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January 18, 1994 

The Honorable John D. Dingell 
Chairm an, Subcom m ittee on Oversight 

and Investigations 
Com m ittee on Energy and Com m erce 
House of Representatives 

Dear M r. Chairm an: 

A t the Subcom m ittee's June 9, 1993, hearing you questioned 
the adequacy of actions taken by the National Association 
of Insurance Com m issioners (NAIC) to m onitor non-U-S. 
insurers operating in the United S tates. As you requested, 
we are providing inform ation about the m ission, staffing, 
and operations of NAIC's Non-Adm itted Insurers Inform ation 
Office (NAIIO), which assists state insurance regulators in 
screening unlicensed non-U.S. insurers. We are also 
including inform ation describing characteristics of NAIIO- 
approved, unlicensed non-U.S. insurers and state insurance 
regulators' use of NAIIO's screening service. To obtain 
this inform ation, we reviewed NAIIO's procedures m anual and 
plan of operation, m inutes from  NAIC's national m eetings, 
statistics on NAIIO activities, and other NAIC docum ents 
describing NAIIO's history and activities. We also 
interviewed NAIC staff involved in NAIIO operations and 
obtained inform ation from  NAIC describing the states' 
reliance on NAIIO services. 

We did our work between July 1993 and October 1993 in 
accordance with generally accepted governm ent auditing 
standards. We discussed our findings with NAIC officials. 
They confirm ed the accuracy of the inform ation we obtained 
and provided technical clarifications. 

NAIC established the NAIIO in 1963 to serve as a 
clearinghouse for inform ation concerning unlicensed non- 
U.S. insurers-- especially those operating in the U.S. 

GAO/GGD-94-69R NAIC Screening of Non-U.S. Insurers 



B-256150 

surplus lines market--for state regulators.' Basically, the 
surplus lines market serves to supplement the capacity provided 
in the licensed insurance market. When coverage is unavailable 
from a state's licensed insurers, unlicensed insurers may sell 
insurance to the public on a surplus lines basis.2 Although 
surplus lines laws vary by state, the states use three methods to 
screen unlicensed insurers for eligibility as surplus lines 
insurers. First, a state may maintain a "white list" of approved 
surplus lines insurers. Domestic insurers licensed in other 
states and unlicensed non-U.S. insurers both must apply and 
undergo regulatory scrutiny to determine whether they meet that 
state's standards for operating as a surplus lines insurer. 
Second, a state may do the opposite and maintain a "black list" 
of unlicensed domestic and non-U.S. insurers prohibited from 
operating in that state's surplus lines market. In these states, 
any unlicensed insurer not on the black list can sell insurance 
to the public on a surplus lines basis without meeting any other 
criteria. Third, rather than maintain a list of approved or 
prohibited surplus lines insurers, a state may require only that 
unlicensed domestic and non-U.S. insurers meet certain reporting 
requirements, such as surplus lines premium data and types of 
coverages provided. 

NAIIO MISSION 

NAIXO's primary mission is to screen unlicensed non-U.S. insurers 
seeking to operate in the United States as surplus lines insurers 
and to maintain a listing of approved insurers. The listing-- 
formally entitled the Non-Admitted Insurers Ouarterlv Listinq-- 
serves as an advisory list for state regulators to use in 
determining which unlicensed non-U.S. insurers qualify as surplus 
lines insurers in their states. To qualify for NAIIO's listing, 
unlicensed non-U.S. insurers must meet various financial and 
operational criteria established by NAIC. As of July 1, 1993, 77 

'According to a study by Dr. Samuel H. Weese, entitled "Surplus 
Lines Insurance: The Misunderstood Market," National Association 
of Professional Surplus Lines Offices, National Association of 
Independent Insurers, American Association of Managing General 
Agents, Chicago: 1984, p.13, NAIC's action was prompted after 
congressional hearings held in 1960 revealed that fraudulent, 
unlicensed, non-U.S. insurers easily operated in the United 
States as surplus lines insurers. 

2Unlike licensed insurers, surplus lines insurers are not subject 
to rate and policy form regulation. Also, except for New Jersey, 
states do not offer guaranty fund protection for policyholders of 
surplus lines insurers. 
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unlicensed non-U.S. insurers were listed by NAIIO. Although 
these unlicensed non-U.S. insurers may also sell reinsurance, 
NAIIO screens the insurers for surplus lines eligibility only and 
not for reinsurance purposes. 

Complementing its listing, NAIIO also issues a Non-Admitted 
Insurers Quarterly Listinu SuDDlement and a Financial Review of 
Alien Insurers. The supplement contains information obtained 
quarterly from each listed insurer's trustee bank confirming the 
current market value and expiration date of that insurer's U.S. 
trust account. The review contains copies of financial and 
corporate data submitted by each listed insurer including its 
most current financial statement translated into U.S. dollars and 
details of its U.S. trust fund arrangements. All NAIIO 
publications are provided free to state regulators and are 
available for sale to others. 

In addition to listing approved non-U.S. insurers, NAIIO acts as 
a general clearinghouse for information on non-U.S. insurers' 
activity in both the U.S. surplus lines and reinsurance markets 
and responds to inquiries from both U.S. and overseas regulators. 
To assist state regulators seeking information about insurance 
regulation in other countries, NAIIO publishes an Offshore 
Insurance Denartment Directory and an International Directory of 
Insurance Reaulatorv Officials. NAIIO also coordinates and helps 
develop the agenda for NAIC's annual International Conference of 
Insurance Regulatory Officials and participates in the 
International Association of Insurance Fraud Agencies.= 

PA110 STAFFING, COSTS, AND REVENUES 

As of July 1993, NAIIO staff included a manager, an assistant, 
and a part-time secretary.' According to position descriptions 
provided by NAIC, the manager is to supervise NAIIO staff, 
systems, data files, and publications; support various NAIC 
committees and task forces; and coordinate with NAIC's Washington 

%'he goal of the International Association of Insurance Fraud 
Agencies is to coordinate insurance fraud prevention and training 
worldwide. Its members include government insurance departments 
and fraud bureaus, law enforcement agencies, and insurance 
companies. 

'According to NAIC, a new NAIIO financial analyst is to start in 
January 1994. The NAIIO analyst will be responsible for solvency 
analysis of unlicensed non-U.S. insurers applying for listing as 
well as listed insurers. 
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Counsel on international issues.5 The NAIIO assistant is to 
review the completeness and accuracy of unlicensed non-U.S. 
insurers' listing applications and annual financial filings, 
collect and maintain information on non-U.S. insurers' activities 
in the U.S. surplus lines and reinsurance markets, respond to 
state regulators' inquiries about non-U.S. insurers, and act as a 
liaison for state and international regulators. And, finally, 
the NAIIO secretary not only is to provide general secretarial 
services, but is also to prepare the material for NAIIO's listing 
publications and to monitor the listed insurers' trust accounts. 

To maintain its quarterly listing, NAIIO depends, to a large 
extent, on other NAIC officials who contribute regularly to NAIIO 
staffing needs but are not considered NAIIO staff. The other 
NAIC officials helping with NAIIO listing include the Executive 
Vice-President, General Counsel, Special Services Coordinator, 
Financial Services Director, and Financial Services Managero6 
These individuals, together with the NAXIO staff, comprise 
NAIIO's internal review committee that is responsible for 
collectively assessing initial listing applications, making 
listing and delisting decisions, and resolving any issues arising 
from the monitoring of listed insurers' continued compliance with 
NAIIO listing criteria. 

NAIC could not provide direct operating costs for NAIIO because 
it tracks costs for the Financial Services Division as a whole, 
without cost details for division subunits, such as NAIIO. 
Furthermore, NAIC does not charge NAIIO for the time other NAIC 
Staff spend on NAIIO activities. 

Table 1 lists NAIIO operating revenues for 1987 through 1992. 
The primary sources of NAIIO's revenues are publication sales and 
application and listing fees paid by unlicensed non-U.S. 
insurers. Even though NAIC could not provide cost specifics, it 
maintains that NAIIO revenues are inadequate to cover the costs 
associated with developing and maintaining the listing of 
unlicensed non-U.S. surplus lines insurers. NAIC recently 
increased NAIIO listing fees, which had not increased since 1985, 
to cover a greater percentage of the costs involved in the 
listing activity. Enclosure I contains a schedule of NAIIO 
listing fees and other charges. 

‘A new NAIIO manager with a financial accounting background 
started in November 1993. 

-he Financial Services Director oversees both the Financial 
Services Manager and the NAIIO Manager. 
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Table 1: NAIIO Operatina Revenues for 1987-1992 

Source: National Association of Insurance COmmiSSiOnerS. 

NAIIO LISTING OPERATION 

NAIIO's listing operation involves two activities: (1) 
evaluating unlicensed non-U.S. insurers applying to be listed and 
(2) monitoring listed insurers' continued compliance with NAIIO 
listing criteria. NAIIO's plan of operation provides formal 
guidance for evaluating listing applications and listed insurers. 
The plan outlines the criteria for inclusion on NAIIO's listing 
as well as the evaluation procedures and also contains NAIIO's 
listing application and Standard Financial Reporting Format. The 
latter requires all applicants and listed insurers to report 
financial data in the same way. All monetary amounts are to be 
reported in U.S. dollars and all notes and interrogatories are to 
be recorded in English. Even though the information is reported 
in a standard format, the accounting basis of each unlicensed 
non-U.S. insurer's financial data differs according to its 
country of domicile. 

NAIIO Listinq Criteria 

NAIC established three criteria that unlicensed non-U.S. insurers 
must comply with to be on NAIIO’s listing. Specifically, an 
insurer must (1) continually maintain no less than $15 million in 
capital, (2) establish a U.S. trust account of no less than $2.5 
million for the benefit of U.S. policyholders,' and (3) have an 
established reputation of financial integrity and satisfactory 

'The trust account must consist of cash; securities that are 
readily marketable on regulated U.S. national or principal 
regional security exchanges; or a clean, unconditional, 
irrevocable letter of credit. 
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underwriting and claims practices and demonstrate the competence, 
experience, and integrity of those persons who control or conduct 
its affairs. 

According to NAIC, the minimum capital requirement is the most 
significant financial benchmark used to screen new listing 
applicants as well as to indicate potential problems with listed 
insurers. In addition to imposing this minimum capital 
requirement, NAIIO also considers whether an unlicensed non-U.S. 
insurer's capftal is adequate to meet its contractual 
obligations. To do this, NAIIO may examine factors such as the 
insurer's size, kinds of business written, use of reinsurance, 
and past and projected trends in capital levels. 

The minimum trust fund criterion is considered a "good faith" 
deposit indicating that the unlicensed non-U.S. insurer will 
operate in conformance with NAIIO's plan of operation. The trust 
is not intended to provide total security for an unlicensed non- 
U.S. insurer's U.S. liabilities and is not required to be related 
to the volume of U.S. business carried by the insurer. The 
average market value of the trust fund held by an unlicensed non- 
U.S. insurer on NAIIO's July 1, 1993, listing was $4.5 million.a 
An NAIC working group is currently reviewing whether to modify 
the NAIIO listing criterion to require that an unlicensed non- 
U.S. insurer's trust fund cover more of its U.S. liabilities. 

Screenina Unlicensed Non-U.S. Insurers 
ADDlvina For NAIIO Listinq 

An unlicensed non-U.S. insurer seeking to be on NAIIO's listing 
must submit a listing application. The insurer is required to 
submit its latest audited financial statement and certified 
auditor's report, NAIIO's Standard Financial Reporting Format 
including a certification of loss reserves, and a copy of the 
latest official financial statement required by the insurer's 
domiciliary regulator. Additional information required in the 
NAIIO application includes the names of the insurer's U.S. 
counsel; copies of articles of incorporation and by-laws; country 
of domicile; trust agreement; biographies of officers, directors, 
and controlling persons; underwriting authority of U.S. agents, 
brokers, or managing general agents; business plan; and a lo-year 
history of any legal actions involving the insurer. 

'Thfs excludes the market value of the trust fund established by 
Lloyd's Underwriters of London which, in lieu of meeting NAfIO's 
capital and surplus criterion, is required to provide a U.S. 
trust account of not less than $50 million. 
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After an initial screening by NAIIO's manager and staff for 
completeness and accuracy, each insurer's application is to 
undergo three reviews: operational, financial, and legal. NAIIO 
stipulates that completion of these three reviews should not 
exceed 45 days. Each application is then forwarded to NAIIO's 
internal review committee for a collective assessment and 
recommendation regarding listing. 

NAIC's Special Services Coordinator is to do the first review, 
which is designed to screen out questionable applicants before 
their applications undergo an in-depth financial analysis. The 
review is to focus on an applicant's operations including 
ownership, control, management, underwriting, and general market 
conduct. NAIIO is to contact the domiciliary regulator to obtain 
information about the applicant's viability and current 
regulatory standing. The operational review serves to determine 
whether an applicant meets the listing criterion regarding 
character, trustworthiness, and integrity. 

The second and, according to NAIC, most extensive review is an 
assessment of the financial health of the applicant. The 
director and manager of NAIC's Financial Services Division are to 
do a comprehensive evaluation of the applicant's financial 
condition as reported in three primary financial documents: the 
audited financial statement, the financial report filed with the 
domiciliary regulator, and NAIIO's standard Financial Reporting 
Format. NAIIO does not independently verify the financial data 
submitted by the unlicensed non-U.S. insurers nor does it do on- 
site reviews of applicants. Instead, NAIIO relies on independent 
auditor opinions and, when available, actuarial loss reserve 
certifications as evidence that applicants' financial statements 
are accurate. NAIC does not guarantee the accuracy of the 
underlying information submitted by the listed insurers and 
assumes no responsibility for any loss or damage resulting from 
use of the information or NAIIO's listing. 

Because accounting rules used in the domiciliary countries of 
applicants may differ from statutory accounting rules prescribed 
by state regulators, the director and manager of NAIC’s Financial 
Services Division may adjust the non-U.S. insurers' financial 
data to conform with U.S. standards. According to these 
officials, the adjustments are done on an ad hoc basis during the 
financial review and do not quantify the effect of all accounting 
variances. Instead, the reviewers are to focus on material 
adjustments where accounting under U.S. standards could result in 
an applicant's capital falling below NAIIO's minimum criterion. 
According to NAIC, material accounting adjustments made by 
reviewers would be documented in NAIIO files. However, NAIIO's 
Financial Review of Alien Insurers contains only reproductions of 

7 GAO/GGD-94-69R NAIC Screening of Non-U.S. Insurers 



B-256150 

listed insurers' financial statements prepared in accordance with 
the accounting rules of their domiciliary countries. 

NAIIO's third review is to focus on legal issues. NAIC's General 
Counsel is to review the applicant's trust fund arrangements, 
corporate structure, and any pending litigation. According to 
NAIC’s General Counsel, the legal review generally does not 
result in rejection of an applicant that has already undergone 
the scrutiny of the operational and financial reviews. 

After the three specialized reviews, the application is to 
undergo a collective assessment by NAIIO's internal review 
committee. The committee is to decide whether the applicant 
qualifies for an NAIIO listing. The committee's decision to list 
or reject an applicant is to then be approved by the Chair of 
NAIC's Special Insurance Issues Committee.' From January 1988 
to July 1993, NAT10 received 39 applications for listing: 30 
were approved, 7 were rejected, 1 was withdrawn, and 1 was still 
pending as of December 14, 1993. 

Monitorina Listed Insurers' Compliance 
With NAT10 Listina Criteria 

NAIC's Financial Services Division is to monitor listed insurers' 
compliance with NAIIO listing criteria through annual financial 
reviews. Each listed insurer is required to file the following 
three documents annually with NAIIO: (1) its most recent audited 
financial statement, (2) a report by its independent auditor, and 
;3) a completed NAIIO Standard Financial Reporting Format. These 
documents are required to be filed by September l--8 months after 
the end of the calendar year. 

NAIC expressed concern that because of the September 1 deadline, 
the annual financial reviews were subject to significant time 
lags. NAIIO allows 8 months for listed insurers to submit their 
financial documents because the insurers cannot file financial 
documents with NAIIO until they have satfsfied the filing 
requirements of their domiciliary regulators. Generally, listed 
insurers do not have to file financial statements with their 
domiciliary regulators until June. Given the reporting lag, a 
listed insurer could have had a financial problem in the 

‘An applicant that is rejected for NAIIO listing may appeal the 
internal review committee's decision to a panel of three 
insurance commissioners appointed by the Chair of NAIC's Special 
Insurance Issues Committee. The panel is to reconsider the 
application and submit its recommendation to the aforementioned 
Chair who makes the final decision, 
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beginning of 1993, but NAIIO would not receive complete, audited 
financial statements until September 1994 --over a year and a half 
later. An NAIC working group reviewing NAIIO's Plan of Operation 
has proposed earlier filing deadlines for two of the required 
documents: audited reports within 30 days of publication but not 
later than July 31 and the NAIIO Standard Financial Reporting 
Format by July 31. 

NAIC acknowledged that, because most companies file close to the 
September deadline, reviewing all of the listed insurers in a 
timely manner is difficult. NAIC sets review priorities among 
the listed insurers by targeting some insurers for closer 
scrutiny. According to NAIC officials, a listed insurer may be 
targeted for various reasons including a downgrading of its 
rating by Standard & Poor's, unfavorable trade publicity, ceasing 
to write new U.S. business, and maintaining capital levels close 
to NAIIO's minimum listing criterion. NAIC can request 
assistance from state financial analysts to complete these 
priority reviews. According to NAIC officials, an annual 
financial review is generally less comprehensive than the 
financial review of a listing application because NAIC is 
familiar with the financial statements of the listed insurer and 
the various businesses and markets in which it operates. 
Consequently, an analyst can focus on year-to-year changes in the 
insurer's financial condition to evaluate its continued 
compliance with NAIIO listing criteria. 

In addition to the annual financial reviews, NAIIO may 
periodically request information from listed insurers on their 
activities or financial condition; monitor national and 
international trade publications for information about its listed 
insurers; and network with international regulators. NAIIO also 
confirms the market value and expiration date of each listed 
insurer's U.S. trust account for its quarterly listing 
supplement. 

Delistinu Insurers That No Lonaer 
Meet NAIIO Listing Criteria 

If a listed insurer no longer meets NAIIO's listing criteria, 
NAIIO, through its internal review committee, may decide to 
delist the unlicensed non-U.S. insurer. Similar to listing 
decisions regarding new applicants, delisting decisions are to be 
approved by the Chair of NAIC's Special Insurance Issues 
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Committee." Upon notice from NAIIO of the pending delisting, 
an insurer may voluntarily withdraw its name from the listing. 
Those who do not voluntarily withdraw are to be formally 
delisted. According to NAIC, an unlicensed non-U.S. insurer has 
an incentive to withdraw because a formally delisted insurer is 
not eligible to reapply for listing for 2 years. 

According to NAIC, from October 1988 to July 1993, 53 unlicensed 
non-U.S. insurers were removed from NAIIO's listing; 41 of these 
withdrew because they had ceased writing U.S. business. NAIIO 
initiated the delisting of the remaining 12 insurers, 9 of which 
voluntarily withdrew upon NAIIO's suggestion. NAIIO formally 
delisted the remaining three insurers." Enclosure II provides 
details on the 12 NAIIO-initiated delistings. 

Although NAIC has testified that no listed insurer ever failed 
while on NAIIO's listing, NAIC acknowledged that several formerly 
listed insurers became insolvent after delisting. In fact, on 
the basis of information provided by NAIC, several insurers have 
been placed in liquidation soon after delisting. Table 2 shows 
the time elapsed between delisting and liquidation for six 
formerly listed insurers currently in liquidation. 

'*A delisted unlicensed non-U.S. insurer may appeal the internal 
review committee’s decision to a panel of three insurance 
commissioners appointed by the Chair of the Special Insurance 
Issues Committee. The panel is to review the delisting and 
submit its recommendation to the Special Insurance Issues 
Committee which makes the final decfsion. 

"One delisted insurer was readmitted to the listing 10 months 
later after taking corrective action satisfactory to NAIIO. 
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Table 2: Time Elapsed Between Delistina and Liauidation for 
Six Former NAIIO-listed Insurers Now In Liauidation 

Chancellor Insurance 1988 06/18/92 06/18/92 0 days 
Company Limited 

English & American 
Insurance Company 
Limited 

1964 03/17/93 03/19/93 2 days 

Bryanston Insurance 1981 09/27/91 03/17/92 6 months 
Company Limited 

Andrew Weir Insurance 1974 11/01/91 01/25/93 14 months 
Company Limited 

Mutual Reinsurance 
Company Limited 

1978 10/18/88 OB/O1/90 22 months 

Walbrook Insurance 1976 03/28/90 08/01/92 29 months 
Company Limited - - 

Note: NAIIO initiated the delisting or withdrawal of all insurers 
except Mutual Reinsurance Company Limited, which withdrew from 
NAIIO's listing because it had ceased writing U.S. business. 

Source: National Association of Insurance Commissioners. 

As illustrated in table 2, three of the six insurers were placed 
in liquidation within 6 months or less of NAIIO's delisting. One 
of these, Chancellor Insurance Company Limited, was placed in 
liquidation the same day that NAIIO, in coordination with the 
insurer's domiciliary regulator, delisted the insurer. A second 
insurer, English & American Insurance Company Limited, was placed 
in liquidation 2 days after NAIIO--again, in coordination with 
the insurer's domiciliary regulator--delisted the insurer. The 
third one, Bryanston Insurance Company Limited, was placed in 
liquidation about 6 months after voluntarily withdrawing its name 
from NAIIO's listing because of NAIIO's concern regarding the 
adequacy of its reserves. 
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CHARACTERISTICS OF NAIIQ-LISTED INSURERS 

In the 30 years since NAIIO's inception, more than 320 unlicensed 
non-U.S. insurers have been listed by NAIIO. NAIIO's listing 
peaked at 107 unlicensed non-U.S. insurers in 1988 and 1989. AS 
of July 1, 1993, 77 unlicensed non-U.S. insurers from 11 
countries were listed with NAIIO.'* (See encl. III for NAIIO's 
July 1, 1993, Non-Admitted fnsurers Quarterlv Listinq.) Of these 
insurers, 52 had been on the listing for more than 10 years, and 
5 of those had been on the listing for 29 years. 

NAIC's Executive Vice-President characterized the insurers on 
NAIIO's listing as among the best unlicensed non-U.S. insurers 
currently operating in the U.S. surplus lines market. Of the 77 
insurers listed July 1, 1993, 20 were classified by S&P as secure 
with ratings ranging from superior to good. Another 32, also 
classified as secure, were rated as adequate. 16 were classified 
by S&P as vulnerable, indicating that their financial capacity to 
meet policyholder obligations was considered vulnerable to 
adverse economic and underwriting conditions. Current ratings 
were not available for the remaining 9 insurers on the NAIIO 
listing. Enclosure IV contains definitions of ShP's rating 
categories. 

The 77 insurers on NAIIO's listing had an average asset size of 
$2.5 billion and reported aggregate U.S. premiums of $7.6 
billion13 in 1992. This latter figure overstates U.S. surplus 
lines premiums written by NAIIO-listed insurers because it 
includes insurance sold in the United States other than on a 
surplus lines basis as well as reinsurance. NAIIO does not 
require listed insurers to separately report U.S. surplus lines 
premiums and, consequently, could not provide us that 
information. NAIIO also could not provide information on the 
total number of unlicensed non-U.S. insurers operating in the 
U.S. surplus lines market, or the amount of business sold by 

'*The 11 countries and number of NAIIO-listed insurers in each 
are England, 49; Bermuda, 8; France, 6; Nomay, 3; Canada, 3; 
Germany, 2; Italy, 2; and Qatar, Barbados, Japan, and Sweden, 1 
each. 

13L10yds Underwriters of London reported U.S. premiums of $4.2 
billion--55 percent of the aggregate written by NAIIO-listed 
insurers. 
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unlicensed non-U.S. insurers not listed by NAI10.14 We observed 
that the NAIIO listing included few insurers in comparison to the 
number of non-U.S. insurers rated by S&P. As of July 22, 1993, 
S&P's international ratings covered more than 900 non-U.S. 
insurers and reinsurers from 71 countries. (See encl. V.) 

STATE USE OF NAIIO LISTING OF UNLICENSED NON-U.S. INSURERS 

NAIC has no authority to require that states use the NAIIO 
listing, and few states rely solely on the NAIIO listing to 
screen unlicensed non-U.S. insurers.15 Instead, states 
generally use the NAIIO listing at their discretion in 
determining the eligibility of unlicensed non-U.S. insurers 
seeking to operate in their state on a surplus lines basis. 
Enclosure VI describes state use of the NAIIO listing. 

According to NAIC's General Counsel, only 13 states require by 
statute or regulation that an unlicensed non-U.S. surplus lines 
insurer be on the NAIIO listing to operate in their state. In 
those 13 states, the NAIIO listing is the only means for 
unlicensed non-U.S. insurers to qualify as surplus lines 
insurers. Seven other states, by statute or regulation, 
recognize the NAIIO listing as evidence of an unlicensed non-U.S. 
insurer's eligibility to operate in their state on a surplus 
lines basis. However, unlicensed non-U.S. insurers who are not 
on the NAIIO listing can still qualify as surplus lines insurers 
in these seven states. 

Finally, 31 states have no statutory provision regarding use of 
NAIIO's listing. Although not mandated by state law, some of 
these states may use NAIIO's listing to screen unlicensed non- 
U.S. insurers for eligibility as surplus lines insurers. For 
example, according to NAIC's General Counsel, both Indiana and 
North Dakota require, by state practice, unlicensed non-U.S. 
insurers to be listed by NAIIO to operate on a surplus lines 
basis in those states. Also, at the June 1993 hearing, Alaska's 
Insurance Commissioner testified that Alaska uses the NAIIO 
listing as a first step in determining which unlicensed non-U.S. 
insurers it will allow to operate in its surplus lines market. 

"According to Dave Lenckus, "Surplus lines market report," 
Business, August 16, 1993, p+ 11, aggregate premiums 
for the U.S. surplus lines market were $7.5 billion in 1992. 

‘%AIC is currently drafting a Model Nonadmitted Insurance Act 
that, among other things, would recommend that states require 
unlicensed non-U.S. insurers to be listed by NAIIO to write 
surplus lines business in their state. 
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NAIC considers its NAIIO listing to be an essential part of how 
states regulate the surplus lines market." However, because 
most states use the listing only in an advisory manner, an 
unlicensed non-U.S. insurer could still operate in these states 
as a surplus lines insurer without being screened by NAIIO. 

We will provide copies of this letter to'interested congressional 
members and committees and the President of NAIC. We will also 
provide copies to others upon request. 

Please contact me at (202) 512-8678 or Larry Cluff, Assistant 
Director, at (202) 512-8023 if you have questions concerning this 
letter. 

Sincerely yours, 

James L. Bothwell 
Director, Financial Institutions 

and Markets Issues 

Enclosures - 6 

'Yn fact, NAIC has proposed that the federal government empower I 
NAIIO to screen not only non-U.S. surplus lines insurers but non- 1 I 
U.S. reinsurers as well. ! 

1 
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ENCLOSURE I ENCLOSURE I 

NAIIO SCHEDULE OF FEES AND OTHER CHARGES 

Type of fee or publication 

Insurer's listing application 
fee 

Insurer's annual listing fee 

Late annual listing fee 

Late financial data filing fee 
first day 
each day, thereafter 

Annual subscription fee for 
Non-Admitted Insurers Quarterlv 
Listinq 

Non-Admitted Insurers Quarterlv 
Listinu SuPulement (available 
only with subscription to 
listing) 

Financial Review of Alien 
Insurers 

Listed insurers and 
subscribers to listing 

Nonsubscribers to listing 

Copies of individual insurer's 
financial statements 

Copies of individual insurer's 
Schedule R of worldwide 
reinsurance business. 
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ENCLOSURE II ENCLOSURE II 

NAIIO-INITIATED DELISTINGS FROM 
OCTOBER 2, 1988 - JULY 1, 1993 

b 
Delisting 

Year * 
Name of insurer listed Date Type Reason 

Dai-Tokyo 
Insurance Co. 
(U.K.) Ltd. 

1991 04/01/93 W Fai,lure to meet 
minimum capital 
and surplus 
requirements. 

English & American 1964 03/17/93 D Domestic 
Insurance Co. Ltd. regulator placed 

insurer in 
liquidation. 

The Orion 1969 02/ 10/93 W Ceased 
Insurance Co. PLC underwriting. 

Chancellor 1988 06/18/92 D Domestic 
Insurance Co. Ltd.' regulator placed 

insurer in 
liquidation. 

R.MCA Reinsurance 1987 11/01/91 W Failure to meet 
Ltd. minimum capital 

and surplus 
requirements. 

Andrew Weir 1974 11/01/91 W Ceased 
Reinsurance Co. Ltd. underwriting. 
Bryanston 1981 09/27/91 W Concern 
Insurance Co. Ltd.' regarding 

reserve 
adequacy. 

The West of England 1989 04/17/91 W Failure to meet 
Ship Owners Mutual minimum capital 
Insurance Association and surplus 
(Luxembourg) requirements. 
Walbrook Insurance 1976 03/28/90 W Coordinated with 
Co. Ltd. domestic 

regulator. 
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ENCLOSURE II ENCLOSURE II 

S-- 

Delisting 
Year 

Name of insurer listed Date Type Reason 

Coastal Offshore 1981 12/01/89 D Excessive inter- 
Insurance Ltd.b company debt and 

excessive 
director and 
officer 
liability 
limits. 

The United Kingdom 1989 11/28/89 W Failure to meet 
Mutual Steamship minimum capital 
Assurance (Bermuda) and surplus 
Ltd. requirements. 

Ludgate Insurance 1984 02/16/89 W Concern 
co. Ltd. regarding loss 

reserve 
adequacy. 

'Ceased writing new U.S. business before delisting or withdrawal. 

bInsurer was readmitted to the listing 10 months later after 
executing a settlement agreement satisfactory to the NAIIO. 

LEGEND: 
D: Insurer formally delisted by NAIIO. 
W: Insurer voluntarily withdrew from the listing at NAIIO's 

suggestion. 
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ENCLOSURE III ENCLOSURE III 

Non-Admiacd Ianvw Qurrterly Listing . . . Vdumc W, Juty l, 1993 

The t-ion-dmiucd aI& insufcrs whose names apptw in ti Iin have likl fuwkdl saLcITIcnu, copei of auditim 
rcpons. the name of he Unircd Starts acacys Q uhu aqes~uuve anti hails of US. trust aaounrr with Ihe NAIC 
Non-Admiatd Inwws lnformrtion Offi and. &cd upon lhep daumcn~ ud orha information. appear ti f&X k 
witi SCI forth in rhe NAIC Alien Non-Admiti lnsusus Plan of Q~~II-I. 

Copies of firuncial natcmeols and ccniticd audius’ rcp01-1~. z rvailablc. may bc obkncd by subs&& m thk lisung 
upon pymenr of ti rppmp&c fees and charger Due care has kn ucn%cd 10 pmvide LS PCCWIE infomuuon a~ 
pzsible: however, the NAIC 0nno1 md does MI guamntec its ~curpcy md mcs w rcspursibility for loss or 
damage tuullrng from Ihe USC of lhis informaiim. Subscribers we further cautioned lhrl the NAIC does not rnunpt 10 
M&.C or consider cilkr rhc political rubiity of the domiciliaq wunny or its diplomatic rekrionship with the Unit.4 
SULtl. 

Chk &lien non-admiti inswux will bc 8&d ID II& lln upx fullillmg the mluia sc~ fond in tic NAIC ticn Non- 
Admloed hsurus Plan of Opcnuon. A copy of Bi Plan of Opaation and Applicrtion far listing may k obuincd tmm 
rhc Non-Admiutd lnavvs Informalron 0lT1c.c d rhc ddrus shown above. 

The mat&al in this list is pmucti by copyright and no 
@on hereof may k reproduced All rights rrsuvcd 

Copyright@ 1993, NtiotuI Assocuuon of lnsunr~ct Comminioks 

(Reproduced by permission:of the NAIC.) 
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ENCLOSURE III ENCLOSURE III 

19 



ENCLOSURE III ENCLOSURE III 

M-3tw 
M-1370013 
M-l lm705 
M-:lw21s 
M-llm 
M-3190030 
M-112Q290 
M-31m5 
M-l 120355 
M-3191054 
M-tlB36S 
M-1120375 
M-1560210 
M-13- 
M-1320110 
M-11204.+3 
M-112044 
M-316001 3 
M-1120620 
AA.1320135 
M.l120980 
M-1=15 

M-142GU30 
M-1120697 
M.3190072 
M-l 120705 
M-1340125 
M-l nv735 
M-31mn 
M-l 120757 
M-l 12074L~ 
M.1120368 
M-1120810 
M-1120822 
M-1320222 
M~l120855 
M.112M00 
M-l 120887 
M.1121275 
M~l561016 
M-l 120374 
M-1121108 
M-1120x7 
M-1121145 
M-1121175 
M-l 1213225 
M430805 
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ENCLOSURE III 

M-1320255 
Ma6oln 
M-1121270 
M-l 110962 
AA-lmoX9 
AA-Il213lO 
M-s69765 
AA-11XU27 
M-144Qm 
AA-1IWIO 
M-l 121xd 
M-11= 
M-1121405 
M-1121425 
AA-llm515 
M-3191044 
M-1121445 
M-1121475 
M-1121380 
AA-laQ12i 
M-1121+80 
M-1420148 
M-1120740 
AA-134Q255 

M-15801 IO 
M.112W 
M.3190181 
M-1120001 

ENCLOSURE III 

c 

NON-ADMlTTED lWX.‘RERS QUARTIXLY LSllh’C 
voL4JMEu4JuLYL~ 
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ENCLOSURE III ENCLOSURE I I I 

CHANCES IH LET OF DCRECT l?iSURERJ SINCE VOL. 119, APRIL I, 1993 
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ENCLOSURE IV ENCLOSURE Iv 

S&P RATINGS OF NON-U.S. INSURERS 
ON NAIIO'S JULY 1, 1993 LISTING 

NAIIO-listed 

Secure 
4 Superior financial security on both an absolute and 

relative basis. Capacity to aeet policyholder 
obligations is overwhelming under a variety of 
economic and underwriting conditions. 

AA 

A 

BBB 

Vulnerable 

8 

8 

32 

Excellent security. Capacity to meet policyholder 
obligations is strong under a variety of economic 
and underwriting conditions. 
Good financial security, but capacity to q eet 
policyholder obligations is sorewhat susceptible to 
adverse econouic and underwriting conditions. 

Adequate financial security, but capacity to meet 
policyholder obligations is susceptible to adverse 
economic and underwritinq conditions. 

BB 15 Financial security that ray be adequate, but 
capacity to meet policyholder obligations is 
considered vulnerable to adverse economic and 
underwriting conditions. 

B 1 Vulnerable financial security. Currently able to 
meet policyholder obligations, but capacity to aeet 
policyholder obligations is particularly vulnerable 
to adverse economic and underwriting conditions. 

ccc 0 Vulnerable to adverse economic or underwriting 
conditions to the extent that continued capacity to 
meet policyholder obli ations 
q;;;::;;able unless a ! 

is highly 
avourable environment 

P 

R 0 Under regulatory supervision. 

'Lloyd's Underwriters of London, as a whole, is not rated by S&P. 
Instead, stability rankings are available for individual syndicates. 

Source : Standard 6 Poor's Ratings Group. 
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ENCLOSURE V ENCLOSURE V 

STANDARD & pOOR’S INTERNATIONAL RATINGS COVERAGE LIST 
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ENCLOSURE V ENCLOSURE V 

C+llLE 
w-*o111SA 

DOYIUICAW REP 
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ENCLOSURE V ENCLOSURE V 
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ENCLOSURE V ENCLOSURE V 
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ENCLOSURE V ENCLOSURE V 

WORTMKOREA 
k.E,P~@UWWcO 

SAUDI ARA6lA 



ENCLOSURE V ENCLOSURE v 

SOUfl4 KOKEA 

SWEDEN 

TRlMlDAD I TOlAD 



ENCLOSURE V ENCLOSURE V 
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ENCLOSURE VI ENCLOSURE VI 

STATE USE OF NAIIO LISTING 

NAIC provided information outlining each state's statutory 
provisions regarding use of the NAIIO listing. Basically, each 
state uses the NAIIO listing in one of three ways: (1) a state 
mandates use of the NAIIO listing, (2) a state accepts the NAIIO 
listing as evidence of eligibility, or (3) a state has no 
statutory provision regarding use of the NAIIO listing. On the 
basis of NAIC's information, 13 states require use of the NAIIO 
listing; 7 states accept use of the listing; and 32 states have 
no statutory provision regarding use of the NAIIO listing. 
Although not required by law, those states without a statutory 
provision may use the NAZI0 listing by administrative practice. 
For example, NAIC cited both Indiana and North Dakota as examples 
where use of the NAIIO listing is required by state practice. We 
did not contact the individual states to verify the information 
provided by NAIC or to determine each state's method of screenins 



ENCLOSURE VI ENCLOSURE VI 

Mississippi X 
Missouri x 
Montana x 
Mebraska x 
Nevada ~ X 
Mew Hempshire X 
New Jersey X 
mu mBxt.co x 
New.York. x 
Nurth cwos1na x 
North Dakota X 
Ohfa x 
dklahoma X 
Oragun X 
Pennsylvania X 
Rhode Xsland 
South Carolina :: 
South Dakota x 
Tennessee X 
Trrxas x 
Utah X 
VersKlnt x 
Virginia X 
Washington x .'I' 
West Virginia X 
wirrconfml x 
Wyoming x..... < 
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