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April 21, 2006 
 
The Hon. Alfred Gross, Chair, and Members 
NAIC Financial Condition (E) Committee 
C/O Mr. Jeff Johnston 
National Association of Insurance Commissioners 
2301 McGee Street, Suite 800 
Kansas City, Missouri  64108 
By E-Mail 
 
Dear Commissioner Gross and Members: 
 
The National Association of Mutual Insurance Companies (NAMIC) represents 1,300 
insurers in the United States and Canada with members’ premium in this country 
constituting approximately 43 percent of the property-casualty market.  By virtue of that 
membership and that share of the property-casualty market, NAMIC may be regarded as 
speaking for most of the mutual, property-casualty insurers in this country and, indeed, 
for a very significant part of the entire domestic property-casualty industry.  NAMIC, we 
note for the Committee, has been active in asserting its members’ views throughout 
deliberations on the proposals to add content or concepts from the Sarbanes-Oxley Act of 
2002 to state regulation.  We comment in this letter on the pending “Annual Financial 
Reporting Model Regulation” that will be the subject of the Financial Condition (E) 
Committee’s deliberations May 11. 
 
Reasons for NAMIC’s Continuing Reservations 
The magnitude of deceit and greed apparent in the collection of scandals now litanized as 
Enron-Tyco-Worldcom-Healthsouth-Adelphia required Congress’s action to address and 
to provide remedy for what is accurately identified as a crisis of confidence among 
investors.  Two crucial facts must be recognized about those entities now emblematic of 
scandal and Congress’s measures, prescribed in the Sarbanes-Oxley Act of 2002, to 
correct the crisis of confidence:  1)  All fraudulent conduct and deceptive financial 
reporting occurred in investor-owned entities.  2)  Congress deliberately chose not to 
subject non-public corporations to the Act.  Of crucial relevance among the facts of these 
scandals is that stock traded in the capital markets provided a conflict of interest which 
does not and can not exist in non-public entities. 
 
Reasonable recognition of these facts was absent at the outset of NAIC deliberations on 
emulation of SOX content in state regulation.  In our observation, these facts were instead 
regarded as immaterial in an inadvisable, if well intended, rush to install in state 
regulation a symmetry with Parts II, III, and IV of the Act.  NAMIC asserted again and 
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again to the NAIC/AICPA Working Group and to its Title IV Subgroup that the measures 
proposed emulating the Act’s contents were not warranted for mutual insurers, based on 
the nature of those scandals occurring among public companies and their wholly different 
organization and purpose. 
 
Particularly objectionable to NAMIC’s membership was the proposed transplantation of 
content on internal accounting control from Section 404 of the Act.  The internal 
accounting control measures prescribed therein may appear reasonable in the abstract as 
collective discipline for recording and reporting of transactions and amounts, yet their 
cost, weighed against their effectiveness, can not be justified. 
 
In NAMIC’s uncontroverted study of the costs and benefits of the Section 404 material in 
the original NAIC/AICPA proposal, we found that the first-year costs of the proposal’s 
internal control measures would be eight times greater than the aggregate guaranty-fund 
assessments avoided.  Government can not rationally or responsibly impose such 
measures at such cost, and we said so forcefully in deliberations on this matter in 
subordinate committees. 
 
Important for this Committee to note is that Congress had little choice but to act with 
dispatch—or haste—in legislating to preserve deteriorating investor confidence.  Since 
passage of the Sarbanes-Oxley Act, however, experience with and reflection on its 
strictures for internal control and their cost have led many to think that, even for investor-
owned entities, the purposes of the Act would be fulfilled well by the requirements in its 
Parts II and III on auditor independence and corporate governance.  The SEC’s task force 
on small businesses is contemplating significant relaxation of Section 404’s requirements 
of small companies.  Further, banks are raising their thresholds for application of 404-like 
rules on subject institutions.      
 
The Current Proposal 
The “alternate proposal” for internal accounting control now under consideration by this 
Committee was solicited by regulators from industry and formulated largely by those  in 
industry who are friendly to the concept of SOX in state regulation.  It should not escape 
notice that this friendliness to SOX in state regulation appears primarily among public 
insurers and their affiliates.  These are insurers that already must comply with the Act’s 
Section 404 and for which no incremental costs for compliance are required. 
 
The costs versus benefits of the “alternate proposal” derived from Section 404 are less 
objectionable—we estimate costs at 2.5 to 3.0 times guaranty-fund assessments 
precluded—but still beyond what is rational and warranted for mutual insurers.  
Presented now as a “compromise,” the “alternate proposal’s” prescriptions on internal 
control are not acceptable to the NAMIC membership for reason of the remaining 
imbalance in our assessment of costs and benefits.   
 
For these reasons, and despite the $500-million exemption level that spares from 
compliance a very large number of its members, NAMIC is not amenable to the Section 
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404-derived prescriptions on internal control in the pending proposal.  We note to the 
Committee that NAMIC did not participate in any “compromise” on this matter.   
 
Existing solvency regulation is powerful, if not perfect.  Yet no examination of of where 
its weaknesses might exist was made for purposes of this overhaul of an NAIC Model 
that is central to solvency regulation that has major and continuing effect on insurers.  We 
remind the Committee, as we have done more than once for the NAIC/AICPA Working 
Group, that state solvency regulation already includes the following: 
 

• a conservative accounting system; 
• a risk-based capital system for scoring insurers’ viability; 
• limitations on quality and variety of investments; 
• requirements for actuarial opinions on reserves; 
• filing of comprehensive data on operations and financial status in 

the Annual Statement; 
• periodic financial examinations;  
• annual audits; 
• other NAIC analytics seeking indications of weakness; and 
• demanding requirements for formation of an insurer. 

 
Fundamental, we believe, among facts and questions for the Committee in its 
consideration of this pending proposal are the following: 
 

• In the period 1992 through 2003—a period that followed the NAIC’s 
concentration on solvency regulation—mutual property and casualty insurers’ 
insolvencies were 5 per cent of the total among all property-casualty insurers.  
During this period mutuals were approximately 40 per cent of the property-
casualty industry. 

• Motivations and behaviors of public insurers differ from those operative among 
mutual insurers’ managements—in public companies investors may demand more 
attention than do policyholders.  NAMIC’s study of the causes of insolvencies 
and the financial reporting improprieties that so often accompany them showed 
that senior managements are implicated in a high percentage of cases.  A realistic 
view of added internal control prescriptions, as in Section 16. of the proposal, is 
that they have minimal efficacy against crooked or inept top management. 

• Will the added measures prescribed for internal accounting control in Section 16. 
of the revised Model Audit Rule, now re-named the “Annual Financial Reporting 
Model Regulation,” yield benefit commensurate with their costs to the non-public 
industry? 

 
With respect to the pending proposal’s other prescriptions for auditor independence and 
corporate governance, based on Parts II and III of the Act, respectively, NAMIC has 
made constructive criticism but has not made direct objection to their inclusion in a 
revision of the Model Audit Rule or, as it may be known in the future, Annual Financial 
Reporting Model Regulation. 
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In Summary 
NAMIC reminds the Committee that Congress did not intend that the Act and content 
from its most burdensome section apply to non-public entities, including mutual insurers.  
Representatives Baker and Oxley, in their August 9, 2005, letter to President Koken 
spoke of the House Committee on Financial Services’ careful deliberation on this matter 
and the decision not to include non-public entities.  They closed their letter with a caution 
to state regulators that any extension of the Act’s contents be reconciled with additional 
benefits to policyholders.  We do not believe this caution was observed in deliberation on 
the proposal now pending. 
 
A highly relevant echo of Congress’s intent with respect to the Act and state insurance 
regulation comes from the National Conference of Insurance Regulators NCOIL.  In its 
February 25,  resolution on the “Application of Federal Sarbanes-Oxley Standards to 
State Insurance Regulation,” NCOIL gave unequivocal caution that a) it regards existing 
insurance regulation as powerful and adequate, b) costs of content from the Act are 
expensive, and c) provisions of the Act intended for insurers should be authorized only 
by legislators and not administratively.   
 
 Finally, state regulators’ initiative to borrow from the Act or to create a symmetry 
in solvency regulation between public and non-public insurers, is objectionable to the 
extent that what is borrowed is not shown to be efficient for the purpose of solvency.  No 
basic assessment of where existing solvency regulation may be weak has been conducted 
to justify the added regulation now contemplated.  Without such assessment and absent a 
reasonable relationship between cost and benefit, imposition of the internal control 
prescriptions now contemplated in the “Annual Financial Reporting Model Regulation” 
can not be justified and should not be approved by this Committee. 
 
Respectfully submitted, 
 
/s/  William D. Boyd 
 
Financial Regulation Manager 


