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IMPLEMENTATION GUIDE (Guide) 

for the 

ANNUAL FINANCIAL REPORTING MODEL REGULATION (Model) 
 

The new requirements within the Annual Financial Reporting Model Regulation related to auditor 

independence, corporate governance and internal control over financial reporting are proposed to become 

effective in 2010. The Implementation Guide is being published prior to this effective date to assist 

companies in planning and preparing for compliance with the new requirements when they become 

effective.  

 

The Implementation Guide (Guide) is intended to supplement the Model, not to create additional 

requirements, by providing interpretive guidance and clarifying the meaning of terms used in the Model. 

Such guidance is important to ensure common understanding between insurers and regulators and to 

memorialize the intent of the changes. Because issues and questions will occur from time-to-time, by 

placing the Guide outside of the Model, maintenance can be achieved in a cost effective way without 

reopening the Model especially when the issue under consideration is an interpretation of the 

requirements. The Guide should not be viewed as a requirement of complying with the Accounting 

Practices and Procedures Manual. 

 

Maintaining the Guide 

 

The responsibility of developing and maintaining the Guide resides with the NAIC/AICPA Working 

Group with changes to the Guide following the NAIC regulatory due process. The Guide resides as an 

informational appendix to the NAIC Accounting Practices & Procedures Manual (AP&P Manual). The 

AP&P Manual was selected as the logical repository since the Guide provides instruction about 

compliance with the Model, which directly relates to financial reporting and statutory accounting. 

 

The regulatory due process for modifying this Guide requires the NAIC/AICPA Working Group to send 

adopted proposals to the Accounting Practices & Procedures Task Force for adoption and inclusion in the 

AP&P Manual. If the Accounting Practices & Procedures Task Force recommends substantive changes to 

the proposal received from the NAIC/AICPA Working Group, the proposal should be returned to the 

NAIC/AICPA Working Group for further deliberation.  
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Table of Contents 
 

The Table of Contents for the Guide mirrors that of the Model. However, not all sections of the Model 

require interpretive guidance. Consequently, only those sections containing guidance are contained in the 

Guide. The presentation of the Guide is organized by the Section Title with the Section number of the 

Model appearing after the title. 
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Definitions (Section 3) 

 

Certain terms and definitions contained in the Model need no further explanation. The Guide provides 

additional information for preparers and users for some definitions to facilitate their understanding. 

 

“Audited financial report” (D), differs from the term “financial statements” in that the Audited financial 

report (see Section 5 of the Model) includes the financial statements plus the report of the independent 

certified public accountant. “Financial statements,” therefore, excludes the report of the independent 

certified public accountant. 

 

 “Group of insurers” (H), as intended for use in the Model is to recognize the variety of structures that 

may exist. Companies within a holding company structure, or other set of insurers identified by 

management, may often share common management, systems or processes. Consequently, when 

management asserts to the effectiveness of their internal controls, it is appropriate to make such an 

assertion for those companies based upon the organization management determines to be most relevant to 

meet the reporting requirements. Because holding company structures, and other groups of insurers, can 

be complex and organized to meet corporate objectives, that structure may not align with the 

organizations that are responsible for managing and preparing the financial statements of the insurer. The 

Model provides flexibility to insurers to identify a “Group of insurers” for purposes of evaluating the 

effectiveness of their internal control over financial reporting. The following example is intended to 

illustrate various ways that a “Group of insurers” could be determined. The example is not intended to be 

limiting in any way. Rather, it is intended to show the flexibility to be in compliance with the Model. 

Insurers are encouraged to notify the Commissioner of its initial “Group of insurers” and any subsequent 

changes to such group. 
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1. “Group of insurers” could be established at the ultimate parent level, i.e., one report of the 

effectiveness of internal controls for all insurers in the group-insurance companies 1-6. 

2. Two “Group of insurers” could be established at the holding company level, i.e., holding 

company A and B. In this case, a separate report would be required for holding company A, 

holding company B, and if it met the reporting threshold, insurance company 4 since it is not in 

either group.  

3. Two “Group of insurers” could be established based upon the type of insurance company, i.e., 

LA&H companies 1, 4 and 6 could be one group and HMO companies 2 and 3 in the second 

group. In this case, a separate report would be required for the LA&H companies, the HMO 

companies and if it met the reporting threshold, insurance company 5 since it is not in either 

group. 

4. Two “Group of insurers” could be established based upon the way the entities are managed. For 

example, companies, 1, 2, 3 and 5 have the same management while companies 4 and 5 have 

common management.  

5. If management elects not to identify a “Group of insurers” for purposes of evaluating the 

effectiveness of internal control over financial reporting then each reporting entity meeting the 

reporting requirements of Section 16 would prepare such a report. 

 

 “Internal control over financial reporting” (I), as defined in the Model is intended to have the same 

meaning as understood in the public sector to comply with the requirements of the Sarbanes-Oxley Act of 

2002. Because some terms might not be fully defined and to avoid misunderstanding, this Guide attempts 

to clarify such terms. For example, the word “reliability” used in the phrase “reliability of financial 

statements” has the same meaning as that contained in the generally accepted accounting principles 

(GAAP) framework, Statement of Financial Accounting Concepts Two. This Statement is referenced in 

the Preamble, Part III, paragraph 24 of the AP&P Manual. 
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General Requirements Related to Filing and Extensions for Filing of Annual Audited Financial 

Reports and Audit Committee Appointment (Section 4) 
 

Section 4D stipulates that each insurer required to file an annual Audited financial report pursuant to the 

Model shall designate a group of individuals as constituting its Audit committee. Section 4D further states 

that the Audit committee of an entity that controls an insurer may be deemed to be the insurer‟s Audit 

committee for purposes of this regulation at the election of the controlling person.  The definition of Audit 

committee in Section 3 of the Model references Section 14E for exercising this election.  However, a 

disclaimer within Section 14 of the Model indicates that the section shall not apply to SOX Compliant 

Entities or wholly-owned subsidiaries of SOX Compliant Entities.  Regardless of the disclaimer, in order 

to comply with the second sentence in Section 4D, the Audit committee of any entity that controls an 

insurer (a SOX Compliant entity or a non-SOX Compliant Entity) may be deemed to be the insurer‟s 

Audit committee at the election of the controlling person, and only if such election is completed in the 

manner outlined in Section 14E.     

 

The responsibility of the Audit committee is defined in Section 14 of the Model. Section 14 states that 

each member of the Audit committee shall be a member of the Board of Directors and sets forth the 

requirements for the proportion of independent Audit committee members based on the insurer‟s direct 

written and assumed premiums. The definition of an independent Audit committee member is outlined in 

Section 14.  

 

 

Qualifications of Independent Certified Public Accountant (Section 7) 
 

Lead Audit Partner Rotation Requirement (Section 7D) 

 

Purpose 

The purpose of this section is to provide companies and their independent accountants with guidance to 

enable an orderly transition in meeting the revised lead audit partner rotation requirements as set forth in 

Section 7.  

 

Background 

Section 7 provides certain limitations on the number of years an audit partner may serve in the capacity of 

lead audit partner for an insurance company audit. Previously, the lead audit partner was permitted to 

serve for seven consecutive years in that capacity with a two year break in service. Under the revised 

Model “…the lead …audit partner (having primary responsibility for the audit) may not act in that 

capacity for more than five (5) consecutive years. The person shall be disqualified from acting in that or a 

similar capacity for the same company or its insurance subsidiaries or affiliates for a period of five (5) 

consecutive years.”  

 

The new rotation requirements under Section 7 are effective beginning with audits of the 2010 financial 

statements. The rotation requirements of the Model and the interpretative guidance provided are 

applicable for statutory reporting and regulatory purposes. An insurer and its affiliates that are subject to 

the rotation requirements of the Securities and Exchange Commission (SEC) and Public Company 

Accounting Oversight Board (PCAOB) must also continue to comply with those rotation requirements. 

 

Relief from the Lead Audit Partner Rotation Requirement (Section 7D) 

 

The Model states: 

 

 An insurer may make application to the Commissioner for relief from the above rotation 

requirement on the basis of unusual circumstances. This application should be made at least thirty 

(30) days before the end of the calendar year. The Commissioner may consider the following 

factors in determining if the relief should be granted:  
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(a) Number of partners, expertise of the partners or the number of insurance 

clients in the currently registered firm; 

 

(b) Premium volume of the insurer; or  

 

(c) Number of jurisdictions in which the insurer transacts business. 

  

The following examples illustrate circumstances that the Commissioner may consider in determining if 

relief from the lead partner rotation requirement shall be granted: 

 

1. No other partners in the firm‟s local office have the qualifications to serve as lead audit partner 

and the use of a qualified partner resident in another location could result in increased audit risk 

and higher audit fees. 

2. Limited number of partners in the firm that have the qualifications to serve as the lead audit 

partner. 

3. Switching firms could result in increased audit risk due to the new engagement team‟s lack of 

familiarity with the insurer.  

4. Limited availability of other firms in a particular location with the requisite expertise. 

5. The regulator believes that complex issues at an insurer make a particular partner best suited to 

continue as lead audit partner 

6. Short-term relief due to the occurrence of an unforeseeable event that renders a partner unable 

to continue as the lead audit partner on the engagement.  

7. Short-term relief due to unexpected delays in the state‟s licensing or admission process that 

prevent the “new” lead audit partner from assuming that role. 

 

Frequently Asked Questions (Section 7D) 

 

Following are a series of frequently asked questions to assist companies and their independent 

accountants in interpreting this guidance. Dates provided refer to the year of financial statements under 

audit.   

 

In determining when the lead audit partner must rotate, consecutive time served in the capacity of lead 

audit partner prior to the effective date of these rules would be counted (i.e., the lead audit partner is not 

afforded a “fresh start”). If the lead audit partner completed the two year break in service required by the 

previous version of the Model prior to the effective date of these rules, the partner is eligible to resume 

service as a lead audit partner for a five year period and need not wait additional years to accomplish a 

five year break in service. 

 

1. 2010 would be the fifth year that a partner would serve as lead audit partner of an insurance company. 

Would that partner be able to complete the 2010 year end audit?  

 

Yes. The partner would be able to complete the 2010 year end audit; however, the partner would be 

required to rotate off the engagement after the 2010 year end audit.  

 

2. 2010 would be the sixth or seventh year that a partner would serve as the lead audit partner. Would 

that partner be able to serve in that capacity for the 2010 audit?  

 

No. The partner would be required to rotate off for the 2010 year end audit. In determining when the 

lead audit partner must rotate, consecutive time served in the capacity of lead audit partner since the 

most recent two year break in service prior to the effective date of these rules would be counted.  

 

3. If a partner serves as the concurring partner from 2007 – 2010, can that partner serve as the lead audit 

partner in 2011? If so, for how many years? 
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Yes. The Model does not prohibit a partner that has served as the concurring partner from 

subsequently serving as the lead audit partner. The time served as concurring partner does not count 

towards the five year limitation. In the situation above, the partner would be permitted to serve as lead 

audit partner from the 2011 year end audit through the 2015 year end audit. 

 

4. Can a lead audit partner serve as the concurring review partner during the required five year break in 

service?  

 

Yes. The Model specifies that a partner may not act in “that or a similar capacity for the same 

company or its insurance subsidiaries or affiliates for a period of five (5) consecutive years” where 

“that” refers to the role of lead audit partner. Therefore, the Model does not prohibit that partner from 

serving as concurring partner during that partner‟s five year break in service.  

 

5. During the five-year break in service, can a partner serve as lead audit partner on an insurance 

company affiliate of that company?  

 

No. The Model specifies a “person shall be disqualified from acting in that or a similar capacity for 

the same company or its insurance subsidiaries or affiliates for a period of five (5) consecutive years.” 

The phrase “insurance subsidiaries or affiliates” is interpreted to mean any subsidiaries and affiliates 

(whether insurance or non insurance).  

 

6. If a lead audit partner serves for six years prior to the effective date of the revised Model (year end 

audits from 2003 – 2008) then rotates off the engagement for two years (year end audits 2009 – 

2010), can that partner serve for five additional consecutive years (year end audits from 2011 – 2015) 

as the lead audit partner? 

 

No. The requirement for a break in service of five consecutive years becomes effective for the 2010 

year end audits. If the partner has not completed the two year break in service prior to the effective 

date of the new requirement, the partner becomes subject to the new requirement and must complete a 

five year break in service. However, if the lead audit partner completes the two year break in service 

by 2009 instead of 2010, that partner would be permitted to resume the lead audit partner role in 

2010. 

 

7. A partner that served seven years as lead audit partner has not worked on the engagement for two 

years. Assuming 2010 otherwise would be year three of the break in service, can that partner assume 

the lead audit partner role for the 2010 year end audit? 

 

Yes. The requirement for the five year break in service starts with engagement years beginning 2010. 

Prior to 2010, the rotation requirement is for a two year break in service.  

 

8. If a lead audit partner served in that capacity for years 2007 – 2009 and was not on the engagement 

(or that of any subsidiary or affiliate) for 2010, would that partner have to complete a five year break 

in service before again serving as the lead audit partner?  

 

No. However, the partner could only serve as the lead audit partner for two more years since the 

partner has already served three years on this engagement.   

 

9. Can a former lead audit partner currently in a break in service continue to serve the client in a role 

other than the lead audit partner, for example concurring partner or auxiliary partner, such as tax 

review partner or other assisting role? 

 

Yes. The Model auditor rotation rules apply only to the role of lead audit partner on the audit of the 

insurance company and its insurance subsidiaries or affiliates.  
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10. 2010 is the first year that a partner serves as the lead audit partner on an insurer. The partner serves as 

the lead audit partner on that insurer for year end audits of 2010 – 2012, however, during 2013 – 2015 

that partner does not serve as the lead audit partner on that insurer or any of its affiliates. If that 

partner again serves the insurer (or any of its insurance subsidiaries or affiliates) as the lead audit 

partner for 2016 year end audit, when must that partner rotate off the engagement? 

 

The partner is permitted to serve as the lead audit partner for the 2016 and 2017 year end audits and 

must begin a five year break in service with the year end 2018 audit. The break in service during 2013 

– 2015 would be for less than the five-year period required by the Model. In order for the partner to 

be permitted to begin a new five-year service period as lead audit partner on the insurer or any of its 

insurance subsidiaries or affiliates, a full five-year break in service is required to be completed by that 

partner. 

 

11. How is service as the lead audit partner on the audit of the GAAP-basis financial statements of a 

separate account evaluated under the Model? 

 

A separate account is not a legal entity, but an accounting entity with accounting records for variable 

contract assets, liabilities, income, and expenses segregated as a discrete operation within the 

insurance company. Therefore, the separate account is considered to be an insurance affiliate for 

purposes of applying the Model.  

 

If the insurer is a part of a mutual fund complex, the mutual funds are considered to be non insurance 

affiliates even if held as investments in the insurer‟s separate accounts. 

 

12. An insurer changes to a new independent accounting firm. At the same time, the lead audit partner for 

that insurer joins the new independent accounting firm. Would the lead audit partner‟s time at the 

previous accounting firm count toward the five year rule at the new accounting firm?  

 

Yes. The rule specifically applies to the lead audit partner and not the independent accounting firm. 

 

13. Some firms have individuals that are CPAs but not partners (i.e., nonequity participants such as 

directors or principals) that serve in the role of the lead audit partner. Can such a CPA serve in the 

role of the lead audit partner of an insurance company?  

 

Yes. The Model defines the lead audit partner as the individual having “primary responsibility for the 

audit.” Whether this capacity is served by a partner or other CPA with the equivalent qualifications is 

at the discretion of the independent accounting firm. As such, the individual would be subject to the 

rotation requirements of the lead audit partner under Section 7.  

 

Questions 14 through 23 are based on the following hypothetical fact pattern and assume there are no 

public registrants in the group. 

 

Neither insurance subsidiary A nor insurance subsidiary B has any investment in non insurance subsidiary 

C. 

 

 Partner Smith served as the lead audit partner on non insurance holding company H for six years 

through the 2010 year end audit.  

 Partner Jones served as the lead audit partner on insurance subsidiary A for four years through the 

2010 year end audit.  

 Partner Little served as the lead audit partner on insurance subsidiary B for three years through the 

2010 year end audit.  
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 Partner Brown served as the lead audit partner on non insurance subsidiary C for two years through 

the 2010 year end audit.  

 Partner Miller served as the lead audit partner on insurance subsidiary D for three years through the 

2010 year end audit.  

 Partner King served as the lead audit partner on non insurance subsidiary E for seven years through 

the 2010 year end audit.  

 

14. Can Partner Smith rotate from serving as the lead audit partner on non insurance holding company H 

to serving as the lead audit partner on insurance subsidiary B for the 2011 year end audit? 

 

Yes. The limitation under Section 7 initiates with service as the lead audit partner of an insurer. 

Assuming Partner Smith has not previously served as the lead audit partner on an insurer, he or she 

can then serve as the lead audit partner on insurance subsidiary B or any of its affiliates for up to five 

years.   

 

15. Can Partner King rotate from serving as the lead audit partner on non insurance subsidiary E to 

serving as the lead audit partner on insurance subsidiary B for the 2011 year end audit? 

 

Yes. The limitation initiates with service as the lead audit partner of an insurer. Assuming Partner 

King has not previously served as the lead audit partner on an insurer, he or she can then serve as the 

lead audit partner on insurance subsidiary B or any of its affiliates for up to five years.   

 

16. Can Partner Brown rotate from serving as the lead audit partner on non insurance subsidiary C to 

serving as lead audit partner on insurance subsidiary B for the 2011 year end audit? 

 

Yes. The limitation initiates with service as the lead audit partner of an insurer. Assuming Partner 

Brown has not previously served as the lead audit partner on an insurer, he or she can then serve as 

the lead audit partner on insurance subsidiary B or any of its affiliates for up to five years. Therefore, 

Brown could serve insurance subsidiary B for five years beginning with the 2011 year-end audit. 

 

17. Can Partner Brown rotate from serving as the lead audit partner on non insurance subsidiary C to 

serving as lead audit partner on Holding Company H for the 2011 year end audit? 

 

Yes. C is a non insurance subsidiary and H is a non insurance holding company; therefore, assuming 

Partner Brown has not previously served as the lead audit partner on an insurer, the partner rotation 

requirements of Section 7 are not applicable relative to non insurance subsidiary C and non insurance 

holding company H. 

 

18. Can Partner Jones rotate from serving as the lead audit partner on insurance subsidiary A to serving as 

the lead audit partner for insurance subsidiary B for the 2011 year end audit? 

 

Yes. However, Jones can only serve for one year due to four years prior service as the lead audit 

partner on insurance subsidiary A (an insurance affiliate).  

 

19. Can Partner Jones rotate from serving as the lead audit partner on insurance subsidiary A to serving as 

the lead audit partner on non insurance subsidiary C for the 2011 year end audit? 

 

Yes. However, Jones can only serve for one year due to four years prior service as the lead audit 

partner on insurance subsidiary A (an insurance affiliate). The limitation initiates with serving as the 

lead audit partner on an insurer. 

 

20. Can Partner King rotate from serving as the lead audit partner on non insurance subsidiary E to 

serving as the lead audit partner on non insurance subsidiary C for the 2011 year end audit? 
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Yes. E is a non insurance subsidiary and C is a non insurance subsidiary; therefore, assuming Partner 

King has not previously served as the lead audit partner on an insurer, the partner rotation 

requirements of Section 7 are not applicable relative to non insurance subsidiary E and non insurance 

subsidiary C. 

 

21. Can Partner Jones rotate from serving as the lead audit partner on insurance subsidiary A to serving as 

the lead audit partner on non insurance subsidiary E for the 2011 year end audit? 

 

Yes. However, Jones can only serve for one year due to four years prior service as the lead audit 

partner on insurance subsidiary A (an insurance affiliate). The limitation initiates with serving as the 

lead audit partner on an insurer. 

 

22. Can Partner Jones rotate from serving as the lead audit partner on insurance subsidiary A to serving as 

the lead audit partner on insurance subsidiary D for the 2011 year end audit? 

  

Yes. However, Jones can only serve for one year due to four years prior service as the lead audit 

partner on insurance subsidiary A (an insurance affiliate). The limitation initiates with serving as the 

lead audit partner on an insurer. 

 

23. Can Partner Little rotate from serving as the lead audit partner on insurance subsidiary B to serving as 

the lead audit partner on non insurance subsidiary E for the 2011 year end audit? 

 

Yes. However, Little can only serve for two years due to three years prior service as the lead audit 

partner on insurance subsidiary B (an insurance affiliate). The limitation initiates with serving as the 

lead audit partner on an insurer.  

 

Communication of Internal Control Related Matters Noted in an Audit (Section 11) 

 

In addition to the annual Audited financial report, each insurer must furnish the Commissioner with a 

written communication as to any unremediated material weakness in its internal control over financial 

reporting noted during the audit. The communication is prepared by the accountant within 60 days after 

the filing of the annual Audited financial report and is filed by the insurer. Recognizing it may not always 

be practical, insurers are encouraged to file the communication concurrently with the filing of the annual 

Audited financial report for those years in which the insurer is aware that a financial condition 

examination has been scheduled. The insurer is required to provide a description of remedial actions taken 

or proposed to correct unremediated material weaknesses, if the actions are not described in the 

accountant‟s communication. 

 

The Model requires that the Commissioner be notified when unremediated material weaknesses in 

internal control over financial reporting were noted during the audit. Previous versions of the Model 

required such communication when any significant deficiencies in internal control over financial 

reporting were noted during the audit, whether remediated or not. This distinction is important because of 

the level of severity of the internal control deficiency that is applicable to each term. The terms “material 

weakness” and “significant deficiency” have the same meaning respectively as used in PCAOB or 

American Institute of Certified Public Accountants (AICPA) auditing literature - PCAOB Auditing 

Standard No. 5, An Audit of Internal Control over Financial Reporting That is Integrated With an Audit 

of Financial Statements or AICPA AU Section 325, Communicating Internal Control Matters Identified 

in an Audit (see Section 16E of this Guide for the definitions of material weakness and significant 

deficiency that are included in the auditing literature). However, the insurer is expected to maintain 

information about significant deficiencies that were communicated by its auditors and such information 

should be available for review during the financial condition examination.  
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The following is an example of the type of communication that an insurer should prepare to communicate 

the remedial actions taken or proposed to correct a material weakness in its internal control over financial 

reporting noted during an audit. 

 

Communication of Internal Control Related Matter Noted in an Audit  - Sample 
 

Honorable Commissioner 

State of Domicile Insurance Department 

State of Domicile 

 

Dear Honorable Commissioner: 

 

During the audit completed for the year ended December 31, 20XX, for XYZ Holding Company Inc 

(“XYZ”), a material weakness was noted in XYZ‟s internal control over financial reporting related to the 

calculation of insurance reserves. Due to the manner in which the data for homeowners policies are 

captured by the systems used in its Southeastern US regional office, changes in XYZ‟s estimate of 

insurance reserves for certain policies are not reviewed by XYZ‟s Actuarial Department prior to being 

recorded in the company‟s accounting records.  

 

A material weakness is a significant deficiency, or a combination of significant deficiencies, that results 

in more than a remote likelihood that a material misstatement in the statutory financial statements would 

not be prevented or detected. In connection with the weakness noted above, XYZ‟s management has 

taken remedial actions to change its procedures for coding policies issued in the states affected so that all 

homeowners policy data are included in the Actuarial Department review of estimate of insurance 

reserves. This change was effective on July 1, 20XX. 

 

Should you have any questions regarding this matter, please do not hesitate to contact me at the number 

noted above. 

 

Regards, 

 

XYZ Holding Company, Inc. 

Requirements for Audit Committees (Section 14) 

 

A disclaimer within Section 14 of the Model indicates that the section shall not apply to SOX Compliant 

Entities or wholly-owned subsidiaries of SOX Compliant Entities. This disclaimer was placed within the 

Model to avoid conflicts between the independence requirements of the Model and those required of 

public companies under Section 301 of the Sarbanes Oxley Act of 2002. The expectation of regulators in 

developing this disclaimer was that the same independent Audit committee required of public companies 

under Section 301 would be deemed to be the insurer‟s Audit committee for purposes of this regulation 

(pursuant to Section 4D of the Model) or would participate in the oversight of the insurers within the 

group. Therefore, if material weaknesses, significant deficiencies and/or significant solvency concerns are 

identified at the legal entity level, the independent Audit committee should be involved in addressing 

these issues, regardless of their materiality at the consolidated, parent company level.     
 

Independence of an Audit Committee Member (Section 14C) 

 

A policyholder would be considered "independent" unless they receive direct compensation from the 

insurer for other unrelated services. 

 

A person who is otherwise considered independent and also serves on the Board of Directors of a 

contracting entity (e.g., medical provider, vendors, banks, etc.) is considered independent. 
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An otherwise non-independent member of the Board of Directors is considered independent for Audit 

committee purposes if state law requires participation on the Board (e.g., Medical providers) as long as 

the member is not an officer or employee of the insurer or one of its affiliates. 

 

Notification letter (Section 14E) 

 

In accordance with Section 14E, upon the initial election by the insurer to designate the Audit committee 

of an entity that controls the insurer as its Audit committee, the insurer shall provide written notification 

to the Commissioner of the affected insurer. This notification shall identify the controlling entity and the 

basis for the election. This election remains in effect for perpetuity, until rescinded, at which time written 

notification would need to be provided to the Commissioner of the insurer. The notification letter should 

be timely filed with the Commissioner by the ultimate controlling person prior to the issuance of the 

statutory Audited financial report. However, each of the affected insurers (i.e. those that will have an 

Audit committee designated by its ultimate controlling person) that is subject to the provisions of Section 

14 shall ensure that the notification letter is filed with the Commissioner. Absence such filing, each of the 

affected insurers would be individually responsible for complying with Section 14. For example, referring 

to the “Group of insurers” chart in Section 3, if the ABC Company is the ultimate controlling person and 

elects to have its Audit committee serve as the Audit committee for insurance company 5, then ABC 

Company would file the notification letter (insurance company 5 would have to ensure that the 

notification letter is filed or comply with Section 14 as a single entity). Once submitted, the election 

remains in effect until rescinded. The following example illustrates the reporting requirement. 

 

The XYZ insurance company (e.g., insurance company 5) is an indirect subsidiary of and 

controlled by ABC Company. ABC Company has an independent Audit committee comprised of 

directors of ABC Company. XYZ insurance Company has elected to designate the Audit 

committee of ABC Company as the Audit committee of XYZ insurance Company for purposes of 

complying with Audit committee requirements of the Annual Financial Reporting Model 

Regulation.  

 

(Signed)____________________________________________ (Date)______________ 

(XYZ Insurance Company Chief Executive Officer) 

(Signed)____________________________________________ (Date)______________ 

(ABC Company Chief Executive Officer) 

 

Transitional Guidance (Section 14G)  
 

Once a company exceeds the requisite thresholds for Audit committee requirements contained in Section 

14 of the Model, it is required to comply with the Audit committee requirements by January 1 following 

one (1) complete calendar year. The following are examples of transitional period requirements.  

 

A: Company surpasses $300 million threshold: 

 

ABC Insurance Company has reached the $300 million requisite threshold in its December 31, 2011 

audited statutory statement and therefore will be required to meet “majority (50% or more) member 

independence” Audit committee requirements by January 1, 2013, providing the company necessary time 

for recruitment and approvals. 

 

B: Company surpasses $500 million threshold: 

 

ABC Insurance Company has subsequently reached the $500 million requisite threshold in its December 

31, 2014 audited statutory statement and therefore will be required to meet the “Supermajority (75% or 

more) member independence” Audit committee requirements by January 1, 2016. 

 

C: Company drops below threshold amount: 
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If ABC Insurance Company has penetrated the requisite $500 million threshold and has been in 

compliance with the requirements but subsequently drops below the $500 million threshold, e.g., $450 

million in its December 31, 2018 audited statutory statements, the company would be subject to the 

“majority (50% or more) member independence” requirement and could reduce the Audit committee 

independence in 2019. Companies, however, are encouraged to structure their Audit committees with at 

least a supermajority of independent Audit committee members. 

 

Hardship Waiver (Section 14H) 

 

An insurer may make application to the Commissioner for a waiver from the Section 14 requirements 

based upon hardship. Examples may include, but are not limited to, requests based on the business type of 

the entity, the availability of qualified board members, or the ownership (e.g., entities owned by non-

profit health systems) or organizational structure of the entity. If the application for a waver is approved, 

the insurer would file, with its annual statement filing, the approval for relief from Section 14 with the 

states that it is licensed in or doing business in and the NAIC. If the nondomestic state accepts electronic 

filing with the NAIC, the insurer would file the approval in an electronic format acceptable to the NAIC. 

 

Management’s Report of Internal Control over Financial Reporting (Section 16) 

 

Premium Threshold (Section 16A)  

 

The term “direct written premium” is frequently associated with the property/casualty business. While 

the Model continues to use the term, it raises the question for other businesses, e.g., life and fraternal, 

what is the appropriate measure for assessing compliance? The following examples have been developed 

to illustrate the computation since the starting point is the audited financial statements of the reporting 

entity, and it is possible that the amount reported may not be consistent with written premium as reported 

in the regulatory reporting blank. 

 

The annual direct written and assumed premium: 

 will be derived from the annual Audited financial report of an individual insurer, as of 

December 31 immediately preceding 

 are generally reported in the Statement of Operations of the Audited Financial Report on 

an „earned‟ and a „net of reinsurance ceded‟ basis 

 will be computed by making the following adjustments: 

 

P/C, Health and Title entities: 

 $ 
Premiums earned (Statement of Income in Audited 

financial report) 

A 

Add/Deduct: Change in unearned premium  B 
Add: Reinsurance ceded C 
Direct written and assumed premium * D=A+B+C 

 

*Note: direct written and assumed premium would be reduced by any premiums reinsured with the 

Federal Crop Insurance Corporation and Federal Flood Program 

 

 A - Premiums earned per the Statement of Income will generally equal the Annual 

Statement, Page 4. 

 B - Change in unearned premium is the difference between the current period 

amount and the prior year-end amount reported in the liabilities section of the 

balance sheet. The amount may also be derived from other company prepared 

exhibits. 
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 C - Reinsurance ceded may be derived from the notes to the Audited financial report, 

if disclosed, or other company prepared exhibits or schedules. If the Statement of 

Income or Statement of Operations separately presents reinsurance ceded, an 

adjustment is not required. 

 D - Must be equal to, or greater than, $500 million in order to be subject to Section 

16 reporting. 

 

Life and Fraternal entities: 

 $ 
Premiums earned (Statement of Operations in 

Audited financial report) 

A 

Add: Reinsurance ceded B 
Direct written and assumed premium C=A+B 

 

 A - Premiums earned per the Statement of Operations will generally equal the 

Annual Statement, Page 4. 

 B - Reinsurance ceded may be derived from the notes to the Audited financial report, 

if disclosed, or other company prepared exhibits or schedules. If the Statement of 

Operations separately presents reinsurance ceded, an adjustment is not required. 

 C - Must be equal to, or greater than, $500 million in order to be subject to Section 

16 reporting. 

   

Companies in an RBC Level Event or in Hazardous Financial Condition (Section 16B)  
 

For purposes of this subsection, the phrase “RBC level event” refers to any of the regulatory action levels 

described in the Risk-Based Capital requirements or the trend test. For example, if the reporting entity‟s 

total adjusted capital is equal to or less than 200% of the required risk-based capital, the result would 

trigger regulatory action.   

 

Management’s Report of Internal Control over Financial Reporting (Sections 16C & 16D) 

 

Management must annually provide their domiciliary insurance department with a report on internal 

controls over the statutory financial statement process. Recognizing it may not always be practical, 

insurers are encouraged to file the report concurrently with the filing of the annual Audited financial 

report for those years in which the insurer is aware that a financial condition examination has been 

scheduled. The elements to be included in the report are outlined in 16D. As outlined in Section 16C, an 

addendum is required for all reports that rely on a Section 404 Report (Sarbanes-Oxley). There are two 

types of reports that can be provided: 

 

 Reports from entities that have complied with all aspects of Section 404 of the Sarbanes-Oxley 

Act either as a requirement or on a voluntary basis. 

 Reports from entities that are not subject to Section 404 of the Sarbanes-Oxley Act. 

 

Appendix 1 of this guide provides examples of Management‟s Report of Internal Controls over Financial 

Reporting utilizing various facts and circumstances.  

 

Section 16D(2): Management must make an assertion regarding the effectiveness of the insurer‟s Internal 

control over financial reporting to the best of its knowledge and belief after diligent inquiry. For purposes 

of filing the report, “diligent inquiry” means conducting a search and thorough review of relevant 

documents which are reasonably likely to contain significant information with regards to Internal control 

over financial reporting and making reasonable inquiries of current employees and agents whose duties 

include responsibility for Internal control over financial reporting. 
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Section 16D(5): The report must disclose any unremediated material weaknesses in Internal control over 

financial reporting that exist as of the balance sheet date. If the insurer or Group of insurers has identified 

an unremediated material weakness, management is not permitted to conclude that its Internal control 

over financial reporting is effective and it must include a description of the nature of any unremediated 

material weakness in the report. December 31 is used as the measurement date to whether a material 

control weakness is unremediated for purposes of reporting under this section of the Model.  

 

Section 16D(6): Users of the report should be aware of the inherent limitations in Internal control over 

financial reporting. PCAOB Auditing Standard No. 5, An Audit of Internal Control over Financial 

Reporting That is Integrated With an Audit of Financial Statements provides the following description of 

such inherent limitations: 

 

Internal control over financial reporting has inherent limitations. Internal control over 

financial reporting is a process that involves human diligence and compliance and is 

subject to lapses in judgment and breakdowns resulting from human failures. Internal 

control over financial reporting also can be circumvented by collusion or improper 

management override. Because of such limitations, there is a risk that material 

misstatements will not be prevented or detected on a timely basis by internal control over 

financial reporting. However, these inherent limitations are known features of the 

financial reporting process. Therefore, it is possible to design into the process safeguards 

to reduce, though not eliminate, this risk. 

 

Additionally, readers of the report should be aware that projecting management‟s assertion regarding the 

effectiveness of Internal control over financial reporting to future periods is subject to the risk that 

controls may become inadequate because of changes in conditions, or the degree of compliance with 

policies or procedures may deteriorate.  

 

Section 16D(7): The report must include signatures of the chief executive officer and chief financial 

officer (or the equivalent position/title). If a report is being filed on behalf of a Group of insurers, 

management should identify the officeholders (i.e., the CEO and CFO of Company ABC) that have the 

authority to sign the report on behalf of the all of the legal entities being reported upon within the Group 

of insurers.  

 

Basis for Management’s Review and Assertions (Section 16E) 

 

One of the primary reasons for the new Section 16 of the Model is to bring additional focus and attention 

to internal control over financial reporting. Financial reporting is the underpinning of many of the 

solvency oversight activities of insurance regulators. Section 16 of the Model identifies management‟s 

responsibilities for internal control over financial reporting and provides regulators additional assurances 

of the effectiveness of internal control practices in a cost effective manner. 

 

The basis for Management's Report of Internal Control over Financial Reporting shall be subject to 

insurance departments' financial condition examinations. Because of this and other solvency tools 

available to regulators, there is no requirement that the independent certified public accountant be 

engaged to perform an examination of the effectiveness of internal control over financial reporting. 

However, Section 9 requires the independent public accountant to consider (as that term is defined in 

AICPA Statement on Auditing Standards (SAS) No. 102, Defining Professional Requirements in 

Statements on Auditing Standards, or its replacement) the most recently available Management‟s Report 

of Internal Control over Financial Reporting in planning and performing the audit of the statutory 

financial statements. SAS No. 102, paragraph 4 states, "If a SAS provides that a procedure or action is 

one that the auditor "should consider," the consideration of the procedure or action is presumptively 

required, whereas carrying out the procedure or action is not." AU Section 319 of the Professional 

Standards of the AICPA, Consideration of Internal Control in a Financial Statement Audit, requires that 

the auditor obtain an understanding of internal control sufficient to plan and execute the audit. It is in this 
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context that the auditor is required to "consider" management's report. There is no requirement that the 

auditor test or otherwise use management's report.  

 

The Model does not mandate a specific framework for management‟s review and evaluation of internal 

controls. SEC registrants typically (but are not required to) use the COSO Internal Control-Integrated 

Framework in assessing the effectiveness of internal control over financial reporting. The COSO-

sponsored “Enterprise Risk Management-Integrated Framework” and the PCAOB Guidance for Smaller 

Public Companies Reporting on Internal Control over Financial Reporting are other examples of relevant 

literature companies may want to consider in applying such a framework. Under the Model, however, 

management, when making its assessment and preparing its report, has discretion as to the nature of the 

internal control framework used. Insurers shall have flexibility as to the frequency and scope of testing 

activities and the documentation provided upon examination to support the assertions. Management 

should assess and select an appropriate framework or approach based upon its business risks and 

objectives.  

 

Management‟s assertions about the effectiveness of internal controls enhance oversight and understanding 

of insurer solvency by allowing regulators to have greater confidence in the accuracy of financial 

reporting, which also provides a benefit to policyholders and creditors. An expected benefit of this 

enhancement, where internal controls are effective, is that financial examinations will become more 

efficient and risk-focused. 

  

Management‟s Report of Internal Control over Financial Reporting may span more than one legal entity. 

Because internal controls are primarily about processes and these processes are often applied across 

multiple legal entities within an organization, (e.g., investment systems, premium and loss/benefit 

systems, and financial reporting processes), management may consider common processes and the 

associated controls when determining the Group of insurers for reporting purposes.  

  

The Model provides flexibility in meeting the requirements of Section 16D and E. The controls included 

in the scope of management‟s report should only include those controls deemed significant or critical by 

management. The following examples represent aspects and components of internal control that insurers 

may want to consider when making the assertions and determining relevant documentary evidence. These 

are not intended to serve as, and should not be considered, requirements: 

 

 The internal control environment including oversight provided by the Audit committee of the 

Board of Directors. Insurers may want to consider how they can demonstrate “Tone at the Top.” 

The insurer‟s compliance programs, code of conduct and the processes for reporting policy 

exceptions and overrides of controls may also be appropriate to consider. 

 

 The risk assessment process utilized and identification of the areas of potential material internal 

control risk related to the financial statement. Risk areas that one might typically find for an 

insurance enterprise include: 

o Investments (including capital expenditures) 

o Policy and Claim Reserves 

o Benefit Payments 

o Premiums / Agent‟s Balances 

o Reinsurance 

o Related Party (Affiliate) Transactions 

o Operating Expenses/Taxes 

 

 The control activities in place including procedures over financial reporting, which in 

management‟s judgment are appropriate under the circumstances. These might include the daily or 

monthly controls management relies upon in the normal course of its activities. They would also 
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include any SAS 70 reports received from vendors upon which management relies. General 

information systems and technology controls might also be considered. 

 

 The monitoring and testing processes used in the normal course of business to ascertain that the 

internal controls are in place and are working as intended. Insurers may want to consider 

describing the purpose, function or role of an internal audit department and/or describe other self-

audit and analysis activities. 

 

 The information and communication processes, including the frequency of reporting and 

monitoring activities and communication of internal control responsibilities. 

 

Section 16D(5) of the Model indicates that if one or more unremediated material weaknesses in Internal 

control over financial reporting exists as of the balance sheet date, then management is not permitted to 

conclude that internal control over financial reporting is effective and it must include a description of the 

nature of any unremediated material weaknesses in the report. For purposes of this determination, 

material weakness has the same meaning as used in PCAOB or AICPA auditing literature – PCAOB 

Auditing Standard No. 5, An Audit of Internal Control over Financial Reporting That is Integrated With 

an Audit of Financial Statements or AICPA AU Section 325, Communicating Internal Control Related 

Matters Identified in an Audit. Such guidance provides the following definitions: 

Significant Deficiency – A significant deficiency is a deficiency, or a combination of 

deficiencies, in internal control that is less severe than a material weakness, yet important enough 

to merit attention by those charged with governance.  

Material Weakness – A material weakness is a deficiency, or combination of deficiencies, in 

internal control, such that there is a reasonable possibility that a material misstatement of the 

entity’s financial statements will not be prevented, or detected and corrected on a timely basis.  

 

Insurers filing Management‟s Report of Internal Control over Financial Reporting as a Group of insurers 

may want to also consider identifying or documenting common systems and controls used by multiple 

companies within an insurance holding company system and how such information was used in the 

development of the Group of insurers for reporting purposes. 

 

To allow insurers to comply with Section 16 in a cost effective manner, management may base its 

assertions, in part, upon its review, monitoring and testing processes performed in the normal course of it 

activities. Management may also consider diligent inquiry of key process owners throughout the 

organization to provide additional assurance as to the operating effectiveness of its internal control over 

financial reporting. For purposes of filing the report, “diligent inquiry” means conducting a search and 

thorough review of relevant documents which are reasonably likely to contain significant information 

with regards to Internal control over financial reporting and making reasonable inquiries of current 

employees and agents whose duties include responsibility for Internal control over financial reporting. 

 

Exemptions and Effective Dates (Section 17) 

 

Hardship Waivers (Section 17A) 

 
Notwithstanding any other provision of the Model, an insurer may make written application to the 

Commissioner for waiver from any or all provisions of the Model based upon financial or organizational 

hardship. For example, the Commissioner could under this section grant a waiver of the Section 14B audit 

committee independence requirements to a company exceeding the $500 million premium threshold, even 

though the Section 14H waiver would not apply. This exemption is granted at the discretion of the 

Commissioner, and may be granted at any time for a specified period or periods. 
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Specific Effective Dates (Section 17F) 

 

An insurer will be required to file a Section 16 report if the insurer exceeds the premium threshold (as 

defined in Section 16A.) 

 

1. Assume the insurer reports premiums as follows (note that the direct written and assumed 

premium in these examples would be reduced by any premiums reinsured with the Federal Crop 

Insurance Corporation and Federal Flood Program) :  

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per 

Statement of Operations in Audited 

financial report 

350.3 390.8 410.5 425.7 450.8 

Add: Reinsurance ceded 100.5 115.7 115.8 120.1 127.2 
Gross direct written and assumed 

premium 

450.8 506.5 526.3 545.8 578.0 

 

In the above example, the insurer has reached the requisite threshold in 201x+1 and therefore will 

file its first Section 16 report effective December 31, 201x+3. 

 

2. Assume the insurer reports premiums as follows: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per 

Statement of Operations in Audited 

financial report 

350.3 380.5 390.8 410.5 425.7 

Add: Reinsurance ceded 100.5 110.7 115.7 115.8 120.1 
Gross direct written and assumed 

premium 

450.8 491.2 506.5 526.3 545.8 

 

In the above example, the insurer has reached the requisite threshold in 201x+2 and therefore 

will file its first Section 16 report effective December 31, 201x+4. 

 

3. Assume the insurer reports premiums as follows: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per 

Statement of Operations in Audited 

financial report 

350.3 390.8 380.5 410.5 425.7 

Add: Reinsurance ceded 100.5 115.7 110.7 115.8 120.1 
Gross direct written and assumed 

premium 

450.8 506.5 491.2 526.3 545.8 

 

In the above example, the insurer has reached the requisite threshold in 201x+1 and therefore 

will file its first Section 16 report effective December 31, 201x+3. Because the insurer dropped 

below the threshold in 201x+2, the insurer is not required to file a Section 16 report and thus, the 

reporting period starts over. The insurer reaches the threshold in 201x+3 and therefore, required 

to file the Section 16 report effective December 31, 201x+5. The insurer may choose to begin 

voluntarily filing the Section 16 report beginning with 201x+3 especially if the insurer has done 

the work to prepare the report. 

 

Business Combination 
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A business combination is defined as acquisition of insurance/reinsurance business through: 

A. a stock acquisition,  

B. inforce reinsurance assumption, or 

C. a merger of insurers in a Group of insurers 

 

A. Stock Acquisitions 

 

Assume Company A, which has premiums of $500m or more, buys Company B and retains Company 

B as a separate legal entity.  

 

If Company B has premiums of less than $500m (as derived from Section 16A), no Section 16 report 

is required. 

 

If Company B has premiums of $500m or more (as derived from Section 16A), a Section 16 report is 

required. 

 

1. Assume Company B is acquired effective January 1, 201x and subsequently reports premiums as 

follows. Assume further that Company A and B elect to file separate Section 16 reports: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per 

Statement of Operations in Audited 

financial report 

350.3 390.8 410.5 425.7 450.8 

Add: Reinsurance ceded 100.5 115.7 115.8 120.1 127.2 
Gross direct written and assumed 

premium 

450.8 506.5 526.3 545.8 578.0 

 

In the above example, Company B has reached the requisite threshold in 201x+1 and therefore will 

file its first Section 16 report effective December 31, 201x+3. 

 

2. Assume Company B is acquired June 30, 201x+2 by Company A and Company B has premiums 

as follows. Assume further that Company A elects to file a single Section 16 report with the 

Group of insurers consisting of Company A and B: 

 

 

In the above example, Company B has reached the requisite threshold in 201x+1 and therefore will 

file its first Section 16 report effective December 31, 201x+3. However due to the acquisition in 

201x+2, the first combined Section 16 report, i.e., Group of insurers, would be effective December 

31, 201x+4, two years subsequent to acquisition. 

 

B. Inforce reinsurance assumption 

 

For the purposes of determining premiums pursuant to Section 16A, assumed premiums from the 

assumption of an inforce reinsurance transaction will be excluded from the measurement of 

premiums, for two calendar years subsequent to acquisition. 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per Statement 

of Operations in Audited financial report 

350.3 390.8 410.5 425.7 450.8 

Add: Reinsurance ceded 100.5 115.7 115.8 120.1 127.2 
Gross direct written and assumed 

premium 

450.8 506.5 526.3 545.8 578.0 
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Assume the insurer assumed an inforce transaction effective June 30, 201x+2 and reports premiums 

as follows: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Net (written) premiums, per Statement 

of Operations in Audited financial 

report 

350.3 390.8 610.5 850.7 875.8 

Add: Reinsurance ceded 100.5 115.7 115.8 120.1 127.2 
Gross direct written and assumed 

premium 

450.8 506.5 726.3 970.8 1,003.0 

Less: Gross assumed premium resulting 

from a business combination 

0 0 200.0 425.0 425.0 

Gross direct written and assumed 

premium, subject to Section 16 

450.8 506.5 526.3 545.8 578.0 

 

In the above example, the insurer has reached the requisite threshold in 201x+1 and therefore will file 

its first Section 16 report effective December 31, 201x+3, however only for business inforce in 

201x+1 and still inforce in 201x+3. The business assumed at June 30, 201x+2 will be subject to a 

Section 16 report effective December 31, 201x+4, two calendar years after acquisition. 

 

C. Mergers of Insurers in a Group of insurers 

 

If the merged insurer has premiums of less than $500m (as derived from Section 16A), a Section 16 

report is not required. 

 

If the merged insurer has premiums of $500m or more (as derived from Section 16A), a Section 16 

report is required. 

 

1. Assume that Insurer A and Insurer B have Gross direct written and assumed premiums as follows, 

and agree to merge effective January 1, 201x+1, with Insurer A as the surviving entity: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Gross direct written and assumed 

premium – Insurer A 

450.3 460.8 510.5 n/a n/a 

Gross direct written and assumed 

premium – Insurer B 

100.5 115.7 115.8 n/a n/a 

Less: Intercompany transactions – 

gross 

- 65.3 62.2 n/a n/a 

Combined gross direct written and 

assumed premiums Insurer A 

- 511.2 564.1 n/a n/a 

 

In the above example, the merged entity (insurer A) has reached the requisite threshold in 201x+1, 

and will file its first Section 16 report effective December 31, 201x+3. 

 

2. Assume that Insurer A and Insurer B have Gross direct written and assumed premiums as follows, 

and agree to merge effective January 1, 201x+2, with Insurer A as the surviving entity: 

 

$ millions  201x 201x+1 201x+2 201x+3 201x+4 
Gross direct written and assumed 

premium – Insurer A 

450.3 460.8 510.5 n/a n/a 

Gross direct written and assumed 

premium – Insurer B 

100.5 115.7 115.8 n/a n/a 

Less: Intercompany transactions – - - 62.2 n/a n/a 
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gross 

Combined gross direct written and 

assumed premiums Insurer A 

- - 564.1 n/a n/a 

 

 

In the above example, the merged entity (insurer A) has reached the requisite threshold in 201x+2, 

and will file its first Section 16 report effective December 31, 201x+4, two years subsequent to 

merger. 
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APPENDIX 1 

 
Illustrative Examples of Management’s Report of Internal Control over Financial Reporting  

 

The following are examples of Management‟s Report of Internal Controls over Financial Reporting 

utilizing different facts and circumstances These are only examples and individual company facts and 

circumstances will dictate the contents of their report. However, there are common elements that should 

be included in all reports as discussed in Sections 16C and 16D of the Model. 

 

Example A: an SEC registrant or a member of a holding company system whose parent is an SEC 

registrant that had all material control processes over statutory financial reporting addressed in its Section 

404 report……………………………………………………………………………………………Page 21 

 

Example B: an SEC registrant or a member of a holding company system whose parent is an SEC 

registrant that did not have all material control processes over statutory financial reporting addressed in its 

Section 404 report………………………………………………………………………………...…Page 23 

 

Example C: a non-SEC registrant that voluntarily complied with Section 404 of the Sarbanes-Oxley Act 

and produced a report on internal controls which included an auditor‟s 

opinion……………………………………………………………………………………….…...…Page 26 

 

Example D: a company that is not subject to Section 404 and utilized their own framework to evaluate 

controls……………………………………………………………………………………………....Page 28 

 

Example E: an SEC registrant or a member of a holding company system whose parent is an SEC 

registrant that had all material control processes addressed in their Section 404 report and had an 

unremediated material weakness…………………………………………..…………………..….....Page 29 

 

Example F: an SEC registrant or member of a holding company system whose parent is an SEC 

registrant that did not include all material processes over statutory financial reporting addressed in its 

Section 404 report and had an unremediated material weakness noted………………………...…...Page 31 

 

Example G: an SEC registrant or member of a holding company system whose parent is an SEC 

registrant that had all material processes over statutory financial reporting addressed in its Section 404 

report. However, they recently acquired another insurer that is not included in their 

assessment……………………………………………………………………………….………….Page 34 
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EXAMPLE A: AN SEC REGISTRANT OR A MEMBER OF A HOLDING COMPANY SYSTEM 

WHOSE PARENT IS AN SEC REGISTRANT THAT HAD ALL MATERIAL CONTROL 

PROCESSES OVER STATUTORY FINANCIAL REPORTING ADDRESSED IN ITS SECTION 404 

REPORT 

 

Management’s Report of Internal Control over Financial Reporting 

 

XYZ Holding Company Inc (“XYZ”) is required to file annual reports on Form 10-K with the U.S. 

Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a 

wholly owned subsidiary of XYZ. For the purpose of XYZ‟s Management‟s Report of Internal Control 

over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in 

[relevant state statute or Section 3H of the Model], as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles. Management conducted 

an assessment of the effectiveness, as of December 31, 201X, of the Group of insurers‟ internal control 

over statutory financial reporting, based on the framework established in Internal Control—Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

Based on our assessment under that framework, management concluded that the Group of insurers‟ 

internal control over statutory financial reporting is effective to provide reasonable assurance regarding 

the reliability of financial reporting and the preparation of statutory financial statements as of December 

31, 201X. 

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Form 10-K (Annual Report Pursuant to Section 13 or 

15(d) of the Securities Exchange Act of 1934), for the fiscal year ended December 31, 201X (or 

alternatively the Annual Report to Stockholders), which includes Management‟s Report of Internal 

Control over Financial Reporting and report of independent registered public accounting firm on internal 

control over financial reporting for XYZ. In addition, an Addendum (Attachment A) is included to this 

report which identifies the material processes that were not included in the Section 404 Report (as defined 

in Attachment A). 

 

Based on management review of internal controls, there were no unremediated material weaknesses as of 

December 31, 201X identified as part of the Group of insurers‟ internal control structure over the 

statutory financial statements for the year ended December 31, 201X.  

  

(Signed)____________________________________________ (Date)______________ 

       (Chief Executive Officer) 

 

(Signed)____________________________________________ (Date)______________ 

       (Chief Financial Officer) 
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                                                     ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this addendum, the “Section 404 Report” means Management‟s Report on Internal 

Control over Financial Reporting and the report of independent registered public accounting firm on 

internal control over financial reporting contained in or incorporated by reference in the Form 10-K. 

Accordingly, as required by [relevant state statute or Section 16C of the Model], management of XYZ 

hereby affirms that there are no material processes with respect to the preparation of the audited statutory 

financial statements of the Group of insurers that were excluded from the Section 404 Report. 

 

 

                                                     ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model] 

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 
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EXAMPLE B: AN SEC REGISTRANT OR A MEMBER OF A HOLDING COMPANY SYSTEM 

WHOSE PARENT IS AN SEC REGISTRANT THAT DID NOT HAVE ALL MATERIAL CONTROL 

PROCESSES OVER STATUTORY FINANCIAL REPORTING ADDRESSED IN ITS SECTION 404 

REPORT 

 

Management’s Report of Internal Control over Financial Reporting 

 

XYZ Holding Company Inc (“XYZ”) is required to file annual reports on Form 10-K with the U.S. 

Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a 

wholly owned subsidiary of XYZ. For the purpose of XYZ‟s Management‟s Report of Internal Control 

over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in 

[relevant state statute or Section 3H of the Model] as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles. Management conducted 

an assessment of the effectiveness, as of December 31, 201X, of the Group of insurers‟ internal control 

over statutory financial reporting, based on the framework established in Internal Control—Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

Based on our assessment under that framework, management concluded that the Group of insurers‟ 

internal control over statutory financial reporting is effective to provide reasonable assurance regarding 

the reliability of financial reporting and the preparation of statutory financial statements as of December 

31, 201X. 

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Form 10-K (Annual Report Pursuant to Section 13 or 

15(d) of the Securities Exchange Act of 1934), for the fiscal year ended December 31, 201X (or 

alternatively the Annual Report to Stockholders), which includes Management‟s Report of Internal 

Control over Financial Reporting and report of independent registered public accounting firm on internal 

control over financial reporting for XYZ. In addition, an Addendum (Attachment A) is included to this 

report which identifies the material processes that were not included in the Section 404 Report (as defined 

in Attachment A). 

 

Based on management review of internal controls, there were no unremediated material weaknesses as of 

December 31, 201X identified as part of the Group of insurers‟ internal control structure over the 

statutory financial statements for the year ended December 31, 201X.  

  

(Signed)____________________________________________ (Date)______________ 

        (Chief Executive Officer) 

 

(Signed)____________________________________________ (Date)______________ 

   (Chief Financial Officer) 
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                                                      ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this filing, the “Section 404 Report” means Management‟s Report of Internal Control 

over Financial Reporting and the report of independent registered public accounting firm on internal 

control over financial reporting contained in or incorporated by reference in the Company‟s Form 10-K. 

Accordingly, as required by [relevant state statute or Section 16C of the Model], management of XYZ 

hereby affirms that the only material processes with respect to the preparation of the audited statutory 

financial statements of the Group of insurers that were excluded from the Section 404 Report are the 

processes discussed below. Management of XYZ hereby affirms that all other material processes with 

respect to the preparation of the audited statutory financial statements of the Group of insurers were 

included in the Section 404 Report. 

 

The following statutory financial reporting processes were reviewed separately from the internal controls 

reported by the Group of insurers in its Section 404 report:  

 

Deferred Income Taxes 

 

Federal income taxes are provided for XYZ‟s estimated current and deferred liability. Deferred taxes are 

provided for differences between the financial statement and tax bases of assets and liabilities. Pursuant to 

SSAP No. 10, Income Taxes, changes in deferred tax assets and liabilities are recognized as a separate 

component of gains and losses in statutory surplus, while under GAAP, these changes are included in 

income tax expense or benefit. Gross deferred tax assets not meeting the realization criteria outlined in 

SSAP 10 are not admitted. 

 

Nonadmitted Assets 

 

Certain XYZ assets (principally furniture, equipment, prepaid expenses, agents‟ balances, and certain 

deferred tax assets) have been designated as nonadmitted assets under statutory accounting guidance 

(primarily in SSAP No. 4, Assets and Nonadmitted Assets and SSAP No. 20, Nonadmitted Assets). Such 

nonadmitted assets are excluded from assets by a charge to statutory surplus. Under GAAP, such amounts 

are carried at amortized cost with an appropriate valuation allowance, as necessary. 

 

Asset Valuation Reserve (“AVR”) 

 

The AVR represents a statutory contingency reserve for life and health insurers for credit related risk on 

most invested assets, and is charged to surplus pursuant to SSAP No. 7, Asset Valuation Reserve and 

Interest Maintenance Reserve. No such reserve is required under GAAP accounting. 

 

Interest Maintenance Reserve (“IMR”) 

 

The IMR represents the deferral of interest-related realized gains and losses, net of tax, on primarily fixed 

maturity investments which are amortized into income over the remaining life of the investment sold 

pursuant to SSAP No. 7, Asset Valuation Reserve and Interest Maintenance Reserve. No such reserve is 

required under GAAP accounting. 

 

Management of XYZ conducted an assessment of the internal controls over these processes and 

concluded that they were effective with respect to the audited statutory financial statements. 
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(Please note that this is not intended to be an all-inclusive list. It should only include material process that 

were not covered in the Section 404 Report. The facts and circumstances of each situation will determine 

the items to be included.) 

 

 

                                                    ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model] 

 

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 
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EXAMPLE C: A NON-SEC REGISTRANT THAT VOLUNTARILY COMPLIED WITH SECTION 

404 OF THE SARBANES-OXLEY ACT AND PRODUCED A REPORT ON INTERNAL CONTROLS 

WHICH INCLUDED AN AUDITOR‟S OPINION 

 

Management’s Report of Internal Control over Financial Reporting 

 

As a non-SEC registrant, XYZ Holding Company Inc (“XYZ”) is not required to prepare or file with the 

U.S. Securities and Exchange Commission a Sarbanes-Oxley Act Section 404 report on internal control 

over financial reporting. However, management has elected to prepare, and have audited by XYZ‟s 

independent certified public accountant, such a report for the fiscal year-ended December 31, 201X. 

 

Each of the insurance companies listed on Attachment B is a wholly owned subsidiary of XYZ. For the 

purpose of XYZ‟s Management‟s Report of Internal Control over Financial Reporting, management has 

identified its “Group of insurers,” as that term is defined in [relevant state statute or Section 3H of the 

Model], as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles. Management conducted 

an assessment of the effectiveness, as of December 31, 201X, of the Group of insurers‟ internal control 

over statutory financial reporting, based on the framework established in Internal Control—Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

Based on our assessment under that framework, management concluded that the Group of insurers‟ 

internal control over statutory financial reporting is effective to provide reasonable assurance regarding 

the reliability of financial reporting and the preparation of statutory financial statements as of December 

31, 201X.  

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

  

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Section 404 Report for the fiscal year ended December 31, 

201X, which includes Management‟s Report of Internal Control over Financial Reporting and report of 

independent registered public accounting firm on internal control over financial reporting for XYZ. In 

addition, an Addendum (Attachment A) is included to this report that identifies the material processes that 

were not included in the Section 404 Report (as defined in Attachment A). 

 

Based on management review of internal controls, there were no unremediated material weaknesses as of 

December 31, 201X identified as part of the Group of insurers‟ internal control structure over the 

statutory financial statements for the year ended December 31, 201X.  

 

 

(Signed)____________________________________________ (Date)______________ 

Chief Executive Officer) 

 

(Signed)____________________________________________ (Date)______________ 

(Chief Financial Officer) 
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                                              ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this addendum, the “Section 404 Report” means Management‟s Report of Internal 

Control over Financial Reporting and the report of independent registered public accounting firm on 

internal control over financial reporting contained in or incorporated by reference in the Annual Report to 

Stockholders. Accordingly, as required by [relevant state statute or Section 16C of the Model], 

management of XYZ hereby affirms that there are no material processes with respect to the preparation of 

the audited statutory financial statements of the Group of insurers that were excluded from the Section 

404 Report. 

 

 

                                                     ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model]  

 

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 
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EXAMPLE D: A COMPANY THAT IS NOT SUBJECT TO SECTION 404 AND UTILIZED THEIR 

OWN FRAMEWORK TO EVALUATE CONTROLS 

 

Management’s Report of Internal Control over Financial Reporting 

 

Management of ABC Insurance Company is responsible for establishing and maintaining adequate 

internal control over statutory financial reporting. The Company has established an internal control 

system designed to provide reasonable assurance regarding the fair presentation of statutory financial 

reporting. The Company developed its own internal framework for evaluating the effectiveness of internal 

control over statutory financial reporting. The Company‟s framework includes the identification and 

evaluation of the company‟s internal control environment and areas of potential material internal control 

risk, documentation of existing internal controls, monitoring and testing of those key controls, 

documentation of remedial actions planned or taken, if any, and communication of the findings of the 

evaluation by the Company‟s senior management to the Audit committee of the Board of Directors. 

 

Management conducted an assessment of the effectiveness, as of December 31, 201X, of the Company‟s 

internal control over statutory financial reporting, which included identifying, reviewing, monitoring and 

testing significant internal controls over statutory financial reporting. Based on our assessment under the 

above described approach and through diligent inquiry, management has concluded that the Company‟s 

internal control over statutory financial reporting is effective to provide reasonable assurance regarding 

the reliability of financial reporting and the preparation of statutory financial statements as of December 

31, 201X.  

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

Based on management review of internal controls, there were no unremediated material weaknesses as of 

December 31, 201X identified as part of the Company‟s internal control structure over the statutory 

financial statements for the year ended December 31, 201X.   

 

  

(Signed)____________________________________________ (Date)______________ 

(Chief Executive Officer) 

 

 

(Signed)____________________________________________ (Date)______________ 

(Chief Financial Officer) 
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EXAMPLE E: AN SEC REGISTRANT OR A MEMBER OF A HOLDING COMPANY SYSTEM 

WHOSE PARENT IS AN SEC REGISTRANT THAT HAD ALL MATERIAL CONTROL 

PROCESSES ADDRESSED IN THEIR SECTION 404 REPORT AND HAD AN UNREMEDIATED 

MATERIAL WEAKNESS 

 

Management’s Report of Internal Control over Financial Reporting 

 

XYZ Holding Company Inc (“XYZ”) is required to file annual reports on Form 10-K with the U.S. 

Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a 

wholly-owned subsidiary of XYZ. For the purpose of XYZ‟s Management‟s Report of Internal Control 

over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in 

[relevant state statute or Section 3H of the Model], as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles.  

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

Management conducted an assessment of the effectiveness, as of December 31, 201X, of the Group of 

insurers‟ internal control over statutory financial reporting, based on the framework established in 

Internal Control—Integrated Framework Issued by the Committee of Sponsoring Organizations of the 

Treadway Commission (COSO).  

 

A material weakness was noted in XYZ‟s internal control over financial reporting related to the 

calculation of insurance reserves. Due to the manner in which the data for homeowners policies are 

captured by the systems used in its Southeastern US regional office, changes in XYZ‟s estimate of 

insurance reserves for certain policies are not reviewed by XYZ‟s Actuarial Department prior to being 

recorded in the company‟s accounting records.  

 

A material weakness is a deficiency or a combination of deficiencies in internal control, such that there is 

a reasonable possibility that a material misstatement of the company‟s financial statements will not be 

prevented, or detected and corrected on a timely basis. In connection with the weakness noted above, 

XYZ‟s management has taken remedial actions to change its procedures for coding policies issued in the 

states affected so that all homeowners policy data are included in the Actuarial Department review of 

estimate of insurance reserves. This change was effective on July 1, 20XX. 

 

As a result of the unremediated material weakness described above, XYZ management has concluded 

that, as of December 31, 201X, XYZ‟s internal control over statutory financial reporting was not 

effective. 

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Form 10-K (Annual Report Pursuant to Section 13 or 

15(d) of the Securities Exchange Act of 1934), for the fiscal year ended December 31, 201X (or 

alternatively the Annual Report to Stockholders), which includes Management‟s Report of Internal 

Control over Financial Reporting and report of independent registered public accounting firm on internal 

control over financial reporting for XYZ. In addition, an Addendum (Attachment A) is included to this 

report which identifies the material processes that were not included in the Section 404 Report (as defined 

in Attachment A). 
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(Signed)____________________________________________ (Date)______________ 

(Chief Executive Officer) 

 

(Signed)____________________________________________ (Date)______________ 

(Chief Financial Officer) 

 

 

ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this addendum, the “Section 404 Report” means Management‟s Report of Internal 

Control over Financial Reporting and the report of independent registered public accounting firm on 

internal control over financial reporting contained in or incorporated by reference in the Form 10-K. 

Accordingly, as required by [relevant state statute or Section 16C of the Model], management of XYZ 

hereby affirms that there are no material processes with respect to the preparation of the audited statutory 

financial statements of the Group of insurers that were excluded from the Section 404 Report. 

 

                                                     ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model]  

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 
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EXAMPLE F: AN SEC REGISTRANT OR MEMBER OF A HOLDING COMPANY SYSTEM 

WHOSE PARENT IS AN SEC REGISTRANT THAT DID NOT INCLUDE ALL MATERIAL 

PROCESSES OVER STATUTORY FINANCIAL REPORTING ADDRESSED IN ITS SECTION 404 

REPORT AND HAD AN UNREMEDIATED MATERIAL WEAKNESS NOTED 

 

Management’s Report of Internal Control over Financial Reporting 

 

XYZ Holding Company Inc (“XYZ”) is required to file annual reports on Form 10-K with the U.S. 

Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a 

wholly-owned subsidiary of XYZ. For the purpose of XYZ‟s Management‟s Report of Internal Control 

over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in 

[relevant state statute or Section 3H of the Model], as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles. Management conducted 

an assessment of the effectiveness, as of December 31, 201X, of the Group of insurers‟ internal control 

over statutory financial reporting, based on the framework established in Internal Control—Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).  

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

A material weakness was noted in XYZ‟s internal control over financial reporting related to the 

calculation of insurance reserves. Due to the manner in which the data for homeowners policies are 

captured by the systems used in its Southeastern US regional office, changes in XYZ‟s estimate of 

insurance reserves for certain policies are not reviewed by XYZ‟s Actuarial Department prior to being 

recorded in the company‟s accounting records.  

 

A material weakness is a deficiency or a combination of deficiencies in internal control, such that there is 

a reasonable possibility that a material misstatement of the company‟s financial statements will not be 

prevented, or detected and corrected on a timely basis. In connection with the assessment above, XYZ‟s 

management identified a material weakness as of December 31, 201X in the controls over the calculation 

of insurance reserves. 

 

As a result of the unremediated material weakness described above, XYZ management has concluded 

that, as of December 31, 201X, XYZ‟s internal control over statutory financial reporting was not 

effective. 

 

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Form 10-K (Annual Report Pursuant to Section 13 or 

15(d) of the Securities Exchange Act of 1934), for the fiscal year ended December 31, 201X (or 

alternatively the Annual Report to Stockholders), which includes Management‟s Report of Internal 

Control over Financial Reporting and report of independent registered public accounting firm on internal 

control over financial reporting for XYZ. In addition, an Addendum (Attachment A) is included to this 

report which identifies the material processes that were not included in the Section 404 Report (as defined 

in Attachment A). 
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(Signed)____________________________________________ (Date)______________ 

(Chief Executive Officer) 

 

(Signed)____________________________________________ (Date)______________ 

(Chief Financial Officer) 

 

 

 

ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this filing, the “Section 404 Report” means Management‟s Report of Internal Control 

over Financial Reporting and the report of independent registered public accounting firm on internal 

control over financial reporting contained in or incorporated by reference in the Company‟s Form 10-K. 

Accordingly, as required by [relevant state statute or Section 16C of the Model], management of XYZ 

hereby affirms that the only material processes with respect to the preparation of the audited statutory 

financial statements of the Group of insurers that were excluded from the Section 404 Report are the 

processes discussed below. Management of XYZ hereby affirms that all other material processes with 

respect to the preparation of the audited statutory financial statements of the Group of insurers were 

included in the Section 404 Report. 

 

The following statutory financial reporting processes were reviewed separately from the internal controls 

reported by the Group of insurers in its Section 404 report:  

 

Deferred Income Taxes 

 

Federal income taxes are provided for XYZ‟s estimated current and deferred liability. Deferred taxes are 

provided for differences between the financial statement and tax bases of assets and liabilities. Pursuant to 

SSAP No. 10, Income Taxes, changes in deferred tax assets and liabilities are recognized as a separate 

component of gains and losses in statutory surplus, while under GAAP, these changes are included in 

income tax expense or benefit. Gross deferred tax assets not meeting the realization criteria outlined in 

SSAP 10 are not admitted. 

 

Nonadmitted Assets 

 

Certain XYZ assets (principally furniture, equipment, prepaid expenses, agents‟ balances, and certain 

deferred tax assets) have been designated as nonadmitted assets under statutory accounting guidance 

(primarily in SSAP No. 4, Assets and Nonadmitted Assets and SSAP No. 20, Nonadmitted Assets). Such 

nonadmitted assets are excluded from assets by a charge to statutory surplus. Under GAAP, such amounts 

are carried at amortized cost with an appropriate valuation allowance, as necessary. 
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Asset Valuation Reserve (“AVR”) 

 

The AVR represents a statutory contingency reserve for life and health insurers for credit related risk on 

most invested assets, and is charged to surplus pursuant to SSAP No. 7, Asset Valuation Reserve and 

Interest Maintenance Reserve. No such reserve is required under GAAP accounting. 

 

Interest Maintenance Reserve (“IMR”) 

 

The IMR represents the deferral of interest-related realized gains and losses, net of tax, on primarily fixed 

maturity investments which are amortized into income over the remaining life of the investment sold 

pursuant to SSAP No. 7, Asset Valuation Reserve and Interest Maintenance Reserve. No such reserve is 

required under GAAP accounting. 

 

Management of XYZ conducted an assessment of the internal controls over these processes and 

concluded that they were effective with respect to the audited statutory financial statements. 

 

(Please note that this is not intended to be an all-inclusive list. It should only include material process that 

were not covered in the Section 404 Report. The facts and circumstances of each situation will determine 

the items to be included.) 

 

                                                    

ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model] 

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 
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EXAMPLE G: AN SEC REGISTRANT OR MEMBER OF A HOLDING COMPANY SYSTEM 

WHOSE PARENT IS AN SEC REGISTRANT THAT HAD ALL MATERIAL PROCESSES OVER 

STATUTORY FINANCIAL REPORTING ADDRESSED IN ITS SECTION 404 REPORT. 

HOWEVER, THEY RECENTLY ACQUIRED ANOTHER INSURER THAT IS NOT INCLUDED IN 

THEIR ASSESSMENT 

 

 

Management’s Report of Internal Control over Financial Reporting 

 

XYZ Holding Company Inc (“XYZ”) is required to file annual reports on Form 10-K with the U.S. 

Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a 

wholly owned subsidiary of XYZ. For the purpose of XYZ‟s Management‟s Report of Internal Control 

over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in 

[relevant state statute or Section 3H of the Model], as the insurance companies listed on Attachment B. 

 

Management of XYZ is responsible for establishing and maintaining adequate internal control over 

statutory financial reporting. XYZ‟s internal control over financial reporting is a process designed to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements in accordance with statutory accounting principles. Management conducted 

an assessment of the effectiveness, as of December 31, 201X, of the Group of insurers‟ internal control 

over statutory financial reporting, based on the framework established in Internal Control—Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

This assessment excluded an evaluation of internal controls over financial reporting for RST Insurance 

Company which was recently acquired. Based on our assessment under that framework, management 

concluded that the Group of insurers‟ internal control over statutory financial reporting is effective to 

provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

statutory financial statements as of December 31, 201X. 

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk 

that controls may become inadequate because of changes in conditions, or that the degree of compliance 

with the policies or procedures may deteriorate. 

 

In satisfaction of the Group of insurers‟ obligation to deliver Management‟s Report of Internal Control 

over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state 

statute or Section 16C of the Model], XYZ is hereby providing the Insurance Commissioner of 

[domiciliary state] the attached copy of XYZ‟s Form 10-K (Annual Report Pursuant to Section 13 or 

15(d) of the Securities Exchange Act of 1934), for the fiscal year ended December 31, 201X (or 

alternatively the Annual Report to Stockholders), which includes Management‟s Report of Internal 

Control over Financial Reporting and report of independent registered public accounting firm on internal 

control over financial reporting for XYZ. In addition, an Addendum (Attachment A) is included to this 

report which identifies the material processes that were not included in the Section 404 Report (as defined 

in Attachment A). 

 

Based on management review of internal controls, there were no unremediated material weaknesses as of 

December 31, 201X identified as part of the Group of insurers‟ internal control structure over the 

statutory financial statements for the year ended December 31, 201X.  

  

(Signed)____________________________________________ (Date)______________ 

       (Chief Executive Officer) 

(Signed)____________________________________________ (Date)______________ 

       (Chief Financial Officer) 
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                                                     ATTACHMENT A 

 

XYZ Holding Company Inc 

Addendum to Management’s Report of Internal Control over Financial Reporting 

For the Year Ended December 31, 201X 

 

For purposes of this addendum, the “Section 404 Report” means Management‟s Report of Internal 

Control over Financial Reporting and the report of independent registered public accounting firm on 

internal control over financial reporting contained in or incorporated by reference in the Form 10-K. 

Accordingly, as required by [relevant state statute or Section 16C of the Model], management of XYZ 

hereby affirms that there are no material processes with respect to the preparation of the audited statutory 

financial statements of the Group of insurers that were excluded from the  Section 404 Report. 

 

 

                                                     ATTACHMENT B 

 

XYZ Holding Company Inc. 

Management’s Report of Internal Control over Financial Reporting 

List of Companies that are part of the Group of insurers 

Pursuant to [relevant state statute or Section 16 of the Model] 

 

Name               NAIC No 

ABC Insurance Subsidiary    12345 

DEF Insurance Subsidiary    12346 

GHI Insurance Subsidiary    12347 

JKL Insurance Subsidiary    12348 

MNO Insurance Subsidiary    12349 

 


