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(1) The insurer has annual direct written and unaffiliated assumed premium, including 
international direct and assumed premium but excluding premiums reinsured with the 
Federal Crop Insurance Corporation and Federal Flood Program, less than $500,000,000; 
or, 

 
(2) 
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6. 
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PROJECT HISTORY - 2006 
 

ANNUAL FINANCIAL REPORTING MODEL REGULATION (#205) 
 

1. Description of the Project, Issues Addressed, etc. 
 

The purpose of this regulation is to improve a state’s surveillance of the financial condition of insurers by 
requiring an annual audit by independent certified public accountants (CPA) of the financial statements 
reporting the financial position and the results of operations. The proposed amendments strengthen 
requirements related to CPA independence. In addition, the proposed amendments include new corporate 
governance standards, primarily requiring that an insurer have an audit committee that is responsible for the 
appointment, oversight and compensation of the CPA. The proposed amendments also indicate that 
management of insurers that meet a minimum premium threshold shall provide the regulator with an 
assessment of its internal control over financial reporting. 

 
2. Name of Group Responsible for Drafting the Model and States Participating 

 
The NAIC/AICPA Working Group (the Working Group) of the Financial Condition (E) Committee drafted the 
revisions to the model. Virginia is the chair of the Working Group, and its members include California, Delaware, 
Illinois, Iowa, Michigan, Minnesota, Missouri, Nebraska, New Hampshire, New York, Ohio, Oregon, Pennsylvania, 
Texas and Utah. 

 
3. Project Authorized by What Charge and Date First Given to the Group 

 
The following charge was given to the Working Group in 2003: “Monitor the Sarbanes-Oxley Bill and additional 
rules and regulations promulgated by the newly formed Public Accounting Oversight Board.” 

 
In 2005, the charge was expanded to the following: “Based on the study of the Sarbanes-Oxley Act, the 
NAIC/AICPA Working Group will propose revisions to the NAIC's Model Regulation Requiring Annual Audited 
Financial Reports for best practices regarding Title II Auditor Independence, Title III Corporate Responsibility and 
Title IV Enhanced Financial Disclosures of the Sarbanes-Oxley Act. 

 
4. A General Description of the Drafting Process (e.g., drafted by a subgroup, interested parties, the full 

group, etc). Include any parties outside the members that participated 
 

The drafting process began in conjunction with a review of the Sarbanes-Oxley Act of 2002. During that review 
process, it was noted that the model did not contain requirements related to corporate governance and did not 
require positive assurance regarding the effectiveness of an insurer’s internal control over financial reporting. In 
addition, the model did not specifically discuss what services a CPA may not provide to an insurer if it also 
performs the audit of that insurer. 

 
Proposed amendments to the model were first drafted in early 2004 and a public hearing was held at the 2004 
Summer National Meeting. Based on comments received, three (3) subgroups were formed to handle the three 
(3) main topics addressed by the revisions: auditor independence, corporate governance and internal control 
over financial reporting. These subgroups consisted of regulators, members of industry and representatives from 
CPA firms. The subgroups related to auditor independence and corporate governance held numerous 
conference calls during 2004 and 2005. Revisions related to these topics were adopted by the Working Group in 
mid-2005. 

 
The subgroup formed to discuss internal control over financial reporting met during four (4) separate interim 
meetings in 2005. During this process, members of the interested parties provided the subgroup with an 
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alternative proposal, and the revisions eventually adopted by the Working Group were based on this alternative 
proposal rather than the original draft revisions. 

 
Once each of the three (3) subgroups finalized its revisions, the “collective” revisions were exposed by the 
Working Group for a forty-five (45) day comment period, and comments received were discussed during a series 
of three (3) conference calls. 

 
5. A General Description of the Due Process (e.g., exposure periods, public hearings, or any other 

means 
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Insurers currently filing internal control reports for SEC purposes – Concern was raised that redundant reporting 
of internal control over financial reporting would be required for those insurers that are already required to file 
a management assessment of internal control over financial reporting for SEC purposes. The Working Group 
agreed that the SEC reports filed in accordance with Section 404 of Sarbanes-Oxley would be sufficient for 
regulator purposes. However, if there are internal controls of the insurer that have a material impact on the 
preparation of the insurer’s statutory financial statements and those internal controls were not included in the 
scope of the Section 404 report, the insurer would need to provide an additional report for those internal 
controls. 

 
How states have adopted the model – Currently, eleven (11) states have adopted the model via law, twenty-
eight (28) via regulation and twelve (12) have adopted it by reference through adoption of the Annual Statement 
Instructions. The model is required for accreditation purposes, although historically a state that has not adopted 
the model but has adopted the Annual Statement Instructions has been found to be in compliance with the 
accreditation standard. This is because the Annual Statement Instructions include, verbatim, the significant 
elements of the model. Some have raised concern that allowing this process to continue may usurp the 
legislative process. As such, the Working Group has strongly encouraged those twelve 
(12) states to adopt the   
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