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CURRENT ISSUES IN INSURANCE 

THURSDAY, SEPTEMBER 8, 2022 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS, 

Washington, DC. 
The Committee met at 9:59 a.m., via Webex and in room 538, 

Dirksen Senate Office Building, Hon. Sherrod Brown, Chairman of 
the Committee, presiding. 

OPENING STATEMENT OF CHAIRMAN SHERROD BROWN 

Chairman BROWN. The Senate Committee on Banking, Housing, 
and Urban Affairs will come to order. 

I thank my colleagues for joining us. Most of them will be here 
checking in or doing some—it is a remote—I mean, it is a hybrid 
hearing. Again, the witnesses are here in person. Thank you, the 
two of you, for that. 

A special callout to Sneha Pandya in our office, who has been a 
fellow for the last year, and this is her last hearing. She is ending 
with a flourish, so thank you for your service to our—to the Senate 
and especially to our country. 

Every American needs insurance, whether it is auto insurance to 
protect us when we are on the road or homeowners’ insurance to 
protect the biggest investment for most families, for life insurance 
to cement your family’s financial security in the event of a tragedy. 

It is our job to make sure that the industry is protecting Ameri-
cans’ hard-earned money, not putting it at risk. American insur-
ance companies are regulated by State insurance commissioners; 
we know that. The State-based system of insurance regulation is 
historic and ensures that local markets and needs are taken into 
consideration. The National Association of Insurance Commis-
sioners (NAIC) coordinates State commissioners across all jurisdic-
tions to identify and address risks to the entire system. 

In the Wall Street Reform Act Congress created a few years ago, 
a decade or so ago, Congress created the Federal Insurance Office 
within the Treasury Department to promote national coordination 
in the insurance sector. It is common sense; insurers operate across 
all State jurisdictions and internationally. 

I am pleased to have both the Maryland Commissioner, Kathleen 
Birrane, on behalf of the NAIC, and Director Seitz of FIO testify 
today. Thanks for your public service on all levels. 

If we are going to keep Americans’ hard-earned money safe, it is 
more important than ever that they work together. 

We will explore many topics today. For example, 3 months ago, 
Lockheed Martin transferred $4.3 billion of its pensions to Athene 
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Holding, an insurance holding company specializing in life insur-
ance and owned by the private equity firm, Apollo Global Manage-
ment. Overnight, Lockheed Martin employees and retirees were no-
tified that their pensions would be managed by Athene and no 
longer governed by ERISA or the Pension Benefit Guaranty Cor-
poration. Many employees are very, exceptionally, nervous about 
that. It is one recent example of private equity giants’ expansion 
into people’s pensions and into the insurance industry. 

We know that workers end up worse off when Wall Street pri-
vate equity firms get involved. We have seen it over and over, in 
industry after industry. 

In March, I asked NAIC and FIO to look into private equity’s ex-
pansion into similar pension-risk transfer transactions. We need to 
understand the risks to workers whose financial security depends 
on pension and retirement programs. NAIC and FIO provided 
thoughtful responses to my letters. Thank you for that. 

NAIC has been monitoring the risk-taking behavior of private eq-
uity-owners insurers. FIO has done similar work and also looked 
at the wider interconnectedness of insurance and reinsurance mar-
kets across the world. Those connections have added to systemic 
risk concerns because U.S. insurance companies depend even more 
on the financial health of insurance companies outside the United 
States. Taken together, our insurance authorities are focused on 
these emerging and complex risks to safeguard our economy. 

Our communities and our families rely on insurance companies 
to protect their loved ones, their homes, their small businesses, and 
so many parts of their lives. We cannot ignore when risks buildup 
or firms behave irresponsibly. We know who always pays the price 
when they do. It is rarely insurance executives. It is not Wall 
Street. It is not private equity executives. It is workers and fami-
lies. It is taxpayers who are forced to bail out AIG a decade and 
a half ago. That should never happen again. 

It means looking around the corner to make sure industry and 
agencies are prepared for risks as they develop. As more Americans 
face increasingly severe climate catastrophes, wildfires, hurricanes, 
every year, we need to help communities prepare, and we need to 
ensure that insurance watchdogs and the companies they oversee 
are also prepared. In the aftermath of some of these natural disas-
ters, we have seen instances where insurers either raise prices or 
actually stop offering insurance altogether, leaving families, leav-
ing businesses struggling to find affordable coverage as they work 
to rebuild their lives and rebuild their communities. 

We know this industry has a long history of racial discrimina-
tion, just like so many other big industries. Black and Brown fami-
lies face more difficulty across the board in getting insurance. We 
have seen this happen in auto insurance. Particularly earlier this 
year, the New York Times reported that customers, insurance 
agents, and employees sued State Farm for discrimination in the 
workplace and in paying out claims. 

My colleague, Chairwoman Waters in the House, has been work-
ing on learning more about this as well. Her committee recently re-
quested information about large life and P&C insurers’ involve-
ment in financing chattel slavery. 

I am glad FIO and NAIC are also working on this and 



3 

NAIC is investigating through its Special Committee on Race 
and Insurance. I look forward to reviewing FIO’s upcoming report 
on availability and affordability of auto insurance. I hope it will 
shed more light on racial equity in assessing this insurance—in ac-
cessing this insurance. 

Finally, later this year, the International Association of Insur-
ance Supervisors will need to consider whether the U.S. insurance 
system’s review of capital adequacy standards meets international 
criteria. Because we regulate insurance differently in the United 
States, where State and local markets and international markets 
are served by the same companies, it is important that representa-
tives of the U.S. system, like you, like FIO, like NAIC, advocate for 
fair treatment by international regulators. And now that the Fed 
Vice Chair for Supervision has been confirmed, Michael Barr and 
the offices testifying here today will get to work with international 
counterparts in this process. 

All of these issues show how critical the work that you two do 
is to our economy’s health and stability. I expect FIO and NAIC to 
prioritize monitoring these risks in their ongoing work. 

Senator Toomey. 

OPENING STATEMENT OF SENATOR PATRICK J. TOOMEY 

Senator TOOMEY. Thank you, Mr. Chairman. Welcome to our wit-
nesses. It has been a while since our Committee has held a hearing 
on the insurance industry, and so I welcome the occasion this 
morning. 

There are a few topics in particular I would like to touch on 
today. One is the importance of the State-based insurance regula-
tion model that we have, efforts to develop international insurance 
standards, efforts to use the insurance industry to effect changes 
in social policy, proposals to create a federally guaranteed pan-
demic risk insurance program, and finally, the importance of risk- 
based pricing. 

So I think it is important to start by reminding everyone, as the 
Chairman alluded to, that insurance firms are primarily regulated 
at the State level. Insurers have been chartered and regulated by 
the States for the past 150 years. When it comes to insurance, the 
Federal Government has a really very extremely limited regulatory 
role, and I see little need to expand that. The system works well 
for consumers and for the industry, and that is one reason we need 
to pay close attention to efforts to develop and implement inter-
national insurance standards by international bodies. 

In particular, I worry, and I am not alone, that the Insurance 
Capital Standard, or the ICS, currently being developed by the 
International Association of Insurance Supervisors is incompatible 
with the U.S. insurance market. There is widespread concern that 
the ICS is too sensitive to short-term fluctuations in market and 
certain asset categories and does not take into account certain as-
pects of the assets that insurers hold. The result is that the imple-
mentation of ICS in its current form would harm the availability 
of long-term insurance products that Americans rely on for finan-
cial security. Our U.S. representatives at IAIS need to make sure 
that ICS works for the U.S. market and by not allowing the pro-
posal to go forward until it does. 
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Next, I would like to touch on some troubling efforts to use our 
financial system to address climate change. Now some liberal activ-
ists want to pressure insurance companies and other financial in-
stitutions to deny services to traditional energy companies and 
other carbon-intensive industries. Such efforts are profoundly mis-
guided. 

Addressing the difficult challenges posed by global warming re-
quires political decisions involving important tradeoffs, and we 
have seen those tradeoffs in action in recent months: soaring en-
ergy prices; European Nations have made plans to reopen coal 
power plants and extend the lives of nuclear plants; likewise, in the 
U.S., we have seen the Biden administration’s hostility to new en-
ergy production contribute to shockingly high gasoline prices. That 
is a painful consequence of policy choices. 

In a democratic society, those choices and the tradeoffs associ-
ated with them must be made by elected representatives who are 
accountable to the American people, not unelected activities, bu-
reaucrats, or insurance executives, for that matter. 

To be sure, insurers face financial risks in the form of natural 
disasters. After all, it is a core business of the property and cas-
ualty insurance industry. Insurers must be allowed to set pre-
miums that accurately reflect these risks, and to the extent that 
climate change exacerbates these risks, then they are going to need 
to adjust their prices accordingly. Higher premiums are an impor-
tant signal to policyholders that warn of increased risks of fire or 
flood or earthquakes or other peril. Further, they create a financial 
incentive to mitigate risk, which leads to safer and more resilient 
communities and society. 

The bottom line is that a well-functioning insurance industry is 
quite capable of addressing the natural disaster risks that it faces 
today and in the future. 

I would also like to address plans to create a federally guaran-
teed pandemic risk insurance program. As proposed, this program 
would be akin to the Terrorism Risk Insurance Program, or TRIA. 
As a reminder, TRIA mandates that insurers offer terrorism insur-
ance and in the event of an attack the Federal Government bears 
an increasingly share of the cost of claims depending on the sever-
ity. 

Well, a similar program for pandemics would be very, very prob-
lematic. First of all, it is hard to imagine that insurers are well 
equipped to quickly distribute hundreds of billions or maybe even 
trillions of Federal dollars. Recall that in a matter of months the 
Paycheck Protection Program distributed over half-a-trillion dollars 
via the banking system, but banks and other financial institutions 
participated on a voluntary basis. Compare that to the disastrous 
claims processing after Superstorm Sandy. 

But more importantly, a federally guaranteed pandemic risk in-
surance program would encourage State and local governments to 
impose economically devastating shutdowns in the future. Such a 
program would in fact incentivize State and local policymakers to 
quickly impose lockdowns with their jurisdictions with the assur-
ance that the Federal Government risk insurance program will bail 
them out. Instead of considering policies that will facilitate future 
lockdowns that repeat the mistakes of the past, we should be 
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thinking about future mitigation measures that do not crush busi-
ness, workers, and the economy, and do not harm our children’s 
educations. 

Let me conclude with this observation. A well-functioning insur-
ance industry is a critical component of economic prosperity and fi-
nancial security for all Americans. Everyone will be better off if we 
resist activists’ efforts to use insurance as a tool to pursue social 
policy goals. Insurance is not a legitimate tool, as some have sug-
gested, to decarbonize the economy, to infringe on Second Amend-
ment rights of law abiding citizens, or to mitigate wealth inequal-
ity. Let us have insurers stick to the business of insurance. 

I look forward to discussing these issues today. 
Chairman BROWN. Thank you, Senator Toomey. 
I will introduce today’s witnesses, and then they will begin their 

testimonies. The Honorable Kathleen Birrane is the Maryland In-
surance Commissioner testifying on behalf of NAIC. She previously 
was a partner at DLA Piper and Principal Counsel for the Mary-
land Insurance Administration at the Maryland Office of the Attor-
ney General. 

Mr. Steven Seitz is Director of FIO at Treasury. He joined FIO 
as Deputy Director, previously worked at the Office of the Assist-
ant General Counsel at Treasury and the CFTC. 

Welcome to both of you. 
Commissioner, please begin your testimony. Thank you. 

STATEMENT OF KATHLEEN A. BIRRANE, MARYLAND INSUR-
ANCE COMMISSIONER, ON BEHALF OF THE NATIONAL ASSO-
CIATION OF INSURANCE COMMISSIONERS 

Ms. BIRRANE. Chairman Brown, Ranking Member Toomey, Mem-
bers of the Committee, thank you for the invitation to testify today. 
I will use my time today to touch briefly on several issues we know 
are of interest to Members of the Committee. 

First, we have been actively monitoring the growth in private eq-
uity-owned insurance. Our solvency framework includes significant 
checks and balances to protect policyholders, including public dis-
closures, capital requirements, and conservative accounting re-
quirements which are used to assess all risks to insurers regardless 
of the type of ownership. As insurers of all types are searching for 
investment yield to avoid raising prices, insurance regulators are 
reviewing existing guidelines and considering new requirements to 
ensure our ability to assess and address the risks to policyholders. 

The NAIC is working through 13 regulatory considerations appli-
cable to both private equity-owned insurers and other insurers with 
similar features. We have extensive data reporting and analytical 
capabilities to review and assess alternative investments or unique 
structures and are continuing to refine those tools. We are con-
fident in our system to appropriately oversee insurers no matter 
how they are structured, and we will certainly keep the Committee 
apprised of our work in that regard. 

Next, insurance regulators also recognize the importance of cy-
bersecurity risk management and continue to upgrade data secu-
rity safeguards. The NAIC Insurance Data Security Model Law up-
dates regulatory requirements relating to data security, the inves-
tigation of a cyber event, and the notification to State insurance 
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commissioners of cyber events. States continue to adopt the model, 
which now covers 83 percent of the market as measured by gross 
written premium. 

The NAIC also created a new Innovation, Cybersecurity, and 
Technology (H) Committee, which I chair, to address the insurance 
implications of emerging technologies and cybersecurity and to en-
sure coordination and consistency among insurance regulators. 

The NAIC also continues to facilitate tabletop exercises with in-
surers, regulators, and law enforcement to explore cyber incident 
response. 

Another top priority is climate risk and resilience. This year, the 
NAIC facilitated revisions to its Climate Risk Disclosure Survey 
which is now aligned to the FSB’s TCFD. These disclosures, now 
covering 80 percent of the market by premium, help insurance reg-
ulators assess insurance industry risks and actions to mitigate cli-
mate risk. 

We also monitor insurers’ ability to pay claims following cata-
strophic events. We recently recommended that wildfires be explic-
itly added to the Risk-Based capital framework for catastrophe risk 
exposure. Further, the NAIC is creating a Catastrophe Model Cen-
ter of Excellence to provide insurance regulators with access to in-
formation and training on catastrophe models. 

Another area of activity for State insurance regulators is the 
intersection of race and insurance. The NAIC’s work focuses on 
evaluating issues of race and diversity within the sector and ad-
dressing market access and potential barriers. Additionally, the 
NAIC formed a New Avenues in Insurance Careers Foundation to 
help foster interest in the insurance careers with a focus on stu-
dents from underserved and diverse communities. 

Turning to the international front, State insurance regulators 
continue to engage on a variety of issues including the IAIS’s devel-
opment of an Insurance Capital Standard. The NAIC, along with 
our Team USA partners, including FIO, have been clear that the 
ICS does not work for the U.S. market or our supervisory regime 
and therefore has developed an aggregation method as a com-
parable to the ICS. We will continue to advocate for recognition of 
the U.S. approach to group capital within the IAIS and as already 
reflected in covered agreements between the U.S. and the EU and 
U.K. 

Finally, we would like to highlight a few of our Federal priorities. 
We urge Congress to pass a long-term NFIP reauthorization that 
encourages investment in flood mitigation efforts, and we support 
Senator Scott’s Primary Regulators of Insurance Vote Act which 
would provide State insurance regulators with a vote on FSOC. We 
are also working on legislation to help protect policyholders during 
an insurance receivership. 

So thank you again for the opportunity to testify, and I am 
pleased to take any of your questions. 

Chairman BROWN. Thank you, Commissioner. Director. 

STATEMENT OF STEVEN SEITZ, DIRECTOR, FEDERAL 
INSURANCE OFFICE, U.S. DEPARTMENT OF THE TREASURY 

Mr. SEITZ. Chairman Brown, Ranking Member Toomey, and 
Members of the Committee, thank you for the opportunity to testify 
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today about current issues in insurance. I am the Director of the 
Federal Insurance Office within the U.S. Treasury Department. I 
would like to begin by briefly outlining FIO’s role and responsibil-
ities and by describing some of our current priorities. 

The United States is the world’s largest insurance market, and 
its insurers provide a diverse range of products to support the 
needs of consumers and businesses in the United States. The U.S. 
system of insurance regulation is primarily State-based. However, 
FIO has a significant role to play as reflected in its statutory duties 
and authorities. FIO advises the Treasury Secretary on major do-
mestic and prudential international insurance policy issues, devel-
ops Federal policy on international insurance issues including rep-
resenting the U.S. at the International Association of Insurance 
Supervisors, administers the Terrorism Risk Insurance Program, 
monitors the extent to which traditionally underserved commu-
nities and consumers have access to affordable insurance products, 
assists the Secretary in negotiating covered agreements with for-
eign jurisdictions, and monitors the insurance sector, including 
identifying issues or gaps in the regulation of insurers that could 
contribute to a systemic crisis. As FIO’s Director, I also serve as 
a nonvoting member of the Financial Stability Oversight Council. 
These authorities reflect the need for FIO to provide a national 
Federal perspective in this critical area. 

I would like to highlight five current FIO priorities. 
Climate-related financial risk is a top priority for our office. We 

are focused on three areas which are consistent with President 
Biden’s Executive Order on Climate-Related Financial risk. First, 
FIO plans to publish a report assessing climate related issues and 
gaps in the supervision and regulation of insurers. Second, FIO is 
evaluating the potential for major disruptions of private insurance 
coverage in U.S. markets that are particularly vulnerable to the ef-
fects of climate change. Third, we are increasing our engagement, 
both domestically and internationally, on climate-related financial 
risk issues. As we move forward with these efforts, we will also 
seek consistent, comparable, and granular data to increase our un-
derstanding of the risks from climate change to policyholders, in-
surers, and the financial system. 

A second focus area for the Federal Insurance Office is the grow-
ing role of alternative asset managers, such as private equity firms, 
in the U.S. insurance sector. This evolution is one that our office 
has highlighted for several years. It warrants increased attention 
to ensure that regulatory mechanisms are appropriately designed 
to address the activities and market developments that we outlined 
in our recent letter to Chairman Brown. We encourage continued 
focus and increased progress by State regulators in this area. 

FIO will continue to prioritize four areas of research and action 
on this topic: first, liquidity risk; second, credit risk and capital 
adequacy; third, offshore reinsurance implications including the in-
creased interconnectedness between the U.S. and Bermuda insur-
ance markets; and fourth, potential conflicts of interest. 

FIO is also focused on cyber-related risk which is a top priority 
for Treasury and the entire Federal Government. FIO has been ex-
amining insurers’ own cyber resilience as well as the development 
of the cyber insurance market. We have increased our data collec-
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tion in this area with regard to the Terrorism Risk Insurance Pro-
gram and have supported the development of Treasury’s counter- 
ransomware strategy. We are also working with the DHS’s Cyber-
security and Infrastructure Security Agency in connection with 
GAO’s recommendation that we jointly assess the need for a Fed-
eral backstop for cyber insurance. FIO is also coordinating closely 
with the White House Office of the National Cyber Director on 
these issues. 

A fourth priority for FIO is our representation of the United 
States at the IAIS in close coordination with the NAIC, the States, 
and the Federal Reserve. In addition to its focus on climate, private 
equity, and cyber, the IAIS is also considering other important top-
ics such as the development of the Insurance Capital Standard and 
the related comparability work involving the aggregation method 
as well as the implementation of the holistic framework for the as-
sessment and mitigation of systemic risk. These topics are impor-
tant global initiatives that will affect the U.S. insurance sector, and 
it is critical for FIO and the United States to remain engaged at 
the IAIS on these issues. 

Fifth and finally, FIO is prioritizing its work on diversity, equity, 
and inclusion. Consistent with our statutory authorities, FIO looks 
at these issues through the lens of the availability and affordability 
of insurance products, particularly for traditionally underserved 
consumers and communities. Right now, we are working to update 
our study on personal auto insurance affordability. Additionally, 
these issues are also key components of our upcoming climate 
work. 

On all these topics and many others, FIO values our close rela-
tionship and frequent coordination with State regulators, the 
NAIC, our Federal partners, and international counterparts as well 
as with insurance industry stakeholders. 

Thank you again for the opportunity to testify today. 
Chairman BROWN. Thank you, Director. Thank you, Director, for 

FIO’s response to my letter earlier this year about private equity’s 
growing role in the insurance sector. You mentioned that once a 
company transfers its pension obligations in a pension risk transfer 
the PBGC guaranty no longer applies; participants would lose pro-
tections under risk. You reemphasized that. Thank you. 

What new problems—two questions: What new problems arise 
from these practices where pensions are transferred to life insur-
ers, and how do they pose risks to workers without ERISA and 
PBGC protections, and do you have—I guess three questions. Do 
you have additional concerns for the broader financial system, its 
impact? 

Mr. SEITZ. No. Thank you, Senator Brown, for that question. We 
share your interest in the importance of this topic. The U.S. insur-
ance sector, and particularly the life and retirement sector, is crit-
ical for millions of working Americans that are relying on these 
products for their retirement security. 

In our letter, we highlighted the four key areas that we are fo-
cused on: First, enhancing FIO’s monitoring of the potential liquid-
ity risk of the entire life insurance sector but also particularly re-
lated to PE-owned insurers. Second, we are looking at regulatory 
mechanisms and whether they are appropriately designed for 



9 

issues related to credit risk and capital adequacy to accommodate 
and appropriately regulate this type of business model. Third, we 
are also looking at the offshore reinsurance implications, particu-
larly the increased interconnectedness between Bermuda and the 
U.S. markets where certain blocks of business are being trans-
ferred offshore. And, fourth, we are also looking at potential con-
flicts of interest. 

These are important issues for our topic, and we will be working 
closely with the NAIC and the States on their focus going forward 
and look forward to further updating this Committee as that work 
progresses. 

Chairman BROWN. Thank you, and we will ask for that. My in-
terest in this issue has increased in part because Congress just 
worked a year ago—I mean, worked for several years and was able 
to fix problems in the multi-employer pension system. We know the 
human costs that failing pensions pose to workers who earn these 
benefits and who have that expectation through a lifetime of work. 

Congress established, as you know, in a bipartisan way, PBGC 
and passed ERISA. It is imperative that insurers—and we are 
counting on both of you on this to ensure—it is imperative that in-
surers not be allowed to do an end run around the system estab-
lished to protect pensioners. 

Commissioner Birrane, thank you again for being here. I have 
heard from nonprofit associations reaching out to the State insur-
ance commissioners and NAIC about difficulties finding and afford-
ing property and casualty insurance. My question is this: What are 
the tools available for State insurance commissioners to solve this 
market failure? And it is a market failure. 

Ms. BIRRANE. So thank you, Senator Brown, for the opportunity. 
As you know, the NAIC has long opposed the expansion of the Li-
ability Risk Retention Act to allow RRGs to write commercial prop-
erty insurance. It is our sense that commercial property insurance 
is generally widely available, and we have serious concerns that 
nonprofits that are already vulnerable could be put at greater risk 
from a consumer protection standpoint if they are allowed to pur-
chase their property insurance from an entity that is not subject 
to the same rigorous standards and multistate enforcement as ad-
mitted carriers, which really creates an uneven playing field. 

Most States have a residual market for property insurance, in-
cluding commercial property insurance. I know in my State I have 
queried our nonprofits and this is not an issue that we see in at 
least the State of Maryland. Other commissioners across the coun-
try are making similar efforts to look at their markets to see where 
issues exist, and we would be happy to know about specific cir-
cumstances and make ourselves available to work with nonprofits 
that are having difficulty getting commercial property insurance. 

Chairman BROWN. OK. Your assessment differs a bit from ours. 
It is a serious problem that has not been solved in the marketplace. 
In the past, when faced with similar market issues that span the 
country, Congress passed the Liability Risk Retention Act. As you 
know, I am working to amend the LRRA to narrowly address this 
issue of affecting community-based nonprofits. 

Director Seitz, are you concerned about this gap in the market 
in ensuring nonprofits have access to the insurance they need? 
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Mr. SEITZ. No. Thank you for that question. It is an issue that 
we have also been tracking, as Commissioner Birrane mentioned. 
It is an area we have been engaging with various stakeholders on 
the topic with regard to their ability to get coverage. I think we 
will look forward to working with the NAIC and your team as we 
look into this issue in more depth. 

Chairman BROWN. OK. And count on us to do that. We have 
been working with NAIC to find a solution. Risk Retention Groups 
are regulated by State insurance commissioners under NAIC regu-
lations. 

And, Commissioner, I just wanted to ask again, can we work to-
gether to find a solution that responsibly increases insurance ca-
pacity for RRGs to address this problem? 

Ms. BIRRANE. We absolutely want to work together for a con-
structive solution for nonprofits who need commercial property in-
surance, and we are happy to work with you and your staff and 
with FIO. 

Chairman BROWN. Thank you. Count on us for that. 
And I wanted to ask a third question—I will not take time. My 

5 minutes is up—about climate catastrophe risk, and we will sub-
mit something in writing or maybe as part of a second round, or 
my colleagues, probably one of them will ask something about that. 

So, Senator Toomey. 
Senator TOOMEY. Thank you, Mr. Chairman. 
The Chairman brought up the circumstances that occur occasion-

ally where a pension risk transfer occurs, and my understanding 
is the nature of this, what we are talking about here, is when a 
company has a defined benefit obligation to its retirees. It can pur-
chase an annuity, essentially, from an insurance company, which 
then transfers the management of this to an insurance company. 

And, as the Chairman pointed out, in that scenario, it is my un-
derstanding that the PBGC guaranty no longer applies. However, 
there are insurance funds. There are insurance guaranty funds. 

And so, Ms. Birrane, would I be correct in assuming that the in-
surance guaranty funds in the various States would be there as a 
backstop to the ability of the insurance companies to honor their 
contractual obligation to make those payments? 

Ms. BIRRANE. Yes, Senator, that is correct. 
Senator TOOMEY. And the transfer itself—so after the transfer 

occurs, ERISA no longer applies is my understanding, but the 
mechanism of the transfer itself is regulated by ERISA. Isn’t that 
true? 

Ms. BIRRANE. That is correct. ERISA no longer applies to the en-
tity that now bears the risk—— 

Senator TOOMEY. Right. 
Ms. BIRRANE. ——because what has really happened is that the 

pension fund is buying an insurance product—— 
Senator TOOMEY. Right. 
Ms. BIRRANE. ——in order to meet those obligations. 
Senator TOOMEY. Right. So then it raises an interesting question 

like in your experience, Ms. Birrane, I would guess that you would 
probably agree with me that insurance companies, especially like 
life insurance companies, have extensive experience in managing 
long-term liabilities like that is what they do. So the idea of wheth-
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er they are in a good position to manage the long-term liabilities 
of a defined benefit pension plan suggests to me like they are likely 
to be very well suited for managing that task. Is that your sense? 

Ms. BIRRANE. I would agree, and I would also point out that they 
are subject to rigorous financial reporting and oversight and life in-
surance annuity contracts are protected by the State guaranty 
funds—— 

Senator TOOMEY. Right. 
Ms. BIRRANE. ——which have themselves noted that insurance 

regulators hold life insurance companies to much stricter standards 
and more intensive oversight than are applied by pension regula-
tions to the pension funds themselves. 

Senator TOOMEY. Right. Now all those rigorous regulations and 
supervision that you just alluded to, that does not go away if the 
insurance company happens to be owned by a private equity firm, 
does it? 

Ms. BIRRANE. No, absolutely not. If anything, private equity 
funds tend to be subject to stricter regulation. 

Senator TOOMEY. Thank you. 
Director Seitz, it has come to my attention that there is work 

being done on an internal briefing memorandum regarding private 
equity involvement in insurance, and I am not—you may be in-
volved in that for the international—I lose track of my acronyms 
here, but it is the IAIS. Is that true? Is there such a memo being 
in the works? 

Mr. SEITZ. With regard to the International Association of Insur-
ance Supervisors—— 

Senator TOOMEY. Right, that is it. 
Mr. SEITZ. ——they have discussed the topic of private equity, in-

cluding at its last year’s annual conference there was a panel dis-
cussion on that. And it is, I think—you know, I cannot disclose the 
private conversations at the IAIS, but obviously, it is one of the 
themes that we are seeing in the macroprudential work being done 
at the IAIS. 

Senator TOOMEY. So are you involved in an effort to make rec-
ommendations to the IAIS regarding private equity’s involvement 
in insurance? 

Mr. SEITZ. As part of our work at the IAIS, we are closely coordi-
nating with the Federal Reserve—— 

Senator TOOMEY. Yeah. 
Mr. SEITZ. ——the NAIC, and the U.S. States on a variety of 

issues including work related to the capital standards and also re-
garding the holistic framework which the NAIC is adopting. 

Senator TOOMEY. OK, but you did not answer my question. Are 
you personally involved in research or development of a memo or 
an analysis that will include policy recommendations to the IAIS 
regarding private equity in insurance? 

Mr. SEITZ. You know, our teams are working closely with the 
NAIC and the States. You know, I am a member of the executive 
committee, and there are a variety of topics that the IAIS is dis-
cussing, and one of those topics at our upcoming meetings will be 
private equity. 

Senator TOOMEY. Yeah, so you are obviously trying to evade my 
question. I do not know why it is such a difficult question to an-
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swer. Let me try it a different way. If there is a memo or a piece 
of research work that is done and you are involved in it and it is 
submitted to the IAIS, do you intend to share that with the Com-
mittee? 

Mr. SEITZ. You know, I think similar to the IAIS we value the 
importance of transparency at the IAIS, and we would work with 
our State and Federal partners at the IAIS to make sure that there 
is appropriate transparency. And, this will be a topic that we will 
likely include in our upcoming report to this Committee that is 
issued with the Federal Reserve Board regarding our activities in 
international supervisory forms. 

Senator TOOMEY. I see I am out of time, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Toomey. 
Senator Reed from Rhode Island is recognized. 
Senator REED. Thank you, Mr. Chairman, and thank you, 

Madam Commissioner and Director. 
In May 2021, GAO released a study about challenges that insur-

ers and policyholders face in an evolving market for cyber insur-
ance. Director Seitz, can you explain the key challenges that GAO 
identified with respect to pricing cyber insurance and ensuring that 
policies provide appropriate coverage? 

Mr. SEITZ. No. Thank you, Senator, for your question on that 
topic. We have closely reviewed the GAO study and contributed to 
it, and we agree with the conclusions in that study, I think, in par-
ticular, looking at some of the pricing challenges and price in-
creases that have been happening for the sector. Additionally, you 
are seeing some of the carriers withdraw coverage from certain 
parts of the market. 

I think, in particular, an area of focus for our office as we admin-
ister the Terrorism Risk Insurance Program is the extent to which 
cyber coverage is available to small and medium enterprises. I 
think, in particular, we have collected information for the first time 
last year regarding the extent to which SMEs can access that cov-
erage, and that is going to be a priority of our work going forward 
and additionally an aspect of the work that we are doing with 
CISA regarding the catastrophic backstop for cyber insurance. 

Senator REED. At this point, just for clarification, terrorism in-
surance, would that include cyberattacks or is that sort of a func-
tion of the type and degree of the attack? 

Mr. SEITZ. The Terrorism Risk Insurance Program does cover 
cyber insurance written in the TRIP-eligible lines of insurance, and 
with regard to our work in that area it is an issue that we have 
discussed extensively in our prior reports, particularly looking at 
how the certification provisions under TRIA would apply to cyber 
events when you are looking at issues of attribution and elsewhere. 

Senator REED. Thank you. 
Commissioner Birrane and Director Seitz, how are NAIC and 

FIO, respectively, working with the insurance industry to address 
these challenges of cyber insurance? And every day there seems to 
be a new, dramatic challenge presented by cyber or something, so 
this is the beginning, not the end, of our discussion. Madam? 

Ms. BIRRANE. Thank you, Senator. I would say with respect to 
the NAIC the first thing that we have done is develop a cybersecu-
rity supplement by insurers—for insurers’ annual statements so 
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that we can track very closely and gather information about insur-
ers who are writing cyber insurance coverage in the U.S. We utilize 
the data that we have captured within this cyber supplement to 
monitor the risk and monitor what is happening in the market. 

I think what we can confirm is that between 2020 and 2021 
there was an increase of approximately 75 percent in direct written 
premium, but it is very clear that that growth was due primarily 
to pricing increases rather that additional coverages. And so our 
data confirms that along with an increase in the frequency and the 
severity of cyberattacks, and the number of cyber claims that are 
continuing to increase, premiums are going up, limits are going 
down. It is a much harder underwriting environment. 

I would say with respect to the market as a whole we are ac-
tively engaged in efforts to look at what is the appropriate back-
stop, how do we make sure that there is a robust financing mecha-
nism available, even with—even in the event that the insurance 
market does not have the appetite to cover all of it. 

Senator REED. Director Seitz, any comments? 
Mr. SEITZ. No. I think Commissioner Birrane said it well. Thank 

you. 
Senator REED. Commissioner, you clearly point out the increas-

ing prices of cyber insurance, which obviously affect every business, 
particularly small businesses and municipalities. And what steps 
can the State regulators take to try to reduce those premiums and 
ensure coverage is available? 

Ms. BIRRANE. So insurance is fundamentally based on risk, so 
pricing is based on risk. And insurers engage in risk-based pricing; 
that is what we expect them to do. And so as risks increase, so do 
premiums and costs. 

We have switches that we can toggle in terms of opening up mar-
kets like the surplus lines market or captive arrangements for cer-
tain companies and certain circumstances, but at some point there 
are risks that are very high. They are either too large or they are 
too volatile or they are too certain to be able to be as affordable 
as we would like them to be. 

I would point out that what we see happening in the market, in 
the tightening of the market, the increasing costs, and the increas-
ing underwriting standards also creates a discipline. It also helps 
with good cyber hygiene. So part of what it does is it asks busi-
nesses to themselves be more responsible in terms of taking their 
cybersecurity risks seriously, and as companies pair with insurers 
to do that and mitigate and reduce their risk, then that allows 
their programs to be more affordable. 

Senator REED. Thank you very much. 
Thank you, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Reed. 
Senator Rounds of South Dakota is recognized. 
Senator ROUNDS. Thank you, Mr. Chairman, and thank you to 

both of you for being here with us today. 
As you are both aware, in response to the development of the 

proposed International Capital Standard, Team U.S.A. proposed 
the aggregation method as an alternative framework. However, 
comments filed in response to a recent IAIS consultation on the 
proposed criteria to determine the comparability of AM and ICS in-
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dicates that the current process may very well be biased toward 
the ICS and will likely preclude a finding of comparability for AM 
which we use or which we want. 

Could each of you just take a minute and explain why a 
Eurocentric capital model would have a negative impact on con-
sumers’ access to U.S. insurance products? I am assuming that 
both of you feel that that may be the case. I would begin with Com-
missioner Birrane. 

Ms. BIRRANE. Sure. Thank you, Senator, for the question. So the 
U.S. market includes a number of foreign-owned insurers with U.S. 
businesses. So comparability would allow a foreign jurisdiction to 
defer to U.S. capital requirements for that business, so it encour-
ages that business. Additionally, as U.S.-based insurers seek to op-
erate abroad, it is important that those countries recognize rel-
evant aspects of our system. 

I would also just point out that the covered agreements between 
the U.S. and the EU and U.K., along with our qualified jurisdiction 
process, already require recognition of U.S. group capital. So the 
IAIS process should really not seek to contradict that recognition. 

Senator ROUNDS. Thank you. 
Director Seitz? And I made the assumption, but I am assuming 

that you are in agreement with my statement that we really want 
to maintain the current aggregated proposal that we use in the 
United States today. 

Mr. SEITZ. No. Thank you, Senator, for your question on this 
issue. It is one that is critically important for the U.S. insurance 
sector, and it is one that our team has been working on for the last 
several years in close coordination with the NAIC, the States, and 
the Federal Reserve. We believe it is critical that we remain en-
gaged in this conversation for many of the reasons that you noted. 
In particular, the international community is moving ahead with 
the development of the Insurance Capital Standard, and we need 
to be at the table to improve that methodology so that it is more 
compatible with our U.S. system. 

As we discussed earlier, you know, the ICS does not appro-
priately reflect certain aspects of our regime, particularly for those 
long-dated, long-duration products which are critical for millions of 
Americans entering retirement. And I know that will be a priority 
issue for us over the coming months, and we look forward to work-
ing with the States, the NAIC, and the Fed as we take this impor-
tant work forward. 

Senator ROUNDS. Thank you. I really do believe that the U.S. 
system of State-based insurance regulation is truly the gold stand-
ard when it comes to protecting our insurance markets and the in-
surance consumers in my home State of South Dakota and across 
the country. 

Commissioner Birrane, do you believe that our State-based regu-
latory system has been effective and successful? 

Ms. BIRRANE. Very much so. I think it was interesting, you know, 
as Senator Brown referred to AIG. And I think that for those of us 
that lived through that period of time and, you know, the crash of 
the capital markets in 2008, what we know is that the one set of 
companies that did extremely well were the insurance companies, 
the P&C carriers that were regulated by the States. So as AIG 
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sought to recover, it was those companies, those assets, they were 
able to sell in order to fund that recovery. 

So where State regulation is in place I think we have dem-
onstrated effectiveness over time. We talk about life insurance com-
panies, and we talk about the safety of life insurance companies. 
The insolvency of a life insurance company is almost unheard of, 
and the notion that policyholders in those rare instances where 
there has been an insolvency are not getting paid is also unheard 
of. 

So I think that what the State-based regulatory system has prov-
en over and over and over again, you know, having just come 
through a pandemic, having just come through a very difficult envi-
ronment, having all of the things that are going on in our society 
right now, and yet the State insurance system is protecting policy-
holders, claims are being paid. And so I think that it is infinitely 
clear that the mechanisms that exist at the State-based level are 
able to protect policyholders and respond quickly and nimbly to 
changes in circumstances that warrant additional adjustments in 
how we regulate. 

Senator ROUNDS. Well, Commissioner Birrane, look, I could not 
agree with you more, and I really do believe that Congress should 
allow you and the NAIC to do your job. And I think it is imperative 
that Congress recognizes that it has worked successfully and that 
when we start talking about the other items that are critical—and 
one of the items on it is private equity—there are some very good 
messages out there about what private equity has done for the in-
surance markets in the United States as well. 

My time is expired, but I thank you for being—I thank you both 
here for your answers today. 

Thank you, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Rounds. 
Senator Menendez is recognized from his home or his office. I do 

not know where he is. Senator Menendez, remote. 
Senator MENENDEZ. Thank you, Mr. Chairman. 
Last year, I introduced the Clarifying Law Around Insurance of 

Marijuana Act, or the CLAIM Act, to provide a safe harbor for in-
surers to provide products and services to businesses that are in-
volved with State-legalized cannabis without the risk of Federal 
prosecution. This bipartisan legislation was included as a provision 
of the SAFE Banking Act, which I strongly support. 

Commissioner Birrane, can you please describe why we need the 
SAFE Banking Act enacted as soon as possible? 

Ms. BIRRANE. Thank you, Senator. As you know, the NAIC does 
support the SAFE Banking Act. Insurance regulators recognize 
State-legalized cannabis businesses require access to insurance to 
mitigate the risks that they face like any other authorized busi-
ness. The SAFE Banking Act would help remove Federal barriers 
for insurers to insure State-legalized cannabis businesses. You 
know, it is really critical that businesses be able to buy insurance, 
that they be able to pay for that insurance, and when claims occur, 
that insurance companies be able to use the banking system to pay 
those claims. The SAFE Banking Act would allow that to happen. 

Senator MENENDEZ. Thank you. I am concerned that businesses 
that have nothing to do with cannabis could face serious con-
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sequences if the bill is not enacted. Imagine a scenario where a 
New Jersey lightbulb manufacturer sells a product to a State-legal-
ized cannabis business and there is a fire related to the lightbulb, 
causing the business to suffer loss. Under current law, in the sce-
nario I just described, could the lightbulb manufacturer’s insurance 
company face Federal charges if they pay the claim? 

Ms. BIRRANE. So the challenges that insurance companies have 
is using the banking system to transfer funds to a cannabis busi-
ness. So the answer is that there is a circumstance which could be 
challenging for the lightbulb company’s insurer in trying to use the 
banking system to pay money to the cannabis business. 

Senator MENENDEZ. Well, the House has passed this bipartisan 
measure seven times, and I think it is long past for the Senate to 
do the same. 

Let me turn to pandemic risk insurance. When COVID–19 first 
hit our country in 2020, small business owners discovered that 
most business interruption policies excluded claims from viral con-
tamination, disease, or pandemic, leaving many businesses without 
relief. Instead, Congress quickly provided on a bipartisan basis tril-
lions of dollars in aid to help keep small businesses afloat and save 
jobs. I am proud I voted for the American Rescue Plan, which was 
critical to our COVID response, but we should be planning ahead 
to get—to better protect our economy from the risk of a new pan-
demic that could threaten to overwhelm the health system. In to-
day’s interconnected world, the question of the next pandemic is 
not if, but when. 

Commissioner Birrane, is there still limited pandemic business 
interruption coverage in the market? 

Ms. BIRRANE. Yes, I would say that the scope of coverage that 
is available in the market has certainly not changed; it certainly 
has not expanded. 

Senator MENENDEZ. So wouldn’t business owners, employees, and 
the Federal Government be better prepared for the next pandemic 
if Congress established a public–private insurance solution to pro-
vide coverage for pandemic-related losses? 

Ms. BIRRANE. I think that business interruption insurance in a 
circumstance like this is an area where the risk is potentially so 
large and so uncertain that it is not going to be covered by the pri-
vate insurance market and in those circumstances it is certainly 
appropriate to discuss what public–private partnerships could do in 
order to make sure that financing is available in those extraor-
dinary, catastrophic circumstances. 

Senator MENENDEZ. Well, I appreciate that. It is critical that we 
plan ahead for the next pandemic rather than wait until the next 
outbreak of a new deadly virus, and far from incentivizing 
lockdowns, what we really need is to find a way to incentivize busi-
nesses to preserve the lessons of COVID and accept a level of per-
sonal responsibility if they are unwilling to do so. 

And similarly, I do not know those who would simply wait until 
a crisis point and have the Federal Government distribute trillions 
of dollars instead of working ahead of time to develop a more tar-
geted response to the specific needs of an individual business. That 
is what I think we should do. 
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Finally, Mr. Chairman, last month, FEMA reported that over 
425,000 policyholders dropped out of the National Flood Insurance 
Program since Risk Rating 2.0 took effect. That is nearly 10 per-
cent of the program. FEMA originally estimated in a pessimistic 
model that 20 percent of the policyholders would drop coverage 
over 10 years. The Agency predicted it would take years for 
425,000 policyholders to drop coverage, but instead, it took 8 short 
months. A majority of homeowners across the country are already 
uninsured against flooding, and it is clear that Risk Rating 2.0 is 
only making the situation worse. 

I think FEMA has misled us, and I want to work with you, Mr. 
Chairman, to advance the bipartisan legislation we have before the 
problem gets even worse. 

Chairman BROWN. Thank you, Senator Menendez. 
Senator Tester from Montana is recognized. 
Senator TESTER. Yeah, thank you, Mr. Chairman, and I want to 

thank both the folks that are here in front of us today for testi-
fying. 

And I want to touch back on cyber a little bit. 
Commissioner, is there anything that Washington, DC, Congress 

or the executive branch, needs to do to deal with cyber from your 
industry perspective or are we OK where we are at? 

Ms. BIRRANE. So, Senator, are you speaking in terms of the pro-
tection gap? 

Senator TESTER. I am speaking in terms of the threat, and I will 
get into the increase in premiums due to cyber. Is there anything 
we need to be doing to put forth some relief? I am not talking about 
writing checks out to people. I am talking about making policies 
that will make cyber more manageable. Cyber threats. 

Ms. BIRRANE. Sure. So I think from the perspective of our indus-
try we are looking at assuring that there are adequate controls in 
the insurance industry so that they can withstand potential cyber 
threats. What the NAIC has been engaged in is, of course, we have 
developed a model law which States continue to adopt. Now 83 per-
cent of the market has adopted or are subject to those laws, which 
improve and increase the security of data and the rapidness of no-
tice to insurance commissioners about when there has been a data 
incident. We continue to strengthen and update our guidance for 
financial examiners. 

Senator TESTER. But, so what I am hearing you say is that be-
tween NAIC and the State governments that the issue is being 
handled adequately. 

Ms. BIRRANE. We believe that we have an adequate framework 
in place to assure that insurance companies—— 

Senator TESTER. OK. 
Ms. BIRRANE. ——and insurance data is protected. 
Senator TESTER. OK. You will have to correct me if I did not 

catch this right, but when Senator Reed was asking questions you 
said there was a 75 percent increase in premiums due to cyber? 

Ms. BIRRANE. Right. So on the one hand, we talk about what in-
surance companies are doing to make their data safe. 

Senator TESTER. Yeah. 
Ms. BIRRANE. When we talk about then insurance companies as 

risk financiers—— 
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Senator TESTER. Yes. 
Ms. BIRRANE. ——so when they sell policies—— 
Senator TESTER. Yeah. 
Ms. BIRRANE. ——policies have certainly become more expensive 

for the businesses that buy those policies. 
Senator TESTER. And that is taking what kind of timeframe, the 

75 percent increase? 
Ms. BIRRANE. That is over about the course of a year. 
Senator TESTER. One year. 
Ms. BIRRANE. One year. 
Senator TESTER. Do you—the Ranking Member talked about you 

guys dealing with risk, long-term, short-term. Have you guys done 
that with issues around climate? Let me give you an example. 
Where I live in Montana—it is a big State, but where I live in Mon-
tana it is dry as hell. A few months ago, you probably heard about 
the flood that came out over Yellowstone Park that was a 500-year 
event. It seems like we are having 500-year events and 100-year 
events every decade. So do you guys take that into account? 

Ms. BIRRANE. So we certainly track very closely the frequency 
and the severity of perils—— 

Senator TESTER. Yes. 
Ms. BIRRANE. ——and claims. So for example, in the world—— 
Senator TESTER. Yeah, go ahead. Keep going, real quickly. 
Ms. BIRRANE. I was going to say, in the world of climate—— 
Senator TESTER. Yeah. 
Ms. BIRRANE. ——specifically, we know that weather patterns 

are changing and that those weather patterns are causing in-
creased—— 

Senator TESTER. Yeah. 
Ms. BIRRANE. ——claims activity, et cetera. 
Senator TESTER. No doubt about that. Can you give me any kind 

of an idea, just from a property damage standpoint, what the in-
crease in premiums has been because of that? 

Ms. BIRRANE. I have to tell you I do not have the numbers at my 
fingertips, and I am happy to follow up to give you those numbers, 
but the increases are exponential. So we are seeing much, much 
larger numbers of claims. You know, weather events are more fre-
quent. They are more severe and—— 

Senator TESTER. I would love to get those numbers—— 
Ms. BIRRANE. Absolutely. 
Senator TESTER. ——because there are a number of folks in the 

body, in Congress, that think ignoring climate is something that 
will make it go away when in fact my experience on a farm in 
north central Montana is it ain’t going away. It is, in fact, getting 
far worse. I mean, last year was the worst crop we ever cut. This 
year was the second worst crop we ever cut. And I know I look very 
young, but we have been on the farm for 45 years. So it is pretty 
insane. 

I want to talk really, really quickly about NARAB. This is the 
damnedest thing I have ever seen because we passed a bill years 
ago and, quite frankly, we still do not have a board, did not have 
it through Obama, did not have it through Trump. Number one, 
could you just give me the benefits of that NARAB board? 
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Ms. BIRRANE. So I feel like that is an issue that we would prob-
ably do better briefing you on afterwards in terms of the board, but 
you know, the NAIC’s position has been that the board should be 
created and established. 

Senator TESTER. Can you give me any update on—Director Seitz, 
give me any update on the status of that NARAB board being fully 
functional? 

Mr. SEITZ. No. Thank you for that question. We share recog-
nizing the importance of NARAB. And it is an issue that we have 
been meeting with a variety of stakeholders on, particularly on the 
broker community, to sort of think through that process again, and 
it is an issue that we have been focused on for the last few years 
in our office, of trying to move that forward. 

Senator TESTER. Well, and I am way out of time, but I would just 
say, please be aggressive. You know, bounce some people around. 
Do whatever you got to do. Get this damned thing done. It would 
be, I think, a win for the consumer, a win for the industry, and a 
win for the Administration. Thank you. 

Thank you, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Tester. 
Senator Hagerty of Tennessee is recognized. 
Senator HAGERTY. Thank you, Mr. Chairman, Ranking Member 

Toomey. Thank you both, and to our guests, thank you for being 
here today. 

Commissioner Birrane, I would like to turn first to you. There 
have been a number of concerns raised about the lack of regulation 
and transparency with respect to private equity backed insurers. I 
would like to talk with you from a State regulatory standpoint. My 
question is: Are insurers that are affiliated with private equity 
firms treated any differently than other insurers, and are they 
somehow able to avoid oversight at the State level? 

Ms. BIRRANE. No, Senator, private equity-owned insurers are not 
treated any differently than other insurers except to the extent 
that it has been the—common practice since about 2013 that States 
have actually imposed greater requirements on PE firms that pur-
chase insurers. So they have generally been required to accept ad-
ditional conditions and reporting obligation as a condition of the 
approval of their investments and their investment in an insurance 
company. So those stipulations are now part of the financial anal-
ysis handbook that States use when they assess a request by any 
entity to purchase an insurance company. 

I would also say that more recently, in light of an increase in PE 
ownership in life insurers and the complexity of some of their in-
vestments, and investments not just made by PE owned insurers 
but by life insurers generally, the NAIC’s Macroprudential Working 
Group has constructed a list of 13 specific regulatory considerations 
that are focused on investment disclosures, ownership and collat-
eral, reliance on rating agencies, fees, and pension-risk transfer 
guidance. 

Senator HAGERTY. I want to come to pension-risk transfer in just 
a minute, but I want to be clear. Again, you said that there are 
actually additional regulations, an additional layer of regulations, 
in place for private equity-owned insurers at the State level. 
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Ms. BIRRANE. That has been the standard that has been em-
ployed by most States. 

Senator HAGERTY. Thank you. Back to pension-risk transfers, 
that is another topic I wanted to discuss with you. That is the proc-
ess by which a corporation might transfer its pension risk to insur-
ance companies. What tools do State insurance regulators have to 
ensure the protection of policyholders in that instance, and are 
they any less safe once the pension has been moved to an entity 
that is regulated by the State insurance regulatory system? 

Ms. BIRRANE. So the insurance regulators have a very robust set 
of tools because we are the primary regulators of the financial sol-
vency of insurance companies and our system is designed to avoid 
failure. Our system is designed to have tremendous optics into the 
financial standing of those companies. We use a variety of tools to 
assure that companies maintain the reserves that they need, par-
ticularly with life insurers that have very long-term risk. So there 
are annuity obligations; there are life insurance obligations, to as-
sure that they are adequately reserved. 

So we have all of those systems in place. The fact that a PE com-
pany owns that insurance company does not change any of that. 

Senator HAGERTY. I would not have thought so. 
Ms. Birrane, I want to stay with you for a little bit longer. As 

you know, in May, the National Association of Insurance Commis-
sioners sent a letter to Chairman Brown, responding to several 
questions that he had posed on the topic of alternative asset man-
agement companies and the life insurance sector. In NAIC’s re-
sponse, they laid out pretty clearly that State regulators, quote, 
possess the tools and resources necessary to address Chairman 
Brown’s concerns. 

I want to reiterate my support for the role of States as the pri-
mary regulators of the insurance industry. And like any other in-
dustry, life insurance will continue to evolve, and over the long run 
I am certain they will provide new and better products as they 
evolve, to consumers. And, it is clear from NAIC’s letter that State 
regulators have the tools they need to continue in this role. Would 
you agree with that? 

Ms. BIRRANE. Yes, I would agree with that. 
Senator HAGERTY. Thank you very much. I appreciate it. 
Thank you, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Hagerty. 
Senator Warren of Massachusetts is recognized. 
Senator WARREN. Thank you, Mr. Chairman. 
So, not content with buying up hospitals and newspapers and 

single-family homes, retail chains, and pretty much everything else 
under the sun, private equity has now set its sights on a new mon-
eymaker, Americans’ retirement savings. Over the past decade, pri-
vate equity has hoovered up companies that sell life insurance and 
other retirement products, and today, private equity firms control 
more than 10 percent of all life and annuity assets in the United 
States despite having had almost zero presence just over a decade 
ago. 

Now these new private equity-owned insurers have developed a 
particular taste for workers’ pensions. Under this model, called the 
pension-risk transfer, or PRT transaction, private equity giants like 
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Apollo are buying up pension obligations from big employers like 
JCPenney and Lockheed Martin and Alcoa. At least 300,000 Ameri-
cans today have pensions that are managed by private equity 
firms. 

Mr. Seitz, you run the office inside the Treasury Department 
that oversees insurance products, so I want to ask you about the 
safety of these Americans’ pensions. So let us say someone retired 
from a company like JCPenney or Alcoa and their pension was 
transferred over to Athene, Apollo’s insurance arm. Would you say 
that the retirees’ pension is just as financially secure now that it 
is managed by a private equity owner-insurer as it was before? 

Mr. SEITZ. No. Thank you, Senator, for that question. I mean, we 
share your view on the importance of this issue and recognize the 
importance of pensions to millions of Americans that are relying 
upon those for their retirement and a dignified retirement, and we 
are working closely with the NAIC and their regulatory consider-
ations as they look at their framework and how to best address not 
only changes in the PE sector but also, as Commissioner Birrane 
mentioned, more broadly in the life insurance sector with regard to 
their investment and liquidity. 

Senator WARREN. Well, I appreciate that you care about these 
issues, but that is not the question I asked you. I asked you, once 
there has been a transfer to Apollo’s insurance arm, are the people 
who are covered just as secure as they were before the transfer? 
That is easy. Yes or no? 

Mr. SEITZ. The individuals, when their policies are transferred, 
as Commissioner Birrane mentioned, they are covered by the indi-
vidual State guaranty funds. And it is an area of focus for our of-
fice to make sure that the State system is being—regulatory mech-
anisms are being designed appropriately to reflect these new trans-
actions, and we appreciate—— 

Senator WARREN. I am still not hearing a ‘‘yes’’ or ‘‘no.’’ You 
know, just to make clear, in a September 2021 report, the Federal 
Insurance Office, which you run, stated that ‘‘PE owners may use 
investment strategies for their owned insurance entities that have 
heightened credit and liquidity risk profiles as compared to other 
market participants’’ and ‘‘tend to hold a more significant propor-
tion of investments in alternative or nontraditional insurance as-
sets that are associated with illiquidity and complexity premiums.’’ 
You still agree with what you said? 

Mr. SEITZ. No. Thank you, Senator. We have articulated those 
same points in our letter to Chairman Brown a few months ago, 
and it is an issue that we are focused on in our office, and we ap-
preciate the changing investment portfolio of those companies as 
well as across the broader life insurance sector. 

Senator WARREN. All right. In other words, there is more risk. 
Mr. SEITZ. It is an area of increased focus for our office, and we 

are looking forward—— 
Senator WARREN. Look, exposing Americans’ retirement savings 

to more risk is exactly how private equity makes its money. Riskier 
and more complex investments mean that private equity-backed in-
surers can jack up their returns and their short-term profits, but 
the pensions are more vulnerable to being wiped out by a market 
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downturn which endangers the insurance company’s insolvency. 
This is not hard. This is just how the pieces work. 

For example, one-fifth of Athene’s portfolio is invested in risky 
asset-backed securities and leveraged loans made to companies 
that are already highly in debt, and even worse, many of Athene’s 
risky investments are created or managed by the parent company, 
Apollo, itself. This means that Apollo collects fees on the invest-
ments that it directed its insurance arm to make. 

So, look, this is a problem of more risk and the risk is borne by 
people who have invested for all their working lives in their retire-
ment security, and I want to underline the word ‘‘security.’’ My 
Stop Wall Street Looting Act would strengthen private equity dis-
closures to empower investors and help regulators crack down on 
self-dealing, but we also need Federal and State insurance regu-
lators to step up and address the risks that private equity poses 
to pensioners and workers. 

I appreciate that Treasury and NAIC are looking at this issue 
closely, but enough studying. It is time to act, and I am looking for-
ward to working with both of your offices to ensure that happens. 

Thank you, Mr. Chairman. 
Chairman BROWN. Thank you, Senator Warren. 
Senator Moran from Kansas. 
Senator MORAN. Chairman, thank you. Chairman from Ohio, 

thank you. 
Let me start with you, Director Seitz. Concern has been ex-

pressed by you and some of my colleagues about private equity 
firms, however that term is defined, having a short-time horizon 
for their investments in insurers and thus may be willing to engage 
in riskier activities. Can you tell me if there are insurers that have 
been purchased by private equity that have been sold or up for 
sale, indicating a quick turnaround? 

Mr. SEITZ. No. Thank you, Senator. It is an issue that we are 
closely monitoring, particularly over the last—I think as Commis-
sioner Birrane mentioned, we have seen an increase in activity 
over the last several years in this area and particularly for certain 
blocks of business, and it is an area that we are continuing to mon-
itor. 

Senator MORAN. The question, though, was: Are there examples 
of where insurance companies purchased by private equity are 
then, in a short fashion, sold? 

Mr. SEITZ. No. I mean, I do not want to speak to any specific 
transactions, but I think generally what we have seen is they are 
not, you know, making those types of movements that you de-
scribed. 

Senator MORAN. Thank you. I do want to indicate that my expe-
rience in Kansas is a PE firm’s purchase of insurance companies 
has turned out to be very valuable to that company, to those com-
panies, and it benefited the company and its employees with an in-
flux of capital that fueled growth and additional jobs and helped 
those insurance companies continue to be in existence and to grow 
their book of business and their economic activity in our State. 

And then I was listening on the television about, and from my 
office about, a question that the Ranking Member asked. It does 
seem to me this Administration is determined to import financial 
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regulations and capital standards from Europe as quickly or as per-
vasive as they can. My view is that we need the—that we do not 
need the importation of European policy dictating American busi-
ness and markets and that the FIO’s top priority should be defend-
ing American interests and preserving a system that has worked 
so well, as I heard you indicate, of State regulation over a century 
in those. You ought to be promoting that in the international fo-
rums. And I was not quite certain that you answered Senator 
Toomey’s question, but I would add my thoughts to that topic. 

Thank you. 
Chairman BROWN. Thank you, Senator Moran. 
Senator Sinema is recognized, I believe from her office, Senator 

Sinema of Arizona. 
Senator SINEMA. Thank you, Chairman. I appreciate this. 
You know I want to start by talking to our witnesses about our 

working group that I convened last year, a bipartisan Senate work-
ing group with other Members of this Committee to identify and 
advance solutions around risk sharing and future pandemics. Our 
goal is to improve the resiliency of the U.S. economy to future pan-
demic-related economic shocks. Our group aims to do this by cre-
ating and advancing an insurance framework that brings forward 
the power of the private sector and provides business owners with 
choices to buy coverage that aligns with their needs and their risk 
tolerance. That will reduce the price tag of any future pandemic re-
sponse and address some of the waste, fraud, and abuse that we 
are seeing with respect to pandemic aid. 

Our response to future pandemics needs to be leaner, faster, and 
smarter, and it is important to me that future responses are more 
fiscally responsible as it is clear that the risk of overspending, cou-
pled with supply chain disruptions, can trigger an inflationary re-
sponse. 

So first, to Commissioner Birrane, I appreciate your joining us 
today. As you know, for insurance policies that cover event can-
cellation and business interruption, virtually all of them include an 
exclusion that exempts pandemics from coverage. Despite this in-
clusion, I have heard from businesses and insurance brokers alike 
that event cancellation and business interruption coverage is in-
creasingly difficult to find and it is expensive if you can find it. 
What do you see in the market for these lines of insurance? 

Ms. BIRRANE. Well, I think your characterization of the current 
market condition is correct, and I do not see that changing in the 
near future. I think that there are certain types of risk that are, 
as I have said before, too large, too volatile, too certain for the mar-
ket to be able to absorb them. 

Senator SINEMA. Thank you. Our working group is concerned 
about this because we want businesses to be able to find and afford 
the insurance policies they need to qualify for financing and to re-
sponsibly plan for the future. 

So my next question is also for you, Commissioner. For a future 
pandemic, I would like to also see an insurance solution for small 
businesses so that they can take a level of responsibility that aligns 
with their risk tolerance. In 2020, some Arizona businesses had to 
wait months to get their PPP loans, and they had to go from bank 
to bank to access relief. I would rather have a framework where 
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businesses could purchase subsidized coverage, where it is afford-
able to the business owner, and the business owner knows exactly 
how much coverage they are getting. Would you agree that a pre- 
established, private insurance policy would generally provide faster 
and more predictable relief for businesses to plan around? 

Ms. BIRRANE. Well, what I would suggest is that, you know, the 
NAIC has supported the idea of a Federal backstop of sorts with 
respect to BI coverage, and certainly it is important that business 
owners have a sense of certainty about, you know, what their cov-
erage options are and what their costs are. There are a variety of 
models that work well when the Government and private industry 
couple together. That draws on the strength of each, the strength 
of Government to be able to fund more broadly and the strengths 
of insurance companies to be able to appropriately underwrite and 
price and adjudicate claims and assist businesses in risk mitiga-
tion. 

So I would say, overall, there is a case here to be made for such 
a partnership and the particular model of that partnership is some-
thing that the NAIC does not really have a position on. 

Senator SINEMA. Thank you. And would you agree that the risk 
management and auditing capacities that private insurance brings 
would be helpful in reducing waste, fraud, and abuse in a future 
pandemic? 

Ms. BIRRANE. I would certainly say that insurance companies, 
part of what they bring to the table in any circumstance is exper-
tise in underwriting and in risk mitigation as well as risk financing 
and fraud detection. 

Senator SINEMA. Thank you. Now I have a question for you about 
insurance more generally. In your experience regulating insurance 
companies, would you say that an insurance carrier bearing some 
level of risk incentives incentivizes them to conduct more robust 
auditing and risk management since their own capital is on the 
line? 

Ms. BIRRANE. I would say that insurance companies are very, 
generally very, effective at reviewing risks and in helping their in-
sureds to mitigate those risks. So that is certainly part of what you 
get when you have an insurance policy, particularly in the property 
and casualty area that—or workers’ compensation—the insurance 
company often plays a very integral role through the underwriting 
process and the pricing process in helping companies to mitigate 
the risk that they are trying to finance. 

Senator SINEMA. Thank you. And finally, I will just say, we are 
working to identify a thoughtful and bipartisan Federal solution to 
address this issue and create a smarter response for future 
pandemics. Our working group appreciates the National Associa-
tion of Insurance Commissioners strong leadership in endorsing a 
Federal solution in this space, and I am looking forward to working 
with you and other key stakeholders to find a path forward here. 

So thank you, Mr. Chairman. I yield back. 
Chairman BROWN. Thank you, Senator Sinema. 
Senator Van Hollen of Maryland is recognized. 
Senator VAN HOLLEN. Thank you, Mr. Chairman. Thank you to 

both of our witnesses here today. 
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And, Commissioner Birrane, it is great to have a fellow Mary-
lander here. Thank you for your work protecting the interest of 
Marylanders and your work at NAIC. 

And I also want to thank you and NAIC for helping me and some 
of my colleagues prepare legislation to protect seniors from finan-
cial fraud. The legislation is entitled Empowering States to Protect 
Seniors from Bad Actors Act, and it would provide an authorization 
grant program to the SEC to provide both State securities and in-
surance regulators with additional resources to crack down on 
fraud, which we know is a huge problem, $3 billion a year at least 
in financial scams. Can you just speak briefly to the importance of 
passing this legislation to protect seniors from financial fraud? 

Ms. BIRRANE. Absolutely, Senator. We have been very happy to 
work with you on that initiative. I mean, consumer protection is 
what insurance regulation is all about, and there is probably no 
more important area of consumer protection than assuring that our 
seniors are not subject to aggressive marketing tactics and to, you 
know, other fraudulent practices. So it is really critically important 
that we have all the resources available to assure that we are on 
the ground, working with seniors directly, to be able to prevent 
them from being caught up in fraud. 

Senator VAN HOLLEN. Thank you. And I am going to take this 
chance to ask the Chairman and the Ranking Member to join us 
in getting that bipartisan out of the Committee. 

Chairman BROWN. Senator Van Hollen, we were just speaking 
about it quietly while you are asking—— 

Senator VAN HOLLEN. Thank you. I appreciate that. I thank you. 
Thank you. 

Chairman BROWN. Thank you. 
Senator VAN HOLLEN. Let me ask you a couple questions regard-

ing capital standards in the context of climate risk. As you well 
know, an important role of a State insurance regulator is to mon-
itor the capital adequacy of insurers to ensure their ability to pay 
their claims following catastrophic events. One of the concerns is 
that with increasing severity and frequency of extreme weather 
events that the risk-based capital models may overemphasize the 
trends of older historical data and not adequately assess newer 
risk. 

So, a two-part question, Commissioner Birrane: What is the 
NAIC doing to ensure that its models incorporate the most recent 
and relevant climate data in order to reflect the true risks, and sec-
ond, from a risk management and capital adequacy perspective, 
how important is it for insurance regulators to have standardized, 
comparable data on climate risk? 

Ms. BIRRANE. So with respect to the first issue, I would say that 
what our solvency workstream is doing and what our E Committee 
is doing is working very closely and making sure that our models 
are accurate and are up to date, and we are adding additional per-
ils to the RBC capital framework to assure that we capture more 
broadly the various events that can occur. So that is the first thing. 

And second, with respect to data collection, the NAIC has a rig-
orous process of data collection that we think captures what needs 
to be captured, and that is something that is subject to constant 
update and improvement. So we have both on the individual State 



26 

level and in the aggregate through the NAIC the ability to capture 
data in a way that insurance regulators use that data to under-
stand what are claims patterns and where claims are occurring, 
and why and how, you know, claims are being paid and what the 
impact of that is on the solvency and the financial status of enti-
ties. 

Senator VAN HOLLEN. So is there an effort to create some kind 
of national standard so that States are not using, you know, 50 dif-
ferent standards for this purpose? 

Ms. BIRRANE. There is conversation through our center of excel-
lence on the development of a single standard and being able to 
work through, with insurance companies, what would be appro-
priate in that regard. So that is a conversation that is occurring as 
to whether a centralized and standardized approach is the one that 
makes the best sense, but I want to assure you that in the interim 
the data collection that occurs around natural disasters and in 
terms of insurance companies is very robust. 

Senator VAN HOLLEN. Thank you. 
Mr. Seitz, I do not know if you want to, in my remaining time, 

just comment on those two parts of that question. 
Mr. SEITZ. No. I would just say we share your view on the impor-

tance of consistent, comparable, and granular data. I think, par-
ticularly for our office, we are looking at it through the lens of the 
availability and affordability of coverage, particularly in the home-
owners’ business line, and it is an area that we have seen a need 
for some national standards and approaches to. 

Senator VAN HOLLEN. Thank you. If you could just get for me— 
I was—we have obviously seen a huge increase in losses, property 
losses, due to extreme weather events over the last couple decades. 
There have been a number of reports. If you could maybe try to 
quantify for me and the Committee what the increased premiums 
have been as a result of increased climate risk, I realize that is an 
imperfect science, but I would like a ballpark estimate if you could 
get back to us on that. All right? Thank you. 

Chairman BROWN. Thank you, Senator Van Hollen. 
Senator Cortez Masto from Nevada is recognized from her office. 
Senator CORTEZ MASTO. Thank you, Mr. Chairman. Thank you 

to the two speakers today. 
First, let me at the very beginning show support for Menendez’s, 

Senator Menendez’s, line of questioning around the SAFE Banking 
Act. The SAFE Banking Act is about supporting small businesses 
in this country, which are the backbone of our economy, and it is 
bipartisan, has bipartisan support. I think it should be passed. So 
I hope my colleagues feel the same way. 

Mr. Seitz, Director Seitz, let me talk to you a little about the 
Federal Home Loan Banks review that is happening. The FHFA re-
cently announced a thorough review of our Nation’s Federal Home 
Loan Banks system. My first question to you is: Are you aware of 
the proposed review? And if you are, I really have a question about 
whether the Federal Insurance Office plans to monitor or partici-
pate in the review, the Federal Home Loan Banks’ review, is going 
to happen as well. 

Let me just put this out there. It was surprising to me to realize 
that 548 insurance companies are members of the Federal Home 
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Loan Banks and that they receive about one-quarter of the ad-
vances. So I am curious if your organization is going to be review-
ing and following what the FHFA is doing. 

Mr. SEITZ. No. Thank you, Senator, for that question. The Fed-
eral Home Loan Banks play an important role in our housing mar-
kets, and we are very well aware in FIO that insurance companies, 
particularly life insurers, are increasing participants and are tak-
ing significant advances from the FHLBs. It is an area that we 
have been discussing with our colleagues at the FHFA, and we look 
forward to continuing to engage with them as they begin the re-
view process which just recently started. 

Senator CORTEZ MASTO. Good. Thank you. And I hope you do; I 
hope you do continue to monitor. 

Let me jump to an issue that my colleagues have been talking 
about, which is private equity, but before we get there, I want to 
follow up on business interruption insurance. 

Mr. Seitz, in March of 2020, when the COVID–19 pandemic 
began, my office received calls from business owners who had 
bought insurance. They chose policies that included business inter-
ruption insurance, and they paid their premiums. Then when the 
pandemic hit, they had to close down due to a risk of contamina-
tion, obviously, but they were not covered. 

So I guess my question to both of you is—and you talked a little 
bit about it. Is it feasible for insurance companies to provide pan-
demic insurance? That is one. 

But then, two, when it comes to private equity, Ms. Birrane, let 
me ask you this because you talked about in particular the transfer 
of ownership or risk from private equity to insurance companies. 
And one of the things you identified is that there are certain types 
of risk that are too large and too volatile for the market to absorb 
them, but you do not feel that way about private equity as they 
come in and purchase so many of, unfortunately, insurance compa-
nies and have so much—so many assets. 

And I know I am asking and conflating two questions, but they 
are similarly related. And this is the concern; if insurance compa-
nies are not covering the risk when there is a pandemic even 
though companies are paying for it, if there are some risks related 
with private equity and there is, God forbid, some disaster eco-
nomically, how can we guarantee that that coverage will exist by 
insurance companies as well? Is there a correlation between the 
two? Do you not see that? 

Or, do you feel that protections have been put in place, as you 
say, Ms. Birrane, by the NAIC adopting these new regulations 
when it comes to private equity? Maybe let us start with you. 

Ms. BIRRANE. Sure. So what I would say is like let us think 
about this as a matter of contract. So when you think about the 
business interruption insurance that was baked into policies that 
were purchased by businesses, those contract terms actually, for 
the most part, exempted business interruptions that are caused by 
things like contamination, you know, that would fall within a pan-
demic or that did not result from a physical covered peril. So from 
a contract perspective, those gaps in coverage were baked into the 
policies, and unfortunately, many business owners were not as— 
were not really aware that those limitations existed. 
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If we look at private equity as a general matter, I would come 
back to the notion that the private equity firm, as an owner of the 
insurance company, does not run the insurance company in the 
same way. Insurance companies are subject to a set of very clear 
rules and guidelines around what insurance companies can do, 
from the kinds of investments that they can make to the credit 
they get for those investments, to the risk based capital standards 
that are in place. None of those are different because the owner is 
a private equity company. So we continue to monitor and regulate 
the performance of the company regardless of the ownership. 

So, hopefully, that helps contrast those two circumstances. 
Senator CORTEZ MASTO. And I know my time is running out, and 

thank you for that. That is very helpful. 
But, Director Seitz, do you feel the same way with respect to pri-

vate equity companies, that they can be adequately protected by 
additional conditions or these 13 new regulations that NAIC has 
adopted? 

Mr. SEITZ. No. I mean, we appreciate the importance of retire-
ment security products for millions of Americans, and we are work-
ing closely with the NAIC and the States as they develop the regu-
latory considerations. And as our letter noted to Chairman Brown, 
there are certain areas of focus for our office and also they extend, 
you know, to the life insurance sector more generally irrespective 
of sometimes the business models as well. 

Senator CORTEZ MASTO. Thank you. 
Thank you, Mr. Chairman. I know my time is up. I appreciate 

it. 
Chairman BROWN. Thank you, Senator Cortez Masto. 
Thanks, Commissioner, and thanks, Director, both of you, for an-

swering questions forthrightly and being here today and especially 
for your public service. 

I would like to submit for the record the testimony of Colleen 
Riedel, a retiree of Qwest through the Northwest Bell Telephone 
Company, a member of Communication Workers of America, whose 
pension is now administered by Athene. 

For Senators who wish to submit questions for the record, those 
questions are due 1 week from today, Thursday, September 15th. 

You would be getting those. To the witnesses, please submit your 
responses to questions for the record 45 days, no more than 45 
days, from the day you receive them. Thank you again. 

With that, the hearing is adjourned. 
[Whereupon, at 11:26 a.m., the hearing was adjourned.] 
[Prepared statements, responses to written questions, and addi-

tional material supplied for the record follow:] 
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PREPARED STATEMENT OF CHAIRMAN SHERROD BROWN 

Every American needs insurance—whether it’s auto insurance to protect us when 
we’re on the road, or homeowners’ insurance to protect the biggest investment for 
most families, or life insurance to cement your family’s financial security in the 
event of a tragedy. 

It’s our job to make sure that the industry is protecting Americans’ hard-earned 
money—not putting it at risk. 

American insurance companies are regulated by State insurance commissioners. 
The State-based system of insurance regulation is historic, and ensures local mar-
kets and needs are taken into consideration. 

The National Association of Insurance Commissioners coordinates State commis-
sioners across all jurisdictions, to identify and address risks to the entire system. 

In the Wall Street Reform Act, Congress created the Federal Insurance Office 
within the Treasury Department to promote national coordination in the insurance 
sector. It’s common sense—insurers operate across all State jurisdictions and inter-
nationally. 

I’m pleased to have both the Maryland Commissioner Kathleen Birrane on behalf 
of the NAIC, and Director Seitz of FIO testify today. 

If we’re going to keep Americans’ hard-earned money safe, it is more important 
than ever that they work together. 

Today we’ll explore many important topics. 
For example, 3 months ago, Lockheed Martin transferred $4.3 billion of its pen-

sions to Athene Holding—an insurance holding company specializing in life insur-
ance and owned by the private equity firm, Apollo Global Management. 

Overnight, Lockheed Martin employees and retirees were notified that their pen-
sions would be managed by Athene and no longer governed by ERISA or the Pen-
sion Benefit Guaranty Corporation. 

This is just one recent example of private equity giants’ expansion into people’s 
pensions and the insurance industry. 

We know that workers end up worse off when Wall Street private equity firms 
get involved. We’ve seen it over and over, in industry after industry. 

In March, I asked the NAIC and FIO to look into private equity’s expansion into 
similar pension-risk transfer transactions. We need to understand the risks to work-
ers whose financial security depends on pension and retirement programs. 

The NAIC and FIO provided thoughtful responses to my letter. The NAIC has 
been monitoring the risk-taking behavior of private equity-owned insurers. 

FIO has done similar work, and also looked at the wider interconnectedness of 
insurance and reinsurance markets across the world. Those connections have added 
to systemic risk concerns, because U.S. insurance companies depend even more on 
the financial health of insurance companies outside the United States. 

Taken together, our insurance authorities are focused on these emerging and com-
plex risks to safeguard our economy. 

Our communities and families rely on insurance companies to protect their loved 
ones, their homes, small business, and so many parts of our lives. We can’t ignore 
when risks build up, or firms behave irresponsibly. 

And we know who always pays the price when they do. It’s not insurance execu-
tives. It’s not private equity executives. It’s not Wall Street. 

It’s workers and their families. And it’s taxpayers, who were forced to bail out 
AIG 15 years ago. 

That should never happen again. 
That also means looking around the corner to make sure the industry and agen-

cies are prepared for risks as they develop. As more Americans face increasingly se-
vere climate catastrophes like wildfires and hurricanes each year, we need to help 
communities prepare—and we need to ensure insurance watchdogs and the compa-
nies they oversee are prepared. 

In the aftermath of some of these natural disasters, we have seen instances where 
insurers either raise prices or stop offering insurance altogether, leaving families 
and businesses struggling to find affordable coverage as they rebuild their lives and 
communities. 

We also know this industry has a long history of racial discrimination, just like 
so many big industries. 

Black and Brown families face more difficulty in getting insurance across the 
board. We’ve seen this happen in auto insurance. 

Earlier this year, the New York Times also reported that customers, insurance 
agents, and employees sued State Farm for discrimination in the workplace and in 
paying out claims. 
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My colleague Chairwoman Waters has been working on learning more about this 
as well. Her committee recently requested information about large life and P&C in-
surers’ involvement in financing chattel slavery. 

And I’m glad FIO and NAIC are also working on this. NAIC is investigating 
through its Special Committee on Race and Insurance. 

And I look forward to reviewing FIO’s upcoming report on availability and afford-
ability of auto insurance, and hope it will shed more light on racial equity in access-
ing this insurance. 

Finally, later this year, the International Association of Insurance Supervisors 
will meet to consider whether the U.S. insurance system’s review of capital ade-
quacy standards meets international criteria. 

Because we regulate insurance differently here in the U.S., where State and local 
markets and international markets are served by the same companies, it’s impor-
tant that representatives of the U.S. system like FIO and the NAIC advocate for 
fair treatment by the international regulators. 

And now that the Fed Vice Chair for Supervision has been confirmed, Michael 
Barr and the offices testifying here today will get to work with our international 
counterparts in this process. 

All of these issues show how critical the work of FIO and NAIC is to our econo-
my’s health and stability. I expect FIO and NAIC to prioritize monitoring these 
risks in their ongoing work. 

PREPARED STATEMENT OF SENATOR PATRICK J. TOOMEY 

Thank you, Mr. Chairman. And welcome to our witnesses. 
It has been quite some time since this Committee has held a hearing on the insur-

ance industry. There are several topics that I’d like to discuss today, including the 
importance of State-based insurance regulation, efforts to develop international in-
surance standards, efforts to use the insurance industry to effect changes in social 
policy, proposals to create a federally guaranteed pandemic risk insurance program, 
and, finally, the importance of risk-based pricing. 

I think it’s important to remind everyone that insurance firms are primarily regu-
lated at the State level. Insurers have been chartered and regulated by the States 
for the past 150 years. When it comes to insurance, the Federal Government has 
an extremely limited regulatory role, which I see little need to expand. 

This system works well for both consumers and industry. That’s one reason why 
we need to pay close attention to efforts to develop and implement international in-
surance standards by international bodies. In particular, I worry, as do others, that 
the Insurance Capital Standard, or ICS, currently being developed by the Inter-
national Association of Insurance. Supervisors is incompatible with the U.S. insur-
ance market. 

There is widespread concern that the ICS is too sensitive to short-term fluctua-
tions in markets and does not take into account certain assets that insurers hold. 
As a result, the implementation of ICS in its current form would harm the avail-
ability of long-term products that Americans rely on for financial security. Our U.S. 
representatives at IAIS need to make sure ICS works for the U.S. market by not 
allowing the proposal to go forward. 

Next, I’d like to touch on troubling efforts to use our financial system to address 
climate change. Some liberal activists want to pressure insurance companies and 
other financial institutions to deny services to traditional energy companies and 
other carbon intensive industries. Such efforts are profoundly misguided. 

Addressing contentious issues like global warming requires political decisions in-
volving important tradeoffs. We’ve seen those tradeoffs in action in recent months. 

With soaring energy prices, European Nations have made plans to reopen coal 
power plants and extend the lives of nuclear plants. Likewise, in the U.S. we’ve seen 
the Biden administration’s hostility to new energy production lead to shockingly 
high gasoline prices. 

That’s a painful consequence of their policy choices. In a democratic society, those 
tradeoffs must be made by elected representatives, who are accountable to the 
American people, not unelected activists and bureaucrats. 

To be sure, insurers face financial risks in the form of natural disasters. After all, 
that’s a core business of the property and casualty insurance industry. Insurers 
must be allowed to set premiums that accurately reflect such risk, and to the extent 
climate change exacerbates these risks, they should adjust their prices accordingly. 

Higher premiums are an important signal to policyholders that warn of increased 
risk of fire, flood, earthquake, or other peril. Further, they create a financial incen-
tive to mitigate risk, leading to a safer and more resilient society. The bottom line 

----
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is that a well-functioning insurance industry is quite capable of addressing the nat-
ural disaster risks it faces today and in the future. 

I’d also like to address calls to create a federally guaranteed pandemic risk insur-
ance program. As proposed, this program would be akin to the Terrorism Risk In-
surance Program, or TRIA. 

As a reminder, TRIA mandates that insurers offer terrorism insurance, and in the 
event of an attack, the Federal Government bears an increasing share of the cost 
of claims, depending on the severity. A similar program for pandemics would be mis-
guided. 

First of all, it’s hard to imagine that insurers are well equipped to quickly dis-
tribute hundreds of billions or even trillions of Federal dollars. Recall that in a mat-
ter of months the Paycheck Protection Program distributed over half-a-trillion dol-
lars via the banking system, but banks and other financial institutions participated 
on a voluntary basis. Compare that to the disastrous claims processing after Super 
Storm Sandy. 

But most importantly, a federally guaranteed pandemic risk insurance program 
would encourage State and local government officials to impose economically dev-
astating shutdowns in the future. Such a program would, in fact, incentivize State 
and local policymakers to quickly impose lockdowns with the justification that the 
Federal pandemic risk insurance will bail them out. 

Instead of considering policies that will facilitate future lockdowns that repeat the 
mistakes of the past, we should be thinking about future mitigation measures that 
don’t crush businesses, workers, and the economy, and harm our children’s edu-
cations. 

Let me conclude with this observation. I believe a well-functioning insurance in-
dustry is a critical component of economic prosperity and financial security for all 
Americans. Everyone will be better off if we resist activist efforts to use insurance 
as a tool to pursue a social policy agenda. 

Insurance is not a legitimate tool, as some have suggested, to decarbonize the 
economy, infringe on the Second Amendment rights of law-abiding Americans, or 
mitigate wealth inequality. 

Let’s have insurers stick to the business of insurance. I look forward to discussing 
these issues today. 

PREPARED STATEMENT OF KATHLEEN A. BIRRANE 
MARYLAND INSURANCE COMMISSIONER, ON BEHALF OF THE NATIONAL ASSOCIATION 

OF INSURANCE COMMISSIONERS 

SEPTEMBER 8, 2022 

Introductory Remarks 
Chairman Brown, Ranking Member Toomey, and Members of the Committee, 

thank you for the invitation to testify today. My name is Kathleen Birrane and I 
serve as the Maryland Insurance Commissioner. As such, I am a member of the Na-
tional Association of Insurance Commissioners (NAIC), where I serve on the Execu-
tive Committee and as the Chair of the Innovation, Cybersecurity, and Technology 
Committee, Vice-Chair of the Climate and Resiliency Task Force and Co-Chair of 
the Health Insurance Work Stream of the Special Committee on Race and Insur-
ance. On behalf of my department, my fellow State and territory insurance regu-
lators, and the NAIC, I appreciate the opportunity to testify today. I look forward 
to discussing the ongoing work of insurance regulators and the NAIC, as well as 
our views on several topics of interest to this Committee and insurance sector stake-
holders. 

The U.S. insurance market is the single largest and most competitive in the 
world. State insurance regulators supervise more than one-third of global premium. 
As of 2021, the life insurance industry reported $1.1 trillion in total direct written 
premium and deposits. 1 Property and casualty insurance companies reported $798 
billion in direct premiums written for 2021. 2 The U.S. insurance industry’s cash and 
invested assets surpassed $8 trillion at the year-end of 2021. 3 Taken individually, 
U.S. States make up more than half of the 50 largest insurance markets. 
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State regulators share a mission to ensure a stable, competitive, and well-regu-
lated insurance marketplace where U.S. consumers are well-informed and well-pro-
tected. States work hard to strike an appropriate balance between solvency and 
product availability and affordability, providing the risk financing that allows indi-
viduals and businesses to thrive, while preserving the ability of the sector to meet 
those financing obligations and pay claims. As we look ahead, we are addressing a 
number of evolving dynamics, such as the impact of inflation on pricing and claims, 
the rise of interest rates and the fall of investment returns, risk-taking in insurers’ 
investments, the intersection of race and insurance, climate risk and resilience, 
cyber risk, and the impact of technology on consumers, companies, and supervisors, 
among a host of others. 

As a national system of State-based regulation, we collaborate closely on a regular 
basis and have long been committed to providing leadership across the entire spec-
trum of global and domestic insurance issues and activities. The financial strength 
of our insurance system was tested simultaneously by a global pandemic, historic 
natural catastrophes, financial volatility, and social unrest, and yet it persevered. 
In fact, an S&P Global rating report on the insurance industry found that North 
America appeared to be the ‘‘most resilient region’’ in the face of COVID–19. 4 That 
is because as our insurance markets grow and become ever more complex and so-
phisticated, our regulatory tools and priorities continually evolve. With that, allow 
me to update you on some of the long-standing and new initiatives State regulators 
are working on through the open and transparent NAIC process. 
Innovation, Cybersecurity, and Technology 

State insurance regulators understand that insurers are increasingly using tech-
nology, big data, and predictive analytics to reshape the insurance marketplace and 
the way insurers approach risk and engage with consumers. These technological de-
velopments have the potential to improve how an insurer does business and can 
benefit policyholders. However, we recognize the complexity of these processes and 
the need to ensure they comply with State insurance laws and regulations designed 
to protect consumers. Insurance regulators are committed to striking the appro-
priate balance between encouraging innovation while maintaining the strong con-
sumer protections embedded in our regulatory system. 

To this end, last year, we formed a new NAIC Innovation, Cybersecurity, and 
Technology (H) Committee, which I chair, to address the insurance implications of 
emerging technologies, cybersecurity, and data privacy. The new committee, and its 
work, demonstrates our commitment to recognizing the significant impact data and 
technology is having in the insurance industry and ensures consistent and collabo-
rative coordination among State regulators. 

One of the H Committee’s key projects is the establishment of a Collaboration 
Forum as a mechanism for multiple NAIC committees to coordinate their work on 
issues relating to technology, cybersecurity, and data privacy. The Collaboration 
Forum bring work groups together to identify and address foundational regulatory 
issues and to develop a common regulatory framework that can inform further work. 
The first project of the Collaboration Forum is on algorithmic bias, more specifically, 
how digital decisional systems and complex predictive models driven by artificial in-
telligence and machine learning can result in unfair and illegal discrimination in 
the insurance market. From such inclusive forums we are better able to make in-
formed decisions on how to structure an appropriate regulatory framework around 
these emerging areas. For example, in the case of insurers’ use of AI and algo-
rithmic models for rating, underwriting and other decisional purposes, we are build-
ing on the AI Principles that the NAIC adopted two years ago to establish prin-
ciples-driven guidelines and directives for the application of antidiscrimination laws 
to the use of artificial intelligence. 

Additionally, the committee has several specialized working groups, including a 
Cybersecurity Working Group, coordinating, and communicating amongst State reg-
ulators on cyber events, trends, and overall industry cybersecurity posture. It is also 
developing tools to support State insurance departments’ cybersecurity oversight 
and response duties. Our Privacy Protections Working Group is drafting updates to 
certain NAIC privacy models, which address insurance privacy protections on the 
collection, use, and disclosure of information gathered in connection with insurance 
transactions. Finally, our Big Data and Artificial Intelligence Working Group is ana-
lyzing data received through the NAIC’s artificial intelligence and machine learning 
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private passenger automobile survey and initiating similar surveys for homeowners 
and life insurance. In each of these areas, our work is focused on gaining a granular 
understanding of how AI/ML supported models are being used by insurers and their 
vendors across the insurance value chain and, most particularly, in making deci-
sions that impact consumers. These surveys enable State regulators to identify and 
dig deeply into areas of regulatory concern, such as oversight of third-party data 
and model vendors and their work product. 

State insurance regulators continue to upgrade safeguards to protect the security 
of data through standards, the examination processes, and model laws. For example, 
in 2017, the NAIC adopted the Insurance Data Security Model Law, which updated 
State insurance regulatory requirements relating to data security, the investigation 
of a cyber event, and the notification to State insurance commissioners of cybersecu-
rity events at regulated entities. Thus far, 21 States (including the State of Mary-
land) have adopted the model, which covers nearly 3,000 insurers representing over 
80 percent of the market by gross written premium. Further, the NAIC is con-
tinuing to update and strengthen guidance in its Financial Condition Examiners 
Handbook to draw more focus to cybersecurity during a financial exam. The NAIC 
continues to sponsor tabletop exercises with insurers, regulators, and law enforce-
ment to explore cyber incident response and recovery. Maryland will host its table-
top exercise this October. Finally, we engage with State and Federal counterparts 
on cyber security issues impacting our Nation’s financial infrastructure, through the 
Financial and Banking Information Infrastructure Committee (FBIIC). 
Race and Insurance 

Another area of significant activity for State insurance regulators is the intersec-
tion of race and insurance. In 2020, in the wake of a national call to action on race 
and inequality issues, the NAIC created a Special Committee on Race and Insur-
ance, the first of its kind in NAIC history, to evaluate racial inequity in the insur-
ance sector. Our formation of such a committee was emulated by others throughout 
the insurance sector leading to a national discussion on this important topic. The 
committee is focused on addressing access to the insurance sector and market bar-
riers to the acquisition and use of insurance products by researching: (1) the level 
of diversity and inclusion within the insurance sector and developing recommended 
action steps for insurance regulators and companies that reflect a broad consensus 
among NAIC members; (2) diversity, equity, and inclusion best practices within 
State insurance departments and developing forums for sharing relevant informa-
tion among States and stakeholders; and (3) barriers that may disproportionately 
impact people of color and/or historically underrepresented groups within the prop-
erty and casualty, life insurance and annuities, and health insurance lines of busi-
ness. 

This year we have taken a particular focus on addressing barriers that prevent 
or limit access to the insurance market. As we identify these barriers, we are formu-
lating targeted strategies that open up the insurance market to diverse and under-
served communities. We firmly believe that if more consumers have the benefit of 
protections provided by quality products they and their families will be better pro-
tected and, in a position, to build generational wealth. 

We are also pleased to share that the NAIC has formed the New Avenues to In-
surance Careers Foundation. The Foundation will focus on fostering interest in ca-
reers in insurance and insurance regulation, with particular focus on students from 
underserved and diverse communities. We believe the lack of diversity in the insur-
ance sector is one of those barriers to entry that we can help address. As a result, 
this is an important step that will advance one of the key goals of the Special Com-
mittee on Race and Insurance and support our members’ efforts to increase diversity 
and inclusion in the regulatory community. 

State regulators believe there should be equal access to insurance markets and 
products, and we must ensure that insurance companies are not unfairly discrimi-
nating at any stage of the insurance process, from underwriting to rate setting, to 
claims handling. The volume of data being created, combined with ever evolving 
computational techniques, have resulted in unprecedented data mining capabilities 
that fuel the development of predictive models used to support decision making by 
insurers. These AI/ML driven decisional systems can and do incorporate and amplify 
unfair bias which can result in unfair discrimination when applied to consumers. 
The Algorithmic Bias Project of the H Committee’s Collaboration Forum is address-
ing unfair algorithmic bias, how it emerges, and the right regulatory approach to 
mitigation and detection. The Project recently held a multiday collaboration session 
for State insurance regulators featuring academics and experts on this topic. These 
issues are complex and far reaching, and our work is necessarily measured and de-
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liberative to avoid unintended consequences in the market. We are committed to 
continuing these important efforts and welcome your engagement. 
Climate Risk, Natural Catastrophes, and Resiliency 

Another top priority for the NAIC is climate risk and resiliency. State insurance 
regulators, through the NAIC, have had a climate-specific working group for more 
than a decade. In 2020, the working group evolved into our Climate and Resiliency 
Task Force, which serves as the coordinating NAIC body for discussion and engage-
ment on climate-related risk and resiliency issues. It builds on existing efforts to 
address the economic consequences of natural disasters, including efforts to mitigate 
their toll. In addressing this evolving risk, we are focusing on the analysis of cli-
mate-related financial risk, the availability and affordability of insurance, and 
stakeholder risk awareness and engagement. We continue to advocate for resiliency 
and mitigation efforts that can reduce the risk of property loss. This keeps people 
in their homes and businesses open. Resiliency and mitigation are particularly im-
portant for communities that cannot afford to bear the burden of catastrophes and 
are most challenged to recover. 

Our detailed work to address climate-related risks in the insurance sector is high-
lighted in our letter to the U.S. Department of the Treasury regarding its request 
for information for its upcoming climate report. 5 The NAIC also issued a report ti-
tled, ‘‘Adaptable to Emerging Risks: The State-Based Insurance Regulatory System 
is Focused on Climate-Related Risk and Resiliency.’’ 6 

Of note, this year, our Task Force facilitated revisions to the Climate Risk Disclo-
sure Survey for participating States, which is now aligned to the Financial Stability 
Board’s Taskforce on Climate-related Financial Disclosure (TCFD). The survey, 
which was first adopted by the NAIC in 2010, is a risk management disclosure tool 
for States to require of their insurers. These disclosures help insurance regulators 
assess and evaluate insurance industry risks and actions to mitigate climate risk. 
Currently, 15 States are participating in the survey with nearly 80 percent of the 
market captured by direct written premium. This year, participating States will re-
quire licensed insurers writing at least $100 million in direct premium to publicly 
report a TCFD. 

State insurance regulators also continuously monitor the capital adequacy of in-
surers to ensure their ability to pay claims following catastrophic events. A funda-
mental tool for monitoring capital adequacy is the NAIC’s Risk Based Capital (RBC) 
formula, which determines the minimum amount of capital an insurer should hold 
based on its risk profile. Regulators continually update RBC charges to address the 
evolving risk landscape. For example, in 2017, the NAIC expanded the risks quan-
tified in the RBC formula to include a specific charge for hurricane and earthquake 
catastrophe risk in order to recognize increased exposure to catastrophic events. 
Most recently, the solvency workstream of the Task Force recommended that 
wildfires be added to the RBC framework for catastrophe risk exposures. In addi-
tion, based on the recommendations of the Task Force, the NAIC’s Financial Condi-
tion Committee is considering specific enhancements to the solvency oversight tools 
used by State insurance regulators that will expand the evaluation of an insurer’s 
exposure and response to climate-related financial risk, particularly in areas such 
as transition risk. The Task Force is also evaluating viable approaches to scenario 
analysis and stress testing for insurers as the data necessary to conduct such exer-
cises becomes available. 

The role that State regulators play with respect to climate risk involves more 
than just ensuring financially strong insurance companies and a viable market; it 
also includes ensuring strong and resilient homes and communities. Insurers are 
risk financers and, as such, are risk managers and risk mitigators. Leveraging that, 
our members are leaders in the effort to help State and local governments build 
more resilient communities. State insurance regulators encourage the use of innova-
tive building materials, technology, and mitigation methods to reduce the impact of 
climate risk across a broad spectrum of natural catastrophe risks, and, most impor-
tantly, they work with insurers to design new and innovative products, and to estab-
lish partnerships with insurers that can help guide and finance community efforts. 

Significantly, the NAIC has established a catastrophe model center of excellence 
within its Center for Insurance Policy and Research. This center will provide State 
insurance regulators with access to information, education, and training regarding 
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catastrophe models, as well as conduct applied research to address regulatory cli-
mate risk and resilience priorities. 
Financial Regulatory Oversight 

Turning to our continued efforts to ensure effective insurer financial solvency reg-
ulation, we would like to highlight a few specific developments in addition to those 
already referenced. Over the past decade, State insurance regulators have made 
many enhancements to group supervision, informed by lessons from the financial 
crisis. We have expanded and strengthened our holding company statutes, imple-
mented stronger corporate governance requirements, and now require larger insur-
ers to file an Own Risk and Solvency Assessment (ORSA), which is a globally recog-
nized report of all the risks posed to an insurance group, both from within the insur-
ers, and from non-insurance affiliates regardless of their geographic location. Addi-
tionally, we have rolled out our Group Capital Calculation (GCC), giving regulators 
groupwide insight into capital allocation. Those improvements demonstrated their 
value over the last 3 years where even in the midst of historic market volatility and 
stress, the U.S. insurance sector proved to be financially strong and resilient. 
Group Capital Calculation and Liquidity Stress Test 

The NAIC’s Insurance Holding Company System Regulatory Act and Insurance 
Holding Company System Model Regulation have historically provided State insur-
ance regulators with the framework for insurance group supervision. In 2020, the 
NAIC adopted revisions to these models to create a GCC and Liquidity Stress Test 
(LST). 

The GCC adds another analytical tool to State insurance regulators’ toolbox on 
group supervision. It assists regulators in holistically understanding the financial 
condition of non-insurance entities. It provides key financial information on the in-
surance group, quantifies risk across the insurance group, supports transparency 
into how capital is allocated, and aids in understanding whether and to what degree 
insurance companies may be supporting the operations of non-insurance entities. 
The GCC was built to strengthen State regulation, but it also serves to satisfy the 
group capital assessment requirements of the Covered Agreements with the EU and 
U.K. 

The LST was developed to provide State insurance regulators with insights into 
a key macroprudential risk monitored by the Financial Stability Oversight Council 
(FSOC) and other jurisdictions internationally, but it also enhances group super-
vision. The LST requires insurers to file the results of a specific year’s Liquidity 
Stress Test with the lead State insurance commissioner. 
Credit for Reinsurance Model Law 

With regard to reinsurance collateral, in 2017, the U.S. Department of the Treas-
ury and the United States Trade Representative, concluded negotiations on an 
agreement with the European Union that eliminates U.S. collateral requirements 
for EU reinsurers provided certain regulatory criteria are met. In 2018, a separate 
Covered Agreement was signed between the U.S. and the U.K., which mirrors the 
language from the agreement with the EU and has the same timing requirements 
for implementation. The EU and U.K. have agreed to recognize the States’ approach 
to group supervision, including group capital, and eliminate any local presence re-
quirements for U.S. firms operating in the EU. The U.S. and EU have 5 years until 
September 2022 to comply with the Agreement’s provisions, and we are confident 
the States will meet our obligations. 

In June 2019, the NAIC adopted revisions to the NAIC Credit for Reinsurance 
Model Law and Model Regulation that are intended to implement the reinsurance 
collateral provisions of the Covered Agreements. The revisions eliminate reinsur-
ance collateral requirements for reinsurers that have their head office or are domi-
ciled in any of the following ‘‘Reciprocal Jurisdictions’’: an EU-member country (or 
any other non-U.S. jurisdiction) that is subject to an in-force covered agreement, 
thereby addressing the elimination of reinsurance collateral requirements with U.S. 
ceding insurers; a U.S. jurisdiction that meets the requirements for accreditation 
under the NAIC financial standards and accreditation program; and a non-U.S. ju-
risdiction recognized as a Qualified Jurisdiction that meets additional requirements 
consistent with the terms of a covered agreement. For reinsurers domiciled in Quali-
fied Jurisdictions to obtain similar treatment as those jurisdictions subject to the 
Covered Agreements, they must provide to the States the same treatment and rec-
ognition afforded by EU countries pursuant to the EU/U.S. Covered Agreement. 
Therefore, our revisions include the requirement that the Qualified Jurisdiction 
must agree to recognize the States’ approach to group supervision, including group 
capital. As of August 2022, 56 jurisdictions have adopted the 2019 revisions to the 
Credit for Reinsurance Model Law. With respect to the Credit for Reinsurance 
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Model Regulation, 52 jurisdictions have adopted so far, and another four are pend-
ing (the District of Columbia, Florida, New Jersey, and the U.S. Virgin Islands). 
These numbers include America Samoa, Guam, and the Northern Mariana Islands 
who issued orders bringing them into compliance with the Covered Agreements. 
Private Equity 

Turning to an issue that has generated significant media attention and Congres-
sional interest, State insurance regulators have been actively monitoring the recent 
growth of alternative asset management companies, private equity (PE) firms 
among them, in the life insurance sector. 

It is important to emphasize that any insurer, regardless of its ownership struc-
ture, is subject to a comprehensive regulatory regime that is experienced at both 
microprudential and macroprudential supervision. These existing regulatory re-
quirements, designed explicitly to protect policyholders, have been refined and 
strengthened by lessons learned from past recessions, natural disasters, terrorist at-
tacks, the 2008 financial crisis, and most recently the COVID–19 pandemic, all of 
which put our system to the test. Our system focuses on risks at the individual in-
surer and group level, with extensive disclosure, analysis, capital requirements, and 
regulatory authority to protect solvency, while promoting product availability and 
affordability. The form of ownership is generally irrelevant to the financial oversight 
and supervision. Where it is considered, it is generally a basis for enhanced super-
vision and reporting. 

The State regulatory approach to PE firm ownership of insurers corresponds to 
what typically motivates PE investment in insurers and the concerns that arise 
from those motivations. PE and alternative asset manager interest in the insurance 
sector is driven by access to a large pool of assets, primarily in the form of manda-
tory reserves, that are available for investment. A decades long low interest environ-
ment has placed pressure on insurers to take more risk in a percentage of their in-
vestment portfolios in order to increase yield. PE firms and alternative asset man-
agers believe that they are better equipped to structure investments that will pro-
vide that yield and generate better returns that will benefit both the insurer (and, 
hence, its policyholders) and the PE firm/alternative asset manager. While recog-
nizing that potential, State regulators have also recognized the risks associated with 
such investments and have been proactive in addressing those risks. 

State regulators first came together through the NAIC in 2013 to consider con-
cerns arising from the proposed acquisition of certain insurers by PE firms. In light 
of what was then a new market dynamic, regulators premised approval of several 
early transactions on additional stipulations designed to provide greater safeguards 
in the form of greater regulator optics, oversight, and control with respect to finan-
cial transactions, investments, distributions, and reporting. A list of some of these 
stipulations was published by the NAIC as best practices and, in time, the addi-
tional stipulations were included in the NAIC’s Financial Analysis Handbook, a 
process manual that is used by all States in performing their financial analysis of 
their domestic insurers, including analysis triggered by an acquisition or other sig-
nificant financial event. 

In addition, State regulators are particularly mindful of investment strategies by 
some PE-controlled insurers that may be more aggressive than traditional insurance 
asset managers. State insurance regulators continue to review and refine existing 
guidance to ensure their ability to assess and address the risks to the insurers. It 
should be noted, however, that some of these affiliated arrangements are not limited 
to just private equity owned companies. Increasingly, we have seen traditional life 
insurers also adopt some of these structures. 

The NAIC’s Macroprudential Working Group has developed a list of 13 regulatory 
considerations related to their ability to adequately assess risks posed to insurers 
because of recent increases in the complexity of investments and other develop-
ments. This list is being used to identify where existing disclosures, policies and/ 
or procedures should be modified, or new ones created, to address any gaps based 
on the increase in the number of PE owners of insurers as well as the increase in 
asset managers’ involvement in insurance, the increase of private investments in in-
surers’ portfolios, and other causes. Our work here is focused on the activities in 
question, and therefore not limited to private equity backed insurers alone. The pro-
longed low interest rate environment has been challenging for life insurers in par-
ticular, who must take on enough risk in their portfolios to generate yield sufficient 
to pay claims without raising rates too high for consumers, while satisfying regu-
lators’ requirements to protect solvency and pay claims. We have extensive data re-
porting and analytical capability, to review and assess alternative investments or 
unique structures, and we are continuing to refine those tools as we speak. More 
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specifics of this work are highlighted in our letter to Chairman Brown regarding his 
request for information on this issue. 7 
S&P Global’s Rating Proposal 

Another noteworthy issue we wrote to this Committee about was S&P Global’s 
proposal to revise its methodology for assessing insurers’ financial strength, Insurer 
Risk-Based Capital Adequacy—Methodology and Assumptions. 8 While S&P ulti-
mately withdrew its proposed approach and the NAIC typically refrains from com-
menting on the methodologies of the Nationally Recognized Statistical Ratings Or-
ganizations (NRSROs), this proposal compelled us to raise our concerns. 

As background, insurer investments typically fall into one of two categories—in-
vestments assigned a rating by a NRSRO recognized by the NAIC, and investments 
that are not rated by a NRSRO and for which the NAIC’s Securities Valuation Of-
fice (SVO) then performs a credit risk assessment on behalf of State insurance regu-
lators. Most U.S. insurer investments fall into the first category and are rated by 
at least one of the NRSROs. Those investments are then assigned an NAIC designa-
tion for the purpose of identifying capital requirements associated with the risk. 
NAIC designations derived from NRSRO ratings are mapped directly to those 
NRSRO ratings with no additional analysis conducted by SVO staff. Further, be-
cause we do not conduct additional analysis, all NRSRO ratings effectively are treat-
ed equally by our system. 

While this reliance on NRSROs may have benefits in terms of regulatory effi-
ciency, given the extensive nature of the sector’s holdings, it has been an area of 
concern for the NAIC. This concern has grown as discrepancies between various 
NRSRO ratings for the same security have increased in recent years, introducing 
greater potential for ‘‘rating shopping’’ by our sector. Indeed, the NAIC’s Valuation 
of Securities Task Force, comprised of regulators from around the country, has put 
this concern on its agenda for 2022. 

As outlined in our letter, we had concerns with a key aspect of the S&P proposal. 
Specifically, for those investments not otherwise assigned a rating by the NRSROs 
(e.g., private placements, certain asset backed securities, etc.), the NAIC SVO staff 
do conduct a detailed analysis to evaluate the risk and develop an appropriate NAIC 
designation for use by State insurance regulators. This, coupled with investment 
oversight laws, gives State regulators comfort to allow or disallow such investments 
and ensure they are backed by sufficient capital for claims payment purposes. This 
is a critical regulatory function that allows the insurance sector to invest its sub-
stantial resources in a diverse cross section of the U.S. economy while prioritizing 
the strength of insurers to pay claims. We were troubled that S&P’s (withdrawn) 
proposal lumped NAIC designations assigned by the SVO staff, designed by and for 
regulators, in with NAIC designations derived from ratings provided by S&P and 
its for-profit competitors, with no input from regulators or SVO staff. This could 
have disrupted a critical source of diversification and investment for the U.S. insur-
ance sector. 
International Engagement 

On the international front, State insurance regulators and the NAIC continue to 
engage with international colleagues on a variety of important issues at the Inter-
national Association of Insurance Supervisors (IAIS). Over the past few years, the 
IAIS has been working to finalize and implement key post-financial crisis reforms 
as well as pivot to better address emerging issues—a number of which I have al-
ready touched on: innovation and technology; cyber; diversity, equity, and inclusion; 
and climate and resiliency. As founding members of the IAIS, the NAIC and its 
members are pleased to continue sharing our expertise and knowledge, as well as 
learning from other jurisdictions as we collectively look to address the evolving 
risks, challenges, and opportunities in the insurance sector. 

On financial stability, we contributed to developing the IAIS Holistic Framework 
for systemic risk in the insurance sector and welcomed its adoption in 2019, as it 
provides a variety of tools, fosters better understanding of potential risks and incor-
porates an activities-based approach rather than relying solely on an entities-based 
approach. As focus on macroprudential supervision has expanded, we have been 
pleased to share our domestic experiences on topics such as data collection and anal-
ysis, liquidity stress testing, and private equity. Jurisdictions around the globe, in-
cluding the U.S., have made great strides to implement the Holistic Framework and 
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9 https://content.naic.org/sites/default/files/inline-files/government-relations-161019-nfip- 
guiding-principles-0.pdf 

having this better approach for systemic risk in place should convince the Financial 
Stability Board to discontinue identification of global systemically important insur-
ers when it comes time to make such a decision later this year. 

In addition to financial stability, another post-financial crisis key area of focus has 
been improving groupwide supervision. Another important IAIS milestone in 2019 
was adoption of ComFrame, the Common Framework for Supervision of Internation-
ally Active Insurance Groups, or IAIGs. IAIGs are defined as groups with more than 
$50 billion in assets or $10 billion in Gross Written Premium, operating in three 
or more countries and doing at least 10 percent of their business outside of their 
home jurisdiction. ComFrame helps foster better cooperation and coordination 
amongst those involved in supervising IAIGs. Since its adoption, work has been un-
derway to review ComFrame and identify ways to incorporate it into our own re-
gime in an appropriate manner, including revisions to our financial analysis and ex-
aminers handbooks. 

One part of ComFrame yet to be finalized is the Insurance Capital Standard 
(ICS). Additionally, the U.S., with input from other interested jurisdictions, is devel-
oping the Aggregation Method (AM) as a comparable alternative to the ICS. Both 
the ICS and AM are intended to be applied to IAIGs. 

The ICS is in the third year of a 5-year monitoring period, the purpose of which 
is to monitor the performance of the ICS over time and inform any potential im-
provements before finalizing and adopting. Another key decision to be made at the 
end of the monitoring period is whether the AM provides comparable outcomes to 
the ICS. If deemed comparable, the AM will be considered ‘‘outcome-equivalent’’ to 
the ICS. This summer, the IAIS conducted a public consultation on detailed draft 
criteria that will be used to assess comparability. Such consultations provide trans-
parency, which is something we push for at the IAIS, as well as an opportunity to 
hear directly stakeholders’ views and receive their feedback, which should help 
shape revised criteria. IAIS members agreed that the comparability assessment 
should neither give the AM a free pass nor preclude comparability at the outset. 
Keeping this in mind will be crucial as the IAIS works to finalize the criteria later 
this year and to ensure a fair path forward for the AM by focusing on the outcomes 
produced by these two approaches rather than their conceptual differences. 

The NAIC, as well as the U.S. Department of the Treasury and the Federal Re-
serve, have been clear with the IAIS, and international colleagues, that the ICS 
does not work for the United States market or our supervisory regime, and therefore 
States will be implementing an AM approach. The AM leverages proven legal entity 
reported available and required capital to produce a measure of group capital ade-
quacy. For the State system, the AM is implemented as the Group Capital Calcula-
tion referenced previously, and for the Federal Reserve, it is the Building Block Ap-
proach. These complementary approaches provide a group lens on solvency while 
maintaining legal entity building blocks that allow supervisors to analyze, identify, 
and address capital deficiencies where they reside. 

We, and hopefully the rest of Team USA, will continue to advocate for recognition 
of the U.S. approach to group capital. Absent recognition through either a com-
parability process or some other means, the IAIS will have failed in its goal of a 
global approach to evaluating group capital. 

While we hope for the best outcome on comparability, as you have heard, this is 
just one of many projects, topics, and priorities at the IAIS, and we will continue 
to remain at the table and work together with our international colleagues on this 
broad array of issues in order to protect policyholders and contribute to financial 
stability. 
Federal Policy Priorities 

Finally, while State insurance regulators are putting significant energy into our 
regulatory priorities this year, we also would like to highlight several Federal prior-
ities. 

First, we urge Congress to pass a long-term reauthorization of the National Flood 
Insurance Program (NFIP) prior to its September 30, 2022, expiration to provide 
certainty for insurance consumers. The NAIC’s guiding principles 9 for NFIP Reau-
thorization for Congress emphasize the importance of long-term reauthorization, en-
courage greater private market growth to help provide consumers with additional 
choices for flood insurance products, and increase investment in mitigation plan-
ning. Insurance regulators support the inclusion of mitigation discounts—such as 
premium discounts or insurance rate reductions to persons who build, rebuild, or 
retrofit their properties to better resist flood events—and allowing individuals to set 
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aside funds in a tax-preferred savings account for disaster mitigation and recovery 
expenses. We also support the Disaster Mitigation and Tax Parity Act (S. 2432) that 
would ensure that State-based disaster mitigation grants receive the same Federal 
tax exemptions as Federal mitigation grants. This would help provide greater incen-
tives for homeowners to protect their homes from natural disasters. These actions, 
along with building and maintaining structures that incorporate mitigation strate-
gies, have the potential to reduce future program losses and improve the financial 
condition of the NFIP. 

Second, the NAIC and State regulators would like to thank Senator Tim Scott for 
introducing the Primary Regulators of Insurance Vote Act of 2022 (S. 4110), which 
would provide State insurance regulators with a vote on the Financial Stability 
Oversight Council (FSOC). Currently, State regulators have a nonvoting seat on 
FSOC. The insurance sector—which historically has been a primary focus of 
FSOC—is the only financial services sector whose primary regulator is not a voting 
member. We encourage Members of this Committee to support the Primary Regu-
lators of Insurance Vote Act. 

Finally, the NAIC is working on proposed legislation that would help protect pol-
icyholders during insurance receivership proceedings. Current law provides no dead-
line to the Federal Government for filing claims in an insurance receivership. This 
causes the proceedings to drag on for years and reduces recoveries for consumers. 
The NAIC is working on proposed legislation that would set a deadline for the Fed-
eral Government to file claims it may have against insolvent insurance companies. 
We encourage Members of this Committee to cosponsor and support the legislation 
once it is introduced. 
Conclusion 

As you can see, there is considerable activity by State insurance regulators on a 
variety of important topics in a variety of venues. The NAIC and State regulators 
continue our ongoing efforts to improve regulation in the best interests of U.S. in-
surance consumers while fostering an innovative and competitive insurance sector. 
State regulation has a strong 151-year track record of evolving to meet the chal-
lenges posed by dynamic markets, and we continue to believe that well-regulated 
markets make for well-protected policyholders. Thank you again for the opportunity 
to be here on behalf of my fellow Commissioners who make up the NAIC. I look 
forward to your questions. 

PREPARED STATEMENT OF STEVEN SEITZ 
DIRECTOR, FEDERAL INSURANCE OFFICE, U.S. DEPARTMENT OF THE TREASURY 

SEPTEMBER 8, 2022 

Chairman Brown, Ranking Member Toomey, and Members of the Committee, 
thank you for the opportunity to testify today about current issues in insurance. I 
am the Director of the Federal Insurance Office (FIO) within the U.S. Treasury De-
partment. 

I would like to begin by briefly outlining FIO’s role and responsibilities, and by 
describing some of FIO’s current priorities. 

The United States is the world’s largest insurance market, and its insurers pro-
vide a diverse range of products to support the needs of consumers and businesses 
in the United States The U.S. system of insurance regulation is primarily State- 
based; however, FIO has a significant role to play, as reflected in its statutory du-
ties and authorities. FIO advises the Treasury Secretary on major domestic and pru-
dential international insurance policy issues; coordinates Federal efforts and devel-
ops Federal policy on prudential aspects of international insurance matters—includ-
ing representing the United States at the International Association of Insurance Su-
pervisors (IAIS); assists the Treasury Secretary in administering the Terrorism Risk 
Insurance Program (TRIP); monitors the extent to which traditionally underserved 
communities and consumers, minorities, and low- and moderate-income persons 
have access to affordable insurance products regarding all lines of insurance, except 
health insurance; assists the Secretary in negotiating covered agreements with for-
eign jurisdictions; and monitors the insurance industry, including identifying issues 
or gaps in the regulation of insurers that could contribute to a systemic crisis. As 
FIO’s Director, I also serve as a nonvoting member of the Financial Stability Over-
sight Council. Finally, FIO regularly and extensively consults with the States, in-
cluding State regulators, regarding insurance matters of national importance, as 
well as on prudential insurance matters of international importance. These authori-
ties reflect the need for FIO to provide a national, Federal perspective in this crit-
ical area. 

----
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1 FIO’s 2021 Annual Report on the Insurance Industry and other FIO publications are avail-
able at https://home.treasury.gov/policy-issues/financial-markets-financial-institutions-and-fis-
cal-service/federal-insurance-office/reports-notices. 

2 Executive Order 14030 (May 20, 2021). 
3 See letter from U.S. Department of the Treasury to The Honorable Sherrod Brown (June 

29, 2022), https://www.banking.senate.gov/imo/media/doc/fio-85.pdf. 
4 See FIO, Report on the Effectiveness of the Terrorism Risk Insurance Program (2022), 

https://home.treasury.gov/system/files/311/2022%20Program%20Effectiveness% 
20Report%20%28FINAL%29.pdf. 

Every year, FIO issues a report on the insurance industry. 1 FIO’s next annual 
report will be published later this month. Separately, by the end of this year, FIO 
will submit its annual joint report with the Federal Reserve Board on our efforts 
with respect to global insurance regulatory or supervisory forums, as required by 
the Economic Growth, Regulatory Relief, and Consumer Protection Act. 

I would like to highlight five current FIO priorities. 
Climate-related financial risk is a top priority for FIO. We are focused on three 

areas, which are consistent with President Biden’s Executive Order on Climate-Re-
lated Financial Risk. 2 First, FIO plans to publish a report assessing climate-related 
issues and gaps in the supervision and regulation of insurers. Second, FIO is evalu-
ating the potential for major disruptions of private insurance coverage in U.S. mar-
kets that are particularly vulnerable to climate change. The adverse effects of cli-
mate change are disproportionately borne by financially vulnerable communities, 
which have fewer resources and may face challenges in finding affordable insurance. 
Third, we are increasing our engagement domestically and internationally on cli-
mate-related financial risk issues. As we move forward with these efforts, we will 
also seek consistent, comparable, and granular data to increase our understanding 
of the risks from climate change to policyholders, insurers, and the financial system. 

A second focus area for FIO is the growing role of alternative asset managers, 
such as private equity firms, in the U.S. insurance sector. This evolution—which in-
cludes but is not limited to increased private equity ownership of U.S. insurers— 
is one that our office has highlighted for several years. It warrants increased atten-
tion to ensure that regulatory mechanisms are appropriately designed to address 
the activities and market developments highlighted in our recent letter to Chairman 
Brown. 3 FIO’s upcoming annual report will further address this topic, and we en-
courage continued focus and increased progress by State regulators in this area. FIO 
will continue to prioritize four areas for research and action on this topic: (1) liquid-
ity risk, (2) credit risk and capital adequacy, (3) offshore reinsurance implications, 
including increased interconnectedness between the U.S. and Bermuda insurance 
markets, and (4) potential conflicts of interest. 

FIO is also focused on cyber-related risks, which is a top priority for Treasury and 
the entire Federal Government. FIO has been examining insurers’ own cyber resil-
ience, as well as the development of the cyber insurance market and how it may 
help improve policyholder resilience to cyber events and also serve as a risk-man-
agement tool. FIO has increased its data collection in this area with regard to TRIP 
and has supported the development of Treasury’s counter-ransomware strategy. 4 
FIO is working with the Department of Homeland Security’s Cybersecurity and In-
frastructure Security Agency (CISA) in connection with the Government Account-
ability Office’s recommendation that FIO and CISA jointly assess the need for a 
Federal backstop for cyber insurance. FIO is coordinating closely with the White 
House Office of the National Cyber Director on these issues. Relatedly, we will be 
working with CISA as it implements the Cyber Incident Reporting and Critical In-
frastructure Act of 2022. Finally, FIO continues to monitor and coordinate with the 
NAIC and States on cyber-related risks. 

A fourth priority for FIO is our representation of the United States at the IAIS, 
in close coordination with the Federal Reserve, the NAIC, and the States. In addi-
tion to its focus on climate, private equity, and cyber, the IAIS is considering other 
important topics such as the development of the Insurance Capital Standard (ICS) 
and the related comparability work involving the aggregation method, as well as the 
implementation of the Holistic Framework for the assessment and mitigation of sys-
temic risk in the insurance sector. The development of the ICS, the aggregation 
method comparability assessment, and the IAIS’s macroprudential work are impor-
tant global initiatives that will affect the U.S. insurance sector, and it is critical for 
FIO and the United States to remain engaged at the IAIS on these issues as the 
international community develops global standards for the insurance sector. 

Fifth and finally, FIO is prioritizing work on diversity, equity, and inclusion, or 
‘‘DE&I.’’ Consistent with FIO’s statutory authorities, FIO looks at these issues 
through the lens of the availability and affordability of insurance products, particu-
larly for traditionally underserved communities and consumers, minorities, and low- 
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and moderate-income persons. Right now, FIO is working to update its study on per-
sonal auto insurance affordability. Additionally, DE&I issues are also key compo-
nents of our upcoming climate work. 

On all of these topics, and many others, FIO values our close relationship and fre-
quent coordination with State regulators, the NAIC, our Federal partners, and 
international counterparts, as well as insurance industry stakeholders. 

Thank you again for the opportunity to testify today. 
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RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN BROWN 
FROM KATHLEEN A. BIRRANE 

Q.1. With historic heat waves, wildfires, floods, droughts, and ex-
treme storms this summer, communities across the country found 
climate disaster knocking at their door. Black and Brown families 
especially living in disaster-prone areas have borne the brunt of 
these crises each time. As climate change increases the severity 
and frequency of storms and disasters, more and more Americans 
will face risks not only to their lives, but to their homes, cars, and 
businesses. How do these increasingly severe climate events impact 
the affordability and availability of insurance to families across the 
country? 
A.1. As State insurance regulators, we strive to maintain the crit-
ical balance between insurer solvency and reasonable rates, which 
can be challenging in certain areas that insurers view as pre-
senting a greater risk of loss. As losses continue to rise, insurers 
must have enough funds to pay claims, making it critically impor-
tant that we do what we can predisaster to mitigate the potential 
impacts of catastrophes. Risk reduction and mitigation can protect 
consumers and reduce the losses paid by insurers—or otherwise ab-
sorbed through Federal spending—helping to maintain solvent in-
surance markets while keeping rates more affordable. Through the 
NAIC’s Climate and Resiliency Task Force, we have been working 
with consumer stakeholders to help promote mitigation to indi-
vidual consumers. Individual resilience is only part of the solution. 
The most vulnerable communities may benefit more from whole- 
community protection. Underserved communities are the least like-
ly to have adequate insurance and the least likely to be able to af-
ford mitigation retrofits, which is why resiliency funding is essen-
tial. For this reason, the Task Force is also exploring community- 
based solutions and working with States to identify resiliency fund-
ing programs and public–private capital frameworks. 
Q.2. Insurers help policy holders deal with unexpected risk to their 
homes, their businesses, or their loved ones. Insurers assume this 
risk in the hope that premiums will generate profits—or return on 
capital. When excessive risk is taken, policy holders and the entire 
economy can be at risk. Reinsurance—the practice of transferring 
risk to others—can pose a threat to policy holders and annuitants 
and is seen as a potential blind spot for regulators as some firms 
have as much as 80 percent of their obligations placed with off-
shore reinsurers. That can mean hundreds of thousands of workers 
and families facing increasing risks when insurers hold less capital 
and there is little or no transparency about where those assets are 
held. What is the risk to State guaranty systems if U.S.-based in-
surers use offshore reinsurance to hold less capital, so that in time 
of crisis, and States must foot the bill to policyholders? 
A.2. Reinsurance serves a valuable function for both insurers as 
well as the U.S. economy, because it allows U.S. insurers to write 
the coverage that U.S. consumers and the U.S. economy needs, but 
does so by accessing markets beyond the U.S. This assists with 
both risk mitigation and diversification of U.S. insurers. Histori-
cally, offshore reinsurance has been and continues to be used ex-
tensively and successfully by U.S. property casualty reinsurers for 
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these specific reasons. Over the past decade, U.S. life insurers have 
also begun to utilize offshore reinsurance more extensively. The 
NAIC believes that what is driving the increase in cessions to off-
shore reinsurers is the low interest rate environment and potential 
tax advantages offshore. The increase in cessions to non-U.S. rein-
surers has also been caused by an elimination of collateral require-
ments as a result of the Covered Agreements and resulting change 
in the States approach to reinsurance credit risk. 

State regulators require U.S. insurers to identify each reinsurer 
they utilize in the annual statutory financial statements, along 
with key information on each of those cessions (ceded reserves, 
ceded premium, jurisdiction, credit rating, etc.). This information is 
used to help understand the credit risk associated with each U.S. 
insurers reinsurance strategy. The information is also used within 
each U.S. insurer’s annual Risk-Based Capital filing to set aside 
capital for this credit risk. Prior to the Covered Agreement, State 
regulators also mitigated credit risk associated with offshore rein-
surance with the use of collateral requirements on cessions to rein-
surers outside of the U.S. The State-based system of financial over-
sight of insurers is focused on preventing insolvencies. 

Because the U.S. regulator continues to closely monitor the fi-
nancial performance of the U.S. insurer, regardless of its reinsur-
ance arrangements, the mere ceding of business to an offshore rein-
surer does not make it more likely that a U.S. insurer will fail. 
Each U.S. insurer is required to hold enough capital to compensate 
for any additional credit risk that might be associated with ceding 
a large portion of their business to a reinsurer with a lower credit 
rating. Additionally, as U.S. regulators see insurers with a greater 
cession to a non-U.S. insurer that may pose a greater amount of 
credit risk to the insurer, the regulator would request the insurer 
further diversify their credit risk through additional reinsurers. 

Further, in the event that an offshore reinsurer that is not re-
quired to post collateral to back-up its reinsurance obligations 
(under agreements made by the Federal Government) fails to meet 
its reinsurance obligations and, further, that that failure has the 
ultimate effect of rendering the U.S. insurer insolvent, it is very 
unlikely that the annuity obligations of the U.S. insurer would not 
be paid. The National Association of Life and Health Guaranty As-
sociations (NOLHGA) reports that policyholders of insurance insol-
vencies between 1991 and 2009 have average recoveries of 96 per-
cent on life claims and 94 percent on annuity claims. 1 

In addition, in 2016, NOLHGA published a Consumer Protection 
Comparison of the Federal pension system and the State insurance 
regulatory system. The State-based system of financial oversight of 
insurers is focused on preventing insolvencies and the early warn-
ing mechanisms that were enacted after 2008 have been even more 
effective in preventing insolvencies from happening in the first 
place. NOLHGA Comparison Report notes that since 2008, no oper-
ating annuity issuers with an active book of annuities had failed, 
and only a single former annuity issuer—Executive Life Insurance 
Company of New York, which had been in receivership since 
1991—had been placed into liquidation. In that same period, 
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NOLHGA reports that 931 single-employer pension plans, affecting 
over 560,000 pension plan participants, failed. 
Q.3. At the September 8 hearing, I asked you to identify what tools 
NAIC and regulators possess to address market failures. What can 
NAIC and/or State regulators do, if anything, to create coverage 
and capacity if insurers decide not to offer a particular coverage? 
What tools does NAIC have at its disposal, if any? 
A.3. As State insurance regulators, our focus is on the dual objec-
tives of protecting insurance consumers and ensuring competitive 
and stable markets in our States. If for some reason, consumers 
cannot obtain a particular coverage in their State (either because 
of the nature of the risk or the availability of the specific product 
they seek), a variety of mechanisms exist to secure coverage, de-
pending on the kind of coverage. For example, the surplus lines 
market often provides coverage for risks that are difficult to place 
in the admitted market. Vehicular and property coverage would 
also be available through the State’s residual market mechanism. 
We would encourage consumers that have difficulties with obtain-
ing a particular coverage to contact their State’s insurance depart-
ment, which can seek to address such issues through appropriately 
tailored State-based regulatory solutions. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM KATHLEEN A. BIRRANE 

Q.1. Private Equity in Insurance—During the September 8th Bank-
ing Committee hearing, you noted that insurers owned by private 
equity firms are often subject to greater regulatory scrutiny than 
other insurance firms. 

Please describe how regulatory treatment differs between private 
equity owned insurers versus insurers with more traditional owner-
ship. 
A.1. Any insurer, regardless of its ownership structure, is subject 
to our comprehensive regulatory regime that is experienced at both 
microprudential and macroprudential supervision. Our system fo-
cuses on risks at the individual insurer and group level, with ex-
tensive disclosure, analysis, capital requirements, and regulatory 
authority to protect solvency, while promoting product availability 
and affordability. Each form of ownership involves different poten-
tial risks for regulators to assess and mitigate as needed, as do dif-
ferent types of investments in the insurer’s portfolio. Due to the re-
cent increase in private equity owners, related party asset man-
agers, and complexity of investments, we are reviewing existing 
guidance and considering updates and/or new requirements to en-
sure our ability to assess and address the risks to the insurers and 
their policyholders. The NAIC’s Macroprudential Working Group 
has constructed a list of 13 specific regulatory considerations to en-
sure our ability to assess and address the risks to the insurers and 
their policyholders. This includes but is not limited to potential 
changes in the capital requirements for certain asset backed securi-
ties such as collateralized loan obligations, changes in the asset 
adequacy analysis testing requirements, and a review of several 
risks that are more common within private equity firms but that 

----
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may also be held by other insurers. This ongoing work will identify 
where existing disclosures, policies, affiliation requirements, and 
other controls and procedures should be modified, or new ones cre-
ated, to address any gaps. 
Q.2. Climate Financial Risk—At the September 8th Banking Com-
mittee hearing, Senator Tester of Montana suggested that the U.S. 
is seeing 500-year events and 100-year events every decade and 
weather events are getting far worse. You stated ‘‘we know that 
weather patterns are changing and that those weather patterns are 
causing increased claims activity, et cetera. . . . You know, weath-
er events are more frequent. They are more severe . . . .’’ 

What data were you drawing from to support the assertion that 
climate related losses are getting worse? 
A.2. State insurance regulators are on the front lines of climate-re-
lated natural catastrophe preparedness and response, protecting 
policyholders and maintaining well-functioning insurance markets. 
For more than 150 years, State insurance regulators have experi-
ence and insight into the impact of climate-related risks on insur-
ance and consumers. 

The NAIC collects data from insurers to allow for regulatory 
analysis of climate risk including detailed quarterly and annual fi-
nancial data from over 4,500 insurers, representing more than 98 
percent of the premiums written in the U.S., as well as the collec-
tion of annual climate risk disclosure data from over 1,300 compa-
nies with 80 percent of the U.S. market captured by direct written 
premium. 

Additionally, the NAIC collects loss data from insurers and 
through that data, you can see a correlation between extreme 
weather events and a spike in losses for the industry (See table 
below). Obviously, there are other factors at play, such as popu-
lation sprawl and inflation, among other issues but those issues are 
only exacerbated by severe weather events. We measure the profit-
ability of the industry on an annual basis and compare that against 
the U.S. Department of Commerce’s National Oceanic and Atmos-
pheric Administration (NOAA) data regarding severe weather 
events. 1 According to NOAA, the 1980–2021 annual average of 
weather/climate disaster events with losses exceeding $1 billion 
each is 7.7 events while the annual average for the most recent 5 
years (2017–2021) is 17.8 events. 2 
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3 Testimony of Dr. Roger Pielke, Jr., Professor of Environmental Studies at the University of 
Colorado before the U.S. Senate Committee on Banking, Housing, and Urban Affairs hearing 
entitled 21st Century Communities: Climate Change, Resilience, and Reinsurance. July 20, 
2021. https://www.banking.senate.gov/imo/media/doc/Pielke%20Testimony%207-20-2l.pdf 

Q.3. Roger Pielke, a prominent climate researcher who has testified 
before this Committee, argues that losses arising from extreme 
weather events are actually decreasing as a percentage of GDP 
even though coastal development has increased significantly. 3 Do 
you agree or disagree with his assessment? Please explain why. 
A.3. The NAIC recognizes that a rigorous scientific process, one 
that is constantly evaluating and reevaluating data, assumptions, 
and outcomes, is beneficial to decision makers and ultimately cre-
ates better policies. The NAIC has no specific opinion on the re-
search of Roger Pielke. 
Q.4. Property insurers carefully manage risk associated with se-
vere weather. If they fail to do so, they won’t be in business very 
long. In your experience, do the firms you regulate effectively man-
age severe weather risks? 
A.4. From the NAIC perspective, we have observed insurance in-
dustry efforts to manage risk associated with severe weather. The 
insurance industry is at the forefront of several collaborative efforts 
to reduce catastrophic risk. For example, through the property 
(re)insurers funding of the Institute for Business and Home Safety 
(IBHS), the insurance industry supports improved construction on, 
maintenance and preparedness practices. The IBHS conducts build-
ing safety and mitigation research to identify the most effective 
ways to create more resilient communities. Its research center in 
South Carolina is used to test how residential and commercial 
structures uphold against simulated weather events including hail-
storms, windstorms, wind-driven rain, wildfires, and fires. It also 
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performs field testing in States with high exposure to tornadoes. 
The data gathered through its scientific research is then used to in-
form builders, homeowners, and businesses on disaster-resistant 
construction and mitigation practices. It also serves as the basis for 
IBHS’s FORTIFIED national standards for resilient construction. 

Additionally, insurers are collaborating with actuaries in order to 
identify their tail risk—the risk of how severe catastrophic losses 
could impair solvency. The Casualty Actuarial Society (CAS), the 
Canadian Institute of Actuaries (CIA), the Society of Actuaries 
(SOA), and the American Academy of Actuaries (AAA) began col-
laborating on research aimed at assessing climate risk and its po-
tential risk implications to the insurance industry. As part of this 
effort, the group released a research paper entitled, ‘‘Determining 
the Impact of Climate Change on Insurance Risk and the Global 
Community’’. The paper laid the framework for the development of 
the soon-to-be-released Actuaries Climate Index (ACI) and the Ac-
tuaries Climate Risk Index (ACRI). 

These are a few examples of the many ways in which the insur-
ance industry is working to manage its exposure to severe weather 
risks. The NAIC will continue to closely monitor these and other 
initiatives. 
Q.5. Is risk management around severe weather something you 
monitor and regulate for? 
A.5. Yes, State insurance regulators monitor and regulate for risk 
management and severe weather. This year, the NAIC’s Climate 
and Resiliency Task Force facilitated revisions to the Climate Risk 
Disclosure Survey for participating States. The survey, which was 
first adopted by the NAIC in 2010, is a risk management disclosure 
tool for States to require of their insurers. These disclosures help 
insurance regulators assess and evaluate insurance industry risks 
and actions to mitigate climate risk. Currently, 15 States are par-
ticipating in the survey with nearly 80 percent of the market cap-
tured by direct written premium. 

As part of our insurance solvency regulatory framework, we col-
lect information from insurers to monitor their exposures to both 
their underwriting and investment portfolios. Our State-based in-
surance regulatory system has developed an extensive set of tools 
to assess and analyze insurer’s solvency and liquidity, and it is ac-
customed to adapting to an evolving risk landscape and is well-po-
sitioned to address the challenges presented by climate-related 
risks for insurers’ underwriting, investments, and solvency. We 
have developed and implemented longstanding and well-established 
tools to address solvency concerns that incorporate exposure to cli-
mate-related catastrophes including the Own Risk and Solvency 
Assessment (ORSA), the Risk Based Capital (RBC) formula, and 
the NAIC’s Financial Condition Examiner’s Handbook. For exam-
ple, in 2017, the NAIC expanded the risks quantified in the RBC 
formula to include a specific charge for hurricane and earthquake 
catastrophe risk in order to recognize increased exposure to cata-
strophic events. Most recently, the solvency workstream of the 
Task Force, which I chair, recommended that wildfires be added to 
the RBC framework for catastrophe risk exposures. In addition, 
based on the recommendations of our workstream and the Task 



48 
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5 https://content.naic.org/sites/default/files/climate-resiliency-resource-report-adaptable- 
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1 Disclosures on FHLB activity are detailed in Statement of Statutory Accounting Principles 
(SSAP) No. 30, paragraph 18 (captured in Note 11 of the financial statements). These disclo-
sures include narrative info on agreements, type of borrowing and use of funding, as well as 
data-captured information on FHLB stock, collateral pledged and borrowing information. 

Force, the NAIC’s Financial Condition Committee is considering 
specific enhancements to the solvency oversight tools used by State 
insurance regulators that will expand the evaluation of an insurer’s 
exposure and response to climate-related financial risk, particularly 
in areas such as transition risk. The Task Force is also evaluating 
viable approaches to scenario analysis and stress testing for insur-
ers as the data necessary to conduct such exercises becomes avail-
able. 

Our detailed work to address climate-related risks in the insur-
ance sector is highlighted in our letter to the U.S. Department of 
the Treasury regarding its request for information for its upcoming 
climate report. 4 The NAIC also issued a report titled, ‘‘Adaptable 
to Emerging Risks: The State Based Insurance Regulatory System 
is Focused on Climate-Related Risk and Resiliency’’. 5 

RESPONSES TO WRITTEN QUESTIONS OF 
SENATOR CORTEZ MASTO FROM KATHLEEN A. BIRRANE 

Q.1. Insurance companies benefit from being members of Federal 
Home Loan Banks in two important ways: first, they receive sig-
nificant dividend income, and second, they benefit from taxpayer- 
subsidized advances. 

How do insurance companies use those advances? 
A.1. How insurance companies use advances is specific to each in-
surer. Although insurers provide a narrative disclosure 1 on the use 
of funding, it is fairly limited. From a review of a few large insur-
ance entities, they reference the use of funding as a source of ‘‘con-
tingent liquidity’’ and for ‘‘spread margin/spread products/spread 
strategy.’’ Regulators, through their ongoing solvency oversight and 
via projects such as the NAIC Liquidity Stress Test (LST), have 
recognized the important role the FHLB serves for life insurers as 
a primary source of ad hoc liquidity needs. 
Q.2. If they use those advances to invest in housing, is that afford-
able or market-rate housing? 
A.2. Insurers are not required to, nor does the NAIC receive disclo-
sure on the amounts of advances used for housing or the types of 
housing. Most advances are invested in fixed income securities, 
which may not necessarily be used to invest in housing related se-
curities. Insurance company housing sector investments are typi-
cally comprised of investments in mortgage-backed securities, 
which is generally market rate housing. 
Q.3. How is the public served by insurance companies’ membership 
in the Federal Home Loan Banks? 
A.3. This question may be best addressed by the Federal Housing 
Finance Agency (FHFA). FHFA’s regulation on Federal Home Loan 
Banks membership specifies how and when an institution must 
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Floodmitigationpaper.pdf 

demonstrate compliance with each of the statutory membership eli-
gibility requirements. An entity cannot qualify to be a member in 
the FHLB without investing in housing. 
Q.4. Western States have experienced unprecedented wildfires, col-
lectively costing the West $21 billion annually. 

Is a comparable program to the National Flood Insurance Pro-
gram needed for fire and drought? 
A.4. At this time, the NAIC has not taken a formal position on this 
issue. 
Q.5. How can we increase fire mitigation on BLM land and other 
forested land overseen by the Federal Government to reduce 
threats of fire? 
A.5. In 2020, the NAIC’s Center for Insurance Policy and Research 
(CIPR) along with Risk Management Solutions Inc. (RMS), and the 
Insurance Institute for Business and Home Safety (IBHS), released 
a paper called ‘‘Application of Wildfire Mitigation to Insured Prop-
erty Exposure’’. 2 Although this paper did not specifically address 
BLM land management, it did find that structural modifications 
can reduce wildfire risks up to 40 percent, and structural and vege-
tation modifications combined can reduce wildfire risk up to 75 per-
cent when simply moving to a well-built wildfire-resistant structure 
from a neutral property setting. Avoided losses can be even more 
significant (e.g., 5 times greater) when compared to a highly flam-
mable structure. From a benefit-cost perspective, the paper also 
demonstrated that for a number for modeled locations, the relative 
risk reduction, if enabled within insurance products based on wild-
fire risk-based pricing, would provide economically effective incen-
tives at promoting mitigation with pay-back periods from 10 to 25 
years. 
Q.6. Municipal governments will face an increasing amount of hu-
manitarian and financial strain as more—and more destructive— 
weather disasters occur. 

What changes are insurance firms making—or need to make—to 
meet the needs of municipal government 
A.6. The NAIC monitors insurance innovations in the climate risk 
and resilience space and serves as a forum where insurers, regu-
lators, and other stakeholders can discuss their efforts to innovate 
and work collaboratively on climate resilience solutions. Through 
the NAIC’s Climate and Resiliency Task Force, State insurance 
regulators have heard from the insurance industry and their part-
ners regarding community-based insurance efforts. For example, in 
2021, the NAIC heard a presentation by Munich Reinsurance 
America Inc. and The Nature Conservancy regarding ‘‘Nature’s 
Remedy: Improving flood resilience through community insurance 
and nature-based mitigation’’ 3 that focused on coupling commu-
nity-based insurance with mitigation projects, such as preserving 
or restoring floodplains and wetlands, implementing levee setbacks, 
and designing appropriate flood storage to emulate river flood 
pulse. We also heard from Marsh McLennan focusing on ‘‘Commu-
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nity-Based Catastrophe Insurance: One Method for Closing the Dis-
aster Protection Gap’’. 4 as an innovative mechanism to increase in-
surance coverage and enhance resilience. Specifically, insurance ar-
ranged by a local government or quasi-governmental body to cover 
a group or designated properties or individuals within the commu-
nity’s jurisdiction. These are just two of the many ways insurance 
firms and municipalities can work together to address the effects 
of weather disasters. 
Q.7. Will local governments continue to access comprehensive and 
affordable insurance coverage? 
A.7. As State insurance regulators, we strive to maintain the crit-
ical balance between insurer solvency and reasonable rates, which 
can be challenging in certain areas that insurers view as pre-
senting a greater risk of loss. As losses continue to rise, insurers 
must have enough funds to pay claims, making it critically impor-
tant that we do what we can predisaster to mitigate the potential 
impacts of catastrophes. Risk reduction and mitigation can protect 
policyholders and reduce the losses paid by insurers—or otherwise 
absorbed through Federal spending—helping to maintain solvent 
insurance markets while keeping rates more affordable. Through 
the NAIC’s Climate and Resiliency Task Force, we have been work-
ing to help promote mitigation. The most vulnerable communities 
may benefit more from whole-community protection. Underserved 
communities are the least likely to have adequate insurance and 
the least likely to be able to afford mitigation retrofits, which is 
why resiliency funding is essential. For this reason, the Task Force 
is also exploring community-based solutions and working with 
States to identify resiliency funding programs and public–private 
capital frameworks. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARNOCK 
FROM KATHLEEN A. BIRRANE 

Q.1. I also believe that the United States has a strong and resilient 
insurance industry because of the comprehensive regulatory envi-
ronment we have put in place. To ensure we can continue to suc-
cessfully mitigate systemic risk, what tools do regulators have, or 
need, to properly supervise these transfers? 
A.1. Over the past decade, State insurance regulators have made 
many enhancements to group supervision, informed by lessons 
from the financial crisis. We have expanded and strengthened our 
holding company statutes, implemented stronger corporate govern-
ance requirements, and now require larger insurers to file an Own 
Risk and Solvency Assessment (ORSA), which is a globally recog-
nized report of all the risks posed to an insurance group, both from 
within the insurers, and from non-insurance affiliates regardless of 
their geographic location. Additionally, we have rolled out our 
Group Capital Calculation (GCC), giving regulators groupwide in-
sight into capital allocation. Those improvements demonstrated 
their value over the last 3 years where even in the midst of historic 
market volatility and stress, the U.S. insurance sector proved to be 
financially strong and resilient. 



51 

1 https://content.naic.org/sites/default/files/government-affairs-letter-naic-pe-response-sen- 
brown-220531.pdf 

The NAIC’s Insurance Holding Company System Regulatory Act 
and Insurance Holding Company System Model Regulation have 
historically provided State insurance regulators with the frame-
work for insurance group supervision. In 2020, the NAIC adopted 
revisions to these models to create a GCC and Liquidity Stress Test 
(LST). The GCC adds another analytical tool to State insurance 
regulators’ toolbox on group supervision. It assists regulators in ho-
listically understanding the financial condition of non-insurance en-
tities. It provides key financial information on the insurance group, 
quantifies risk across the insurance group, supports transparency 
into how capital is allocated, and aids in understanding whether 
and to what degree insurance companies may be supporting the op-
erations of non-insurance entities. The GCC was built to strength-
en State regulation, but it also serves to satisfy the group capital 
assessment requirements of the Covered Agreements with the EU 
and U.K.. The LST was developed to provide State insurance regu-
lators with insights into a key macroprudential risk monitored by 
the Financial Stability Oversight Council (FSOC) and other juris-
dictions internationally, but it also enhances group supervision. 
The LST requires insurers to file the results of a specific year’s Li-
quidity Stress Test with the lead State insurance commissioner. 

As noted in our testimony, State insurance regulators have also 
been actively monitoring the recent growth of alternative asset 
management companies, private equity (PE) firms among them, in 
the life insurance sector. The NAIC’s Macroprudential Working 
Group has developed a list of 13 regulatory considerations related 
to their ability to adequately assess risks posed to insurers because 
of recent increases in the complexity of investments and other de-
velopments. This list is being used to identify where existing disclo-
sures, policies and/or procedures should be modified, or new ones 
created, to address any gaps based on the increase in the number 
of PE owners of insurers as well as the increase in asset managers’ 
involvement in insurance, the increase of private investments in in-
surers’ portfolios, and other causes. We have extensive data report-
ing and analytical capability, to review and assess alternative in-
vestments or unique structures, and we are continuing to refine 
those tools as we speak. More specifics of this work are highlighted 
in our letter to Chairman Brown regarding his request for informa-
tion on this issue. 1 
Q.2. Do you believe the insurance industry is ready or adequately 
taking into consideration the multitude of risk factors that climate 
change poses? 
A.2. As State insurance regulators, we have long been committed 
to monitoring and addressing how climate risks impact policy-
holders and the insurance industry. We recognize the insurance 
sector is exposed to potential risks on the asset side of the balance 
sheet through their investments and on the liability side through 
the risks insurers underwrite. As part of our insurance solvency 
regulatory framework, we monitor their exposures to both their un-
derwriting and investment portfolios. An important tool we use for 
monitoring climate-related risks is insurer climate disclosures 
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which help insurance regulators assess and evaluate insurance in-
dustry risks along with insurer actions to mitigate climate risk. In 
2010, the NAIC membership adopted the Insurer Climate Risk Dis-
closure Survey to identify trends, vulnerabilities, and best practices 
by collecting information about how companies assess and manage 
climate risk. As of 2021, 15 States are participating in the survey 
with nearly 80 percent of the market captured by direct written 
premium. Our detailed work to address climate-related risks in the 
insurance sector is highlighted in our letter to the U.S. Department 
of the Treasury regarding its request for information for its upcom-
ing climate report. 2 The NAIC also issued a report titled, ‘‘Adapt-
able to Emerging Risks: The State Based Insurance Regulatory 
System is Focused on Climate-Related Risk and Resiliency’’. 3 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR HAGERTY 
FROM KATHLEEN A. BIRRANE 

Q.1. I have read reports that the NAIC has imposed a series of reg-
ulations that force insurance companies to obtain ratings from the 
SVO, rather than allowing insurance companies to obtain ratings 
from private-sector NRSROs for assets on their balance sheets. 

Please detail the categories of securities and/or assets that the 
NAIC now requires an SVO designation and no longer recognizes 
ratings from private sector NRSROs? Please explain the rationale 
behind the NAIC SVO’s actions. 
A.1. As a prudential regulator, State insurance regulators are em-
powered by State law to assign risk weights to insurer investments 
in order to support solvency. State regulators implement this func-
tion via the NAIC. The NAIC’s Valuation of Securities Task Force 
(VOS/TF), compromised of regulators, formulates and implements 
NAIC’s credit assessment and related policies. The Securities Valu-
ation Office (SVO) is the professional staff assigned to support the 
VOS/TF. The SVO conducts credit quality assessments of securities 
owned by State-regulated insurance companies and performs such 
other duties specified by VOS/TF in the Purposes and Procedures 
Manual of the NAIC Investment Analysis Office (P&P Manual) or 
assigned by other NAIC regulator groups, from time to time. NAIC 
designations are intended for State regulators only and have the 
sole purpose of helping State insurance departments better identify 
the creditworthiness of insurance companies’ holdings and deter-
mine solvency risk. 

As a default setting, all securities need to be filed with the NAIC. 
The filing process involves providing the NAIC with sufficient in-
formation so that we may assign a risk weight—a ‘‘designation’’ in 
NAIC parlance. However, there always have been large exceptions 
to this rule. The securities which do not need to be filed are called 
FE for ‘‘filing exempt.’’ Many large corporate and municipal obliga-
tions are FE if they have an NRSRO rating. Not all FE bonds re-
quire a NRSRO rating. For example, U.S. Govt securities as well 
as bonds issued with a full faith and credit guarantee of the U.S. 
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qualify for the lowest risk weight without the need for a NRSRO 
rating, State insurance regulators regularly move securities in and 
out of FE. For example, after NRSRO performance in the Global 
Financial Crisis, the regulators moved residential mortgage-backed 
securities from FE to NAIC modeled. More recently, credit-lease 
backed securities were moved from NAIC to FE. This process is on-
going and revolves around the regulators’ supervisory priorities. 

With regard to the specific questions, we have included a link to 
the P&P Manual https://content.naic.org/sites/default/files/PPM- 
OSS-21.pdf, which includes the policy on the use of credit ratings 
in Part One and the list of securities that are not eligible for Filing 
Exemption (the use of credit rating provider ratings) in Part Three. 
The NAIC uses credit rating provider credit ratings when it deems 
them appropriate for insurance company financial solvency regula-
tion. We would be willing to discuss with you further to help in un-
derstanding the nature of our work and how NAIC policy comes 
about relative to reliance on NRSROs. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR MORAN 
FROM KATHLEEN A. BIRRANE 

Q.1. One important line of insurance subject to robust State regu-
lation is title insurance, which insures both homeowners that they 
own their properties free of undisclosed title defects and lenders 
that they have a valid lien on mortgaged collateral. NAIC’s Title 
Insurance Task Force is the primary forum for State regulators to 
discuss and monitor impacts affecting consumers and the regula-
tion of the title insurance industry. 

At the direction of the FHFA, Fannie Mae and Freddie Mac (the 
Enterprises) recently released Equitable Housing Finance Plans, 
which announced an expansion to the use of attorney title opinion 
letters in lieu of proven, State-regulated title insurance, purport-
edly to lower real estate closing costs for low-to-moderate income 
borrowers. Some attorney opinions being offered in the marketplace 
claim to include an errors and omissions (E&O) insurance ‘‘wrap-
per’’ that makes the attorney opinion an ‘‘alternative’’ to title insur-
ance. 

However, there are a number of places, including in the growing 
area of fraud, for instance, where this ‘‘alternative’’ does not pro-
vide the comprehensive coverage that title insurance does-thus ex-
posing consumers to both significant costs and risks to their prop-
erty rights. I understand these products are being offered to both 
consumers (homeowners) and mortgage lenders, with some pro-
viders claiming to offer them in all 50 States. 

I have concerns regarding the impact on homeowners and con-
sumers in particular, and hoping NAIC can provide us with your 
perspectives on these issues as the public officials directly respon-
sible for consumer protection under State insurance laws and the 
primary regulators of the insurance industry. 

How are State insurance regulators approaching attempts to 
evade basic regulatory structures in place? In the aforementioned 
example, a surplus lines insurer seems to be attempting to offer an 
‘‘alternative’’ to a traditional product to avoid the robust State reg-
ulatory model. 

----
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What is the NAIC doing to address concerns about products such 
as this one that purposely circumvent insurance regulatory over-
sight and pose significant consumer protection risks? 
A.1. As State insurance regulators, protecting policyholders and ad-
dressing any unfair treatment of insurance consumers is crucial to 
the work we do and a bedrock principle of our regulatory frame-
work. The NAIC’s Title Insurance Task Force, of which I am a 
member, is aware of the concerns that you have raised and will be 
hearing presentations on this issue at our NAIC Fall National 
Meeting in December 2022. We will keep the committee apprised 
of any developments. 

RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN BROWN 
FROM STEVEN SEITZ 

Q.1. Insurers help policy holders deal with unexpected risk to their 
homes, their businesses, or their loved ones. Insurers assume this 
risk in the hope that premiums will generate profits—or return on 
capital. When excessive risk is taken, policy holders and the entire 
economy can be at risk. Reinsurance—the practice of transferring 
risk to others—can pose a threat to policy holders and annuitants 
and is seen as a potential blind spot for regulators as some firms 
have as much as 80 percent of their obligations placed with off-
shore reinsurers. That can mean hundreds of thousands of workers 
and families facing increasing risks when insurers hold less capital 
and there is little or no transparency about where those assets are 
held. Are there loopholes in existing regulations that create oppor-
tunities for insurers to use offshore reinsurance deals to either hold 
less capital or load up on riskier investments? 
A.1. Response not received in time for publication. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM STEVEN SEITZ 

Q.1. Private Equity Workstream—At the September 8th Banking 
Committee hearing, I asked you if you are involved in an effort to 
make recommendations to the International Association of Insur-
ance Supervisors (IAIS) regarding private equity’s involvement in 
insurance. You failed to adequately respond to my question about 
your involvement in this matter. 

In your capacity as Director of the Federal Insurance Office 
(FIO), you are a member of the executive committee oflAIS. In an 
August 12, 2022, meeting of the National Association of Insurance 
Commissioners (NAIC) Financial Stability Task Force and the 
Macroprudential Working Group, it was reported that the IAIS 
formed a Private Equity Workstream ‘‘to produce an internal brief-
ing memo to the Macroprudential Committee that provides an up-
date on the involvement of PE in members’ jurisdictions.’’ 1 It was 
also reported that the Macroprudential Supervision Working Group 
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will continue to monitor private equity ownership in the global in-
surance industry. 2 

Are you or anyone else from the Treasury Department involved 
with the Private Equity Workstream that was formed by IAIS? 

Have you or anyone else from the Treasury Department contrib-
uted information that may or may not be used for this internal 
briefing memo to the Macroprudential Committee? 

Can you commit to providing this Committee any briefing memos 
or other final documents developed as a part of the Private Equity 
Workstream? If not, please explain why. 
A.1. Response not received in time for publication. 

RESPONSES TO WRITTEN QUESTIONS OF 
SENATOR CORTEZ MASTO FROM STEVEN SEITZ 

Q.1. Insurance companies benefit from being members of Federal 
Home Loan Banks in two important ways: first, they receive sig-
nificant dividend income, and second, they benefit from taxpayer- 
subsidized advances. 

How do insurance companies use those advances? 
If they use those advances to invest in housing, is that affordable 

or market-rate housing? 
How is the public served by insurance companies’ membership in 

the Federal Home Loan Banks? 
A.1. Response not received in time for publication. 
Q.2. Western States have experienced unprecedented wildfires, col-
lectively costing the West $21 billion annually. 

Is a comparable program to the National Flood Insurance Pro-
gram needed for fire and drought? 

How can we increase fire mitigation on BLM land and other for-
ested land overseen by the Federal Government to reduce threats 
of fire? 
A.2. Response not received in time for publication. 
Q.3. Municipal governments will face an increasing amount of hu-
manitarian and financial strain as more—and more destructive— 
weather disasters occur. 

What changes are insurance firms making—or need to make—to 
meet the needs of municipal government 

Will local governments continue to access comprehensive and af-
fordable insurance coverage? 
A.3. Response not received in time for publication. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARNOCK 
FROM STEVEN SEITZ 

Q.1. What are some benefits and drawbacks of the U.S. system of 
insurance regulation being primarily based at the State level? 
A.1. Response not received in time for publication. 
Q.2. Would you describe some discussions you’ve had with State 
regulators or stakeholders surrounding the disruptions they expect 



56 

as a result of climate change and how these approaches differ by 
region? 
A.2. Response not received in time for publication. 
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Thomas D. Gober, CFE 
Insurance & Reinsurance Fraud Expert / Insurance Consulting / Forensic Accountant 

(804) 212-3453 office ( 662) 643-7207 mobile 

September 13, 2022 

The Honorable Sherrod C. Brown, Chairman 

Committee on Banking, Housing and Urban Affairs 

503 Hart Senate Office Building 

Washington, DC 20510 

Chairman Brown, 

tomgober@live.com 

The Senate Banking committee's effort to understand the build-up of financial risk within the state­

regulated life/annuity (L&A) industry will not necessarily be easy, but I believe that you are performing an 

urgent public service. Too many for-profit life/annuity companies are using regulatory arbitrage to 

circumvent statutory accounting rules in ways that raise the enterprise-level and systemic risks in their 

industry as well as in the interconnected financial system. 

I am a Certified Fraud Examiner and forensic accountant. For 37 years, I have sought to protect insurance 

policyholders and contract owners. I began serving as an insurance examiner in 1985. After accreditation 

and certification, I served as state examiner-in-charge for the state of Mississippi. 

In 1990, I began assisting the US Department of Justice and the Federal Bureau of Investigation in criminal 

investigations in a variety of capacities, including covert and overt work, and consulting and testifying as 

an expert. My work with the US DOJ spanned more than ten years, during which time every case we 

worked was successful. In addition to lengthy prison sentences for the executives, we got the funds back 

for policyholders through forfeiture under criminal RJCO. More recently I have assisted groups of agents, 

advisers, and fiduciaries, conducting deep dive analyses of L&A insurers' financial viability and 

transparency. 

In the course of my work, I have become concerned about high-risk and low transparency practices in the 

L&A industry, by individual companies and across the industry, that I believe are adding stress to the 

liquidity and soh-ency of the entire industry. My concerns, which others in my field share, reflect these 

issues: 

D Reinsurance Ceded to U.S. Captives and Offshore Jurisdictions to Reduce Transparency and 

Disguise Less-Than Arm's-Length Transactions 

D The Use of Non-Admitted Assets, Such as Letters of Credit and Credit-Linked Notes 

D Escalation and Concentration ofH igh-Risk, Low-Liquidity Investments Relative to Surplus 
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D Increased Leverage and Risk of a 'Run-on-the-Bank' Through the Sale of Funding Agreements 

State insurance regulators have not sufficiently questioned the increasingly ~obal L&A industry about 

these issues, in my opinion. They hesitate to do so even as certain insurers in that industry have vastly 

expanded their balance sheets while minimizing their surpluses. This mode of expansion may amplify 

enterprise-level as well as systemic risk. In my professional opinion, the L&A industry is too large and 

complex for a state-based regulatory system which includes many state agencies which are underfunded 

and understaffed. The state regulators have evolved away from a cohesive - level playing field -network to 

what now includes an increasing number of states that are permitting their captives to make a mockery of 

an otherwise rock-solid set of NAIC statutory accounting fundamentals and Holding Company Act. 

More aggressive inquiry into the recent practices of this regulated but opaque and rapidly evolving 

industry is overdue, I believe. State insurance regulators may not welcome what they perceive as 

interference in their jurisdictions. But industries can outgrow their regulators, and even the best oversight 

bodies can benefit from oversight. Thank you for this opportunity to share my professional experience 

1vith your committee. After you have had an opportunity to re1,ew this information and related exhibits, 

please do not hesitate to reach out to me for additional information or clarity. 

I. Reinsurance Ceded to Captives and Offshore Jurisdictions to Reduce Transparency and Disguise 

Less-Than Arm's-Length Transactions 

[See Exhibit A] 

U.S. Captives 

The NAIC Model Holding Company Act requires that material transactions between regulated insurance 

companies and any affiliate be "fair and reasonable" and that the records "of each party shall be so 

maintained as to clearly and accurately disclose the nature and details of the transactions." Yet, the U.S.­

based captives appear to have been invented and structured to avoid those fundamentals. 

For several years, a gr01ving number of US life/annuity insurers have been setting up affiliated reinsurers 

and SP Vs in certain jurisdictions in order to reinsure hundreds of billions of dollars in annuity and life 

insurance liabilities. I estimate that for-profit (and a few mutual and no fraternal) life insurers in the US 

have ceded more than S400 billion in liabilities to captive reinsurers over the past two decades. 

Most of these liabilities are future long-term financial obligations to policyholders, contract owners, and 

US retirees - in other words, their savings. 

Such jurisdictions give special treatment to captives domiciled in their state. Capital requirements are 

lower than insurers, investment limitations virtually non.existent and transparency is minimal to zero. 
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While captives use a variety of different mechanisms (like using LOCs or Parental Guarantees), the net 

effect of the insurer-captive relationship is designed to permit the insurer to fund significantly less of the 

obligations to policyholders/contract owners than the insurer is required under U.S. SAP. 

When executed properly, reinsurance transactions are not problematic. legitimate reinsurance can be an 

effective tool in spreading risk. When the counter-parties- ceding insurer and reinsurer- are separate 

companies, with independent sources of capital and independent teams of actuaries, accountants, and 

attorneys, reinsurance can be a valuable tool. In other words, when the transactions are "arm's-length" 

and each party protects its own interests, the ceding company truly has a backstop from a well-informed 

and well-capitalized reinsurer. 

But when the insurer and reinsurer are owned by the same holding company, auditors and regulators can 

make no presumption of arm's-lengthness. That is why the NAIC had to require all states to adopt their 

Model Holding Company Act; to impose fairness and reasonableness and alleviate self-dealing. 

When L&A companies first began using these captives, around 2000, they started with small amounts that 

attracted little attention. In 2009, however, an unusual number of new reinsurance companies were 

formed in Vermont and South Carolina. When, on behalf of a client, I asked for the annual statements of 

those new reinsurers, they weren't available. The captives do not file public annual statements. 

That was extraordinary. All insurance and reinsurance companies domiciled in the US must file annual 

sworn statements. Despite the lack of access, my colleagues and I have been able to piece together, through 

various footnotes of insurers' audit reports and industry articles, the captive reinsurers' use of several 

practices that are expressly prohibited by the NAIC Statutory Accounting Principles (SAP). 

It is my professional opinion that a regulated US L&A insurer should not be allowed to cede business to a 

U.S. captive or an offshore reinsurer that is not required to comply with U.S. SAP. To do so creates an 

immediate and false inflation of viability. I am not alone in this expectation. When the NAIC became 

concerned about the misuse of captives by the L&A industry, they published a white paper dated June 6, 

2013, to specifically address these opaque captives. In their opening introductory paragraph, they state 

"Commercial insurer-owned captives and SPVs should not be used to avoid statutory accounting." 

[Emphasis addedJ 

Numerous articles and research papers have expressed the same concerns, questioning why these 

arrangements can enable significant underfunding when the liabilities (promises to pay policyholders) are 

the exact same, despite having been "moved" to Vermont or Arizona, Bermuda or Malta. 
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Bermuda, Cayman and other Offshore Reinsurance Locations 

All of the examples above related to captive reinsurers domiciled in states in the US that allow reinsurers 

to avoid SAP, despite the NAIC's stated intention. In this section we will address how life/annuity insurers 

use captive insurers in offshore locations such as Bermuda or the Cayman Islands for similar purposes. 

Distribution and marketing expenses are a significant burden for companies selling annuities; they must 

pay wholesalers and insurance agents first-year commissions and fees ranging up to 10%. If a life/annuity 

company acquires $1 billion in annuity premium, it might have paid S50 million to $100 million in so­

called acquisition costs. 

Under SAP in the US, the acquisition costs must be expensed in the same year they are paid- the money 

is spent and unavailable to pay claims. But a reinsurer using GAAP in Bermuda, or the Cayman Islands 

can defer (Deferred Acquisition Costs - DAC) the expense over the life of the annuity, diluting its actual 

impact on the reinsurer's surplus. Industry insiders have shared that this practice of making use of these 

disparate accounting regimes has a verb and adjective form in insurer home offices - known as "DACable 

and "DACability" and may be more usefuVapplicable when ceding closed block business than recurring, 

but it can be used to shore up the reinsurer's financial appearance even when flow arrangements to the 

reinsurer are involved. 

The surplus looks larger than it is, and the company appears to have more free capital than it actually does. 

Executive management of the offshore reinsurer are free to do virtually anything with the extra funds. 

II. The Use ofNon-Admitted Assets, Such as Letters of Credit and Credit-Linked Notes 

A life/annuity company sells contracts that involve long-term commitments. To ensure long-term 

solvency, they maintain buffers or surpluses. These cushions absorb declines in asset values and/or 

increases in estimated liabilities. But the companies must hold assets whose values are firm and subject to 

regulatory review, and the estimates of their liabilities must be duly conservative. 

Earlier, I mentioned that transferring liabilities to captive reinsurers appears to reduce the estimated cost 

of those liabilities, in terms of required capital. Now I'd like to talk about firms' use of captive reinsurers 

to back their liabilities with assets that would not be admitted by examiners in their own domiciles. 

In certain captive-friendly jurisdictions (including VT, SC, AZ), a captive can post Letters of Credit, 

Parental Guarantees, Credit-Linked Notes and various other contingent instruments as Admitted Assets, 

despite the fact that both SAP & GAAP disallow such contingent instruments. 

4 
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These actions add to the leverage of the reinsurer in ways that are invisible to the public and obscure even 

to regulators- until the leverage levels become unstable. Understanding the fundamentals of why some 

instruments shouldn't be booked as admitted assets is essential to recognizing how non-compliant these 

captive'mechanisms are. 

The NAIC clearly describes this necessity of conservatism (from the Preamble to the NAIC Accounting 

Practices & Procedures Manual): 

[See Exhibit Bl 

To ensure that life insurers comply with the reasonably conservative accounting practices and to provide 

a level playing field across all SO states, the NAIC Accounting Practices & Procedures Manual (APPM) 

includes Statements of Statutory Accounting Principles (SSAP). 

Arguably, the most fundamental SSAP upon which an insurer's balance sheet is built is SSAP No. 4, 

Admitted Assets: 

[See Exhibit CJ 

My objection is that Letters of Credit (LOC) are contingent on an event or multiple events. Until the event 

has occurred, its contingency prevents it from even being defined as an asset, much less be deemed an 

admitted asset. Contingency means that a particular event (or multiple events) must occur before the LOC 

can be drawn upcn. 

For example, an insurer might cause its captive to arrange for an LOC from a bank. The LOC, similar to a 

line of credit, might have a potential value of SI billion but cost the captive only a $50 million fee to 

establish it. Should the captive book the LOC as a S l billion asset or as a SSO million expense? 

An insurance examiner in the US would not admit it as an asset. Why1 Because the LOC is analogous to a 

S2 lottery ticket that has a chance to win $300 million. An insurance examiner should, in my opinion, 

record the ticket as a $2 expense, not as a S300 million asset-because the $300 million valuation is 

contingent on holding the winning ticket. 

Yet US life insurers are using their captive reinsurers, and the rules of the haven in which it purposely 

domiciled the reinsurer, to avoid prohibitions under SAP against booking letters of credit as assets at their 

face value. 

Credit Linked Notes (CLNs) raise the same types of concerns. A CLN is a security with an embedded credit 

default swap permitting the issuer to shift specific credit risk to credit investors. CLNs are typically created 

through a special purpose vehicle (SPY), or trust, which is collateralized with AAA-rated securities. 
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In a situation I am currently reviewing, a LIA insurer owns two captive reinsurers that are domiciled in 

Delaware. The Delaware auditors recently admitted $3.8 billion worth of CLNs as assets, allowing the 

reinsurers to credit that amount to their surpluses. In a state filing, the parent admitted that, "If our 

subsidiaries had not been permitted to include the CLNs in surplus, our subsidiaries' risk-based capital 

(RBC) would have triggered a regulatory event.• 

These types of practices increase the insurers' leverage levels in unseen ways, and, because of the 

interconnectedness of life insurers, increases the fragility of the financial system. 

[See Exhibit DJ 

Ill. Escalation and Concentration of High-Risk, Low-Liquidity Investments Relative to Surplus 

I would like to introduce a simple ratio that the insurance industry, regulators and ratings agencies use to 

broaden their cakulation of risk: The ratio of risky assets to total Surplus. We believe that this ratio is 

important and should be used to benchmark the strength of life/annuity insurers. 

In the last decade, L&A insurer assets have skyrocketed. While many companies have departed the annuity 

industry since the Great Financial Crisis of 2008, several new and existing carriers have grown 

dramatically through mergers and assumptions of large blocks of insurance, indi,,dual annuities, and 

group annuities (in transactions known as pension risk transfers, or PRT). 

With rising sales of annuities, life insurer liabilities have also surged. Many companies report razor-thin 

surpluses relative to the size and risk profile of their balance sheets. For instance, a leading annuity issuer, 

Athene Annuity & Life Company (AALC), at 12/31/2021, reported total surplus of St.28 billion and total 

assets of$ 106.3 billion, a ratio ofonly about 1.2%. 

One of the highest risk categories in the NAIC annual statement is "Other loan-backed and structured 

securities." It is separate from Residential Mortgage-Backed and Commercial Mortgage-Backed Securities 

and includes asset-backed categories such as student loans, credit card debt and collateralized loan 

obligations (CLOs), which are securities backed by bundles of high-yield commercial loans. 

For 202 t, AALC reported "Other loan-backed and structured securities• in the amount of more than Sl6.6 

billion. Athene's assets in just this one high-risk category represent 15.56% of its total assets. But they 

represent 1,300% of its surplus, a ratio we regard with great concern. In other words, if Athene's "other 

loan-backed and structured securities" lost only 8% of their value in a market crisis, the loss would wipe 

out Athene's surplus rendering it insolvent. 
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IV. Increased Leverage and Risk of a 'Run-on-the-Bank' Through the Sale of Funding Agreements 

In recent years, for-profit life & annuity carriers have added to their leverage by selling notes backed by 

funding agreements, or "funding agreement-backed notes" (FABNs). According to Fitch Ratings, 

"Insurers writing FAs benefit by investing the proceeds in higher-yielding assets that are typically both 

cash flow and duration matched to the FABN. FABNs typically attract a diverse pool of potential investors 

that benefit from enhanced returns and a claims priority, which ranks pari passu with general account 

policyholders of the FA issuer. 

Insurers obtain legal opinions that these funding agreements are treated pari passu with other insurance 

obligations. In other words, the lenders are on an equal footing with policyholders and contract owners. 

In recent years, these FA borrowings sometimes exceed up to 3 times a life insurer's annual sales of all its 

life and annuity products. In a liquidity crisis, insurers may have to decide whether to fulfill their 

obligations to policyholders/contract owners, most of which are long-dated, or their funding agreement 

lenders. The professional investors (banks, insurance companies and other institutions) who buy funding 

agreements are more attuned to market signals than policyholders and annuity contract owners. They are 

better equipped to detect an impending liquidity crunch. They would likely request their funds long before 

policyholders and state regulators react. 

Our concern is that, in a credit crisis, the life/annuity companies will first pay back their institutional 

investors (by selling their most liquid investments) and then fund policyholder/contract owner 

redemptions (by selling higher-risk, less liquid investments). In any case, highly leveraged life/annuity 

companies are vulnerable to liquidity crises, falling asset values, panicked creditors and forced sales of 

assets-doing potential damage to the economy at large. 

In 2015, Federal Reserve researchers warned of potential illiquidity pressures that could lead to a "run on 

the bank" in the life and annuity industry by short-term creditors. Rather than heed the warnings, many 

of the for-profit LIA insurers subsequently increased their liability gathering through product sales. 

Another important point raised by the research paper is that by treating the funding agreements as 

insurance products, the insurer's typical measure ofleverage is distorted. 

See "Self-fulfilling Runs: Evidence from the U.S. Life Insurance Industry," Finance and Economics 

Discussion Series, Divisions of Research & Statistics and Monetary Affairs, Federal Reserve Board, 

Washington, DC, 2015). 

Summary 

I thank the committee for hearing my testinnony. The subject matter is complicated, but the general 

concern can be described in two words: Regulatory Arbitrage. 
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The most significant issues that I believe are inadequately regulated and virtually unknown to the 

consumer include: 

D Reinsurance Ceded to U.S. Captives and Offshore Jurisdictions to Reduce Transparency and 

Disguise Less-Than Arm's-Length Transactions 

D The Use of Non-Admitted Assets, Such as Letters of Credit and Credit-Linked Notes 

D Escalation and Concentration of High-Risk, Low-Liquidity Investments Relative to Surplus 

D Increased Leverage and Risk of a 'Run-on-the-Bank' Through the Sale of Funding Agreements 

Where there is any lack of transparency in a regulated, financial services industry, we can no longer be 

sure of a life insurer's true financial condition. "Trust but verify." In today's life/annuity industry, we 

would like to trust, but too often we cannot verify. An ERISA fiduciary who takes her duty very seriously 

suggested we should "Verify, then trust. " 

One additional point that several witnesses made to the committee was that the state guaranty associations 

act as a backstop in the event of an insurer's failure. I've learned through interactions with policyholders 

and professionals alike that they do not understand that, unlike the FDIC and PBGC, state guaranty 

associations are not prefunded and must retroactively assess solvent insurers to fill the hole left by the 

failed insurers. Presumably, the assessments would be passed along to policyholders as higher premiums. 

I've spent 37 years and thousands of interviews with policyholders. Our U.S. citizens, even the brightest 

and best informed, have no idea about sleight-of-hand reinsurance or hidden leverage. They tell me all 

they can do is timely pay their premiums and trust someone is looking after them. What is mind boggling 

is that while a few honest and concerned industry insiders have confirmed all my suspicions addressed 

above, and worse, have said most industry insiders know the truth, publicly they remain silent. 

We've seen this before. In the several years leading up to the 2008 debacle, while whistleblowers' timid 

cautions were shunned and dismissed, the industry and the ratings agencies they hired doubled down. The 

crucial point I am trying to make here is that unlike bank customers' deposits, policyholders have timely 

paid premiums for lifetimes in return for long-term promises. Every penny in these now sprawling, 

opaque holding company systems can be traced back to those policyholders. Mathematically we have 

moved from a watch to a warning. If a state regulator gives a nod to one of the highest-risk, lowest liquidity, 

thinnest surplus and least transparent life insurers in the country and the ratings agency assigns that 

insurer an A+ rating, the current regulatory system needs your prompt oversight and assistance. 
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Model Regulation Service-January 201 l 

!'<SU RANCE HOLDl\'G COMPA!'iY SYSTEM REGULATORY ACT 
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Section I. 

Definitions 
Subsidiaries of Insurers 
Acquisitions of Control of or Merger With Domestic Insurer 
Acquisitions Involving Insurers Not Otherwise Covered 
,Registration of Insurers 
\Standards and Management of an Insurer Within an Insurance Holding Company 
System 
Examination 
Supervisory Colleges 
Confidential Treatment 
Rules and Regulations 
Injunctions, Prohibitions against Voting Securities, Sequestration of Voting 
Securities 
Sanctions 
Receivership 
Recovery 
Revreation, Suspension, or Nonrenewal of Insurer's License 
Judicial Review, Mandamus 
Conflict with Other Laws 
Separability of Provisions 
Effective Daw 
Alternate Provisions 

Definitions 

As used in this Act, the following terms shall have these meanings unless the context shall otherwise 
require: 

A. 'Afftliaw.' An ' affiliaoo' of, or person ' affiliated' with, a specific person, is a person 
that directly, or indirectly through one or more moormediaries, control~ or is 
controlled by, or is under common control with, the person specified. 

B. tCommissioner.1 The term 'commissioner" shall mean the insurance commissioner, 
the commissioner's deputies, or the Insurance Department, as appropriate. 

Drafting Note: Insert the title of the chief lnsur~e regulatory official wherever the word 'commissioner' appears. 

C. 'Control ' The term ' control' (including the terms 'controlling,' 'controlled by' and 
•under common control with~) means the possession, direct or indirect, of the power 
to direct or cause the direction of the management and policies of a person, whether 
through the ownership of voting securities, by contract other than a commercial 
contr~t for gocx:l.s or nonmanagement services, or otherwise, unless the power is the 
result of an official position with or corporate office held by the person. Control shall 
be presumed to exist if any person, directly or indirectly, owns, controls, holds with 
the power to vow, or holds proxies representing, ten percent (HI%) or more of the 
voting securities of any other person. This presumption may be rebutwd by a 
showing made m the manner provided by Section 4K that control does not exist in 
fact. The commissioner may determine, after furnishing all persons in interest notice 

C 2011 National Association of Insurance Commissioners 440-1 
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Insuranoe Holding Company System Regulatory Act 

is disallowed. In the event of disallowance, the disclaiming party may request an 
administrative hearing, which shall be granted. The disclaiming p81ty shall be 
relieved of its duty to register under this section if approval of the disclaimer has 
been granted by the commissioner, or if the disclaimer is deemed to have been 
approved. 

L Enterprise Risk Filing The ultimate controlling person of eveiy insurer subject w 
registration shall alsc file an annual enterprise risk report. The report shall, to the 
best of the ultimate controlling person's knowledge and belief, identify the material 
risks within the insurance holding company system that could pose enterprise risk to 
the insurer. The report shall be filed with the lead state commissioner of the 
insurance holding company system as determined by the procedures within the 
Financial Analysis Handbook adopted by the National Association of Insurance 
Commissioners. 

M. Violations. The failure to file a registration statement or any summaJy of the 
registration statement or enterpnse nsk filing required by this section within the 
time specified for filing shall be a violation of this section. 

Section 5. Standards and Management of an Insurer Within an Insura nce Holding 
Company System 

440-18 

A. Transactions Within an Insurance Holding Company System 

(1) 

(2) 

Transactions within an insurance holding company system to which an 
insurer subJect. to 1,egistration is a party shall be subiect to the following 
standards: 

(a) The tenns shall be fair and reasonable; 

(b) Agreements for cost sharing services and management shall include 
such provisions as required by rule and regulation issued by the 
commissioner; 

(c) 

(d) 

(e) 

(Q 

Charges or fees for services pe1fonned shall be reasonable; 

Expenses incuJTed and payment received shall be allocated to the 
insurer in confonnity with customary insurance aCXXlunting proctices 
consistently applied; 

.The books) accounts and records of each party to all such transactions 
rshall be so maintained as to clearlt and accurately disclose the nature 
and details of the transactions mC Ucting such accountmg mlormatmn 
as 1s necessary lo support the reasonableness of the charges or fees to 
the respective parties; and 

The insurer's smvlus as regards policyholders following any 
dividends or distributions to shai~holder affiliates shall be ,~asonable 
in relation to the insurer's outstanding liabilities and adequate to 
meet its financial needs. 

The following transactions involving a domestic insurer and any person in its 
insurance holding company system) including amendments or modifications 

C 2011 National Association of Insurance Com.missioners 
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Statutory Accounting Principles 
Preamble 

Interpreted by: INT 00-20 

I. Accounting Practices and Procedures Promulgated by the NAIC 

I. The NAIC, through its committees and working groups, facilitates many projects of importance 
to the insurance regulators, industry, and users of statutory financial information. That is evidenced by the 
mission statement and charges of the NAIC Accounting Practices and Procedures Task Force of the 
Financial Condition (E) Committee (Accounting Practices and Procedures (E) Task Force). 

2. The mission of the Accounting Practices and Procedures (E) Task Force is to identify, investigate 
and develop solutions to accounting problems with the ultimate goal of guiding insurers in properly 
accounting for various aspects of their operations and to modify the NAIC Acc01mling Practices and 
Procedures Manuals for Property and Casualty Insurance Companies, for Life, Accident and Health 
Insurance Companies, and for Health Maintenance Organizations (Accounting Practices and Procedures 
manuals) to reflect changes necessitated by task force action and to study innovative insurer accounting 
practices which affect the ability of regulators to detennine the true financial condition of insurers. 

3. To cany out the mission, the Accounting Practices and Procedures (E) Task Force is charged with 
carrying out the following initiatives: 

Provide authoritative guidance to insurance regulators on current statutory accounting 
issues. 

Continue evaluation of statutory accounting principles for purposes of development, 
expansion and codification. 

Extend evaluation of statutory accounting principles to address areas specific to health 
entities. 

The Codification of Statutory Accounting Principles (E) Working Group (Statutory 
Accounting Principles (E) Working Group as of January I, 2000) will maintain codified 
statutory accounting principles by providing periodic updates to the guidance which 
address new statutory issues and new generally accepted accounting principles (GAAP) 
pronouncements as they develop. 

4. This comprehensive guide to Statutory Accounting Principles, composed of the Preamble, the 
Statements of Statutory Accounting Principles (SSAPs), and the Appendices, is intended to respond to the 
initiatives noted above. The guide and interpretations of the Emerging Accounting Issues (E) Working 
Group shall be referred to as the Accounting Practices and Procedures Manual - version effective 
January I, 2001 (during the transition period until the 1998 version is no longer maintained and updated 
by the NAIC). The 1998 version of the Accounting Practices and Procedures Manual will be maintained 
and published until December 31, 2000. However, this Manual is not intended to preempt states' 
legislative and regulatory authority. It is intended to establish a comprehensive basis of accounting 
recognized and adhered to if not in conflict with state statutes and/or regulations, or when the state 
statutes and/or regulations are silent. 

0 1999-2013 Nllioall Association oflnsuninct Canmis!imtn P-l 



70 

Preamble 

5. The principles established by this Manual are effective January I, 2001. Accounting changes 
adopted to conform to the provisions of these statements shall be reported as adjustments to unassigned 
funds (surplus) in the period of the change in accounting principle; however, specific effective dates, and 
transition or grandfathering rules, if any, are contained in each SSAP. 

II. Background 

A. An Accounting Environment for Insurance Com panies 

6. Accounting is the process of accumulating and reporting financial infonnation about an economic 
unit or group of units. Relative to commercial enterprises, the users of accounting information include 
managemel!!, investol!t potential investors.;_ lenders, investment analysts, regulatorj_ and customers. 
Although customers of most commercial enterprises have no direct financial interest therein and generally 
are only concerned with the price to be paid for the product or service purchased, they may use 
accounting infonnation to make choices as to the entity with which they engage in a business transaction. 
This is particularly relevant to purchases of insurance products inasmuch as insurance contracts involve a 
promise to pay which may extend years into the future. Insurance products may provide benefits well in 
excess of the purchase price or premium. The benefits ultimately received are almost always greater than 
the price (premium) paid and can only be estimated at the time the product (policy) is purchased. 

7. Insurance is regulated on a state by state basis in the United States. Each state has its own 
regulatory framework generally led by an insurance commissioner. Insurance commissioners are charged 
with overseeing the financial condition of insurance companies doing business in their jurisdictions and 
they require meaningful financial, statistical, and operating infonnation about the companies. This 
financial oversight is designed to help ensure that policyholders and claimants receive the requisite 
benefits from the policies sold, often times such products having been sold years or decades prior to when 
the benefits are due. Frequently, this regulatory perspective differs markedly from the perspectives of 
other users of insurers' accounting infonnation. In recognition of these special concerns and 
responsibilities, statutory accounting principles have been established by statute, regulation, and practice. 

B. Statutory Accounting Principles (SAP) 

8. In simplest tenns, SAP has been those accounting principles or practices prescribed or permitted 
by an insurer's domiciliary state. Statutory accounting practices have been interspersed in the insurance 
laws, regulations, and administrative rulings of each state, the Accounting Practices and Procedures 
manuals, the Annual Statement Instructions, the NAIC Financial Condition E.xam,ners Handbook, the 
Purposes and Procedures Manual of the NAIC Secimties Valuation Office, and NAIC committee, task 
force, and working group minutes. In addition, there are many statutory practices widely accepted by both 
insurers and regulators which have never been codified. 

9. SAP is conservative in some respects but not unreasonably conservative over the span of 
economic cycles, or in recognition of the primary statutory responsibility to regulate for financial 
solvency. SAP attempts to detennine at the financial statement date an insurer's ability to satisfy its 
obligations to its policyholders and creditors. 

C. Comparison OfGAAP And SAP 

IO. The objectives of GAAP reporting differ from the objectives of SAP. GAAP is designed to meet 
the varying needs of the different users of fmancial statements. SAP is designed to address the concerns 
of regulators, who are the primary users of statutory financial statements. Ai; a result, GAAP stresses 
measurement of emerging earnings of a business from period to period, (i.e., matching revenue to 
expe~, while SAP stresses measurement of ability to pay claims in the future. This difference is 
illustrated by the fact that statutory policy reserves are intentionally established on a conservative basis 
emphasizing the long-term nature of the liabilities. Under GAAP, the experience expected by each 

0 1999·2013 Nllionlll Association of ln.wnnct Canmi!l!imm P-2 
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company, with provision for the risk of adverse deviation, is used to determine the reserves it will 
establish for its policies. GAAP reserves may be more or less than the statutory policy reserves. 

11. Some other differences between SAP and GAAP have included: 

GAAP has recognized certain assets which, for statutory pu~es have been either 
nonadmitted or immediately expensed. Policy acquisition costs are expensed as incurred 
under SAP since the funds so expended are no longer available to pay future liabilities. 
Insurance company financial statements prepared in accordance with GAAP defer costs 
incurred in the acquisition of new business and amortize them over the premium 
recognition period. 

Deferred income taxes have, historically, not been recognized under SAP. 

The methods of accounting for certain aspects of reinsurance under GAAP may have 
varied from SAP, e.g., credit for reinsurance in unauthorized companies. 

D. Pur pose of Codification 

12. The purpose of the codification of statutory accounting principles is to produce a comprehensive 
guide to SAP for use by insurance departments, insurers, and auditors. Statutory accounting principles, as 
they existed prior to codification did not always provide a consistent and comprehensive basis of 
accounting and reporting. The prescribed or permitted statutory accounting model resulted in practices 
that could have varied from state to state. Insurance companies were sometimes uncertain about what 
rules to follow and regulators were sometimes unfamiliar with the accounting rules followed by insurers 
in other states. As a result, insurers' financial statements were not always prepared on a comparable basis. 

13. In engaging this project, it was necessary to revisit principles that had been developed over a long 
period of time and to consider recently identified accounting issues not currently addressed by SAP. In 
many cases, previously available choices of accounting methods were eliminated. Also considered was 
the current state of the regulatory enviromnent and the tools more recently developed, such as risk-based 
capital (RBC). These new financial analytical tools allowed for a reconsideration of the level of 
conservatism necessary to achieve regulatory objectives. 

14. The Codification project will result in more complete disclosures and more comparable financial 
statements, which will make tl1e insurance departments' analisis techniques more meaningful and 
effective. The project will provide examiners and analysts with uniform accounting rules against which 
companies' financial statements can be evaluated. RBC, an important tool used by the states to measure 
solvency of insurers, will be reported more consistently with the benefit of codification. 

E. History of Codification 

Ii. In 1989, the NAIC adopted a Solvency Agenda designed to enhance the ability of state regulators 
to protect insurance consumers from the financial trauma of insurer insolvency. In recognition of the fact 
that enhancement of solvency regulation is an ongoing process, the agenda was updated in 1991. Since 
1991, most major initiatives of the 1991 Solvency Agenda have been accomplished. They include: 
1) revision of the NAIC Financial Condition Examiners Handbook, 2) development of a risk-based 
capital approach to define required levels of capital and surplus, 3) development of a model law on 
authorized insurer investments, 4) creation of a centralized financial analysis unit to perform 
comprehensive analysis of insurance companies who may be troubled, i) development of computerized 
analytical routines for use by state insurance departments, and 6) creation of an NAIC education fund. 

0 1999-2013 Nllionlll Association of ln.wnnct Canmi!l!imm P-J 
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16. The codification project is also a direct result of the 1991 Solvency Agenda. The goal was 
"evaluation of existing statutory accounting principles as presently outlined in the Accounting Practices 
and Procedures Manual for purposes of further developmen~ expansion, and codification." 

17. Beginning in 1994, the NAJC's efforts to codify SAP were strengthened and reorganized 
recognizing the need for expediency. There was both a commitment of substantial financial resources as 
well as the selection of a team of dedicated regulatolli who were willing to commit the time and effort 
necessary to aocomplish one of the most significant undertakings that has been faced by the NAJC. 

18. Recognition of this effort was given by the AJCPA when in 1995 they issued Statement of 
Position 95-5-Aud,tor's Report on Stallltory Financial Statements of Insurance Enterprises (SOP 95-5) 
so that an auditor's opinion on a "prescribed or permitted" basis could continue until codification was 
completed. SOP 95-5 states 'The codification is expected to result in a hierarchy of statutory aocounting 
practices that will provide a comprehensive basis of accounting that can be applied consistently to all 
insurance enterprises." At that time, it was believed that once Codification was effective, in order for 
certified public accountants (CPAs) to issue opinions on statutory statements, SAP had to be considered 
an "Other Comprehensive Basis of Accounting'' (OCBOA) by the American Institute of Certified Public 
Accountants (AJCPA). 

19. Codification is not intended to preempt state legislative and regulatory authority. While 
Codification is expected to be the foundation of a state's statutory accounting practices, it may be subject 
to modification by practices prescribed or permitted by a state's insurance commissioner. Statutory 
financial statements will continue to be prepared on the basis of accounting practices prescribed or 
pennitted by the states. As a result, in 1998 the AJCPA's Insurance Companies Committee determined 
that it will not be necessary for the Auditing Standards Board to grant the Codification status as an 
OCBOA since it will not be the sole basis for preparing statutory financial statements. Further, auditolli 
will be permitted to continue to provide audit opinions on practices prescribed or permitted by the 
insurance department of the state of domicile. 

F. Scope of Project 

20. The conceptual framework used in developing and maintaining statutory aocounting principles 
for insurance companies is summarized in the Statutory Accounting Principles Statement of Concepts. 
The application of the concepts of conservatism, consistency and recognition assure that guidance 
developed and codified as part of this project is consistent with the underlying objectives of statutory 
accounting. 

21. This Guide has been developed using the body of statutory aocounting principles as prescribed in 
the statutory hierarchy of accounting guidance, which is incorporated into the Statement of Concepts. 
This hierarchy provides the guidance for judging the presentation of statutory financial statements in 
confonnance with statutory accounting principles. 
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September 20, 1994 

I11. Statutory Accounting Principles Statement of Concepts 

Purpose of Statement of Concepts for Statutory Accounting Principles 

22. This document states the fundamental concepts on which statutory financial acccunting and 
reporting standards are based. These concepts provide a framework to guide the National Association of 
Insurance Commissioners ("NAIC') in the ccntinued development and maintenance of statutory 
accounting principles (''SAP" or "statutory basis') and, as such, these ccncepts and principles constitute 
an acccunting basis for the preparation and issuance of statutory financial statements by insurance 
companies in the absence of state statutes and/or regulations.1 

23. The NAIC and state insurance departments are primarily concerned with statutory accounting 
principles that differ from GAAP reflective of the varying objectives of regulation. Recodification of 
areas where SAP and GAAP are parallel is an inefficient use of limited resources. 

24. SAP utilizes the framework established by GAAP. 2 This document integrates that framework 
with objectives exclusive to statutory accounting. The NAIC's guidance on SAP is comprehensive for 
those principles that differ from GAAP based on the concepts of statutory acccunting outlined herein. 
Those GAAP pronouncements that are not applicable to insurance companies will not be adopted by the 
NAIC. For those principles that do not differ from GAAP, the NAIC may specifically adopt those GAAP 
Pronouncements to be included in statutory accounting. GAAP Pronouncements do not become part of 
SAP until and unless adopted by the NAIC. 

25. The body of statutory accounting principles is prescribed in the statutory hierarchy of accounting 
guidsnce. This hierarchy provides the framework for judging the presentation of statutory financial 
statements in ccnfonnance with statutory accounting principles. 

26. Statutory requirements vary from state to state. While it is desirable to minimize these variations, 
to the extent that they exist it is the objective of NAIC statutory accounting principles to provide the 
standard against which the exceptions will be measured and disclosed if material. 

Objectives of Statutory Financial Reporting 

27. The primary responsibility of each state insurance department is to regulate insurance ccmpanies 
in accordsnce with state laws with an emphasis on solvency for the protection of policyholders. The 
ultimate objective of solvency regulation is to ensure that policyholder, contract holder and other legal 
obligations are met when they come due and that ccmpanies maintain capital and surplus at all times and 
in such fonns as required by statute to provide an adequate margin of safety. The ccmerstone of solvency 
measurement is financial reporting. Therefore, the regulator's ability to effectively determine relative 

1 A$ stated in the NAIC's constitution. the NAIC is an association of chief insurance regulatay officials of the 50 states, the 
District of Columbia, American Samoa, Guam, Puerto Rioo, and the Virgin Islands whose objective is to serve the public by 
assisting several state insurance supervisory officials, individually and collectively, in achieving the fol.lowing fundamentaJ 
insurance regulatocy objectives: 

Maintenance and improvement of state regulation of insurance in a responsive and efficient manner, 

2. Relial:ility of the insurance institution as to firnncial solidity and guaranty against loss; 

Fair,just, and eqwlable trealment of policyholders and clai!1'lllts 

2Toe GAAP framework applicable to insurance accounting is set forth in Statements of Financial Accounting Concepts One, 
Two, Five, and Six. These documents, prom1tlgated by the Financial Accounting Standards Board, set forth the objectives and 
concepts which are used in developing accounting and reporting standards. 
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financial condition using financial statements is of paramount importance to the protection of 
policyholders. An accounting model based on the concepts of conservatism, consistency, and recognition 
is essential to useful statutory financiJI reporting. 

28. Statutory reporting applies to all insurers authorized to do business in the United States and its 
territories, and requires sufficient information to meet the statutory objectives. However, statutory 
reporting as contained in this guide is not intended to preempt state legislative and regulatory authority. 
The SAP financial statements include the balance sheet and related summary of operations, changes in 
capital and surplus, and cash flow statements. Because these basic financial statements cannot be 
expected to provide all of the information necessary to evaluate an entity's short-term and long-term 
stability, management must supplement the financial statements with sufficient disclosures (e.g., notes to 
financial statements, management's discussion and analysis, and supplementary schedules and exhibits) 
to assist fmancial statement users in evaluating the information provided. 

Concepts 

Conservatism 

29. Financial reporting by insurance enteiprises requ~s the use of substantial judgments and 
estimates by management. Such estimates may vary from the actual amounts for numerous reasons. To 
the extent that factors or events result in adverse variation from management's accounting estimates, the 
ability to meet policyholder obligations may be lessened. In order to provide a margin of protection for 
policyholders, the concept of consetvatism should be followed when developing estimates as well as 
establishing accounting principles for statutory reporting. 

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

Consistency 

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

Recognition 

32. The principal focus of solvency measurement is determination of fmancial condition through 
analysis of the balance sheet. However, protection of the policyholders can only be maintained through 
continued monitoring of the fmancial condition of the insurance enterprise. Operating performance is 
another indicator of an entetprise's ability to maintain itself as a going concern. Accordingly, the income 
statement is a secondary focus of statutory accounting and should not be diminished in importance to the 
extent contemplated by a liquidation basis of accounting. 

33. The ability to meet policyholder obligations is predicated on the existence of readily marketable 
assets available when both current and future obligations are due. Assets having economic value other 
than those which can be used to fulfill policyholder obligations, or those assets which are unavailable due 
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to encumbrances or other third party interests should not be recognized on the balance sheet but rather 
should be charged against surplus when acquired or when availability otherwise becomes questionable. 

34. Liabilities require recognition as they are incurred. Certain statutorily mandated liabilities may 
also be required to arrive at conservative estimates of liabilities and probable loss contingencies (e.g., 
interest maintenance reserves, asset valuation reserves, and others). 

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

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

Conclusion 

37. This document states the fundamental concepts for financial statements presented on the basis of 
SAP. These concepts summarize the conceptual framework that the NAIC uses in developing and 
maintaining statutory accounting principles for insurance companies. These concepts will also assure that 
guidance will be provided consistently with the underlying objectives of statutory accounting and will aid 
in the review of emerging accounting issues. 

38. The multitude of unique circumstances and individual transactions makes it virtually impossible 
for any codification of accounting principles to be totally comprehensive. Application of SAP, either 
contained in the SSAPs or defined as GAAP and adopted by the NAIC, to unique circumstances or 
individual transactions should be consistent with the concepts of conseivatism, consistency, and 
recognition. 
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Statement of Statutory Accounting Principles No. 4 

Assets and Nonadmitted Assets 

STATUS 

Type oflssue. 

Issued ...... 

Effective Date 

Common Area 

.. .............. Initial Draft 

...... January I, 200 I 

Affects ........... .. .............. Supersedes SSAP No. 87 with guidance incorporated August 2011 ; 
Nullifies and incorporates INT 01-03 

Affected by .... 

Interpreted by .. 

.. . No other pronouncements 

.. .. INT0l-31 

Relevant Appendix A Guidance ........ None 

STATUS ............................................................................ --------................................... 1 

SCOPE OF STATEMENT .................. .................. __________ .............. ................. 3 

SUMMARY CONCLUSION .............. ,................... . ................ 3 

Assets Pledged as Collateral or Otherwise Res~icted.. .................................................. .. .......... 4 
Disclosure......... . . ... . ................... .................................... . ....... 4 
Relevant Literature............................ ............................ ................................................... . ............... 4 
Effective Date and Transition ............................................... . ..... 4 

REFERENCES ................. , ............... ,, ...................... : .. ____________ ............ 4 

Relevant Issue Papers .......... .. .. ...... 4 
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Assets and Nonadmitted Assets 

scOPE OF STATEMENT 

Assets and Nonadmitted Assets SSAP No. 4 

I. This statement establishes the definition of an "asset" for use in statutory accounting and 
establishes the criteria for consistent treatment of nonadmined assets. 

SUMMARY CONCLUSION 

2. for pul])oses of statutory accounting, an asset shall be defined ·as: probable' future economic 
benefits obtained or controlled by a particular entity as a result of past transactions or events. An asset has 
three essential characteris_tics: (a) it embodies a probable future benefit that involves a capacity, singly or 
in combination with other assets, lo contribute directly or indirectly to future net cash inflows, (b) a 
particular entity can obtain the benefit and control others' access to it2, and (c) the transaction or other 
event giving rise to the entity's right to or control of the benefit has already occurred. These assets shall 
then be evaluated to determine whether they are admitted. The criteria used is outl ined in paragraph 3. 

3. As stated in the Statement of Concepts, "The ability to meet policyholder obligations is 
predicated on the existence of readily marketable assets available when botl1 current and future 
obligations are due. Assets having economic value other than those which can be used to ful fi ll 
policyholder obligations, or those assets which are unavailable due to encumbrances or other third-party 
interests should not be recognized on the balance sheet," and are, therefore, considered nonadmitted. For 
purposes of statutory accounting principles, a nonadmitted asset shall be defined as an asset meeting the 
criteria in paragraph 2, which is accorded limited or no value in statutory reporting, and is one which is: 

a. Specifically identified within the Accounting Practices and Procedures Manual as a 
nonadmitted asset; or 

b. Not specifically identified as an admitted asset within the Accounting Practices and 
Procedures Manual. 

If an asset meets one of these criteria, the asset shall be reported as a nonadmitted asset and charged 
against SUl])lus unless otherwise specifically addressed within the Accounting Practices and Procedures 
Manual. The asset shall be depreciated or amortized against net income as the estimated economic benefit 
expires. In accordance with the reporting entity's written capitalization policy, amounts less than a 
predefined threshold of furn iture, fixtures, equipment, or supplies, shall be expensed when purchased. 

4. Transactions which do not give rise to assets as defined in paragraph 2 shall be charged to 
operations in the period the transactions occur. Those transactions which result in amounts which may 
meet the definition of assets, but are specifically identified within the Accounting Practices and 
Procedures Manual as not giving rise to assets (e.g., policy acquisition costs), shall also be charged to 
operations in the period the transactions occur. 

5. The reporting entity shall maintain a capitalization policy containing the predefined thresholds for 
each asset class to be made available for the departmen~s) of insurance. 

1 FASB Staremeitt of Financial Accounting Concepts No. 6, Elements of Financial Stalements, states: 
Probable is used with its usual general meaning, rather than in a specific accounting or, technical sense (such as that in FASB 
Statemem No. 5, Accounting for Contingencies, paragraph 3), and refers to that which can reasonably be expected or believed on 
the basis of available evidence or logic but is neither certain nor proved. 

2 If assets of an insurance entity are pledged or otherwise restricted by the action of a related party, the assets are not under the 
exclusive control of the insuran<:e entity and are not available to satisfy policyholder obligations due to these encumbrances or 
other third party interests. Thus, pursuant to paragraph 2(c), such assets shall not be recognized as an admitted asset on the 
balance sheet. Additional guidance for assets pledged as collateral is included in INT O 1-3 l. 
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Assets Pledged as Collateral or Otherwise Restricted 

6. Assets that are pledged lo others as collateral or otherwise restricted (not under the exclusive 
control of the insurer, subject to a put option contract, etc.) shall be identified in the investment schedules 
pursuant to the codes in the annual statement instructions, disclosed in accordance with SSA? No. /­
Accounting Policies, Risks & Uncertainties, and Other Disclosures (SSAP No. 1), reported in the general 
interrogatories, and included in any other statutory schedules or disclosure requirements requesting 
information for assets pledged as collateral or otherwise restricted. Restricted assets should be reviewed 
to determine admilled or nonadmitted assets status in the statutory financial statements per the tenns of 
their respective SSAPs. Asset restrictions may be a factor in determining the admissibility of an asset 
under a respective SSAP3

. However, detennining that a restricted asset is an admitted asset does not 
eliminate the statutory requirements to document and identify the asset as one that is pledged as collateral 
or otherwise restricted. 

7. Assets pledged as collateral are one example of assets that are not under the «elusive control of 
tl1e insurer, and are therefore restricted, even if the assets are admitted under statutory accounting 
guidelines (e.g., the asset is substitutable and/or other related SSAP conditions are met). As such, the 
asset shall be coded as pledged in the investment schedules pursuant to the annual statement instructions, 
disclosed in accordance with SSAP No. 1, reported in the general interrogatories, and included in any 
other statutory schedules or disclosure requirements requesting information for assets pledged as 
collateral or otherwise restricted. • 

Disclosure 

8. The financial statements shall disclose if the written capitalization policy and the resultant 
predefined thresholds changed from the prior period and the reason(s) for such change. 

Relevant Literature 

9. This statement adopts FASB Statement of Financial Accounting Concepts No. 6, Elements of 
Financial Statements, paragraphs 25-33. 

Effective Date and Transition 

10. This statement is effective for years beginning January 1, 2001. A-change resulting from the 
adoption of this statement shall be accounted for as a change in accounting principle in accordance with 
SSA? No. ]-Accounting Changes and Corrections of Errors. Guidance reflected in paragraphs 3, 5 and 
8, incorporated from SSAP No. 87, was originally-effective for years beginning on and after January 1, 
2004. The guidance in footnote 2 to paragraph 2 was originally contained within INT 01-03: Assets 
Pledged as Collateral 01· Restricted for the Benefit of a Related Party and was effective June 11, 2001. 

REFERENCES 

Relevant Issue Papers 

Issue Paper No. 4- Definition of Assets and Nonadmitted Assets 

Issue Paper No. I 19-Capita/ization Policy, An Amendment to SSA? Nos. _4, /9, 29, 73, 
79 and82 

3 An example of such a situation· is detailed in footnote 2 pertaining to assets restricted by the action of a related party. This is 
only a single example and each restricted asset would need to be reviewed to ensure it qualifies as an admitted asset. 
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STATEMENT SUBMITTED BY COLLEEN RIEDEL 

United StatesSenate Committee On Banking, Housing, and Urban Affairs 

Hearing On: Current ls.sues in Insurance 

September 08, 2022 10:00 a.m Testimony of Colleen Riedel 

Chairman Brown and Ranking Member Toomey and members of the committee, thank you for the 

opportunity to submit this testimony for the record. 

My name is uilleen Riedel. I started with the Northwestern Bell Telephone Company as an Operator in 

1964. My first day oforientation at the company was the day after I graduated high school. I would 

continue to work for the telephone company in Iowa, which became US West and then Q.-vest, until I 

retired in December 2000. 

I worked my career under union contracts that gave me the opportunity to earn a monthly pension 

benefit to secure my retirement. The pension benefits that my husband and I continue to receive after 

more than 20 years have allowed us to maintain a comfortable retirement. 

On October 29th of last year I received a notice in the ma il that my former employer had purchased a 

group annuity contract from the Athene Annuity and Life Company, meaning that the company now 

called Lumen would no longer be responsible for pa0ng my month~ retirement benefits. My benefits 

would be paid by Athene beginning March I of this year. 

I recently learned that this announcement from Lumen followed only three months after Lumen's 

announcement that it had entered a deal to sell operations in 20 states to funds operated by a private 

equity firm called Apollo Global Management for $7.S bill ion. 1 Apollo Global Management founded 

Athene Holding ltd., which is the pa rent company of the Athene Annuity and life Company, and on 

January 3rd of this year the two companies announced a merger to bring the companies together into a 

new combined operation. 21 find it concerning that the arrangement to administer and secure my 

retirement benefits has the appearance of being connected to an unrelated transaction between the 

same compa nies. 

Although the notice from lumen assured me that my pension benefit would not change, I have since 

learned that is not the case. I found that upon moving to Athene, there were significant disruptions in 

the administration of my benefit, in particular involving incorrect tax and benefit deductions. In 

addition, my pension benefit used to be guaranteed by the Pension BenefitGuarantyCorporation when 

it was administered by Lumen. Because I live in the state of Iowa, the Iowa life & Health Insurance 

Guaranty Association now has responsibility for ensuring the payment of my benefits. I worked my 

1 hqp:,-1/news lumen ccrn/2021-0&-ffi-Lumen-to-sell-lg;al-inruml;ent-carriey;-g~ratigQS-in-20-st.nes-to-Aooll9: 
Funds-for-7-5-biNion 
2 https :/(www.athene.com/our-story https:ljwww.apollo.com/media/press-releases/2022/01-CB-2022-

!20051006 
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career under the assurance that my earned pension benefit would have the protections of PBGC 

insurance and found this to be a significant change. 

This issue of a government ba ckstop is especially concerning to me because private equity companies 

like Apollo Global Management have a track record of prioritizing short-term profits at the expenses of 

workers and retirees. I have been glad to see thatChairman Brown has been a leader on this issue and 

has pushed for greater transparency and analysis of the increasing role that private equity companies 

are playing in the administration of life insurance and annuity benefits. 

I thank the Chairman and the Committee for providing me the opportunity to share my experiences on 

this issue. 
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LETTER SUBMITTED BY THOMAS F. GOODWIN, VICE PRESIDENT, 
EXHIBITIONS AND CONFERENCES ALLIANCE 

September 8, 2022 

The Honorable Sherrod Brown 
The Honorable PatT oomey 

EXHIBITIONS & 
CONFERENCES 
ALLIANCE 

U.S. Senate Committee on Banking, Housing and Urban Affairs 
534 Dirksen Senate Office Building 
Washington, DC 20510 

Dear Chairman Brown and Ranking Member Toomey: 

On behalf of the Exhibitions & Conferences Alliance (ECA), thank you for hosting today's 
Committee hearing on Current issues in Insurance. As our nation continues to emerge 
from the devastating economic impacts of COVID-19, one of the most pressing insurance 
issues today is the development of a new insurance program that protects American jobs 
by ensuring businesses continuity from economic losses caused by future pandemics. 

ECA is an alliance of nine associations dedicated to the recovery and advancement of 
the face-to-face business events industry. Prior to the pandemic, our industry 
contributed $396 billion annually to US. gross domestic product and supported 6.6 
million jobs nation,.,;de. Importantly, small businesses are the dr,iing force behind face­
to-face business events-which includes conventions, trade shows, exposrtions, and 
large conferences-wrth 99% of our industry's companies meeting the U.S. Small 
Business Administration's size standards for small businesses. In addrtion, face-to-face 
business events are gro½ih engines for so many other small businesses across every 
major sector of the U.S. economy. Of the 1. 7 million exhibitors at face-to-face business 
events in 2019, more than 80% were small businesses themselves. 

Unfortunately, our industry is still recovering from the economic devastation of the 
pandemic. The Center for Exhibition Industry Research recently reported that the 
business-to-business events sector was still down 37.9% from pre-pandemic levels in the 
first quarter of 2022, ,.,;th similar levels of negative impact in other parts of the industry. 
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One critical factor slowing the return of face-to-face business events is the inability for 
event organizers within the industry to obtain communicable disease coverage for future 
pandemics as part of their event cancellation insurance. As you can see below, 
significant expenses for business events begin accruing one year or more in advance of 
the actual event taking place. 

Contracts: 
venue and 

hotels 

Event marketll'lg Contracts: speakers 
and branding expenses and entertainment 

Exhibitor sales 

Contracts: general 
ser1lcecontractors, 

reglstratfon,otherkey 
suppliers 

Show management tees 

Attendee marketing 
campaigns 

Registration setup: 
equipment rental, 

badges, etc, 

Exhibitor kits lnued 

Show operations l00% of all 
expenses: costs 

general contracto,s, committed! 
audlo/'visua~ 

bulldlng, desl~ 
production, 

registration, etc. 

------------staffcosts-----------_. 

Given the front-loaded nature of these expenses, many convention and trade show 
organizers, including smaller organizers and those affiliated with associations and other 
non-profit organizations, are financially unable to take on the overwhelming risk of 
putting on uninsurable face-to-face business events. This collapse within the insurance 
marketplace is significantly limiting our industry's ability to bring back events, which are 
crttical to accelerating rehiring. This impedes both our industry's recovery and our ability 
to support the many small businesses in Ohio, Penns~vania, and nationwide who rely on 
our events to nurture, cultivate, and grow their businesses. 

Here is an illustrative case study: Exposition Development Company, Inc. (ExpoDevCo) 
is a boutique trade show company with 17 employees that organizes 11 events across 
the country. In 2020, its restaurant industry trade show was cancelled due to COVID-19. 
ExpoDevCo had to refund more than $1 million in exhibit space. In addition, there were 
$675,000 in unrecoverable expenses associated with the event. The company's event 
cancellation insurance, which included communicable disease coverage, paid out nearty 
$800,000, which allowed the company to continue operations and retain all of its 
employees. If that happened today, however, without communicable disease coverage, 
ExpoDevCo would be forced to close tts doors perm anentty. 
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That's why ECA supports bipartisan efforts in the Senate to help restore communicable 
disease coverage as part of event cancellation insurance. By establishing a public­
private backstop that ensures that our indusby, and the U.S. economy more broadly, is 
properly prctected against pandemic-related risk going forward, both for-profit and non­
profit event organizers alike will benefrt from the restoration of a thriving private-sector 
event cancellation insurance marketplace that offers them the policies they need to 
bring back face-to-face events at scale without putting the future of their respective 
organizations at risk. 

In closing, as the face-to-face business events industry continues to get back to business 
nationwide, a new pandemic risk insurance program will help us bring back jobs, 
accelerate our industry's recovery, and support countless small businesses and non­
profit organizations in the months and years to come. 

ECA stands ready to support the work of the Committee as it works constructively to 
address future pandemic risk . If you or your staff have any questions, or if ECA can 
provide adcitional information on this important issue, please do not hesitate to contact 
me at (703) 539-5875 or via email at tommy.goodwin@ecalliance.us. Thank you. 

Sincerely, 

tfjt_:__ 
Thomas F. (Tommy) Goodwin 
Vice President 
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LETTER SUBMITTED BY MARY KATE CUNNINGHAM, SENIOR VICE 
PRESIDENT, PUBLIC POLICY, AMERICAN SOCIETY OF ASSOCIATION 
EXECUTIVES 

TlltC«Ker/orAssodMiol! Ludetshlp 

September 8, 2022 

The Honorable Sherrod Brown 
The Honorable Pat Toomey 

15751Street. tlW 
Wastnv;itcn oc xx:os-rm 

U.S. Senate Committee on Banking, Housing and Urban Affairs 
534 Dirksen Senate Office Building 
Washington, D.C. 20510 

pmfi!f,mJ 
fl02.J7\836 

asaecenter.org 

RE: ASAE Written Statement for September 8, 2022 C11rre111 lss11es in lns11ra11ce Hearing. 
Establishing Pandemic Risk Insurance is Essential to Support Workers and Employers. 

Dear Chairman Brown and Ranking Member Toomey: 

Thank you for examining current issues in insurance during your committee-wide hearing on 
September 8, 2022. The American Society of Association Executives (ASAE), which represents 
thousands of trade and professional associations and is a proud member of the Business Continuity 
Coalition, urges Congress to establish a public-private pandemic risk insurance program. 

Associations, event venues, hospitality providers and the millions of companies and employees they 
support need pandemic risk insurance to protect jobs and our community's far-reaching economic 
impact. Associations promote all industries and professions through myriad revenue-generating events, 
such as conventions, trade shows and business meetings. 

Communicable disease coverage for event cancellation was available in February 2020 but is virtually 
nonexistent today. As a result, associations and other employers have no recourse but to face untenable 
risk should another pandemic strike. 

Associations dedicate an average of 35 percent of their budgets to meetings and events.1 This 
commitment supports all 15.7 million Americans who work in the hospitality industry,2 which was 
devastated by the pandemic. 

According to ASAE Research Foundation surveys and data reports: 
• 15% of associations conduct at least 50 revenue-generating events per year. 
• Approximately 0% of organizations that possessed communicable disease coverage for 

cancelled events before the pandemic can access the same coverage today. 
• 70% of surveyed organizations report higher premiums and less coverage. 
• Premiums have increased an average of 35% since the pandemic (and with less coverage). 
• 60% report using financial reserves to cover losses from cancelled events. 
• 13% report insufficient financial reserves to cover losses from cancelled events. 
• 92% are concerned about hosting future revenue-generating events. 

1 Professional Convention Management Association. 28th Annual Meetings Markey Survey 
2 Bureau of Lalx>r Statistics. https://wNN.bls.gov/iag/tqs/iag70.htm. 
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Among 230 sruveyed organizations, 550 revenue-generating eve1tts were cancelled in 2021, resulting 
in a loss of$ l 65 million. These losses account for host 01ganizations only and not for evaporated 
benefit to local economies. ASAE's Annual Meeting, for example, injects roughly $16 million into 
local economies over five days. Its 2018 event produced an additional $147 million in downstream 
economic impact within one year.3 

Major events are paramount for assodaUons, workers, industries and professions because they: 
• Generate funds that organizations rely on to pay staff, support essential services and pursue 

their missions in public service; 
• Facilitate innovation, training. education, and knowledge-sharing to build up businesses and 

employees that span the economy (particularly amid challenging circwnstances); 
• Provide for regional, state and federal tax revenues; and 
• Collectively generate massive local economic impact (e.g., hotel stays, venue contracts, dining, 

entertainment, etc.). 

Thank you for your service to our country and thoughtful consideration of current issues in insurance. 
Please contact me at mcunningham@asaecenter.org or 202-626-2787 if you have questions or would 
like more information. 

Sincerely, 

Mary Kate Cunningham, CAE 
Senior Vice President, Public Policy 
American Society of Association Executives 

CC: 
Members of the U.S. Senate Committee on Banking. Housing and Uroan Affairs 

3 Choose Chtago (Chicago. ll lin~s Convention & Visitors Bureau) Economic Reporting. 
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