through SERFF.             

Included in the SERFF revenue line is a $25,000 annual license fee from the Interstate Insurance Product Regulatory Commission (IIPRC). Under this services 
agreement, the IIPRC is granted 250 SERFF development hours to make modifications to SERFF in order to accommodate IIPRC filings and the overall 
expansion/enhancements of the IIPRC product filing operations. Additionally, the release of the premium tax application OPTins is anticipated to generate $127,400 in 
revenue that has not previously been included in the budget. Revenue projections match the filing cycles of the participating states and will begin with the first filing 
deadline of March 1, 2009.

SBS fees are projected to fall short of budget in 2008. The 2008 budget assumed the buyout of the SBS business partner which would have resulted in increased 
revenue sharing for SBS transactions processed through the NAIC affiliate; The National Insurance Producer Registry (NIPR). Since the buyout was not exercised in 
2008, SBS will generate approximately $556,252 less in revenue sharing from NIPR. This revenue decline is partially offset by the addition of the online Continuing 
Education Services to the SBS product line in November of 2007. This product is expected to generate more than twice the budgeted amount in 2008 and increase 
futher in 2009 with the addition of five more states for this product line in late 2008. Additionally, the 2009 budget no longer assumes the buyout of the SBS business 
partner.
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Item Description:  Fees received from attendees at NAIC National Meetings, net of revenue sharing with the four NAIC Zones.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

National Meetings Registration Fees (1) 1,930,906$       928,949$          1,913,178$       2,036,003$       1,937,514$       (98,489)$          (4.84%)
National Meeting Revenue Sharing (2) 140,044            63,728              131,612            129,470            112,160            (17,310)            (13.37%)
IAIS Annual Conference (3) 698,830            

2,769,780$       992,677$          2,044,790$       2,165,473$       2,049,674$       (115,799)$        (5.35%)

 (1)

 (2)

 (3) The NAIC was selected to host the International Association of Insurance Supervisors (IAIS) 14th Annual Conference in the United States in 2007.  This was a one-
time event for the NAIC and will not be included in subsequent budget proposals.  Revenues generated through attendee registrations in excess of conference expenses 
were remitted to the IAIS as is customary and stated in the agreement to host this conference.

National meeting registration fees are projected based on Exhibit R5-One. The registration fees are charged on a multi-tier basis such that early registrations receive a 
discount and certain incentives are offered to first-time and local attendees, all of which are unchanged from the previous year. The decrease in paid registrations 
experienced in early 2008 is expected to continue through the remainder of 2008 and 2009.

R5:  National Meeting Registration Fees

BUDGET ITEM:   Meetings Registration Fees 

National meeting revenue sharing represents the transfer of 25% of national meeting revenues over expenses equally to each of the four NAIC Zones as approved by 
the Internal Administration (EX1) Subcommittee in September 2001. Reduced revenue for all four 2009 national meetings and increased expenses related to the site 
selection for the 2009 Winter National Meeting has reduced revenue sharing with the Zones.
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Item Description:  Interest, dividends, and realized and unrealized gains/losses on the NAIC investment portfolio and cash equivalents. Also included is interest earned  
on the lines of credit granted to the Interstate Insurance Product Regulation Commission (IIPRC).

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Interest Income (1) 1,115,401$       566,055$          1,056,601$       1,071,080$       1,182,328$       111,248$         10.39%
Dividend Income (2) 1,013,978         315,453            824,844            950,298            871,220            (79,078)            (8.32%)
Realized Gain/(Loss) (3) 2,138,523         380,846            380,846            
Unrealized Gain/(Loss) (3) 431,164            (2,762,945)       (2,762,945)       

Total 4,699,066$       (1,500,591)$     (500,654)$        2,021,378$       2,053,548$       32,170$           1.59%

 (1)

 (2)

 (3)

R6: Investment Income

The investment policy of the NAIC was approved by the Internal Administration (EX1) Subcommittee in December 2003 and continues to be revised based on 
recommendations from the NAIC investment advisor. The NAIC does not budget for realized or unrealized gains and/or losses in the investment portfolio due to the 
uncertainty of future fluctuations in capital markets. The budget is based on interest income on the long-term fixed income portfolio and short-term investments. The 
increase from the 2008 budget is based on additional funds added to the portfolio in March 2009 and an additional $21,000 in interest income from the IIPRC, based 
on the estimated issuance of a $550,000 line of credit in 2009 and interest earned on the 2008 line of credit for a full year.

BUDGET ITEM:   Investment Income

The losses shown in the unrealized gain/loss category for 2008 are related to the decline in the financial markets experienced through June 30, 2008. While the budget 
does not anticipate an increase or decrease in these lines for the remainder of 2008, based on market analysis provided by the NAIC's investment advisors at the end of 
July, there is a gradual thawing of the market place and a lot of liquidity waiting for the opportunity to enter the market. It is anticipated that this situation will create a 
shift in the financial markets. It is important to note that the $2,382,099 in realized and unrealized gains at June 30, 2008 will change based on the overall performance 
of the capital markets for the remainder of 2008.  Because the NAIC does not project market performance, actual results could differ significantly by December 31, 
2008.

The decrease in dividend income for 2008 is based on actual receipts through June 30, 2008 and a decrease in anticipated significant dividends in 2007 due to overall 
market performance.
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Item Description:  Revenue from NAIC education programs.
2007 6/30/08 12/31/08 2008 2009 Increase

Description Actual Actual Projected Budget Budget (Decrease) Percentage

Commissioners Forum (1) 24,600$            22,000$            22,000$            33,774$            11,774$           53.52%
Insurance Department Staff Education (5) 11,990              
Financial Examiners (1) 26,360              23,290$            23,290              21,800              27,250              5,450               25.00%
Commissioners Symposium (2) 41,637              
Legal CLE Workshops (1) 40,930              39,600              39,600              44,040              4,440               11.21%
Regulation For Solvency 11,300              13,080              13,080              13,080              0.00%
Surplus Lines Regulation (3) 11,125              11,125              (11,125)            (100.00%)
HMO Annual Statement (5) 18,870              27,255              27,255              (27,255)            (100.00%)
P&C Annual Statement (3) 23,865              24,825              24,825             100.00%
Advanced Fraud 23,195              25,485              25,485              25,455              25,750              295                  1.16%
Onsite Programs (6) 43,101              50,600              96,200              72,500              75,000              2,500               3.45%
Market Conduct Examiners Handbook (4) 26,630              20,000              28,580              23,200              (5,380)              (18.82%)
Statutory Accounting Principles 25,450              14,975              14,975              22,300              22,300              0.00%
International Issues Conference (8) 32,250              32,250             100.00%
IMR/AVR Online (3) 13,070              13,375              13,375             100.00%
Online Investment Schedules (1) 43,425              40,430              40,430 44,310              3,880               9.60%
Online Introduction To Financial Regulation (1) 17,855              19,040              19,040              26,775              7,735               40.63%
Online ISQ Training 9,900 7,920                7,920                8,415                495                  6.25%
Online Schedule P (4) 11,105              15,575              15,575              11,105              (4,470)              (28.70%)
Online Core Legal Issues 8,260                5,355                9,485                8,260                8,260                0.00%
Online Reinsurance 19,858              19,570              19,570              19,570              0.00%
Current Legal Issues (3) 15,010              15,010              20,415              (20,415)            (100.00%)
Online Health Annual Statement Preparation (1) 21,555              17,385              17,385              26,325              8,940               51.42%
Regional Market Conduct Training (1) 17,335              15,460              15,460              12,535              15,805              3,270               26.09%
Online Financial Regulation & Staff Education (1) 6,545                10,710              10,710              24,990              14,280             133.33%
Online Market Analysis Techniques (4) 16,830              8,415                8,415                12,375              7,425                (4,950)              (40.00%)
Statutory Accounting 101 Program (3) 50,330              50,330              (50,330)            (100.00%)
SAP Webinars (1) 85,625              48,000              48,000              52,800              4,800               10.00%
Basic Insurance Self Study (4) 20,064              3,725                7,805                26,400              10,750 (15,650)            (59.28%)
How to Analyze Insurer Portfolios (5) 5,925                5,925                5,925                (5,925)              (100.00%)
How to File Securities with the SVO Online 15,765              10,710 23,205 24,990              24,695              (295)                 (1.18%)
Consumer Assistance Training Online 7,375                8,850                8,850                8,850                0.00%
Model Laws Webinar 6,160                7,680                7,680                7,600                (80)                   (1.04%)
Bundles of Learning (1) 4,825                6,500                9,020                5,000                6,875                1,875               37.50%
Producer Licensing Online Training (1) 4,130                9,145                5,015                8,850                3,835               76.47%
Health Insurance Rate Filing Reviews (5) 12,245              
Management and Leadership Effectiveness 10,890              23,265              12,375              12,375              0.00%
Regulatory Overview of a Principles-Based
     Valuation System (1) 35,210              35,590              35,590              38,690              3,100               8.71%
What's Going on with Health Insurance (5) 29,463              13,520              13,520              26,700              (26,700)            (100.00%)
Regulation of Insurance Products Online (1) 11,090              7,425                7,425                8,415                21,780              13,365             158.82%
Fraud Investigation 101 11,850              11,850              11,850              0.00%
Risk-Based Capital Training 5,900                5,900                5,900                0.00%
Regulating for Solvency: Risk Rentention Groups (10) 7,590                7,590               100.00%
Managing the Cost of Regulatory Compliance (10) 35,775              35,775 100.00%
Emerging Issues (10) 10,100              10,100             100.00%
Professional Designation Program (1) 18,750              8,225                16,625              7,200                18,250 11,050 153.47%
Financial Summit (7) 81,000              80,000              70,000              (70,000)            (100.00%)
Basic Risk Assessment Training (9) 15,600              12,000              18,500              16,250              4,550                (11,700)            (72.00%)
Royalty Revenues 1,000                8,750                15,500              7,750                (7,750)              (50.00%)
NAIC/NASSA Joint Conference (5) 26,100              
E-Regulation Conference (4) 117,316            103,998            103,998            112,900            100,182            (12,718)            (11.26%)

Total 996,179$          340,713$          967,393$          972,780$          923,036$          (49,744)$          (5.11%)

 (1) Increased registrations are expected for this program.
 (2) Symposiums are held at the request of the NAIC President. A symposium in 2009 is not anticipated.
 (3) These programs are offered every other year.
 (4) Decreased registrations are expected for this program.
 (5) These programs will not be offered in 2009 as part of an association-wide review of services and priorities of education topics and issues into 2009.
 (6) The NAIC offers insurers the opportunity of holding its Annual Statement Investments Schedules, Health Annual Statement Preparation, and Basic Risk Assessment

programs onsite.  The insurer provides the location and participants, the NAIC provides the instructors, materials, and administration of the program for a fee.
(7)

(8) This program was last offered in 2004, and is being added to the curriculum for 2009 as a result of emerging and important international insurance regulatory issues.
(9) With the number of training sessions offered in previous years the need for Risk Assessment trainings has decreased. Basic Risk Assessment will wind down in 2009 

and be replaced with Advanced Risk Assessment (See Fiscal Impact 5).
(10) New programs for 2009 (See Fiscal Impact 6).

The NAIC Financial Summit will not be held in 2009. The NAIC will take advantage of the change in national meeting schedule to move the offering of this conference to a 
summer time frame in 2010. The 2008 dates for the Financial Summit are October 27-29.

R7:  Education and Training

BUDGET ITEM:   Education and Training
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Item Description:  Revenues received from the license and services agreements with National Insurance Producer Registry (NIPR) and Interstate Insurance Product
                  Regulation Commission (IIPRC).

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

SPLR Usage Fees (1) 75,165$            402,398$          724,459$          1,392,274$       667,815$         92.18%
License Fees (2) 5,243,160$       2,508,341         5,208,665         4,811,799         5,435,368         623,569           12.96%
Administrative Service Fees (3) 1,058,333         525,000            1,087,500         1,112,500         1,125,000         12,500             1.12%

6,301,493$       3,108,506$       6,698,563$       6,648,758$       7,952,642$       1,303,884$      19.61%

 (1)

 (2)

 (3) Administrative Service Fees includes $1 million for administrative service fees from the National Insurance Producer Registry (NIPR) and $125,000 for administrative 
service fees from the Interstate Insurance Product Regulation Commission (IIPRC) for services, facilities, and equipment provided by the NAIC. The increase in this 
line to $1,125,000 in 2009 reflects the increase in the IIPRC agreement to $125,000 effective July 1, 2008.

BUDGET ITEM:   Administrative Services/License Fees

R8: Administrative Services/License Fees

Pursuant to a services agreement, the NAIC receives 30% of certain NIPR revenues, which represents a license for NIPR to use the NAIC's producer data. The amount 
received under this revenue line will fluctuate with the revenue generated by NIPR such as the decreases in their product pricing effective July 2007, and anticipated 
growth in overall NIPR volumes and revenues in 2008 and into 2009. 

Effective April 1, 2008, the SPLR usage fee was negotiated between NAIC and NIPR to be phased in with the release of reengineered processes in the State Producer 
License System (SPLR). This per-transaction usage fee on NIPR transactions processed through the reengineered State Producer License System (SPLR) represents 
NIPR's long-term commitment and support for this system and NAIC’s ongoing investment to further the producer licensing infrastructure. Though budgeted to begin 
on January 1, 2008, the usage fee actually began on April 2008 at $.03 and will increase to $.06 on July 1, 2008 and $.09 on October 1, 2008. Beginning January 1, 
2009, the fee will be $.12, with increases to $.15 on April 1, 2009 and $.18 on July 1, 2009, which is the maximum charge under this agreement. The delay in 
implementation of this usage fee is offset by growth of the NIPR product volumes and related license fees. Anticipated growth in volume and rates per transaction are 
driving the increase in the 2009 budget.
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Item Description: Revenues received from other miscellaneous sources.

2007 6/30/08 12/31/2008 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Other Income (1) 325,829$          83,393$            160,816$          145,379$          37,000$            (108,379)$        (74.55%)

(1)

R9: Other Income

BUDGET ITEM:   Other Income

The 2008 budget included $87,875 for charges to vendors with telecommunication links to certain states via the NAIC's State Insurance Technology Enhancement 
Network, or Frame Relay. This network, established in 1993, will be discontinued in the latter part of 2008 due to a strong decline in the benefits and use of this 
network in the current technology and internet environment. This strategic management decision is the primary reason for the decline in this revenue line. As a result 
of the Frame Relay elimination, the NAIC will generate cost savings of more than $500,000 annually. Additionally, the 2008 budget and projections include an 
estimated $53,000 from the sale of the equipment used to support this network. This reduction is partially offset by a $23,000 increase in this line reflecting a new 
revenue opportunity. In 2008, a substantial amount of resource hours were dedicated to the conversion of NAIC Proceedings dating back to 1871 into an electronic, 
searchable media. The conversion of this data will allow the NAIC to more readily research this data but will also allow the NAIC to target the sale of this data to 
certain libraries.

Actual results for 2007 includes equipment rental payments from NIPR. This arrangement ceased on January 1, 2008, thus creating the variance from 2007 results to 
activity in 2008. With the reengineering of the state producer licensing system, infrastructure costs once charged to NIPR are now recouped via the SPLR transaction 
usage fee. This is discussed in more detail in the Administrative Service/License fee section.
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Item Description: Includes salary and overtime for all NAIC employees.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Salaries - Existing Employees (1) 29,278,122$     15,194,922$     30,873,420$        31,693,808$        32,966,589$            1,272,781$      4.02%
Turnover Factor (2) (1,538)                 (510,646)             (398,094)                 112,552           (22.04%)
Salaries - New Employees (3) 65,555                     65,555             
Salaries - Pay for Performance (4) 315,910               315,910               654,166                   338,256           107.07%
Secondment (5) 89,824              191,074               225,000               221,728                   (3,272)              (1.45%)
Overtime (6) 81,296              36,167              57,731                 53,406                 45,043                     (8,363)              (15.66%)

Total 29,359,418$     15,320,913$     31,436,597$        31,777,478$        33,554,987$            1,777,509$      5.59%

 (1)

Technology Systems and Support 130.0
Business Operations 58.5
Services to Members 28.0
Financial Solvency Services 93.0
Market Regulatory Services 43.0
Products and Services 74.0
Total Headcount 426.5

 (2)

 (3)

 (4)

 (5)

 (6)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Salaries - Existing Employees (1) 8,577,901$       6,524,570$       1,456,187$          8,448,396$          3,132,467$              4,827,068$      
Turnover Factor (2) (103,917)           (77,756)            (17,643)               (102,349)             (37,950)                   (58,479)            
Salaries - New Employees (3) 65,555              
Salaries - Pay for Performance (4) 654,166            
Secondment (5) 221,728            
Overtime (6) 18,028              2,000                18,815                 800                      5,400               

Total 8,557,567$       7,324,708$       1,457,359$          8,346,847$          3,094,517$              4,773,989$      

The NAIC Secondee to the International Association of Insurance Supervisors (IAIS) was approved in 2008. This arrangement allows the NAIC to play an important role 
in the IAIS Secretariat by improving the administration and transparency of the organization and ensuring the proper representation of U.S. interests in IAIS activities.

The turnover factor anticipates a turnover percentage of 9% with an average vacancy duration of seven weeks based on actual turnover through mid-year 2008. This reflects 
a decrease from 12% in the 2008 budget with no change in the duration of the vacancy.

BUDGET ITEM:  Salaries

E1:  Salaries

The NAIC bases its annual salary increase on national salary surveys such as the William Mercer Compensation Planning Survey and the World at Work Salary Budget 
Survey. The World at Work survey shows 2009 salary increases to be budgeted at 3.9%, Mercer is at 3.7%, and data from Economic Research Institute indicate increases 
4.0%. Though slightly lower than these indicators, the NAIC is projecting a 3.5% increase from the previous year. Salaries are under budget in 2008 due to a high number 
of vacancies, some of which were open for longer than the average seven week duration in the higher salary ranges. As of June 30, 2008 the NAIC has 426.5 approved full-
time equivalent positions.

New in 2009 is the addition of $300,000 for a performance incentive program designed to allow for a one time compensation to be given to very high performers at the 
senior management level within the NAIC. This program is designed to recognize outstanding performance by employees with a significant impact on the association's 
support of state regulation, committee support, technology endeavors, product development, and budgetary processes. Also included in the 2009 budget is $24,500 for an 
incentive program geared at recognizing high performing staff at all levels within the organization.

New employee requests include a request for one new employee approved with the State Producer Licensing System and Database Reengineering fiscal impact statement.

The NAIC began using a promotions and adjustments line equal to 1% of salaries in 2007 for the purpose of attracting and retaining qualified individuals for employment 
with the NAIC. While the NAIC's annualized employee turnover rate is currently around 9%, separations resulting from growth and opportunity and compensation base 
exceed that blended average. Turnover is very counter-productive to the completion of projects and initiatives due to the loss of continuity in the project and the amount of 
management time consumed by the hiring and training processes. Given the existing job market and the unique qualifications required by the NAIC for the majority of 
positions, it continues to be difficult to fill valuable positions at NAIC salary rates. The ability to grant promotions and adjustments will give the NAIC an advantage in the 
market place and reduce turnover while retaining valuable resources.                                                                                                                                                                      

The 2008 projected overtime is a reflection of the amount of overtime required to support NAIC functions, but efforts will continue to control and reduce overtime hours in 
2009.
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Item Description:  Fees paid to outside agencies and wages paid to interns for additional personnel during peak work periods.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Annual Database Project (1) 51,908$            4,864$                 8,464$                 4,864$                     (3,600)$            (42.53%)
National Meetings (2) 61,132              34,764$            86,375                 90,447                 89,755                     (692)                 (0.77%)
Interns (3) 331,825            167,580            347,580               394,230               457,226                   62,996             15.98%
Other (4) 68,487              25,935              31,932                 20,590                 11,100                     (9,490)              (46.09%)

Total 513,352$          228,279$          470,751$             513,731$             562,945$                 49,214$           9.58%

 (1)

 (2)

 (3)

 (4)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Annual Database Project (1) 4,864$              
National Meetings (2) 89,755$               
Interns (3) 457,226$          
Other (4) 9,100                2,000$                 

Total 4,864$              466,326$          89,755$               2,000$                 -$                            -$                     

E2:  Temporary Personnel

BUDGET ITEM:   Temporary Personnel

Temporary resources at the national meetings are used for security and door monitoring. The 2008 variance from budget is attributable to cost saving measures applied at 
the national meetings. The 2009 budgeted amount is calculated based on the site location, hotel configuration, and bids secured for those sites.

The NAIC internship program is designed to help find qualified, temporary resources, in a competitive marketplace. Some of the projects that are slated for intern 
assignment are the SPLR project, system upgrade testing; external communications; customer support; special projects; product order processing; help desk assistance; and 
legal research. The use of interns allows for more stability and continuity and has been a very successful program for the NAIC with respect to identifying and retaining 
qualified candidates for full-time positions. The increase in this line is based on utilization of these resources and the need for a short term resources in areas with cyclical 
increases in workload.

Temporary personnel is budgeted to provide additional resources during brief periods of increased demand. The 2009 budget illustrates a decreased need for outside 
resources partially due to the use of interns throughout the organization.

The annual database project expense includes temporary services support of the annual and quarterly financial filings, which were eliminated in 2008. The 2008 variance is 
based on efficiencies gained through eliminating the hardcopy filing, which are expected to continue into 2009. 
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Item Description:  FICA and unemployment compensation costs incurred for all NAIC employees and interns.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

FICA (1) 2,059,337$       1,188,564$       2,218,391$          2,223,804$          2,329,157$              105,353$         4.74%
FICA Turnover (2) (251)                    (37,259)               (27,857)                   9,402               (25.23%)
Unemployment
   Compensation (3) 82,008              79,745              82,817                 77,134                 83,009                     5,875               7.62%

Total 2,141,345$       1,268,309$       2,300,957$          2,263,679$          2,384,309$              120,630$         5.33%

 (1)

 (2)

 (3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description and Support Operations Members Services Services Services

FICA (1) 646,256$          432,944$          106,777$             569,028$             222,598$                 351,554$         
FICA Turnover (2) (7,830)               (4,896)              (1,274)                 (6,897)                 (2,699)                     (4,261)              
Unemployment
   Compensation (3) 26,365              20,416              5,272                   9,126                   6,420                       15,410             

Total 664,791$          448,464$          110,775$             571,257$             226,319$                 362,703$         

E3:  Payroll Taxes

The increase in FICA is related to a projected increase in the FICA wage base, the increase in total salaries projected for the NAIC, the addition of three staff positions in 
2008, and one new employee request for 2009.

The turnover factor that is applied to salaries is also applied to the taxes related to those salaries.

Unemployment compensation has been budgeted on the first $12,000 of each individual salary in Missouri and the first $9,000 in Washington, D.C. New York 
unemployment compensation is paid as claims are filed.

BUDGET ITEM:   Payroll Taxes
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Item Description:  Includes all pension, health insurance, and life and disability insurance paid by the NAIC for its employees, as well as programs designed to 
                     reduce health insurance costs and retain employees at the NAIC.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Pension (1) 3,745,024$       1,717,884$       3,416,518$          3,683,776$          3,784,760$              100,984$         2.74%
Health Benefits (2) 1,904,552         955,694            1,991,444            1,969,122            2,235,277                266,155           13.52%
Group Life and Disability (3) 176,816            90,995              183,995               193,008               202,081                   9,073               4.70%
Employee Relations (4) 193,482            64,754              167,763               143,876               179,537                   35,661             24.79%

Total 6,019,874$       2,829,327$       5,759,720$          5,989,782$          6,401,655$              411,873$         6.88%

 (1)

 (2)

 (3)

 (4)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Pension (1) 3,784,760$       
Health Benefits (2) 2,235,277         
Group Life and Disability (3) 202,081            
Employee Relations (4) 171,457            5,680$                 2,400$                     

Total -$                      6,393,575$       -$                        5,680$                 2,400$                     -$                     

Employee relations includes performance recognition programs, incidental employee functions, such as Employee Appreciation Week, and the annual holiday party. The 
2008 projection reflects an increase in the utilization of the performance recognition programs. The 2009 budget includes this utilization increase. 

E4:  Employee Benefits

The net periodic pension cost for the defined benefit plan is estimated at $2.1 million and is based on actuarial assumptions and is calculated for the NAIC by an 
independent actuarial consulting firm. The projected cost for this plan will decrease by $100,000 in 2009 while fees paid for the actuarial services will increase by $41,000. 
This fee increase, deemed necessary by the NAIC Audit Committee in mid-2007, is for the engagement of a firm better suited to the needs of the NAIC than the previous 
firm. As part of this firms' engagement an in-depth review of the underlying assumptions in this fund has been conducted and the findings and recommendations from the 
actuary's examination were presented to the NAIC Audit Committee and Internal Administration (EX1) Subcommittee in late 2007. A defined contribution plan to which 
the NAIC makes a 2% discretionary match of each employee’s annual salary and matches an employee’s contribution up to 3.5% is budgeted to increase $151,000 to $1.4 
million based on current staff and budgeted salary increases in 2009. 

Employee health benefits are based upon current employees and their benefit selections. The increase in expense for 2009 is due to a 10% premium increase incurred at the 
August 2008 renewal period based on the current claims to premium ratio, up 8% from the prior year. The 2009 budget also estimates a 10% increase at the August 2009 
renewal date. Additionally, $28,000 has been addded to the budget for employee wellness promotions and incentives, which are expected to have a long term positive 
impact on claims.

Group life and disability benefits are based upon current employees. The increase in 2009 is related to the increase in total salaries projected for the NAIC and the addition 
of three staff positions in 2008.

BUDGET ITEM:   Employee Benefits
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Item Description:  Includes fees for seminars, training courses and professional association memberships paid by the NAIC.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Education Reimbursements (1) 42,403$            14,775$            32,854$               46,033$               40,963$                   (5,070)$            (11.01%)
Professional Training (2) 286,466 143,830 308,208               315,785               329,460                   13,675             4.33%
Professional Association Dues (3) 250,433 272,266 298,371               259,568               314,938                   55,370             21.33%

Total 579,302$          430,871$          639,433$             621,386$             685,361$                 63,975$           10.30%

(1)

(2)

(3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Education Reimbursements (1) 11,717$            2,865$              6,702$                 6,953$                     12,726$           
Professional Training (2) 137,114            32,502              25,234$               31,842                 28,615                     74,153             
Professional Association Dues (3) 5,531                279,152            5,306                   10,815                 10,503                     3,631               

Total 154,362$          314,519$          30,540$               49,359$               46,071$                   90,510$           

BUDGET ITEM:   Employee Development

Educational reimbursements carry an annual cap per employee, are only available to those employees who are actively pursuing college degrees or professional 
designations, and only apply toward tuition for those courses that specifically relate to and enhance the employee’s job responsibilities. The 2008 variance from budget 
reflects fewer reimbursements than anticipated in the 2008 budget due to employee departures and workloads. These factors have been applied to the 2009 budget.

Professional training represents the registration fees for professional seminars, trade workshops, and education programs attended by NAIC employees. The continued 
increase in this budget line is related to the increase in technology throughout the organization, the continued release of enhancements for systems such as SPLR, SERFF 
and SBS, and the specialized nature of training needs for attorney staff members. 

Professional association dues include $233,000 for the NAIC’s annual membership in the International Association of Insurance Supervisors (IAIS), representing an 
increase of $16,725 over the dues paid in 2008 and $56,000 over the 2008 budget. The budget also includes employee memberships in various professional associations, 
such as the American Society of Association Executives, American Bar Association, local and state bar associations, the American Institute of Certified Public 
Accountants, and state CPA associations, among others.

E5:  Employee Development 75
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Item Description:  Fees paid to outside consultants for legal, actuarial, information technology, and other consulting services.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Legal (1) 262,771$          79,692$            247,442$             120,008$             130,000$                 9,992$             8.33%
Accreditation Team (2) 569,553 149,929 694,616               765,610               739,810                   (25,800)            (3.37%)
Other Professional Services (3) 2,874,988 1,074,917 2,228,378            2,079,827            3,067,801                987,974           47.50%

Total 3,707,312$       1,304,538$       3,170,436$          2,965,445$          3,937,611$              972,166$         32.78%

 (1)

 (2)

 (3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Legal (1) 130,000$          
Accreditation Team (2) 739,810            
Other Professional Services (3) 320,254$          467,215            727,845$             2,000$                 154,140$                 1,396,347$      

Total 320,254$          1,337,025$       727,845$             2,000$                 154,140$                 1,396,347$      

The 2009 budget for other professional services includes: (1) $106,950 in fees for the administration, lease, and oversight of the co-location facility and services, (2) 
$119,920 in consulting for technology performance monitoring and validation, and (3) $59,740 in consulting implementation services related to the Human Resources 
Information System Modernization Project (See Fiscal 7), all budgeted in the technology systems and support areas.

In business operations, the 2009 budget includes: (1) $233,350 in service fees to the NAIC’s investment managers and advisor; (2) $42,400 in annual financial statement 
audit fees; (3) $72,700 in banking fees; (4) $14,800 in facility services; (5) $44,000 for the NAIC’s insurance broker; and (6) $15,000 in strategic planning consultation. 

BUDGET ITEM:   Professional Services

In June 1990, the Internal Administration (EX1) Subcommittee authorized the NAIC to compensate independent teams who conduct reviews of insurance departments 
seeking accreditation under the NAIC Financial Regulation Standards and Accreditation program. The budget is composed assuming the number of examinations to be 
conducted, which fluctuates from year to year. The 2009 budget assumes 12 states undergoing full reviews, compared to 13 reviews in 2008; 15 states undergoing 
prereviews, up from 13 in 2008; and at least one state undergoing a rereview, consistent with 2008. This line also includes funding for a bi-annual training session, hosted 
for the independent team members, to discuss program guidelines, standards, review team practices, changes to the program and NAIC tools that the states use to comply 
with the program. The variance from budget for 2008 is due to the expected delay of a review originally scheduled for 2008.

Other professional services expenses include (1) $664,880 in public relations consulting services to support consumer awareness and education media campaigns; (2) 
$43,130 for transportation related to the use of a convention center for the NAIC 2009 Winter National Meeting; (3) $37,000 for expense related to transportation and 
facilites for the NAIC Commissioners Conference, all budgeted under services to members; and (4) $150,000 to support the state and federal liaison activities of the 
Government Affairs (EX) Task Force, in the market regulation services area.

The 2008 budget assumed a substantially different relationship with the NAIC's business partner in State Based Systems. This change, that would have eliminated revenue 
sharing with this partner, did not occur in 2008. The payment of these unbudgeted royalties in 2008 and the inclusion of these royalties in the 2009 budget account for the 
variance in 2008 and the majority of the increase in budgeted expense in 2009. The remaining variance between the 2009 and 2008 budgets related to increased consulting 
for State Based Systems and the royalties for digital rights managment on publications downloads.

The outside counsel budget reflects anticipated legal expenses to assist the Legal Division in the following: (1) needed expertise to assist in complex and specialized 
regulatory issues, (2) litigation and subpoenas, (3) labor and employment issues, (4) corporate matters relating to contracts, tax, and benefits, and (5) amicus briefs filed at 
the request of NAIC members. The overage in 2008 is largely related to use of legal services in the review of the NAIC Reinsurance Modernization proposal and an 
average increase in rates charged by outside counsel of 10%. The 2009 budget increase reflects the increased rates charged for legal services and demonstrates no other 
significant changes in the engagement of outside legal counsel in 2009.

E6:  Professional Services

Finally, the 2009 budget includes (1) $30,000 in consulting services for a limited release of digital rights security in online NAIC publications; (2) $32,300 in services fees 
to the editor of the Journal of Insurance Regulation: (3) $12,000 in consulting services for Interstate Insurance Product Regulation Commission (IIPRC) requested 
enhancements to SERFF per the services agreement; (4) $15,000 for development costs related to the OPTins training module; (5) $599,000 for consulting assistance from 
State Based Systems business partner related to state implementation; (6) $557,000 in royalty payments to the State Based Systems business partner, and (7) $132,600 to 
retain consulting resources to modify the Integrated Securities Information System (ISIS) and I-SITE to retrieve additional data from external feeds (See Fiscal Impact 3), 
budgeted in the Products and Services area. 
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Item Description:  Fees paid to outside providers for computer processing, payroll processing, credit card processing, and SVO security data feeds.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Database Network (1) 846,282$          386,579$          698,184$             850,429$             509,308$                 (341,121)$        (40.11%)
SVO (2) 373,436            214,427            541,780               459,775               590,274                   130,499           28.38%
Credit Card Fees (3) 180,037            80,289              140,880               89,945                 156,480                   66,535             73.97%
Other (4) 469,047            152,810            176,800               188,688               176,485                   (12,203)            (6.47%)

Total 1,868,802$       834,105$          1,557,644$          1,588,837$          1,432,547$              (156,290)$        (9.84%)

 (1)

(2)

(3)

(4)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Database Network (1) 509,308$          
SVO (2) 590,274$             
Credit Card Fees (3) 1,440$              69,267$               85,773$           
Other (4) 32,712              12,302                 131,471           

Total 509,308$          34,152$            81,569$               590,274$             -$                            217,244$         

Database Network expenses represent: (1) Internet connectivity ($87,450); (2) SVO/DC backup circuits ($141,120); (3) telephone and wireless devices ($108,960); and (4) 
backend connectivity for data replication and synchronization between the NAIC’s co-location site and the Executive Headquarters data center in Kansas City ($171,778). 
The decrease in 2009 is related to a full year's reduction in expenses related to the elimination of the telecommunications network connections or Frame Relay Network in 
2008.

SVO expense represents the purchase of NRSRO rating data feeds used to provide assistance in the rating of securities, including municipal bond pricing, corporate bond 
pricing, Bloomberg, Moody’s and CUSIP. These data feeds are also used to populate the AVS database with NRSRO ratings for use by AVS customers in preparing 
certain investment schedules. While an extensive annual analysis of these services is conducted, the expenditures in this budget line continue to increase due to rate 
increases for the data that is used by the SVO. 

E7:  Computer Services

BUDGET ITEM:   Computer Services

Other expenses for the 2009 budget includes the cost of outsourcing the preparation of NAIC’s payroll ($29,700); fees for processing online registrations for national 
meetings ($12,300); CUSIP and ISID royalty payments ($115,100); and FOLIO royalty payments ($16,400).  These royalties are paid as a result of NAIC sales of products 
that leverage CUSIP, ISID, and FOLIO data and/or technology.

Credit card fees include the cost charged by vendors and banks to settle credit card transactions and deposit the funds in the NAIC bank account. The decrease reflected in 
the 2008 budget relates to the business decision to push external transactions through NIPR rather than SBS interfaces. The increase in 2008 is attributable to the increased 
use of credit cards to pay for national meeting registrations and the addition of continuing education to the suite of products offered through the State Based Systems 
application. These increases and the growth in other NAIC products and services is the basis for the increased budget in 2009. 
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Item Description:  Includes airfares, lodging, meals, and incidental travel expenses incurred by the NAIC staff, commissioners and their representatives, funded
                      consumer representatives, and analyst team participants. The trade show expense line includes registration and incidential fees charged by 
                      organizations for participation in their trade show as well as travel cost for NAIC staff members to the selected trade show sites.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Staff Travel (1) 999,836$          461,410$          884,772$             958,548$             851,248$                 (107,300)$        (11.19%)
Non-Staff Travel (2) 289,624            200,431            472,787               359,018               394,033                   35,015             9.75%
Trade Show Expenses Including Travel (3) 113,190            51,601              113,796               127,754               127,380                   (374)                 (0.29%)
National Meetings Travel (4) 47,692              22,150              49,394                 69,752                 54,247                     (15,505)            (22.23%)
Commissioner Travel (5) 482,097            199,373            328,669               156,316               760,385                   604,069           386.44%
International Travel (6) 498,976            250,099            477,488               483,259               476,462                   (6,797)              (1.41%)
Consumer Funding  (7) 84,937              56,174              87,174                 86,880                 120,000                   33,120             38.12%
Analyst Team System Expenses (8) 77,122              71,506              72,110                 78,917                 63,688                     (15,229)            (19.30%)

Total 2,593,474$       1,312,744$       2,486,190$          2,320,444$          2,847,443$              526,999$         22.71%

 (1)

 (2)

 (3)

 (4)

 (5)

 (6)

 (7)

 (8)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Staff Travel (1) 92,752$            184,557$          71,658$               115,962$             202,923$                 183,396$         
Non-Staff Travel (2) 750                   5,000                60,325                 32,855                 108,975                   186,128           
Trade Show Expenses Including Travel (3) 6,284                   121,096           
National Meetings Travel (4) 54,247                 
Commissioner Travel (5) 758,000            2,385                       
International Travel (6) 213,500            170,662               92,300                     
Consumer Funding  (7) 120,000                   
Analyst Team System Expenses (8) 63,688                 

Total 93,502$            1,161,057$       192,514$             383,167$             526,583$                 490,620$         

E8:  Travel

Sales and marketing travel represents travel and trade show expenses related to the sale of NAIC publications, insurance data products, SERFF, SBS, and NAIC Education 
and Training programs. The increase in the 2009 budget over the projected total for 2008 is related to the addition of marketing efforts for NAIC Education and Training 
programs.

Travel cost for administrative support staff at national meetings. The decrease in 2008 is related to the continued negotiation of additional complementary room nights 
assigned to those individuals designated as support services at the national meetings. The increase in this category of travel costs in 2009 from the 2008 projection is related 
to the increased cost of travel to the sites selected for the 2009 national meetings.

International travel includes $200,000 for regulator travel to activities such as the International Association of Insurance Supervisors (IAIS), the Organization for Economic 
Cooperation and Development (OECD), the International Accounting Standards Board (IASB), and the Joint Forum, among others. The remainder is for NAIC staff travel 
to support regulators during these events. 

The non-staff travel budget includes $98,100 for travel expenses for international regulators as part of the international internship program, $151,100 for regulator 
attendance at the 2009 NAIC E-Regulation Conference, $8,750 for SBS Product Steering Committee meetings, $7,400 for SERFF Product Steering Committee meetings, 
$60,325 for the annual Public Information Officer (PIO) Forum, $19,400 for hosting SVO Oversight Working Group meetings at the Securities Valuation Office in New 
York, and $13,455 for costs associated with working group support for the Financial Regulatory Services Division. The remainder is related to general non-staff travel in 
the other divisions of the NAIC. At the NAIC 2008 Summer National Meeting, the Executive Committee (EX) approved up to $3,000 for use by each Commissioner to 
offset the travel expenses for their legislators interested in attending the NAIC 2008 Fall National Meeting. This unbudgeted expenditure of $165,000 is included in the 
2008 projection but is offset by less than budgeted regulator reimbursements for attendance at the 2008 NAIC E-Regulation Conference. The increase for 2009 is related to 
rising travel costs. 

This line includes commissioner travel of (1) $116,000 for such events as Congressional testimony, NAIC Officer engagements, and speaking engagements; (2) $36,000 
for the Executive (EX)/Internal Administration (EX1) Subcommittee Retreat; (3) $56,000 for Washington, D.C. meeting for all NAIC members to discuss state/federal 
legislative issues and NAIC regulatory modernization efforts; (4) $300,000 to fund Commissioner travel to all NAIC national meetings; and (5) $250,000 in the form of 
scholarships for regulators needing assistance to participate in NAIC national meetings and education and training programs. The projected overage in 2008 relates to 
Commissioner travel expenses associated with the May and August Commissioner meetings that were not anticipated in the 2008 budget.

Analyst Team System expenses represent travel and transportation expenses for up to 17 analysts for two sessions, salaries paid for analysts from those states that require 
salary reimbursement for analyst participation in this program, and a minor amount of miscellaneous expenses. The salaries are reimbursed at a rate not to exceed the 
Senior Insurance Examiner CFE rate. The decrease in 2008 is related to the decentralization of this project. Technology advancements have allowed for a portion of this 
project to be completed without the participating analyst having to travel to the NAIC Headquarters in Kansas City thus reducing costs for the association and the burden of 
travel for the analyst. Several weeks of the 2008 session will incorporate this decentralized approach, which is also reflected in the 2009 budget.

The consumer funding budget is allocated to sponsor national meeting and interim meeting travel and participation in conference calls for the NAIC’s funded consumer 
representatives and luncheons for the NAIC Consumer Board of Trustees. Effective in 2009, the travel budget has increased from $5,000 to $6,750 for each of the 16 
funded consumer representatives, with an additional $12,000 to cover the general cost of conference calls and luncheons.

Staff travel includes travel to NAIC meetings for committee staff support, interim committee meetings, NAIC education programs, state visits, and staff travel to 
professional seminars and training programs. The majority of the decrease in staff travel for the 2008 projection ($120,531) and the 2008 budget ($93,354) is related to 
travel by the SBS team. Delays in signing states, the implementation of cost savings measures for travel related to requirement gathering, and the decision to hold SBS 
Education Days in only those states that implement continuing education within SBS have dramatically reduced travel costs for this NAIC team. 

BUDGET ITEM:   Travel 8
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Item Description:  Includes all rent, building maintenance fees, cleaning and warehouse fees incurred by the three NAIC offices.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Rent (1) 4,262,174$       2,200,163$       $4,389,054 4,303,928$          4,350,929$              47,001$           1.09%
Utilities & Parking (2) 501,907            273,457            544,216               496,155               556,745                   60,590             12.21%
Warehouse 77,465              36,949              71,680                 86,000                 46,563                     (39,437)            (45.86%)

Total 4,841,546$       2,510,569$       5,004,950$          4,886,083$          4,954,237$              68,154$           1.39%

 (1)

 (2)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Rent (1) 3,472,935$       490,462$             387,532$                 
Utilities & Parking (2) 525$                 374,802            480$                    164,078               16,860                     
Warehouse 6,960                21,403              18,200$           

Total 7,485$              3,869,140$       480$                    654,540$             404,392$                 18,200$           

Base rent for the Securities Valuation Office (SVO) is $43,362 monthly for a 18,726 square foot office space ($27.79 per square foot average) and the lease expires in July 
2014. The NAIC continues to benefit from incentives and abatement programs related to the July 2004 relocation of the New York office to the financial district after the 
destruction of 7 World Trade Center on September 11, 2001 including:

� Industrial and Commercial Incentive Program  - This program offers an exemption from additional real estate assessments for capital improvements. The NAIC was 
accepted for this rebate program and reflects reduced rent expense for the SVO leasehold.

Base rent for the Kansas City leasehold is $285,866 monthly for a 132,518 square foot office space at 2301 McGee Street ($25.88 per square foot average) with a lease 
expiration of January 31, 2012. This leasehold was expanded in May 2007 to include an additional 5,952 square feet on the 5th floor of 2301 McGee to support affiliate 
growth.

� Lo er Man attan Commercial Revitali ation Program - This program offers a real propety tax abatement for five years. This has benefitted the NAIC in the form of 
reduced operating costs charged by the landloard. The first abatement was received in February 2005.

� Lo er Man attan Energ  Program  - This program represents 12 years of electrical usage rebates equal to 30% for years 1-8, 24% for year 9, 18% for year 10, 12% 
for year 11, and 6% for year 12.  The landlord was accepted for this incentive program and began passing the applicable exemptions to the NAIC in the form of reduced 
operating costs in late 2005.

The 2008 projections and thus the 2009 budget includes an increase in the common area maintenance payments for the Kansas City leasehold based on the addition of 
square footage over the past few years. Also included in the 2008 projections is $44,300 in rent associated with the expansion of the Washington, D.C. office leasehold to 
accommodate the NAIC's Chief Executive Officer and additional support staff upon transition in late 2008. The 2009 expense related to this leasehold expansion is 
included in the Business and Fiscal Impact Statement related to this project.

The increase in 2008 is related to the additional square footage for the Kansas City leasehold in 2007 and an increase in parking due to the addition of three staff positions 
and an increase in the number of interns. These increases as well as an increase in the parking fee per the Kansas City lease are incorporated into the 2009 budget.

E9:  Occupancy

BUDGET ITEM:   Occupancy

In accordance with Generally Accepted Accounting Principles (GAAP), the total cost of each lease is spread evenly throughout the life of the lease. The annual budget 
amount is arrived at by calculating the total cost of the lease including scheduled increases in rental payments and dividing that by the number of years covered by the lease.

Base rent for the Washington, D.C. office space in the Hall of the States is $28,801 monthly for a 7,212 square foot office space ($47.92 per square foot). The current lease 
expires in January 2014. 
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Item Description: Rental and maintenance fees for office equipment, hardware, and software, including personal computers, printers, copiers, etc.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Equipment Rental (1) 239,577$          109,974$          216,338$             201,701$             212,626$                 10,925$           5.42%
National Meeting Equipment
   Rental (2) 3,884                1,661                4,504                   3,936                   17,514                     13,578             344.97%
Equipment, Hardware & 
   Software Maintenance (3) 2,279,279         1,168,189         2,408,858            2,552,233            2,451,826                (100,407)          (3.93%)

Total 2,522,740$       1,279,824$       2,629,700$          2,757,870$          2,681,966$              (75,904)$          (2.75%)

 (1)

 (2)

(3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Equipment Rental (1) 912$                 187,228$          967$                    20,135$               3,384$                     
National Meeting Equipment
   Rental (2) 17,514                 
Equipment, Hardware & 
   Software Maintenance (3) 2,261,551         189,555            720                          

Total 2,262,463$       376,783$          18,481$               20,135$               4,104$                     -$                     

E10:  Equipment Rental and Maintenance

Equipment rental includes the cost to rent copiers for the NAIC copy centers and certain computer equipment and other rentals where a capital purchase is not as cost 
effective. The increase in expense for 2008 and 2009 is related to the inclusion of property tax payments included in the rental agreement for copiers that were inadvertently 
omitted from the 2008 budget.

Equipment, hardware and software maintenance includes maintenance on hardware, software, and other equipment owned or rented by the NAIC. The NAIC generally 
secures maintenance and service agreements on the office equipment, hardware and software that have exceeded the initial warranty period when the cost and risk of 
equipment failures exceeds the cost of the service agreement. Examples of such include copiers, printers, computer hardware (e.g., routers, switches, servers, etc.) and 
support agreements for heavily used software products, among others. This budget request represents the cost to support existing projects, enhancements, and capital 
purchases, offset slightly by maintenance on equipment planned for retirement in 2009. The 2008 variance is the result of delays in 2008 capital spending, which in turn 
delay related maintenance expenditures. The majority of the decrease in 2009 is due to advances in technology that allow for the consolidation of servers and the general 
decrease in costs that are experienced with the purchase of newer, more efficient equipment, some of which has already been experienced in 2008.  

The increase in equipment rental costs related to national meetings is due to the use of a convention center for the NAIC 2009 Summer National Meeting in Minneapolis 
and the  NAIC 2009 Winter National Meeting in Honolulu.

BUDGET ITEM:   Equipment Rental and Maintenance
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Item Description:  Includes depreciation for all furniture and equipment owned as of June 30, 2008 with projected purchases through December 31, 2008, and
                              depreciation for budgeted 2009 capital outlays.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Depreciation  (1) 3,238,205$       1,662,108$       $3,326,351 3,570,166$          3,047,804$              (522,362)$        (14.63%)
Amortization (2) 1,371,690         718,787            1,485,119            1,385,754            1,641,354                255,600           18.44%

Total 4,609,895$       2,380,895$       4,811,470$          4,955,920$          4,689,158$              (266,762)$        (5.38%)

(1)

(2)

See Exhibit E11-One and Exhibit E11-Two for details of proposed capital purchases with a unit cost $25,000 or greater. 

2009 Depreciation 2008 2008
Budget Requests: Budget Expense Budget Projection

Furniture and Equipment 27,000$            10,400$                   13,290$           
Computer Hardware 1,108,543         1,083,898                991,091           
Computer Software 345,703 631,100                   675,985           

Total Requests 1,481,246$       306,481$             1,725,398$              1,680,366$      
Depreciation on Prior Year Purchases 2,741,323

Total Depreciation 3,047,804$          

2009 Amortization 2008 2008
Budget Requests: Budget Expense Budget Projection

Leasehold Improvements
Consulting 1,059,762$       -                              993,198           

Total Requests 1,059,762$       53,079$               -$                            993,198$         
Amortization on Prior Year Expenditures 1,588,275

Total Amortization 1,641,354$          

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Depreciation  (1) 3,047,804$       
Amortization (2) 1,641,354         

Total -$                      4,689,158$       -$                        -$                        -$                            -$                     

Amortization is also computed on a straight-line basis for those capitalized assets such as leasehold improvements and consulting services on major computer application 
projects and system upgrades. The useful lives of these assets are approximately ten years, but are assigned to specific assets based on each asset’s useful life. The 
amortization of consulting services related to 2008 releases for the State Producer License Reengineering project were inadvertently omitted from the 2008 budget. This 
oversight is the catalyst for the increase in 2008 expense and the 2009 budget.

The number and amount of capital purchases will vary given the technology and equipment needed to support existing operations and new projects approved pursuant to 
Business and Fiscal Impact Statements. As mentioned above, the consulting services of $993,198 related to the State Producer License Reengineering project were 
inadvertently omitted from the 2008 budget. This commitment for consulting services was reflected in the approved Business and Fiscal Impact Statement approved as part 
of the 2007 budget process and discussed with the Internal Administration (EX1) Subcommittee in March 2008. Future iterations of SPLR to be capitalized are estimated at 
$1,059,762 and fully incorporated in the 2009 budget proposal.

E11:  Depreciation and Amortization

Depreciation is calculated on a straight-line basis over the useful life of the capital assets owned by the NAIC, which is five years for furniture and equipment, three years 
for computer hardware and software, and four years for personal computers. The amount of depreciation expense in a given year is related to the purchase of capital assets 
in the current and two to three preceeding years. The decrease in budget for 2009 is directly related to the purchasing patterns of capital assets. Assets that were purchased 
in 2005 ($2.8 million) and 2006 ($2.5 million) will become fully depreciated during years when the purchase of new capital assets is not as great 2008 ($1.7 million) and 
2009 ($1.5 million) thus causing a net reduction in depreciation because retirements are greater than the purchase of new assets. The impact of this variance in purchases is 
offset by an increase in purchases in 2007 ($4.2 million) related to the implementation of the State Producer Licensing Reengineering (SPLR) project. However, the 2007 
volume of capital purchases will create a dramatic decrease in depreciation in 2010 when these purchases for the SPLR project become fully depreciated, offset by an anticip

BUDGET ITEM:   Depreciation and Amortization
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2009 Proposed Capital Expenditures 
Unit Cost $25,000 or Greater 

Maintaining the technology infrastructure falls into four primary categories (cost or labor saving, high 
availability or disaster recovery, technology trend and useful life). A technology trend is not as 
obvious as the other three areas. A technology trend is a project that would better utilize an existing 
resource (e.g., upgrade the fiber infrastructure from 2GB to 4GB because recent server purchases 
come standard with 4GB interfaces) or to address a current issue (e.g., moving to LTO4 devices to get 
more data on a tape and survive within existing backup windows).

Cost or Labor Saving 

• State Producer Licensing Database / App ($71,709)  The current State Producer Licensing 
develop, QA, and production application servers reside on HP RP8420s which are a PA-RISC 
platform. The three year warranty uplift for these platforms expires in 2008. Due to the size of 
these servers they carry a significant annual maintenance cost. The estimated annual renewal 
for these platforms is $84,700. This line item is to purchase new platforms that carry a reduced 
maintenance cost and are the same architecture (i.e. Itanium) as the SPLR environment. As 
SPLR continues to re-engineer these new application servers may be integrated into the 
existing clustered environments thereby adding processing resources. The annual maintenance 
cost for the proposed platforms is $13,416. The move from PA-RISC to Itanium is an 
important strategy the NAIC began in 2007. PA-RISC servers can only be purchased from 
Hewlett Packard through December 31, 2009. 

ig  Availabilit  or Disaster Recover  

• Cooling Unit (Data Center) ($28,000) – The Data Center Liebert cooling units are currently 
running around the clock to cool the Data Center. Currently the three Liebert units are set to 
cool to 72 degrees; however they are only keeping the temperature at a 75 to 80 degree level. 
With the addition of servers and more dense racks the Data Center temperature has increased 
every year. In April 2008, a Data Center study was conducted by Lankford and Associates 
which disclosed that an extra Liebert cooling unit would allow some redundancy and relief for 
the existing units that run 24x7. This unit will help maintain the Data Center at 72 degrees and 
provide return ducts over the hot isles. The existing Liebert cooling units we have today are 
7seven years old and one had to have major work done in 2008. When it was down for 
maintenance the Data Center quickly warmed up to over 80 degrees. The study also suggested 
and priced doing return duct work to pull the hot air from the back of the server racks. This 
keeps the air from mixing and allows for the air to be returned and re-cooled making a more 
efficient cooling system. The study did state that if four to five more racks are planned in the 
future major modifications would be needed. The major work would include additional cooling 
units in the Data Center, additional roof mounted 50 ton air cooled chillers, a new pump 
package, heat exchanger and controls along with additional pipe risers through the building to 
the fifth floor. The consolidation of physical servers into virtual servers produces less heat by 
reducing the physical servers on the floor and will ultimately reduce our cooling requirements.
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• P Continental Cluster ($26,250)  In 2008 the NAIC deployed a clustered environment for 
application servers deployed at both the NAIC Executive Headquarters and the Co-Location 
facility. To allow these two environments to automatically transfer applications between data 
centers in the event of a disaster an intermediate software package is required. HP’s 
Continental Cluster allows for this automated transfer of applications. The software is licensed 
per cluster so only a single license is required for this environment. 

Tec nolog  Trend 

• DecaMAN S itc  ard are ($56,222)  This line item represents the cost of the hardware 
pieces required to terminate a 10 GB Ethernet circuit between the NAIC SSO Executive 
Headquarters and the Co-Location facility located in Lenexa, KS. These pieces include larger 
power supplies, supervisor module, line cards, and 10 GB interface modules. The additional 
bandwidth is needed for the following: 
� As part of the SPLR and Technology Roll Out Plan (TROP) initiatives the NAIC and 

NIPR will begin running all web based applications in an active/active configuration 
between the NAIC headquarters and Co-Location facility.

� In 2008 the NAIC began deploying iSCSI to application servers hosting lower end 
services such as SubVersion. This technology allows SAN connectivity via an Ethernet 
network. With this option it is now possible to extend these clusters between the NAIC 
headquarters and Co-Location facility while still sharing the same storage in a single 
data center.  

� As part of the server virtualization project an additional 1.5TB of EMC DASD has been 
allocated to blade enclosures at both the NAIC headquarters and Co-Location facility. 
SAN based replication will keep this storage in sync between the two data centers but 
additional software on the blade enclosures will monitor activity to determine which 
site should be active and which should be passive.

� As part of a continued effort to have production databases accessible at Co-Location 
several databases will be migrating from Continuous Access to Oracle Dataguard in 
2009. While this change allows for higher uptime and easier testing it does carry a 
heavier network cost as databases are replicated at the host level rather than the storage 
array level. Without this down time would extend into the next business day. 

• Cisco MDS 4GB FC interfaces ($161,144)  In 2005 the NAIC converted from standalone 
fiber channel switches to consolidated fiber channel directors. At that time the standard for 
fiber channel speed was 2GBs. Due to the size of the environment the fiber channel directors 
were purchased fully populated with 16 port cards for a total of 224 interfaces. In 2007 fiber 
channel equipment began shipping with 4GBs interfaces allowing customers to double their 
throughput. Servers and storage array expansion purchased by the NAIC beginning in 2007 
came with 4GBs interfaces. Since our fiber switches are still running at a maximum throughput 
of 2GBs this limits the throughput (i.e. application to database communication) of the new 
hardware that could be running at 4GBs. This purchase allows for the replacement of four 16 
port 2GBs cards with four 24 port 4GBs cards. This will allow twice the bandwidth capacity
and increases the total port capacity from 224 to 256, which is required to support expanding 
storage needs. NAIC currently has 18 available ports for expansion. This will directly benefit 
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the SPLR, TROP, and Portal projects by increasing application response times. Moving to the 
higher speed and higher port density cards is a two year project with the goal of having enough 
ports in a single chassis to allow NAIC to reduce the switch count from three switches with 
Co-Location down to two. 

Useful Life 

• EMC DASD (1 UTB) ($52,000)  This provides 1 TB of storage growth for the NAIC EMC 
storage arrays. This is to compensate for two new projects (MFORSE and NAIC Proceedings) 
and for shared NAS file systems. While these environments require high uptime and 
availability their performance requirements are categorized as middle tier and are therefore 
hosted on a middle tier storage array. This array provides redundant connections and can 
survive multiple disk failures before impacting live data. Listed below are the breakouts for the 
1 TB of growth.

Environment
Gro t  in 

GB
Blade Virtualization Environments 500
MFORSE Application 110
NAIC Proceedings Project 110
Production NAS Growth 150
Dvlp / QA NAS Growth 130

Total 1000

• RX3600 to replace current AP14 TSM Server ($30,570)($11,024) – The current TSM server 
is a two-processor PA-RISC server that has been in service for over six6 years. The new 
version of TSM (version 5.5) requires the server to be 64-bit Itanium. The current version of 
TSM is end-of-support (version 5.3) so NAIC must replace the hardware to upgrade to a 
supported version of TSM. With this purchase NAIC Technical Services will continue to move 
away from PA-RISC processors to Itanium based servers and lower overall maintenance costs. 
This server controls all PC client backups for the Kansas City office and all archive backups 
for various applications. 

• NAIC DASD Gro t  (5 UTB) ($123,340)($7,010)  This provides 5 TB of storage for annual 
growth of NAIC databases, applications, messaging, file sharing, and PeopleSoft 
environments. All of these environments require a higher level of performance and are 
therefore hosted on a high end enterprise storage array. This array has the high level of 
redundancy, scalability, and performance. Listed below are the breakouts for the 5 TB of 
growth for both production and non-production environments.
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Environment
Gro t  
in GB 

Production Financial & Market Database Environments  614 
Dvlp / QA Financial & Market Database Environments  676 

Production SERFF Database Environments 1,096
Dvlp / QA SERFF Database Environments  614 

Production Producer Licensing Database Environments  640 
Dvlp / QA Producer Licensing Database Environments  258 

Production Application Environments  220 
Dvlp / QA Application Environments  345 

Messaging 135
File Sharing  220 

Production PeopleSoft Environments   41 
Dvlp / QA PeopleSoft Environments  141 

Total 5,000

• Memor  Upgrades ($110,664)  In 2008 the NAIC began the Technology Roll Out Plan 
(TROP), which was a migration from SunOne web servers and JRUN Java application servers 
to a combined product under Oracle. There have been many benefits to a consolidated tool 
including; support resources from a single vendor, central location of logs for troubleshooting, 
tighter integration between java applications and http servers, and a consolidated interface for 
management. An unfortunate side effect to this tool has been greater consumption of memory 
resources on the individual servers. To compensate for that need this proposal will increase 
memory on the front end web servers and backend application servers from 32GB to 40GB to 
address this impact. There is also additional memory for the database servers to accommodate 
the consolidation of enterprise databases (e.g. credit card transactions, account information, 
audit logging, etc.) onto existing production database servers. This consolidation is a continued 
effort to move away from PA-RISC servers, which can only be upgraded through December 
31, 2009. This consolidation allows for the decommissioning of two additional PA-RISC 
servers that cost $23,500 annually in maintenance. This consolidation also allows NAIC to 
benefit from an Oracle licensing credit for moving to dual core Itanium processors. 

• SBS Infrastructure Update ($41,200) ($34,488) - The State Based Systems (SBS) project is 
deployed on Microsoft Windows servers using the SunOne Java Application Server to deliver 
the application. In 2007 there was a budget proposal to convert the SBS application to HP-UX 
and Oracle Application Server to match the rest of the NAIC environments. Given the timeline 
to deploy new states and the development effort required to migrate the application to a new 
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platform SBS has not had the necessary resources to support a migration. As the current 
environment continues to grow with the addition of new states it is also becoming more 
difficult to support the growing number of servers. In 2008 the NAIC began consolidating 
servers using a combination of blade servers and virtualization technology. Leveraging this 
same technology would allow NAIC to reduce the hardware requirements of SBS from 14 rack 
mounted servers to four blade servers. This represents a significant savings in maintenance and 
provides an automated failover of the environments to Co-Location in the event of a disaster. 
This would also allow for like hardware at Co-Location allowing the applications to perform at 
the same level in the event of a disaster.  

Business and Fiscal Impact Statements 

• uman Resources Information S stem Moderni ation Pro ect ($34,900)  This cost 
includes the requisite licensing fees to automate and integrate human resources tracking, time 
and attendance, and payroll functions.   See Fiscal Impact 7. 

• State Producer Licensing S stem and Database Reengineering ($465,150) – This fiscal 
request for the extension of SPLR consulting resources through 2009 is an the outcome of a 
critical assessment of the original assumptions for the scope, NAIC re-sourcing, timeline and 
costs of the SPLR project based on the breadth and complexity of the legacy systems as well as 
their continued enhancement and exponential growth in terms of products as well asand state 
and industry customers.   See Fiscal Impact 1. 

• Application Development and Ttesting Productivit  Tools ($37,800) – This fiscal requests 
the acquisition of two new software tools for source code management and automated testing, 
and the related supporting hardware.   See Fiscal Impact 4. 
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Item Description:  Includes expenses for all general business and liability insurance policies owned by the NAIC.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

General Business Insurance  (1) 294,364$          148,575$          $290,937 317,586$             $294,489 (23,097)$          (7.27%)
Professional Liability (2) 97,074              45,891              93,963                 92,587                 99,353                     6,766               7.31%
Errors and Omissions (3) 64,460              29,081              53,267                 65,950                 49,980                     (15,970)            (24.22%)

Total 455,898$          223,547$          438,167$             476,123$             443,822$                 (32,301)$          (6.78%)

(1)

(2)

(3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

General Business Insurance  (1) 294,489$          
Professional Liability (2) 99,353              
Errors and Omissions (3) 49,980              

Total -$                      443,822$          -$                        -$                        -$                            -$                     

The renewal of errors and omission coverage at the May 2008 renewal was substantially less than that included in the 2008 budget, even with no change in coverage at the 
May 2008 renewal date as a result of market pricing. The 2009 budget includes an estimated renewal rate of 5% in May 2009.

BUDGET ITEM:   Insurance

The increase in professional liability insurance at the May 2008 renewal was slightly more than the 5% projection included in the 2008 budget. The 2009 budget assumes 
an increase of 5% over existing coverages and premium amounts at the May 2009 renewal.

E12:  Insurance

The May 2008 renewal of general business coverage policies resulted in a substantial experience based reduction in the workers compensation coverage rate. The 2009 
budget includes an estimate of renewal rates 5% greater than the May 2008 renewal rate.
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Item Description:  Includes conference calls and local and long-distance charges for staff, the NAIC Officers, and at national meetings.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Telephone (1) 373,393$          200,256$          368,297$             317,246$             341,008$                 23,762$           7.49%

(1)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Telephone (1) 64,475$            29,700$            60,276$               57,555$               112,675$                 16,327$           

The increase in telephone expense in 2008 is primarily due to an increase in the number of conference calls related to the change in the NAIC National Meeting structure to 
reduce working group meetings. Additionally, the 2008 increase is due to the activity of specific working groups whose charges should be completed by the end of 2008. 
The 2009 budget continues to assume growth in meetings by teleconference above the 2008 budget levels.

E13:  Telephone

BUDGET ITEM:   Telephone
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Item Description:   Includes computer hardware and software and furniture and equipment purchases under $2,000, computer supplies, copy paper, diskettes,
                      stationery, perforated invoice paper, business cards, and other supplies.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Copier Supplies (1) 103,117$          45,908$            93,383$               94,950$               100,000$                 5,050$             5.32%
Other Supplies 304,223            145,285            283,152               268,186               266,769                   (1,417)              (0.53%)
Non-Capital Equipment (2) 260,131            38,958              112,076               131,494               157,024                   25,530             19.42%

Total 667,471$          230,151$          488,611$             494,630$             523,793$                 29,163$           5.90%

 (1)

 (2)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Copier Supplies (1) 100,000$          
Other Supplies 111,378$          72,973              16,500$               25,175$               15,598$                   25,145$           
Non-Capital Equipment (2) 130,286 8,650 6,295                   1,655                       10,138

Total 241,664$          181,623$          22,795$               25,175$               17,253$                   35,283$           

BUDGET ITEM:   Supplies

Copier supplies relates to paper, toner, and other supplies needed by the NAIC Copy Center for the production of NAIC hard copy publications, the preparation of 
committee materials for national and interim meetings, the printing of NAIC budget documentation, and a multitude of additional projects.

Non-capital equipment purchases include minor software upgrades and purchases as well as minor office and computer supplies needed to furnish staff members with the 
tools that are necessary to complete their assigned tasks. The decrease in 2008 is attributable to the completion of several projects in 2007 and a decrease in new initiatives 
for the 2008 budget cycle. The 2009 budget includes $42,000 for the periodic expenditure to upgrade the operating system for NAIC staff computers due to the end of the 
support life cycle for the current operating system, Windows 2000 was installed in 2001.

E14:  Supplies
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Item Description:  Includes meter mail, UPS, express, and other carrier charges.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Mail Services (1) 323,259$          162,868$          318,678$             320,974$             313,102$                 (7,872)$            (2.45%)
Shipping Billed To Customers (2) (227,352)           (148,648)          (238,427)             (190,805)             (213,476)                 (22,671)            11.88%

Total 95,907$            14,220$            80,251$               130,169$             99,626$                   (30,543)$          (23.46%)

 (1)

 (2)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Mail Services (1) 2,918$              30,073$            75,890$               14,380$               10,220$                   179,621$         
Shipping Billed To Customers (2) (213,476)

Total 2,918$              30,073$            75,890$               14,380$               10,220$                   (33,855)$          

Mail services expense continues to decrease due to the movement toward electronic methods of communication and delivery of products and a reduction in mass mailings. 
The 2009 budget is based on 2008 experience and the decision to offer infrequently purchased publications via the website for download at no cost.

E15:  Mail Services

BUDGET ITEM:   Mail Services

The budget for shipping costs billed to customers represents the amount of shipping and handling costs reimbursed by the customer. The increase in offset to the 2009 mail 
services budget reflects improvements in the calculation to project the amount of postage that is invoiced to customers. These improvements more closely align the budget 
with what is actually being reimbursed by customers.
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Item Description:  Includes costs for books, periodicals, and on-line reference services.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Reference Materials (1) 360,139$          171,293$          338,137$             333,916$             352,928$                 19,012$           5.69%
Periodicals (2) 65,804              35,149              58,899                 60,479                 53,893                     (6,586)              (10.89%)
Loose Leaf Services 33,949              12,309              22,709                 21,686                 19,967                     (1,719)              (7.93%)
On-Line Researching (3) 130,958            56,295              115,922               116,753               99,195                     (17,558)            (15.04%)

Total 590,850$          275,046$          535,667$             532,834$             525,983$                 (6,851)$            (1.29%)

 (1)

(2)

(3)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Reference Materials (1) 2,550$              4,975$              56,098$               267,903$             19,760$                   1,642$             
Periodicals (2) 44,409                 9,484                   
Loose Leaf Services 19,967                 
On-Line Researching (3) 99,195                 

Total 2,550$              4,975$              219,669$             277,387$             19,760$                   1,642$             

E16:  Reference Materials

Periodicals are also used in performing the services of the Research Library and Securities Valuation Office as well as other divisions of the NAIC. The expense for these 
services continues to decrease as resources are evaluated and consolidated where possible. 

BUDGET ITEM:   Reference Materials

Statistical reference materials include reference sources on CD-ROM and subscription services for resources used in performing the services of the NAIC Library and 
Securities Valuation Office. The reference collection is a vital source of up-to-date information on insurance, business, finance and technology-related issues and supports 
the Library’s fulfillment of research questions from the NAIC members, NAIC staff, interested parties and the Securities Valuation Office. The 2009 increase primarily 
relates the continued increase in the cost of reference materials for the Securities Valuation Office.

The decrease in spending in this area since 2007 is the result of negotiations with providers for increased usage by NAIC staff, an ongoing assessment of the benefit 
provided by the resources, and an effort by NAIC staff to decrease costs in this area. 
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Item Description:  Outside costs incurred for printing books, subscription updates, CD-Roms, marketing materials, and other publications.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Publications  (1) 185,887            105,093            281,491               191,280               218,838                   27,558             14.41%
Outside Printing  (2) 22,697              12,257              17,582                 19,185                 19,030                     (155)                 (0.81%)

Total 208,584$          117,350$          299,073$             210,465$             237,868$                 27,403$           13.02%

 (1)

 (2)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Publications  (1) 218,838$         
Outside Printing  (2) 2,520$              13,910$               600$                        2,000               

Total -$                      2,520$              13,910$               -$                        600$                        220,838$         

Outside printing includes the cost to have the NAIC Annual Report, catalogs, national meeting signage, and marketing materials that require outside printing due to the size 
and paper requirements. In 2007, the NAIC discontinued the mass production of hardcopy catalogs, only printing them upon request. Additional saving in 2008 were 
generated by a reduction in brochure and CD-Rom printing.

E17:  Printing and Production

BUDGET ITEM:   Printing and Production

Publications printing expense represents the cost of all publication inventory items sold, including the cost of special paper and other supplies used to produce a publication 
and the cost of external printing and binding services. The increase in expense for 2008 is attributable to the destruction of obsolete publications at the end of 2008 in 
conjunction with the change in policy to no longer ship hard copy publications that are two years or older. Because these current inventory items have an inventory value, 
their destruction results in expense equal to their inventory value. The 2009 budget incorporates the rising costs of printing and binding at outside facilities, but does not 
anticipate any unusual obsolescence costs.
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Item Description:  Outside costs that are directly related to conducting national, interim, and committee meetings that cannot be classified within other budget item categories.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Receptions (1) 201,945$          107,466$          238,466$             264,750$             261,825$                 (2,925)$            (1.10%)
Hotel Service (2) 492,701            172,693            417,258               461,491               439,588                   (21,903)            (4.75%)
Reproductions (3) 87,502              42,903              86,123                 106,247               86,984                     (19,263)            (18.13%)
Audio-Visual Services (4) 349,900            209,283            414,283               413,897               362,000                   (51,897)            (12.54%)
Interim Meetings (5) 119,278            32,257              82,057                 79,750                 63,996                     (15,754)            (19.75%)
IAIS Conference (6) 334,015            
Commissioners Conference (7) 225,533            288,828            288,828               293,389               348,739                   55,350             100.00%

Total 1,810,874$       853,430$          1,527,015$          1,619,524$          1,563,132$              (56,392)$          (3.48%)

(1)

(2)

(3)

(4)

(5)

(6)

(7)

Year Spring Summer Fall Winter
2010 Denver Seattle Washington, DC
2009 San Diego Minneapolis Washington, DC Honolulu
2008 Orlando San Francisco Washington, DC Dallas
2007 New York San Francisco Washington, DC Houston
2006 Orlando Washington, DC St. Louis San Antonio

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Receptions (1) 261,825$             
Hotel Service (2) 439,588               
Reproductions (3) 86,984                 
Audio-Visual Services (4) 362,000               
Interim Meetings (5) 63,996                 
Commissioners Annual Conference (7) 348,739               

Total -$                      -$                     1,563,132$          -$                        -$                            -$                     

The interim meeting budget for 2009 is the result of a decrease in the number of requests for interim meetings. The 2007 actual includes expenses for the International 
Association of Insurance Supervisors (IAIS) Tri-Annual Meeting funded by the NAIC as host to the 14th Annual Conference and Committee Meeting.

The variance for 2008 is related to contract renegotiations with the vendor that provides the onsite copy center at national meetings. This renegotiation provides a reduced 
rate for copy center services while increasing the allowed copy counts and adds a color printer with a folding device for printing the NAIC Newsletter.

Reception expenses reflect the cost of food and beverage services and service charges for the NAIC’s quarterly welcoming reception. The increase in 2008 is associated 
with site selection for the 2008 national meeting sites, specifically Orlando and Dallas. These increased costs continue into 2009 with national meeting sites in San Diego, 
Minneapolis, and Honolulu.

BUDGET ITEM:   Meetings

The NAIC was selected to host the IAIS 14th Annual Conference and Committee Meeting in the United States in 2007. This was a one-time event for the NAIC and is not 
included in subsequent budget proposals. Revenues generated through attendee registrations offset conference expenses. 

E18:  National and Interim Meetings

Includes the utilization, costs, and set up fees for audio visual services to facilitate meetings and deliver presentations, and the NAIC computer network connections at 
national meetings. The budgeted amount for these services are based on contractual amounts and/or price quotes from the selected national meeting sites.

Hotel services includes the cost of (1) technicians and setup support, (2) electrical support, (3) regulator and staff breakfasts, lunches, breaks, and (4) transportation. The 
2007 actual includes large food and beverage minimums for the New York meeting.  The projected variance from the 2008 budget is related to greater than anticipated 
hotel rebates as a result of increased room rental and food and beverage usage at the Orlando meeting.  The 2009 budget is based on contractual minimums for the site and 
event selections for the 2009 national meetings, which are lower in Minneapolis and Honolulu due to the use of a convention center rather than a hotel for meeting and 
event space. 

This line is for the cost to present the annual NAIC Commissioners Conference, including (1) $151,950 in Commissioner Travel and (2) $196,789 in other meeting cost. 
The increase in budget for 2009 is related to increased travel and transportation costs as well as the expansion of the conference to include an Executive (EX) Committee 
meeting.
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Item Description:  Expenses incurred by the NAIC for education programs.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Commissioners Forum (7) 27,055$            31,832$               31,832$               26,401$                   (5,431)$            (17.06%)
Insurance Department Staff
   Education (5) 4,841                
Financial Examiners (1) 6,737                6,938$              6,938                   7,820                   9,045                       1,225               15.66%
Commissioners Symposium (2) 31,543              
Legal CLE Workshops (1) 16,762              16,442                 16,442                 26,005                     9,563               58.16%
Regulation For Solvency (7) 4,025                6,931                   6,931                   4,015                       (2,916)              (42.07%)
Surplus Lines Regulation  (3) (3,088)                 (3,088)                 3,088               (100.00%)
HMO Annual Statement (5) 5,581                6,976                   6,976                   (6,976)              (100.00%)
Train-The-Trainer (8) 16,523                     16,523             100.00%
P & C Annual Statement (5) 18,112              
Advanced Fraud 17,612              8,671                8,671                   17,169                 17,234                     65                    0.38%
Advanced Train-The-Trainer 
Onsite Programs (6) 1,899                5,694                8,244                   11,489                 4,000                       (7,489)              (65.18%)
Market Conduct Examiners 
   Handbook 14,090              11,942                 11,942                 11,798                     (144)                 (1.21%)
Statutory Accounting Principles (4) 5,106                4,337                4,337                   10,708                 10,027                     (681)                 (6.36%)
IMR/AVR Online (3) 4,948                5,089                       5,089               100.00%
International Issues Conference (9) 22,613                     22,613             100.00%
Online Investment Schedules (7) 9,871                11,883                 11,883                 9,282                       (2,601)              (21.89%)
Online Introduction To Financial
   Regulation (1) 13,008              12,123                 12,123 14,639 2,516               20.75%
Online ISQ Training 5,078                4,560                   4,560                   5,184                       624                  13.68%
Online Schedule P (7) 5,414                7,804                   7,804                   4,208                       (3,596)              (46.08%)
Online Core Legal Issues (7) 7,076                1,557                3,700                   5,922                   3,786                       (2,136)              (36.07%)
Online Reinsurance 9,853                8,821                   8,821                   7,291                       (1,530)              (17.34%)
Current Legal Issues (3) 8,373                8,373                   10,316                 (10,316)            (100.00%)
Online Health Annual Statement
   Preparation (5) 7,468                9,655                   9,655                   7,783                       (1,872)              (19.39%)
Regional Market Conduct Training 6,391                4,435                4,435                   5,565                   4,945                       (620)                 (11.14%)
Online Financial Regulation & Staff
   Education (1) 4,969                7,674                   7,674                   9,760                       2,086               27.18%
Online Market Regulation
   Antifraud (5) 1,380                
Online Market Analysis
   Techniques (7) 9,606                3,913                3,913                   6,734                   3,642                       (3,092)              (45.92%)
Statutory Accounting 101
   Program (3) 12,459                 12,459                 (12,459)            (100.00%)
SAP Webinars (7) 17,335              16,838                 16,838                 12,862                     (3,976) (23.61%)
Basic Insurance Self Study (7) 9,170                1,271                1,727                   7,607                   3,345                       (4,262)              (56.03%)
How to Analyze Insurer Portfolios (5) 2,881 3,033 3,033                   (3,033)              (100.00%)
How to File Securities with the SVO Online (7) 7,967                3,709                4,654                   8,940                   6,753                       (2,187)              (24.46%)
Consumer Assistance Training Online 5,283                5,430                   5,430                   4,895                       (535)                 (9.85%)
Model Laws Webinar (7) 1,691                4,420                   4,419                   2,830                       (1,589)              (35.96%)
Bundles of Learning (1) 3,617                2,096                2,932                   1,700                   3,575                       1,875               110.29%
Producer Licensing Online Training (7) 7,695                8,630                   3,646                   4,943                       1,297               35.57%
Health Insurance Rate Filing Reviews (5) 1,483                
Mgmt. and Leadership Effectiveness (7) 2,639                6,429                   3,790                   3,730                       (60)                   (1.58%)
Reg. Overview-Princ.-Based Val. Sys. (1) 16,800              21,394                 21,394                 22,609                     1,215               5.68%
What's Going on with Health Insurance (5) 21,942              16,187              16,187                 17,958                 (17,958)            (100.00%)
Regulation of Insurance Products Online (1) 1,566                3,975                3,975                   6,586                   8,121                       1,535               23.31%
Fraud Investigation 101(4) 5,883                   2,383                   4,425                       2,042               85.69%
Risk-Based Capital Training (7) 6,492                   6,492                   4,218 (2,274)              (35.03%)
Regulating for Solvency: Risk Rentention Groups (12) 3,487                       3,487               100.00%
Managing the Cost of Regulatory Compliance (12) 14,454                     14,454             100.00%
Emerging Issues (12) 2,848 2,848 100.00%
NAIC/NASSA Joint Conference (5) 20,719              
Financial Summit (10) 142,612            (568)                 174,786               159,601               (159,601)          (100.00%)
Risk Assessment Training Program (11) 52,644              23,440              57,186                 67,272                 55,171                     (12,101)            (17.99%)
E-Regulation Conference (7) 99,626              99,304              99,304                 117,115               100,264                   (16,851)            (14.39%)

Total 643,761$          203,666$          633,925$             675,941$             481,800$                 (194,141)$        (28.72%)

BUDGET ITEM:   Education and Training

  E19a:  Education and Training
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  (1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

(12) New programs for 2009 (See Fiscal Impact 6).

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Education and Training Programs 326,365$             
Financial Summit 
Risk Assessment Training Program 55,171$               
E-Regulation Conference 100,264$         

Total -$                      -$                     326,365$             55,171$               -$                            100,264$         

The NAIC Financial Summit will not be held in 2009. The NAIC will take advantage of the change in national meeting schedule to change the offering of this conference to
a summer time frame in 2010. The 2008 dates for the Financial Summit are October 27-29.

With the number of training sessions offered in previous years the need for Risk Assessment trainings has decreased. Basic Risk Assessment will wind down in 2009 and 
be replaced with Advanced Risk Assessment (See Fiscal Impact 7).

Based on expected participation, location, curriculum, and duration the costs for this program are expected to decrease.

  E19b:  Education and Training

These programs will not be offered in 2009 as part of an association-wide review of services and priorities of education topics and issues into 2009.

Increased registrations are expected for these programs.

Symposiums are held at the request of the NAIC President. A symposium in 2009 is not anticipated.

The NAIC offers insurers the opportunity of holding its Annual Statement Investments Schedules, Health Annual Statement Preparation and Basic Risk Assessment 
programs onsite. The insurer provides the location and participants; the NAIC provides the instructors, materials, and administration for the program for a fee. The decrease 
in this account is based on historical costs related to these training events.

This program was last offered in 2006.

This program was last offered in 2004 and is being added to the curriculum for 2009 as a result of emerging and important international insurance regulatory issues. 

These programs are offered every other year.

Based on expected participation, location, curriculum, and duration the costs for this program are expected to increase. 
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Item Description:  Utilization of grant and zone funds and expenses incurred by the NAIC for state and general NAIC training events.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Grant Funds (1) 451,547$          207,544$          456,436$             560,000$             728,000$                 168,00 0 30.00%
Zone Funds (2) 67,806              11,357              57,382                 112,472               82,095                     (30,377)$          (27.01%)
State Training (3) 44,917              12,145              41,415                 64,264                 34,318                     (29,946)            (46.60%)
Professional Designation Program (4) 29,460              6,060                14,748                 47,811                 12,489                     (35,322)            (73.88%)
General Training Expense (5) 74,698              26,061              83,342                 79,050                 44,899                     (34,151)            (43.20%)

Total 668,428$          263,167$          653,323$             863,597$             901,801$                 38,204$           4.42%

 (1)

(2)

(3)

(4)

(5)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Grant Funds (1) 728,000$          
Zone Funds (2) 82,095              
State Training (3) 29,304$            5,014$             
Professional Designation Program (4) 12,489$               
General Training Expense (5) 24,899              20,000                 

Total 29,304$            834,994$          32,489$               -$                        -$                            5,014$             

The grant funding level for 2009 will be increased from $10,000 to $13,000 per member. This increase was approved during the August 18th, 2008 Internal Administration 
(EX1) Subcommittee meeting.

BUDGET ITEM:   State and General Training

The professional designation program began in 2007 for the development and implementation of designation qualified, regulatory only courses through the NAIC 
Education and Training Department. With the evolution of this program, several services that are no longer necessary have been eliminated or replaced with lower cost 
promotional strategies. 

The general training expense includes (1) the costs of nationally produced training programs and instructional videos used by the Human Resources Department for 
association staff training events and (2) regulator travel expenses reimbursed under the DeAngelo Scholarship program. The over budget variance in 2008 is due to greater 
than anticipated participation in the DeAngelo Scholorship program with an estimated 28 scholarship awards versus the 20 budgeted. The decrease in the budgeted amount 
for 2009 is due to the elimination of the $30,000 contribution to the Ken W. Smith Financial Program. While NAIC staff and presentation resources will continue to be 
contributed to this program, the NAIC monetary contribution will not be made in 2009.

Zone funds represent the utilization of the training dollars allocated to each member of the four Zones. An increase in the spending level of these funds is anticipated during 
2009 related to travel costs to the NAIC 2009 Winter National Meeting in Honolulu.

E20:  State and General Training

State training costs include the cost for NAIC training staff to travel to a state insurance department, mailing expenses, and the cost of manuals delivered in the training 
session. The 2008 budget anticipated the use of state trainers for SBS implementations which has not been necessary. Based on the number of actual implementations, SBS 
staff resources have been able to handle this training requirement during their normal implementation visits to the states. This assumption continues into the 2009 budget.
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Item Description:  Costs incurred for recruiting expenses, bad debt allowance and write-offs, zone sponsored events, and member relations.

2007 6/30/08 12/31/08 2008 2009 Increase
Description Actual Actual Projected Budget Budget (Decrease) Percentage

Recruiting and Relocation (1) 107,686$          57,778$            97,178$               113,480$             113,500$                 20$                  0.02%
Bad Debt Expense (2) 160,280            (103,002)          146,998               250,000               250,000                   0.00%
Zone Expenses (3) 197,865            44,155              184,755               164,886               153,600                   (11,286)            (6.84%)
Research Grants (4) 2,000                   4,000                   2,000                       (2,000)              (65.57%)
Member Relations (5) 16,597              332                   3,050                   3,050                   2,950                       (100)                 (3.28%)

Total 482,428$          (737)$               433,981$             535,416$             522,050$                 (13,366)$          (2.50%)

 (1)

(2)

(3)

(4)

(5)

2009 Budget by Function Technology Financial Market Products 
Systems and Business Services to Solvency Regulatory and

Description Support Operations Members Services Services Services

Recruiting and Relocation (1) 113,500$          
Bad Debt Expense (2) 250,000            
Zone Expenses (3) 153,600            
Other Expense (3)
Research Grants (4) 2,000$             
Member Relations (5) 2,950                

Total -$                      520,050$          -$                        -$                        -$                            2,000$             

The use of recruiting agencies is expected to fill open positions with a unique skill set and those at the higher levels of management within the association. 

BUDGET ITEM:   Other Expenses

E21: Other Expenses

Zone expenses are funds used by each of the four NAIC Zones to support functions and meetings of the zone as a whole. These expenditures are expected to increase in 
2008 with the number and selection of sites for zone retreats.

The projected and budgeted amounts represent grant payments to individuals for the submission of articles for The Journal of Insurance Regulation (JIR). This program 
was reinstated in 2006 and is anticipated to continue into 2009.

Bad debt expense is a provision for future uncollectibility of receivables and is based on total accounts receivable for the NAIC. The 2008 expense for uncollectible 
accounts receivable is offset by actual and projected allowance reversals in 2008 resulting from collection efforts on outstanding prior year database fees. The amount of 
these offsets is expected to decrease in 2009 as the balance of outstanding prior year receivables decreases.

The member relations account includes expenses associated with the Dineen Award recipient and recognition of NAIC members and the NAIC officers. The 2009 budget 
is based on 2008 anticipated experience.
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED     AUGUST 1, 2008

NAME OF PRO ECT/INITIATIVE   STATE PRODUCER LICENSING SYSTEM 
DATABASE REENGINEERING 
(YEAR 3 OF 2006-APPROVED FISCAL PRO ECT)

REGULATOR/BUSINESS SPONSOR   MAR ET REGULATION AND CONSUMER AFFAIRS 
(D) COMMITTEE

INFORMATION SYSTEMS TAS FORCE OF T E 
INFORMATION RESOURCES MANAGEMENT ( )
COMMITTEE 

NAIC STAFF SUPPORT
CONTACT INFORMATION  DENISE MATT E S, DIRECTOR 

INFORMATION SYSTEMS DIVISION
(816) 783-8004, DMATT E NAIC ORG

FOR TEC NOLOGY PRO ECTS
DATE INFORMATION RESOURCES MANAGEMENT 
( ) COMMITTEE APPROVED   INITIAL APPROVAL DECEMBER 2006
      2009 APPROVAL --

RE UESTED PRO ECT START DATE  ANUARY 2009

ANTICIPATED COMPLETION DATE   DECEMBER 2009

TOTAL PRO ECT IS RESOURCE OURS   CONSULTING 5,433 OURS
SPLR STAFF 6,048 OURS
MIS STAFF 9,330 OURS

TOTAL EXPENSE AMOUNT GENERATED   $115,851 

TOTAL CAPITAL AMOUNT RE UESTED   $466,315 

I   Executive Summar  

In December 2006, the NAIC Internal Administration (EX1) Subcommittee approved a multi-
year fiscal project to reengineer the State Producer Licensing System and Database (this project 
has come to be known as the State Producer Licensing Reengineering or “SPLR”). See 
Attachment One – 2006-Approved Business and Fiscal Impact Statement (“2006 BFIS”).  
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The objective of this project was to redesign and deploy a new technical infrastructure, software 
code and data model for a decade-old strategic, state-based regulatory modernization initiative. 
Upon the proposal’s approval, NAIC leadership directed staff to focus on four key areas: 

• Compliance: Ensure the ownership, regulatory and legal obligations of both NAIC and 
its affiliate, the National Insurance Producer Registry (NIPR), are consistent with the 
terms and conditions of the NAIC/NIPR License and Services Agreement.  

• Performance: Implement a technology infrastructure that can better respond and adapt to 
the tremendous growth in system transaction volumes, and the wide-ranging software 
products and tools, which have been made available to all member states and the 
industry.

• Capacit /Scalabilit  Deploy producer licensing software code that is more flexible and 
can more quickly respond to business rules changes and user needs, with existing 
hardware and software components. 

• Support/Maintenance: Reduce future risks and costs of supporting and maintaining the 
system and database. 

SPLR has already addressed many of these goals in the work completed thus far: 

• Compliance  Significant and important documentation of existing and new producer 
licensing systems, architecture, functionality and business requirements to clearly 
distinguish between regulatory and industry systems, data and products. The outcome of 
this effort is a solid foundation upon which to build a state-of-the-art system. 

• Performance  Installation of powerful hardware and software to enable the state 
producer licensing system to increase transaction volumes, minimize processing time, 
realize increased transaction revenues as well as to facilitate implementation of new 
products and services to states and industry. 

• Capacit /Scalabilit  By the end of 2008, the plan is to deliver complete software 
coding and documentation of producer licensing business rules separating them from the 
code for all the products, to provide quicker, more flexible response to state changes to 
business rules and fees as well as implement a reporting framework.

• Support/Maintenance NAIC’s overriding commitment is to ensure during the 
reengineering project, that the legacy processes are fully functional for NIPR, states and 
industry customers; that the NIPR’s new products and services initiatives are 
implemented on time; and. that the agreed upon service levels for these systems are 
maintained. The project approach supports the continued availability and enhancement of 
the producer licensing system while the reengineering is ongoing.

SPLR must deliver the same level of, if not higher, functionality as the current legacy system 
which has been a key challenge to this project as expanding growth in states, new products and 
transaction volume make this goal an ever-moving target. 
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This fiscal request for the extension of SPLR consulting resources through 2009 is an outcome of 
a critical assessment of the original assumptions for the scope, NAIC resourcing, timeline and 
costs of the SPLR project based on the breadth and complexity of the legacy systems as well as 
their continued enhancement and exponential growth in terms of products as well as state and 
industry customers. This fiscal requests to add funding of $465,150 to the original proposed 
budget for 2009 made in the 2006 BFIS (See Attachment One). 

II Detailed Description 

A  Bac ground  

The NAIC, working cooperatively with its affiliate, NIPR, is in the middle of a full reengineering 
of the producer licensing systems and related applications and processes known as SPLR. SPLR 
is a mission-critical project for both organizations as states and industry rely heavily upon these 
producer licensing systems and data to perform their respective regulatory and compliance 
functions. This fiscal requests extension of funding for consulting resources to the end of 2009 as 
well as lays out a long-term plan for NAIC staffing to fully support the reengineered regulatory 
systems of SPLR. 

In 2006, the NAIC membership approved a multi-year, multi-million dollar project committing 
significant funding and resources to spearhead the development of the overall framework and 
infrastructure of this SPLR project. Through the commitment of NAIC members and NIPR, the 
state producer licensing system has transformed the producer licensing process from a paper-
based, forms-intensive process into an efficient electronic processing environment. The objective 
of the SPLR project was to completely modernize the existing ten-year old producer licensing 
system to address the tremendous growth in producer licensing data, usage, volume and product 
offerings and to provide for the capacity, scalability, flexibility and expandability of the system 
to accommodate future growth in volume, states and products.  

As originally scoped, the reengineering effort involved five iterations of reengineering to be 
completed over a thirty-two month period: 

• Iteration I -- Producer Licensing Reports/Business Rules Framework; 
• Iteration II -- Gateway; 
• Iteration III --  Billing;  
• Iteration IV -- Load Process; and, 
• Iteration V -- Common Architecture.

The reengineering of the data model is a basic objective of SPLR and is integrated through the 
entire project. A key component of the project was to upgrade the infrastructure and invest in 
state-of-the-art software tools. In 2006, the NAIC membership authorized significant consulting 
resources and five new headcount in addition to the reallocation of three full-time NAIC staff 
over the life of the project (one additional full-time employee was reallocated in 2008 for the 
reasons stated below). NIPR has also devoted considerable funding and staffing to the SPLR 
project as well as backfilling its existing staff assigned to SPLR.  
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B  Progress Report 

1  Iteration I 

The SPLR project has implemented standards for services, business rules and architecture that 
serve as the foundation for design, development, testing and implementation efforts as well as 
integrated with the NAIC’s new security framework. SPLR has also installed the necessary 
capital hardware and infrastructure to support development and production, including leveraging 
Oracle products and a clustered server environment. This new infrastructure is expected to 
minimize system downtime for the states or industry users as well as provide significant 
performance gains.  

Key enterprise software tools have now been acquired, configured and/or implemented for use in 
future iterations of the project. Newly-reengineered producer licensing reports have recently 
been rolled out to state insurance regulators through I-SITE.  

The SPLR effort to date has been invaluable in terms of gaining a better understanding and 
documentation of the business requirements and functionality from the legacy system. In 2006, 
the membership understood that the legacy system was built over a ten-year period with growth 
in states and products being accommodated through piecemeal enhancements, patches and fixes 
resulting in performance problems for state and industry customers. Through this effort, the 
SPLR team is removing and documenting business requirements that were historically imbedded 
in the software code and made it difficult to quickly change a state rule or fee or isolate system 
performance issues affecting states and customers.  

2  Legac  Support and Impact 

The NAIC is fully committed to ensuring that SPLR reengineering encompasses the functionality 
available to users of the legacy producer licensing system, which continues to grow and evolve 
in terms of functionality, industry products and state offerings to meet the needs of the regulators 
and industry customers. As part of SPLR Iterations I and II, a more detailed analysis of the 
legacy system functionality has been performed and the NAIC has recognized the original scope, 
which serves as the basis of the 2006 BFIS, did not adequately account for the breadth and 
complexity of the legacy system. Furthermore, continued enhancements to legacy have a 
significant impact on the assumptions and scope of SPLR.  

Over the past eighteen (18) months, both NAIC and NIPR have worked hard to support both the 
legacy and reengineering projects, resulting in delaying the rollout of reengineered deliverables, 
in deference to or to accommodate other priority projects. For instance, Address Change Request 
has been a huge success as both states and industry have embraced this new product with over 
500,000 transactions submitted in its first year of production. This is an example of unanticipated 
new functionality, clearly important to the regulators, that was not scoped in the original SPLR 
proposal, but certainly impacts the project.

The legacy system is currently averaging 198 outstanding fixes, enhancements and minor 
changes per week based on the May to June 2008 timeframe. These numerous business and 
functionality changes or requirements must also be accommodated in SPLR to ensure a seamless 
transition. In many cases, the analysis and assessment of the impact to SPLR also diverts 
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resources away from the originally scoped project plan for SPLR thus impacting the project 
timeline.   

As was the case with changes to the legacy State Interface Application, a relatively minor change 
can lead to significant time spent analyzing and assessing the functionality impact to SPLR even 
if it does not end up being a big impact to the design or coding effort. There are several examples 
of NIPR Projects, which the NAIC fully supports, that have a similar impact on the SPLR project 
plan such as Interactive Appointments, Attachments Warehouse, Administration Notifications 
and Address Change Request integrated into Non-resident and Resident Licensing and Renewal 
applications. This type of new functionality, while critical to NIPR as an on-going concern and 
important to the states and industry customers, are examples of legacy enhancements that impact 
the scope, timeline and resource allocation for the SPLR project.

It is not feasible, nor desirable, to halt or slow the enhancement and progress of the current 
producer licensing system while the reengineered system is being designed, programmed, tested 
and implemented. However, this fiscal request, and the revised timeline, recognize the actual 
impact to SPLR involved in reengineering a system that is constantly growing and moving 
forward. The NAIC suggests this is the right path to follow in order to meet the goals and needs 
of NIPR, state insurance regulators, Authorized Business Partners, companies and producers.  

3 Iteration II 

Acknowledging the growth of the SPLR project, the NAIC and NIPR members of the SPLR 
senior management team cooperatively developed a new recommended approach and timeline 
for the development of Iteration II (Gateway). The parties agree the most efficient and expedient 
way to address this important component of the project would be to shift more primary 
development responsibilities to NIPR in order to leverage NIPR expertise and resources than 
originally scoped. At its June meeting, the NIPR Board of Directors approved additional 2008 
consulting resources to adequately support the increased role in the SPLR project. In addition, as 
reported at the 2008 Summer National Meeting, the revised approach has shifted the original 
estimate for the length of this project by an additional six months. This extended timeline will 
also necessitate extending SPLR’s consulting needs past the original 2006 fiscal request. 

4 Iteration IV and Iteration V 

It is also important to note that the plan and scope for Iteration IV (Load Process) and Iteration V 
(Common Architecture) are currently being assessed and will likely take a different approach 
than originally planned, which may further affect the overall project timeline and resource plan. 
The current intent is to build in parallel with Iteration II though the SPLR management team is 
proactively determining whether there are dependencies in later iterations that affect the Gateway 
and should be done ahead of certain deliverables in Iteration II.

5 Mar et Information S stems 

Another critical area in the reengineering of the State Producer Licensing System is the Market 
Information Systems (MIS), which is integrally tied to the producer licensing data. During the 
preliminary analysis of SPLR in 2006, the need to migrate MIS components to SPLR was 
factored into the project; however, like SPLR iterations, the scope and complexity of MIS 
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reengineering is greater than originally estimated. Thus, the existing NAIC MIS development 
team and resources will be redeployed to assist in the necessary rewrites and migration of the 
MIS applications to SPLR. However, there is also a need for a consultant with a specific skill set 
in the new SPLR software tools to assist in completing this component adequately.   

C  2009 SPLR Consulting Needs 

Next year is a critical year for the SPLR project as it completes development of Iterations II and 
III and a substantial portion of Iterations IV and V. SPLR’s goal is to utilize consultants during 
this intense period of design, development and testing so as to meet the revised timelines. This 
proposal recommends the existing SPLR consultants be retained throughout the remainder of 
2009 to complete and transition Iteration II components to existing staff and to ensure Iterations 
III, IV and V are reengineered on a parallel track. These consultants will also assist with the 
migration of the MIS applications to SPLR, complete the necessary data modeling and ensure 
appropriate coverage for resolving any production issues that may arise, to prevent disruption of 
service to members or industry customers. (See Section VI, Financial Impact).  

D  Utili ation of Existing NAIC Staff in Support of SPLR    

In 2009, the NAIC will advance to the critical juncture of deciding how best to provide adequate 
NAIC staffing for the maintenance of these reengineered systems, once they are implemented, in 
order to be in compliance with the NAIC/NIPR License and Services Agreement. 

A key membership goal of the SPLR effort was to better align the primary design, development 
and support role of the NAIC over the regulatory producer licensing systems and applications 
which it owned. While the revised SPLR plan more fully utilizes NIPR expertise and resources 
by assigning requirements analysis, technical work, testing and implementation efforts to NIPR 
staff members for Gateway processes and applications (Iteration II), Iterations IV and V focus 
squarely on reengineering regulatory systems including the data load process, the data model and 
common architecture. A realistic assessment of this effort along with the long-term road to 
support these reengineered processes leads to the need for not only additional consulting 
resources, but also additional NAIC staffing resources.

Through its strategic management processes that have been internally implemented over the last 
two years, the NAIC is able to reallocate existing allocated positions from tasks and projects that 
require fewer support staff than allocated today or which are no longer a priority with the 
members’ strategic initiatives. The NAIC firmly believes it has the obligation to assess possible 
reorganization and reallocation of existing headcount prior to requesting additional staff 
positions. 

SPLR projects that it will need a substantial increase in staffing in order to support and maintain 
the system’s enterprise services, the core Gateway, and the common architecture and load 
process. After reallocation within the Information Systems Division of existing staff positions 
over the next nine (9) months to the SPLR project, this request is seeking one new full-time 
employee (a Senior Software Engineer) in 2009 with a long-term outlook of requesting an 
additional three full-time employees in 2010 and another one in 2011. One of the key reasons for 
this significant staffing increase is that NAIC would be assuming primary support for several key 
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systems and components that are currently supported by NIPR, pursuant to the NAIC/NIPR 
License and Services Agreement.  

Over the past several years, the NAIC membership has supported implementation of procedures 
and processes to ensure that regulatory systems such as the State Producer Licensing Database 
and the pipeline that transmits regulatory information, including licensing and regulatory actions, 
are overseen and directed by the NAIC, as the body of state insurance regulators charged with 
carrying out producer licensing, oversight and enforcement functions. This long-term staffing 
effort is a crucial step in reengineering and transitioning primary support of regulatory 
components of producer licensing.  

III   Benefits of Pro ect/Initiative to NAIC Members 

The original goals and benefits of the SPLR project are still in force today and are evidenced by 
the NAIC’s commitment not only to reengineering but to long-term support of regulatory 
systems through its reallocation of existing staff. This system has become the cornerstone for 
producers, insurance companies, licensing vendors, and insurance regulators and their respective 
states to accomplish licensing and compliance functions as well as to remit and collect millions 
of dollars in related state fees. 

The reengineering of the state producer licensing system is a substantial commitment of the 
membership to provide a robust, highly available, state-of-the-art technology system and 
applications for the primary benefit of state insurance regulators and industry users. The 
reengineering is intended to drastically improve and sustain performance as well as provide the 
capacity for growth not only of products and transaction volumes but also increased state 
participation in all NAIC/NIPR products and initiatives.

The NIPR Board of Directors has stated as one of its key goals the utilization and acceptance by 
all states of products and services – “one-stop shopping”. One of the underlying ways to achieve 
this goal is to have a system that states and users can rely upon for consistent performance. Over 
the past two years, the legacy system has experienced performance problems which have 
adversely affected states, NIPR Authorized Business Partners and industry customers. The NAIC 
and NIPR have addressed these issues through short-term solutions, but all parties involved 
recognize SPLR is the key to achieving long-term stability while allowing for significant growth.

The reassessment of SPLR at this critical juncture and the infusion of additional resources will 
have a direct benefit to the stakeholders. It is not uncommon for a technology project of this size 
to uncover unanticipated scoping issues along with changing assumptions (especially with the 
enhancement and parallel support of an ongoing legacy system). Through the approval of this 
fiscal, the SPLR project will stay on track in terms of delivering the functionality and capabilities 
promised through reengineering and better position the NAIC to undertake the long-term support 
of the key regulatory components of the reengineering for the benefit of its members.  
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IV   Sta e olders 

All of the stakeholders listed below are impacted by this project: 

Industry: Industry will soon be seeing reengineered reporting functionality and will benefit from 
the ability to access producer licensing data to complete their regulatory compliance functions.  

Consumers: Consumers will receive indirect benefits through usage of the producer licensing 
system by states and industry to ensure producers are properly licensed and appointed to sell 
insurance in the consumers’ respective jurisdiction. 

Regulators:  Regulators will be able to readily change business rules without concern that such a 
change may adversely affect its licensing transactions.  

NIPR staff: NIPR will have access to robust infrastructure as well as tools to enable 
development, testing and implementation of its products and services in a more time-saving, 
cost-efficient manner. 

Internal staff:  SPLR team is expected to have adequate resourcing to accomplish the revised 
scope of the project as well as to put in place a team that will support the NAIC components into 
the future.  

Third party vendors:  Third-party vendors are often the first to be adversely affected by 
performance problems with the legacy system which should be drastically minimized with the 
reengineered system. 

V   Business and Operational Impact 

This reengineering effort does not contemplate a change to the basic business processes for states 
or the industry and it is assumed SPLR will deliver an equivalent, though more robust, level of 
functionality as states and industry enjoy in the legacy environment.  

As stated earlier, the original 2006 BFIS did not include the resource needs to support the 
reengineered system upon completion as it was assumed that these needs would be assessed 
during the project. Through an internal strategic management process, the NAIC feels 
comfortable that the staffing needs for 2009 can be achieved through a reorganization or 
reallocation of existing staff in the Information Systems Division with the exception of one new 
FTE in 2009, with three FTEs projected to be requested in the 2010 NAIC budget and one FTE 
in the 2011 budget.

VI   Financial Impact  (See Attac ment T o) 

This fiscal request seeks additional funding for consulting to accomplish the overall success of 
the project, given the reassessment of the scope and breadth of this project and the continued 
enhancement of the legacy system. This additional consulting represents a seven percent increase 
in the overall cost of this multi-year project.  
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Expense Item Description Expense 

Extend Current 
NAIC Consulting to 
12/31/09

1 Technical Lead 
(4 months) 

$58,932

1 Team Lead Software Engineer 
(4 months) 

$62,400

2 Software Engineers 
(1 @ 6 months and 2 @ 4 months) 

$140,398

 1 Business Analyst/Tester
(4 months) 

$5,870  

1 Project Manager 
(4 months) 

$62,400

MIS Consulting 
Assistance

1 Software Engineer $24,750

Data Modeling 
Consulting
Extension

1 Data Modeler $110,400

Grand Total $465,150

The request for an additional full-time employee associated with the long-term NAIC staffing 
plan will add another $81,977 to the 2009 budget. Requests for further staffing in 2010 and 2011 
will be made during the budget process in those respective years.  

VII   Alternatives or Partners ips 

This fiscal assumes an adjustment to the scope of the SPLR project to accommodate for the 
complexities not known when this project was originally estimated as well as the evolving 
functionality of the legacy system. An alternative would be to narrow the scope of this project by 
redefining the deliverables that can be completed within the schedule, budget and resource 
constraints of the original fiscal request. There is a concern that this alternative could jeopardize 
the entire SPLR Project as Iterations IV and V (yet to be initiated) are key components of the 
design of reports and applications in Iterations I, II and III. Another alternative is to extend the 
time frame for this project even more thereby spreading out the consulting resources over a 
period of years. This alternative would be very difficult to manage as the scope of SPLR would 
continue to grow as legacy is continuing to grow and it would also elongate the reliance on the 
legacy system which may experience increased performance issues. 

In addition, by investing in NAIC consulting resources and supporting the existing staff 
reorganization, the NAIC will achieve a key membership goal of positioning the NAIC as 
primary information technology staff support for the producer licensing regulatory systems.  

VIII   Ris  Management

In 2006, the NAIC membership clearly recognized the risks associated with long-term 
continuation of the existing producer licensing systems and application code, as these aging and 
antiquated systems were being asked to accommodate exponential growth in transaction volumes 
based on increased participation by states and industry along with new product offerings.
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The NAIC and NIPR staff have actively engaged in risk assessment and management throughout 
the SPLR project in terms of its many components, the complexity of the legacy environment 
and the paramount needs of the regulators and industry users. It is through this risk assessment 
process that NAIC has identified the need to extend the timeline for this project in order to 
accomplish the original goals set by the NAIC leadership.  

IX   Tec nolog  Pro ect Information (Re uired to be completed for Information 
Resources Management ( ) Committee Consideration) 

A  Overall Pro ect Sc edule

December 2006  
Original Proposal 

ul  2008 
2009 BFIS

SLPR Pro ect Components 
Estimated
Start

Estimated
Finis

Updated
Start

Updated
Finis

Iteration I
System Documentation 
Security Framework 
Monitoring and Auditing 
Business Rules Framework  
Reporting Framework  
Database Strategy (including ETL) 
Data Model I 

Jan – Mar 
2007

Jan 2008 Mar 2007 July 2008 

Iteration II
Gateway Software Development 
Gateway Product Development 

Oct 2007 May 2008 Jun 2008 Apr 2009 
through
Feb 2010

Iteration III
Billing
MIS conversion 

Apr 2008 Oct 2008 Jun 2008 Jun 2009 

Iterations IV/V
Load Processing 
Common Architecture 

Oct 2008 
Nov 2008

May 2009 
Sep 2009 

Apr 2009 
Apr 2009

Mar 2010 
Mar 2010 

While individual Iteration delivery date changes look dramatic in some cases, overall the project 
is currently extended from the original 32 month projection to 38, a six month variance. That 
represents a 19% timeline variance and a 7% cost variance over the original estimates in the 
2006 BFIS.
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B  Impact to Existing S stems or Pro ects

All the subsections herein remain the same as provided in the original 2006 SPLR. (See 
Attachment One). 

1. NAIC National Technical Architecture for State-Based Insurance Regulation.
2. National Portal. 
3. NAIC Security Framework. 
4. XML Data Exchange Standard. 
5. Industry Systems.
6. Consumer Systems.
7. States.
8. NAIC Offices.

C Pro ect Resource Management 

1 Assumptions

The financial support involved in SPLR is a long-term commitment on the part of the NAIC 
members to support and fund the state producer licensing system similar to the funding 
commitment required in the financial database reengineering effort in the late 90s. If the 
continued commitment is not there, it is very unlikely the producer licensing system can stay 
useful and competitive in the long run.  

The estimates and timelines provided for the project assume that it is fully funded and the 
resources necessary to complete the project can be brought on board in a timely manner with the 
necessary skill set. It is also assumed that both technical and business expertise will be made 
available when needed from the states, industry and both the NAIC and NIPR staffs. The 
assumption is that, as it has been throughout the project, there will continue to be a very 
productive and collaborative NAIC/NIPR working relationship and strong commitment on the 
part of both entities to ensure the success of the reengineering project. 

2 Constraints

Resources, timeline and funding are all potential constraints of the project. In addition, the 
project assumes leveraging a proven yet new architecture and infrastructure deployment for the 
producer licensing application. It also assumes using commercial tools to jumpstart and enable 
the project team to meet the timeline. If any of those assumptions prove incorrect, the timeline 
and resourcing plan may be adversely impacted. 

The need to continue to support and even enhance the current systems could represent a 
constraint to the project if the resources necessary to do that support and those enhancements 
cannot be made available to the reengineering project. 

More specific and detailed assumptions and constraints have been developed and are 
documented in the technical design for each application component.  
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X  Conclusion

The NAIC and NIPR have made great strides in laying the foundation for a full reengineering of 
the state producer licensing system and recently completed Iteration I. The original project plan 
has been reevaluated in light of a more complete scoping of the legacy system and an 
appreciation of the impact of the continual enhancement of the legacy system on the 
reengineering project. For the reasons stated herein, this fiscal requests additional funding to 
accommodate consulting resources through the extended timelines. This request also lays out a 
long-term NAIC staffing plan to ensure appropriate support and maintenance for regulatory 
components of the producer licensing system.     
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BUSINESS AND FISCAL IMPACT STATEMENT (BFIS)
SUPPORTING DOCUMENTATION

Date:                                                    12/01/2006 

Name of Project/Initiative: State Producer Licensing Systems & Database 
Reengineering (SPLR) 

Business Sponsor/Staff Support 
Name/Phone/E-mail:  

Susan Voss, IA Insurance Commissioner / Market
Regulation and Consumer Affairs (D) Committee 

Technology Sponsor/Staff Support 
Name/Phone/E-mail: 

Denise Matthews, NAIC (816) 783-8636 

Requested Start Date: 03/01/2006 

Anticipated Completion Date:  08/31/2009 

New Project or Existing Project:  New Project 

I   Executive Summar  

The objective of this project is to completely reengineer the producer licensing software code and 
data model, originally designed ten years ago based upon certain assumptions, some of which are 
no longer valid.  The producer licensing system built in the mid-to-late 90s did not anticipate the 
tremendous growth in producer licensing transaction volumes and products for states and 
industry. This growth has been accommodated through enhancements, patches and fixes.  
Eighteen months ago, the producer licensing system experienced serious performance problems 
affecting states, NIPR direct users and Authorized Business Partners (ABPs.)  Short-term fixes 
have abated these performance issues though it is apparent that a major reengineering of the 
producer licensing system is needed.  This system is heavily relied upon by the states to assist 
them in carrying out their producer licensing and market regulatory functions as well as by the 
industry in the automation of the licensing process. In addition, the NAIC derives significant 
revenue from the producer licensing system through the services and license agreement with 
NIPR.  In May 2006, funds were allocated to analyze the producer licensing system and to 
prepare a detailed plan for the estimated effort and costs associated with a full reengineering. The 
analysis has been completed and this Business and Fiscal Impact Statement outlines the plan for 
State Producer Licensing Reengineering (SPLR). 

The producer licensing system encompasses the licensing and market data as well as the software 
applications and reports based on this data.  States submit licensing and regulatory action 
information to the NAIC that is aggregated in the State Producer Licensing Database for use by 
state insurance regulators.  The NAIC provides data to NIPR for use by the industry. NIPR must 
comply with the Fair Credit Reporting Act regarding its use of this data.    Overall, the system 
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generates several types of reports for state and industry users. The system also facilitates 
transactions initiated by industry customers for transmission and processing through to the state 
insurance departments such as appointment/terminations, non-resident licensing and renewals, 
and resident licensing and renewals.  The system also handles the collection and remission of 
state licensing and other fees, an amount that exceeded over $100,000,000 in 2005.  However, 
with the growth in transaction volumes as well as increased participation by states, it is not 
known how much longer the current producer licensing system will be able to accommodate this 
growth without experiencing additional significant performance problems.  

While the performance gains arising from the short-term fixes performed over the last several 
months provide temporary relief to producer licensing user transaction and reporting times and 
backlogs, they will be offset by an increasing demand and processing volume related to adding 
states and functionality.  Additionally, these systems continue to be hindered by their use of an 
outdated data model and inefficient software code, which were designed over a decade ago based 
on now obsolete business assumptions.  Specifically: 

• The current technology infrastructure and legacy systems as well as keeping regulatory 
and industry data separate while cost-effectively managing legal compliance has become 
burdensome. 

• Producer licensing system transaction volumes have exceeded all previous assumptions 
and the current system cannot efficiently process in a manner that meets customer 
expectation into the future. 

• System software code has continually been patched and enhanced to accommodate 
immediate priorities, without, in many cases, providing for future needs. 

• State Market Regulation Examiners/Analysts and Producer Licensing staff often have 
different, and sometimes conflicting, business requirements for market regulation data 
currently stored in a shared, centralized database. 

• Billing and state payment processing are impacted by inefficient and outdated processes. 
• Staff resources are increasingly consumed by support and troubleshooting problems, and 

are therefore unavailable for new requests for services or vital enhancements. 

While the scope and the reasons in support of it are indicators that this project will be a major 
undertaking, it is imperative that it be given a high priority so that the revenue stream and critical 
business purpose it supports today are not jeopardized, and so anticipated increases in transaction 
volume, products and services in the producer licensing and market regulatory arena can be 
supported and will not be compromised.  

II  Benefits of Pro ect/Initiative to NAIC Members  

The following benefits can be achieved through this State Producer Licensing Reengineering 
(SPLR) effort.  Through reengineering and re-design, the resulting system:  

Compliance: will effectively meet applicable ownership, regulatory and legal obligations of both 
organizations, ensuring consistency with FCRA and the NAIC/NIPR Services and Service Level 
Agreements. (Over this past year, the NAIC and NIPR have more clearly set forth in agreements 
between the parties the ownership and control rights of the software, databases and other 
components of this system.) 
Performance  will ensure system processing speeds are improved and can be maintained to meet 
or exceed customer expectations even as transaction volumes and products and services increase. 
Capacit /Scalabilit   will provide appropriate capacity and scalability to ensure the 
reengineered system can efficiently and effectively handle increasing transaction volumes and 
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user demands; while better leveraging and maximizing the current and planned hardware 
infrastructure.
Extensibilit /Flexibilit   provide the ability to more easily accommodate current and future 
services and changing state/industry specific business requirements by building in data model and 
system extensibility and flexibility.  
Support/Maintenance   will maximize efficiency (lower the cost), improve reliability and 
consistency and reduce the risk associated with supporting and maintaining the system.  

Opportunit   will consider, and incorporate into the design, vital business requirements not 
being met by the current system such as 24 x 7 availability of the producer licensing system. 

III  Sta e olders  

• States Insurance Regulatory Entities 
• Industry/Consumer Customers 
• NAIC
• NIPR

All parties participating in this project are strongly committed to improving the producer 
licensing system, and believe that the reengineering is critical to ensuring the future viability of 
automated producer licensing, as well as meeting market regulatory business needs, for both the 
NAIC and NIPR. The Internal Administration (EX1) Subcommittee and the NIPR Board of 
Directors have been supportive of the current analysis phase and share the same interest in 
ensuring a viable system that can support both the regulators and industry in the automation of the 
licensing process.   The Market Regulation (D) and Consumer Affairs Committee is comprised of 
both the producer licensing and the market conduct/market information systems areas.  This 
Committee is very supportive of improving and building upon the system and is in favor of this 
reengineering effort. Both the NAIC and the NIPR staff, including both the technical and the 
business areas of expertise, have worked collaboratively on this project to develop the 
recommended technical solutions, level of effort and costs presented and are committed to this 
initiative.      

IV  Business and Operational Impact  

This reengineering effort does not contemplate a change to the basic business processes for states 
or the industry; however, this reengineering will establish a foundation, infrastructure, database 
strategy and systems that will be architected to correct or mitigate existing problems described 
above, while more efficiently adapting to business process changes and new business 
requirements as they occur in the future.  

V   Financial Impact  

Expense Item Description Estimated  
Salary 

*Current 
NAIC IS Staff   

Program Manager (100%)  Absorbed 

Sr. Application Architect (25%)  Absorbed 
Application Architect (75%)  Absorbed 
Sr. DBA (100%)  Absorbed 
Web/iApp Server Admin. (25%)  Absorbed 
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Expense Item Description Estimated  
Salary 

App. Server Admin. (25%)  Absorbed 
Director of IS (20%) Absorbed
Director of NIPR (10%) Absorbed
Legal Counsel (5%) Absorbed
Sr. Technical Manager (10%) Absorbed

 

**New 
Headcount 
(Note: these 
FTEs will 
remain on staff 
to support the 
system) 

    2.5 
 

50 600

  2.5  50 600
  2.5  58 190
  2.5  58 190

    81 120
     Addressed in 

NIPR BFIS 
    Addressed in 

NIPR BFIS 
     Addressed in 

NIPR BFIS 
     Addressed in 

NIPR BFIS 
      Addressed in 

NIPR BFIS 
Bill Rate/Hr. 

 100
   100

    85
    85
    85
   65

  98
 98

150
    90

150

Outsourced IS 
Staffing
(Consulting) 

     150
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***NAIC
Hardware (new 
purchases only) $1,175,110
***NAIC
Software (new 
purchases only) 

$1,364,872

   100  
   

    
     

    

Other (list item 
here)

 

$218,282

*NOTE:  Business and technical expertise provided by current NAIC / NIPR staff will be 
required throughout the project to define business needs, technical solutions and impact as well as 
for quality assurance and testing purposes.  These resource requirements are anticipated to be 
absorbed by both entities.   
**NOTE:  This represents first year salary only.  It does not include benefits or yearly increases. 
***NOTE:  This capital number does not include yearly maintenance.  Depreciation is also not 
shown.

See Attachment I for the detailed line item budgeted revenue, expenses and cash flow proposal. 

V  Alternatives or Partners ips 

Alternatives would include doing nothing, which would compromise the automation of the 
producer licensing process and is therefore considered by all parties to not be a viable alternative.  
Many alternatives were considered regarding the appropriate funding of the project and shared 
cost between NAIC and NIPR; however this proposal was considered consistent with the 
business/strategic direction provided by NAIC leadership and the NAIC/NIPR Services 
Agreement.   

While outsourcing and other possible partnerships were briefly considered, previous evaluations 
regarding the viability of these arrangements have shown them to be less cost effective than what 
is proposed, compromises control and ownership issues and negates the ability to leverage the 
comprehensive buying power of the NAIC. 

VI  Ris  Management  

For the reasons stated above, primarily the aging and antiquated nature of the existing producer 
licensing systems and application code, there is great risk associated with not moving forward 
with a long-term reengineering initiative.  This effort is critical to ensuring the long-term 
efficiency and effectiveness of the NAIC/NIPR producer licensing systems, products and 
services.

Unless necessary steps are taken to improve the system’s performance and extensibility, there is a 
high risk of decreasing state and/or industry customer satisfaction with the products and services 
offered today, which could ultimately impact state and/or industry future use of these systems and 
the revenue associated with such usage.  
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The Reengineering project is estimated to take approximately 32 months; therefore there is some 
risk that the existing system will encounter problems because of cross dependencies during the 
phased rollout. However, the risk of not phasing in this project and not having any deliverables 
for 32 months is considered to be much greater.   

Clearly a project of this magnitude has risk associated with development of the components 
outlined above.  Each component’s development risks were documented in Phase I of the project 
and steps to mitigate those risks are factored into the estimates. 

There is considerable opportunity risk as well if the system is not reengineered given the demand 
for even more products and services and higher transaction volumes related to producer licensing.  
The existing system is not considered to be capable and extensible enough to support those into 
the future. 

ASSUMPTION

The financial support involved in the SPLR is a long-term commitment on the part of the NAIC 
members to support and fund this State Producer Licensing system similar to the funding 
commitment required in the Financial Database Reengineering effort in the late 90s. If the 
commitment is not there, it is very unlikely the producer licensing system can remain useful and 
competitive in the long run.  

It is assumed new products and services in the Producer Licensing area will continue to be rolled 
out on schedule either in the existing system or the new system depending on the requirements.  
States will continue to be added to current and planned initiatives and existing systems, and 
products and services will continue to be maintained at a high level throughout the reengineering 
development time period.   

The estimates and timelines provided for the project assume that it is fully funded and the 
resources necessary to complete the project can be brought on board in a timely manner with the 
necessary skill set.  It is also assumed that both technical and business expertise will be made 
available when needed from the states, industry and both the NAIC and NIPR staffs.  The 
assumption is that, as it has been throughout Phase I, there will continue to be a very productive 
and collaborative NAIC / NIPR working relationship and strong commitment on the part of both 
entities to ensure the success of the reengineering project. 

CONSTRAINT   

Resources, timeline and funding are all potential constraints of the project.  In addition, the project 
assumes leveraging a proven yet new architecture and infrastructure deployment for the producer 
licensing application.  It also assumes using commercial tools to jumpstart certain components, which 
will enable the project team to meet the timeline.  If any of those assumptions prove incorrect, the 
timeline and resourcing plan may be adversely impacted. 

The need to continue to support and even enhance the current systems could represent a constraint to 
the project if the resources necessary to provide support and enhancements cannot be made available 
to the reengineering project. 

More specific and detailed assumptions and constraints have been developed and are documented in 
the technical design for each application component. 
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED  SEPTEMBER 1, 2008

NAME OF PRO ECT/INITIATIVE  SUPPORT OF EXISTING MAR ET CONDUCT 
ANNUAL STATEMENT (MCAS) PROCESS FOR 
2008 FILING YEAR INCLUDING  COLLECTION,
AGGREGATION, LIMITED ANALYSIS, AND 
REPORTING OF NATIONAL RATIOS/AVERAGES

REGULATOR/BUSINESS SPONSOR  MAR ET CONDUCT CONSUMER AFFAIRS (D)
COMMITTEE
COMMISSIONER O N MORRISON, C AIR

NAIC STAFF SUPPORT 
CONTACT INFORMATION  TIM MULLEN, DIRECTOR

MAR ET REGULATION DIVISION
 (816) 783-8260 / TMULLEN NAIC ORG

CRAIG L LEONARD, ASSISTANT DIRECTOR
MAR ET REGULATION DIVISION
(816) 783-8268 / CLEONARD NAIC ORG

FOR TEC NOLOGY PRO ECTS
DATE INFORMATION RESOURCES MANAGEMENT 
( ) COMMITTEE APPROVED     

RE UESTED PRO ECT START DATE   SEPTEMBER 1, 2008

ANTICIPATED COMPLETION DATE  DECEMBER 1, 2009

TOTAL PRO ECT IS RESOURCE OURS   530 IS OURS

TOTAL REVENUE AMOUNT GENERATED   $0 

TOTAL EXPENSE AMOUNT RE UESTED   $0 

I   Executive Summar  

The Market Conduct Annual Statement (MCAS) started as a pilot project in 2002 and was made 
a permanent project in 2004. Twenty-four states collected 2007 calendar year data in 2008 
through the existing process established by the Ohio Department of Insurance that is being 
transitioned to the NAIC throughout 2008 and 2009. Twenty-nine states will require the filing of 
2008 calendar year data in 2009. This request is for existing internal resources to prepare and 
support the existing MCAS process; enable the collection of data submitted by states to the 
NAIC; and automate the aggregation of data for limited analysis and the creation of national 
ratios and averages. 
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II  Detailed Bac ground 

The Market Conduct Annual Statement (MCAS) allows companies to be compared on an equal 
basis by promoting uniform analysis through the collection of uniform data and the application 
of consistent measurements. Companies that are required to provide MCAS data provide state-
specific data to each of the individual states electronically via e-mail in the form of data files 
created by company databases that are imported by the states one company at a time into state 
databases. The existing process does not involve centralized collection or retention of the MCAS 
in a national database and this project would initiate the centralization through collection and 
aggregation of data from a limited number of states in 2008 and all participating states using the 
existing MCAS process in 2009, utilizing state examination and information sharing authority.  
There is a separate proposal pending before the Executive (EX) Committee to use the NAIC 
Annual Statement Blank to collect and store specific market conduct data elements, which are 
public in nature. 

Several years ago, the Ohio Department of Insurance created all of the MCAS company and state 
databases. They have provided technical support and some business support for the MCAS since 
its inception. Under the MCAS process, companies must submit to each state their MCAS and 
such data is then aggregated on a statewide basis by each state separately.  

At the end of 2007, the Ohio Department of Insurance notified the NAIC that they no longer had 
the resources to support the MCAS process and requested that their support function be 
transitioned to the NAIC starting with the 2007 MCAS filing process with data to be submitted 
in 2008. With the assistance of the Ohio Department of Insurance staff, the NAIC is successfully 
transitioning this process and the 2007 MCAS filing process went relatively smoothly despite 
compatibility issues associated with MicroSoft versions of the databases.

The Market Regulation & Consumer Affairs (D) Committee has recommended a long-term 
viable solution to the Executive (EX) Committee that would centralize the collection and storage 
of MCAS data through the use of the NAIC Annual Statement Blank making it much more 
efficient and less burdensome for companies and states. Since this proposal is still under 
consideration, the NAIC and members must pursue another alternative for 2008 data to be 
collected in 2009 which involves continuing the support and maintenance of the databases 
transitioned from Ohio.  

Under this proposal, existing staff within the Information Systems (IS) Division and Market 
Regulation Division will fully assume primary responsibility for the technology support and 
administration of MCAS including updating the MicroSoft Access versions of the state and 
industry databases, providing systems documentation, distributing the call letters with 
attachments and instructions, and handling customer service inquiries and issues. The NAIC will 
also receive MCAS data through transmission by states, pursuant to their examination and 
information sharing authority, and evaluate this data in terms of collection, aggregation, analysis 
and reporting. 
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III   Benefits of Pro ect/Initiative to NAIC Members 

The benefits of this initiative include the following: 

• Continued support of the existing MCAS databases and process by the NAIC for an 
additional filing year eliminates the short-term disruption of the MCAS process while 
providing NAIC membership time to consider the centralized data collection of company 
market data through the NAIC Annual Statement Blank under the laws enacted based on 
the NAIC’s Insurance Regulatory Information System Model Act. 

• Members continue to have a valuable tool to use in ongoing market analysis of 
companies on a uniform basis. 

• The members will have the ability to transmit MCAS data to the NAIC, pursuant to their 
examination and information authority, for the purpose of evaluating the collection, 
aggregation, analysis and reporting of MCAS data. 

• Guidelines for uniform data elements will continue to be created and monitored by the 
Market Analysis Priorities (D) Working Group resulting in more accurate and consistent 
information. 

• Reduce administrative burden on state insurance departments to develop their own 
collection and reporting applications as well as to distribute call letters to companies. 

IV   Sta e olders 

The stakeholders who are using and who are being affected by this project include NAIC 
members, insurance companies, and NAIC staff. 

NAIC Members: NAIC members and state insurance department employees will continue to 
experience increased efficiencies from fewer company questions and the reduced time spent on 
administrative tasks that were transitioned to the NAIC. NAIC staff will continue to address 
MCAS questions submitted via e-mail and via the new telephone line dedicated to MCAS. 
Testing and subsequent corrections by NAIC staff to the MS Access Databases will continue to 
provide for smoother import of company data into the state databases as well as collection and 
aggregation of the MCAS data supplied by states. When a state sends MCAS data from their 
state to the NAIC, it will be added to MCAS data sent to the NAIC by other states. Depending on 
the quality of the data received, the NAIC will aggregate and analyze the data to work toward the 
creation of national ratios and averages that can be distributed to the states and used by the states 
as another tool in evaluating the insurance industry. 

Insurance Companies: Insurance companies will continue to experience increased efficiencies 
from the reduced time spent on searching for answers to their questions due to the updated 
Frequently Asked Questions document posted to the NAIC public web site and the contact 
information for filing.  Under this interim solution, companies will continue to submit MCAS 
data directly to the states, pursuant to each state’s examination authority. 

NAIC Staff: Existing NAIC information systems and market regulation staff will continue to be 
assigned for business and technical support of the MCAS databases, processes and analyses.
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V   Business and Operational Impact 

The initial scope of MCAS support by NAIC staff for 2007 data included the updating and 
maintenance of the basic collection, data validation, and automated reporting within the 
databases received from the Ohio Department of Insurance. These efforts will continue in 2009 
for the 2008 reporting period. No enhancement or expansion of MCAS data quality or content is 
anticipated, which means no additional data elements or lines of authority will be added. Existing 
NAIC staff will add the five new states to the databases. NAIC staff will not conduct data quality 
checks on the data submitted, and each state will continue to maintain responsibility for data 
quality.

The MCAS filing process will also include collecting and aggregating MCAS data submitted by 
states and performing limited analysis in an effort to create national ratios and averages. In 2008, 
four to five states are expected to provide their 2007 MCAS data to the NAIC pursuant to their 
examination and information sharing authority. NAIC will evaluate this data on a pilot basis to 
prepare for the 2008 data filing period in 2009 in which all participating MCAS states will have 
the opportunity to submit their MCAS data to the NAIC. It is intended that states will not have 
access to the aggregated data but rather will be provided the national ratios and averages, which 
may be produced.  

It is expected existing NAIC staff from the Market Regulation Division and the Information 
Systems Division will continue to absorb the additional work in 2009 (for the 2008 data 
collection). The completion of these tasks will result in the deferral of other important projects, 
such as market analysis, and the enhancements to and creation of market applications. 

VI   Financial Impact

This project involves an allocation of existing NAIC resource hours such that additional funding 
is not required. 

VII   Alternatives or Partners ips 

The NAIC is committed to supporting the membership’s efforts to streamline the market conduct 
reporting and analysis efforts. The existing MCAS process is somewhat of an improvement from 
the traditional state-by-state data call process as it has standardized the reporting of market 
conduct information in the participating states. However, the alternative being considered by the 
Executive (EX) Committee would transform the MCAS process by minimizing the effort and 
costs for companies and states currently incurred through a state-by-state collection. Under this 
pending alternative, NAIC staff would assume support of the MCAS process through the 
development of a new system that would provide for the centralized collection and storage of 
MCAS data through the statutory annual statement process. This system would accommodate 
new data additions and future changes. This alternative would also provide for data collection, 
validation, aggregation, analysis, and storage and would provide for a national database of 
market conduct annual statement data. No potential partners or vendors were considered for this 
initiative as such option is not practical. Under this alternative, companies and states would 
realize significant costs and time savings by filing in one location.  
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VIII   Ris  Management 

The risks associated with approving this request are related to the databases that are used to 
collect the data as they are based on versions that have been updated each year since 2004. The 
MCAS databases developed by Ohio Department of Insurance staff use an Access version 2000, 
which is no longer supported by MicroSoft. Every year since the creation of the databases, Ohio 
Department of Insurance staff has updated, tweaked, patched and revamped these original 
databases to keep them operational. This situation causes an inherent instability with the 
MicroSoft (MS) Access MCAS databases that will continue to be used to collect 2008 MCAS 
data in 2009. Instances have already occurred in which the state and company databases have 
become corrupted and stopped working. 

Another risk associated with approving this request is the incompatibility of the MicroSoft (MS) 
Access databases with many of the operating systems and versions of MS Access used by 
companies and regulators. Most companies have upgraded their operating systems to MicroSoft 
(MS) Windows 2000, XP, or Vista. Some companies have installed additional service packs and 
have upgraded to MicroSoft (MS) Access 2003 or 2007. Some of the states have also upgraded 
their operating systems. There is no question that this trend will continue thereby expanding the 
problem. The existing databases will simply not run on these upgraded systems. 

The Ohio Department of Insurance also created a Runtime CD version of the company databases 
in an effort to help companies alleviate this problem, but the NAIC staff is also aware of ongoing 
problems that companies have been having with the Runtime version. Thus far, NAIC staff has 
been able to develop workarounds to circumvent the barriers that have been identified.

The risks associated with not approving this request are that there will be no 2008 MCAS data 
collected in 2009, which would prevent ongoing market analysis by the states thus curtailing the 
creation of statewide ratios used for trending. Discontinuation of the MCAS collection process 
would be a major setback for the market analysis initiative. Another potential risk would be the 
perception by consumers, companies and the federal government that the MCAS project has 
failed to meet its stated objectives and that state regulators are not committed to uniform market 
conduct insurance regulation. Denial of this interim solution may also impact the success and 
momentum of reaching consensus on a long-term, more stable solution to the MCAS collection 
process.

IX   Tec nolog  Pro ect Information (Re uired to be completed for Information 
Resources Management ( ) Committee Consideration) 

A   Description of Existing Business Process 

1. Call Letters: Each year the MCAS working group creates and adopts a new call letter and 
information to accompany the call letter. The last version of the call letter was accompanied by 
the state authority citations, state signatures, the Certificate of Compliance document, and the 
instructions sheet for the compliance certificate. The NAIC sends out a company-specific call 
letter by e-mail to the previous year’s financial annual statement contact. The companies 
receiving the call letter reported $50,000 of direct written premiums or annuity considerations 
from the prior year’s financial annual statement data for a participating state in the lines of 
business associated with MCAS. The NAIC sends out a generic call letter to individuals who 
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completed the Company Contact form the previous year if the company falls within the MCAS 
parameters. The MCAS lines of business include Life and Annuity (L&A), Homeowners (HO), 
and Private Passenger Auto (PPA). The NAIC provides and maintains a MicroSoft (MS) Access 
database called MCAS centralized mailing list for the state’s use. The MCAS centralized mailing 
list contains a list of all companies receiving a call letter and the data used to determine whether 
or not the company received a call letter. The state database allows the state to update company 
contact information during the course of the annual MCAS filing. Finally, the NAIC provides a 
list of companies whose call letter failed to be delivered to the states for their review. 

2. Company Contacts: The NAIC maintains a company contact web entry form on the 
NAIC public web site which allows companies to comply with the call letter. The company 
cannot see any other company’s information or update previously submitted information. Each 
year and with each modification, the company is instructed to simply re-enter the information. 
The company contact form collects contact information for a company by state and MCAS type: 
Property and Casualty (P&C) or Life and Annuity (L&A). The NAIC allows regulators to access 
all company contact information through its regulator-only site, StateNet. States are instructed to 
consider the last information provided as the current and accurate company contact information. 

3. Documentation: The NAIC supports the company databases instructions and the 
company and state databases created by Ohio. The documentation is provided to the NAIC for 
posting to a public site for company’s access and review. The NAIC supports two web sites 
dedicated to the Market Conduct Annual Statement information and documentation: one for 
industry and one for regulators.

4. Company Filing: Companies download a MicroSoft (MS) Access database for their 
corresponding statement type (P&C or L&A) from the NAIC web site. If the company does not 
have MicroSoft (MS) Access, a Runtime version of the database is available. In the past, the 
Ohio Department of Insurance created the Runtime version and the NAIC distributed it and its 
instructions to the companies upon request. The company either manually enters the state-
specific data or imports the data from a file created by the company. The MCAS database does 
an initial validation of the data provided and provides an area to communicate comments and/or 
reasons for any data warnings prior to submission of the data to a participating state. For each 
state, the company must send the complete submission packet (data file and compliance 
certificate) individually. If the filing is for multiple companies, the process must be repeated for 
each company separately. The filer is encouraged to save a copy of the data file for each 
company they are submitting. The MCAS database provides the company with a report of the 
warnings and their state specific ratios based on the data input into the database. There is no 
centralized filing or storage of data. No data is provided to other states or to NAIC staff. 

5. Customer Service: During the process, the NAIC staff helps individual companies and 
states. NAIC staff supports an e-mail account, mcas@naic.org, which receives e-mails from 
companies and states. Responses are coordinated by NAIC staff with the appropriate state 
insurance department as needed. 

6. State Collection: The NAIC supports the state database user guides, the state databases, 
and the mail merge process created by Ohio. Until March 2007, when the NAIC began posting 
the state databases on the NAIC web site, states downloaded the MicroSoft (MS) Access 
databases from an Ohio Department web site. States host an e-mail account for companies to 
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submit their MCAS data. The states open the company e-mails and import the submission files 
into the state database one company filing at a time. The state database performs several 
functions for the states. The database allows states to compare the submitted data to its 
comparable financial annual statement data, to generate company-specific reports, to review 
data, to generate company and industry averages for the defined ratios, to track state analyst 
notes, and to create the company-specific report card. The NAIC provides states with the updated 
mail merge process to facilitate the creation of the company-specific letters that accompany the 
report cards. There is no centralized filing or storage of data. No data is shared with other states 
or the NAIC. 

7. Data Verification and Filing Completeness: States perform reconciliation between the 
companies that should file MCAS data and the companies granted a waiver or extension. Some 
states levy a monetary penalty to companies that do not file on time. The NAIC provides to the 
states a list of companies which were expected to complete the state contact form but for which 
no entry was found in the company contact data set. Some states perform additional validation 
checks on the data once it has received and imported the data into the state MCAS database. 
States finding issues with the validity of the data received from companies follow up with the 
company directly to request corrected data. The states recommend, but do not require the 
company to correct the data with other states. There is no centralized filing or storage of data. 
States do not communicate with other MCAS states on the possible data issue for any given 
company. 

8. Amendments/Corrections: Companies making changes or corrections to the data already 
submitted must do so by resubmitting all of the data to each of the affected participating states. 
No requirement exists for companies to review all data quality issues with other states or to 
report the corrected information to states other than the state which reported the issue to the 
company. The company can locate the appropriate database for the year they are amending on 
the NAIC web site; the NAIC stores databases and database instructions for the past three years. 
The states do not have a time limit for accepting amendments from a company. 

9. Market Analysis: The MCAS state database automatically creates state-wide averages 
and the company-specific performance ratios for predetermined areas of analysis. The state 
database ranks companies based on these ratios. Some participating states create their own 
trending numbers and other evaluations outside the state database which are based on data 
collected over the years. The current system does not allow for national averages, performance 
ratios, ranks, or trends. In some participating states, the state-wide averages for the performance 
ratios are posted to a web site. No other data is shared among states or with the NAIC for 
regional or national trending. 

B  Business Process C anges to be introduced T roug  Tec nolog  

1. Primary Project Support: During the transition years of 2008 and 2009, the Market 
Regulation Division continues to be responsible as the primary support, initial contact and 
coordination for the MCAS project. 

2. Call Letters: The primary support for the distribution of the MCAS call letters 
transitioned from the Ohio Department of Insurance to the Market Regulation Division in 2007. 
Starting in 2008, primary support will transition from the Market Regulation Division to the IS 
Division. Market Regulation staff will continue responsibility as the primary business support for 
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the creation, revision and posting to the NAIC web sites of the call letters as well as the state 
authority citations, signatures, certificates of compliance and the instructions sheet for the 
certificates of compliance. 

3. Documentation: NAIC Market Regulation Division staff will continue responsibility for 
the upkeep of the instructions for the company contact, industry and state databases. They will 
continue to make the information available by posting it on their MCAS websites: one for 
industry and one for regulators. 

4. Company Data Filing: NAIC IS Division will assume support responsibilities for the 
yearly maintenance and technical support of the MCAS industry databases. With the support of 
the MCAS databases, the IS Division will create a Runtime version of the databases. This task 
was performed previously by the Ohio Department of Insurance. The Market Regulation 
Division will continue to be responsible for the business support of duplication, distribution, 
documentation, and customer service. 

5. Customer Service: During the process of providing customer service, the Market 
Regulation Division requests technical support for all of the MCAS databases to be provided by 
the IS Division. The Market Regulation Division will continue to be the primary contact and 
support for all MCAS issues and questions. 

6. State Data Collection: The NAIC IS Division assumes support responsibilities for the 
yearly maintenance and technical support of the MCAS state databases. The Market Regulation 
Division will continue responsibility for business support and posting of the state databases to 
the NAIC Web sites. 

7. Filing Completeness: The NAIC IS Division will provide to the Market Regulation 
Division a list of companies which were expected to complete the state contact form but for 
which no entry was found in the company contact data set. The Market Regulation Division will 
continue responsibility for business support and posting of the lists to the StateNet. 

8. Limited Market Analysis: The NAIC IS Division will create a system for collecting and 
downloading MCAS data from any states that share it with the NAIC so aggregation can be 
performed and 2008 data can be used to produce national averages, performance ratios, ranks, 
and trends. The current state MCAS database provides a method for the state to create a file for 
submission of the data to the NAIC. As part of this proposal, the IS Division would provide a 
process and support system for receiving (collecting), compiling and aggregating the data 
received from states as well as generating the predefined ratios and averages available in the 
state MCAS database on an aggregate basis.

C  Impact to Existing S stems or Pro ects 

1. NAIC National Technical Architecture for State-Based Insurance Regulation (NTASBIR 
or NTA). The implementation of MCAS will be leveraging existing infrastructure using 
MicroSoft (MS) Access and will not comply. 

2. National Portal. The implementation of MCAS will be leveraging existing infrastructure 
using MicroSoft (MS) Access and will not be internet based. 

148



3. NAIC Security Framework. The implementation of MCAS will be leveraging existing 
infrastructure using MicroSoft Access and will not comply. 

4. XML Data Exchange Standard. The implementation of MCAS will be leveraging existing 
infrastructure and will not include the use of XML for data exchange. 

5. Industry Systems. There will be no impact to NAIC-provided industry systems.

6. Consumer Systems. There are no additional requirements.

7. States. There are no additional requirements. 

8. NAIC Offices. There are no additional requirements.

D  Transition Resources for 2008  

NAIC
Resource

ours
Alread
Spent in
2008

Estimated
ours for 

t e rest of 
2008

Estimated Costs 
for t e rest of 2008

Existing Information 
Systems Division 
resources

 65 Hrs 270 Hrs  $0 - Reduces the availability 
for other projects. 

Existing Market 
Regulation Division 
resources

750 Hrs 530 Hrs $0 - Reduces the availability 
for other projects. 

Existing Market Systems 
Business Analyst in 
Market Regulation 

117 Hrs 400 Hrs  $0 – Reduces the availability 
for other projects. 

Grand Total 932 rs 1,200 rs $0  
*Utilization of NAIC resources in 2008 (those already spent and those that need to be spent) are shown in 
the chart above. Includes Market Regulation Division resources for limited analysis of 2007 data.

Pro ected Resources for Transition Year 2009  
NAIC
Resource

Estimated ours 
For 2009 

Estimated Costs 
For 2009 

Information Systems 
Division resources 

260 Hrs $0 - Existing FTE will be 
assigned. Reduces the availability 
for other projects. 

Market Regulation 
Division resources 

1,060 Hrs $0 - Existing FTEs will be 
assigned. Reduces the availability 
for other projects. 

Market System Business 
Analyst III in Market 
Regulation

325 Hrs  $0 - Existing FTE will be 
assigned. Reduces the availability 
for other market systems projects. 

Grand Total  1,645 rs $0
**Resources projected for 2009 are shown in the chart above in order to continue the transition of the 
support of the MCAS data and process from Ohio to the NAIC. Includes Market Regulation Division 
resources for market analysis and reporting of 2008 data.
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Fiscal Im
pact 3 





BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED  AUGUST 1, 2008

NAME OF 
PRO ECT/INITIATIVE  IDENTIFICATION OF INVESTED RIS

ATTRIBUTES IN T E INTEGRATED 
SECURITIES INFORMATION SYSTEM

REGULATOR/BUSINESS SPONSOR  INVESTED ASSETS OR ING GROUP OF T E 
VALUATION OF SECURITIES (VOS) TAS
FORCE

NAIC STAFF SUPPORT
CONTACT INFORMATION  C RIS EVANGEL, MANAGING DIRECTOR

SECURITIES VALUATION OFFICE
 (212) 386-1920, CEVANGEL NAIC ORG

FOR TEC NOLOGY PRO ECTS
DATE INFORMATION RESOURCES MANAGEMENT 
( ) COMMITTEE APPROVED   

RE UESTED PRO ECT START DATE  MARC 1, 2009

ANTICIPATED COMPLETION DATE  DECEMBER 31, 2009

TOTAL PRO ECT IS RESOURCE OURS  1,872 OURS (312 NAIC STAFF OURS AND 
1,560 CONSULTING OURS)

TOTAL REVENUE AMOUNT GENERATED  $0 

TOTAL EXPENSE AMOUNT RE UESTED  $132,600

I   Executive Summar  

This project will provide specific asset classifications to all securities that fall under the 
Filing Exempt (FE) process for the purpose of allowing regulators to evaluate financial 
risks of specific investment as well as to better evaluate the overall risk of companies’ 
portfolios. This project is a key initiative for the Invested Assets Working Group of the 
Valuation of Securities (E) Task Force as it is charged with examining current NAIC 
investment policy formulation procedures for efficiency and transparency. This request is 
to retain consulting resources to modify the Integrated Securities Information System 
(ISIS) and I-SITE to retrieve additional data from external data feeds. 
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II Detailed Bac ground 

Currently, the Securities Valuation Office (SVO) credit analytical staff assigns specific 
asset classifications to securities within the Valuation of Securities (VOS) database 
ranging from Industry Codes, Group Codes and Group Code Extensions. Prior to the 
implementation of the Filing Exempt (FE) process in January 2004, this process was also 
performed for securities meeting FE criteria but this was discontinued at that time. 
Currently, SVO staff cannot adequately assess asset exposure within the filing exempt 
population of securities.

Since FE eligible securities constitute approximately eighty percent (80%) of all 
securities held by insurance companies, the Invested Assets Working Group believes it is 
imperative for the SVO to develop an automated method of assigning specific asset-type 
information for these records. The state insurance regulators have encountered difficulties 
obtaining industry exposure based on an array of security classifications. For example, a 
regulator is not currently able to distinguish between corporate, municipal or structured 
securities or at a more granular level, between prime, sub-prime or home equity for 
mortgage-backed securities. This lack of information inhibits the complete evaluation of 
the full scope of risks within the portfolios of insurance companies.  

SVO and regulators have expended time and resources to obtain this information as it 
deals with the fallout from the municipal bond and subprime mortgage crises. If 
regulators are not able to thoroughly evaluate the financial risks of these specific 
investments, it can adversely impact the overall solvency of insurance companies which 
could profoundly permeate to the consumer base. 

The Invested Assets Working Group approved the SVO’s proposal in January 2008 of 
extracting and deciphering specific elements within the following incoming external data 
products to fulfill their needs: 

• Standard and Poor’s (S&P) CUSIP DB 
• S&P Ratings Delivery Service 
• Moody’s Ratings Delivery Service 
• Fitch Ratings Delivery Service 

These respective products are currently used for several business operations by the SVO, 
including the maintenance of the Filing Exempt process. The regulators would like to 
view these additional asset type classifications while executing individual security 
searches within I-SITE. In addition and more importantly, they would like for the SVO to 
develop report functionality within the SVO’s ranks and/or I-SITE to determine industry 
exposure based on these new specific asset type classifications. 

The SVO has advised regulators that the complex nature of these requests will take an 
extensive amount of modifications to existing technology processes. Given the extensive 
nature of these changes, the SVO proposed a two-phased approach. The initial phase is to 
complete the individual search functionality within I-SITE and the SVO’s internal ISIS 
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application in 2009. The second phase, the more complicated method of implementing 
reporting mechanisms, will extend into 2010 with NAIC staff performing the testing and 
implementation. The consultant is expected to be retained through November 2009 and 
no financial impact in 2010. 

III   Benefits of Pro ect/Initiative to NAIC Members 

• Regulators will attain the granularity necessary for proper risk evaluation for 
individual securities within the NAIC’s ISIS database. 

• SVO will better identify and evaluate industry exposure for specific investments. 

• New data will better enable SVO’s Research Unit to classify security portfolios. 

• SVO Credit staff will immediately know asset classification assignments of these 
vendors within the ISIS system without having to visit their respective web pages, 
thereby improving SVO staff efficiency. 

• Information will automatically be retrieved daily through external submissions. 
This will enable regulators to know that the information utilized is the most 
recently available data possible.  

• Information cannot be manipulated by users in any fashion. This will ensure that 
the new asset type data is directly imported from the respective external services 
without manual manipulation from other system end users such as SVO personnel 
or other regulatory staff, thereby preserving the integrity of the data. 

The current data feed the SVO receives from vendors such as S&P, Moody’s or Fitch 
already contains the necessary information to enable this extension to FE securities and 
has been determined to be within NAIC’s current contractual rights. This project will 
eventually eliminate the need and associated costs for doing separate lookups of this 
information on these groups of securities. 

IV   Sta e olders 

The primary stakeholders are NAIC members and their regulatory staff as well as SVO 
credit and research personnel. This information will be utilized by all state insurance 
departments in their examinations and will be conveniently located within the ISIS 
system and accessible through I-SITE. In addition, industry may be considered a 
stakeholder in that it will streamline regulatory oversight of these securities and reduce 
the need for the regulators to follow up with companies for this information.  
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V   Business and Operation Impact 

The SVO will collaborate with the Products and Services Technical Department (PST) of 
the Information Products and Services Division which is the area that provides technical 
support for ISIS, VOS and I-SITE related applications. The SVO will develop new 
workflow procedures to monitor and decipher extracted asset-type elements from these 
data services. The SVO and PST group will coordinate in creating business requirements 
for these new procedures.

This project is not expected to impact other areas of the NAIC. 

This project requires significant technical resources to complete this project within the 
period of time requested by the working group, regulators and the SVO. Currently, the 
PST development staff is fully allocated to several key projects already in progress and 
scheduled for completion in 2009. First, the department is implementing a digital rights 
management solution, a project initiated and approved by the NAIC membership in 2007. 
In addition, the NAIC began a large technology initiative, approved by the membership 
in early 2008, called the Technology Roll-out Plan (TROP), which is primarily designed 
to migrate all NAIC applications to the new security platform and Oracle infrastructure. 

Based on TROP’s requirements, all PST-supported applications must be modified, 
including the Integrated Securities Information System (ISIS), which includes the internal 
application for the SVO staff and the external interface for filing Authorization to File 
(ATF) forms with the SVO. Due to the fact that these changes have already been 
initiated, it is not possible to delay this project without detriment to the system 
enhancements that have been included with these releases. Many of these enhancements 
are prioritized modifications by SVO staff that are needed for support of its day-to-day 
functions.

In order to meet the needs for this asset classification project, it is necessary to hire a 
consultant experienced in both Java and C++ programming for nine months. The first 
four months, from March to June 2009, would be focused on the modifications necessary 
to implement the first phase of the project. The focus of the last five months, from July to 
November 2009, would be to complete the work necessary for the second phase for 
reporting in ISIS and I-SITE. 

VI   Financial Impact  (See Attac ment One) 

2009 Revenues  $0

2009 Expenses $132,600

VII   Alternatives or Partners ips 

One option considered was to allow insurance companies to declare SVO Group Code 
and Group Code Extension values while reporting Schedule D data in annual and 
quarterly statement filings. However, numerous quality control issues are associated with 
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this option, including the high likelihood of different companies submitting inconsistent 
values for common securities. The NAIC Blanks Group would have to approve the 
expansion and systemic implementation of all Group Code Extension values to enable 
insurance companies to report these values. Given that differing, and possibly 
inconsistent, values would prevent the SVO’s ability to evaluate the risks properly, the 
working group is in favor of pursuing the option of developing an automated method of 
capturing similar data from our current vendors as it does today with non-FE eligible 
securities.

With the latest automated design, the SVO has contemplated using other external vendors 
to provide even more asset type information. To add other external vendors would result 
in additional costs for those data feeds and still require programming effort on the part of 
the NAIC.

VIII   Ris  Management  

The intrinsic risk of not moving forward with this request is the continued hindrance of 
regulators’ ability to accurately assess overall financial and credit analysis for the 
insurance industry. This point is crucial in today’s times given all of the economic woes 
including the mortgage crisis where the industry has exposed itself to billions of dollars 
worth of shaky mortgage-backed investments such as sub-primes and home equity loans. 

This project will require a great deal of strategic planning and system development where 
rather complex business requirements will be required and input from the Invested Assets 
Working Group and regulators will be essential. The vendors’ feeds, especially rating 
agencies, contain asset type information more granular and may be more useful for the 
regulators’ needs. With this level of granularity, SVO will need to identify the pertinent 
asset classifications based on the regulators’ requirement and stay abreast of when 
vendors decide to add or remove these asset types. The SVO plans to delineate 
methodologies to store and decipher these asset type codes where they can become useful 
within ISIS and I-SITE and monitored for any changes. 

If the SVO and PST lack the additional resources required to implement the first phase of 
the Asset Classification Project in 2009, this project could be delayed until at least first 
quarter of 2010. 

IX   Tec nolog  Pro ect Information (Re uired to be completed for Information 
Resources Management ( ) Committee Consideration) 

A   Description of Existing Business Process 

State insurance regulators currently have limited means of obtaining the desired 
granularity of securities within insurance company portfolios. For securities evaluated by 
the SVO (that is, those securities contained within the VOS database), fields such as 
Group Code, Group Code Extension and Classification are determined by SVO credit 
personnel.
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For FE records flowing automatically through our automated processes, Group Code and 
Group Code Extension information is unavailable. However, classification information is 
available through the FE process but its content lacks the specificity needed by our 
regulators.

B   Business Process C anges to be Introduced T roug  Tec nolog  

In Phase I, the SVO will retrieve and interpret asset type information from its external 
vendors and incorporate the additional data into ISIS and I-SITE for SVO personnel and 
regulator accessibility.

In Phase II, a search utility will be developed within I-SITE for regulators and within 
ISIS for SVO staff to identify various data sets based on the new criteria extracted from 
the vendors’ data products. This functionality will provide examiners the flexibility to 
attain a measure of industry exposure to certain financial investments on their own. 
Reporting capabilities will be added as well. 

C   Impact to Existing S stems or Pro ects 

The systems that will be modified to meet the needs of this fiscal, i.e., ISIS and I-SITE, 
are part of the Technology Roll-out Plan (TROP) initiative for security and technology 
improvements. Compliance with TROP, which will take place prior to the release of this 
project, will ensure that these systems comply with the NAIC’s National Technical 
Architecture standards and a centralized security framework, and will also ensure 
interoperability with the National Portal. 

Existing insurance company applications, consumer user interfaces to industry and 
regulatory systems, and state legacy systems do not need to be modified to meet the 
needs of this project. 

The availability of these new fields within ISIS will transform how the NAIC 
membership will assess various financial risks and overall solvency of investments within 
the insurance industry. This information will enhance our different products and services 
and might eventually spawn new ones.

D   Pro ected Resources 

NAIC
Resource

Estimated
ours For 2009

Estimated Costs 
For 2009 

Existing NAIC IS Staff 312 hrs N/A (Staff needed for project 
leadership and oversight of the 
consultant)

Outsourced IS Staffing 
(Consulting)

1,560 hrs $85 an hr @ 1,560 Hrs = 
$132,600
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Fiscal Im
pact 4 





BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED     AUGUST 1, 2008

NAME OF PRO ECT/INITIATIVE   APPLICATION DEVELOPMENT TESTING 
PRODUCTIVITY TOOLS

REGULATOR/BUSINESS SPONSOR    INFORMATION RESOURCES MANAGEMENT ( )
COMMITTEE
COMMISSIONER IM LONG (NC), C AIR

NAIC STAFF SUPPORT 
CONTACT INFORMATION    DENISE MATT E S, DIRECTOR
      INFORMATION SYSTEMS DIVISION
      (816) 783-8007, DMATT E NAIC ORG

DATE INFORMATION RESOURCES MANAGEMENT 
( ) COMMITTEE APPROVED    

RE UESTED PRO ECT START DATE   ANUARY 2009

ANTICIPATED COMPLETION DATE   ANUARY 2010

TOTAL PRO ECT IS RESOURCE OURS   5,149 OURS

TOTAL REVENUE AMOUNT GENERATED   $0

TOTAL EXPENSE AMOUNT RE UESTED

• $97,287 IN 2009 IT  OFFSETTING SAVINGS OF $74,896 FOR NET COST OF $22,391
• $29,035 IN 2010 IT  OFFSETTING SAVINGS OF $36,750 FOR NET SAVINGS OF $7,715
• $24,160 IN 2011 IT  OFFSETTING SAVINGS OF $36,750 FOR NET SAVINGS OF $12,590

I    Executive Summar

One of the key functions of the Information Systems (IS) Division is development and 
deployment of custom applications supporting state regulation of insurance. The IS Division 
supports a portfolio of approximately 300 existing applications with ongoing enhancements and 
maintenance in addition to developing new applications on an as needed basis to support key 
regulatory initiatives. To enhance staff productivity, approval is requested for the acquisition of 
two new software tools, Subversion for source code management and HP Quality Center 
TestDirector for automated testing. In addition, hardware to support existing LoadRunner load-
testing software and intern staffing to assist with Source Code Management (SCM) migration is 
requested.
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II  Detailed Bac ground 

A  Subversion

In 2009, the cost of NAIC’s current Source Code Management (SCM) tool is projected to go up 
from a yearly maintenance cost of $19,008 to $36,750 a year. A one time license upgrade cost of 
$38,146 will also be required. Currently, the NAIC and NIPR utilize Polytron Version Control 
System and Concurrent Version System or widely known as “PVCS” and “CVS”, respectively. 
The purpose of this fiscal request is to propose the use of an open source tool called Subversion 
as a replacement for the current SCM tools. Subversion is the upgrade or next version of CVS, 
and the plan includes upgrading CVS to Subversion in 2008 for those applications areas already 
using CVS. The System for Electronic Rate and Form Filings (SERFF) has already begun 
migration to Subversion and the Financial Data Repository (FDR) will migrate as the team 
implements the NAIC Technology Roll-Out Plan (TROP) in 2008. When considering open 
source tools, generally distributed free of charge, an entity may opt to purchase support for the 
product even though not required. This request proposes the purchase of support for Subversion 
and still creates a net savings for the NAIC while offering a more robust SCM.

Subversion will provide all of the functionality of PVCS and more. In addition, Subversion is 
rated by Forrester Research consultants as the SCM leader both in current functionality and 
strategic plans.

B  P ualit  Center TestDirector

To assist with the testing of application enhancements, the Information Systems Quality 
Assurance (ISQA) team requests acquisition of an automated testing tool, HP Quality Center 
TestDirector. This tool provides an automated way to create, build and track business 
requirements and test cases for application development releases. The ISQA team supported over 
200 total releases in 2007 and 120 releases from January through July 2008. TestDirector will 
replace several labor-intensive manual processes currently being performed by the ISQA team, 
as well as by customers of the ISQA team. 

Use of HP Quality Center TestDirector will provide functionality to simplify and organize test 
case management and allow systematic control over the testing process. It will also assist with 
creating the framework and foundation necessary for an efficient testing workflow. The process 
for gathering requirements will be more consistent and repeatable. This will help to ensure well 
defined business requirements to drive testing scenario development. Additionally, planning and 
scheduling tests, analyzing results and managing defects/issues will be more streamlined.  

C  LoadRunner ard are

LoadRunner is the tool that the NAIC uses to test the performance and capacity of internally 
developed systems. This tool is being used more and more for both new and existing systems. As 
we seek to reduce infrastructure costs, consolidate and continue to increase the volumes of 
transactions and load on our systems, performance load testing becomes critical as users expect 
speed and high quality performance from our applications.  
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In the past, ISQA was the exclusive owner and developer of LoadRunner scripts. This function is 
being shared now with application development areas more, as the load of testing has increased 
with major system rewrites such as SERFF. To date, NAIC has endured older machines running 
a standard configuration to operate the LoadRunner Controllers, which at times has resulted in 
distorted load test results and failures causing restarts of the process. The State Producer 
Licensing Reengineering project (SPLR) is expected to increase load testing by 30-40% and 
when combined with the Technology Roll-out Plan, is projected to result in a 125% increase for 
the next 2-3 years. With this heavier transaction load and ongoing testing for existing application 
maintenance, workstations need to be upgraded with the appropriate configuration to better 
support LoadRunner testing.

III   Benefits of Pro ect/Initiative to NAIC Members 

A  Subversion

The tangible benefit of Subversion to the NAIC is a net savings of $16,684 in 2009, savings of 
$26,875 in 2010 and $31,750 in 2011 and every year after that will be achieved. The basis of this 
is detailed in the PVCS to Subversion Cost Comparison chart in Section VI, Financial Impact. 

Two other less quantifiable benefits are: 
• Much more efficient coding methods and the scripting ease which reduces costly 

developer time in terms of checking code in and out of the tool; and 
• Moving from supporting two source code management tools to one, reducing that cost 

and effort as well. 

B  P ualit  Center TestDirector

HP Quality Center TestDirector will assist in building a central repository of test cases for all 
NAIC/NIPR applications supported by the ISQA team. A key advantage is the ability to quickly 
and efficiently access stored test cases and report on easily-identifiable test results. This 
automated testing tool can also provide the ability to integrate with other tools currently used by 
the NAIC and works well with both Subversion and LoadRunner. 

This automated testing tool would provide the ability to: 
• Create test cases for multiple applications/projects and store in a central repository; 
• Track issues identified during testing at the test case level; 
• Assign test cases to a specific developer; 
• Assign test cases to specific testers; 
• Package test cases for a specific release for ease of testing assignments; and 
• Provide customizable, robust reporting capabilities. 

C  LoadRunner ard are

Ensuring that applications released by the NAIC perform well is the benefit derived from this 
tool. The IS Division assigns high priority to effectively load testing applications and the only 
way to do that is through a tool like LoadRunner that allows simulation of hundreds, and even 
thousands, of users using applications at the same time. Additional hardware will allow more 
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extensive and complete load testing to be performed. This capability is critical to continued 
reliability of the load testing process, which is critical to the users of NAIC applications. 

IV   Sta e olders 

• Support – The Technical Services Division will need to install and support these tools 
and hardware; 

• Internal Users - ISQA, developers, business analysts, business-area testers who will learn 
how to use these tools; and 

• Members and Customers - benefactors of the NAIC/NIPR’s ability to recover versions of 
code, perform enhanced troubleshooting, and deliver well-tested applications with 
appropriate performance capabilities. 

V   Business and Operational Impact 

A  Subversion

• The Technical Services Division will be required to support a repository of source code 
on a server with Subversion installed.

• Developers (for user and maintenance reasons) will need to audit that all files were 
moved correctly by the intern. 

• The Human Resources Division will need to assist in the recruitment of five (5) part-time 
interns to assist with migrating code from PVCS to Subversion. Existing staff will absorb 
the management of these interns. 

• No external training will be needed for developers. The architect team will provide an 
internal training class if needed.

• ISQA will need to know how to build and deploy from source code stored in Subversion. 

B  P ualit  Center TestDirector

• The Technical Services Division will be required to support a repository of release-
related data and test cases on a specified server using a server environment new to staff at 
NAIC.

• Security will be required to assign necessary roles and maintain access management for 
the application. 

• Users (including ISQA) will be required to participate in set up of the system and 
migration of the current process. 

• External training may be necessary. The ISQA team will provide any internal training 
needed.

• ISQA will be required to administer and maintain the system. 

C  LoadRunner ard are

• Project teams (business analysts, developers, etc.) will be able to run load testing 
scenarios reducing potential for a bottleneck from all load testing being done solely by 
ISQA staff.
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• The addition of hardware will allow ISQA to continue to meet the load testing 
requirements of all application areas in addition to providing greater load testing 
flexibility and capabilities to development teams.  

• This will significantly shorten the duration involved in organizing, coordinating and 
executing a load test. 

VI    Financial Impact (See Attac ment One) 

A  Subversion

After an initial net savings of $16,684, even more savings will be achieved in subsequent years 
by moving from PVCS to Subversion. That savings is outlined in the table below. 

PVCS to Subversion 
Cost Comparison      
PVCS 2009 2010 2011 2012 2013 
Licenses(upgrade costs)* $38,146 $0 $0 $0 $0 
Maintenance (support) $36,750 $36,750 $36,750 $36,750 $36,750 
Infrastructure $0 $0 $0 $0 $0 
Migration Costs $0 $0 $0 $0 $0 
    Total $74,896 $36,750 $36,750 $36,750 $36,750 

     
Subversion 2009 2010 2011 2012 2013 
Licenses (upgrade costs) $0 $0 $0 $0 $0 
Maintenance (support) $4,587 $5,000 $5,000 $5,000 $5,000 
Infrastructure ** $0 $0 $0 $0 $0 
Migration Costs *** $53,625 $4,875 $0 $0 $0 
    Total $58,212 $9,875 $5,000 $5,000 $5,000 

     
Savings b  Year $16,684 $26,875 $31,750 $31,750 $31,750 

NOTES
*Currently, the base budget assumes $19,008 for PVCS maintenance which would be removed if 
this fiscal request is approved (reflected in Attachment One). The 2009 proposed base budget does 
not include the full upgrade costs for PVCS maintenance, and if this fiscal request is not approved, 
the 2009 base budget will need to include $38,146 for license upgrade of PVCS and an additional 
$17,742 for upgraded PVCS maintenance. The total net cost savings reflected on the cover page and 
above reflects savings incurred due to forgoing PVCS license upgrade and related maintenance in 
2009 and beyond. 

** The Technical Services Division assumes during migration that source code will be stored in both 
PVCS and Subversion for only a limited period of time and therefore no additional storage would be 
needed to support the migration effort. 

*** Five (5) part-time student interns are requested to handle migration of code from PVCS to 
Subversion. It is anticipated the intern work would be spread across a 12-month period of time 
starting in February 2009 and ending in January 2010. 
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B P ualit  Center TestDirector

The expenses associated with five (5) initial site licenses, consulting and training for 
TestDirector is as follows:

• Initial site license cost for five (5) licenses of $30,000; and
• Ongoing annual maintenance of $6,000 per year (20% of the site license cost).
• Maintenance includes researching, correcting bugs, fixes, new releases, upgrades, 

patches and ongoing customer support.  

TestDirector 2009 Budget Impact 

Consulting (Environment and tool setup) $12,000

Training - classroom (for 2 staff)  
• Using Quality Center 9.2, $750 x 2 = $1,500 
• Quality Center Planning & Customization - 

$1,500 x 2 = $3,000 
• Using QC Dashboard, $750 x 2 = $1,500 

$6,000

Training – self-paced (for 1 staff) 
• Introduction to Quality Center, $250 
• Introduction to Quality Center Dashboard, $250 
• Introduction to Quality Center w/Service Test 

Management, $500 

$1,000

Travel (to training for 2 staff) $2,000

Non-Capital Software 
• OS (Red Hat Linux) – $695 for licenses 
• Web Server (WebLogic 10 Standard Edition for 

Named Users) - $1,800 for licenses   
• Veritas Backup – $800 for licenses
• SiteScope Monitoring – $200 for licenses

$3,495

Hardware and Software Depreciation* 
• 100GB Storage - $5,200 
• TestDirector – 5 licenses – ($30,000 in capital) 

$8,793

Maintenance ($6,560 annual but prorated assuming 
April purchase) 

• TestDirector - $6,000 per year ($4,500 for ’09) 
• Web Server - $396 per year ($297 for ’09) 
• Veritas Backup – $120 ($90 for ’09) 
• SiteScope Monitoring – $44 ($36 for ’09)

$4,923

          2009 Total $38,211
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C  LoadRunner ard are

Two Core 2 Duo 3.0 GHz personal computers with 4 Gigabyte of RAM at a cost of $1,300 each 
are requested for a total cost of $2,600.

D  Aggregated Expenses for t is Fiscal

Total Expenses Associated it  BFIS Re uest 2009 Budget Impact 

Subversion
5 Interns @ $12/hr ($58,500 total @ 975 hrs per intern) $53,625
Maintenance ($5,000 annual) $4,587
          Subtotal $58,212

TestDirector 
Consulting (Environment and tool setup) $12,000
Training classroom + self-paced  $7,000
Travel (for 2 staff) $2,000
Non-Capital Software $3,495
Hardware and Software Depreciation* $8,793
Maintenance ($6,560 annual) $4,923
          Subtotal $38,211

LoadRunner ard are 
Hardware Depreciation ($2,600 new purchase)* $864
          Subtotal $864

  2009 Total $97,287

NOTES

* Capital hardware and software will be depreciated using a three-year schedule. It is assumed 
that LoadRunner hardware will be acquired in January 2009 and TestDirector hardware and 
software will be acquired in April 2009. 

VII   Alternatives or Partners ips 

The alternative to replacing PVCS with Subversion would be to continue using PVCS and only 
limited use of Subversion. This would result in the savings of the migration costs but will result 
in the higher support costs for each year going forward as detailed in Section VI, Financial 
Impact. 

Alternative testing software was evaluated including a tool that, while less expensive, provided 
less functionality with only simple test case management. Other tools were considered, but a 
strong positive recommendation for TestDirector was received from a highly credible reference. 
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The alternative to purchasing an automated testing tool would be to continue to document and 
control testing using more labor-intensive manual processes.  

The alternative to purchasing additional hardware to support LoadRunner testing is to continue 
using current hardware which may result in more limited testing capabilities than required to 
support current and planned development. 

Implementation by existing NAIC staff, instead of using consultants and interns, would result in 
a significantly extended timeline due to lack of staff experience and greater learning curve 
impact.

VIII   Ris  Management

A  Subversion

This is an open source tool that is offered at no charge. As a result, the use of open source tools 
can have some associated concerns especially if there is not a solid understanding of how the tool 
works, or how successful it has been in the industry. There are best practices that a company can 
follow when introducing open source into their domain to minimize the risks. The NAIC has 
followed best practices in implementing several open source packages prior to this proposal and 
both SERFF and FDR have been using CVS, the open source predecessor to Subversion, 
successfully for years. The risk can be mitigated by purchasing support.  

Even though open source code is free, there is a licensing agreement procedure that has to be 
followed. The NAIC has documented procedures that require legal staff to review all open 
source licenses. Use of any open source offering should be done in a controlled manner. The 
Architect Team has documented procedures for the introduction and approval of new open 
source packages. These procedures are designed to mitigate the potential for any issues related to 
unrestricted or uncontrolled use of open source tools.

B  TestDirector

Migration of the current process to the new software is a potential risk area, specifically in regard 
to time and resources necessary to perform this task while continuing to support production 
releases. This can be mitigated by using consulting resources for implementation. Not acquiring 
this tool carries the risk associated with continued use of manual processes and the potential for 
less effective and less efficient testing due to the more manual approach. 

C  LoadRunner ard are

The greatest risk associated with not purchasing additional hardware to support load testing is 
production release delays that may result with the demand for load testing for new and enhanced 
applications. The risk of not approving funding also include: 

• Critical systems like SPLR and FDR may potentially not be adequately load tested; 
• Non-critical systems may not be load tested at all based on priority testing; 
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• Communicated deadlines for high profile systems may be missed on a regular basis 
because of limited load testing resources that can result in less frequent and later load 
testing;

• Delays to production release due to load issues identified late in the software 
development cycle that are more time-consuming to address than if the issues had been 
identified earlier in the development cycle; and   

• These issues can be reduced or mitigated through more extensive testing and by 
completing testing earlier in the development cycle, both of which can be supported with 
additional hardware. 

IX   Tec nolog  Pro ect Information (Re uired to be completed for Information 
Resources Management ( ) Committee Consideration) 

A  Description of Existing Business Process 

1  Subversion

Developers use the PVCS/CVS SCM tool to check code in and out while coding application 
enhancements or developing new applications. This prevents multiple developers from updating 
the same code concurrently and supports management of code versions for archival and 
deployment.  

2  TestDirector

• ISQA creates the release date calendar and maintains release critical-dates documents 
manually; 

• Developers/business areas submit release requests; 
• Test cases are sometimes provided with trackers submitted for releases, but are neither 

tracked nor validated other than manually; 
• Communication regarding what testing has been performed at each level is not consistent 

nor validated other than manually; 
• ISQA has no control and in some cases, no information regarding testing practices 

performed by developers, business partners and users; 
• ISQA performs cursory (non-data related) testing; 
• Developer/business area performs more detailed and data-related testing – no official 

tracking of test results; and 
• Sign-off on release is received and documented manually. 

3  LoadRunner ard are

An application area requests an application to be load tested, a time slot is scheduled on the 
ISQA load testing calendar, and the development team works with ISQA to complete the testing. 
In the case of an application such as SPLR, architects and the Technical Services Division staff 
must also be coordinated so they can monitor the applications and identify where performance 
issues are occurring based on monitoring tools so that those issues can be resolved.
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B  Business Process C anges to be Introduced t roug  Tec nolog  

1  Subversion

The basic business process of checking code in and out of a source code management tool does 
not change regardless of the tool used; however, Subversion changes the specific process for 
developers so that the process is much more efficient in the following areas: 

• Directory renames handled better; 
• Deletes handled better; 
• Provides for atomic (all at once) commits; 
• Handles binary files better; 
• Handles branches & tags by convention; and
• Provides better browser repository

Migration from PVCS to Subversion is required and will be addressed by using intern staff. 
Development staff would only need to validate the migration work as it is completed; this is a 
one-time effort during implementation. 

2  TestDirector

• ISQA creates release cycle in Quality Center TestDirector 
• Business analysts document business requirements in TestDirector for each release cycle 
• Business analysts create test cases attached to specific business requirements for each 

release and assign to developers, users or ISQA 
• Developers, users and ISQA perform assigned tests 
• Trackers are created to track bugs identified during testing 
• Tracker reporting available at all stages of release cycle 
• Tracker assignments maintained by business analysts 
• ISQA/management monitors test cases and issue tracking system for adherence to release 

process
• Sign-off on release is received and saved in the system 
• Reporting functionality is available at every step of the process 

3  LoadRunner ard are

An application area would complete load testing without impacting other application areas by 
using the additional testing resources that would be available if this hardware funding is 
approved. Architects and the Technical Services Division staff would still be involved; however, 
there would be significantly greater flexibility regarding scheduling and coordinating multiple 
times to do this. In addition, this will allow ISQA staff to continue to address other testing 
obligations while improving the support for large development initiatives. 

168



C  Impact to Existing S stems or Pro ects 

1  Records Management
Although source code is obviously a critical NAIC asset and could be considered a corporate 
asset, the migration from PVCS to Subversion would not impact this project as it was made clear 
that any document in PVCS was considered out of scope at this time. Everything in PVCS will 
be migrated to Subversion with the exception of some cleanup of source code files.  

2  Trac er
The use and maintenance of Tracker may be eliminated, due to the fact that this automated 
testing tool provides bug/issue tracking capabilities that can be easily integrated with other tools 
used by the NAIC/NIPR. Additionally, the tracking tool provided by this software is more robust 
and provides enhanced reporting capabilities. 

3  ASSIST
Enhancements and/or modifications to the ASSIST application will need to be considered, 
especially in regard to integrating with the tracking system provided by HP Quality Center 
TestDirector.

4  National Portal
Neither the use of Subversion nor an automated testing tool directly impacts this area other than 
these are tools that will be used on all code that will be required to address this area. The use of 
LoadRunner does not directly impact this area other than it is a tool that will be used for load 
testing of components that may be associated with this area. 

5  NAIC National Tec nical Arc itecture for State-Based Insurance Regulation 
The use of Subversion, TestDirector, and expanded use of LoadRunner does not directly impact 
this area other than these are tools that will be used on all code that will be required to address 
this area. Although there is no direct impact to National Technical Architecture (NTA), the 
Services Oriented Architecture (SOA) that is emphasized in NTA implies a strong commitment 
to consistent, effective and thorough load testing procedures.   

6  NAIC Securit  Frame or
Neither the use of Subversion nor an automated testing tool directly impacts this area other than 
these are tools that will be used on all code that will be required to address this area. The use of 
LoadRunner does not directly impact this area other than it is a tool that will be used for load 
testing on components that may be associated with this area. 

7  Ot er Areas
Neither the use of Subversion nor an automated testing tool directly impact XML Data Exchange 
Standard, Industry Systems, Consumer Systems, States, or NAIC Offices other than these are 
tools that will be used on all code that will be required to address this area. The use of 
LoadRunner does not directly impact these areas other than it is a tool that will be used for load 
testing on components that may be associated with an application in one of these areas. 
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D  Pro ected Resources 

In addition to the costs outlined in Section VI, Financial Impact, the following table outlines 
NAIC resources that will be needed to implement this BFIS. 

NAIC Staff Resource Impact Estimated ours 
For 2009 

Subversion
Existing NAIC Architect Staff to manage interns’ work  160
Existing NAIC Developer Staff (120 PVCS projects @ 4hrs 
per project)

480

5 Interns ($12/hr) (975 hrs per intern spread over 12 months 
starting in February 2009) 

4,469

          Subtotal 5,109
TestDirector 
Existing NAIC IS Staff 40
          Subtotal 40
  2009 Total 5,149

• It is assumed that the installation of two new PCs for LoadRunner can be 
scheduled in a manner that will allow this effort to be absorbed by existing 
resources.

• In addition to the hours listed, consulting services will be used to provide an 
additional 40 hours of implementation support for TestDirector. 
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED  AUGUST 1, 2008       

NAME OF PRO ECT/INITIATIVE  RIS ASSESSMENT ADVANCED TRAINING AND 
 ON-LINE RIS ASSESSMENT PROGRAM

REGULATOR/BUSINESS SPONSOR  RIS ASSESSMENT IMPLEMENTATION (E) SUBGROUP
DAVE DELBIONDO (PA), C AIR

NAIC STAFF SUPPORT
CONTACT INFORMATION  TODD SELLS, DIRECTOR 
 FINANCIAL REGULATORY SERVICES DIVISION
 (816) 783-8403, TSELLS NAIC ORG

 S ERRY L FLIPPO, FINANCIAL PROGRAM MANAGER
 FINANCIAL REGULATORY SERVICES DIVISION
 (816) 783-8133, SFLIPPO NAIC ORG

RE UESTED PRO ECT START DATE  ANUARY 2009      

ANTICIPATED COMPLETION DATE  DECEMBER 2009      

TOTAL PRO ECT IS RESOURCE OURS  0 OURS

TOTAL REVENUE AMOUNT GENERATED  $4,550       

TOTAL EXPENSE AMOUNT RE UESTED  $55,171      

I    Executive Summar  

Current risk assessment training programs in 2008 include a two and one-half day introductory 
class that details the entire risk assessment process and a one-day advanced training class that 
encompasses both technical actuarial considerations (e.g. reserve risk, underwriting risk, and 
liquidity risk) and risk assessment interviewing. This proposal is to modify the introductory 
classroom course to become an on-line training course and to offer six advanced training 
classroom sessions in 2009. 

Conversion of the introductory class to an on-line course would enable financial regulators who 
have not attended an NAIC-funded classroom session, which are being offered until November 
2008, to obtain instruction on the Risk Assessment Approach. Because the revised examination 
approach will be a required standard for Financial Regulation Standards and Accreditation 
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Program purposes for all accreditation examinations beginning on or after January 1, 2010, there 
will be a continual need for the introductory training, especially for new regulators.

For 2009, six advanced training classroom sessions are proposed. The advanced examiner 
training program has already been developed and provides technical knowledge to Examiners-in- 
Charge so that some of the most difficult insurance company risks can be evaluated and 
interviews can be more effectively conducted in the Risk-Focused Surveillance Process. These 
needs were identified by the Risk Assessment Implementation Subgroup (RAIMS) of the Risk 
Assessment (E) Working Group.  

II   Benefits of Pro ect/Initiative to NAIC Members 

A  Benefits of t e Advanced Ris  Assessment Training Program

The advanced training program would support the NAIC’s mission to enhance solvency 
regulation by doing the following: 

• Improving risk-focused examinations and other elements of financial solvency oversight; 

• Enhancing solvency regulation by providing uniform guidance to implement the 
advanced technical topics related to the revised NAIC Financial Condition Examiners 
Handbook;

• More effectively using regulatory tools and resources through better training in risk-
focused areas; 

• Increasing regulatory understanding of the insurer’s quality of management, the 
characteristics of the insurer’s business, and the risks it assumes through analysis of the 
risk and through more effective interviews; and,

• Adding value to both insurers and regulators, who have a common interest to ensure that 
risks are properly identified and adequate and effective control systems are established to 
monitor and control risks. 

At the completion of this course, Chief Examiners and Examiners-In-Charge will be able to: 

Actuarial Considerations

• Identify components of the Statement of Actuarial Opinion and discuss the relevance to 
the examination process; 

• For reserving risk, pricing and underwriting risk, and liquidity risk for life, health, and 
property/casualty companies, do the following: 

• Identify actuarial concerns; 
• Identify red flags; 
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• Understand actuarial issues surrounding an insurer’s current and prospective 
solvency risk; 

• Recognize management’s ability to identify, assess and manage these risks 
(corporate governance); 

• Ascertain the risk inherent in an insurer’s operations and utilize that evaluation in 
formulating the ongoing surveillance of an insurer. Inherent Risk may include:  
o Incorrect data 
o Not applying proper methodologies or assumptions, mortality tables 
o Not performing calculations correctly; and, 

• Identify best practice controls for specific risks; 

• Determine appropriate examination procedures based on the residual risk rating; and, 

• Understand different scenarios for examiner or analyst interaction with both independent 
actuaries and company actuaries; 

Intervie ing S ills

• Understand “why” and “who” to interview; 

• Identify how to prepare and plan the interview; 

• Determine how Exhibit Y – Examination Interviews can assist the examiner in 
conducting and documenting the interview; and, 

• Utilize role-playing and examples to help the examiner gain confidence in conducting an 
interview; 

B  Benefits of Converting t e Introductor  Ris  Assessment Class to an On-line 
Course

The original risk assessment training program spanned three years in order to train all of the U.S. 
examiners. Out of approximately 2,200 examiners in the United States, the NAIC estimates that 
1,800 examiners will have attended training by the end of 2008. Since 2006, the NAIC has 
offered this course 30 times and it has received consistently high marks from attendees. Most of 
the untrained examiners are newer examiners. By adapting the classroom training course to an 
online program, the need for travel is eliminated, yet the regulators can continue to improve 
uniformity in implementation of the new approach. 

III    Sta e olders

The primary stakeholders for both courses are financial examiners and other insurance 
department solvency monitoring professionals. These programs are critical to providing a solid 
understanding of the risk assessment approach. 
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IV    Business and Operational Impact 

The operational impact of this proposal will be minimal. The programs will be taught by existing 
staff.  

The advanced training class will require assistance from a state insurance department actuary due 
to the technical nature of the course. The actuary’s travel expenses (see guest regulator expense 
line in Attachment One) have been added to the projected cost.

The risk assessment on-line course will require significant staff time to convert the course from 
classroom training to on-line training. After the conversion, staff will facilitate the course 
discussion during scheduled classes.

V    Financial Impact (See Attac ment One) 

A  Advanced Ris  Assessment Training Program 

-- The course is free of charge to regulators and to exclusive contractors. For those 
states who utilize contract examination companies to conduct exams and who are not exclusive 
contractors, the contractors will pay a nominal fee of $300 to attend the training though no 
revenue from contractors is assumed in 2009.  

  The projected expenses for six training programs in 2009 are $14,550, as detailed in 
the attached spreadsheet. State or NAIC training facilities have been planned for these programs 
to minimize the costs. Assisted by a regulatory actuary, training will be conducted by NAIC 
staff, which lowers the training costs compared to having outside consultants.  

B  On-Line Introductor  Ris  Assessment Class

-- The course is free of charge to regulators; however, contractors that conduct 
examinations on behalf of several state departments of insurance are charged a fee of $650. The 
projected revenue for 2009 is $4,550, based on an estimated seven contractors taking the course.  

  The projected expenses for 2009 are $40,621. It is anticipated that six online course 
will be offered in 2009. 

VI   Alternatives or Partners ips 

A  Advanced Ris  Assessment Training Program

Since regulators identified these topics for their own training needs, they would likely need other 
sources for assistance. There are alternatives to training, but all would come at a higher financial 
cost. Outside trainers could be hired by each state department of insurance, but the overall costs 
of training would then be much higher and it might be at a cost of having less uniformity in 
implementation. The NAIC could partner with regional or national accounting firms, but again 
there would likely be additional costs for the content, as well as the delivery of the training. 
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B  On-Line Introductor  Ris  Assessment Class

Since the regulators are familiar with the NAIC’s training material used for the current 
introductory classes, there is comfort with that material and the on-line training would be a 
“known” product as opposed to using an outside vendor. 

VII    Ris  Management 

A  Advanced Ris  Assessment Training Program

The risk associated with approving this request is that the programs could be scheduled at times 
or locations where it is not convenient for a large group of regulators to attend. This risk will be 
minimized by trying to schedule during times and at convenient locations that will work for 
examiners from a variety of states. 

The risk of not providing this program outweighs any risks associated with conducting the 
program as solvency regulators are continuing to enhance their knowledge and skills in this risk 
assessment area in anticipation of it becoming an accreditation standard in January 2010. By not 
having this advanced training, a key component of the risk assessment training program would 
be missing. All the funds and time expended in the development and adoption of the revisions to 
the     and the accreditation standards are dependent 
upon a successful, consistent implementation of the risk assessment approach among the states. 
The advanced training is vital to the successful, consistent implementation on each examination.  

B  On-Line Introductor  Ris  Assessment Class

The Revised Risk Assessment Approach is only as good as the implementation. Therefore, it is 
essential that the regulators be trained to implement the approach on a uniform, consistent basis 
and that the Risk Assessment Implementation Subgroup receive feedback concerning issues that 
the examiners encounter during the implementation process. The rollout of the training program 
will provide regulators with “real world” application examples and the training necessary for 
successful implementation of the revised Risk Assessment Approach. 

VIII Tec nolog  Pro ect Information 

This Section is not applicable as the proposal does not involve a technology project. 
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED: AUGUST 1, 2008

NAME OF PROJECT/INITIATIVE: NEW EDUCATION AND TRAINING PROGRAMS FOR 2009:
1) REGULATING FOR SOLVENCY: RISK

RETENTION GROUPS
2) MANAGING THE COST OF REGULATORY 

COMPLIANCE
3) TWO PROGRAMS RESERVED FOR EMERGING 

INSURANCE ISSUES

REGULATOR/BUSINESS SPONSORS:  INTERNAL ADMINISTRATION (EX1) SUBCOMMITTEE
RISK RETENTION GROUP (E) TASK FORCE

  OPERATIONAL EFFICIENCIES (EX) WORKING GROUP

NAIC STAFF SUPPORT
CONTACT INFORMATION:    JENNIFER PASSARIELLO
 EDUCATION & TRAINING MANAGER
 816-783-8203, JPASSARI@NAIC.ORG

REQUESTED PROJECT START DATE: JANUARY 1, 2009

ANTICIPATED COMPLETION DATE:   DECEMBER 31, 2009

TOTAL PROJECT IS RESOURCE HOURS: 0 HOURS

TOTAL REVENUE AMOUNT GENERATED:   $53,465 

TOTAL EXPENSE AMOUNT REQUESTED:   $20,789 

I. Executive Summary 

This proposal requests funding to develop and deliver new education and training programs. Two 
of these programs will be delivered within the NAIC’s standard regulatory curriculum: 1) 
Regulating for Solvency: Risk Retention Groups which will be geared toward state insurance 
regulators responsible for regulating risk retention groups; and 2) Managing the Cost of 
Regulatory Compliance which will be designed primarily for insurance industry managers and 
compliance professionals. This fiscal also requests funding to budget for two training events on 
emerging insurance topics of particular timeliness and relevance for members next year. 
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II.  Detailed Background 

A. Regulating for Solvency: Risk Retention Groups

Regulators have expressed a desire for specific training on regulation of Risk Retention Groups 
(RRGs), as this is a growing area of solvency oversight for several state insurance departments. 
The NAIC currently offers a course entitled Regulating for Solvency that is held annually at the 
NAIC Offices in Kansas City. This existing course is for financial examiners and analysts and 
provides an in-depth study of the three fundamental “prongs” of solvency regulation: reporting, 
analysis, and examination. The focus of this course is on regulating typical insurance companies 
and does not teach skills and strategies needed to effectively regulate, or even understand the 
operations of RRGs. The NAIC is not aware of any organization that is currently conducting 
training on this specific subject matter. A definite need exists for providing training and guidance 
to regulators with responsibility for overseeing RRGs in their state.  

This course will compliment the Regulating for Solvency course. It is planned as a one and one-
half day, regulator-only “classroom” type instructive experience. 

B. Managing the Cost of Regulatory Compliance

The Managing the Cost of Regulatory Compliance course will provide industry participants with 
the skills and methodologies they need to assist their companies in cost-effectively meeting 
regulatory requirements. The class will address the issues insurance companies struggle with in 
managing the various costs associated with compliance. Participants will learn how to control 
costs by avoiding a variety of non-compliant activities that result in costly fees, and will be 
shown how to establish and implement systems and best practices characteristic of compliant 
organizations.

This course will be a three-day, “classroom” type instructive experience for participants, which 
will include lectures as well as interactive exercises designed to simulate real-world decision-
making scenarios. 

C. Emerging Insurance Topics

Each year, members are faced with emerging and pressing insurance issues such as municipal 
bond crisis; hybrid insurance; broker disclosures; global climate change; and, principles-based 
reserving. This proposal would provide two education and training programs to permit the NAIC 
to be more nimble and responsive when these new topics arise. Two events would be budgeted: 
one live “classroom” type instructive event held at the NAIC Offices in Kansas City and one 
webinar. However, funds may be used for whichever program type may be needed (such as two 
webinars rather than one webinar and classroom session). With the ability to offer these 
programs, the NAIC will be positioned to be forward-thinking and proactive in meeting the 
education needs of its members. 
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III.  Benefits of Project/Initiative to NAIC Members 

The NAIC strives to continually update, revise, and evolve its curriculum to ensure that it 
maintains its relevancy to state insurance regulators. The general curriculum seeks to teach 
regulators the skills, concepts, techniques, strategies, and methodologies they need to maintain 
effective and efficient state-based regulatory processes; as well as teach industry professionals 
the skills, concepts, techniques, strategies, and methodologies they need to effectively comply 
with state insurance regulations. Each year, the NAIC undertakes a curriculum planning process 
to evaluate the usefulness of its courses and removes courses that are no longer pertinent or have 
less than minimal attendance. For instance, in 2009, the following courses have been removed 
from the curriculum: How to Analyze Investment Portfolios and Fundamentals of Health Care 
Reform.  

Compliance courses benefit NAIC members as well-informed, fully compliant organizations 
assist members in achieving their ultimate objective, which is to protect insurance consumers. 

Regulating for Solvency: Risk Retention Groups will teach regulators how to oversee these 
unique entities as well as meet a need not currently met in terms of offering RRG-specific 
training. The NAIC’s curriculum covers nearly every aspect of solvency regulation; the addition 
of this course will give regulators exposure to a more specialized set of concepts and regulatory 
approaches geared towards this distinctive area of solvency regulation. 

Managing the Cost of Regulatory Compliance will benefit NAIC Members by assisting 
companies in auditing themselves prior to formal examinations, thereby easing the examination 
process. It will also have a corresponding benefit for regulators as it will reduce their 
administrative costs associated in dealing with non-compliant companies.  

The programs reserved for emerging issues will provide just-in-time training to regulators on 
issues that arise after finalization of the NAIC budget.

IV.  Stakeholders 

Primary stakeholders for these new courses are state insurance department regulators and 
insurance company personnel.

V. Business and Operational Impact 

The Education & Training Department will oversee the development and delivery of all these 
courses.

The NAIC’s Research Division would be the lead developers of the Managing the Cost of 
Regulatory Compliance course, with possible assistance from one or two regulators, and one or 
more members of the Market Regulation Division.

The Regulating for Solvency: Risk Retention Groups development team would be led by NAIC’s 
Business Strategy, Risk Management, & Compliance Division’s Senior Accreditation Manager. 
She would need assistance from one or two regulators, as well as a member of NAIC’s Financial 
Regulatory Services and Research Divisions, respectively.   
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The proposed training for emerging issues will be facilitated by existing staff and the affected 
areas will be dependent on the specific issues that are the subject of the programs.  

VI.   Financial Impact (See Attachment One) 

This fiscal request projects to generate $53,465 in revenues and $20,789 in expense in 2009. A 
breakdown of these proposed revenues and expenses are as follows:

Regulating for Solvency: Risk Retention Groups course is expected to generate $7,590 in 
revenue, offset by $3,487 in expenses, for an operating margin of 54%. 

The Managing the Cost of Regulatory Compliance course is expected to generate $35,775 in 
revenue, offset by $14,454 in expenses, for an operating margin of 60%. 

The emerging issues training programs would be expected to generate revenues of $10,100 and 
incur expenses of $2,848, for an operating margin of 72%. Expenses can be kept low as webinars 
are a cost-effective way to conduct training to a wide audience. The classroom session proposed 
would be delivered at the NAIC’s Offices in Kansas City, which would be a low-cost option.  

VII. Alternatives or Partnerships 

Other than the one emerging issues webinar, these courses are planned as live “classroom” type 
instructive events. This format is ideal for enabling participants to get hands-on practical 
experience and exposure to ideas and philosophies from other insurance departments or 
companies. One alternative is to offer these courses online. Another alternative is to rely on an 
outside organization to offer this curriculum. A third alternative is to not offer the courses at all, 
thereby retaining NAIC’s curriculum as-is. These options are not desirable as they would miss 
the opportunity for the NAIC to keep pace with regulators’ training needs and interests.   

VIII. Risk Management 

One risk of approving these initiatives is that enrollment could fall short of projections to the 
point that the revenue generated would fail to cover our costs in developing and delivering the 
courses. However, this risk is relatively low as these courses are expected to appeal to target 
groups who have an identified need for training and relatively few other training choices for the 
particular subject matters. A risk associated with not approving the emerging issues program is 
that when an up-and-coming issue arises, the NAIC may miss the opportunity to responsively 
provide needed training to regulators in order to more adequately prepare them to meet these 
issues and challenges. 

IX.   Technology Project Information 

This section is not applicable as the proposal does not involve a technology project.
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED:    AUGUST 1, 2008

NAME OF 
PROJECT/INITIATIVE:   HUMAN RESOURCES INFORMATION SYSTEM

  MODERNIZATION PROJECT

REGULATOR/BUSINESS SPONSOR:   INTERNAL ADMINISTRATION (EX1) SUBCOMMITTEE

NAIC STAFF SUPPORT
CONTACT INFORMATION: BRENT ROPER, DIRECTOR
 NAIC HUMAN RESOURCES & INTERNAL SERVICES 
 (816) 783-8045, BROPER@NAIC.ORG

 COURTNEY MURRAY
 HUMAN RESOURCES MANAGER
 (816) 783-8048, CMURRAY@NAIC.ORG

 RON GOODWIN, ASSISTANT CONTROLLER   
 (816) 783-8031, RGOODWIN@NAIC.ORG

REQUESTED PROJECT START DATE:  JANUARY 2009

ANTICIPATED COMPLETION DATE:  DECEMBER 2009

TOTAL PROJECT IS RESOURCE HOURS:  0 HOURS

TOTAL EXPENSE AMOUNT REQUESTED:  $93,015 

TOTAL CAPITAL AMOUNT REQUESTED:  $34,900 

I. Executive Summary 

This fiscal requests funding to modernize the National Association of Insurance Commissioners’ 
(NAIC) human resources information system (HRIS) which has served the organization since 
1994. This proposal involves replacing this outdated system, and the current internal manual 
time and attendance processes, with a comprehensive, fully-automated HRIS system that will 
provide a self-service module for employees as well as permit more complete, accurate and 
timelier processing and reporting. The NAIC proposes upgrading the current HRIS software 
solution, which will soon no longer be supported by the software maker, to its much more robust 
next-generation, web-based version. This effort will improve processes and compliance for 
Human Resources and Finance staffs as well as managers and employees in several areas 
including time and attendance, payroll, recruiting, employee training and development, and 
performance management.  
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II Bac ground

The NAIC Human Resources Department (“NAIC HRD”) maintains the human resources 
information system (HRIS), which in its current form, is essentially a comprehensive electronic 
database to assist in managing the NAIC’s workforce including employee demographics, 
benefits, compensation, training, recruiting, and related information. In addition, NAIC HRD 
must rely upon a manual process to collect employee timesheets and attendance information and 
input this information into the NAIC’s payroll system. The NAIC also uses a third system to 
manage training and development program enrollment which also requires manual entry of data 
into the HRIS. The NAIC’s performance management process is also fairly manual and does not 
integrate with HRIS requiring performance evaluations to be physically stored and key 
information to be manually entered into HRIS.  

The NAIC’s HRIS was implemented in 1994 when the NAIC had approximately 300 employees. 
The NAIC currently uses this system to manage its current full-time and part-time employees, 
along with those employees of the National Insurance Producer Registry (NIPR) and the 
Interstate Insurance Product Regulation Commission (IIPRC), as well as fifty (50) temporary 
employees, for a combined total of 546 individual employees. The HRIS was designed to 
accommodate the tracking of up to 350 employees and recently, the vendor has indicated it will 
soon no longer support this obsolete software product. 

The NAIC has spent several months evaluating five possible software solutions to completely 
automate all Human Resources processes and provide an employee self-service capability. Two 
viable alternatives were seriously considered with the recommended solution being significantly 
less expensive. The proposed solution is web-based, secure, easy to use, and will allow all 
employees and managers access to their authorized information in the HRIS system. An 
employee will be able to update his or her own record to submit timesheets, make or revise leave 
requests, look up payroll information, or change enrollment or features in their benefits package. 
A manager will be able to review online pertinent information on the manager’s employees 
including pay grade, time and attendance, and performance management documentation. Today, 
employees and managers must request this information from Human Resources and Finance staff 
and usually receive it in a manual form.  

The objectives of this proposal are to: 

• Automate and integrate human resources tracking, time and attendance and payroll; 

• Ensure confidentiality and security of personnel and private information;  

• Effectively share information between the Finance and Human Resources systems; 

• Automate the HRIS and time and attendance systems so that authorized and relevant 
information is fully accessible to employees, managers and directors in a self-service, on- 
demand environment; 

• Eliminate multiple manual systems that are laborious, redundant and which create 
roadblocks and bottlenecks; 
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• Greatly enhance the efficiency of these important internal systems and enhance the 
productivity of the employees, managers and directors that use them; 

• Create robust reports that meet the new and changing needs of staff and management as 
well as ensure the continued compliance of federal and state reporting requirements 
including Family and Medical Leave Act (FMLA) obligations, EEO-1 reporting and 
Health Insurance Portability and Accountability Act (HIPAA). 

The cost of the project is approximately $127,915. This cost includes the requisite licensing and 
maintenance fees along with consulting resources for implementation and user training. The 
NAIC believes these costs will be more than offset over the long-term by the cost savings from 
reducing reliance on multiple systems and time-consuming manual work-around processes. The 
NAIC will also realize productivity savings associated with more accurate and complete time 
and attendance reporting. 

III   Benefits of Pro ect/Initiative to NAIC Members 

The modernization of the HRIS is expected to result in significant time savings and increased 
productivity for the Human Resources and Finance Departments directly involved in the upkeep 
of the various human resources and payroll functions. Additionally, all managers and employees 
would experience significant increased efficiency in reporting time and attendance and accessing 
various human resources information if this initiative is approved. The NAIC firmly believes that 
a solid human resources administration system is tied to strong employee recruitment, training 
and retention which directly benefits not only the organization’s employees but NAIC members 
as well as industry and consumer constituents.   

This project will produce time and costs savings in the various areas associated with human 
resources administration including but not limited to the following examples: 

• Currently, the payroll accountant must manually enter 400 – 425 timesheets from both 
exempt and non-exempt employees each pay period including manually reconciling sick, 
vacation and float time for each employee. With a modernized system, each employee 
will enter their time and attendance online, which will be electronically routed for 
approval as well as electronically processed against employee’s work schedule and 
available time.   

• Currently, NAIC HRD generates thirty (30) status change forms per pay period requiring 
extensive data entry in different systems (HRIS, payroll system as well as the employee 
directory and separate organizational chart). Under the new system, this information will 
all be integrated requiring data entry one time. 

• Currently, the NAIC HRD uses an external applicant tracking system outside HRIS and 
upon hiring, all relevant information must be keyed into HRIS. With the new system, 
managers can request a job opening online and applications will directly load to the new 
system allowing the recruiter and managers to have easy access to resumes as well as 
search existing employees for applicable qualifications. Upon hiring, the information in 
the new system will already be available eliminating duplicate data keying.  
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• Currently, NAIC HRD’s training staff use the same enrollment system as the NAIC 
Meetings Department and Education and Training and there is a $4,000 per year cost 
associated with HRD’s use. The multiple systems require the training staff to manually 
enter all participant information for course enrollment, evaluations, as well as to record 
attendance at employee-mandated training. Under the new system, employees will be 
able to enroll for courses through HRIS and an employee as well as their manager will be 
able to track their training and development. The new system will also allow NAIC HRD 
to more easily determine which employees have or have not taken required courses. 

• Currently, the NAIC HRD must work closely with the payroll area to gather information 
on an employee’s attendance history as well as for purposes of tracking FMLA time, 
given that leave time such as vacation, sick, float is maintained within the payroll system 
and not the HRIS – an often time consuming and burdensome process. With the new 
system, NAIC HRD and managers will directly access time and attendance data on 
demand and effectively deal with employee corrective action, time and attendance issues, 
and FMLA issues early in the process.

• Currently, the NAIC’s performance management is manual leading to performance 
evaluations being lost or misplaced or the process being interrupted when managers or 
directors are traveling. The new system will completely automate performance appraisals 
and related documents as well as provide for electronic approval. 

The Human Resources and Finance staff as well as all employees and managers currently spend 
hundreds of hours performing the above functions using costly and time-consuming manual and 
redundant work-arounds that will be eliminated with a new system. The web-based system with 
a self-service module will be a huge benefit for employees as they will have easy access to their 
human resources, payroll and benefits information in an on-demand environment.  

IV   Sta e olders

The NAIC, NIPR and IIPRC employees, managers, and directors will be positively impacted by 
a more efficient time and attendance system. In addition, employees, managers and directors will 
have immediate access to information.  

Members will also be positively impacted through increased cost savings in terms of integrated 
human resources systems that will even further strengthen the NAIC’s ability to recruit, train and 
retain highly-qualified staff. 

V   Business and Operational Impact 

The new HRIS will be designed to meet the current and future needs of the NAIC, NIPR, and 
IIPRC. All employees and managers will have electronic access to the system from their desktop 
computer. Employees will have the ability to check their own current compensation and history, 
benefit data, performance appraisals and all other “personnel file” information electronically. In 
addition, employees will be able to make changes to their electronic file for things such as name 
changes, address changes, phone changes, beneficiary changes, benefit changes and on-line 
benefit enrollment. Electronic access to these records by users will save time spent obtaining 
information and greatly increase staff productivity required to manage and enter information into 
the multiple systems and processes that exist today. 
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The NAIC, NIPR and IIPRC staff will record time and attendance on a daily basis. Managers 
will have the ability to approve timesheets, leave requests and schedules electronically. 
Management staff will have full reporting capability to track and research all of their employee 
time and attendance electronically. Managers will have the ability to more closely monitor 
employee attendance abuses and hold employees accountable. All electronic time and attendance 
records will be automatically uploaded into the NAIC’s payroll system allowing payroll 
information to be available to employees online.  

VI   Financial Impact (See Attac ment One) 

The recommended option includes a software licence agreement which will be treated as a 
capital asset, consulting dollars for implementation as well as additional training for two 
attendees at the vendor’s headquarters. The following chart reflects the cost estimates for the 
new HRIS. 

Agreement Product Inclusions Total Expense in 
2009

Soft are License 
(Depreciation 
Expense)

icense Fee o   
Additional Mgr / HR Users 
TimeSheets 
Self-service (employees and applicants 
Tracking) 
Training & Development 
Performance Management 
Organizational Charts 

$11,628

Maintenance
Agreement

$9,437

Consulting/Client
Services Agreement 

Approximately 412 hours of consulting 
estimated 

$59,740
Training HR Department Training, Payroll 

Training, Manager Training, Employee 
Training

$12,210

 Grand Total $93,015 

VII   Alternatives or Partners ips 

The NAIC has a number of different options regarding these systems including developing its 
own system or utilizing any number of vendors (five of which were closely reviewed and 
considered). Two third-party systems were the only viable options determined by the selection 
team. 

In terms of functionality, both systems are comparable. In terms of the data conversion process 
for each system, the proposed system would offer some benefits from the human resources 
perspective as it is the next generation of the current HRIS. Also, this system would be supported 
by the NAIC Technical Services Department with no additional full-time employees needed.  
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The other alternative is the NAIC’s current enterprise-wide solution for financial systems 
including budgeting, purchasing and expense reporting. One additional permanent full-time 
employee would be required in the Technical Services Department if this system were selected. 
The implementation schedule and cost for the alternative option was considerably longer and 
higher, respectively. The total projected cost for the 2009 budget would have been over 
$275,000.

VIII   Ris  Management 

The current HRIS and time and attendance systems store a variety of data that is utilized for legal 
reporting such as federally mandated EEO-1 reports, FMLA administration, worker’s 
compensation administration, and managing corrective action and employee relation issues. 
Under the FMLA, eligible employees are entitled to 12 weeks of leave during a “rolling” 12-
month period measured backwards from the date of the employee’s use of the leave. The NAIC 
currently tracks approximately 80 FMLA leaves per year manually. Tracking of FMLA time can 
be a very difficult task especially when the leave is intermittent and computed annually on a 
rolling 12-month basis. An automated system in which time and attendance is integrated would 
allow far greater accuracy of FMLA tracking and would reduce the NAIC’s exposure.  

The current HRIS will soon stop being supported by the vendor and as such, the NAIC is at great 
risk if it does not modernize the current system. Over the past fifteen years, the NAIC has 
significantly outgrown the current HRIS which was designed to support up to 350 individuals. 
The NAIC is not only obligated to tracking and reporting on its employees but also those with 
NIPR and IIPRC under respective services agreements. The current HRIS along with the manual 
processes and systems leave the NAIC exposed to errors in input, tracking and reporting. The 
NAIC is taking a proactive approach to mitigating these risks by upgrading the system at this 
time. 

IX    Tec nolog  Pro ect Information 

This section is not applicable as the proposal pertains to an internal business operations system.  

X Conclusion

This fiscal recommends modernizing the outdated NAIC human resources information system to 
accommodate the significant increase in the number of NAIC, NIPR and IIPRC employees since 
the original system was installed in 1994. This new system would also integrate the labor-
intensive manual processes performed today in the areas of time and attendance, recruitment, 
training and development, and performance management. The proposed robust system will 
provide a web-based, secure tool that provides the functionality for Human Resources, Finance, 
all employees and all managers to access pertinent information. Finally, an employee self-service 
module will be a great benefit to employees to help them better manage their own information.  
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED: SEPTEMBER 1, 2008

NAME OF 
PROJECT/INITIATIVE:   NATIONAL CATASTROPHE MODEL SYSTEM: PROOF-OF-

CONCEPT STUDY TO BUILD NATIONAL MULTI-PERIL 
MODEL

REGULATOR/BUSINESS SPONSOR:  PROPERTY AND CASUALTY INSURANCE (C) COMMITTEE,
COMMISSIONER KEVIN MCCARTY (FL), CHAIR

NAIC STAFF SUPPORT
CONTACT INFORMATION:   ERIC NORDMAN, DIRECTOR

RESEARCH DIVISION
816-783-8005, ENORDMAN@NAIC.ORG

FOR TECHNOLOGY PROJECTS
DATE INFORMATION RESOURCES MANAGEMENT 
(H) COMMITTEE APPROVED:  _____________________ 

REQUESTED PROJECT START DATE:  JANUARY 1, 2009

ANTICIPATED COMPLETION DATE:  JULY 31, 2009

TOTAL PROJECT IS RESOURCE HOURS:  250 HOURS

TOTAL REVENUE AMOUNT GENERATED: N/A

TOTAL EXPENSE AMOUNT REQUESTED:  $200,000

I. Executive Summary

Our country has suffered several devastating natural catastrophes over the last two decades that 
have caused widespread damage, vast insured losses and even total decimation of once-vibrant 
cities and local economies. While Hurricanes Katrina and Rita standout as unprecedented 
catastrophes in terms of record insured losses exceeding $40 billion, we have seen moderate 
earthquakes cause significant damage; have witnessed tornadoes wipe out small communities 
from Kansas to Georgia; and, have watched indiscriminate floodwaters disrupt everyday life. 
Modeling the type, scope and impact of natural catastrophic events has become a key part of the 
business of insurance as property and casualty insurers utilize proprietary multi-peril models to 
assess and manage risk as well as develop rates and underwriting guidelines. This request is to 
evaluate the scope, timeline and potential costs of leveraging the Florida Office of Insurance 
Regulation’s Public Hurricane Risk and Loss Model in order to build a national multi-peril 
model administered by the NAIC for use by states potentially affected by natural catastrophes. 
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II  Detailed Bac ground       

Stochastic catastrophe loss models have become an important risk assessment and management 
tool for property and casualty insurers. The increased use of these proprietary models creates a 
new challenge for insurance regulators as the “black box” assumptions and components are not 
generally available for regulatory review even though they may play a significant role in the 
company’s rate-setting, underwriting, claims administration and overall financial solvency.

The State of Florida and the Florida Office of Insurance Regulation (FLOIR) have sponsored the 
development and implementation of a probabilistic model designed to estimate the damage and 
insured losses due to the occurrence of hurricanes in the Atlantic Basin. This multi-million dollar 
project was conducted by a cross-disciplinary team of experts in the fields of meteorology, wind 
and structural engineering, computer science, geographic information systems (GIS), statistics, 
finance, and actuarial science from the following organizations: Florida International University, 
Florida Institute of Technology, Florida State University, University of Florida, Hurricane 
Research Division of National Oceanic and Atmospheric Administration (NOAA), University of 
Miami, and the National Institute of Standards and Technology (NIST). 

Florida’s Public Hurricane Risk and Loss Model (the Model) was unveiled in July 2006 after a 
successful trial run in which the Model estimated $7 billion in residential hurricane losses for 
Hurricane Wilma in 2005, only a 2% variance from the actual losses of $6.9 billion. Private 
hurricane models predicted losses ranging between $2 billion and $12 billion. FLOIR also 
estimated that the development of its Model has cost less than half of the reported cost of these 
private models.  

The Model is a very complex, state of the art, set of computer programs that simulate and predict 
how, where and when hurricanes form, their wind speed, intensity and size.1 It also factors in the 
track of a hurricane, the impact of the storm track’s terrain, and how the wind interacts with 
different types of structures. The Model estimates the damage and cost to rebuild structural 
components including roofs, windows, doors, interiors as well as contents. The pre-catastrophe 
predictive feature of the Model can be used during insurer rate filings to determine premiums 
and can incorporate different factors about a specific book of business (policy limits, policy type, 
geographic location by zip code or county) to predict future hurricane losses specific to a 
company. The Model’s post-catastrophe prediction feature can quickly estimate actual damage 
following a hurricane given tangible wind speed, impact locations and duration of a storm. 

The Model consists of the following components: 1) a wind model component (meteorology); 2) 
a vulnerability component (engineering); 3) an insured loss cost component (actuarial and 
statistical); and 4) a computer platform component. The Model has over a dozen sub-components 
and can accommodate future hookups of additional sub-components or enhancements to model 
different risks, lines or geographic locations. In 2006, the Florida legislature approved funding to 
expand the Model beyond residential homes to incorporate commercial structures including 
condominiums and apartments. 

FLOIR utilizes the Model for personal residential insurance rate filings submitted by companies 
to assess the justification for rates or rate increases. In December 2007, Florida Insurance 
Commissioner Kevin McCarty denied a company’s proposed statewide average rate increase of 
4.6% for homeowners coverage finding that it was not justified based, in part, on the results of 

1 Source: FIU Public Hurricane Loss Projection Model, www.cis.fiu.edu/hurricaneloss/html/model1001.html. 
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the Model and that FLOIR’s actuarial assessment showed the company should actually decrease 
rates by a statewide average of more than 11%. FLOIR also utilizes the Model to assess actual 
statewide damage and insured loss exposure from tropical storms and hurricanes so as to be 
responsive to policyholders and government officials as well as proactively monitor the financial 
solvency and market climate in the aftermath of the storm.  

The Model can serve as solid foundation in building a national multi-peril risk and loss model for 
use by NAIC members in carrying out their rate approval and oversight functions as well as 
monitoring the financial solvency of their companies and industry both before and after a 
catastrophic event. While the Model is a powerful, fully functional tool for Florida and its 
companies and policyholders, it is not automatically convertible to a multi-peril, multi-state 
catastrophe model and would likely require a significant investment to achieve. The NAIC 
proposes the formation of a pilot-states study group and the retainer of key consultants to 
evaluate and provide a recommendation on the feasibility, scope, timeline and potential costs of 
building a national catastrophe model for personal lines that includes hurricanes, earthquakes and 
tornadoes and encompasses a variety of geographic regions.

The pilot states (possibly three or four) would be representative of states having different 
catastrophe exposures including a hurricane-prone state; an earthquake-prone state and a 
tornado-prone state. In addition to these representative states, it is also recommended that Florida 
participate as a pilot state based on its leadership in development of its Model. The pilot states, 
along with NAIC staff, would work with Florida and its project team to better understand and 
evaluate Florida’s Public Hurricane Risk and Loss Model. This team would also work with 
respective universities and government agencies to identify experts in the areas of forecasting, 
climatology, modeling, and state-specific loss data gathering. This evaluation would also involve 
how states would use the model, the manner in which the insurance companies would submit 
data, and the NAIC’s role in supporting the model. The goal of this pilot project would be to 
develop a recommendation to the Internal Administration (EX1) Subcommittee on the scope, 
cost, timeline as well as legal and operational framework and issues related to building and 
implementing a national catastrophic multi-peril risk and loss model. 

This request also seeks funding to retain through a competitive request-for-proposal process one 
or more catastrophe modeling experts to work with pilot states and NAIC staff to develop a 
realistic approach to building the national model and to assist in estimating costs and resources. 
These consultants would provide a recommended approach to expanding Florida’s model and 
would identify the skill sets, data sets, software tools and technical infrastructure necessary to 
support a nationwide multi-peril model. These experts would also work with the pilot-states 
study group to develop a realistic project plan, timetable and cost projections based on the 
recommended approach. 

This proof-of-concept study would also involve obtaining outside legal opinions on a variety of 
issues associated with this proposal. Outside legal counsel would review existing laws and 
regulations in pilot states to determine the extent of authority to use and mandate companies to 
file information through a catastrophe model. A legal opinion would also be requested as to 
whether legislative changes are needed in states in order to leverage a national model 
administered by the NAIC. The NAIC would also seek legal guidance on the legal, tax, 
ownership and licensing rights and obligations for the NAIC in building and providing a national 
model including a possible revenue-generating, self-supporting framework. The outside legal 
opinions will be considered by the pilot states as part of their recommendation to EX1. 
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This project will yield valuable information on the feasibility, scope, benefits and costs of 
developing a national catastrophe risk and loss model that can be utilized by small or large states, 
midwestern or coastal states, as well as hurricane-prone, earthquake-prone or tornado-prone 
states. The deliverable of this project will be a recommendation to the Internal Administration 
(EX1) Subcommittee most likely in the form of a white paper. 

III    Benefits of Pro ect/Initiative to NAIC Members 

T ngi le ene i s of the project are related to member services and cost efficiency. The State of 
Florida has developed a public stochastic catastrophe loss model that will reduce the costs 
associated with developing a comparable NAIC model for members to use. It would be very 
expensive and inefficient for each state to develop its own catastrophe model. Thus, it would be 
more cost-effective for all states to collectively leverage the NAIC to build out a multi-peril, 
multi-jurisdictional model and to administer insurer rate filings through the model. Many states 
may lack resources to develop a catastrophe model which could possibly lead to an uneven 
regulatory landscape where some states would have state-of-the-art models to adequately assess 
rate filing methodology while other states would rely upon a company’s proprietary model 
output.

n ngi le ene i s of the project for the members are improved ability of regulators to evaluate 
solvency as use of the models would improve regulator’s ability to evaluate the effect of 
catastrophes on the insurer’s financial health and improved ability to evaluate rate filings with a 
catastrophe risk load for those states that have rate regulation for property insurance products. 
The use of a public model would improve the efficiency and effectiveness of current regulatory 
resources by allowing a benchmark with which to compare insurers’ use of proprietary 
catastrophe models. Continuously-improved quality of information and decision-support 
capabilities would also result. 

IV Sta e olders

 Insurance Regulators  

• This proof-of-concept study will determine the feasibility and project benefits and 
cost to building a national multi-peril risk and loss model. 

• Regulators in catastrophe-prone states would have access to a scientifically valid 
catastrophe model system for their use in addressing solvency and rate requirement 
issues.

• Regulators in non-catastrophe-prone states would have access to a scientifically valid 
catastrophe model system for their use in addressing solvency concerns for their 
domestic insurers that also write in catastrophe-prone states. 

• Support at the NAIC level would permit this model to be constantly updated with the 
latest scientific information and inputs. 
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Insurance Companies  

• This proof-of-concept study will better define the scope of the project and the project 
approach before a major undertaking on the part of the NAIC and its members is 
approved.

• Companies will have a reliable, nationwide catastrophe model utilized by several 
states and administered in a consistent manner through the NAIC for purposes of 
managing their rate setting and financial surveillance programs. 

• Companies will have uniform data element and format requirements for input and 
access to modeled outputs. 

• Companies will have access to a national model under a reasonable cost structure and 
will be in a better position to assess whether their rate filing will be acceptable. 

Polic olders

• This proof-of-concept study will identify the potential benefits to policyholders in 
developing a transparent multi-peril catastrophe model for use by regulators for the 
benefit of consumers in carrying out their rate regulation and financial solvency 
functions.

• Consumers will have the assurance that the rates for their products have undergone an 
independent regulatory assessment using a nationwide catastrophe risk and loss 
model.

• Use of a nationwide model is expected to produce more consistent results in insurer 
pricing, leading to less variability in the price charged the public from year to year.    

V Business and Operational Impact 

The NAIC staff would provide central support and coordination of this proof-of-concept study 
and to the pilot states’ efforts. Existing NAIC resources across several divisions will be utilized 
to support this multi-disciplinary assessment. The Information Systems Division and the 
Technical Services Division will participate in this project from the standpoint of analyzing the 
programming, infrastructure and software applications needed to support a national model. Staff 
from the Research Division, the Financial Regulatory Services Division and the Executive 
Division will be utilized to coordinate the project as well as to specifically support the 
consideration of the actuarial, statistical and modeling components of this study. The Meetings 
Department may also be impacted in terms of planning any face-to-face meetings of the pilot 
states study group. 

VI    Financial Impact 

This request recommends a proof-of-concept approach in order to perform extensive due 
diligence to develop a complete recommendation on the feasibility, scope, benefits and costs of 
leveraging the Florida Public Hurricane Risk and Loss Model to develop a national multi-peril 
model. The proposed budget reflects a best estimate of the funds needed to support the pilot 
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states study group and the NAIC team’s evaluation of the Model as well as to retain catastrophe 
modeling consultants and obtain outside legal counsel opinions. The NAIC staff expects to 
carefully manage these budget areas by utilizing a competitive request-for-proposal process and 
scrutinizing the most efficient manner of holding meetings and consultations such that the full 
amount may not be spent.  

Description Estimated Expenses
Professional Services – Catastrophe Modeling Consultant(s) $80,000
Professional Services – Outside Legal Counsel Fees $40,000
Travel Expenses (not to exceed) – associated with evaluating 
Florida’s Model, meeting with experts around the country, and face-
to-face meetings 

$40,000

Meetings Expense (not to exceed) – it is expected that at least two in-
person meetings of the pilot states study group will be held 

$40,000

TOTAL (NOT TO EXCEED) $200,000

VII    Alternatives or Partners ips 

The timing of this project is appropriate in light of the devastating natural catastrophes over the 
last few years and predictions of fiercer storms associated with global climate change. One 
option would be to request $2,000,000 to $3,000,000 to immediately fund the conversion of the 
Florida Model into a national model. Through a proof-of-concept study working with pilot states 
from catastrophe-prone areas, the NAIC will have a better sense of the feasibility and realistic 
approach and costs involved in undertaking this project as well as a developed legal and 
operational framework to accomplish the members’ objectives. 

Another alternative is to maintain the status quo. This alternative would miss an opportunity to 
leverage the significant investment made by the State of Florida and FLOIR in building a robust, 
state-of-the-art transparent model as the foundation for a national multi-peril model that can be 
used by all catastrophe-affected states for the benefit of their companies and policyholders. 

VIII Ris  Management 

The NAIC proposes to manage the risk of undertaking this significant, national project by using 
the proof-of-concept, pilot states approach. FLOIR has made a considerable investment in its 
Public Hurricane Risk and Loss Model and it is believed that a significant investment on behalf 
of the NAIC would be needed in order to expand this robust model to other natural catastrophic 
events including earthquakes and tornadoes and other geographic regions. The NAIC proposes to 
undertake this comprehensive proof-of-concept project in order to fully develop a practical 
project plan with associated costs and timelines and to present a fully-scoped project proposal to 
the membership for the next NAIC budget cycle. A proof-of-concept approach will also allow a 
fuller understanding of the legal and operational issues and risks for the NAIC associated with 
administering this national model. 

A national multi-peril catastrophe model will have tremendous benefits for states, regulators, 
companies and consumers as it will provide a uniform and transparent method for assessing the 
reasonableness and adequacy of rates and quantifying catastrophe-related losses. The NAIC 
membership has a unique opportunity to leverage the Model built by Florida which has the 
potential to save significant time and costs as it will be the foundation to build upon. If this 
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proof-of-concept project were not undertaken, the opportunity would also be lost to assess 
whether it is within the collective membership’s reach to build a national model rather than each 
state or region building their own model which is dependent upon each member’s annual budget 
resources.

IX    Tec nolog  Pro ect Information (Re uired to be completed for Information 
Resources Management ( ) Committee Consideration) 

1 DESCRIPTION OF EXISTING BUSINESS PROCESS

There is no existing coordinated business process. The State of Florida and FLOIR have 
developed a Public Hurricane Risk and Loss Model.  This project will use technology 
resources as part of the multi-disciplinary evaluation of the feasibility and scope of 
leveraging Florida’s Model in the development of an NAIC-administered national multi-
peril model. 

2 BUSINESS PROCESS C ANGES TO BE INTRODUCED T ROUG  TEC NOLOGY

The purpose of this project is to provide a recommendation on possibly building a 
national catastrophe risk and loss model. 

3 IMPACT TO EXISTING SYSTEMS OR PRO ECTS

This fiscal request does not impact existing systems or projects at this time.  The detailed 
recommendation is expected to consider the impact to the NAIC and its systems 
associated with leveraging Florida’s Model to build a national catastrophe model. 

4 PRO ECTED RESOURCES

This subsection will provide the estimated NAIC IS resources needed to participate in 
this proof-of-concept project. 

NAIC
Resource

Estimated
ours

For 2009 

Estimated Costs 
For 2009 

Existing NAIC IS Staff 250 hours $0
Travel (IS Staff)(not to exceed)  $7,500
NAIC Hardware (new purchases 
only)

 $0 

NAIC Software (new purchases 
only)

 $0 

Grand Total 250 hours $7,500
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BUSINESS AND FISCAL IMPACT STATEMENT

DATE SUBMITTED: SEPTEMBER 1, 2008

NAME OF 
PROJECT/INITIATIVE:   NAIC INTERNATIONAL INSURANCE RELATIONS 

SUPPORT RESOURCES

REGULATOR/BUSINESS SPONSOR:   INTERNATIONAL INSURANCE RELATIONS (G)
COMMITTEE

  COMMISSIONER STEVEN GOLDMAN (NJ), CHAIR

NAIC STAFF SUPPORT
CONTACT INFORMATION: GEORGE BRADY, COUNSEL & SR. INT’L POLICY &

LEGISLATIVE ADVISOR
GOVERNMENT RELATIONS OFFICE

   (202) 471-3988, GBRADY@NAIC.ORG

REQUESTED PROJECT START DATE:   JANUARY 1, 2009

ANTICIPATED COMPLETION DATE:   ONGOING

TOTAL REVENUE AMOUNT GENERATED:   0 

TOTAL EXPENSE AMOUNT REQUESTED:  $540,900 (INITIAL YEAR)

I.   Executive Summary 

The NAIC membership has demonstrated strong leadership within the international insurance 
regulatory community. The NAIC actively fosters valuable relationships with regulators around 
the world and provides important contributions to the establishment of international standards of 
insurance supervision, as well as the implementation of sound regulatory practices for creating 
and supporting stable, open, and competitive insurance markets worldwide. Recognizing the 
need for the NAIC to continue being engaged in the international regulatory dialogue, this 
request is to create a new position of International Liaison Director to be located in Brussels, 
Belgium.  

II. Detailed Background 

To provide high-level guidance on substantive international policy issues, the NAIC Executive 
Committee has created the International Insurance Relations Leadership Group (IIRLG). 
Through regular discussions, the IIRLG will develop and coordinate strategic policy and 
responses pertaining to the NAIC’s involvement in international activities. The IIRLG will 
closely coordinate with the International Insurance Relations (G) Committee, other standing 
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committees including the Financial Condition (E) Committee and the Government Relations 
Leadership Council (GRLC) to ensure a consistent vision of the NAIC’s role internationally, and 
to promote a financially sound insurance market and business environment both domestically 
and internationally. 

Based on the input of the International Insurance Relations (G) Committee and the Executive 
Committee, the International Liaison Director would have the following responsibilities: 

• Work closely with the International Insurance Relations Leadership Group (IIRLG), the 
International Insurance Relations (G) Committee, and other standing committees on the 
development and advocacy of NAIC international relations objectives and policies. 

• At the direction of the IIRLG, represent the NAIC in international forums, and participate in 
meetings with foreign government officials, insurance regulators, and representatives of the 
European Union, including the EU Commission, Parliament, and Council. 

• Attend meetings and tracking activities of international standard-setting and regulatory 
organizations on matters of interest to NAIC members, including at the International 
Association of Insurance Supervisors (IAIS), Joint Forum, the Organization for Economic 
Cooperation and Development (OECD) and the International Accounting Standards Board 
(IASB).

• Serve as liaison with other international organizations such as the Basel Committee on 
Banking Supervision, International Monetary Fund (IMF), International Organization of 
Securities Commissions (IOSCO), Bank for International Settlements (BIS), and the World 
Bank.

• Arrange and participate in financial market and insurance regulatory dialogues, especially 
with regulators from countries and organizations that have a Memorandum of Understanding 
with the NAIC and other priority jurisdictions, such as the European Union, China, Japan, 
the Latin American Association of Insurance Supervisors (ASSAL), Vietnam, Thailand, 
Hong Kong, Korea, Brazil, Russia, Iraq, Egypt and India. 

• Maintain strong working relationships with U.S. Government Officials engaged in 
international financial regulatory policy matters, including U.S. Treasury and Embassy 
Officials in the U.S. and abroad, including the U.S. Treasury Representative for Europe and 
the U.S. Mission to the European Union. 

• Where necessary, assist in the coordination of meetings with and education of regulators 
from emerging markets to improve their insurance supervisory systems, under the guidance 
of the International Regulatory Cooperation (G) Working Group. 

• Assist in the development of information, materials and presentations on U.S. insurance 
regulatory practices to raise the level of awareness and understanding internationally.

• Establish a wide network of key experts in the international financial community, in 
particular significant contacts with insurance supervisors globally. 
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This position would establish a full-time international NAIC employee in Brussels, Belgium. The 
initial budget contemplates an annual salary with benefits taking into consideration the exchange 
rate between the dollar and the Euro. This request also includes expenses associated with 
relocation and establishing a residence in Belgium as well as travel associated with attending 
international meetings.  

III. Benefits of Project/Initiative to NAIC Members 

This position will create a permanent and consistent voice acting on behalf of the NAIC 
members in the international arena. Unlike the NAIC-sponsored secondee position to the IAIS, 
this person would be an international employee of the NAIC participating in meetings and 
communicating the policies and positions of the U.S. insurance regulatory community based on 
the direction of the IIRLG, International Insurance Relations (G) Committee and other standing 
committees. This international presence will improve representation of U.S. interests at IAIS and 
other international forums. It will also foster opportunities for increased participation by the 
NAIC in international meetings, regulatory working groups and education programs. The NAIC 
International Liaison Director will give the NAIC Members a stronger voice in the area of global 
insurance regulation. 

This position is designed to provide more efficient and expedient communication with foreign 
regulators. An NAIC International Liaison Director stationed in Brussels would provide a direct 
conduit for information to flow freely between the NAIC and policymakers in the EU and other 
jurisdictions, U.S. financial regulators in the U.S. and abroad, and the IAIS. The Liaison Director 
would also be able to communicate the perspectives and opinions of NAIC members as well as 
the U.S. insurance regulatory framework and practices, and provide a bridge between NAIC 
members and staff and other IAIS members and staff.  

The NAIC members will benefit from having an employee stationed overseas in order to 
alleviate the burden on members to attend numerous international meetings. In 2008, the NAIC 
International Calendar listed over 80 international meetings, workshops and seminars. These 
meetings range from the IAIS Triannual Meeting to the Joint Forum to a regional seminar on 
implementation of IAIS standards to a regional workshop for insurance supervisors in emerging 
markets in Asia. This employee will support members when they travel to international meetings 
to speak on behalf of U.S. regulators. In addition, this employee will also be available to cover 
meetings and programs where an NAIC member is not able to attend thereby ensuring 
consistency of U.S. participation. 

IV. Stakeholders

All NAIC members benefit from the Association’s international activities. The NAIC’s 
involvement in the development of international supervisory standards and the maintenance of 
strong relationships with other regulators will be greatly enhanced by having a Liaison Director 
in Europe. Specific benefits will inure to NAIC Members active in the international process in 
the form of increased access to information and more efficient communication and support on 
international financial regulatory matters.  

Companies will also benefit from increased coordination with foreign regulators and with the 
IAIS, and the promulgation of insurance regulations consistent with U.S. standards. Companies 
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V  Business and Operational Impact 

The business and operational impact of having an NAIC Liaison Director in Europe will be quite 
manageable. The Finance Department will make regular transfers of funds to the Liaison 
Director in Europe. Human Resources and Legal staff have already identified most of the issues 
related to placing a Liaison Director in Brussels. The Technical Services Division will be 
required to work with international providers to set up computer software, hardware and 
voicemail services for the employee. On-going administration issues will be minimal.  

VI  Financial Impact (See Attac ment One) 

The proposed costs include salary, benefits, and expenses related to the location of the position 
outside the U.S. The NAIC has consulted with an international relocation consultant for a 
preliminary estimate of the types and amounts of costs involved. The total costs of setting up this 
international program may differ from the estimated budget as more is learned about the tax rates 
in Belgium and as a potential candidate is identified. These estimated costs also account for the 
current exchange rate between the dollar and the Euro of 0.6803.  

Item Description 2009
Budget
($$)

2009
Budget
(Euros )

Salar Purchasing equivalent of $140,000 or €171,983 
based on .6803 conversion as of 09/04/2008 

$252,800 €171,983

Benefits NAIC will directly pay domestic benefits 
carriers

$25,740

Retirement  NAIC contribution based on US salary  $7,700 €5,238
Relocation
Expenses

Services to sell/lease US home and buy/rent 
Brussels home, temporary housing, legal 
services, pre-assignment travel, cross-cultural 
and language training, transportation related 
costs, related taxes  

$148,560 €101,065

Travel (personal) Belgium to/from US two trips $10,000 €6,803
Travel (business)  $45,000 €30,613
Belgian
Emplo er Taxes 

Estimated at 10% of salary $25,000 €17,007

E uipment $3,600
International 
Relocation
Consulting

NAIC would retain consultant to facilitate 
transition

$7,500

Costs re  doing 
business in 
Belgium

Permits and other registration costs  $15,000 €10,204

TOTAL $540,900 342,913
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VII  Alternatives or Partners ips  

The primary alternative is the status quo. The problem with this strategy is that cooperative 
relationships with foreign regulators and information flow between the NAIC and the IAIS are 
hampered because of distance and infrequency of face-to-face meetings. Also, the ability of the 
NAIC and its members to influence the development of international insurance regulatory 
standards would not be as effective if the status quo continued. Creation of this position sends a 
strong message not only to the international community, but also to the federal government, that 
state insurance regulators are fully committed to engaging in the international standard-setting 
process; working with emerging markets to provide guidance; and enhancing relationships with 
non-U.S. regulators to establish strong, regulatory frameworks worldwide to monitor financial 
solvency, protect insurance consumers, and increase market competitiveness. 

VIII  Ris  Management

This fiscal represents a substantial investment in establishing a full-time international liaison 
between U.S. insurance regulators and international regulators and organizations. If this fiscal is 
not approved, the risk is that NAIC members and U.S. insurance regulatory practices and 
standards may not be fully and consistently represented in international initiatives. The NAIC 
has been fortunate to have strong Commissioner-driven leadership and participation at the 
international level. This position will act as a facilitator and liaison between NAIC leadership 
and key international stakeholders to maintain ongoing communication and progress between 
international meetings.  

With such a substantial investment involved in sending an employee from the United States to 
Belgium on a full-time basis, a critical risk may be if the position does not work for the 
employee or otherwise satisfy the objectives of establishing this position. A significant portion of 
this fiscal involves expenses associated with relocation of a person and, if applicable, his or her 
family from the United States to Brussels, Belgium. Because of the unique circumstances, the 
NAIC would likely enter into an employment agreement with this international employee and 
have contingency provisions if the person leaves the NAIC either voluntarily or involuntarily 
within the first two to three years of the assignment. 

IX  Conclusion 

Over the past two decades, the NAIC and its members have been extremely involved in the 
international regulatory arena. The NAIC has taken a proactive approach through active 
leadership in the IAIS and other international organizations; regulatory dialogues with non-U.S. 
regulators; technical assistance by way of Memorandums of Understanding with several 
countries; and funding a secondee to the IAIS. The time is right to create a full-time international 
employee position in Brussels, Belgium to attend meetings and track activities of international 
standard-setting and regulatory organizations. This person would work closely with the newly-
established International Insurance Relations Leadership Group as well as the International 
Insurance Relations (G) Committee and other standing committees to ensure clear representation 
of the member policy and strategic direction. 
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Regulator
Moderni ation
and Initiatives

Total Allocated (4) Unallocated (4) Fund (5)

2002 Ending Balance 36,987,206$       32,134,539$         4,852,667$           

2003 Revenues Over/(Under) Expenses 4,129,526           
Minimum Pension Liability Adjustment (1) 709,133              

2003 Ending Balance 41,825,865$ 36,943,205$ 4,882,660$           

2004 Revenues Over/(Under) Expenses 6,157,565           
Minimum Pension Liability Adjustment (1) 2,200,563           

2004 Ending Balance 50,183,993$       49,375,106$         808,887$            

2005 Revenues Over/(Under) Expenses 4,453,238           
Minimum Pension Liability Adjustment (2) (283,714)             

2005 Ending Balance 54,353,517$       53,524,074$         829,443$            

2006 Revenues Over/(Under) Expenses 4,976,189           
Minimum Pension Liability Adjustment (2) (677,226)             

2006 Ending Balance 58,652,480$       57,770,373$         882,107$            

2007 Revenues Over/(Under) Expenses 5,528,315$         
Defined benefit plan adjustment (FAS 158) (3) (4,573,512)

2007 Ending Balance 59,607,283$       58,685,972$         921,311$            

2008 Projected Revenues Over/(Under) Expenses 684,149              
Defined benefit plan adjustment (FAS 158) (3) (2,900,000)          

2008 Projected Ending Balance 57,391,432$       56,530,561$         860,871$            

2009 Proposed Revenues Over/(Under) Expenses 3,794,156

2009 Proposed Ending Balance Before Business and Fiscal Impact Statements 61,185,588$      60,267,804$ 917,784$

2009 Proposed Business and Fiscal Impact Statements (1,178,590)          

2009 Proposed Ending Balance After Business and Fiscal Impact Statements 60,006,998$      59,106,893$ 900,105$

(1) On December 31, 2002, the NAIC recorded a minimum pension liability in compliance with Statement of Financial Accounting Standards (FAS) No. 87,
Employers’ Accounting for Pensions. The reporting of this adjustment as a separate component of unrestricted net assets is required under Generally
Accepted Accounting Principles (GAAP). The minimum pension liability improved at December 31, 2003, and ultimately reduced to $0 at December 31, 2004.

(2) On December 31, 2005, the NAIC recorded another minimum pension liability in compliance with Statement of Financial Accounting Standards (FAS) No.
87, Employers’ Accounting for Pensions. This liability increased at December 31, 2006.

(3) Statement of Financial Accounting Standards (FAS) No. 158 Employers' Accounting for Defined Benefit Pensions and Other Postretirement Plans
requires plan sponsors to reflect the funded status of their defined benefit plans on a company balance sheet on a projected benefit obligation basis, 
effective for the NAIC at 12/31/07.  This is accomplished through an adjustment to unallocated net assets, or net equity of the Association, and results
from the actual performance of the NAIC's defined benefit plan compared to assumed performance of investments, discount rates and covered
participants.  The NAIC implemented FAS 158 in 2007 and reported it's previously disclosed but unrecognized gains/losses as a component of
unrestricted net assets.  Based on (1) investment loss variance from assumption in December 2007, (2) investment losses from January-June 2008
compared to 7% annual return assumption and (3) a $1.3 million increase in pension liability arising from one final assumption change related to timing
of payouts to vested terminated participants between the ages of 55 and 65, the NAIC is projected to record an additional $2.9 million in plan losses at
12/31/08.  It is important to note this accumulated plan loss should remain constant in future periods where the plan performs in line with assumptions
and this loss will reduce in periods where the plan outperforms plan assumptions.  Of course, there is the possibility the loss grows in periods where the 
plan underperforms the assumptions, all of which are disclosed in the NAIC 2007 Annual Report.

(4) On March 8, 2003, the Internal Administration (EX1) Subcommittee designated 60% of General Fund operating expenses as allocated unrestricted net
assets. During 2004, the subcommittee revised its operating reserve policy to target a 100% allocation of the next years budgeted operating expenses and
requested a formal review of the appropriateness of the reserve level. In August 2005, as a result of analysis of the operating reserve preformed by an
independent consultant to evaluate the NAIC's reserve policy, review the risks and uncertainties facing the NAIC, and make a recommendation for a
prudent operating reserve policy, the NAIC Executive Committee adopted a revised operating reserve policy, representing an 80% liquid reserve target. The
NAIC defines this liquid reserve target as the ratio of consolidated net assets less fixed assets to consolidated operating expenses for the upcoming year.

(5) The NAIC instituted the Regulatory Modernization and Initiatives Fund in 2004 during the 2005 budget process to manage spending beyond the
proposed budget by establishing spending guideline for new initiatives and proposals submitted subsequent to the annual budget presentation. The fund
balance was established at 1.5% of budgeted consolidated net assets.

2009 Budget
Unrestricted Net Assets
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m

o
re

ef
fi

ci
en

t,
 c

o
st

-e
ff

ec
ti

v
e 

w
ay

 o
f 

ad
m

in
is

te
ri

n
g
 c

er
ta

in
 a

sp
ec

ts

o
f 

in
su

ra
n
ce

 c
o
m

p
an

y
 r

ec
ei

v
er

sh
ip

s.
 F

lo
ri

d
a 

u
se

d
 C

la
im

N
et

fo
r 

a 
re

ce
iv

er
sh

ip
 w

it
h
 m

o
re

 t
h
an

 1
,4

0
0
 p

o
li

ci
es

. 
B

ec
au

se

p
ro

ce
ss

in
g
 c

la
im

s 
is

 o
n
e 

o
f 

th
e 

co
st

li
es

t 
ta

sk
s 

as
so

ci
at

ed
 w

it
h

a 
re

ce
iv

er
sh

ip
 o

r 
li

q
u
id

at
io

n
, 
u
si

n
g
 C

la
im

N
et

 h
el

p
ed

 F
lo

ri
d
a

sa
v
e 

m
o
n
ey

 t
h
at

 c
o
u
ld

 t
h
en

 b
e 

u
se

d
 t

o
 p

ay
 c

la
im

s.

St
at

e 
Ba

se
d 

Sy
ste

m
s

S
ta

te
 

B
as

ed
 

S
y

st
em

s 
(S

B
S

) 
is

 
a 

ro
b

u
st

 
W

eb
-b

as
ed

ap
p
li

ca
ti

o
n
 t

h
at

 a
u
to

m
at

es
 a

n
d
 s

tr
ea

m
li

n
es

 s
ta

te
 i

n
su

ra
n
ce

d
ep

ar
tm

en
t 

re
g
u
la

to
ry

 p
ro

ce
ss

es
. 

U
si

n
g
 S

B
S

, 
st

at
es

 c
an

re
al

lo
ca

te
 s

ta
ff

 a
n
d
 f

in
an

ci
al

 r
es

o
u
rc

es
 t

o
 o

th
er

 a
re

as
 o

f 
th

e

d
ep

ar
tm

en
t,

 s
av

in
g
 t

im
e 

an
d
 m

o
n
ey

. 
In

 2
0
0
7
, 

se
v
en

 j
u
ri

s-

d
ic

ti
o
n
s 

—
 A

la
b
am

a,
 I

o
w

a,
 K

an
sa

s,
 M

ar
y
la

n
d
, 

M
is

so
u
ri

,

N
o
rt

h
 C

ar
o
li

n
a 

an
d
 P

u
er

to
 R

ic
o
 —

 s
el

ec
te

d
 S

B
S

 t
o
 m

ee
t

th
ei

r 
b
ac

k
-o

ff
ic

e 
p
ro

ce
ss

in
g
 n

ee
d
s.

 

BU
IL

D 
BR

ID
GE

S 
OF

 U
N

DE
RS

TA
N

DI
N

G

20
07

 IA
IS

 A
nn

ua
l C

on
fe

re
nc

e
In

 
O

ct
o
b
er

, 
th

e 
N

A
IC

 
h
o
st

ed
 

at
te

n
d
ee

s 
fr

o
m

 
m

o
re

 
th

an

1
0

0
 

co
u

n
tr

ie
s 

to
 

th
e 

1
4

th
 

A
n

n
u

al
 

C
o

n
fe

re
n

ce
 

o
f 

th
e

In
te

rn
at

io
n
al

 A
ss

o
ci

at
io

n
 
o
f 

In
su

ra
n
ce

 
S

u
p
er

v
is

o
rs

 
(I

A
IS

)

w
it

h
 t

h
e 

th
em

e,
 “

A
G

lo
b
al

 C
li

m
at

e 
fo

r 
C

h
an

g
e:

 T
h
e 

F
u
tu

re

o
f 

In
su

ra
n
ce

 
R

eg
u
la

ti
o
n
.”

 
T

h
e 

co
n
fe

re
n
ce

 
co

n
v
en

ed
 

in

F
lo

ri
d
a 

—
 t

h
e 

w
o
rl

d
’s

 e
ig

h
th

-l
ar

g
es

t 
in

su
ra

n
ce

 m
ar

k
et

 —

w
h
er

e 
at

te
n
d
ee

s 
d
is

cu
ss

ed
, 

d
eb

at
ed

 
an

d
 

d
el

ib
er

at
ed

 
o
n

im
p
o
rt

an
t 
in

te
rn

at
io

n
al

 i
n
su

ra
n
ce

 t
o
p
ic

s,
 s

u
ch

 a
s 

re
in

su
ra

n
ce

,

cl
im

at
e 

ch
an

g
e 

an
d
 p

ri
n
ci

p
le

s-
b
as

ed
 s

u
p
er

v
is

io
n
. 

IA
IS

 S
ec

on
de

e
T

h
e 

N
A

IC
 

fu
rt

h
er

ed
 

it
s 

co
m

m
it

m
en

t 
to

 
in

te
rn

at
io

n
al

in
su

ra
n
ce

 r
eg

u
la

to
ry

 i
ss

u
es

 b
y
 f

u
n
d
in

g
 a

 s
ec

o
n
d
ee

 p
o
si

ti
o
n

to
 t

h
e 

IA
IS

. 
T

h
is

 f
u
ll

-t
im

e 
N

A
IC

 e
m

p
lo

y
ee

 w
il

l 
b
e 

p
la

ce
d

o
n
 s

ab
b
at

ic
al

 t
o
 t

h
e 

IA
IS

 i
n
 B

as
el

, 
S

w
it

ze
rl

an
d
, 

in
 o

rd
er

 t
o

p
ro

v
id

e 
su

p
p
o
rt

 a
n
d
 e

n
h
an

ce
 I

A
IS

 i
n
te

rn
al

 a
d
m

in
is

tr
at

io
n

an
d
 t

ra
n
sp

ar
en

cy
, 

as
 w

el
l 

as
 t

o
 a

ss
is

t 
in

 t
h
e 

d
ev

el
o
p
m

en
t

o
f 

p
ro

ce
d
u
re

s.
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Le
gi

sla
tiv

e 
Li

ai
so

n 
Co

m
m

itt
ee

T
o
 f

u
rt

h
er

 im
p
ro

v
e 

d
ia

lo
g
u
e 

w
it

h
 s

ta
te

 la
w

m
ak

er
s,

 in

2
0
0
7
 t
h
e 

N
A

IC
 c

re
at

ed
 t
h
e 

N
A

IC
/L

eg
is

la
to

r 
L

ia
is

o
n

C
o
m

m
it

te
e.

 
D

u
ri

n
g
 

it
s 

fi
rs

t 
tw

o
 

m
ee

ti
n
g
s,

 
th

e

C
o
m

m
it

te
e 

d
is

cu
ss

ed
 m

an
y
 i
m

p
o
rt

an
t 
to

p
ic

s 
—

 s
u
ch

as
 

o
p
ti

o
n
al

 
fe

d
er

al
 

ch
ar

te
r 

le
g
is

la
ti

o
n
 

an
d
 

li
fe

in
su

ra
n
ce

 s
al

es
 t

o
 m

il
it

ar
y
 p

er
so

n
n
el

 —
 a

n
d
 e

n
jo

y
ed

p
ar

ti
ci

p
at

io
n
 f

ro
m

 s
ev

er
al

 l
eg

is
la

to
rs

. 
In

 2
0
0
8
, 

th
e

C
o
m

m
it

te
e 

w
il

l 
fo

cu
s 

o
n
 i

n
cr

ea
si

n
g
 s

ta
te

 p
ar

ti
ci

p
a-

ti
o
n
 i

n
 t

h
e 

In
te

rs
ta

te
 I

n
su

ra
n
ce

 P
ro

d
u
ct

 R
eg

u
la

ti
o
n

C
o
m

m
is

si
o
n
 a

n
d
 p

ro
m

o
ti

n
g
 r

eg
u
la

to
ry

 u
n
if

o
rm

it
y

in
 p

ro
d
u
ce

r 
li

ce
n
si

n
g
.

Co
ns

um
er

 L
ia

iso
n 

Co
m

m
itt

ee
In

 2
0
0
7
, 

th
e 

N
A

IC
 s

p
o
n
so

re
d
 1

5
 f

u
n
d
ed

 c
o
n
su

m
er

re
p

re
se

n
ta

ti
v

es
. 

N
in

e 
o

f 
th

e 
fu

n
d

ed
 

co
n

su
m

er

re
p
re

se
n
ta

ti
v
es

 p
ar

ti
ci

p
at

ed
 i

n
 t

h
e 

p
ro

g
ra

m
 i

n
 2

0
0
6
,

w
h
il

e 
si

x
 
w

er
e 

n
ew

 
to

 
th

e 
p
ro

g
ra

m
 
la

st
 
y
ea

r.
 
In

ad
d
it

io
n
, 

th
re

e 
u
n
fu

n
d
ed

 c
o
n
su

m
er

 r
ep

re
se

n
ta

ti
v
es

p
ar

ti
ci

p
at

ed
 o

n
 t
h
e 

co
m

m
it

te
e.

 T
h
e 

N
A

IC
 C

o
n
su

m
er

L
ia

is
o

n
 

P
ro

g
ra

m
 

p
ro

v
id

es
 

in
te

ra
ct

io
n

 
b

et
w

ee
n

N
A

IC
 

m
em

b
er

s,
 

th
e 

in
su

ra
n

ce
 

in
d

u
st

ry
 

an
d

in
te

re
st

ed
 p

ar
ti

es
. 

In
te

rn
at

io
na

l I
nt

er
ns

hi
p 

Pr
og

ra
m

D
u
ri

n
g
 2

0
0
7
, 

1
6
 i

n
te

rn
s 

fr
o
m

 s
ix

 c
o
u
n
tr

ie
s 

p
ar

ti
ci

-

p
at

ed
 

in
 

th
e 

N
A

IC
’s

 
In

te
rn

at
io

n
al

 
In

te
rn

sh
ip

P
ro

g
ra

m
. 

T
h
e 

se
v
en

-w
ee

k
 p

ro
g
ra

m
 k

ic
k
ed

 o
ff

 w
it

h

o
ri

en
ta

ti
o
n
 a

t 
th

e 
N

A
IC

’s
 E

x
ec

u
ti

v
e 

H
ea

d
q
u
ar

te
rs

 i
n

K
an

sa
s 

C
it

y,
 f

o
ll

o
w

ed
 b

y
 f

iv
e 

w
ee

k
s 

in
 a

 h
o
st

 s
ta

te

fo
r 

m
o
re

 s
p
ec

ia
li

ze
d
 t

ra
in

in
g
. T

h
e 

p
ro

g
ra

m
 c

o
n
cl

u
d
-

ed
 w

it
h
 a

tt
en

d
an

ce
 a

t 
a 

q
u
ar

te
rl

y
 n

at
io

n
al

 m
ee

ti
n
g

an
d
 c

lo
si

n
g
 c

er
em

o
n
ie

s 
in

 W
as

h
in

g
to

n
, 
D

.C
.
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T
h

e 
N

A
IC

 
d

ev
el

o
p

ed
 

th
e 

In
te

rn
at

io
n

al

In
te

rn
sh

ip
 P

ro
g
ra

m
 i

n
 2

0
0
4
 t

o
 a

d
v
an

ce
 w

o
rk

in
g

re
la

ti
o
n
s 

w
it

h
 

fo
re

ig
n
 

m
ar

k
et

s,
 

em
p
h
as

iz
in

g

th
e 

ex
ch

an
g
e 

o
f 

re
g
u
la

to
ry

 t
ec

h
n
iq

u
es

 a
n
d
 t

ec
h
-

n
o
lo

g
y.

 S
in

ce
 t

h
e 

p
ro

g
ra

m
’s

 i
n
ce

p
ti

o
n
, 

1
6
 s

ta
te

in
su

ra
n
ce

 
d
ep

ar
tm

en
ts

 
h
av

e 
h
o
st

ed
 
3
9
 
in

te
rn

s

fr
o
m

 1
3
 d

if
fe

re
n
t 

co
u
n
tr

ie
s.

 

Fo
llo

wi
ng

 th
e 

Pa
th

 to
 S

uc
ce

ss
T

h
e 

N
A

IC
 a

w
ar

d
ed

 it
s 

fi
rs

t p
ro

fe
ss

io
n
al

 d
es

ig
n
a-

ti
o
n
 i

n
 2

0
0
7
 t

o
 K

at
h
y
 H

o
rs

le
y
 o

f 
th

e 
K

en
tu

ck
y

O
ff

ic
e 

o
f 

In
su

ra
n

ce
. 

H
o

rs
le

y
 

ea
rn

ed
 

th
e

A
ss

o
ci

at
e 

P
ro

fe
ss

io
n
al

 o
f 

In
su

ra
n
ce

 R
eg

u
la

ti
o
n

(A
P

IR
) 

d
es

ig
n

at
io

n
 

th
ro

u
g

h
 

th
e 

N
A

IC
’s

In
su

ra
n
ce

 
R

eg
u
la

to
r 

P
ro

fe
ss

io
n
al

 
D

es
ig

n
at

io
n

P
ro

g
ra

m
. 

L
au

n
ch

ed
 i

n
 O

ct
o
b
er

 2
0
0
6
, 

th
e 

N
A

IC

D
es

ig
n
at

io
n
 P

ro
g
ra

m
 p

ro
v
id

es
 r

eg
u
la

to
rs

 w
it

h
 a

st
ru

ct
u
re

d
 

p
ro

fe
ss

io
n
al

 
d
ev

el
o
p
m

en
t 

p
at

h
 

fo
r

re
g
u
la

to
rs

 a
t 

al
l 

le
v
el

s 
o
f 

ex
p
er

ie
n
ce

. 

ST
AT

E 
RE

GU
LA

TI
ON

: B
UI

LT
 T

O 
LA

ST
E

v
er

y
 s

ta
g
e 

o
f 

co
n
st

ru
ct

io
n
 —

 f
ro

m
 p

la
n
n
in

g
, 
to

d
es

ig
n
in

g
, 
to

 b
u
il

d
in

g
 —

 p
la

y
s 

an
 i
m

p
o
rt

an
t 
p
ar

t

in
 t

h
e 

q
u
al

it
y
 o

f 
th

e 
fi

n
al

 s
tr

u
ct

u
re

. 
It

s 
st

re
n
g
th

an
d

 
st

ab
il

it
y

 
is

 
a 

te
st

am
en

t 
to

 
ea

ch
 

te
am

m
em

b
er

’s
 c

o
m

m
it

m
en

t 
to

 t
h
e 

st
ru

ct
u
re

’s
 l

o
n
g
-

te
rm

 v
ia

b
il

it
y.

M
o
re

 t
h
an

 1
3
5
 y

ea
rs

 a
g
o
, t

h
e 

fi
rs

t 
st

at
e 

in
su

ra
n
ce

re
g
u
la

to
rs

 j
o
in

ed
 t
o
g
et

h
er

, 
fo

rm
ed

 t
h
e 

N
A

IC
 a

n
d

b
u
il

t 
a 

re
g
u
la

to
ry

 f
ra

m
ew

o
rk

 t
h
at

 h
as

 s
to

o
d
 t

h
e

te
st

 
o
f 

ti
m

e.
 
T

o
d
ay

’s
 
in

su
ra

n
ce

 
re

g
u
la

to
rs

 
ar

e

re
si

li
en

t 
an

d
 

re
sp

o
n
si

v
e 

. 
. 

. 
m

ak
in

g
 

su
re

 
to

p
re

se
rv

e 
th

e 
b
as

ic
 
p
ri

n
ci

p
le

s 
an

d
 
to

o
ls

 
o
f 

th
e

tr
ad

e,
 y

et
 r

em
ai

n
in

g
 f

le
x
ib

le
 e

n
o
u
g
h
 t
o
 a

d
ap

t 
an

d

ch
an

g
e 

o
v
er

 t
im

e 
in

 r
es

p
o
n
se

 t
o
 e

v
er

-c
h
an

g
in

g

m
ar

k
et

 c
o
n
d
it

io
n
s.
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12

IN
D

E
P

E
N

D
E

N
T

 A
U

D
IT

O
R

’S
 R

E
P

O
R

T

H
o
n
o
ra

b
le

 M
e
m

b
e
rs

N
A

T
IO

N
A

L
A

S
S

O
C

IA
T

IO
N

 O
F

 I
N

S
U

R
A

N
C

E
 C

O
M

M
IS

S
IO

N
E

R
S

W
e
 h

a
v
e
 a

u
d
it
e
d
 t

h
e
 a

c
c
o
m

p
a
n
y
in

g
 s

ta
te

m
e
n
t 

o
f 

fi
n
a
n
c
ia

l 
p
o
s
it
io

n
 o

f 
th

e
 N

a
ti
o

n
a

l 
A

s
s
o

c
ia

ti
o

n
 o

f 
In

s
u

ra
n

c
e

C
o
m

m
is

s
io

n
e
rs

 (
N

A
IC

) 
a
s
 o

f 
D

e
c
e
m

b
e
r 

3
1
, 
2
0
0
7
, 
a
n
d
 t
h
e
 r

e
la

te
d
 s

ta
te

m
e
n
ts

 o
f 
a
c
ti
v
it
ie

s
 a

n
d
 c

a
s
h
 f
lo

w
s
 f
o
r

th
e
 y

e
a
r 

th
e
n
 e

n
d
e
d
. 

T
h
e
s
e
 f

in
a
n
c
ia

l 
s
ta

te
m

e
n
ts

 a
re

 t
h
e
 r

e
s
p
o
n
s
ib

ili
ty

 o
f 

th
e

 N
A

IC
’s

 m
a

n
a

g
e

m
e

n
t.
  

O
u

r

re
s
p
o
n
s
ib

ili
ty

 i
s
 t

o
 e

x
p
re

s
s
 a

n
 o

p
in

io
n
 o

n
 t

h
e
s
e
 f

in
a
n
c
ia

l 
s
ta

te
m

e
n
ts

 b
a
s
e
d
 o

n
 o

u
r 

a
u

d
it
. 

 T
h

e
 f

in
a

n
c
ia

l

s
ta

te
m

e
n
ts

 o
f 

N
A

IC
a
s
 o

f 
D

e
c
e
m

b
e
r 

3
1
, 

2
0
0
6
 w

e
re

 a
u
d
it
e
d
 b

y
 o

th
e
r 

a
u
d
it
o
rs

. 
 T

h
o

s
e

 a
u

d
it
o

rs
 e

x
p

re
s
s
e

d
 a

n

u
n
q
u
a
lif

ie
d
 o

p
in

io
n
 o

n
 t

h
o

s
e
 f

in
a
n
c
ia

l 
s
ta

te
m

e
n
ts

 i
n
 t

h
e
ir
 r

e
p
o
rt

 d
a
te

d
 F

e
b
ru

a
ry

 2
8

, 
2

0
0

7
.

W
e
 c

o
n
d
u
c
te

d
 o

u
r 

a
u
d
it
 i

n
 a

c
c
o
rd

a
n
c
e
 w

it
h
 U

.S
. 

g
e
n
e
ra

lly
 a

c
c
e
p
te

d
 a

u
d
it
in

g
 s

ta
n

d
a

rd
s
. 

 T
h

o
s
e

 s
ta

n
d

a
rd

s

re
q
u
ir
e
 t

h
a
t 

w
e
 p

la
n
 a

n
d

 p
e
rf

o
rm

 t
h
e
 a

u
d
it
 t

o
 o

b
ta

in
 r

e
a
s
o
n
a
b
le

 a
s
s
u
ra

n
c
e
 a

b
o

u
t 

w
h

e
th

e
r 

th
e

 f
in

a
n

c
ia

l

s
ta

te
m

e
n
ts

 a
re

 f
re

e
 o

f 
m

a
te

ri
a
l 

m
is

s
ta

te
m

e
n
ts

. 
 A

n
 a

u
d
it
 i

n
c
lu

d
e
s
 e

x
a
m

in
in

g
, 

o
n

 a
 t

e
s
t 

b
a

s
is

, 
e

v
id

e
n

c
e

s
u
p
p
o
rt

in
g
 t

h
e
 a

m
o
u
n
ts

 a
n
d
 d

is
c
lo

s
u
re

s
 i

n
 t

h
e
 f

in
a
n
c
ia

l 
s
ta

te
m

e
n
ts

. 
A

n
 a

u
d
it
 a

ls
o

 i
n

c
lu

d
e

s
 a

s
s
e

s
s
in

g
 t

h
e

a
c
c
o
u
n
ti
n
g
 
p
ri
n
c
ip

le
s
 
u
s
e
d
 
a
n
d
 
s
ig

n
if
ic

a
n
t 

e
s
ti
m

a
te

s
 
m

a
d
e
 
b
y
 
m

a
n
a
g
e
m

e
n

t,
 
a

s
 
w

e
ll 

a
s
 
e

v
a

lu
a

ti
n

g
 
th

e

o
v
e
ra

ll 
fi
n
a
n
c
ia

l 
s
ta

te
m

e
n
t 

p
re

s
e
n
ta

ti
o
n
. 

 W
e
 b

e
lie

v
e
 t

h
a
t 

o
u
r 

a
u
d
it
 p

ro
v
id

e
s
 a

 r
e

a
s
o

n
a

b
le

 b
a

s
is

 f
o

r 
o

u
r

o
p
in

io
n
.

In
 o

u
r 

o
p
in

io
n
, 

th
e
 f

in
a
n
c
ia

l 
s
ta

te
m

e
n
ts

 r
e
fe

rr
e
d
 t

o
 a

b
o
v
e
 p

re
s
e
n
t 

fa
ir
ly

, 
in

 a
ll 

m
a

te
ri
a

l 
re

s
p

e
c
ts

, 
th

e
 f

in
a

n
c
ia

l

p
o
s
it
io

n
 o

f 
th

e
 N

A
IC

 o
f 

D
e
c
e
m

b
e
r 

3
1
, 

2
0
0
7
, 

a
n
d
 t

h
e
 c

h
a
n
g
e
s
 i
n
 i
ts

 f
in

a
n
c
ia

l 
p
o

s
it
io

n
 a

n
d

 c
a

s
h

 f
lo

w
s
 f

o
r 

th
e

y
e
a
r 

th
e
n
 e

n
d
e
d
 i
n
 c

o
n
fo

rm
it
y
 w

it
h
 U

.S
. 

g
e
n
e
ra

lly
 a

c
c
e
p
te

d
 a

c
c
o
u
n
ti
n
g
 p

ri
n
c
ip

le
s
.

L
e
a
w

o
o
d
, 

K
a
n
s
a
s

M
a
rc

h
 1

2
, 

2
0
0
8

M
a
y
e

r 
H

o
ff

m
a
n

 M
c
C

a
n

n
 P

.C
.

A
n

 I
n

d
e

p
e
n

d
e
n

t 
C

P
A

F
ir

m

1
1
4
4
0
 T

o
m

a
h
a
w

k
 C

re
e
k
 P

a
rk

w
a
y

L
e
a
w

o
o

d
, 

K
a
n
s
a
s
 6

6
2
1
1

9
1
3
-2

3
4
-1

9
0
0
 p

h

9
1
3
-2

3
4
-1

1
0
0
 f

x

w
w

w
.m

h
m

-p
c
.c

o
m



S
TA

T
E

M
E

N
T

S
 O

F
 F

IN
A

N
C

IA
L

 P
O

S
IT

IO
N

D
ec

em
be

r 3
1,

 2
00

7 
an

d 
20

06

A
S

S
E

T
S

2
0

0
7

2
0

0
6

C
U

R
R

E
N

T
A

S
S

E
T

S

Ca
sh

 a
nd

 c
as
h 
eq

ui
va

le
nt
s

$ 
   

   
7,

31
0,
77

7
$ 

   
   
6,
85

2,
15

6

A
cc
ou

nt
s 

re
ce
iv
ab

le
, l
es
s 
al

lo
w
an

ce
 fo

r d
ou

bt
fu

l
ac
co
un

ts
; 2
00

7 
- $

2,
90

9,
02

0,
 2
00

6 
- $

2,
76

4,
90

1
5,

98
6,

19
9

6,
74

5,
15

3

Cu
rr
en

t p
or
tio

n 
of

 n
ot
e 

re
ce
iv
ab

le
46

,4
94

—

In
te

re
st

 re
ce
iv
ab

le
21

7,
09

0
22

1,
68

6

Pr
ep

ai
d 
ex
pe

ns
es

1,
85

1,
77

0
1,

43
1,

32
0

In
ve
nt
or
ie
s

26
6,

34
3

20
9,
71

5

In
ve
st
m
en

ts
43

,5
95

,4
52

42
,5
85

,3
02

T
O

T
A

L
 C

U
R

R
E

N
T

 A
S

S
E

T
S

59
,2
74

,1
25

58
,0

45
,3

32

N
O

T
E

R
E

C
E

IV
A

B
L

E
, 

le
ss

 c
u

rr
e

n
t 

p
o

rt
io

n
50

3,
50

6
—

P
R

O
P

E
R

T
Y

 A
N

D
 E

Q
U

IP
M

E
N

T,
 N

E
T

13
,1

36
,0
60

11
,4
79

,5
62

T
O

T
A

L
 A

S
S

E
T

S
$

   
7

2
,9

1
3

,6
9

1
$

   
6

9
,5

2
4

,8
9

4

L
IA

B
IL

IT
IE

S
 A

N
D

 N
E

T
 A

S
S

E
T

S

C
U

R
R

E
N

T
L

IA
B

IL
IT

IE
S

A
cc
ou

nt
s 
pa

ya
bl
e

$ 
   

   
1,

55
7,

91
5

$ 
   

   
1,

50
0,
72

6

A
cc

ru
ed

 e
xp

en
se
s 
an

d 
ot
he

r c
ur

re
nt

 li
ab

ili
tie

s
5,

43
7,

90
5

5,
98

4,
75

4

D
ef
er

re
d 

re
ve
nu

e
4,

33
8,
62

0
3,

38
6,

93
4

TO
TA

L 
CU

RR
EN

T 
LI
A
BI
LI

TI
ES

11
,3

34
,4

40
10

,8
72

,4
14

N
O

N
-C

U
R

R
E

N
T

 L
IA

B
IL

IT
IE

S

D
ef
er

re
d 
pe

ns
io
n 

lia
bi

lit
y

1,
97

1,
96

8
—

T
O

T
A

L
L

IA
B

IL
IT

IE
S

13
,3
06

,4
08

10
,8
72

,4
14

U
N

R
E

S
T

R
IC

T
E

D
 N

E
T

 A
S

S
E

T
S

A
llo

ca
te
d

58
,6
85

,9
72

57
,7
70

,3
73

U
na

llo
ca
te
d

92
1,

31
1 

88
2,

10
7

T
O

T
A

L
 U

N
R

E
S

T
R

IC
T

E
D

 N
E

T
 A

S
S

E
T

S
59

,6
07

,2
83

58
,6

52
,4
80

T
O

T
A

L
 L

IA
B

IL
IT

IE
S

 A
N

D
 N

E
T

 A
S

S
E

T
S

$
   

7
2

,9
1

3
,6

9
1

$
   

6
9

,5
2

4
,8

9
4

Se
e N

ot
es

 to
 F

in
an

ci
al

 S
ta

te
m

en
ts

.

13



S
TA

T
E

M
E

N
T

S
 O

F
 A

C
T

IV
IT

IE
S

Ye
ar

s E
nd

ed
 D

ec
em

be
r 3

1,
 2

00
7 

an
d 

20
06

R
E

V
E

N
U

E
S

2
0

0
7

2
0

0
6

D
at
ab

as
e 
fe
es

$ 
  2

4,
86

1,
61

1
$ 

  2
3,

91
6,

18
0

Pu
bl
ic
at
io
ns

 a
nd

 s
ub

sc
rip

tio
ns

15
,7

92
,8
05

14
,8

95
,3
70

Se
rv
ic
es

12
,5
20

,5
94

10
,6

91
,7

10
Ad

m
in
is
tr
at
iv
e 
se

rv
ic
es
/li
ce
ns
e 
fe
es

6,
30

1,
49

3
5,
67
6,
64
2

In
ve
st
m
en

t i
nc
om

e
4,
69

9,
06
7

3,
54
6,
70

4
N
at
io
na

l m
ee
tin

g 
re
gi
st

ra
tio

n 
fe
es

2,
76

9,
78
0

2,
10

3,
20
0

St
at
e 
as
se
ss
m
en

ts
2,
01

5,
60

9
1,

96
8,
63

5
Ed

uc
at
io
n 
an

d 
tr
ai
ni
ng

99
6,

18
0

98
8,

99
2

O
th
er

32
5,
83

1
39

4,
95

1
T

O
TA

L
 R

E
V

E
N

U
E

S
7

0
,2

8
2

,9
7

0
6

4
,1

8
2

,3
8

4

E
X

P
E

N
S

E
S

Sa
la

rie
s

29
,3

59
,4

19
26

,7
77

,3
29

Te
m
po

ra
ry

 p
er
so
nn

el
51

3,
35
2

53
6,

49
7

Em
pl
oy
ee

 b
en

ef
its

8,
74
0,

52
1

8,
31

4,
90
2

Pr
of
es
si
on

al
 fe
es

5,
57
6,

11
6

4,
44
8,
67

9
Tr
av
el

2,
81

9,
00

4
2,
69
7,

15
8

Re
pa

irs
 a
nd

 m
ai
nt
en

an
ce

7,
36

4,
29

3
6,
84
7,
67

9
D
ep

re
ci
at
io
n 
an

d 
am

or
tiz
at
io
n

4,
60

9,
89

5
3,

91
3,

12
4

In
su

ra
nc
e

45
5,
89
8

42
1,

58
5

O
ffi
ce

 s
up

pl
ie
s

1,
72
7,
61
8

1,
88

3,
45

5
Pr
in
tin

g 
ex
pe

ns
e

20
8,

58
5

22
6,

48
4

M
ee
tin

gs
 a
nd

 fu
nc
tio

ns
1,

58
5,

34
0

1,
03

9,
82

4
Ed

uc
at
io
n 
an

d 
tr
ai
ni
ng

1,
32
8,
78

3
1,

32
7,

31
2

O
th
er

30
5,

55
1

82
0,

39
5

Ba
d 
de

bt
 e
xp

en
se

 (r
ec
ov
er
y)

16
0,
28
0

(4
8,
22
8)

T
O

TA
L

 E
X

P
E

N
S

E
S

6
4

,7
5

4
,6

5
5

5
9

,2
0

6
,1

9
5

C
H

A
N

G
E

S
 I

N
 N

E
T

 A
S

S
E

T
S

 B
E

F
O

R
E

 E
F

F
E

C
T

 O
F

 F
A

S
 1

5
8

 A
D

O
P

T
IO

N
5,

52
8,

31
5

4,
97
6,

18
9

N
E

T
 E

F
F

E
C

T
 O

F
 F

A
S

 1
5

8
 A

D
O

P
T

IO
N

(4
,5
73

,5
12

)
(6
77

,2
26

)
C

H
A

N
G

E
S

 I
N

 N
E

T
 A

S
S

E
T

S
95

4,
80

3
4,
29
8,

96
3

N
E

T
 A

S
S

E
T

S
, B

E
G

IN
N

IN
G

 O
F

 Y
E

A
R

58
,6

52
,4
80

54
,3

53
,5

17
N

E
T

 A
S

S
E

T
S

, E
N

D
 O

F
 Y

E
A

R
$

   
5

9
,6

0
7

,2
8

3
$

   
5

8
,6

5
2

,4
8

0

Se
e N

ot
es

 to
 F

in
an

ci
al

 S
ta

te
m

en
ts

.

14



S
TA

T
E

M
E

N
T

S
 O

F
 C

A
S

H
 F

LO
W

S
Ye

ar
s E

nd
ed

 D
ec

em
be

r 3
1,

 2
00

7 
an

d 
20

06

C
A

S
H

 F
LO

W
S

 F
R

O
M

 O
P

E
R

A
T

IN
G

 A
C

T
IV

IT
IE

S
2

0
0

7
2

0
0

6

Ch
an

ge
s 
in

 n
et

 a
ss
et
s

$ 
   

95
4,
80

3
$ 

   
4,
29
8,

96
3

Ad
ju
st
m
en

ts
 to

 re
co
nc
ile

 c
ha

ng
es

 in
 n
et

 a
ss
et
s

to
 n
et

 c
as
h 
flo

w
s 
fro

m
 o
pe

ra
tin

g 
ac
tiv
iti
es

D
ep

re
ci
at
io
n 
an

d 
am

or
tiz
at
io
n

4,
60

9,
89

5
3,

91
3,

12
4

N
et

 re
al
iz
ed

 a
nd

 u
nr
ea

liz
ed

 g
ai
ns

 o
n 
in
ve
st
m
en

ts
(2

,5
71

,7
06

)
(2

,0
95

,6
04

)

G
ai
n 
on

 s
al
e 
of

 p
ro
pe

rt
y 
an

d 
eq

ui
pm

en
t

(1
5,

55
1)

(6
,7
09

)

Ch
an

ge
s 
in

 o
pe

ra
tin

g 
as
se
ts

 a
nd

 li
ab

ili
tie

s:

Ac
co
un

ts
 re

ce
iv
ab

le
, n
et

75
8,

95
4

76
6,
69
8

N
ot
e 

re
ce
iv
ab

le
(5

50
,0
00

)
—

In
te

re
st

 re
ce
iv
ab

le
4,

59
6

(5
0,
05

3)

Pr
ep

ai
d 
ex
pe

ns
es

(4
20

,4
50

)
40

,8
55

In
ve
nt
or
ie
s

(5
6,
62
8)

(2
9,

33
2)

Ac
co
un

ts
 p
ay
ab

le
57

,1
89

16
1,

57
1

Ac
cr
ue

d 
ex
pe

ns
es

 a
nd

 o
th
er

 c
ur

re
nt

 li
ab

ili
tie

s
(5

46
,8

49
)

39
0,
75

3

D
ef
er

re
d 

re
ve
nu

e
95

1,
68
6

45
3,
60

9

D
ef
er

re
d 
pe

ns
io
n 

lia
bi

lit
y

1,
97

1,
96
8

—

N
E

T
 C

A
S

H
 F

LO
W

S
F

R
O

M
O

P
E

R
A

T
IN

G
 A

C
T

IV
IT

IE
S

5,
14
7,

90
7

7,
84

3,
87

5

C
A

S
H

 F
LO

W
S

 F
R

O
M

 I
N

V
E

S
T

IN
G

 A
C

T
IV

IT
IE

S

Pu
rc
ha

se
 o
f p

ro
pe

rt
y 
an

d 
eq

ui
pm

en
t

(6
,2
66

,3
93

)
(3

,5
73

,4
81

)

Pr
oc
ee
ds

 fr
om

 d
is
po

si
tio

n 
of

 p
ro
pe

rt
y 
an

d 
eq

ui
pm

en
t

15
,5

51
6,
70

9

Pu
rc
ha

se
 o
f I
nv
es
tm

en
ts

(2
6,
71
6,
26
2)

(2
1,
21
8,
77

9)

Pr
oc
ee
ds

 fr
om

 d
is
po

si
tio

n 
of

 in
ve
st
m
en

ts
28

,2
77

,8
18

17
,3
20

,6
40

N
E

T
 C

A
S

H
 F

LO
W

S
 F

R
O

M
 I

N
V

E
S

T
IN

G
 A

C
T

IV
IT

IE
S

(4
,6
89

,2
86

)
(7

,4
64

,9
11

)

C
H

A
N

G
E

 I
N

 C
A

S
H

 A
N

D
 C

A
S

H
 E

Q
U

IV
A

L
E

N
T

S
45
8,
62

1
37
8,

96
4

C
A

S
H

 A
N

D
 C

A
S

H
 E

Q
U

IV
A

L
E

N
T

S
, B

E
G

IN
N

IN
G

 O
F

 Y
E

A
R

6,
85
2,

15
6

6,
47

3,
19
2

C
a

sh
 a

n
d

 C
a

sh
 E

q
u

iv
a

le
n

ts
, E

n
d

 o
f 

Y
e

a
r

$
   

 7
,3

1
0

,7
7

7
$

   
 6

,8
5

2
,1

5
6

15

Se
e N

ot
es

 to
 F

in
an

ci
al

 S
ta

te
m

en
ts

.



N
ot
e 

1:
 S

u
m

m
a

ry
 o

f 
S

ig
n

if
ic

a
n

t
A

cc
o

u
n

ti
n

g
 P

o
li

c
ie

s

N
a
tu

re
 
o
f 

o
p

er
a
ti

o
n

s 
—

 
T

he
 N

at
io

na
l 

A
ss

oc
ia

ti
on

 o
f

In
su

ra
nc

e 
C

om
m

is
si

on
er

s 
(t

he
 ‘

N
A

IC
’)

 i
s 

an
 o

rg
an

iz
at

io
n

of
 a

nd
 f

or
 t

he
 i

ns
ur

an
ce

 r
eg

ul
at

or
y 

of
fi

ci
al

s 
of

 t
he

 5
0

st
at

es
, 

th
e 

D
is

tr
ic

t 
of

 C
ol

um
bi

a 
an

d 
fi

ve
 U

ni
te

d 
S

ta
te

s

te
rr

it
or

ie
s 

(t
he

 ‘
M

em
be

rs
’)

. 
T

he
 N

A
IC

’s
 s

ig
ni

fi
ca

nt
 p

ro
-

gr
am

 i
s 

th
e 

ex
ch

an
ge

 o
f 

id
ea

s 
an

d 
fo

rm
ul

at
io

n 
of

 u
ni

fo
rm

po
li

cy
 w

he
re

 a
pp

ro
pr

ia
te

.

C
a
sh

 a
n

d
 c

a
sh

 e
q

u
iv

a
le

n
ts

 —
 T

he
 N

A
IC

 c
on

si
de

rs
 a

ll

li
qu

id
 in

ve
st

m
en

ts
 w

it
h 

or
ig

in
al

 m
at

ur
it

ie
s 

of
 th

re
e 

m
on

th
s

or
 l

es
s 

to
 b

e 
ca

sh
 e

qu
iv

al
en

ts
. A

t 
D

ec
em

be
r 

31
, 

20
07

 a
nd

20
06

, 
ca

sh
 

eq
ui

va
le

nt
s 

co
ns

is
te

d 
pr

im
ar

il
y 

of
 

m
on

ey

m
ar

ke
t 

fu
nd

s 
an

d 
di

sc
ou

nt
 n

ot
es

.

T
he

 N
A

IC
 m

ai
nt

ai
ns

 d
ep

os
it

s 
in

 f
in

an
ci

al
 i

ns
ti

tu
ti

on
s 

in

ex
ce

ss
 o

f 
fe

de
ra

ll
y 

in
su

re
d 

li
m

it
s.

 M
an

ag
em

en
t 

m
on

it
or

s

th
e 

so
un

dn
es

s 
of

 t
he

se
 f

in
an

ci
al

 i
ns

ti
tu

ti
on

s 
an

d 
be

li
ev

es

th
e 

N
A

IC
’s

 r
is

k 
is

 n
eg

li
gi

bl
e.

A
cc

o
u

n
ts

 r
ec

ei
v
a
b

le
 —

 A
cc

ou
nt

s 
re

ce
iv

ab
le

 a
re

 s
ta

te
d 

at

th
e 

am
ou

nt
s 

bi
ll

ed
 t

o 
cu

st
om

er
s.

 T
he

 N
A

IC
 p

ro
vi

de
s 

an

al
lo

w
an

ce
 f

or
 d

ou
bt

fu
l 

ac
co

un
ts

, 
w

hi
ch

 i
s 

ba
se

d 
up

on
 a

re
vi

ew
 

of
 

ou
ts

ta
nd

in
g 

re
ce

iv
ab

le
s,

 
hi

st
or

ic
al

 
co

ll
ec

ti
on

in
fo

rm
at

io
n 

an
d 

ex
is

ti
ng

 e
co

no
m

ic
 c

on
di

ti
on

s.
 P

as
t-

du
e

ac
co

u
n
ts

 
ar

e 
p
er

io
d
ic

al
ly

 
re

v
ie

w
ed

 
b
y
 

m
an

ag
em

en
t.

D
el

in
qu

en
t 

an
d/

or
 u

nc
ol

le
ct

ib
le

 r
ec

ei
va

bl
es

 a
re

 w
ri

tt
en

 o
ff

b
as

ed
 

o
n

 
in

d
iv

id
u

al
 

cr
ed

it
 

ev
al

u
at

io
n

 
an

d
 

sp
ec

if
ic

ci
rc

um
st

an
ce

s 
of

 t
he

 c
us

to
m

er
. 

In
v
en

to
ry

 p
ri

ci
n

g
 —

 I
nv

en
to

ri
es

 a
re

 s
ta

te
d 

at
 th

e 
lo

w
er

 o
f

co
st

, 
de

te
rm

in
ed

 b
y 

th
e 

fi
rs

t-
in

, 
fi

rs
t-

ou
t 

(F
IF

O
) 

m
et

ho
d,

or
 m

ar
ke

t.

In
v
es

tm
en

ts
 a

n
d

 i
n

v
es

tm
en

t 
in

co
m

e 
—

 I
nv

es
tm

en
ts

 i
n

eq
ui

ty
 s

ec
ur

it
ie

s 
ha

vi
ng

 a
 r

ea
di

ly
 d

et
er

m
in

ab
le

 f
ai

r 
va

lu
e

an
d 

in
ve

st
m

en
ts

 i
n 

al
l 

de
bt

 s
ec

ur
it

ie
s 

ar
e 

ca
rr

ie
d 

at
 f

ai
r

va
lu

e.
 I

nv
es

tm
en

t 
in

co
m

e 
in

cl
ud

es
 d

iv
id

en
ds

, 
in

te
re

st
 a

nd

re
al

iz
ed

 a
nd

 u
nr

ea
li

ze
d 

ga
in

s 
an

d 
lo

ss
es

 o
n 

in
ve

st
m

en
ts

ca
rr

ie
d 

at
 f

ai
r 

va
lu

e.
 

P
ro

p
er

ty
 a

n
d

 e
q

u
ip

m
en

t 
—

 P
ro

pe
rt

y 
an

d 
eq

ui
pm

en
t 

ar
e

st
at

ed
 a

t 
co

st
. D

ep
re

ci
at

io
n 

is
 c

om
pu

te
d 

us
in

g 
th

e 
st

ra
ig

ht
-

li
ne

 m
et

ho
d 

ov
er

 t
he

 e
st

im
at

ed
 u

se
fu

l 
li

fe
 o

f 
ea

ch
 a

ss
et

.

L
ea

se
ho

ld
 i

m
pr

ov
em

en
ts

 a
re

 d
ep

re
ci

at
ed

 o
ve

r 
th

e 
sh

or
te

r

of
 t

he
 l

ea
se

 t
er

m
 o

r 
th

ei
r 

re
sp

ec
ti

ve
 e

st
im

at
ed

 u
se

fu
l 

li
ve

s.

T
he

 c
os

t o
f 

in
te

rn
al

ly
 d

ev
el

op
ed

 s
of

tw
ar

e 
is

 e
xp

en
se

d 
un

ti
l

th
e 

te
ch

no
lo

gi
ca

l 
fe

as
ib

il
it

y 
of

 
th

e 
so

ft
w

ar
e 

ha
s 

be
en

es
ta

bl
is

he
d.

 T
he

re
af

te
r,

 a
ll

 s
of

tw
ar

e 
de

ve
lo

pm
en

t 
co

st
s 

ar
e

ca
pi

ta
li

ze
d 

un
ti

l 
su

ch
 

ti
m

e 
as

 
th

e 
pr

od
uc

t 
is

 
av

ai
la

bl
e

fo
r 

ge
ne

ra
l 

re
le

as
e 

to
 c

us
to

m
er

s.
 T

he
 d

ev
el

op
m

en
t 

co
st

s

of
 

en
ha

nc
em

en
ts

 
th

at
 

ex
te

nd
 

th
e 

li
fe

 
or

 
im

pr
ov

e 
th

e

m
ar

ke
ta

bi
li

ty
 o

f 
th

e 
or

ig
in

al
 p

ro
du

ct
 a

re
 c

ap
it

al
iz

ed
. 

T
he

es
ta

bl
is

hm
en

t 
of

 t
ec

hn
ol

og
ic

al
 f

ea
si

bi
li

ty
 a

nd
 t

he
 o

ng
oi

ng

as
se

ss
m

en
t o

f 
re

co
ve

ra
bi

li
ty

 o
f 

ca
pi

ta
li

ze
d 

so
ft

w
ar

e 
de

ve
l-

op
m

en
t 

co
st

s 
re

qu
ir

e 
co

ns
id

er
ab

le
 j

ud
gm

en
t 

by
 m

an
ag

e-

m
en

t w
it

h 
re

sp
ec

t t
o 

ce
rt

ai
n 

ex
te

rn
al

 f
ac

to
rs

, i
nc

lu
di

ng
, b

ut

no
t 

li
m

it
ed

 
to

, 
an

ti
ci

pa
te

d 
fu

tu
re

 
re

ve
nu

es
, 

es
ti

m
at

ed

ec
on

om
ic

 
li

fe
 

an
d 

ch
an

ge
s 

in
 

so
ft

w
ar

e 
an

d 
ha

rd
w

ar
e

te
ch

no
lo

gi
es

. T
he

 c
os

t o
f 

ca
pi

ta
li

ze
d 

so
ft

w
ar

e 
is

 a
m

or
ti

ze
d

on
 t

he
 s

tr
ai

gh
t-

li
ne

 m
et

ho
d 

ov
er

 t
he

 p
ro

du
ct

s’
es

ti
m

at
ed

us
ef

ul
 l

iv
es

.

D
es

cr
ip

ti
o
n

E
st

im
a
te

d
 U

se
fu

l 
L

iv
es

F
ur

ni
tu

re
 a

nd
 e

qu
ip

m
en

t
5 

ye
ar

s

C
om

pu
te

r 
an

d 
re

la
te

d 
eq

ui
pm

en
t

3 
ye

ar
s

C
om

pu
te

r 
so

ft
w

ar
e

3 
- 

10
 y

ea
rs

L
ea

se
ho

ld
 i

m
pr

ov
em

en
ts

12
 y

ea
rs

U
se

 o
f 

es
ti

m
a
te

s 
—

 T
he

 p
re

pa
ra

ti
on

 o
f 

fi
na

nc
ia

l 
st

at
e-

m
en

ts
 in

 c
on

fo
rm

it
y 

w
it

h 
U

.S
. g

en
er

al
ly

 a
cc

ep
te

d 
ac

co
un

t-

in
g 

pr
in

ci
pl

es
 r

eq
ui

re
s 

m
an

ag
em

en
t t

o 
m

ak
e 

es
ti

m
at

es
 a

nd

as
su

m
pt

io
ns

 t
ha

t 
af

fe
ct

 t
he

 r
ep

or
te

d 
am

ou
nt

s 
of

 a
ss

et
s 

an
d

li
ab

il
it

ie
s 

an
d 

di
sc

lo
su

re
 o

f 
co

nt
in

ge
nt

 a
ss

et
s 

an
d 

li
ab

il
it

ie
s

at
 t

he
 d

at
e 

of
 t

he
 f

in
an

ci
al

 s
ta

te
m

en
ts

, 
an

d 
th

e 
re

po
rt

ed

am
ou

nt
s 

of
 r

ev
en

ue
s 

an
d 

ex
pe

ns
es

 d
ur

in
g 

th
e 

re
po

rt
in

g

pe
ri

od
. A

ct
ua

l 
re

su
lt

s 
co

ul
d 

di
ff

er
 f

ro
m

 t
ho

se
 e

st
im

at
es

.

R
ev

en
u

e 
re

co
g
n

it
io

n
 

—
 

R
ev

en
u

e 
is

 
re

co
g

n
iz

ed
 

as

fo
ll

ow
s:

• 
D

at
ab

as
e 

fe
e 

re
ve

nu
e 

is
 r

ec
og

ni
ze

d 
up

on
 t

he
 f

il
in

g 
of

in
su

ra
nc

e 
co

m
pa

ni
es

’
an

nu
al

 s
ta

te
m

en
ts

.

• 
P

ub
li

ca
ti

on
s 

an
d 

su
bs

cr
ip

ti
on

s 
re

ve
nu

e 
is

 
re

co
gn

iz
ed

w
he

n 
ti

tl
e 

pa
ss

es
 t

o 
th

e 
cu

st
om

er
.

• 
S

er
vi

ce
s 

re
ve

nu
e 

is
 r

ec
og

ni
ze

d 
up

on
 b

il
li

ng
, 

w
he

n 
th

e

se
rv

ic
e 

ha
s 

be
en

 c
om

pl
et

ed
.

• 
R

ev
en

ue
 f

ro
m

 f
ee

s 
fo

r 
st

at
e 

as
se

ss
m

en
ts

 a
pp

ly
 to

 a
ss

es
s-

m
en

t 
fi

sc
al

 y
ea

r 
en

de
d 

A
pr

il
 3

0,
 a

nd
 a

re
 r

ec
or

de
d 

in
 t

he

ca
le

nd
ar

 
ye

ar
 

as
se

ss
ed

 
as

 
re

ce
iv

ab
le

s 
an

d 
de

fe
rr

ed

re
ve

nu
e.

 A
t D

ec
em

be
r 

31
 o

f 
ea

ch
 y

ea
r,

 1
/3

 o
f 

th
e 

as
se

ss
-

m
en

ts
 a

re
 a

cc
ou

nt
ed

 f
or

 a
s 

de
fe

rr
ed

 r
ev

en
ue

.

T
he

 N
A

IC
 h

as
 b

ee
n 

gr
an

te
d 

ex
em

pt
io

n 
fr

om
 in

co
m

e 
ta

xe
s

by
 t

he
 I

nt
er

na
l 

R
ev

en
ue

 S
er

vi
ce

 u
nd

er
 t

he
 p

ro
vi

si
on

s 
of

S
ec

ti
on

 5
01

(c
)(

3)
 o

f 
th

e 
In

te
rn

al
 R

ev
en

ue
 C

od
e 

an
d 

a

si
m

il
ar

 p
ro

vi
si

on
 o

f 
st

at
e 

la
w

. 
H

ow
ev

er
, 

th
e 

N
A

IC
 i

s 
su

b-

je
ct

 
to

 
fe

de
ra

l 
in

co
m

e 
ta

x 
on

 
an

y 
un

re
la

te
d 

bu
si

ne
ss

ta
xa

bl
e 

in
co

m
e.

 

N
et

 
a
ss

et
s 

—
 
T

he
 
N

A
IC

’s
 
ta

rg
et

 
op

er
at

in
g 

re
se

rv
e 

is

ba
se

d 
on

 a
 l

iq
ui

d 
re

se
rv

e 
of

 8
0%

, 
as

 d
ef

in
ed

 a
s 

to
ta

l 
ne

t

as
se

ts
, l

es
s 

ne
t 

pr
op

er
ty

 a
nd

 e
qu

ip
m

en
t,
 a

s 
a 

pe
rc

en
ta

ge
 o

f

th
e 

fu
tu

re
 y

ea
r’

s 
co

ns
ol

id
at

ed
 o

pe
ra

ti
ng

 e
xp

en
se

s.
 A

s 
of

D
ec

em
b
er

 
3
1
, 

2
0
0
7
 

an
d
 

2
0
0
6
, 

n
et

 
as

se
ts

 
ar

e 
fu

ll
y

al
lo

ca
te

d,
 w

it
h 

th
e 

ex
ce

pt
io

n 
of

 a
n 

am
ou

nt
 m

ai
nt

ai
ne

d 
as

un
al

lo
ca

te
d 

eq
ua

l 
to

 1
.5

%
 o

f 
th

e 
ne

xt
 y

ea
r’

s 
pr

oj
ec

te
d

co
ns

ol
id

at
ed

 n
et

 a
ss

et
s.

 T
he

 u
na

ll
oc

at
ed

 b
al

an
ce

 w
il

l 
be

us
ed

 t
o 

fu
nd

 p
ri

or
it

y 
in

it
ia

ti
ve

s 
an

d 
te

ch
no

lo
gy

 p
ro

je
ct

s

th
at

 m
ay

 a
ri

se
 i

n 
th

e 
ne

xt
 y

ea
r.

R
ec

la
ss

if
ic

a
ti

o
n

s 
—

 C
er

ta
in

 r
ec

la
ss

if
ic

at
io

ns
 h

av
e 

be
en

m
ad

e 
to

 t
he

 2
00

6 
fi

na
nc

ia
l 

st
at

em
en

ts
 t

o 
co

nf
or

m
 t

o 
th

e

20
07

 f
in

an
ci

al
 s

ta
te

m
en

t 
pr

es
en

ta
ti

on
.

P
en

si
o
n

 p
la

n
 —

 T
he

 N
A

IC
 h

as
 a

do
pt

ed
 t

he
 p

ro
vi

si
on

s 
of

S
FA

S
 

N
o.

 
15

8,
 

“E
m

pl
oy

er
s’

A
cc

ou
nt

in
g 

fo
r 

D
ef

in
ed

B
en

ef
it

 
P

en
si

o
n
 

an
d
 

O
th

er
 

P
o
st

re
ti

re
m

en
t 

P
la

n
s,

 
an

am
en

dm
en

t 
of

 F
A

S
B

 S
ta

te
m

en
t 

N
o.

 8
7,

 8
8,

 1
06

, 
an

d 
13

2

(R
)”

 (
“S

FA
S

 N
o.

 1
58

”)
, 

as
 o

f 
D

ec
em

be
r 

31
, 

20
07

. 
S

FA
S

N
o.

 1
58

 c
ha

ng
es

 s
ta

te
m

en
t 

of
 f

in
an

ci
al

 p
os

it
io

n 
ac

co
un

t-

in
g 

an
d 

re
qu

ir
es

 e
m

pl
oy

er
s 

to
 r

ec
og

ni
ze

 o
n 

th
ei

r 
st

at
e-

m
en

ts
 o

f 
fi

na
nc

ia
l 

po
si

ti
on

 a
 l

ia
bi

li
ty

 a
nd

/o
r 

an
 a

ss
et

 e
qu

al

to
 t

he
 u

nd
er

-f
un

de
d 

or
 o

ve
r-

fu
nd

ed
 s

ta
tu

s 
of

 t
he

ir
 d

ef
in

ed

be
ne

fi
t p

en
si

on
 a

nd
 o

th
er

 p
os

tr
et

ir
em

en
t b

en
ef

it
 p

la
ns

. T
he

fu
nd

ed
 s

ta
tu

s 
th

at
 th

e 
A

ss
oc

ia
ti

on
 h

as
 r

ep
or

te
d 

on
 th

e 
st

at
e-

m
en

t 
of

 f
in

an
ci

al
 p

os
it

io
n 

un
de

r 
S

FA
S

 N
o.

 1
58

 i
s 

m
ea

s-

N
O

T
E

S
 T

O
 F

IN
A

N
C

IA
L 

S
TA

T
E

M
E

N
T

S
D

ec
em

be
r 3

1,
 2

00
7 

an
d 

20
06

16



N
ot
e 
2:

 In
v

e
st

m
e

n
ts

 a
n

d
 I

n
v

e
st

m
e

n
t 

In
co

m
e

In
ve

st
m

en
ts

 a
t 

D
ec

em
be

r 
31

 c
on

si
st

ed
 o

f 
th

e 
fo

ll
ow

in
g:

2
0

0
7

2
0

0
6

C
o

st
Fa

ir
 V

a
lu

e
C

o
st

 
Fa

ir
 V

a
lu

e

U
.S
. G

ov
er
nm

en
t a
nd

 a
ge

nc
y 
se
cu

rit
ie
s

$ 
   

 2
1,
86

5,
25
8

$ 
   

  2
2,

55
0,

18
1

$ 
   

 1
8,
88

4,
69

9
$ 

   
  1
8,
74

4,
17
6

Co
rp
or
at
e 
bo

nd
s 
an

d 
fix
ed

 in
co
m
e 
se
cu

rit
ie
s

3,
53

4,
19
6

3,
61

3,
56

4
5,
80
8,
64
2

5,
84
0,
08

5

Co
m
m
on

 s
to
ck
s 
an

d 
eq

ui
ty

 m
ut
ua

l f
un

ds
14

,1
84

,6
97

17
,4

31
,7
07

14
,3

13
,8

43
18

,0
01

,0
41

$
   

3
9

,5
8

4
,1

5
1

$
   

 4
3

,5
9

5
,4

5
2

$
   

3
9

,0
0

7
,1

8
4

$
   

 4
2

,5
8

5
,3

0
2

T
ot

al
 i

nv
es

tm
en

t 
in

co
m

e 
is

 c
om

pr
is

ed
 o

f 
th

e 
fo

ll
ow

in
g:

2
0

0
7

2
0

0
6

In
te

re
st

 a
nd

 d
iv
id
en

d 
in
co
m
e

$ 
   

   
2,

12
7,

36
1

$ 
   

   
1,

45
1,

10
0

N
et

 re
al
iz
ed

 g
ai
ns

 o
n 
in
ve
st
m
en

ts
2,

13
8,

52
3

74
4,

58
4

N
et

 u
nr
ea

liz
ed

 g
ai
ns
/(

lo
ss
es

) o
n 

lo
ng

-t
er
m

 in
ve
st
m
en

ts
 

43
3,

18
3

1,
35

1,
02
0

$
   

  4
,6

9
9

,0
6

7
$

   
  3

,5
4

6
,7

0
4

N
ot
e 

3:
 P

ro
p

e
rt

y
 a

n
d

 E
q

u
ip

m
e

n
t

P
ro

pe
rt

y 
an

d 
eq

ui
pm

en
t 

at
 D

ec
em

be
r 

31
 c

on
si

st
ed

 o
f 

th
e 

fo
ll

ow
in

g:

2
0

0
7

2
0

0
6

Fu
rn
itu

re
 a
nd

 e
qu

ip
m
en

t
$ 

   
   

4,
69
7,
65
6

$ 
   

   
4,

92
5,
71
7

Co
m
pu

te
r a
nd

 re
la
te
d 
eq

ui
pm

en
t

14
,2
87

,1
88

12
,3
09

,5
38

Co
m
pu

te
r s
of
tw

ar
e

16
,8

33
,3
83

14
,4

52
,0

99

Le
as
eh

ol
d 
im

pr
ov
em

en
ts

3,
80
2,

18
4

3,
45

5,
33

1

39
,6
20

,4
11

35
,1

42
,6
85

Le
ss

 a
cc
um

ul
at
ed

 d
ep

re
ci
at
io
n 
an

d 
am

or
tiz
at
io
n

26
,4
84

,3
51

23
,6
63

,1
23

$
   

1
3

,1
3

6
,0

6
0

$
   

1
1

,4
7

9
,5

6
2

N
O

T
E

S
 T

O
 F

IN
A

N
C

IA
L 

S
TA

T
E

M
E

N
T

S
D

ec
em

be
r 3

1,
 2

00
7 

an
d 

20
06

ur
ed

 a
s 

th
e 

di
ff

er
en

ce
 b

et
w

ee
n 

th
e 

fa
ir

 m
ar

ke
t 

va
lu

e 
of

 p
la

n 
as

se
ts

an
d 

th
e 

be
ne

fi
t 

ob
li

ga
ti

on
. 

S
FA

S
 N

o.
 1

58
 r

eq
ui

re
s 

th
at

 p
re

vi
ou

sl
y

di
sc

lo
se

d 
bu

t 
un

re
co

gn
iz

ed
 g

ai
ns

/l
os

se
s,

 p
ri

or
 s

er
vi

ce
 c

os
t/

cr
ed

it
s,

an
d 

tr
an

si
ti

on
 a

ss
et

s/
ob

li
ga

ti
on

s 
be

 r
ec

og
ni

ze
d 

at
 a

do
pt

io
n 

as
 a

 c
om

-

po
ne

nt
 o

f 
un

re
st

ri
ct

ed
 n

et
 a

ss
et

s.
 P

re
vi

ou
sl

y,
 t

he
se

 a
m

ou
nt

s 
w

er
e

di
sc

lo
se

d 
in

 t
he

 n
ot

es
 t

o 
th

e 
fi

na
nc

ia
l 

st
at

em
en

ts
. T

he
 r

eq
ui

re
d 

tr
an

-

si
ti

on
 m

et
ho

d 
of

 a
do

pt
io

n 
fo

r 
S

FA
S

 N
o.

 1
58

 i
s 

pr
os

pe
ct

iv
e.

 P
ri

or

pe
ri

od
 s

ta
te

m
en

ts
 a

re
 n

ot
 r

es
ta

te
d.

 S
FA

S
 N

o.
 1

58
 a

ls
o 

re
qu

ir
es

 t
ha

t

fo
r 

ea
ch

 u
nd

er
-f

un
de

d 
pl

an
, a

n 
am

ou
nt

 e
qu

al
 to

 th
e 

ne
xt

 1
2 

m
on

th
s’

ex
pe

ct
ed

 b
en

ef
it

 p
ay

m
en

ts
 i

n 
ex

ce
ss

 o
f 

th
e 

pl
an

’s
 c

ur
re

nt
 a

ss
et

s 
be

cl
as

si
fi

ed
 a

s 
a 

cu
rr

en
t 

li
ab

il
it

y.
 T

he
 r

em
ai

nd
er

 i
s 

cl
as

si
fi

ed
 a

s 
a 

no
n-

cu
rr

en
t 

li
ab

il
it

y.

17



N
ot
e 

4:
 O

p
e

ra
ti

n
g

 L
e

a
se

s

T
he

 N
A

IC
 l

ea
se

s 
it

s 
of

fi
ce

 s
pa

ce
 i

n 
K

an
sa

s 
C

it
y,

 N
ew

 Y
or

k

an
d 

W
as

hi
ng

to
n,

 D
.C

. u
nd

er
 n

on
ca

nc
el

ab
le

 o
pe

ra
ti

ng
 le

as
es

.

C
er

ta
in

 p
ar

ts
 o

f 
th

e 
ag

re
em

en
ts

 c
on

ta
in

 e
sc

al
at

io
n 

cl
au

se
s

pr
ov

id
in

g 
in

cr
ea

se
d 

re
nt

al
s 

ba
se

d 
on

 m
ai

nt
en

an
ce

, 
ut

il
it

y

an
d 

ta
x 

in
cr

ea
se

s.
 T

he
 N

A
IC

 a
ls

o 
le

as
es

 c
er

ta
in

 o
ff

ic
e 

eq
ui

p-

m
en

t 
un

de
r 

no
nc

an
ce

la
bl

e 
op

er
at

in
g 

le
as

es
, 

w
hi

ch
 e

xp
ir

e 
at

va
ri

ou
s 

da
te

s 
th

ro
ug

h 
20

14
. 

T
he

 a
cc

om
pa

ny
in

g 
fi

na
nc

ia
l

st
at

em
en

ts
 r

ef
le

ct
 r

en
t 

ex
pe

ns
e 

on
 t

he
 s

tr
ai

gh
t-

li
ne

 m
et

ho
d

ov
er

 t
he

 t
er

m
s 

of
 t

he
 l

ea
se

s.
 T

ot
al

 r
en

ta
l 

ex
pe

ns
es

 u
nd

er
 a

ll

le
as

es
 f

or
 t

he
 y

ea
rs

 e
nd

ed
 D

ec
em

be
r 

31
, 

20
07

 a
nd

 2
00

6

w
er

e 
$4

,2
36

,7
28

 a
nd

 $
4,

41
1,

10
0,

 r
es

pe
ct

iv
el

y.
  

2
0

0
7

2
0

0
6

Pr
oj
ec
te
d 
be

ne
fit

 o
bl
ig
at
io
n

$
(2
7,

32
6,
69
7)

$ 
(2
7,
60

9,
59
0)

Fa
ir 
va

lu
e 
of

 p
la
n 
as
se
ts

25
,3

54
,7
29

20
,5

45
,8

19

Fu
nd

ed
 s
ta
tu
s 
of

 p
la
n

$ 
   

 (1
,9
71

,9
68

)
$ 

   
 (7

,0
63

,7
71

)

Ac
cr
ue

d 
be

ne
fit

 c
os
t r
ec
og

ni
ze
d 
in

th
e 
st
at
em

en
t o

f f
in
an

ci
al

 p
os
iti
on

$
(1

,9
71

,9
68

)
$ 

   
   

 (5
98

,5
47

)

Ac
cu
m
ul
at
ed

 b
en

ef
it 
ob

lig
at
io
n

$ 
   
23

,5
76

,8
25

$
21

,1
44

,3
66

Em
pl
oy
er

 c
on

tr
ib
ut
io
ns

$ 
   

  5
,3

50
,0
00

$ 
   

  3
,0
00

,0
00

Be
ne

fit
s 
pa

id
$ 

   
  2

,3
22

,3
58

$ 
   

  3
,5

19
,9

91

Se
rv
ic
e 
co
st

$ 
   

  1
,4

50
,4
26

$ 
   

  1
,6

90
,5
64

In
te

re
st

 c
os
t

1,
76

5,
61

1
1,
79

4,
26

3

Re
tu

rn
 o
n 
pl
an

 a
ss
et
s

(1
,6

38
,7
29

)
(1

,5
19

,0
85

)

A
m
or
tiz
at
io
n 
of

 n
et

 (g
ai
n)

lo
ss

57
2,
60

1
54
7,

97
9

N
E

T
 P

E
N

S
IO

N
 C

O
S

T
$

   
 2

,1
4

9
,9

0
9

$
   

 2
,5

1
3

,7
2

1

N
ot
e 

5:
 E

m
p

lo
y

e
e

 R
e

ti
re

m
e

n
t 

P
la

n
s

T
h
e 

N
A

IC
 h

as
 a

 n
o
n
co

n
tr

ib
u
to

ry
 d

ef
in

ed
 b

en
ef

it
 p

la
n
 (

P
la

n
 A

) 
co

v
er

in
g
 a

ll
 e

m
p
lo

y
ee

s 
w

it
h
 a

 h
ir

e 
d
at

e 
p
ri

o
r 

to
Ja

n
u
ar

y
 1

, 
2
0
0
0
. 

T
h
e 

b
en

ef
it

s 
ar

e 
b
as

ed
 o

n
 y

ea
rs

 o
f 

se
rv

ic
e 

an
d
 t

h
e 

em
p
lo

y
ee

’s
 c

o
m

p
en

sa
ti

o
n
 f

o
r 

th
e 

fi
v
e 

co
n
-

se
cu

ti
v
e 

y
ea

rs
 o

f 
th

e 
te

n
 l

at
es

t 
y
ea

rs
 o

f 
em

p
lo

y
m

en
t 

th
at

 g
iv

e 
th

e 
h
ig

h
es

t 
av

er
ag

e.

T
h
e 

fo
ll

o
w

in
g
 t

ab
le

 s
et

s 
fo

rt
h
 t

h
e 

p
la

n
’s

 f
u
n
d
in

g
 s

ta
tu

s,
 a

m
o
u
n
t 

re
co

g
n
iz

ed
 i

n
 t

h
e 

N
A

IC
’s

 f
in

an
ci

al
 s

ta
te

m
en

ts
,

an
d
 o

th
er

 r
eq

u
ir

ed
 d

is
cl

o
su

re
s:

N
O

T
E

S
 T

O
 F

IN
A

N
C

IA
L

 S
TA

T
E

M
E

N
T

S
D

ec
em

be
r 3

1,
 2

00
7 

an
d 

20
06

F
ut

ur
e 

m
in

im
um

 
le

as
e 

pa
ym

en
ts

 
at

 
D

ec
em

be
r 

31
, 

20
07

,

w
er

e: Y
e

a
r 

E
n

d
in

g
 D

e
ce

m
b

e
r 

3
1

,
A

m
o

u
n

t

20
08

$ 
  4

,4
70

,1
82

20
09

4,
79

1,
22

3

20
10

4,
85
2,

96
6

20
11

4,
86

3,
19
8

20
12

1,
24

5,
67

9

La
te

r Y
ea

rs
1,

30
9,
88
2

To
ta

l
$

   
2

1
,5

3
3

,1
3

0



T
he

 a
ct

ua
ri

al
 a

ss
um

pt
io

ns
 u

se
d 

in
 c

om
pu

ti
ng

 t
he

 p
en

si
on

 c
os

ts
 a

re
 a

s 
fo

ll
ow

s:

W
ei

gh
te

d 
av

er
ag

e 
as

su
m

pt
io

ns
 u

se
d 

to
 d

et
er

m
in

e 
ne

t 
pe

ns
io

n 
co

st
s 

ar
e 

as
 f

ol
lo

w
s:

2
0
0
7

2
0
0
6

D
is

co
un

t 
ra

te
6.

25
%

6.
25

%

S
al

ar
y 

in
cr

ea
se

5.
36

%
5.

36
%

E
xp

ec
te

d 
re

tu
rn

 o
n 

pl
an

 a
ss

et
s

7.
50

%
8.

00
%

T
he

 f
ol

lo
w

in
g 

is
 t

he
 p

la
n’

s 
w

ei
gh

te
d 

av
er

ag
e 

as
se

t 
al

lo
ca

ti
on

 b
y 

as
se

t 
ca

te
go

ry
 a

s 
of

D
ec

em
be

r 
31

, 
20

07
 a

nd
 2

00
6 

(t
he

 m
ea

su
re

m
en

t 
da

te
 o

f 
th

e 
pl

an
 a

ss
et

s)
:

2
0
0
7

2
0
0
6

E
qu

it
y 

se
cu

ri
ti

es
41

.0
0%

41
.0

0%

D
eb

t 
se

cu
ri

ti
es

59
.0

0%
59

.0
0%

P
la

n 
as

se
ts

 a
re

 h
el

d 
by

 a
n 

in
su

ra
nc

e 
co

m
pa

ny
, w

hi
ch

 in
ve

st
s 

th
e 

pl
an

 a
ss

et
s 

in
 a

cc
or

da
nc

e

w
it

h 
th

e 
pr

ov
is

io
ns

 o
f 

th
e 

pl
an

 a
gr

ee
m

en
t.
 T

he
 p

la
n 

ag
re

em
en

t 
pe

rm
it

s 
in

ve
st

m
en

t 
in

co
m

m
on

 
st

oc
ks

, 
co

rp
or

at
e 

bo
nd

s,
 

U
.S

. 
G

ov
er

nm
en

t 
se

cu
ri

ti
es

 
an

d 
ot

he
r 

sp
ec

if
ie

d

in
ve

st
m

en
ts

, 
ba

se
d 

on
 c

er
ta

in
 t

ar
ge

t 
al

lo
ca

ti
on

 p
er

ce
nt

ag
es

. A
ss

et
 a

ll
oc

at
io

n 
is

 p
ri

m
ar

il
y

ba
se

d 
on

 a
 s

tr
at

eg
y 

to
 p

ro
vi

de
 s

ta
bl

e 
ea

rn
in

gs
 w

hi
le

 s
ti

ll
 p

er
m

it
ti

ng
 t

he
 p

la
n 

to
 r

ec
og

ni
ze

po
te

nt
ia

ll
y 

hi
gh

er
 r

et
ur

ns
 th

ro
ug

h 
a 

li
m

it
ed

 in
ve

st
m

en
t i

n 
eq

ui
ty

 s
ec

ur
it

ie
s.

 P
la

n 
as

se
ts

 a
re

re
ba

la
nc

ed
 a

s 
ne

ce
ss

ar
y 

ba
se

d 
up

on
 t

he
 m

in
im

um
 a

nd
 m

ax
im

um
 r

es
tr

ic
ti

on
s 

se
t 

fo
rt

h 
in

th
e 

pl
an

’s
 i

nv
es

tm
en

t 
po

li
cy

 s
ta

te
m

en
t.

T
he

 b
en

ef
it

s 
ex

pe
ct

ed
 t

o 
be

 p
ai

d 
to

 p
ar

ti
ci

pa
nt

s 
ov

er
 t

he
 n

ex
t 

10
 y

ea
rs

 w
hi

ch
 r

ef
le

ct

ex
pe

ct
ed

 f
ut

ur
e 

se
rv

ic
es

 a
s 

ap
pr

op
ri

at
e,

 a
s 

of
 D

ec
em

be
r 

31
, 
20

07
 a

re
 a

s 
fo

ll
ow

s:

20
08

$ 
  

  
1,

87
7,

88
5

20
09

1,
61

6,
20

3

20
10

2,
11

3,
46

7

20
11

2,
01

2,
90

5

20
12

2,
63

3,
61

3

20
13

 --
 2

01
7

11
,4

20
,8

56

T
O

T
A

L
$
  

 2
1
,6

7
4
,9

2
9

T
he

 N
A

IC
’s

 b
es

t 
es

ti
m

at
e 

of
 c

on
tr

ib
ut

io
ns

 t
o 

be
 p

ai
d 

du
ri

ng
 2

00
8 

is
 $

1,
60

0,
00

0.

T
h
e 

N
A

IC
 p

ro
v
id

es
 a

 s
u

p
p

le
m

en
ta

l 
d

ef
in

ed
 c

o
n

tr
ib

u
ti

o
n

 4
0

1
(a

) 
p

la
n

 (
P

la
n

 B
) 

th
at

co
v
er

s 
su

b
st

an
ti

al
ly

 a
ll

 e
m

p
lo

y
ee

s 
w

it
h

 o
n

e 
y

ea
r 

o
r 

m
o

re
 o

f 
se

rv
ic

e.
 E

ac
h

 y
ea

r,
 t

h
e

In
te

rn
al

 A
d
m

in
is

tr
at

io
n
 (

E
X

1
) 

S
u

b
co

m
m

it
te

e 
d

et
er

m
in

es
 t

h
e 

co
n

tr
ib

u
ti

o
n

 f
o

r 
th

e 
n

ex
t

y
ea

r.
 I

n
 2

0
0
7
 a

n
d
 2

0
0
6
, 

th
e 

N
A

IC
 m

at
ch

ed
 u

p
 t

o
 3

.5
%

 o
f 

co
m

p
en

sa
ti

o
n

 o
f 

em
p

lo
y

-

ee
s 

w
h
o
 c

o
n
tr

ib
u
te

d
 t

o
 P

la
n

 B
 a

n
d

 c
o

n
tr

ib
u

te
d

 2
%

 o
f 

al
l 

em
p

lo
y

ee
s’

an
n

u
al

 c
o

m
p

en
-

sa
ti

o
n
. T

h
e 

p
en

si
o
n
 e

x
p
en

se
 r

el
at

ed
 t

o
 P

la
n

 B
 f

o
r 

th
e 

y
ea

rs
 e

n
d

ed
 D

ec
em

b
er

 3
1

, 
2

0
0

7

an
d
 2

0
0
6
 w

as
 $

1
,2

5
3
,8

6
5

 a
n

d
 $

1
,1

4
8

,1
1

7
, 

re
sp

ec
ti

v
el

y.

N
ot
e 
6:

 R
e

la
te

d
 P

a
rt

y
 T

ra
n

sa
c

ti
o

n
s

E
ff

ec
ti

v
e 

Ja
n

u
ar

y
 1

, 
2

0
0

6
, 

th
e 

N
A

IC
 e

n
te

re
d
 i

n
to

 a
 s

er
v
ic

e 
ag

re
em

en
t 

w
it

h
 t

h
e

N
at

io
n

al
 I

n
su

ra
n

ce
 P

ro
d

u
ce

r 
R

eg
is

tr
y
 (

th
e 

N
IP

R
),

 a
n
 a

ff
il

ia
te

d
 e

n
ti

ty
, 

w
h
er

eb
y
 t

h
e

N
A

IC
 p

ro
v

id
es

 c
er

ta
in

 a
d

m
in

is
tr

at
iv

e 
se

rv
ic

es
 t

o
 t

h
e 

N
IP

R
. 

T
h
e 

N
A

IC
 r

ec
ei

v
es

 3
0
%

o
f 

ce
rt

ai
n

 N
IP

R
 r

ev
en

u
es

, 
w

h
ic

h
 r

ep
re

se
n
ts

 a
 l

ic
en

se
 f

ee
 f

o
r 

N
IP

R
 t

o
 u

se
 t

h
e 

N
A

IC
’s

p
ro

d
u

ce
r 

d
at

a.
 I

n
 a

d
d

it
io

n
, 

th
e 

N
A

IC
 r

ec
ei

v
es

 f
ro

m
 N

IP
R

, 
an

 a
d
m

in
is

tr
at

iv
e 

fe
e 

o
f

$
1

,0
0

0
,0

0
0

 f
o

r 
se

rv
ic

es
, 

fa
ci

li
ti

es
, 

an
d
 e

q
u
ip

m
en

t 
p
ro

v
id

ed
 b

y
 t

h
e 

N
A

IC
. 

T
h
e 

N
A

IC

m
ai

n
ta

in
s 

an
d

 i
n

cu
rs

 t
h

e 
co

st
s 

re
la

te
d
 t

o
 t

h
e 

h
ar

d
w

ar
e 

an
d
 s

o
ft

w
ar

e 
in

fr
as

tr
u
ct

u
re

 t
h
at

su
p

p
o

rt
 b

o
th

 t
h

e 
N

A
IC

an
d

 N
IP

R
. 

T
h
e 

N
A

IC
al

lo
ca

te
s 

a 
sh

ar
e 

o
f 

su
ch

 c
o
st

s 
to

 t
h
e

N
IP

R
.

T
h

e 
to

ta
l 

am
o

u
n

t 
ch

ar
g

ed
 d

u
ri

n
g
 t

h
e 

y
ea

r 
an

d
 a

m
o
u
n
ts

 o
w

ed
 a

t 
y
ea

r-
en

d
 f

o
r 

N
IP

R
ar

e

as
 f

o
ll

o
w

s:

2
0
0
7

2
0
0
6

A
dm

in
is

tr
at

iv
e 

se
rv

ic
es

 p
ro

vi
de

d 
by

 N
A

IC
$ 

 6
,3

61
,8

55
$

5,
76

7,
63

4

R
en

ta
l 

an
d 

m
ai

nt
en

an
ce

$ 
  

  
17

8,
67

4
$ 

  
  

21
1,

89
9

A
m

ou
nt

s 
pa

ya
bl

e 
to

 N
A

IC
$ 

  
  

60
5,

33
2

$ 
 1

,2
37

,6
52

S
ub

se
qu

en
t 

to
 D

ec
em

be
r 

31
, 

20
07

, 
an

 a
m

en
dm

en
t 

to
 t

he
 s

er
vi

ce
s 

ag
re

em
en

t 
be

tw
ee

n
N

A
IC

an
d 

N
IP

R
 

ha
s 

be
en

 
ne

go
ti

at
ed

. 
E

ff
ec

ti
ve

 A
pr

il
 

20
08

, 
th

e 
in

fr
as

tr
uc

tu
re

 
co

st
sh

ar
in

g 
ar

ra
ng

em
en

t 
w

il
l 

be
 t

ra
ns

it
io

ne
d 

to
 a

 p
er

 t
ra

ns
ac

ti
on

 u
sa

ge
 f

ee
.

E
ff

ec
ti

ve
 J

un
e 

20
07

, 
th

e 
N

A
IC

 e
nt

er
ed

 i
nt

o 
a 

se
rv

ic
e 

ag
re

em
en

t 
w

it
h 

th
e 

In
te

rs
ta

te
In

su
ra

nc
e 

P
ro

du
ct

 R
eg

ul
at

io
n 

C
om

m
is

si
on

 (
th

e 
II

P
R

C
),

 w
he

re
by

 t
he

 N
A

IC
 p

ro
vi

de
s

ce
rt

ai
n 

ad
m

in
is

tr
at

iv
e 

se
rv

ic
es

 t
o 

th
e 

II
P

R
C

. 
T

he
 N

A
IC

 r
ec

ei
ve

s 
an

 a
dm

in
is

tr
at

iv
e 

fe
e

of
 $

10
0,

00
0 

fo
r 

th
e 

fi
rs

t 
ye

ar
 o

f 
th

e 
ag

re
em

en
t.
 I

n 
th

e 
se

co
nd

 y
ea

r,
 t

he
 f

ee
 w

il
l 

in
cr

ea
se

to
 $

12
5,

00
0.

 A
dd

it
io

na
ll

y,
 c

er
ta

in
 e

xp
en

se
s 

ar
e 

pa
id

 o
n 

be
ha

lf
 o

f,
 a

nd
 r

ei
m

bu
rs

ed
 b

y,
th

e 
II

P
R

C
.

T
he

 t
ot

al
 a

m
ou

nt
s 

ch
ar

ge
d 

du
ri

ng
 t

he
 y

ea
r 

an
d 

am
ou

nt
s 

ow
ed

 a
t 

ye
ar

-e
nd

 f
or

 I
IP

R
C

ar
e

as
 f

ol
lo

w
s:

2
0
0
7

2
0
0
6

A
dm

in
is

tr
at

iv
e 

se
rv

ic
es

 p
ro

vi
de

d 
by

 N
A

IC
$ 

  
  

 5
8,

33
4

$ 
—

A
m

ou
nt

s 
pa

ya
bl

e 
to

 N
A

IC
$ 

  
  

 1
4,

44
0

$ 
  

16
6,

61
8

A
cc

ru
ed

 i
nt

er
es

t 
on

 n
ot

e 
pa

ya
bl

e 
to

 N
A

IC
$ 

  
  

 1
3,

61
9

$ 
 

—

N
ot

e 
pa

ya
bl

e 
to

 t
he

 N
A

IC
$ 

 
55

0,
00

0
$ 

  
 

—

A
n 

ad
di

ti
on

al
 u

ns
ec

ur
ed

 l
in

e 
of

 c
re

di
t 

in
 t

he
 a

m
ou

nt
 o

f 
$8

50
,0

00
 w

as
 a

pp
ro

ve
d 

by
 t

he
N

A
IC

in
 D

ec
em

be
r 

20
07

 t
o 

be
 u

se
d 

by
 I

IP
R

C
.

N
O

T
E

S
 T

O
 F

IN
A

N
C

IA
L

 S
TA

T
E

M
E

N
T

S
D

ec
em

be
r 3

1,
 2

00
7 

an
d 

20
06

19



Es
pr

it 
de

 C
or

ps
 A

w
ar

d
De

fin
ed

 as
 “a

 co
m

m
on

 sp
iri

t o
f c

om
ra

de
sh

ip,
 en

th
us

ias
m

 an
d d

ev
ot

ion
 to

 a 
ca

us
e a

m
on

g m
em

be
rs 

of
 a 

gr
ou

p,”
 

th
is 

aw
ar

d r
ec

og
niz

es
 re

cip
ien

t’s
 sp

iri
t o

f c
oo

pe
ra

tio
n a

nd
 ou

tst
an

din
g s

er
vic

e t
o t

he
 N

AI
C a

nd
 its

 M
em

be
rs.

N
eb

ra
sk

a 
De

pa
rt

m
en

t o
f I

ns
ur

an
ce

An
n 

Fr
oh

m
an

n,
 D

ire
ct

or

Al
as

ka
D

iv
is

io
n 

of
 In

su
ra

nc
e

Co
lo

ra
do

D
iv

is
io

n 
of

 In
su

ra
nc

e
Io

w
a

In
su

ra
nc

e 
D

iv
is

io
n

M
in

ne
so

ta
D

ep
ar

tm
en

t o
f C

om
m

er
ce

M
is

so
ur

i D
ep

ar
tm

en
t o

f I
ns

ur
an

ce
, F

in
an

ci
al

 In
st

itu
tio

ns
an

d 
Pr

of
es

si
on

al
 R

eg
is

tr
at

io
n

N
eb

ra
sk

a
D

ep
ar

tm
en

t o
f I

ns
ur

an
ce

N
ev

ad
a

D
iv

is
io

n 
of

 In
su

ra
nc

e
N

or
th

 D
ak

ot
a

D
ep

ar
tm

en
t o

f I
ns

ur
an

ce

Te
xa

s
D

ep
ar

tm
en

t o
f I

ns
ur

an
ce

Vi
rg

in
ia

St
at

e 
Co

rp
or

at
io

n 
Co

m
m

is
si

on
,

Bu
re

au
 o

f I
ns

ur
an

ce

W
es

t V
irg

in
ia

O
ff

ic
es

 o
f t

he
 In

su
ra

nc
e 

Co
m

m
is

si
on

er

2
0

0
7

 A
C

C
R

E
D

IT
A

T
IO

N
S

 A
N

D
 A

W
A

R
D

S

20

Ro
be

rt
 D

in
ee

n 
Aw

ar
d

for
 O

ut
sta

nd
ing

 Se
rv

ice
an

d C
on

tri
bu

tio
n

to
 th

e
Sta

te 
Re

gu
lat

ion
of

 In
su

ra
nc

e

Ch
ar

le
s 

Ra
pa

cc
iu

ol
o

As
si

st
an

t D
ep

ut
y

Su
pe

rin
te

nd
en

t,

N
ew

 Y
or

k 
St

at
e

In
su

ra
nc

e 
D

ep
ar

tm
en

t



Th
e m

iss
io

n 
of

 th
e N

AI
C 

is
 t

o 
as

si
st

 s
ta

te
 i

ns
ur

an
ce

 r
eg

ul
at

or
s,

 i
nd

iv
id

ua
ll

y 
an

d 
co

ll
ec

ti
ve

ly
,

in
 s

er
vi

ng
 t

he
 p

ub
li

c 
in

te
re

st
 a

nd
 a

ch
ie

vi
ng

 t
he

 f
ol

lo
w

in
g 

fu
nd

am
en

ta
l 

in
su

ra
nc

e 
re

gu
la

to
ry

 g
oa

ls
 i

n 
a 

re
sp

on
si

ve
,

ef
fi

ci
en

t 
an

d 
co

st
-e

ff
ec

ti
ve

 m
an

ne
r,

 c
on

si
st

en
t 

w
it

h 
th

e 
w

is
he

s 
of

 i
ts

 m
em

be
rs

: 

Pr
ot

ec
t t

he
 p

ub
lic

 in
ter

es
t;

Pr
om

ot
e c

om
pe

tit
ive

 m
ar

ke
ts;

Fa
cil

ita
te 

th
e f

ai
r a

nd
 eq

ui
ta

bl
e t

re
at

m
en

t o
f i

ns
ur

an
ce

 co
ns

um
er

s;

Pr
om

ot
e t

he
 re

lia
bi

lit
y, 

so
lve

nc
y a

nd
 fi

na
nc

ia
l s

ol
id

ity
 o

f i
ns

ur
an

ce
 in

sti
tu

tio
ns

;

Su
pp

or
t a

nd
 im

pr
ov

e s
ta

te 
re

gu
la

tio
n 

of
 in

su
ra

nc
e.

N
A

IC
O

R
G

A
N

IZ
A

T
IO

N
A

L
 C

H
A

R
T

C
a
th

er
in

e 
J
. 
W

ea
th

er
fo

rd

E
xe

cu
ti

ve
 V

ic
e 

P
re

si
de

nt
 &

 C
hi

ef
 E

xe
cu

ti
ve

 O
ff

ic
er

A
n

d
re

w
 B

ea
l

D
ep

ut
y 

E
xe

cu
ti

ve
 V

ic
e 

P
re

si
de

nt
 &

 C
hi

ef
 L

eg
al

 O
ff

ic
er

B
ra

d
y
 K

el
le

y

C
hi

ef
 F

in
an

ci
al

 &
 S

tr
at

eg
ic

 B
us

in
es

s 
O

ff
ic

er

T
ri

sh
 S

ch
o
et

tg
er

K
a
y
 N

o
o
n

a
n

E
ri

c 
N

o
rd

m
a
n

D
ir

ec
to

r
G

en
er

al
 C

ou
ns

el
D

ir
ec

to
r

M
em

be
r 

S
er

vi
ce

s 
&

 I
ni

ti
at

iv
es

K
an

sa
s 

C
it

y
R

es
ea

rc
h

K
an

sa
s 

C
it

y
K

an
sa

s 
C

it
y

B
re

tt
 P

a
lm

er
C

h
ri

s 
E

v
a
n

g
el

T
o
d

d
 S

el
ls

M
an

ag
in

g 
D

ir
ec

to
r

M
an

ag
in

g 
D

ir
ec

to
r

D
ir

ec
to

r
G

ov
er

nm
en

t 
R

el
at

io
ns

S
ec

ur
it

ie
s 

V
al

ua
ti

on
 O

ff
ic

e
F

in
an

ci
al

 R
eg

ul
at

or
y 

S
er

vi
ce

s
W

as
hi

ng
to

n,
 D

.C
.

N
ew

 Y
or

k
K

an
sa

s 
C

it
y

J
u

li
e 

F
ri

tz
D

en
is

e 
M

a
tt

h
ew

s
T

im
 M

u
ll

en

D
ir

ec
to

r
D

ir
ec

to
r

D
ir

ec
to

r
In

su
ra

nc
e 

P
ro

du
ct

s 
&

 S
er

vi
ce

s
In

fo
rm

at
io

n 
S

ys
te

m
s

M
ar

ke
t 

R
eg

ul
at

io
n

K
an

sa
s 

C
it

y
K

an
sa

s 
C

it
y

K
an

sa
s 

C
it

y

S
co

tt
 H

o
le

m
a
n

B
re

n
t 

R
o
p

er

D
ir

ec
to

r
D

ir
ec

to
r

C
om

m
un

ic
at

io
ns

H
um

an
 R

es
ou

rc
es

 &
 I

nt
er

na
l 

S
er

vi
ce

s
K

an
sa

s 
C

it
y

K
an

sa
s 

C
it

y

D
ir

ec
to

r 
Ti

m
 W

ag
ne

r
w

as
 k

no
w

n

fo
r 

hi
s 

ou
tg

oi
ng

 p
er

so
na

lit
y

an
d 

ke
en

 m
in

d.

A
st

ro
ng

 c
ha

m
pi

on
 o

f s
ta

te

m
od

er
ni

za
tio

n 
ef

fo
rt

s, 
hi

s 
im

po
rt

an
t

in
si

gh
t a

nd
 fr

ie
nd

ly
 p

re
se

nc
e

in
sp

ire
d 

hi
s 

m
an

y 
cl

os
e 

fr
ie

nd
s,

fe
llo

w
 re

gu
la

to
rs

an
d 

N
AI

C
st

af
f.

Th
e 

in
su

ra
nc

e 
co

m
m

un
ity

 w
ill

gr
ea

tly
 m

is
s 

hi
s 

sp
ir

it

an
d 

de
di

ca
tio

n.

In
 M

em
or

ia
m

L.
 T

im
 W

ag
ne

r
1
9
4
2
 -

 2
0
0
7

D
ir

ec
to

r,
 N

eb
ra

sk
a 

D
ep

ar
tm

en
t 

o
f 

In
su

ra
n
ce

1
9
9
9
 -

 2
0
0
7



C
ov

er
 a
nd

 in
te

rio
r p

ag
es

 p
rin

te
d 
on

 re
cy
cl
ed

 p
ap

er
.

©
 C
op

yr
ig
ht

 2
00

8 
by

 th
e 
N
at
io
na

l A
ss
oc
ia
tio

n 
of

 In
su

ra
nc
e 
C
om

m
is
si
on

er
s.

A
ll 

rig
ht
s 

re
se

rv
ed

. P
rin

te
d 
in

 th
e 
U
ni
te
d 
St
at
es

 o
f A

m
er
ic
a.





 

NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 

 
 
TO: Commissioners, Directors and Superintendents 

EXECUTIVE 
HEADQUARTERS

2301 MCGEE STREET

SUITE 800
KANSAS CITY MO

64108-2662
VOICE 816-842-3600

FAX 816-783-8175

            GOVER ENT 
 RELATIONS

HALL OF TH STATES

444 NORTH CAPIT  ST N

 Interested Parties 
 
FROM: Noreen K. Vergara 

NM

E 

OL W
SUITE 701

WASHINGTON DC
20001-1509

VOICE 202-624-7790
FAX 202-624-8579

 
 
 
 SECURITIES 

VALUATION 

48 WALL REET
6TH FLOO

 ST
R

NEW Y NY 
10 5-2906

VOICE 202-624-7790
FAX 202-624-8579

 
 
 
 

ORK, 
00

 Staff Attorney 
 
DATE: October 9, 2007 
 
RE: NAIC Action on Model Laws and White Papers During the 2007 3rd 

Quarter National Meeting 
 

Following is a brief description of the NAIC’s action on model laws and guidelines.  
 

Adopted Model Laws and Regulations 
 

1. Long-Term Care Insurance Model Act (# 640) (Draft: 3/28/07)  
 

The Plenary adopted amendments to this model during the 2007 Fall 
National Meeting. The Executive Committee approved these amendments 
for model law development on June 3, 2007. These amendments are 
technical revisions to the recently adopted producer training requirements. 
Section 9 gives licensed agents a year-long grace period to comply with 
the model’s requirements. These revisions clarify the original intent of 
Section 9, which was to require all agents to receive the initial 8-hour 
training and 4-hour ongoing training. 

 
Adopted Actuarial Guidelines 

 
 1. Actuarial Guideline TAB – The Application of the Model Regulation 

Permitting the Recognition of Preferred Mortality Tables for Use in 
Determining Minimum Reserve Liabilities 

 
The Plenary adopted this Actuarial Guideline during the 2007 Fall 
National Meeting. The adoption of this guideline completes the Life and 
Health Actuarial Task Force’s charge related to the interim solution 
adopted by the NAIC in 2006. This guideline provides guidance on when 
and how to select the split of the mortality table in order to provide for a 
uniform and appropriate application of the model regulation. 
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Model Law and Regulation Concepts Approved for Development by the Executive Committee 

 
1. Determining Reserve Liabilities for Pre-need Life Insurance Model Regulation 

(Draft: 9/29/07)  
 

The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. This proposed regulation is needed to establish the 1980 CSO 
Mortality Tables as the authority used to establish minimum reserves for pre-need 
insurance. Reserves are one of the primary measures of financial solvency and as such, 
should be uniform and transparent among all the states. To view a copy of this draft, 
please visit: http://www.naic.org/index_committees.htm.  
 

2. Life and Health Insurance Guaranty Association Model Act (# 520)  
 

The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. The Receivership Model Act Revision (E) Working Group is 
amending this model to address issues such as claim coverage caps and the treatment of 
structure D settlements. To view a copy of this draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

3. Model Regulation to Implement the NAIC Medicare Supplement Minimum 
Standards Model Act (# 651)   
 
The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. The Accident and Health Working Group will review the current 
Medicare supplement refund formula and make any necessary changes. The refund 
calculation is required under the Omnibus Budget Reconciliation Act of 1990 in Section 
1882(r) of the Social Security Act. The Working Group will review the formula in light 
of large increases in Medicare supplement policies. To view a copy of this draft, please 
visit: http://www.naic.org/index_committees.htm.  
 

4. Property and Casualty Insurance Guaranty Association Model Act (# 540)  
 
The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. The Receivership Model Act Revision (E) Working Group’s 
primary concern was whether absolute uniformity was necessary for the functioning of 
the guaranty fund acts. To view a copy of this draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

5. Standard Nonforfeiture Law for Life Insurance (# 808)  
 

The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. The Life and Health Actuarial Task Force is amending this model to 
ensure that the nonforfeiture interest rate is defined for policies whose reserves are 
calculated using a principles-based methodology.  To view a copy of this draft, please 
visit: http://www.naic.org/index_committees.htm.  
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6. Standard Valuation Law (# 820)  
 

The Executive Committee approved the Request for Model Law Development on 
September 30, 2007. The Life and Health Actuarial Task Force is amending this model to 
enable a principles-based valuation methodology. To view a copy of this draft, please 
visit: http://www.naic.org/index_committees.htm.  

 
White Papers to be Considered for Adoption by the Plenary at the 2007 Winter National Meeting 

in Houston, Texas 
 

1. An Exploration of Potential Regulatory Measures Intended to Prevent Individuals 
at Later Durations of Non-Group Major Medical Products from Receiving Higher 
Rate Increases than Those at Early Durations  

 
The Health Insurance and Managed Care (B) Committee adopted this white paper. This 
paper relates to the Accident and Health Working Group’s discussions on the individual 
market closed block problem. To view a copy of this draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
 

Guidelines and Resolutions to be Considered for Adoption by the Executive/Plenary at the 2007 
Winter National Meeting in Houston, Texas 

 
1. Automobile Insurance Fraud Guidelines (Draft: 9/5/07)  
 

The Antifraud (D) Task Force and the Market Regulation and Consumer Affairs (D) 
Committee adopted this guideline during the 2007 Fall National Meeting. The intent of 
this guideline is to create a “runner” and “cappers” law for the states to utilize in order to 
restrict access to police reports. This guideline will prevent the solicitation of accident 
victims. To view a copy of this draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

2. Financial Guaranty Insurance Guideline (Draft: 10/1/07)  
 

The Financial Guaranty Model Law Revision (E) Working Group and the Financial 
Condition (E) Committee adopted this guideline during the 2007 Fall National Meeting. 
This guideline was formerly model # 626 – Financial Guaranty Insurance Model Act. 
Revisions include changing the definition of “financial guaranty insurance,” clarifying 
the scope of obligations and adding several subsections. To view a copy of this draft, 
please visit: 
http://www.naic.org/index_committees.htm.  
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Updates on Models, Guidelines and Whitepapers 

 
1. Actuarial Guideline VACARVM  
 

The Life and Health Actuarial Task Force discussed the AAA Variable Annuity Work 
Group’s proposed changes to this guideline. The Task Force also discussed whether to 
include this guideline in the principles based review process as well as the valuation 
manual. The consensus was that the guideline could be used in the valuation manual but 
that inclusion might delay its adoption. The Task Force ultimately decided to include it as 
a section of the valuation manual. To view a copy of this draft, please visit 
http://www.naic.org/documents/committees_lhatf_actuarial_guideline_variable_annuities
.doc.  
 

2. Actuarial Guideline XXXIX (AG-39)  
 

The Life and Health Actuarial Task Force discussed a letter from the American Council 
of Life Insurers (ACLI) which explained that AG VACARVM would not be effective 
before AG-39 expired. This letter proposed extending AG-39 with a provision for 
quarterly releasing 2.5% of the accumulated charges held as reserves. The Task Force 
revised this language and emphasized that the requirements of this guideline are 
temporary. To view a copy of this draft, please visit: 
http://www.naic.org/committees_lhatf.htm.  

 
3. Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and 

Programs (Large Deductible Filing Guidelines) (Draft: 9/26/07) 
 

The Workers’ Compensation (C) Task Force discussed the current draft of this guideline. 
The Task Force considered a change to Suggested Filing Requirement No. 19. The Task 
Force will schedule a conference call for the Working Group to be held in October 2007. 
To view a copy of this draft, please visit:  
http://www.naic.org/committees_c_wctf_large_deductible.htm.  
 

4. Guidelines for Regulations and Legislation on Workers’ Compensation Coverage 
for Professional Employer Organization Arrangements 

 
The Workers’ Compensation (C) Task Force discussed whether to add a drafting note to 
Section 12 and broaden Subsection 12(A). The Task Force adopted these two changes 
with the caveat that they should be considered by regulators and interested parties before 
the Property and Casualty Insurance (C) Committee adopts them. The C Committee will 
consider adopting these changes at the 2007 Winter National Meeting.  
 

5. Independent Adjuster Licensing Guideline  
 

The Producer Licensing (D) Working Group discussed the current draft during a 
conference call held on September 24, 2007. The Working Group received a report from 
the Independent Adjuster Licensing Subgroup that included discussing interested party 
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comments. Examples of comments included revising the definition of “independent 
adjuster,” adding language to Subsection 5(A) regarding catastrophic events and adding 
several drafting notes. The Subgroup intends to develop a new draft of this guideline and 
then receive additional comments. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_d_plwg_independent_adjuster_subgroup.htm.  
 

6. Medical Malpractice Closed Claim Reporting Law  
 

The Statistical Information (C) Task Force discussed this proposed model during a 
conference call held on June 19, 2007. The Task Force decided to strengthen the wording 
regarding reporting by risk retention groups. This suggestion would also apply to surplus 
lines. The Task Force also discussed including a more specific claim definition as well as 
the confidentiality and accessibility of data. To view a copy of the current draft, please 
visit: http://www.naic.org/index_committees.htm.  
 

7. Model Regulation to Define Standards and Commissioners’ Authority Companies 
Deemed to be in Hazardous Financial Condition (# 385)  

 
The Financial Condition (E) Committee voted to recommend model law development for 
amendments to this model. The Examination Oversight (E) Task Force was previously 
established to consider possible amendments to this model. The Task Force has already 
received several suggestions on how to strengthen this model and subsequent 
amendments will prove to be a very valuable tool for financial regulators. The Executive 
Committee will consider the Model Law Development Request during the 2007 Winter 
National Meeting. 
 

8. Recognition of the 2005 Group Term Life Waiver Mortality and Recovery Table for 
Use in Determining Reserve Liabilities for Group Life Waiver of Premium Disabled 
Life Reserves Guideline  

 
This guideline was not discussed during the 2007 Fall National Meeting. The Life and 
Health Actuarial Task Force decided to defer discussion for a conference call to be held 
at a later date. 
 

9. Title Insurance Agent Model Act (# 230)  
 
The Title Insurance Issues (C) Working Group discussed whether this model should be 
amended and, if so, how those amendments should be classified. The Working Group 
decided that these models were outdated and should be amended. These amendments 
would be classified as guidelines. 
 

10. Title Insurer Model Act (# 628)  
 
The Title Insurance Issues (C) Working Group discussed whether this model should be 
amended and, if so, how those amendments should be classified. The Working Group 
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decided that these models were outdated and should be amended. These amendments 
would be classified as guidelines. 
 

11. Third Party Administrator Guidelines (Draft 9/26/07)  
 

The Workers Compensation (C) Task Force discussed recent changes made to this 
guideline. These changes include replacing the term “person” with the term “business 
entity” in the definition of Third Party Administrator (TPA) and removing two 
subsections in Section 11. The Task Force also discussed the amount of oversight that 
should be required regarding bank accounts held by TPAs for their insurers.  
 

12. Unfair Trade Practices Act (# 880)  
 

The Life and Health Insurance (A) Committee discussed proposed amendments to 
address travel underwriting. In particular, the Committee discussed the three most 
decisive provisions: (1) changing Section 4(G)(1) to include the words “actuarially 
supportable”; (2) revising the language in Section 4(G)(2) which would prohibit refusing 
life insurance to, prohibit refusing to continue life insurance, or prohibit limiting the 
amount, extent, or kind of life insurance available based upon an individual’s past lawful 
travel experiences; and (3) revising the market conduct language provisions in Section 
4(G)(3)(d). The Committee decided that these amendments would be advanced as 
guidelines during the 2007 Summer National Meeting. The Committee intends to develop 
a new draft and hold a conference call at a future date.  

 
13. Uniform Health Carrier External Review Model Act (Draft: 9/12/07)  
 

The Regulatory Framework (B) Task Force discussed comments received on a new draft 
of this proposed model law. The major changes from the previous draft include requiring 
the health carrier to conduct a preliminary review of the external review request to 
determine whether it is eligible for review as well as requiring the commissioner to select 
the independent review organization (IRO). The Task Force will distribute a new draft 
and hold a conference call prior to the 2007 Winter National Meeting.  
 

14. Uniform Individual Health Insurance Underwriting Application Form Model Law 
 

The Health Insurance and Managed Care (B) Committee decided that it needed to review 
issues surrounding this form to determine its feasibility prior to deciding whether it 
would be appropriate to develop a model law or regulation. The Committee amended its 
charge to reflect this decision. 
 

 
 
 



 
 

 

 

 
 

TO: Commissioners, Directors and Superintendents 
 Interested Parties 

 
FROM: Noreen K. Vergara 
 Staff Attorney 

 
DATE:  December 18, 2007 

 
RE: NAIC Action on Model Laws and White Papers During the 2007 4th Quarter National 

Meeting 
 

Following is a brief description of the NAIC’s action on model laws and guidelines.  
 

Adopted Model Laws and Regulations 
  
There were no model laws or regulations adopted during the Winter National Meeting. 
 

Adopted Guidelines 
 

1. Automobile Insurance Fraud Guidelines (Draft: 9/5/07)  
 

The Plenary adopted this Guideline during the 2007 Winter National Meeting. This 
Guideline creates a “runner” and “cappers” law for the states to utilize in order to restrict 
access to police reports and prevent the solicitation of accident victims. 

 
2. Financial Guaranty Insurance Guideline (Draft: 10/1/07)  

 
The Plenary adopted this Guideline during the 2007 Winter National Meeting. This 
Guideline was formerly model # 626 – Financial Guaranty Insurance Model Act. 
Revisions include changing the definition of “financial guaranty insurance,” clarifying 
the scope of obligations and adding several subsections. 

 
3. Guidelines for Regulations and Legislation on Workers’ Compensation Coverage 

for Professional Employer Organization Arrangements (# 1950) 
 
The Property and Casualty (C) Committee adopted amendments that added a drafting 
note to Section 12 and broadened Subsection 12(A) during a conference call held on 
November 14, 2007. The Plenary adopted these amendments during the 2007 Winter 
National Meeting. 



 
Adopted Actuarial Guidelines 

 
1. Actuarial Guideline XXXIX 

 
The Life and Health Actuarial Task Force adopted revisions to Actuarial Guideline 
XXXIX (AG 39) on October 30, 2007. These revisions extend the current sunset date by 
one year to January 1, 2009. The revisions also include a release mechanism to be applied 
on a quarterly basis for a portion of the reserves established under the guideline. The 
Plenary adopted the revised Actuarial Guideline during the 2007 Winter National 
Meeting. 
 

Adopted White Papers 
 

1. An Exploration of Potential Regulatory Measures Intended to Prevent Individuals 
at Later Durations of Non-Group Major Medical Products from Receiving Higher 
Rate Increases than Those at Early Durations  

 
The Plenary adopted this white paper during the 2007 Winter National Meeting. This 
white paper is the result of the Accident and Health Working Group’s discussions on the 
individual market closed block problem. 
 

Model Law and Regulation Concepts Approved for Development by the Executive Committee 
 
1. Model Regulation to Define Standards and Commissioner’s Authority for Companies 

Deemed to be in Hazardous Financial Condition (# 385) 
 
 

The Executive Committee approved the development of amendments to this model during the 
2007 Winter National Meeting. This model was considered for possible changes at the time the 
new model law standards were adopted as it represented a model that hadn’t been updated since 
its creation in 1985. The Financial Condition (E) Committee will consider changes to the entire 
model, or any changes are considered necessary to make it as effective as possible. 

 
 

Updates on Models, Guidelines and Whitepapers 
 
1. Actuarial Guideline VACARVM (Draft: 9/29/07)  
 

The Life and Health Actuarial Task Force did not discuss this actuarial guideline during the 2007 
Winter National Meeting. The Task Force will hold conference calls in early 2008 to discuss any 
outstanding issues. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_lhatf.htm. 
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2. Determining Reserve Liabilities for Pre-need Life Insurance Model Regulation (Draft: 
9/29/07)  

 
The Life and Health Actuarial Task Force discussed this proposed model regulation during a 
conference call held on November 6, 2007. The Task Force received a report from the American 
Academy of Actuaries (AAA) Working Group and discussed potential tax issues related to the 
use of the 1980 CSO Mortality Table. This proposed regulation is needed to establish the 1980 
CSO Mortality Table as the authority used to establish minimum reserves for preneed insurance. 
Reserves are one of the primary measures of financial solvency and should be uniform and 
transparent among all states. The Task Force agreed to continue working on the proposed model 
and await another report from the AAA Working Group in early 2008. The Task Force did not 
discuss this proposed model during the 2007 Winter National Meeting and is accepting 
comments on the current draft until 12/31/07. To view a copy of the current draft, please visit:  
http://www.naic.org/index_committees.htm.  
 

3. Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and 
Programs (Large Deductible Filing Guidelines) 

 
The Large Deductible Study Implementation (C) Working Group discussed revising the 
Suggested Filing Requirements No. 2 and No. 3 from the Guidelines during a conference call 
held on October 26, 2007. The Working Group hopes to complete drafting by early 2008 and 
present the Guidelines for adoption at the same time as the Third Party Administrator Guidelines. 
 

4. Independent Adjuster Licensing Guideline (Draft: 9/30/07)  
 

The Independent Adjuster Guideline Subgroup did not discuss this Guideline during the 2007 
Winter National Meeting. The Subgroup intends to hold a conference call before the 2008 Spring 
National Meeting and present the Guideline to the Producer Licensing (D) Working Group at the 
National Meeting. 
 

5. Life & Health Insurance Guaranty Association Model Act (# 520) (Draft: 3/10/07)  
 
The Receivership Model Act Revision Working Group met via conference call on November 20, 
2007. The Working Group discussed the issues that remain unresolved after the 2007 Fall 
National Meeting and distributed a survey to Working Group members. The Working Group will 
assign these issues to subgroups once the survey is received and reviewed. The Working Group 
intends to meet and present a new draft at the 2008 Spring National Meeting. To view a copy of 
the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

6. Medical Malpractice Closed Claim Reporting Law (Draft: 6/11/07)  
 

The Statistical Information (C) Task Force requested guidance from the Property and Casualty 
(C) Committee regarding confidentiality provisions in this proposed model. The intention of this 
model is to help ensure the availability of closed claim data necessary for thorough analysis of 
issues associated with malpractice claims. The Task Force hopes to complete drafting in early 
2008. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
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7. Model Regulation to Define Standards in Commissioner’s Authority for Companies 
Deemed to be in Hazardous Financial Condition (# 385) 
The Executive Committee approved this Model Law for development during the 2007 Winter 
National Meeting. The Examination Oversight (E) Task Force intends to expose draft revisions 
to this model during the first quarter of 2008. To view a copy of the Request for Model Law 
Development, please visit: 
http://www.naic.org/committees_lhatf.htm.  
 

8. Model Regulation to Implement the NAIC Medicare Supplement Minimum Standards 
Model Act (# 651) (Draft: 9/30/07)  

 
The Accident and Health Working Group did not discuss this model during the 2007 Winter 
National Meeting. The Working Group will appoint a subgroup to begin modifying the refund 
formula in early 2008. To view a copy of the Request for Model Law Development, please visit: 
http://www.naic.org/index_committees.htm.  
 

9. Property and Casualty Insurance Guaranty Association Model Act (# 540) (Draft: 9/21/06)  
 

The Receivership and Insolvency (E) Task Force discussed its charges for early 2008. The Task 
Force will address the issues that remain unresolved after the 2007 Fall National Meeting. The 
Task Force intends to send a memo outlining these issues to interested regulators and interested 
parties with comments due back prior to the 2008 Spring National Meeting. To view a copy of 
the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

10. Recognition of the 2005 Group Term Life Waiver Mortality and Recovery Table for Use in 
Determining Reserve Liabilities for Group Life Waiver of Premium Disabled Life Reserves 
Guideline  
The Life and Health Actuarial Task Force did not discuss this Guideline during the 2007 Winter 
National Meeting. The Task Force will hold a conference call in early 2008 to discuss any 
outstanding issues. 

 
11. Senior Citizens Beware – Question Credentials of So-Called “Senior Specialists”; Insurer 

and Producer Bulletin  
 

The Life Insurance and Annuities (A) Committee discussed a draft insurer and producer bulletin 
and a draft consumer alert. The bulletin and the alert are for use by state insurance departments 
to make seniors aware as well as caution insurers and producers about the use of senior 
designations in the sale of insurance and annuity products. The Committee decided to circulate 
the draft bulletin and draft consumer alert for comment. To view a copy of the current drafts, 
please visit: 
http://www.naic.org/committees_a.htm. 
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12. Standard Nonforfeiture Law for Life Insurance (# 808) (Draft: 1/30/07)  
The Executive Committee approved the Request for Model Law Development during the 2007 
Fall National Meeting. The Life and Health Actuarial Task Force is amending this model to 
ensure that the nonforfeiture interest rate is defined for policies whose reserves are calculated 
using a principles-based methodology. The Task Force is accepting comments until 12/31/2007. 
To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

13. Standard Valuation Law (# 820)  
 

The Life and Health Actuarial Task Force discussed the proposed revisions to the Standard 
Valuation Law. The Task Force considered interested party comments relating to the covered 
scope of business as well as discussed the relation of current valuation standards to proposed 
changes in the valuation manual. The Task Force removed the requirement of an annual review 
by an independent qualified actuary. The Task Force will release a new draft of the Standard 
Valuation Law for comment in late December.  
 

14. Third Party Administrator Guidelines (# 90) 
 

The Large Deductible Study Implementation (C) Working Group continued drafting the 
guideline revisions. In particular, the Working Group continued discussing the amount of 
oversight that should be required regarding bank accounts held by third party administrators 
(TPAs) for their carriers and whether the reporting of claims denials by a TPA should be 
required. The Working Group hopes to complete drafting by early 2008. 
 

15. Title Insurance Agent Model Act (# 230)  
 
 The Title Insurance Issues (C) Working Group did not meet during the 2007 4th Quarter. 
 
16. Title Insurer Model Act (# 628)  
 

The Title Insurance Issues (C) Working Group did not meet during the 2007 4th Quarter. 
 

17. Unfair Trade Practices Act (# 880)  
 
The Life Insurance and Annuities (A) Committee discussed the proposed travel underwriting 
provisions to the Unfair Trade Practices Act during a conference call held on November 27, 
2007.  In particular, the Committee discussed interested parties’ concerns about the dual option 
approach. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_a.htm. 
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18. Uniform Health Carrier External Review Model Act (Draft: 12/2/07)  
  
The Regulatory Framework (B) Task Force discussed a new draft of this proposed model. In 
particular, the Task Force discussed comments concerning Section 9 – Expedited External 
Review, and the expedited review process in Section 10 – External Review of Experimental or 
Investigation Treatment Adverse Determinations. The Task Force determined that this draft was 
not ready to be voted on because there were a few important issues related to the use of 
evidence-based standards that could not be resolved. The Task Force will continue discussions 
on this issue and will distribute a new draft for comment in early 2008. 
 

 
 
 
 

 
 

 



 
 

 

 

 
 

TO: Commissioners, Directors and Superintendents 
 Interested Parties 

 
FROM: Noreen K. Vergara 
 Staff Attorney 

 
DATE:  April 15, 2008 

 
RE: NAIC Action on Model Laws and White Papers During the 2008 1st Quarter National 

Meeting 
 

Following is a brief description of the NAIC’s action on model laws and guidelines.  
 

Adopted Model Laws and Regulations 
  
1. Determining Reserve Liabilities for Pre-need Life Insurance Model Regulation  
 
 This model regulation designates the 1980 CSO Mortality Table as the authority used to 

establish minimum reserves for pre-need insurance. Reserves are one of the primary 
measures of financial solvency and should be uniform and transparent among all states. 
This model allows companies that have already switched to the 2001 CSO Mortality 
Table to transition to the 1980 CSO over time. On January 12, 2012, all companies are 
required to file policy forms with the 1980 CSO as the minimum standard. The Life 
Insurance and Annuities (A) Committee adopted this model during a conference call held 
on March 24, 2008. The Plenary adopted the model regulation on March 31, 2008. 

 
Adopted Guidelines 

 
There were no guidelines adopted during the Spring National Meeting. 

 
Adopted Actuarial Guidelines 

 
There were no actuarial guidelines adopted during the Spring National Meeting. 
 

Adopted White Papers 
 
There were no white papers adopted during the Spring National Meeting. 
 
 



Model Law and Regulation Concepts Approved for Development by the Executive Committee 
 
There were no model law or regulation concepts approved for development during the Spring National 
Meeting. 

 
Model Laws, Regulations, Guidelines and White Papers to be Adopted during the 2008 Summer 

National Meeting in San Francisco, California 
 

1. Filing Procedures for Compliance with the Provisions of the Terrorism Risk Insurance 
Program Reauthorization Act of 2007  

  
 The Property and Casualty (C) Committee adopted the proposed bulletin on March 31, 2008. 

This bulletin addresses changes to the Terrorism Risk Insurance Program (TRIP) that will occur 
in light of the enactment of the Terrorism Risk Insurance Program Reauthorization Act of 2007 
(TRIPRA). To view a copy of the current draft, please visit: 

 http://www.naic.org/topics/topic_tria.htm.  
 

2. Unfair Trade Practices Act (# 880) (Draft: 3/27/08)  
 
The Life Insurance and Annuities (A) Committee continued discussing the issue of life insurance 
travel underwriting. After the Committee reviewed the New York/Maine and Florida proposals 
during a March 24, 2008 conference call, members of the committee worked with interested 
parties to reach a compromise. After considering minor revisions, the Committee adopted the 
travel underwriting revisions. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
Updates on Models, Guidelines and Whitepapers 

 
1. Actuarial Guideline GWP – Group Term Life Waiver (Draft: 1/10/08) 
 
 The Life and Health Actuarial Task Force discussed whether to adopt the November 1, 2007 

draft. Proponents of this draft stated that adoption with the experience adjustments would be a 
step towards a principles-based system and that the prescribed table would be in keeping with 
current regulatory practices. Some regulators were uncomfortable with limiting the experience 
adjustment to unfavorable experience only and favored the use of the table without experience. 
LHATF decided to revise the draft and release it for comment. To view a copy of the current 
draft, please visit: http://www.naic.org/committees_lhatf.htm.  

 
2. Actuarial Guideline VACARVM (Draft: 9/29/07)  
 

The Life and Health Actuarial Task Force did not discuss this actuarial guideline during the 2008 
Spring National Meeting. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_lhatf.htm. 
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3. Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and 
Programs (Large Deductible Filing Guidelines) (Draft: 3/20/2007)   

 
The Large Deductible Study Implementation (C) Working Group discussed some minor 
revisions suggested by an interested party. The Working Group intends to consider adopting 
these guidelines during a conference call to be held in April, 2008. To view a copy of the current 
draft, please visit: http://www.naic.org/committees_c_wctf_large_deductible.htm.  
 

4. Independent Adjuster Licensing Guideline (Draft: 9/25/07) 
 

The Producer Licensing (D) Working Group has completed drafting this guideline. The Working 
Group intends to hold a conference call prior to the 2008 Summer National Meeting and present 
the Guideline to the Market Regulation and Consumer Affairs (D) Committee at the Summer 
National Meeting. To view a copy of the current draft, please visit:  
http://www.naic.org/committees_d_producer_licensing.htm.  
 

5. Life & Health Insurance Guaranty Association Model Act (# 520) (Draft: 3/10/07)  
 
The Receivership Model Act Revision Working Group discussed changing the current coverage 
limit. After much discussion, the working group changed the annuity and governmental 
retirement benefit plan coverage limits to $250,000. The Working Group also changed the 
coverage limits for long-term care to $300,000. The Working Group requested that interested 
parties submit suggestions on those coverage limits for which votes have not been held. To view 
a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
6. Medical Malpractice Closed Claim Reporting Law (Draft: 4/7/08)  
 

The Property and Casualty (C) Committee discussed the confidentiality provisions in this 
proposed model. The intention of this model is to help ensure the availability of closed claim 
data necessary for thorough analysis of issues associated with malpractice claims. The C 
Committee hopes to adopt the model by the 2008 Summer National Meeting. To view a copy of 
the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
7. Model Act on Custodial Agreements and the Use of Clearing Corporations (# 295) 
  
 The FHLB Custodial Subgroup discussed proposed revisions to this model to allow FHLB Banks 

to be included in the definition of a custodian. The Subgroup adopted a recommendation to the 
Examination Oversight (E) Task Force to create a guideline change to the model allowing FHLB 
Banks to meet the definition of an authorized custodian of insurance company securities. To 
view a copy of the recommendation and the current draft, please visit: 

 http://www.naic.org/committees_e_examover.htm.  
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8. Model Regulation on Custodial Agreements and the Use of Clearing Corporations (# 298) 
  
 The FHLB Custodial Subgroup discussed proposed revisions to this model to allow FHLB Banks 

to be included in the definition of a custodian. The Subgroup adopted a recommendation to the 
Examination Oversight (E) Task Force to create a guideline change to the model allowing FHLB 
Banks to meet the definition of an authorized custodian of insurance company securities. To 
view a copy of the recommendation and the current draft, please visit: 

 http://www.naic.org/committees_e_examover.htm.  
 
9. Model Regulation to Define Standards in Commissioner’s Authority for Companies 

Deemed to be in Hazardous Financial Condition (# 385) (Draft 2/20/08)  
 

The Hazardous Financial Condition Model Revisions Subgroup discussed and exposed proposed 
revisions to this model. The current draft of the model incorporates proposed changes received 
by the Examination Oversight (E) Task Force through a survey conducted in 2005. To view a 
copy of the Request for Model Law Development, please visit: 
http://www.naic.org/index_committees.htm.  
 

10. Model Regulation to Implement the NAIC Medicare Supplement Minimum Standards 
Model Act (# 651) (Draft: 9/30/07)  

 
The Accident and Health Working Group discussed revising this model but decided to put this 
model on hold while the proposed changes to the Social Security Act are being considered. To 
view a copy of the Request for Model Law Development, please visit: 
http://www.naic.org/index_committees.htm.  

 
11. Natural Catastrophe Risk: Creating a Comprehensive National Plan (Draft: 8/8/07)  
 
 The Catastrophe Risk (C) Working Group discussed a possible timeline for a vote on this white 

paper. The Working Group agreed to expose the current draft for comment and hold a meeting 
on May 30, 2008. The Working Group’s primary concern is that the paper is technically correct 
and that it is carefully vetted before it is adopted. The Working Group is accepting comments 
until April 30, 2008. To view a copy of the current draft, please visit: 

 http://www.naic.org/committees_c_catastrophe.htm.  
 
12. Property and Casualty Insurance Guaranty Association Model Act (# 540) (Draft: 9/21/06)  
 

The Receivership and Insolvency (E) Task Force adopted revisions to this model on March 30, 
2008. The Financial Condition (E) Committee agreed to expose the revised model for 30 days 
and consider adopting the model during an interim conference call. To view a copy of the current 
draft, please visit: 
http://www.naic.org/index_committees.htm.  
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13. Senior Citizens Beware – Question Credentials of So-Called “Senior Specialists”; Insurer 
and Producer Bulletin  

 
The Life Insurance and Annuities (A) Committee discussed a draft insurer and producer bulletin 
and a draft consumer alert. This bulletin was developed in response to a hearing held by the 
Senate Special Committee on Aging in September, 2007. The bulletin and the alert are for use by 
state insurance departments to make seniors aware as well as caution insurers and producers 
about the use of senior designations in the sale of insurance and annuity products. It is alleged 
that individuals, some of whom are insurance producers, are using these new “senior” 
designations as a means to mislead senior citizens as to the individual’s investment and financial 
expertise. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_a.htm. 
 

14. Standard Nonforfeiture Law for Life Insurance (# 808) (Draft: 1/30/07) 
 

The Life and Health Actuarial Task did not discuss this model during the Spring National 
Meeting. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

15. Standard Valuation Law (# 820)  
 

The Life and Health Actuarial Task Force discussed the several proposed amendments to the 
Standard Valuation Law. The Task Force adopted several of these amendments and deferred 
others. The Task Force is accepting comments on a new draft containing the adopted 
amendments until May 9, 2008. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

16. Third Party Administrator Guidelines (# 90) (Draft: 3/20/2007) 
 

The Large Deductible Study Implementation (C) Working Group discussed significant changes 
to the previous draft. In particular, the Working Group discussed presenting two versions of the 
TPA Guidelines. The first would add workers’ compensation, the second would contain many of 
the same amendments but without workers’ compensation. To view a copy of the current draft, 
please visit: http://www.naic.org/committees_c_wctf_large_deductible.htm.  
 

17. Title Insurance Agent Model Act (# 230)  
 
 The Title Insurance Issues (C) Working Group did not meet during the 2008 1st Quarter. 
 
18. Title Insurer Model Act (# 628)  
 

The Title Insurance Issues (C) Working Group did not meet during the 2008 1st Quarter. 
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19. Uniform Health Carrier External Review Model Act (Draft: 3/14/08) 
  
The Health Insurance and Managed Care (B) Committee discussed this proposed new model. 
The Regulatory Framework (B) Task Force adopted this model during a conference call held on 
March 14, 2008. This new model creates a uniform single-option approach for processing, 
reviewing and making a determination on requests for external review. The B Committee intends 
to hold a conference call prior to the 2008 Summer National Meeting to discuss any concerns 
and consider adopting this model. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
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TO: Commissioners, Directors and Superintendents 
 Interested Parties 

 
FROM: Noreen K. Vergara 
 Staff Attorney 

 
DATE:  June 17, 2008 

 
RE: NAIC Action on Model Laws and White Papers During the 2008 2nd Quarter 

National Meeting 
 

Following is a brief description of the NAIC’s action on model laws and guidelines.  
 

Adopted Model Laws and Regulations 
  
1. Uniform Health Carrier External Review Model Act (Draft: 3/14/08)  

  
The Plenary adopted this new model law during the 2008 Summer National Meeting. This new 
model provides uniform standards for the establishment and maintenance of external review 
procedures to assure that covered persons have the opportunity for an independent review of an 
adverse determination or final adverse determination.  

 
Adopted Guidelines 

 
1. Filing Procedures for Compliance with the Provisions of the Terrorism Risk Insurance 

Program Reauthorization Act of 2007  
  
 The Plenary adopted this bulletin during the 2008 Summer National Meeting. This bulletin 

addresses changes to the Terrorism Risk Insurance Program (TRIP) that will occur in light of the 
enactment of the Terrorism Risk Insurance Program Reauthorization Act of 2007 (TRIPRA).  

 
2. Senior Citizens Beware – Question Credentials of So-Called “Senior Specialists”; Insurer 

and Producer Bulletin  
 

The Plenary adopted the draft insurer and producer bulletin and draft consumer alert during the 
2008 Summer National Meeting. This bulletin was developed in response to a hearing held by 
the Senate Special Committee on Aging in September, 2007. The bulletin and the alert are for 
use by state insurance departments to make seniors aware as well as caution insurers and 
producers about the use of senior designations in the sale of insurance and annuity products. It is 



alleged that individuals, some of whom are insurance producers, are using these new “senior” 
designations as a means to mislead senior citizens as to the individual’s investment and financial 
expertise.  

 
3. Unfair Trade Practices Act (# 880) (Draft: 3/27/08)  

 
The Plenary adopted guideline amendments concerning the issue of life insurance travel 
underwriting during the 2008 Summer National Meeting. The purpose of these amendments is to 
prohibit unfair discrimination based on an individual’s past or future lawful travel plans. The 
Life Insurance and Annuities (A) Committee adopted these travel underwriting revisions during 
the 2008 Spring National Meeting.  

 
Adopted Actuarial Guidelines 

 
There were no actuarial guidelines adopted during the Summer National Meeting. 
 

Adopted White Papers 
 
1. The Potential Impact of Climate Change on Insurance Regulation (Draft: May 31, 

2008) 
 

The Plenary adopted this white paper during the 2008 Summer National Meeting. The 
purpose of this white paper is to assess and, to the extent possible, mitigate the impact 
global warming will have on insurance. This white paper began as an overview of climate 
change concerns related to insurance and insurance regulation. The Global Warming (Ex) 
Task Force focused the scope on issues faced by insurance regulators because at its 
meeting in September 2006, the Task Force concluded that significant work had already 
been done on issues faced by insurance consumers and insurers. 

  
Model Law and Regulation Concepts Approved for Development by the Executive Committee 

 
1. Model Regulation to Implement the NAIC Medicare Supplement Insurance Minimum 

Standards Model Act (# 651)  
 

The Health Insurance and Managed Care (B) Committee requested to amend the current Model 
Regulation to Implement the NAIC Medicare Supplement Insurance Minimum Standards Model 
Act. These amendments are needed as a result of Congress recently passing the Genetic 
Information Nondiscrimination Act of 2008 (GINA). GINA prohibits Medicare supplement 
policies from denying, conditioning or discriminating in their pricing based on genetic 
information. This Act also limits Medicare supplement issuers from requesting or requiring 
genetic testing as well as prohibits issuers from collecting genetic information for underwriting 
purposes. The Executive Committee approved this Request for Model Law Development. To 
view a copy of the Request for Model Law Development, please visit: 
http://www.naic.org/index_committees.htm.  
 

2. Suitability in Annuity Transactions Model Regulation (# 275)  
 

The Life Insurance and Annuities (A) Committee requested to amend the current Suitability in 
Annuity Transactions Model Regulation. These amendments would address problems related to 

http://www.naic.org/index_committees.htm


the adequacy of current insurer producer training, supervision and monitoring standards. 
Approximately 35 states have adopted this model or something similar. As such, the 
amendments will need to be adopted by all of these states to maintain the current level of 
uniformity. This will ensure that these states’ consumers will have the same level of protection 
from unsuitable sales as well as abusive sales and marketing practices. The Executive Committee 
approved this Request for Model Law Development. To view a copy of the Request for Model 
Law Development, please visit: http://www.naic.org/index_committees.htm. 
 

3. Use of Senior-Specific Certifications and Professional Designations in the Sale of Life 
Insurance and Annuities to Seniors Model Regulation (Draft: 5/23/08) 

 
The Life Insurance and Annuities (A) Committee requested that the Executive Committee 
approve the development of this new model. Recently, states have become aware of an ever 
growing issue and possible fraudulent marketing and sales activity related to the use of senior-
specific designations and professional certifications in the sale of life insurance and annuities to 
seniors. Individuals often boast designations and credentials using terms such as “certified,” 
“accredited,” “retirement planner,” “senior advisor” or “senior consultant” to convince people 
they have special expertise to help seniors choose investment strategies. The Executive 
Committee approved this Request for Model Law Development. To view a copy of the Request 
for Model Law Development, and current draft please visit:  
http://www.naic.org/index_committees.htm.  

 
Model Laws, Regulations, Guidelines and White Papers to be Adopted during the 2008 Fall National 

Meeting in Washington, D.C. 
 
1. Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and 

Programs (Large Deductible Filing Guidelines) (Draft: 6/2/2008)   
 

The Property and Casualty Insurance (C) Committee adopted these guidelines during the 2008 
Summer National Meeting. The intent of these guidelines is to give states suggested approval 
guidelines for large deductible policies and programs that are consistent with that detailed study, 
and to give a few comments on the reasoning behind some of them. To view a copy of these 
guidelines, please visit: http://www.naic.org/index_committees.htm.  

 
2. Medical Professional Liability Closed Claim Reporting Law (Draft: 4/7/08)  
 

This model was scheduled to be adopted by the Plenary during the 2008 Summer National 
Meeting. A commissioner requested additional time to review the model and provide a comment 
letter. The proposed model will be exposed for a 21-day comment period on the very narrow 
issue of the model’s treatment of captive insurers. After the Property and Casualty (C) 
Committee reviews these comments, a joint Executive (Ex) Committee/Plenary conference call 
will be scheduled prior to the NAIC Fall National Meeting to consider the model for adoption. 
To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
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3. Model Act on Custodial Agreements and the Use of Clearing Corporations (# 295) 
  
 The Financial Condition (E) Committee adopted guideline amendments to this model. These 

changes allow the Federal Home Loan Bank to be considered in the definition of an authorized 
custodian. To view a copy of the current draft, please visit: 

 http://www.naic.org/index_committees.htm.  
 
4. Model Regulation on Custodial Agreements and the Use of Clearing Corporations (# 298) 
  
 The Financial Condition (E) adopted guideline amendments to this model. These changes allow 

the Federal Home Loan Bank to be considered in the definition of an authorized custodian. To 
view a copy of the current draft, please visit: 

  http://www.naic.org/index_committees.htm.  
 
5. Model Regulation to Define Standards in Commissioner’s Authority for Companies 

Deemed to be in Hazardous Financial Condition (# 385)  
 

The Financial Condition (E) Committee adopted amendments to this model. The current draft of 
the model incorporates proposed changes received by the Examination Oversight (E) Task Force 
through a survey conducted in 2005. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
 

Updates on Models, Guidelines and Whitepapers 
 
1. Actuarial Guideline CCC – The Application of the Standard Nonforfeiture Law for Life 

Insurance to Certain Policies Having Intermediate Cash Benefits (Draft: 5/30/08)  
 

The Life and Health Actuarial Task Force received a new charge to develop an actuarial 
guideline. This Guideline applies to individual life insurance policies, other than variable and 
non-variable adjustable life policies and current assumption whole life policies, that provide for 
an endowment benefit, materially less than the policy face amount, at a specified intermediate 
duration during a longer period of life insurance protection. The Task Force is accepting 
comments on this guideline until July 15, 2008. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_lhatf.htm.  
 

2. Actuarial Guideline GWP – Group Term Life Waiver of Premium Disabled Life Reserves 
(Draft: 3/29/08) 

 
 The Life and Health Actuarial Task Force discussed revisions that included a floor on reserves 

based on 75% of tabular mortality rates and 160% of tabular recovery rates. Rounding rules were 
reinstated and the credibility weighted adjustment method was written as a step-wise procedure. 
After discussion, the Task Force agreed to remove paragraph 3.iii and release the revised 
guideline for comment. To view a copy of the current draft, please visit: 
http://www.naic.org/committees_lhatf.htm.  
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3. Actuarial Guideline VACARVM – CARVM for Variable Annuities Redefined (Draft: 
9/29/07)  

 
The Life and Health Actuarial Task Force discussed dynamic hedging and delta hedging, in 
particular, where continuous rebalancing is used. The consensus was that the hedges on the 
books at the time of the valuation should be included in the reserves. The Task Force discussed 
whether to include future hedges in the reserves. After much consideration, the Task Force voted 
to table this guideline until a conference call could be held at a later date. To view a copy of the 
current draft, please visit: 
http://www.naic.org/committees_lhatf.htm. 

 
4. Building Partnerships with Insurers to Improve the Lives of Children (Draft: 6/2/08)  
 
 The Casualty Actuarial and Statistical (C) Task Force adopted this draft bulletin during the 2008 

Summer National Meeting but the Property and Casualty (C) Committee requested clarification 
on the scope of the bulletin and sent it back to the Task Force. This bulletin is intended to 
encourage companies to participate in the Insurance Match Initiative.  

 
5. Independent Adjuster Licensing Guideline (Draft: 4/21/08) 
 

The Producer Licensing (D) Working Group reopened this guideline for a brief discussion 
regarding the language in Section 4 – Exceptions to License Requirement. The Group deleted 
subsections 6A(3) and 6B(2) and added a drafting note. To view a copy of the current draft, 
please visit:  
http://www.naic.org/committees_d_producer_licensing.htm.  
 

6. Life & Health Insurance Guaranty Association Model Act (# 520) (Draft: 3/10/07)  
 
The Receivership Model Act Revision Working Group considered the coverage limits of this 
model. The majority of the discussion dealt with the various coverages for health insurance 
benefits. However, the Working Group finalized coverage discussions on life insurance death 
benefits and cash surrender values. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
7. Model Regulation to Implement the NAIC Medicare Supplement Minimum Standards 

Model Act (# 651) (Draft: 9/30/07)  
 

The Accident and Health Working Group discussed the project to update the refund calculation 
in Appendix A. The proposed changes to the Social Security Act will not be considered this year. 
The Working Group decided to continue the project to develop a refund formula assuming the 
changes are made.  To view a copy of the Request for Model Law Development, please visit: 
http://www.naic.org/index_committees.htm.  

 
8. Natural Catastrophe Risk: Creating a Comprehensive National Plan (Draft: 8/8/07) 
  
 The Catastrophe Risk (C) Working Group did not meet during the 2008 Summer National 

Meeting. To view a copy of the current draft, please visit: 
 http://www.naic.org/committees_c_catastrophe.htm.  
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9. Property and Casualty Insurance Guaranty Association Model Act (# 540) (Draft: 9/21/06)  
 

The Financial Condition (E) Committee discussed several issues including changes to Section 
5H and optionality on the net worth exclusion during a conference call held on May 23, 2008. 
The Committee decided to direct the Receivership and Insolvency Task Force to look at the issue 
of assumption of business from unlicensed carriers more closely, including options for the states 
to consider. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  

 
10. Standard Nonforfeiture Law for Life Insurance (# 808) (Draft: 1/30/07)  
 

The Life and Health Actuarial Task did not discuss this model during the Summer National 
Meeting. To view a copy of the current draft, please visit: 
http://www.naic.org/index_committees.htm.  
 

11. Standard Valuation Law (# 820) (Draft 5/31/08) 
  

The Life and Health Actuarial Task Force discussed the several outstanding proposed 
amendments to the Standard Valuation Law. The Task Force adopted several of these 
amendments and deferred others. The Task Force is accepting comments on a new draft 
containing the adopted amendments until July 15, 2008. To view a copy of the current draft, 
please visit: http://www.naic.org/index_committees.htm.  

 
12. State Jurisdictional and Extraterritorial Issues White Paper (Draft: 6/9/08)  
 

The Jurisdictional and Extraterritorial Issues (B) Subgroup report discussed a draft outline for a 
white paper on State Extraterritorial Best Practices during a conference call held on May 2, 2008. 
The Subgroup is accepting comments on this white paper until July 18, 2008. To view a copy of 
the current draft, please visit: http://www.naic.org/documents/committees_b_jei_whitepaper.doc. 
 

13. Third Party Administrator Guidelines (# 90) (Draft: 3/20/2007)  
 

The Workers’ Compensation (C) Task Force noted that these guidelines were becoming mature, 
but will be reviewed by both the Health Insurance and Managed Care (B) Committee and the 
Producer Licensing (D) Working Group before the Task Force will consider adopting them. 
There are two versions of these guidelines. Version One includes life, health and workers’ 
compensation while Version Two does not include workers’ compensation. To view a copy of 
the current draft, please visit: http://www.naic.org/committees_c_wctf_large_deductible.htm.  

 
14. White Paper on the Determination of Independent Contractor Status for Workers’ 

Compensation Purposes (Draft: 5/27/08) 
 

The NAIC/IAIABC Joint (C) Working Group discussed the current draft of this white paper. The 
latest revisions include an executive summary. The Working Group discussed plans to enhance 
two tables by adding information for an additional fourteen (14) states. The Group also discussed 
whether this white paper should remain a “living document” after it is adopted by both the NAIC 
and the IAIABC. To view a copy of the current draft, please visit:  
http://www.naic.org/committees_c_wctf_naic_iaiabc.htm.  
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THE NAIC FINANCIAL REGULATION STANDARDS 
AND ACCREDITATION PROGRAM 

 
(Note:  The official standards, policies and procedures of the NAIC Financial Regulation Standards and 
Accreditation Program are contained in the Proceedings of the NAIC and should be consulted for 
complete, accurate and up-to-date information on the Program. 
  
This pamphlet contains only general information about the NAIC Financial Regulation Standards and 
Accreditation Program and is not a comprehensive statement of the official standards, policies and 
procedures of the Program. Although this pamphlet is periodically updated to reflect changes in the 
Program, the reader is advised that it may not reflect the current Program requirements.) 
 
Introduction 
 

A system of effective solvency regulation provides crucial safeguards for America’s insurance consumers. 
Insurance consumers benefit when the insurance industry is strong enough financially to be able to pay 
and settle claims in a timely manner, to provide diverse and competitively priced products and to provide 
meaningful customer service. 
 
An effective system of solvency regulation has certain basic components. It requires that regulators have 
adequate statutory and administrative authority to regulate an insurer’s corporate and financial affairs. It 
requires that regulators have the necessary resources to carry out that authority. Finally, it requires that 
insurance departments have in place organizational and personnel practices designed for effective 
regulation. 
 
To guide state legislatures and state insurance departments in the development of effective solvency 
regulation, the NAIC began, in 1988, the process which led to the adoption of the Financial Regulation 
Standards (Standards) in June 1989. These Standards, discussed in greater detail below, establish baseline 
requirements for an effective regulatory system in each state. 
 
To provide guidance to the states regarding the baseline Standards and an incentive to put them in place, 
the NAIC adopted in June 1990 a formal certification program. Under this plan, each state’s insurance 
department will be reviewed by an independent review team whose job is to assess that department’s 
compliance with the Standards. Departments meeting the Standards will be publicly acknowledged, while 
departments not in compliance will be given guidance by the NAIC to bring the department into 
compliance. 
 
The objective of the accreditation program is to provide a process whereby solvency regulation of multi-
state insurance companies can be enhanced and adequately monitored with emphasis on the following: 
 

1. Adequate solvency laws and regulations in each accredited state to protect insurance consumers. 
 

2. Effective and efficient financial analysis and examination processes in each accredited state. 
 

3. Appropriate organizational and personnel practices in each accredited state. 
 
As of June 2008, fifty departments—Alabama, Alaska, Arizona, Arkansas, California, Colorado, 
Connecticut, Delaware, District of Columbia, Florida, Georgia, Hawaii, Idaho, Illinois, Indiana, Iowa, 
Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, Mississippi, 
Missouri, Montana, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, North Carolina, 
North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, South Carolina, South Dakota, 
Tennessee, Texas, Utah, Vermont, Virginia, Washington, West Virginia, Wisconsin and Wyoming—are 
accredited. Moreover, since the program began, all 50 states and the District of Columbia have adopted 
laws and regulations designed to bring them closer to meeting the NAIC’s accreditation standards. 
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The Financial Regulation Standards and Accreditation Committee of the NAIC (formerly known as the 
Financial Regulation Standards and Accreditation Subcommittee), consisting of regulators from across 
the country, decides whether a state meets the requirements set forth in the Standards. The meetings in 
which matters of state accreditation are discussed are held in executive session to protect the states, 
regulators, and in some instances, insurers from disclosure of confidential information. 
 
How the Accreditation Program Works 
 

The Accreditation Program establishes requirements under which a state insurance department may seek 
accreditation. Additionally, the Program establishes guidelines for states already accredited to maintain 
their accredited status. 
 
Accreditation Review Process 
 

Procedures in Preparation for an Accreditation Review 
 

1. A state requests an accreditation review by contacting the Executive Headquarters of the NAIC. 
 

2. NAIC requests that the state submit a Self-Evaluation Guide. This Guide provides the state with 
the detailed requirements of the Standards including laws and regulations that must be adopted, 
financial analysis and examination procedures that must be in place and organizational and 
personnel practices that must be established. 

 

3. NAIC notifies the chair of Financial Regulation Standards and Accreditation Committee 
(FRSAC) that the state has requested an accreditation review and provides the chair with a list of 
qualified Review Team candidates, comprised of experts in insurance regulation. 

 

4. The Chair of FRSAC approves the Review Team and the Review Team Leader and appoints at 
least one NAIC Observer. Review Teams generally consist of three to six individuals depending 
upon the size of the state; however the Chair of FRSAC may determine that a lesser number is 
sufficient when the size of the state’s insurance industry and scope of the department’s 
responsibilities are notably limited. The Review Team should include at least one disinterested 
former executive level regulator. 

 

5. NAIC notifies the state of the selection of the Review Team. The state is given the opportunity to 
object to any of the Review Team members. 

 

6. NAIC notifies the Review Team members. The Review Team members are paid by the NAIC at a 
set hourly rate for time spent on the accreditation review plus reasonable actual expenses 
incurred. 

 

7. NAIC works with the state to schedule the site visit and notifies the Review Team of the dates. 
Generally, a site visit requires three to five days depending upon the size of the state. 

 

8. NAIC sends copies of the state’s completed Financial Regulation Standards Self-Evaluation 
Guide with any applicable supporting documentation to the Review Team. 

 

9. NAIC notifies the state of the data, documentation, staff interviews, and other needs of the 
Review Team for its on-site review. 

 

10. The NAIC Legal Division reviews the Part A responses and other pertinent information received 
from the State, and to the extent necessary, may analyze the State’s laws, to determine whether 
the State is in compliance with the Part A Standards and to confirm whether the citations 
provided by the State accurately identify the extent to which the State’s laws and regulations 
evidence compliance with the Part A Standards. Questions or concerns are forwarded to the 
NAIC Accreditation Staff and, if not resolved, are discussed with the state and, in addition, may 
be brought to the attention of an accreditation review team leader. 
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11. The Report of the NAIC Legal Division on the Part A Standards (The Part A Report) provides the 
findings of the NAIC Legal Division and includes the NAIC Legal Division’s conclusion on the 
state’s compliance with the Part A: Laws and Regulations Standards. A management comments 
portion may highlight concerns, if any are noted during the review, together with 
recommendations for the state to consider enhancements to its laws and regulations providing for 
sound insurance regulation. 

 

12. The Part A Report is made part of the documentation for the accreditation review. It is delivered 
to the Department and the Review Team no later than the commencement of the On-Site Review, 
and is included in the materials submitted to each member of FRSAC at the conclusion of the On-
Site Review. 

 
On-Site Accreditation Review Procedures 
 

1. The Review Team conducts the on-site review following a general outline of procedures to be 
performed to allow for uniformity in the evaluation process among the states. In addition, an 
NAIC staff representative is an observer on each site visit to help ensure uniformity and 
consistency in the on-site reviews. Before the on-site review, there is an initial meeting of the 
team members to discuss comments and concerns from review of the Financial Regulation 
Standards Self-Evaluation Guide and supporting documentation. 

 

2. The on-site review consists of the following: 
 

a. Review of examination reports and supporting work papers and analytical reviews. 
 

b. Inspection of financial analysis and regulatory files for selected companies. 
 

c. Interviews with department personnel. 
 

d. Review of organizational and personnel practices. 
 

e. Walk-through of the department to gain an understanding of document and communication 
flows. 

 

f. Meetings of the Review Team to discuss comments and findings from the review. 
 

g. Team members vote using a scoring system to determine whether a state is in compliance 
with the accreditation standards. 

 

h. Closing conference with the state to discuss findings. 
 

i. Draft copies of the compliance report and management letter comments are provided to the 
state, along with a copy of the scores. 

 

3. As a result of the site visit, a review team report, compliance report and management letter 
comments are prepared by the Review Team and submitted to the FRSAC by the Team Leader. 
The reports summarize the scope of the procedures performed during the site visit, document the 
findings on an exception basis, highlight major recommendations as a result of the review, and 
conclude with the Review Team’s recommendation as to whether the state should be accredited 
by the FRSAC. 

 
Committee Evaluation Process 
 

1. FRSAC meets, normally at the NAIC National Meetings, to discuss the Review Team’s reports. 
FRSAC also has copies of the state’s Financial Regulation Standards Self-Evaluation Guide and 
supporting documentation available. In addition, the Team Leader and the NAIC observer are 
present at the meeting as needed. Representatives of the state are in attendance to respond to 
questions from FRSAC or to comment upon the Review Team’s reports and recommendation. 

 

2. Representatives of the state are then excused. Based on the recommendation of the Review Team 
and as a result of this meeting, the FRSAC makes a decision as to whether or not the state should 
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be accredited or, if the state is already accredited, whether or not the state should retain its 
accreditation. 

 

3. FRSAC informs the state of its decision. 
 

a. If the decision is favorable, the state receives recognition at the Opening Session of the NAIC 
National Meeting, and a press release acknowledging the accreditation will be issued. 

 

b. If the decision is unfavorable, and the state is currently not accredited, the state has three 
options: withdraw its request for accreditation; ask FRSAC to hold its decision in abeyance 
pending legislative or other corrective action to bring the state into compliance with the 
standards; or appeal the decision of FRSAC. These options are available only if the state is 
not currently accredited. 

 

c. If the decision is unfavorable, and the state is currently accredited, the state may either accept 
the decision or choose to appeal the decision of FRSAC. In case of an appeal, the state retains 
its accredited status during the appeals process. 

 

4. Accreditation is for a five-year period, subject to annual reviews of the state’s Financial 
Regulation Standards Self-Evaluation Guide. Once accredited, a state is subject to a full 
accreditation review every five years. If information comes to the attention of FRSAC that 
suggests that a state may no longer meet the Standards, a special review may be conducted. If 
FRSAC concludes that the state’s accreditation should be suspended or revoked, the specific 
reasons are documented in a report to the state. The state would have a right to appeal the 
decision of FRSAC utilizing previously established procedures. 

 
Interim Annual Reviews  
 

1. Annually, on the anniversary of the state’s accreditation, the state shall submit an updated 
Financial Regulation Standards Self-Evaluation Guide (Interim Annual Reviews) to the NAIC 
Executive Headquarters. 

 

2. The state’s report in the first year after an on-site accreditation review shall also respond to all 
recommendations made in the Review Team’s report and/or management letter. 

 

3. NAIC staff will review the Interim Annual Review report and supporting documentation 
submitted by the state and summarize the information for presentation to FRSAC. 

 

4. After hearing the report from the NAIC staff, FRSAC will determine whether the state remains in 
compliance with the Standards. (FRSAC may request that a representative of the state be present 
to answer questions, if desired.) 

 

5. If FRSAC finds the state to be out of compliance with the Standards, the specific reasons will be 
documented in a letter to the state and the state’s accreditation will be suspended or revoked. The 
state would have the right to appeal the decision of FRSAC utilizing the procedures outlined in 
the following section entitled “Appeal Procedure for the NAIC Financial Regulation Standards 
and Accreditation Program.” 
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A Closer Look at the Standards 
 

The Standards have been divided into three major categories: laws and regulations (Part A); regulatory 
practices and procedures (Part B); and organizational and personnel practices (Part C). 
 
Laws and Regulations 
 

Preamble 
The purpose of the Part A Law and Regulation Standards is to assure that an accredited state has 
sufficient authority to regulate the solvency of its multi-state domestic insurance industry in an effective 
manner. The Part A standards are the product of laws and regulations that are believed to be basic 
building blocks for sound insurance regulation. A state may demonstrate compliance with a Part A 
standard through a law, a regulation, an established practice which implements the general authority 
granted to the state, or any combination of laws, regulations or practice which achieves the objective of 
the standard. 
 
The Part A standards apply to traditional forms of “multi-state domestic insurers.” This scope includes 
life/health and property/casualty/liability insurers and reinsurers which are domiciled in the accredited 
state and licensed, accredited or operating in at least one other state. This scope also includes insurers 
which are domiciled in the accredited state and operating or accepting business on an exported basis in at 
least one other state as excess and surplus lines insurers or as risk retention groups; except that the term 
does not include risk retention groups incorporated as captive insurers. It also does not include those 
insurers that are licensed, accredited or operating in only their state of domicile but assuming business 
from insurers writing that business that is directly written in a different state. The terms “insurer” and 
“insurers” used in the Part A standards fall within the definition of “multi-state domestic insurers.” For 
the purpose of this definition, the term “state” is intended to include any NAIC member jurisdiction, 
including U.S. territories. 
 

1. Examination Authority 
The Department should have the authority to examine companies whenever it is deemed 
necessary. Such authority should include complete access to the company’s books and records 
and, if necessary, the records of any affiliated company, agent, and/or managing general agent. 

 

Such authority should extend not only to inspect books and records but also to examine officers, 
employees, and agents of the company under oath when deemed necessary with respect to 
transactions directly or indirectly related to the company under examination. The NAIC Model 
Law on Examinations or substantially similar provisions shall be part of state law. 

 
2. Capital and Surplus Requirement 

The Department should have the ability to require that insurers maintain a minimum level of 
capital and surplus to transact business. The Department should have the authority to require 
additional capital and surplus based upon the type, volume and nature of insurance business 
transacted. The Risk Based Capital (RBC) for Insurers Model Act or provisions substantially 
similar shall be included in state laws and regulations. 

 
3. NAIC Accounting Practices and Procedures 

The Department should require that all companies reporting to the Department file the 
appropriate NAIC annual statement blank, which should be prepared in accordance with the 
NAIC’s instructions handbook and follow those accounting procedures and practices prescribed 
by the NAIC’s Accounting Practices and Procedures Manual. 

 
4. Corrective Action 

State law should contain the NAIC’s Model Regulation to Define Standards and Commissioner’s 
Authority for Companies Deemed to be in a Hazardous Financial Condition or a substantially 
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similar provision which authorizes the Department to order a company to take necessary 
corrective action or cease and desist certain practices which, if not corrected, could place the 
company in a hazardous financial condition. 

 
5. Valuation of Investments 

The Department should require that securities owned by insurance companies be valued in 
accordance with those standards promulgated by the NAIC’s Securities Valuation Office. Other 
invested assets should be required to be valued in accordance with the procedures promulgated by 
the NAIC’s Financial Condition (E) Committee. 

 
6. Holding Company Systems 

State law should contain the NAIC Model Insurance Holding Company System Regulatory Act 
or an Act substantially similar, and the Department should have adopted the NAIC’s model 
regulation relating to this law. 

 
7. Risk Limitation 

 State law should prescribe the maximum net amount of risk to be retained by a property and 
liability company for an individual risk based upon the company’s capital and surplus. This 
limitation should be no larger than 10% of the company's capital and surplus. 

 
8. Investment Regulations 

State statute should require a diversified investment portfolio for all domestic insurers both as to 
type and issue and include a requirement for liquidity. Foreign companies should be required to 
substantially comply with these provisions. 

 
9. Liabilities and Reserves 

State statute should prescribe minimum standards for the establishment of liabilities and reserves 
resulting from insurance contracts issued by an insurer; including life reserves, active life 
reserves, and unearned premium reserves and liabilities for claims and losses unpaid and incurred 
but not reported claims. The NAIC’s Standard Valuation Law and Actuarial Opinion and 
Memorandum Regulation or substantially similar provisions shall be in place. 

 
10. Reinsurance Ceded 

State law should contain the NAIC Model Law on Credit for Reinsurance, the NAIC’s Credit for 
Reinsurance Model Regulation and the 1992 NAIC Life and Health Reinsurance Agreements 
Model Regulation or substantially similar laws. 

 
11. CPA Audits  

State statute or regulation should contain a requirement for annual audits of domestic insurance 
companies by independent certified public accountants, based on the December 1990 version of 
the NAIC’s Model Rule Requiring Annual Audited Financial Reports. 

 
12. Actuarial Opinion 

State statute or regulation should contain a requirement for an opinion on reserves and loss and 
loss adjustment expense reserves by a qualified actuary or specialist on an annual basis for all 
domestic insurance companies. 

 
13. Receivership 

State law should set forth a receivership scheme for the administration, by the insurance 
commissioner, of insurance companies found to be insolvent as set forth in the NAIC’s Insurers 
Rehabilitation and Liquidation Model Act. 
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14. Guaranty Funds 
State law should provide for a regulatory framework such as that contained in the NAIC’s model 
acts on the subject, to ensure the payment of policyholders obligations subject to appropriate 
restrictions and limitations when a company is deemed insolvent. 

 
15. Filings with NAIC 

State statute, regulation or practice should mandate filing of annual and quarterly statements with 
the NAIC in a format acceptable to the NAIC except states may exempt from this requirement 
those companies that operate only in their state of domicile. 

 
16. Producer Controlled Insurers 

States should provide evidence of a regulatory framework, such as that contained in the NAIC’s 
Model Law for Business Transacted with Producer Controlled Property/Casualty Insurer Act or 
similar provisions. 

 
17. Managing General Agents Act 

States should provide evidence of a regulatory framework, such as that contained in the NAIC 
Managing General Agents Model Act or similar provisions. 

 
18. Reinsurance Intermediaries Act 

States should provide evidence of a regulatory framework, such as that contained in the NAIC 
Reinsurance Intermediaries Model Act or similar provisions. 

 
(Note: If a state can provide evidence that none of the entities contemplated in above standards 14, 16, 17 
or 18, is either present or allowed to operate in the state, it will not need to demonstrate compliance with 
that standard.) 
 
Regulatory Practices and Procedures 

 

Preamble 
The purpose of Part B is to identify base-line regulatory practices and procedures required to supplement, 
and support enforcement of, the states’ financial solvency laws for the states to attain substantial 
compliance with the core standards established in Part A. Part B identifies standards that are to be applied 
in the regulation of all forms of multi-state insurers. 
 
Part B sets out standards required to ensure adequate solvency regulation of multi-state insurers. Each 
state must make an appropriate allocation of its available resources to effectively address its regulatory 
priorities. In addition to a domestic state’s examination and analysis activities, other checks and balances 
exist in the regulatory environment. These include other states’ regulation of licensed foreign companies, 
the appropriate application of FAST and IRIS ratios, the analyses by NAIC’s staff, the NAIC Financial 
Analysis Working Group, the NAIC Analyst Team System, and to some extent the evaluation by private 
rating agencies. 
 
The scope of Part B is broader than the scope of Part A. “Multi-state insurer” as used in Part B 
encompasses all forms of insurers domiciled or chartered in the accredited state and licensed, registered, 
accredited or operating in at least one other state. This scope also includes insurers which are domiciled in 
the accredited state and operating or accepting business on an exported basis in at least one other state as 
excess and surplus lines insurers. It does not include those insurers that are licensed, accredited or 
operating in only their state of domicile but assuming business from insurers writing that business that is 
directly written in a different state. The term “insurer” in Part B includes traditional insurance companies 
as well as, for instance, health maintenance organizations and health service plans, captive risk retention 
groups, and other entities organized under other statutory schemes. While the unique organizational 
characteristics of some of these entities may require specialized laws, their multi-state activity demands 
solvency oversight that employs the base-line regulatory practices and procedures identified in Part B. For 
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purposes of this definition, the term “state” is intended to include any NAIC member jurisdiction, 
including U.S. territories. 
 
The accreditation program recognizes that complete standardization of practices and procedures across all 
states may not be practical or desirable because of the unique situations each state faces. States differ with 
respect to staff and technology resources that are available as well as the characteristics of the domestic 
industry regulated. For example, states may choose to emphasize automated analysis over manual or vice 
versa. Reliable results may be obtained using alternative, yet effective, financial solvency oversight 
methodologies. The accreditation program should not emphasize form over substance in its evaluation of 
the states’ solvency regulation. 
 
(NOTE: FRSAC has adopted Review Team Guidelines that provide detailed guidance to the review teams 
regarding how compliance with the Part B, Regulatory Practices and Procedures Standards should be 
assessed. These guidelines can also assist states in preparing for the accreditation review of their 
Department.) 
 

1. Financial Analysis 
 

a. Sufficient Qualified Staff and Resources 
The Department should have the resources to review effectively on a periodic basis the 
financial condition of all domestic insurers. 

 

b. Communication of Relevant Information To/From Financial Analysis Staff 
The Department should provide relevant information and data received by the Department 
which may assist in the financial analysis process to the financial analysis staff and ensure 
that findings of the financial analysis staff are communicated to the appropriate person(s). 
 

c. Appropriate Supervisory Review 
The Department’s internal financial analysis process should provide for appropriate 
supervisory review and comment. 
 

d. Priority-Based Review 
The Department’s financial analysis procedures should be priority-based to ensure that 
potential problem companies are reviewed promptly. Such a prioritization scheme should 
utilize appropriate factors as guidelines to assist in the consistent determination of priority 
designations. 

 

e. Appropriate Depth of Review 
The Department’s financial analysis procedures should ensure that domestic insurers receive 
an appropriate level or depth of review commensurate with their financial strength and 
position. 

 

f. Documented Analysis Procedures 
The Department should have documented financial analysis procedures and/or guidelines to 
provide for consistency and continuity in the process and to ensure that appropriate analysis 
procedures are being performed on each domestic insurer. 

 

g. Reporting of Material Adverse Findings 
The Department’s procedures should require that all material adverse indications be promptly 
presented to the commissioner or an appropriate designee for determination and 
implementation of appropriate regulatory action. 

 

h. Action on Material Adverse Findings 
Upon the reporting of any material adverse findings from the financial analysis staff, the 
Department should take timely action in response to such findings or adequately demonstrate 
the determination that no action was required. 
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2. Financial Examinations 
 

a. Sufficient Qualified Staff and Resources 
The Department should have the resources to effectively examine all domestic insurers on a 
periodic basis in a manner commensurate with the financial strength and position of each 
insurer. 

 

b. Communication of Relevant Information To/From Examination Staff 
The Department should provide relevant information and data received by the Department 
which may assist in the examination process to the examination staff and ensure that findings 
of the examination staff are communicated to the appropriate person(s). 

 

c. Use of Specialists 
The Department’s examination staff should include specialists with appropriate training 
and/or experience or otherwise have available qualified specialists which will permit the 
Department to effectively examine any insurer. These specialists should be utilized where 
appropriate given the complexity of the examination or identified financial concerns. 

 

d. Appropriate Supervisory Review 
The Department’s procedures for examinations should provide for supervisory review of 
examination workpapers and reports to ensure that the examination procedures and findings 
are appropriate and complete and that the examination was conducted in an efficient and 
timely manner. 

 

e. Use of Appropriate Guidelines and Procedures 
The Department’s policies and procedures for the conduct of examinations should generally 
follow those set forth in the NAIC’s Examiners Handbook. Appropriate variations in methods 
and scope should be commensurate with the financial strength and position of the insurer. 

 

f. Scheduling of Examinations 
In scheduling financial examinations, the Department should follow procedures such as those 
set forth in the NAIC’s Examiners Handbook that provide for the periodic examination of all 
domestic companies on a timely basis. This system should accord priority to companies 
which exhibit adverse financial trends or otherwise demonstrate a need for examination. 

 

g. Examination Reports 
The Department’s reports of examination should be prepared in accordance with the format 
adopted by the NAIC and should be sent to other states in which the insurer transacts 
business in a timely fashion. 

 

h. Reporting of Material Adverse Findings 
The Department’s procedures should require that all material adverse findings be promptly 
presented to the commissioner or an appropriate designee for determination and 
implementation of appropriate regulatory action. 

 

i. Action on Material Adverse Findings 
Upon the reporting of any material adverse findings from the examination staff, the 
Department should take timely action in response to such findings or adequately demonstrate 
the determination that no action was required. 

 
3. Information Sharing and Procedures for Troubled Companies 

 

a. Information Sharing 
States should allow for the sharing of otherwise confidential documents, materials, 
information, administrative or judicial orders, or other actions with the regulatory officials of 
any state, federal agency or foreign countries providing that the recipients are required, under 
their law, to maintain its confidentiality. States also should allow for the sharing of otherwise 
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confidential documents, materials, information, administrative or judicial orders, or other 
actions with the NAIC providing that the NAIC demonstrates by written statement the intent 
to maintain its confidentiality. The Department should have a documented policy to cooperate 
and share information with respect to domestic companies with the regulatory officials of any 
state, federal agency or foreign countries and the NAIC directly and also indirectly through 
committees established by the NAIC which may be reviewing and coordinating regulatory 
oversight and activities. This policy should also include cooperation and sharing information 
with respect to domestic companies subject to delinquency proceedings. 

 

b. Procedures for Troubled Companies 
The Department should generally follow and observe procedures set forth in the NAIC’s 
Troubled Insurance Company Handbook. Appropriate variations in application of procedures 
and regulatory requirements should be commensurate with the identified financial concerns 
and operational problems of the insurer. 

 
Organizational and Personnel Practices 
 

1. Professional Development 
The Department should have a policy which encourages the professional development of staff 
involved with financial surveillance and regulation through job-related college courses, 
professional programs, and/or other training programs. 

 

2. Minimum Educational and Experience Requirements 
The Department should establish minimum educational and experience requirements for all 
professional employees and contractual staff positions in the financial regulation and surveillance 
area which are commensurate with the duties and responsibilities of the position. 

 

3. Retention of Personnel 
The Department should have the ability to attract and retain qualified personnel for those 
positions involved with financial surveillance and regulation. 

 
Evolving Standards: The Impact of Changes in the Financial 
Regulation Standards 
 

As insurance industry practices evolve, so must solvency regulation. Therefore, the NAIC has anticipated 
that the Standards, outlined above, would not be static, but would be dynamic. 
 
In March 1998, the NAIC adopted a more flexible process when adding new standards or modifying 
existing standards. The process seeks extensive input from public officials, consumers, academics, 
regulators and industry representatives when changes in the Financial Regulation Standards and 
Accreditation Program are considered. 
 
The procedures identify three ways in which the solvency standards may be modified: 
 

1. The development of new models or amendment of existing models; 
 

2. Additional or more specific requirements to Parts B and C of the standards; or 
 

3. Indirect modification of current requirements through changes in manuals or books incorporated 
by reference in the standards, such as modification of the annual statement blank required to be 
filed by all companies. 

 
The process uses a set schedule to complete the deliberation process, which allows all interested parties to 
clearly understand the decision timetable. 
 
With regard to the development of new models or amendment of existing models, the proposal would be 
discussed at the Spring National Meeting by FRSAC with public testimony taken at the Summer National 
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Meeting. FRSAC will notify all interested parties including all regulators, industry, consumer groups, the 
National Conference of State Legislatures (NCSL), National Governors’ Association (NGA), National 
Conference of Insurance Legislators (NCOIL), and others, both of the potential change in the model and 
the process for public comment. 
 
Additionally, any suggested addition or change to the accreditation standards will be accompanied by the 
following: 
 

1. A statement and explanation of how the standard is directly related to solvency surveillance and 
why the proposal should be included in the Standards. 

 

2. A statement as to why ultimate adoption by every jurisdiction may be desirable. 
 

3. A statement as to the number of jurisdictions that have adopted and implemented the proposal or 
a similar proposal and their experience to date. 

 

4. A statement as to the provisions needed to meet the minimum requirements of the standard. That 
is, whether a state would be required to have “substantially similar” language or rather a 
regulatory framework. If it is being proposed that “substantially similar” language be required, 
the referring committee, task force or working group shall recommend those items that should be 
considered significant elements. 

 

5. An estimate of the cost for insurance companies to comply with the proposal and the impact on 
state insurance departments to enforce it, if reasonably quantifiable. 

 
After consideration of the testimony, FRSAC will determine whether the proposal should be exposed as a 
potential standard. At the Fall National Meeting, Executive Committee and Plenary will vote on the 
proposal. 
 
If the proposal is adopted by Plenary, a one-year exposure period, commencing the following January 1, 
for law and regulation standards will commence during which time all interested parties will evaluate the 
effectiveness of the proposal. 
 
After the exposure period has ended, FRSAC will review the proposal at the Spring National Meeting to 
see what action, if any, should be taken to formally adopt the new proposal. At the Summer National 
Meeting, a public hearing will be held and FRSAC will decide whether to add the proposal to the 
standards with a 60% majority vote needed to adopt. At the Fall National Meeting, Executive Committee 
and Plenary would also take action with 60% required to adopt. Once adopted by Plenary, the standard 
will become effective two years immediately following the next January 1. This provides a total of at least 
four full years for all parties to consider amendments or additions to the law and regulation standards. 
 
For additional or more specific requirements to Parts B and C of the standards or indirect modification of 
current requirements through changes in manuals or books incorporated by reference in the standards, no 
seasoning period is required, and these changes become effective two years following the next January 1. 
 
If FRSAC determines that a waiver of the above procedures is necessary to expeditiously consider 
modification or alteration of the Standards, it may upon a three-fourths (3/4) majority vote, move to 
recommend adoption of changes or modifications to the Executive Committee. The Report of FRSAC 
shall fully explain the necessity for expeditious action and attempt to summarize in an objective manner, 
the positions of the various interested parties. The Executive Committee and Plenary would vote on the 
Report, with a 60% majority required for adoption. 
 
In June 1997, the NAIC adopted significant changes to the accreditation standards. These changes 
increase the flexibility of states in meeting the Guaranty Funds, Producer Controlled Insurer, Managing 
General Agents and Reinsurance Intermediaries Standards by requiring a “regulatory framework” 
showing that basic regulatory tools are available and exercised by states. Strict adherence to NAIC model 
laws on these matters is not needed. However, states that have already enacted NAIC models on these 
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matters are encouraged to retain them. Furthermore, if a state can provide evidence that none of the 
entities contemplated in the above standards are either present or allowed to operate in the state, it will not 
need to demonstrate compliance with that standard. Additionally, two standards—the Disclosure of 
Material Transactions Model Act and the Risk Retention Model Act have been deleted from the 
standards. These revisions have been implemented and published herein. Revised standards in Part B, 
Regulatory Practices and Procedures and in Part C, Organizational and Personnel Practices were also 
adopted. 
 
What the Future Holds: A Strong System of Solvency Regulation 
 

The regulation of the insurance industry for solvency stands as a unique example of how an effective 
regulatory system can be built. The strength of that system resides in the interdependence of independent 
state regulators, each responsible to his or her own constituencies, yet jointly responsible for the financial 
health of an entire industry. At every step along the way, state insurance regulators bear in mind their 
duty to safeguard consumers. 
 
Governors, legislators and state insurance regulators, not content to rest on past success, have devised in 
the Financial Regulation Standards Accreditation Program, a powerful means of achieving the necessary 
degree of consistency among states without sacrificing the multi-state diversity that has been instrumental 
to that success. Since 1990, every state and the District of Columbia have adopted legislative packages 
designed to bring their departments of insurance into compliance with the Standards. The partnership 
among state government officials has been key to the success of the accreditation program, solvency 
regulation, and effective consumer protection. 
 



NAIC Policy Statement on Open Meetings 
 
 
The NAIC is a private, voluntary nonprofit corporation comprised of state insurance regulators. 
Although the NAIC essentially is not a governmental agency charged by state or federal law to 
perform governmental regulatory activities, its members are responsible in their respective states 
with implementation and enforcement of state laws, regulations and public policy in the best 
interests of the insurance consumers. Accordingly, the NAIC is committed to conducting its 
business openly subject to the discretion of the chairpersons of committees, subcommittees, task 
forces and working groups in those situations in which public discussions would not be 
appropriate, which might include but is not intended to be limited to the following situations: 
 
1. Potential or pending litigation or administrative proceedings which may involve the 

NAIC, any NAIC member, or their staffs, in any capacity involving their official or 
prescribed duties, requests for briefs of amicus curiae, or legal advice; 

 
2. Pending investigations which may involve either the NAIC or any member in any 

capacity; 
 
3. Specific companies, entities or individuals; 
 
4. Internal or administrative matters of the NAIC or any NAIC member, including budget, 

personnel and contractual matters, and including consideration of internal administration 
of the NAIC/SSO by the Internal Administration (EX1) Subcommittee or any subgroup 
appointed thereunder; 

 
5. Elections of officers of the NAIC; 
 
6. Consultations with NAIC staff members; 
 
7. Consideration of individual state insurance department’s compliance with NAIC 

financial regulation standards by the Financial Regulation Standards and Accreditation 
(F) Committee or any subgroup appointed thereunder;  

 
8. Consideration of strategic planning issues relating to legislative matters; or 
 
9. Any other subject required to be kept confidential under any state or federal law or under 

any judicial or administrative order. 
 
Because not all situations can always be anticipated by the chairpersons, they shall retain the 
ability to exercise reasonable judgment in other situations in which public discussions would be 
inadvisable or inappropriate. 
 
At the beginning of any executive session, the chairperson of the committee, subcommittee, task 
force or working group shall indicate the reason for the executive session. 
 



This policy statement shall take effect and apply to meetings after the end of the NAIC fall 
National Meeting in Minneapolis, Minnesota, Sept. 18-20, 1994. 
 
[NOTE: (Effective Jan. 1, 1996, conference call meetings are included in the application of the 
policy statement, by action of the NAIC on June 4, 1995). Roundtable discussions, zone retreats 
and meetings, commissioners’ conferences, other like meetings of the members, and NAIC 
education programs of the NAIC are not subject to this policy statement.] 
 



 

NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 

EXECUTIVE 
HEADQUARTERS

2301 MCGEE STREET
SUITE 800

KANSAS CITY MO
64108-2662

VOICE 816-842-3600
FAX 816-783-8175

GOVERNMENT
 RELATIONS

HALL OF THE STATES
444 NORTH CAPITOL ST NW

SUITE 701
WASHINGTON DC

20001-1509
VOICE 202-624-7790

FAX 202-624-8579

SECURITIES 
VALUATION 

OFFICE

48 WALL STREET
6TH FLOOR

NEW YORK NY
10005-2906

VOICE 212-398-9000
FAX 212-382-4207

WORLD 
WIDE WEB

www.naic.org

 
October 1, 2008 

 
VIA UPS 
Ken Ross 
Commissioner of Office of  
Financial and Insurance Services 
State Of Michigan 
611 W. Ottawa 
Lansing, MI 48933 
kmross@michigan.gov 
 
Representative Virgil Smith, Chair 
House Insurance Committee 
N0896 House Office Building  
Lansing, MI 48909-7514 
virgilsmith@house.mi.gov 
 
Senator Randy Richardville, Chair 
Senate Banking & Financial Institutions Committee 
605 Farnum Bldg. 
Lansing, MI 48933 
senrichardville@senate.michigan.gov 
 
Re: National Association of Insurance Commissioners Report of Activities 
 
Dear Commissioner Ross, Representative Smith, and Senator Richardville: 
 
The National Association of Insurance Commissioners (NAIC) is pleased to submit the 
attached information in response to the requirements set out in Michigan Insurance 
Code § 500.478.  We have arranged the material in the order set out in the statute and 
have provided the supporting documents on a CD Rom for your convenience.  I will be 
happy to provide any additional information you require or answer any questions you 
have concerning the information provided. 
 

(a) A summary of the activities of the NAIC during the preceding year. 
 

The members of the NAIC conduct the business of the association through a 
committee structure that is quasi-legislative in nature.  The system is designed to allow 
specific regulatory attention to virtually every area of the insurance business.  The 
NAIC conducts quarterly national meetings of its members, which are also attended by  
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insurance industry representatives, consumer advocates and other interested parties.  A synopsis 
of each meeting is prepared based on a review by NAIC staff of the minutes of each NAIC 
committee, subcommittee, working group and task force.  These summary documents contain 
information on all significant activities conducted by NAIC membership during each quarter.  
Included with this report are the synopsis documents from the NAIC National Meetings held 
from September of 2007 through June of 2008.  Due to the timing of the 3rd quarter 2008 
National Meeting, that synopsis is not yet available.  Additional information about the activities 
of the NAIC is contained in the 2007 Annual Report of the NAIC, which is also included.  This 
document outlines the activities of the NAIC related to the implementation of the Military Sales 
Practices Model Regulation and Producer Licensing reform.  The Report also addresses activities 
related to Holocaust-era insurance claims, reinsurance modernization, market analysis uniformity 
and antifraud efforts.  The 2007 Annual Report also contains financial information, which is 
discussed in more detail below. 

 
(b) A fiscal report, in accordance with the generally accepted accounting 

principles and on a form approved by the commissioner, stating each 
category of person, operating, and capital expenditures, and each category 
of revenue from all sources for the NAIC’s preceding fiscal year, and 
anticipated expenses and revenues for the current and succeeding fiscal 
years.  The fiscal report shall include for each fiscal year statements of 
expenditures by major program; an audit opinion of the association's fiscal 
report; the salaries and other compensation for the association's officers; 
the salaries and other compensation of the professional and managerial 
employees receiving the highest 5 salaries; the salary range and other 
compensation of all other professional and managerial employees; and 
other information as may be requested on or before August 1 of each year 
by the commissioner or the senate and house of representatives standing 
committees on insurance issues. 

 
The NAIC 2007 Annual Report, which includes the 2006 and 2007 year-end financial 
statements, is included herewith.  I have been informed that, as required, the Commissioner has 
approved the form of the NAIC fiscal report as submitted.  The Annual Report includes the 
required categorization of expenditures and revenues beginning on page 13.  

 
Also included with this report are the 2008 budget and the recently released proposed budget for 
2009.  The NAIC’s budget process is governed by the NAIC Officers, the Internal 
Administration (EX1) Subcommittee, and the Executive Committee.  Ultimately, all NAIC 
members are asked to participate in the development and review of the NAIC’s annual budget 
proposal.  Once implemented, budget performance is reported to all NAIC members to 
supplement management’s oversight and governance of the annual budget. 

 
In June of each year, a zero-based budget proposal is developed by each individual NAIC 
department, ultimately consolidating into each NAIC Division.  During this time, each 
department projects its current year results and begins to build its proposal for the coming year, 
focusing closely on variances between the current year budget, current year projected results and 
the proposed budget for the coming year.  Significant analysis is performed by NAIC 
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management regarding the essential services provided to NAIC members, the insurance industry, 
and consumers.  An association-wide review of services is conducted to identify services that are 
no longer essential to the membership or the NAIC’s business operations.  This effort results in 
the reduction of costs and/or the reallocation of human and budget resources from less essential 
to more essential projects and services.  Upon review and approval by the Internal 
Administration (EX1) Subcommittee, the Annual Budget is released to the general public for 
review and comment.  The public hearing on the 2009 budget is scheduled for November 5, 
2008.  
 
Beginning on page 12 of the 2008 budget is a very detailed projection of 2007 revenue and 
expenses, as well as the 2008 budget by line item.  The remainder of the budget presentation 
provides a significant level of detail regarding each line item of the budget.  Page 14 of the 2008 
budget includes a summary of expenditures by “Fund” (i.e., General Fund, International 
Education Fund, Financial Solvency Services, Market Regulatory Services, Products and 
Services, etc.).  These separate funds were established to better track specific NAIC 
projects/initiatives separate from the NAIC General Fund.   
 
The required audit opinion can be found on page 12 of the 2007 Annual Report. 
 
NAIC officers do not receive any salary or benefits as compensation for their positions.   
 
A press release detailing the salaries of certain NAIC employees is included in response to the 
request for information concerning the “salaries and compensation of highest-paid employees.”   
 

(c) A list of each proposed or required NAIC standard, identified by name and 
version, to be enacted, adopted, or followed in order for a state to receive or 
continue its status as an NAIC accredited state, including a detailed 
explanation of how the NAIC standard benefits the public interest and why 
alternative means, less restrictive of state sovereignty and innovation, 
would not accomplish an equal or greater benefit to the public interest. 

 
To guide state legislatures and state insurance departments in the development of effective 
solvency regulation, the NAIC began, in 1988, the process which led to the adoption of the 
Financial Regulation Standards (Standards) in June 1989. These Standards, discussed in greater 
detail below, establish baseline requirements for an effective regulatory system in each state. 
 
To provide guidance to the states regarding the baseline Standards and an incentive to put them 
in place, the NAIC adopted a formal certification program in June of 1990.  Under this program, 
each state’s insurance department is reviewed by an independent review team whose job is to 
assess that department’s compliance with the Standards.  Departments meeting the Standards 
will be publicly acknowledged, while departments not in compliance will be given guidance by 
the NAIC to bring the department into compliance. 
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The objective of the accreditation program is to provide a process whereby solvency regulation 
of multi-state insurance companies can be enhanced and adequately monitored with emphasis on 
the following: 
 

1) Adequate solvency laws and regulations in each accredited state to protect 
insurance consumers. 

 
2) Effective and efficient financial analysis and examination processes in 

each accredited state. 
 
3) Appropriate organizational and personnel practices in each accredited 

state. 
 
As of September, 2008, forty-nine states and the District of Columbia are accredited under the 
NAIC’s Financial Regulation and Accreditation Program. 
 
The Financial Regulation Standards and Accreditation Committee of the NAIC (FRSAC), 
consisting of regulators from across the country, decide whether a state meets the requirements 
set forth in the Standards. The meetings in which matters of state accreditation are discussed are 
held in executive session to protect the states, regulators, and in some instances, insurers from 
disclosure of confidential information. 
 
The Standards have been divided into three major categories: laws and regulations (Part A); 
regulatory practices and procedures (Part B); and organizational and personnel practices (Part C). 
 
The purpose of the Part A Law and Regulation Standards is to assure that an accredited state has 
sufficient authority to regulate the solvency of its multi-state domestic insurance industry in an 
effective manner. The Part A standards are the product of laws and regulations that are believed 
to be basic building blocks for sound insurance regulation. A state may demonstrate compliance 
with a Part A standard through a law, a regulation, and an established practice which implements 
the general authority granted to the state or any combination of laws, regulations or practice 
which achieves the objective of the standard.   
 
The Part A standards apply to traditional forms of “multi-state domestic insurers.” This scope 
includes life/health and property/casualty/liability insurers and reinsurers which are domiciled in 
the accredited state and licensed, accredited or operating in at least one other state.  This scope 
also includes insurers which are domiciled in the accredited state and operating or accepting 
business on an exported basis in at least one other state as excess and surplus lines insurers or as 
risk retention groups; except that the term does not include risk retention groups incorporated as 
captive insurers. It also does not include those insurers that are licensed, accredited or operating 
in only their state of domicile but are assuming business from insurers that is directly written in a 
different state. The terms “insurer” and “insurers” used in the Part A standards fall within the 
definition of “multi-state domestic insurers.” For the purpose of this definition, the term “state” 
is intended to include any NAIC member jurisdiction, including U.S. territories. 
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Each Part A Standard is described below, including the name and version of any specific NAIC 
Model included in the standard.  The process for adopting or revising accreditation standards, 
including the required showing, follows this discussion. 

 
1. Examination Authority 

 
The Department should have the authority to examine companies whenever it is deemed 
necessary. Such authority should include complete access to the company’s books and records 
and, if necessary, the records of any affiliated company, agent, and/or managing general agent. 
 
Such authority should extend not only to inspect books and records but also to examine officers, 
employees, and agents of the company under oath when deemed necessary with respect to 
transactions directly or indirectly related to the company under examination. The NAIC Model 
Law on Examinations (1991 Version) or substantially similar provisions shall be part of state 
law. 

 
2. Capital and Surplus Requirement 

 
The Department should have the ability to require that insurers maintain a minimum level of 
capital and surplus to transact business. The Department should have the authority to require 
additional capital and surplus based upon the type, volume and nature of insurance business 
transacted. The Risk Based Capital (RBC) for Insurers Model Act (1994 Version) or provisions 
substantially similar shall be included in state laws and regulations. 

 
3. NAIC Accounting Practices and Procedures 

 
The Department should require that all companies reporting to the Department file the 
appropriate NAIC annual statement blank, which should be prepared in accordance with the 
NAIC’s instructions handbook and follow those accounting procedures and practices prescribed 
by the NAIC’s Accounting Practices and Procedures Manual. 
 

4. Corrective Action 
 
State law should contain the NAIC’s Model Regulation to Define Standards and Commissioner’s 
Authority for Companies Deemed to be in a Hazardous Financial Condition (1985 Version) or a 
substantially similar provision which authorizes the Department to order a company to take 
necessary corrective action or cease and desist certain practices which, if not corrected, could 
place the company in a hazardous financial condition. 
 

5. Valuation of Investments 
 

The Department should require that securities owned by insurance companies be valued in 
accordance with those standards promulgated by the NAIC’s Securities Valuation Office. Other 
invested assets should be required to be valued in accordance with the procedures promulgated 
by the NAIC’s Financial Condition (E) Committee. 
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6. Holding Company Systems 
 

State law should contain the NAIC Model Insurance Holding Company System Regulatory Act 
(1986 Version- Revisions made 1993-1997 accepted but not required) or an Act substantially 
similar, and the Department should have adopted the NAIC’s model regulation (1986 or 1993 
version) relating to this law. 
 

7. Risk Limitation 
 

State law should prescribe the maximum net amount of risk to be retained by a property and 
liability company for an individual risk based upon the company’s capital and surplus. This 
limitation should be no larger than 10% of the company's capital and surplus. 

 
8. Investment Regulations 

 
State statute should require a diversified investment portfolio for all domestic insurers both as to 
type and issue and include a requirement for liquidity. Foreign companies should be required to 
substantially comply with these provisions. 
 

9. Liabilities and Reserves 
 

State statute should prescribe minimum standards for the establishment of liabilities and reserves 
resulting from insurance contracts issued by an insurer; including life reserves, active life 
reserves, and unearned premium reserves and liabilities for claims and losses unpaid and 
incurred but not reported claims. The NAIC’s Standard Valuation Law (1992 Version) and 
Actuarial Opinion and Memorandum Regulation (1993 Version) or substantially similar 
provisions shall be in place. 

 
10.  Reinsurance Ceded 

 
State law should contain the NAIC Model Law on Credit for Reinsurance (1993 Version- 1996 
revisions accepted but not required), the NAIC’s Credit for Reinsurance Model Regulation (1991 
Version- 1996 revisions accepted but not required) and the NAIC Life and Health Reinsurance 
Agreements Model Regulation (1992 Version) or substantially similar laws. 

 
11. CPA Audits  

 
State statute or regulation should contain a requirement for annual audits of domestic insurance 
companies by independent certified public accountants, based on the December 1990 version of 
the NAIC’s Model Rule Requiring Annual Audited Financial Reports. 
 

12. Actuarial Opinion 
 

State statute or regulation should contain a requirement for an opinion on reserves and loss and 
loss adjustment expense reserves by a qualified actuary or specialist on an annual basis for all 
domestic insurance companies.  
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13. Receivership 
 

State law should set forth a receivership scheme for the administration, by the insurance 
commissioner, of insurance companies found to be insolvent as set forth in the NAIC’s Insurers 
Rehabilitation and Liquidation Model Act (1989 Version or Later). 

 
14. Guaranty Funds 

 
State law should provide for a regulatory framework such as that contained in the NAIC’s model 
acts on the subject (Life/Health Insurance Guaranty Association Model Act (1988 Version or 
Later) and Post-Assessment Property & Liability Insurance Guaranty Association Model Act 
(1987 Version or Later), to ensure the payment of policyholders obligations subject to 
appropriate restrictions and limitations when a company is deemed insolvent. 

 
15. Filings with NAIC 

 
State statute, regulation or practice should mandate filing of annual and quarterly statements with 
the NAIC in a format acceptable to the NAIC except states may exempt from this requirement 
those companies that operate only in their state of domicile. 

 
16. Producer Controlled Insurers 

 
States should provide evidence of a regulatory framework, such as that contained in the NAIC’s 
Model Law for Business Transacted with Producer Controlled Property/Casualty Insurer Act 
(1991 Version or Later) or similar provisions. 

  
17. Managing General Agents Act 

 
States should provide evidence of a regulatory framework, such as that contained in the NAIC 
Managing General Agents Model Act (1993 Version or Later) or similar provisions. 

 
18. Reinsurance Intermediaries Act 

 
States should provide evidence of a regulatory framework, such as that contained in the NAIC 
Reinsurance Intermediaries Model Act (1993 Version or Later) or similar provisions.     

 
As insurance industry practices evolve, so must solvency regulation. Therefore, the NAIC has 
anticipated that the Standards, outlined above, would not be static, but would be dynamic.   
 
In March 1998, the NAIC adopted a more flexible process when adding new standards or 
modifying existing standards. The process seeks extensive input from public officials, 
consumers, academics, regulators and industry representatives when changes in the Financial 
Regulation Standards and Accreditation Program are considered. 
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The procedures identify three ways in which the solvency standards may be modified: 

 
1. The development of new models or amendment of existing models; 

 
2. Additional or more specific requirements to Parts B and C of the standards; or 

 
3. Indirect modification of current requirements through changes in manuals or books          

incorporated by reference in the standards, such as modification of the annual statement 
blank required to be filed by all companies. 
 

The process uses a set schedule to complete the deliberation process which allows all interested 
parties to clearly understand the decision timetable. 
 
With regard to the development of new models or amendment of existing models, the proposal 
would be discussed at the Spring National Meeting by FRSAC with public testimony taken at the 
Summer National Meeting. FRSAC will notify all interested parties including all regulators, 
industry, consumer groups, the National Conference of State Legislatures (NCSL), National 
Governors’ Association (NGA), National Conference of Insurance Legislators (NCOIL), and 
others, both of the potential change in the model and the process for public comment. 
 
Additionally, any suggested addition or change to the accreditation standards will be 
accompanied by the following: 

 
1. A statement and explanation of how the standard is directly related to solvency 

surveillance and why the proposal should be included in the Standards. 
 
2. A statement as to why ultimate adoption by every jurisdiction may be desirable. 
 
3. A statement as to the number of jurisdictions that have adopted and 

implemented the proposal or a similar proposal and their experience to date. 
 
4. A statement as to the provisions needed to meet the minimum requirements of 

the standard.  That is, whether a state would be required to have “substantially 
similar” language or rather a regulatory framework. If it is being proposed that 
“substantially similar” language be required, the referring committee, task force 
or working group shall recommend those items that should be considered 
significant elements. 

 
5. An estimate of the cost for insurance companies to comply with the proposal 

and the impact on state insurance departments to enforce it, if reasonably 
quantifiable. 
 
 

After consideration of the testimony, FRSAC will determine whether the proposal should be 
exposed as a potential standard. At the Fall National Meeting, Executive Committee and Plenary 
will vote on the proposal. 
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If the proposal is adopted by Plenary, a two-year exposure period for law and regulation 
standards will commence during which time all interested parties will evaluate the effectiveness 
of the proposal. 
 
During the final year of the exposure period, FRSAC will review the proposal at the Spring 
National Meeting to see what action, if any, should be taken to formally adopt the new proposal. 
At the Summer National Meeting, a public hearing will be held and FRSAC will decide whether 
to add the proposal to the standards with a 60% majority vote needed to adopt. At the Fall 
National Meeting, Executive Committee and Plenary would also take action with 60% required 
to adopt. Once adopted by Plenary, the standard will become effective two years immediately 
following the next January 1. This waiting period, combined with the two-year exposure period, 
provides a total of at least four full years for all parties to consider amendments or additions to 
the law and regulation standards. 
 
For additional or more specific requirements to Parts B and C of the standards or indirect 
modification of current requirements through changes in manuals or books incorporated by 
reference in the standards, no seasoning period is required, and these changes become effective 
two years following the next January 1. 
 
If FRSAC determines that a waiver of the above procedures is necessary to expeditiously 
consider modification or alteration of the Standards, it may upon a three-fourths (3/4) majority 
vote, move to recommend adoption of changes or modifications to the Executive Committee. 
The Report of FRSAC shall fully explain the necessity for expeditious action and attempt to 
summarize in an objective manner, the positions of the various interested parties. The Executive 
Committee and Plenary would vote on the Report, with a 60% majority required for adoption. 
 
In June 1997, the NAIC adopted significant changes to the accreditation standards. These 
changes increase the flexibility of states in meeting the Guaranty Funds, Producer Controlled 
Insurer, Managing General Agents and Reinsurance Intermediaries Standards by requiring a 
“regulatory framework” showing that basic regulatory tools are available and exercised by states. 
Strict adherence to NAIC model laws on these matters is not needed. However, states that have 
already enacted NAIC models on these matters are encouraged to retain them. Furthermore, if a 
state can provide evidence that none of the entities contemplated in the above standards are 
either present or allowed to operate in the state, it will not need to demonstrate compliance with 
that standard. Additionally, two standards—the Disclosure of Material Transactions Model Act 
and the Risk Retention Model Act—have been deleted from the standards. These revisions have 
been implemented and published herein. Revised standards in Part B, Regulatory Practices and 
Procedures and in Part C, Organizational and Personnel Practices were also adopted. 
 

(d) A list of each NAIC standard adopted or proposed to be adopted during 
the preceding calendar year, identified by name and version, that is not 
required or proposed to be required for a state to receive or continue its 
status as an NAIC accredited state. 
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At the 2nd quarter meeting in June of 2007, the NAIC instituted a new Model Law Development 
Framework to streamline the process and better align it with membership priorities and 
initiatives.  The new Framework calls for the parent committee and Executive Committee to 
approve the development of a Model Law before drafting begins.  For approval, the Model Law 
must involve a national standard that requires uniformity among all states and must receive the 
commitment of significant regulator and association resources to educate, communicate, and 
support its state implementation. 
 
This Framework injects enhanced discipline at all phases of the Model Law process, including 
identification, development, adoption and state implementation.  It also provides greater 
relevance to the Model Law.  At the same time, it expands the membership’s ability to evaluate 
options and alternatives in the states’ approaches to addressing local issues. 
 
If the issue or matter does not meet the Model Law criteria, it will be developed as a Guideline, 
and will range in scope from laws, regulations, best practices, bulletins and other guiding 
principles that states may use.  A Guideline does not necessarily require uniform adoption. 
 
NAIC staff prepares a memorandum each quarter summarizing actions taken on Model Laws, 
Regulations, Actuarial Guidelines or White Papers.  The memoranda for September of 2007 
through June of 2008 are attached hereto.  Due to the timing of the 3rd quarter 2008 National 
Meeting, that memorandum is not yet available.   
 

(e) A description of the policies and procedures in effect with the NAIC that 
are designed to ensure that a State’s accreditation status is determined 
solely based on the merits of a state’s regulatory effectiveness, a statement 
on whether the NAIC has complied with those policies and procedures, and 
a detailed explanation of any noncompliance with those policies and 
procedures.   

 
Please see the response to item (c) above and the document entitled Financial Regulation 
Standards and Accreditation Program, June 2008 which is included with this report.  This 
pamphlet contains general information about the NAIC Financial Regulation Standards and 
Accreditation Program and a summary of the official standards, policies and procedures of the 
Program.  The NAIC complies with these policies and procedures and is not aware of any 
instances of noncompliance. 

 
(f) A description of the policies and procedures designed to ensure that the 

NAIC conducts its deliberations and makes its decisions in meetings that 
are open to the public and in a manner that provides fair notice and a fair 
opportunity for all affected persons to be heard; a statement on whether 
the NAIC has complied with these policies and procedures; and a detailed 
explanation of any noncompliance with those policies and procedures.      
 

The NAIC Policy Statement on Open Meetings is included with this report.  The NAIC complies 
with these policies and procedures and is not aware of any instances of noncompliance.  
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I hope that the information provided meets your needs.  Please feel free to contact me with any 
questions or comments and any additional information you require. 
 
Thank you, 

 
Andrew Beal 
 
 
 
 
 
Acting Executive Vice President and Chief Executive Officer 
NAIC    
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APPENDIX 
 
 

The following documents are included on the CD Rom: 
 
1. NAIC Meeting Synopsis – 3rd quarter 2007 
2. NAIC Meeting Synopsis – 4th quarter 2007 
3. NAIC Meeting Synopsis – 1st quarter 2008 
4. NAIC Meeting Synopsis – 2nd quarter 2008 
5. NAIC 2007 Annual Report 
6. NAIC 2008 Budget 
7. NAIC Proposed 2009 Budget 
8. NAIC Press Release re:  Salaries 
9. Model Laws Memorandum – 3rd quarter 2007  
10. Model Laws Memorandum - 4th quarter 2007 
11. Model Laws Memorandum - 1st quarter 2008 
12. Model Laws Memorandum- 2nd quarter 2008 
13. Financial Regulation Standards and Accreditation Program, June 2008 
14. NAIC Policy Statement on Open Meetings     

 


	20 NAIC 2009 Budget
	21 NAIC News Release Salaries
	22 Model Laws Memorandum - 3rd quarter 2007
	Adopted Model Laws and Regulations

	23 Model Laws Memorandum - 4th quarter 2007
	Adopted Model Laws and Regulations

	24 Model Laws Memorandum - 1st quarter 2008
	Adopted Model Laws and Regulations

	25 Model Laws Memorandum - 2nd quarter 2008
	Adopted Model Laws and Regulations

	26 Financial Regulation Standards and Accreditation Program,
	Table of Contents
	Introduction
	How the Accreditation Program Works
	Accreditation Review Process
	Procedures in Preparation for an Accreditation Review
	On-Site Accreditation Review Procedures
	Committee Evaluation Process

	Interim Annual Reviews

	A Closer Look at the Standards
	Laws and Regulations - Preamble 
	Regulatory Practices and Procedures - Preamble
	Financial Analysis
	Financial Examinations
	Information Sharing and Procedures for Troubled Companies

	Organizational and Personnel Practices

	Evolving Standards: The Impact of Changes in the Financial Regulation Standards
	What the Future Holds: A Strong System of Solvency Regulation

	27 NAIC Policy Statement on Open Meetings
	28 Michigan Report 2008


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


