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You can earn 2 CRE credits for each issue by taking a simple, online test after 
reading each issue. There will be a total of 15-30 questions depending on the 
number of articles in the issue. The passing grade is 70%. To take the test, read 
all of the articles in the issue. Go to the Members section of the SOFE website 
to locate the online test. This is a password-protected area of the website, and 
you will need your username and password to access it. If you experience any 
difficulty logging into the Members section, please contact sofe@sofe.org.

NOTE: Each new test will be available online as soon as possible within a week 
of the publication release. The Reading Program online tests are free. Scoring is 
immediate upon submission of the online test. Retain a copy of your online test 
score in the event you are audited or you need the documentation for any other 
organization’s CE requirements. Each test will remain active for one year to be 

made available. In other words, there will only be tests 
available for credit for four quarters at any given time. 

The questions are on the following page. Good luck!
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Earn Continuing Regulatory Education 
Credits by Reading The Examiner!

Modeling and Underwriting - Is Machine Learning the 
Underwriter of Tomorrow?

Multiple Choice Questions — Submit Answers Online

1. According to Swiss Re Institute, natural catastrophe insured losses in the
year 2022 has been estimated as more than how much?

a. USD 200 billion
b. USD 100 billion
c. USD 300 billion
d. None of above

2. Which one is correct about Artificial Intelligence (AI):
a. Has three steps: abstraction, modeling, reapplication
b. Is an important technological development
C. Algorithms mines large data sets
d. All above

3.  Which one is wrong? Artificial Intelligence Approach:
a. Models parametric / index-based risks and trying to predict frequency

and categorized impact
b. Bases their analysis on wholistic damage profiles
C. Models indemnity-based risks and trying to predict damage
d. Models for arbitrary periods, like seasons, single year, or multi-year

period

4. The ‘AI + Big Data’ approach uses data scientists to create an index from:

a. Historic claims datasets
b. Non - traditional sources
C. (a) & (b)
d. None of the above

5. The prediction approach based on Big Data and AI is used to::

a. Determine the impact of the damage
b. Estimate correct insurance premium
c. Be integrated into the operational risk management
d. All of the above
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Considerations for Third-Party Vendor Risk Management 

Multiple Choice Questions — Submit Answers Online

6. According to the 2022 Verizon Data Breach Investigations Report, approximately how many
cyber intrusions stem from third parties?

a. 48%
b. 76%
c. 14%
d. 62%
e. 29%

7. Which of the following accurately reflects in order the five stages of the vendor
management life cycle?
a. Planning; Contract Negotiation and Approval; Due Diligence; Ongoing Monitoring;

Contract Re-negotiation, Renewal, or Termination.
b. Planning; Due Diligence; Contract Negotiation and Approval; Ongoing Monitoring;

Contract Re-negotiation, Renewal, or Termination.

c. Due Diligence; Contract Negotiation and Approval; Panning; Ongoing Monitoring; Con-
tract Re-negotiation, Renewal, or Termination.

d. Ongoing Monitoring; Planning, Due Diligence; Contract Negotiation and Approval;
Contract Re-negotiation, Renewal, or Termination

e. Contract Negotiation and Approval; Ongoing Monitoring; Planning, Due Diligence;
Contract re-negotiation, renewal, or termination

8. Which of the following are components of a company’s due diligence stage of an effective
vendor management life cycle?
a. Vendor tracking
b. Vendor specific questions and response
c. Vendor classification
d. Vendor risk assessment
e. All the above

9. Per the authors, companies with effective Third-Party Risk Management (“TPRM”) programs
ensure all of the following when executing agreements with third-party service providers,
EXCEPT:

a. A Standard Mutual Non-Disclosure Agreement (“MNDA”) is included.
b. Internal or outside counsel performs a review of the agreement.
c. Punitive damages are set when service providers are found in breach of

contract.
d. Executed agreements follow a standard company agreement; where possible.
e. Agreements include required language around information security, data

ownership, data retention/destruction, and breach notification requirements

10. The monitoring stage of an effective vendor management lifecycle includes which of the
following::
a. Obtaining, inspecting, and documenting SOC (1 or 2) report review.
b. Service metrics review and variance understanding with vendor.
c. Discussions regarding changes in vendor performance, strategy, and/

or service need(s).
d. Onsite inspection of vendor.
e. All of the above



6Visit SOFE at: www.sofe.org

Identifying Effective Internal Controls

Multiple Choice and True or False Questions — Submit 
Answers Online

11. Internal control is a process, affected by an entity’s board of directors, 
management, and other personnel, designed to provide reasonable 
assurance regarding the achievement of objectives relating to operations, 
reporting, and compliance. 

 a. True
 b. False

12. What is not an integrated component of internal control pursuant to the 
COSO Framework?

 a. Monitoring Activities
 b. Risk assessment
 c. Errors
 d.  Information and Communication

13. Pursuant to the Institute of Internal Auditors, Inc.’s updated Three Lines 
Model, Internal Audit is the second line. 

 a. True
 b. False 

14. What is a key component of the COSO ERM Framework?

 a. Governance and culture
 b. Strategy and Objective Setting
 c. Performance
 d. All of the above

15. Who is responsible for managing risks identified within an organization?
 a. Internal Audit
 b. Board
 c. Management
 d.  Regulators
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Market Briefing -Market Recap for 2022 and Potential 
Impacts on Insurer Investments

Multiple Choice and True or False Questions — Submit 
Answers Online

16. What percent of U.S. Insurance Company investments are in mortgage 
loans: 

 a. 15%
 b. 17%
 c. 11%
 d. 13%

17. The Core CPI excludes food and energy because of being very volatile?  
a.    True

 b. False 

18. What was the last time that the effective Fed Funds rates neared 5%?  
a.    2009

 b. 2012
 c. 2011
 d. 2007

19. The main driver of the increasing corporate bond yields was rising Treasury 
yields?

 a.    True
 b. False 

20. U.S. Insurance Company investments in real estate related assets have 
declined over time?

 a.    True
 b. False 
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PwC NAIC Meeting Newsletter Spring 2023 

Multiple Choice and True or False Questions — Submit 
Answers Online

21. Which of the following was not one of the International Association of
Insurance Supervisors (IAIS) annual Global Monitoring exercise macro-
prudential themes for 2022?
a. Private Equity Ownership in Insurance
b. Dynamism of Customer Expectations
c. High Inflation
d. Climate Risks

22. Which of the following is not one of the jurisdictions re-approved as
qualified jurisdictions by the Reinsurance Task Force?
a. France
b. Ireland
c. Sweden
d. Bermuda

23. The Statutory Accounting Principles Working Group (SAPWG) adopted
American Council of Life Insurers (ACLI) guidance supporting admissibility
of negative Interest Maintenance Reserve (IMR).
a. True
b. False

24. Which of the following is one of the four SAPWG documents exposed for
public comment?
a. Proposed revisions to SSAP No. 2R
b. Proposed revisions to SSAP No. 43R
c. Proposed revisions to SSAP No. 54R
d. Proposed revisions to SSAP No. 103R

25. Effective January 1, 2023, SSAP No. 21R - ‘Collateral for Loans’ requires that
invested assets pledged as collateral for admitted collateral loans must
qualify as admitted invested assets.
a. True
b. False
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Modeling vs. 
Underwriting

Is Machine Learning 
the Underwriter of 

Tomorrow?
By Dr. Marcus Schmalbach

RYSKEX Inc.

A BLUEPRINT AS THE EXAMPLE OF HURRICANE RISKS

INTRODUCTION

Climate change is taking on ever more extreme forms and the effects are being 
felt globally more than ever. Hurricane Ian and other extreme weather events 
such as the winter storms in Europe, flooding in Australia and South Africa as 
well as hailstorms in France and in the US resulted in an estimated USD 115 
billion of natural catastrophe insured losses in the year 2022. According to 
Swiss Re Institute the last year has been the second consecutive year in which 
the estimated insured losses total more than USD 100 billion, continuing the 
trend of a 5–7% average annual increase over the past decade. The re/insur-
ance industry covered roughly 45% of the economic losses this year, indicating 
a large protection gap across the world. At the reinsurance congress in Baden-
Baden held October 2022, the cover gap for the USA was estimated at 20-40 
billion US-Dollars - and this was certainly a benevolent forecast. Thierry Léger, 
Group Chief Underwriting Officer of Swiss Re made the following comments: 
“2022 has been another year of increased natural catastrophe loss activity, and 
demand for insurance is growing as the protection gap remains vast. To enable 
the insurance industry to keep up with increasing volatility and demand, it 
will be key to model evolving frequency and severity trends. Pricing needs to 
reflect the effective risk.” Interesting statements to be discussed in the follow-
ing article. Since not all global natural disasters can be examined, Hurricane 
Ian is used as an example. The reason is that Hurricane Ian is this year’s cost-
liest natural catastrophe with estimated preliminary insured losses of USD 
50–65 billion. The category 4 hurricane made landfall in western Florida in late 
September with extreme winds, torrential rain and storm surge. Reinsurance 
experts estimate it to be the second costliest insured loss ever after Hurricane 
Katrina 2005. 

The number one and number two on the perpetual high score of insured loss-
es are thus hurricanes. This statement is already followed by the first question: 
Were they also the natural catastrophes with the greatest loss volume? It is dif-
ficult to determine, because almost all accessible resources refer to the reinsur-
ers’ loss figures. In the rarest of cases, however, the actual extent of the damage 
is disclosed; instead, only the claims payments of insurers and reinsurers are 
published. Does this make a difference? Yes, absolutely. In order to correctly 
calculate the amount of coverage or the premium for climate change risks, it is 
not enough to know the amount of compensation; you also need information 
about the real impact on the affected region. These figures are of interest for 
the policyholders in order to be able to hedge the true impact, as well as for 
the insurance-linked security (ILS) or capital market that wants to invest in ca-
tastrophe bonds or private ILS deals. So is traditional - actuarial - underwriting 
dead for the calculation of NatCat risks? And what are the alternatives?
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ARTIFICIAL INTELLIGENCE & BIG DATA 

Two terms that no digital transformation workshop should be without. But 
what exactly is behind them? Artificial Intelligence (AI) is an important tech-
nological development. Algorithms to mine large data sets, known as ‘big 
data’. Many publications in recent years have stated that data is the new oil. If 
this is the case, AI is the refinery that forms gasoline and plastic from it (just 
a metaphor - AI is fortunately much more environmentally friendly). But we 
need to step back a bit and get some historical perspective to properly recog-
nize how significant this technological revolution really is. 

The scientific method was developed in the 17th century, powered the star-
tling advances of the enlightenment in the 18th and still underpins most ac-
ademic reasoning today. The method has three steps: abstraction, modelling 
and reapplication. When a scientist is faced with a messy, complex real-world 
problem their first step is to simplify or generalize it through abstraction. By 
making certain assumptions, omitting minor variables and ignoring feedback 
effects, the problem can be modelled in a simplified form and captured in a 
theoretical construct with mathematical notation. The specifics of the situa-
tion are replaced by x’s and y’s to make a general model. Once the model is 
constructed it can be used to make predictions. Putting in different values 
for x and y will illustrate the range of possible outcomes. So, reapplying this 
to the real-world problem, some useful conclusions can be drawn, policies 
implemented, and inferences made. To summarize, the traditional scientific 
method involves a trip from the specific to the general, followed by some 
theoretical number crunching and then a reapplication from the general to 
the specific. 

There are problems with this approach. An oft heard complaint is “That’s ok 
in theory but it does not work in practice”. The problem normally lies in the 
first step: the abstraction. Once you move from the specific to the general you 
intentionally leave the context behind. But the context is sometimes the most 
interesting part. Things taken out of context will often be misleading. That’s 
often a reason why models fail - the contextual detail left behind in the ab-
straction phase was very important. There is an alternative approach one that 
is now commonly used in AI algorithms. Instead of ignoring the context, the 
algorithmic approach is focused on it. It effectively reduces the three steps of 
the scientific method to a single step - from problem direct to solution. 

An example is Google Translate service. Linguistics experts have been work-
ing on the problem of machine translation for years. The traditional approach 
was to start by programming a model of that language’s grammar, which the 
computer could then use to comprehend the meaning of each statement. 
Google’s approach was radically different. It simply fed the algorithm with 
millions of examples of translated texts and got the software to teach itself. 
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The machine in this case was not trying to understand the meaning of the 
text but simply trying to match patterns. Fairly soon, having scanned the 
vast numbers of translated texts available on the internet, Google’s Translate 
service was outperforming all other machine translation services without ever 
understanding what the texts actually said. 

So large amounts of data coupled with a machine learning algorithm offer 
an alternative to the traditional modelling process. Though there is a risk of 
overfitting, where the algorithm models the noise and not the important 
data, it does help to solve the ‘Catch 22’ problem. To launch any new insurance 
product, you need claims data in order to model risk. Without data you can-
not offer insurance, but with no insurance offered you cannot get data. The 
‘AI + Big Data’ approach gets around this conundrum by using data scientists 
to create an index from non- traditional sources, thus obviating the need for 
historic claims datasets. What type of alternative data sets can we mine for the 
coverage of Hurricanes and their impact? Enclosed with an example.

AI DRIVEN MODELLING OF HURRICANE RISKS IN THE USA 

Insurance Approach: 

• Focus on modelling indemnity-based risks, trying to predict damage

• Risk assessment based on analysis on insured losses, which rarely reflect 
real losses

• Model for multi-year periods

• Use basic statistics and Monte Carlo Simulation, which averages every-
thing into basic distributions

Artificial Intelligence Approach: 

• Focus on modelling parametric / index-based risks, trying to predict fre-
quency and categorized impact (e.g. hurricane categories)

• Base their analysis on wholistic damage profiles, not just insured losses

• Model for arbitrary periods, like seasons, single year or multi-year period

• Use Machine Learning algorithms like XGBoost, Random Forest, Neural 
Networks 

How to make Machine Learning a reliable source? It´s important that you use 
high quality data, to understand the content of the data and then calculating 
the potential impacts. In case of hurricanes the National Hurricane Center 
(NHC) provides different types of datasets, ranging from the 1850´s till 2021. 
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The sets include Atlantic and East-Pacific data. First you´ve to screen the data 
sets and dive into them. Then visualize it to understand relationships, trends 
and then learn to ask the „right“ questions to be answered by the algorithms. 
Analyze the past, correlate it with the major historic events and draw conclu-
sions from it – e.g. the impact of oft he U.S. industrialization or nuclear testing. 

Figure I: Hurricane overviews by categories

• Every colored circle represents one hurricane 
• The higher the category, the less frequent hurricanes occur 
• All categories show a clear trend of increasing lifetime hours 
• Categories 3, 4 and 5 show a significant increase in frequency over time 
• Category 5 hurricanes didn’t exist or were not recorded until around 

1920 
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Analyzing the data: 

Figure II: Plotting variables against each other’s 

• Plotting more variables against each other. E.g. minimum pressure, maxi-
mum wind, lifetime hours, etc. 

• The red boxed plot shows the increase in lifetime hours per year

• Hurricanes that last longer will also travel further into the country, so 
they will deal even more damage

• This could also mean, that a higher percentage of hurricanes will make 
landfall in the future

• Based on these basic insights, we can also assume, that our algorithms 
will be able to predict frequencies and impacts for the next decades

Hurricanes are categorized by the Saffir-Simpson Wind scale. The average 
range per category is 32,25 km/h, making it reasonable to assume a theoretical 
category 6 for hurricanes > 283,25 km/h. In the past three years, hurricane Ian, 
Ida and Laura had wind speeds of > 240 km/h. Also the designated algorithms 
predict, that the US will be frequently hit by category 6 hurricanes 203X. The 
prediction approach based on Big Data and AI is therefore not only used to 
determine the impact and the correct premium but can also be integrated into 
the operational risk management of captives and their parent companies. If I 
already know today that the hurricane frequency and speed and the associ-
ated destructive force will increase, I can prepare myself better and transfer 
my risks more accurately. Some readers will now ask themselves whether the 
calculation is correct or whether it is rather voodoo underwriting. Only the 
future can answer this question - we will be able to validate this article in 8-10 
years at the earliest. 
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Conclusion

Working with artificial intelligence has a tiny drawback. AI cannot explain its 
reasoning. Since it does not use a theoretical framework, its processes are 
incomprehensible to humans. An algorithm can only show its answers, not its 
working. So, we only know it works because it does. We do not know why. This 
can be a potential problem as there may be biases in the process that we are 
unaware of. Why did the algorithm pick that candidate? Why did it diagnose 
that medical condition? These are questions we cannot answer. A lot of leg-
islation is based on the concepts of reasoning and intent. But with AI output, 
there is no accountability and no contestability so it is hard to know how such 
decisions may play out in court. With machine learning algorithms there is no 
intent. They are the heralds of the end of reason and the beginning of a new 
era in underwriting and pricing risks. 

About the Author

Dr. Marcus Schmalbach is Founder and CEO of RYSKEX Inc., based in New 
York City. He has a long-standing experience in risk and captive management 
in various industries. Before the founding of RYSKEX he was Head of German 
MBA program. He is still working as a visiting professor on Risk and Finance 
matters, and academic head of BlockART Institute with a research focus on 
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with a research and lecturing focus on Blockchain Technology and Artificial 
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Considerations for 
Third-Party Vendor 

Risk Management
By Jim Morris

CFE, CPA, CICA, CGMA, MBA
Russ Sommers, CPA, CISA

Daniel Trunk, MS
Baker Tilly LLP

Considerations for Third-Party Vendor Risk Management

Organizations across the world are hyper-focused on cybersecurity 
and the threats that come with it. One such concern is the risk associated with 
using and managing third parties. According to the 2022 Verizon Data Breach 
Investigations Report (DBIR), approximately 62% of intrusions stem from third 
parties, with the DBIR report team noting the impact of third-party breaches 
can be more significant due to “the interconnected risks that exist between 
the vendors, partners and third parties we work with on a daily basis.” The 
use of third-party providers has grown significantly during the last five years. 
And many businesses outsource essential operations such as claims admin-
istration, policy underwriting and production, human resource services, data 
center hosting, technology infrastructure, IT operations, information security, 
software maintenance, telecommunications, bookkeeping/ financial account-
ing, etc. in order to focus on core competencies, increase efficiency, increase 
system availability, and reduce costs. 

Third-party service organizations provide one or more of the above 
noted benefits, however, these relationships are not without risk. Leveraging 
third-party service organizations can multiply the potential risk that organi-
zations may suffer a negative impact from an event (e.g., data breach, service 
interruption) since, instead of one company being targeted and impacted by 
a cybersecurity or business interruption event, there are now several. Oper-
ationally, these risks should be largely offset as a primary driver for utilizing 
a third-party is to leverage the specialization of that third-party. Simply put, 
many third-party service organizations offer deep expertise in a narrow area 
of focus with the size and scale to perform those services more efficiently and 
effectively than the user entities can in-house. From a cybersecurity perspec-
tive, the increase in risk cannot be as easily offset by organizational specializa-
tion, especially considering the commentary from the DBIR that third-party 
service organizations are force multipliers, allowing bad actors access to 
several companies’ datasets as opposed to just one.

Additionally, the threat landscape is evolving and expanding to 
introduce new risks. Organizations have historically not been exposed to such 
high-profile and pervasive hazards. Third-party management and oversight 
is something every organization needs to incorporate into their policies and 
procedures. Key phases of an effective vendor management program include 
planning and risk assessment, research and due diligence, vendor selection 
and contracting, ongoing monitoring, and termination of third-party vendors. 

With more enterprises depending on outside third parties, these de-
pendencies present new attack vectors for cybercriminals. And the risk related 
to reliance on third parties means that enhancing the security of an organiza-
tion’s internal network might not be enough. Cybersecurity Third-Party Risk 
Management (C-TPRM) is a relatively new concept for most companies. Highly 
regulated industries such as financial services, healthcare, higher education, 
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government contractors, etc., have had greater exposure to TPRM and C-TPRM 
than the marketplace at large. Service providers which are part of the value 
chain of the highly regulated industries have had some exposure to these 
evolving expectations through their user entities, but there is still work to do. 

Looking at cybersecurity risk to an organization, each vendor, busi-
ness partner or third-party service organization carries a potential risk to their 
security. Even if a company uses leading cybersecurity practices, an event at a 
third-party could compromise its data, customers, or reputation. The process 
approach described here parallels the 2017 US Office of the Comptroller of 
the Currency (OCC) examination procedures that supplement OCC Bulletin 
2013-29, “Third-Party Relationships: Risk Management Guidance.” The process 
begins by gaining an understanding of the services to be utilized and the 
number and type of third parties providing those services. The vendor man-
agement lifecycle is a series of steps that outline a typical relationship with 
a third-party service organization. Additionally, both the NAIC Model Law 
668 Insurance Data Security Model Law (Section 4.F) and the NYDFS Part 500 
Cybersecurity Law (Section 11) outline the requirements of TPRM for covered 
entities.

The first step of the vendor management lifecycle is planning. Devel-
oping a plan when entering into a new agreement or renewing an existing 
contract should provide Vendor Relationship Managers (VRMs) and support-
ing stakeholders with the information necessary to assess the overall com-
plexity of the arrangement. Certain factors will dictate the selection process 
and the level of due diligence and review required. When making vendor 
selections, critical information such as defining the business case, assessing 
the financial obligation, establishing the quality standards of service, under-
standing the risks related to the services provided, understanding the risks 
related to the people, process and technology used to deliver service and 
defining the overall performance objectives will need to be considered. The 
planning process, depending on the type of service(s) and the associated risk, 
should help define the strategic purpose (e.g., reduce costs, leverage special-
ized expertise or technology, augment resources, expand or enhance opera-
tions, reduce risk), identify legal and compliance aspects, information security 
considerations, and inherent risks associated with using outsourced services. 
Given the above, the planning process should involve stakeholders with the 
following perspectives: business process ownership, information security/
technology, and risk management.

The second step of the vendor management lifecycle is due diligence 
and selection. The contracting company should conduct a review of any 
potential third-party before signing a contract to ensure that the third-party 
selected is appropriate and consistent with the company’s needs and risk 
appetite. When considering a new vendor or when recertifying an existing 
vendor, the company’s policy should include:



17Visit SOFE at: www.sofe.org

 Vendor tracking – technology solution or manual (Excel)

 Tracking vendor specific questions and responses.

 Assign/confirm the vendor classification, which can include:

o Departmental owners and/or VRMs

o Types of services

o Other - organization specific classifications

 Assess the risks associated with the vendor, considering fac-
tors such as:

o Volume and type of data transmitted, processed,
stored

o Access to and interface with company IT resources
and systems

o Financial impact

o Regulatory/legal impact

o Business interruption impact

o Reputational impact

 Leverage the vendor risk rating in the decision to develop or
continue a vendor relationship.

The vendor risk assessment should also be used to drive both the depth and 
frequency of both initial vendor due diligence and periodic ongoing monitor-
ing which is described below.

The third step of the vendor management lifecycle is contract nego-
tiation and approval. Developing a contract that clearly defines expectations 
and responsibilities of the third-party to ensure the contract’s enforceability, 
limit the company’s liability, and mitigate performance disputes, as well as, 
to clearly articulate confidentiality, information security, data protection and 
breach notification standards. Once the company selects a vendor, repre-
sentative(s) from VRM (as applicable), and any other appropriate representa-
tives from throughout the organization should collaborate negotiating the 
contract, with the final agreement defining the scope of services, provide a 
means to ensure enforceability, contain factors to limit liability to the com-
pany, and define performance expectations. In addition, any vendor that 
handles nonpublic information (NPI) should be required to sign a non-disclo-
sure agreement and comply with the company’s vendor information security 
requirements (which is required per section 500.11(a)(2) per NYDFS Part 500 
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Cybersecurity Law). Companies with effective TPRM programs ensure that 
agreements with third-party service organizations:

• Include a standard Mutual Non-Disclosure Agreement (MNDA)

• Are reviewed by company or outside counsel

• Are, to the extent possible, executed using standard company       
agreements

• Include standard required language around information security, 
data ownership, data retention/destruction, and breach notification 
requirements

The next step of the vendor management lifecycle is ongoing monitoring. The 
company should perform ongoing monitoring of the third-party relationship 
once the contract is in place to properly manage the company’s risk related to 
the third-party relationship. Performance monitoring for the duration of the 
vendor relationship is an essential component of the company’s vendor man-
agement program and ensuring that the risks related with that third-party 
service organization are understood and actively being managed. The com-
pany’s assigned VRM should create, maintain, and enforce the processes and 
procedures, including the third-party’s satisfaction of agreed upon service 
level thresholds, for monitoring vendor performance on an ongoing basis, as 
well as, obtaining an understanding of relevant information technology and 
information security considerations. Performing this ongoing monitoring may 
include one or more of the following: 

• Obtaining, inspecting and documenting review of SOC 1 and SOC 
2 Reports addressing the design, implementation and operating 
effectiveness (Type II reports) applicable to the systems and services 
being used by the company

• Vendor questionnaires addressing key service metrics, known issues 
and company requirements

• Periodic discussions addressing performance, known issues, shifts in 
strategy, anticipated future service levels, etc.

• Onsite inspections (increased focus when data is being stored by the 
service organization)
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The VRM is responsible for developing, maintaining, and overseeing the 
relationship with the vendor. The results of the reviews should be reported to 
those charged with oversight of IT risk and operations. This could include the 
following:

• The Board of Directors

• A Board committee

• A management committee

• An IT Steering Committee (ITSC)

• Identified members of management (CISO, CIO, COO, CEO, etc.)

These persons/parties should then assist with escalating issues and develop-
ing action plans to address non-performing or under-performing vendors. 
The performance monitoring process should include steps to ensure the ven-
dor adheres to its contractual obligations, meets its service level agreements 
(SLA), and complies with any billing specifications.

The fifth step of the vendor management lifecycle is contract re-nego-
tiation and renewal, and/or, possibly, termination. Companies should develop 
a contingency plan to ensure that it can: transition the activities to either 
another third-party or in-house or to discontinue activities when a contract 
terminates in the event the company’s business strategy has shifted. In all cas-
es, regardless of the underlying cause, all contract terminations require VRMs 
to review the action with the appropriate team(s) as needed before formaliz-
ing the contract termination and, on an ad-hoc basis, may choose to re-nego-
tiate or renew a contract based on performance or after altering the contract 
terms. Contract terminations will include contract expirations, the triggering 
of and failure to rectify terms of default, or in response to changes in business 
strategy. As noted above under “contracting”, agreements with third-party ser-
vice organizations should outline expectations for data ownership, retention 
and destruction. Addressing the return/destruction of data only while ending 
a vendor relationship may not yield satisfactory treatment. 

 While outsourcing certain products and services can benefit an orga-
nization by enabling it to focus on its core competencies, third-parties pose 
potential risk to the organization. As incidents relating to third parties contin-
ue to grow, risk factors could have adverse impact on the organization such 
as, strategic, reputational, financial, legal, information security issues, business 
interruption and/or regulatory non-compliance. Third-party risk management 
is more than just a sound business practice, it is also a requirement of cer-
tain financial services regulations. By developing and following a formalized 
third-party risk management program, companies should be positioned to 
properly assess and manage the risk of third-party relationships and should 
assist an organization in managing its risk exposures and compliance require-
ments.
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Identifying Effective           
Internal Controls

By  Natalie Howe, CFE, CFE (Fraud), ACI
Examination Resources, LLC

Background 

History has highlighted the importance for companies to develop, enhance 
and monitor a system of internal controls given the value that effective 
internal control environments provide. The Sarbanes-Oxley Act (“SOX”) was 
enacted in 2002 and was driven by major financial scandals such as Enron and 
WorldCom. Such cases of fraud demonstrate that ineffective control environ-
ments, and failure to identify or correct control deficiencies, can be disastrous. 
In this article we will navigate through the five key components of effective 
internal control systems to assist Examiners in identifying effective from inef-
fective internal controls during a financial examination. Further, we will align 
best business practices to examination procedures for consideration during fi-
nancial examinations conducted in accordance with the standards prescribed 
in the Financial Condition Examiners Handbook (“FCEH”). 

There are multiple control frameworks to assist companies in establishing 
an effective system of internal controls. One of the most used frameworks is 
the Committee of Sponsoring Organizations of the Treadway Commission 
(“COSO”) Internal Control – Integrated Framework that was originally released 
in 1992 and updated in 2013 to incorporate new business practices and 
needs. The COSO Internal Control – Integrated Framework (“COSO Frame-
work”) will be the focus of this article. 

What are internal controls and what purpose do they serve? 

“Internal control is a process, affected by an entity’s board of directors, man-
agement, and other personnel, designed to provide reasonable assurance 
regarding the achievement of objectives relating to operations, reporting, 
and compliance.” How effective and efficient are the company’s operations? Is 
reporting reliable, timely and transparent? Is the company in compliance with 
laws and regulations? 

Internal controls serve the following four key objectives: 

•  Protect assets 

•  Ensure records are safe 

•  Promote operational efficiency 

•  Encourage adherence to policies, rules, regulations, and laws 

When designed appropriately and operating effectively, internal controls 
protect the assets of the company by effective implementation of the com-
pany’s operations. Business operations should be effective and efficient to 
prevent unnecessary duplication and ensure controls are designed to prevent 
theft, misuse, or accidents. Reporting should be designed to provide reliable 
financial and nonfinancial reports. 
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Internal Control - Key Elements 

Now that we’ve discussed the purpose of internal control, lets journey 
through the key components of internal control. The COSO Framework identi-
fies Internal control as having the following five integrated components: 

• Control Environment

• Risk Assessment

• Control Activities

• Information and Communication

• Monitoring Activities

Collectively, effective internal control environments help companies reduce 
risk to meet operating, reporting and compliance objectives. We will dive into 
each of the five integrated components further below. 

Control Environment 

According to COSO, the control environment is the “set of standards, pro-
cesses, and structures that provide the basis for carrying out internal control 
across the organization”. An effective control environment should be one that 
lays the foundation for all other components of internal control and is often 
viewed as the most critical of the five integrated components. Core values can 
drive the tone for the control environment. 

A company’s culture and ethical tone can significantly influence Board, Senior 
Management, and employees’ attitude toward internal controls and ulti-
mately will impact the control environment. In the absence of an ethical and 
compliant culture, companies put themselves at undue risk that can lead to 
internal weaknesses, non-compliance with regulations, fraud, etc. Since the 
control environment is influenced by management and how leadership fulfills 
its oversight duty, it’s important to understand effective governance princi-
ples in assessing the corporate governance structure and its potential impact 
on the control environment. Below are some examples of effective gover-
nance principles: 

• Appropriate composition of the Board of Directors (“Board”) with
consideration to number of Board members and qualifications.

• Understanding by senior leadership and the company’s Board on the
operating structure, including structures that may impact transpar-
ency within the organization.

• Organizational strategy including mission, vision, objectives, goals,
and plans that are measurable against the success of the company.
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• Clear lines of responsibility and accountability throughout the orga-
nization. 

• Effective interaction amongst Board, management, external and 
internal auditors, and appointed actuary. 

• Ensuring that compensation policies and packages are consistent 
with the organizations ethical values, objectives and strategy and 
encourage appropriate behavior. 

• Effectively use internal and external auditors and ensure adequate 
independence, resources, and scope. 

• Clearly define and implement risk management policies, processes, 
and responsible parties from the top down. 

• Transparent disclosure of key information to stakeholders and ensur-
ing identification and inclusion of all stakeholders. 

• Ensure adequate oversight of related-party transactions and con-
flict-of-interest situations. 

A company committed to an effective internal control environment is 
more likely to operate with integrity and ethical values that come from 
the top down. 

Risk Assessment 

According to COSO, “Risk assessment involves a dynamic and iterative 
process for identifying and analyzing risks to achieving the entity’s objec-
tives”. The company’s strategic plan identifies the objectives and goals. It’s 
then critical for a company to understand potential roadblocks or “risks” 
that could impact the achievement of such objectives and goals. Many 
companies have come to see the value in using a holistic enterprise risk 
management (“ERM”) framework to assess risk consistently throughout 
the organization rather than managing risks within organizational “silos”. 
In 2004, COSO also released an ERM Framework, which was later updated 
in 2017 and called ERM – Integrated Framework – Integrating with Strate-
gy and Performance (“COSO ERM Framework”). 
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Ultimately, management assumes responsibility for managing risk. Re-
sponsibilities of managers at different levels vary by company. Companies 
with more mature ERM frameworks will have an ERM Department that 
falls within the second line of defense and led by the Chief Risk Officer. 
Below is the Institute of Internal Auditors, Inc. Three Lines Model that out-
lines key responsibilities within each line. 

The three lines collaborate to work towards the achievement of orga-
nizational objectives. Within the first line, managers own and manage 
risks whereas the second line aids with managing risks in more advisory 
capacities. For example, the second line may provide guidance on ERM 
requirements for management’s adherence to standards including the 
risk appetite and regulations. An ERM Department may be responsible for 
analysis and reporting on the adequacy and effectiveness of risk man-
agement as well as communicating with management on emerging risks. 
Lastly, the third line is the independent line that encompasses the Internal 
Audit Department and provides advisory and assurance services over risk 
mitigating strategies “controls”. 

Key components of the COSO ERM framework includes governance and 
culture, strategy and objective setting, performance, review and revision 
and information, communication, and reporting. The performance func-
tion can be further broken down to include risk or event identification, 
severity assessment of risk, prioritization of risk, implementation of risk 
responses (e.g., “controls”) and portfolio view of risk. Common risk identi-
fication approaches include risk or “event” registers, internal and external 
analysis, event threshold triggers, qualitative (e.g. likelihood and impact 
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estimation) and quantitative measures (e.g. benchmarking and model-
ing), and facilitated workshops and interviews. 

The 2nd and 3rd line may hold annual collaborative tier 1 (e.g., Senior 
Leadership) and tier 2 (e.g., operational management) interviews on key 
risks as part of the formal ERM risk assessment process as well as Internal 
Audit’s process in development of the Audit Plan. Risk assessments may 
be micro or macro in their overall scope. Ultimately, the risk assessment 
should include identifying, measuring, and prioritizing risks. 

It’s also important for a company to consider its fraud risk factors with-
in the completed risk assessment process. The risk assessment process 
should be evolving and dynamic as opposed to static. Overall effective 
risk management ensures that all significant risks are identified, priori-
tized, and mitigated through effective internal controls. 

Control Activities 

According to COSO, “control activities are the actions established by 
policies and procedures to help ensure that management directives to 
mitigate risks to the achievement of objectives are carried out.” Key con-
trols should be designed to reduce or mitigate risks to an acceptable level 
through the achievement of objectives. If omitted, key controls would 
likely prevent the achievement of the desired objective. Non-key controls 
or “secondary” controls may help the process run smoothly but are not 
essential. Controls are automated or manual and designed to prevent or 
detect errors or misstatements. Compensating controls or “alternative 
controls” may also be designed and implemented to satisfy the require-
ment of a security measure. For example, a compensating control could 
be used on a smaller team where there is incompatible segregation of 
duty conflicts within an application system. Compensating controls are 
generally manual controls and occur after the transaction has been com-
pleted but can help reduce the risk of fraud. 

What is a deficiency in design? A deficiency in design may occur if the 
control is missing or the control is implemented, but not properly de-
signed to achieve its objective. A deficiency in operation may occur when 
the person performing the control does not have the necessary knowl-
edge to perform the control effectively. 

Effective internal controls are those that are designed, implemented (e.g., 
auditable) and operate effectively. 
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Information and Communication 

Companies should ensure that information is identified, captured, and 
communicated both internally and externally as needed. Information 
should be communicated timely to assist management within the three 
lines to identify and respond to internal control weaknesses and emerg-
ing risks. Effective communication occurs upward, downward and across 
the organization.

Monitoring 

The three lines should work collaboratively to ensure appropriate and 
ongoing monitoring of a company’s internal control structure. Manage-
ment should have a process in place to monitor and assess the quality of 
the internal control system’s performance over time. This may be accom-
plished through ongoing monitoring activities, separate evaluations, or a 
combination of the two. 

Examination Procedures – Examiner Considerations 

How can Examiners consider the five integrated components of the COSO 
framework discussed above when performing financial examinations? Be-
low we break out consideration for Examiners when conducting financial 
examinations. 

Corporate Governance Assessment 

Understanding the Corporate Governance Structure (“Exhibit M”) of the 
FCEH identifies various questions for Examiners to consider when assess-
ing corporate governance, including elements relating to the control en-
vironment such as integrity and ethical value, management’s philosophy 
and operating style, organizational structure, assignment of authority and 
responsibility, human resource policies and practices and competence/ 
experience of personnel. Examining culture is a key component to assess-
ing corporate governance during Phase 1 procedures. Does the compa-
ny have an established Code of Conduct? How is the Code of Conduct 
communicated and what training is provided to ensure employees and 
Directors understand expectations outlined within the Code of Conduct 
and how to identify and report an issue. Are issues communicated to the 
Board and how are they investigated? Reviewing the Code of Conduct 
prior to C-level interviews can in preparation for questions to ask during 
C-level interviews. As discussed within the “control environment” section, 
the company’s culture and attitude towards internal controls impacts the 
internal control environment. 
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In addition to assessing the Board, understanding the organization-
al structure, assignment of authority and responsibility and assessing 
management, Exhibit M identifies various questions to consider during 
Examiners assessment of the ERM function. For ORSA companies, various 
procedures are outlined within the FCEH for validation of ORSA reporting 
that may assist in assessing the company’s ERM maturity level. Qualitative 
techniques used by the company to prioritize risk may be reviewed by Ex-
aminers in understanding likelihood and impact of risks identified by the 
company (e.g., ORSA or risk register). As part of the ORSA validation proce-
dures, Examiners may want to consider reviewing quantitative assessment 
techniques used by the company such as benchmarking and modeling 
to evaluate the company’s assumptions used to estimate likelihood and 
impact of a risk. As discussed within the “risk assessment” section, internal 
controls are only as effective as the risk analysis that supports them. 

Control Testing and Substantive Testing 

During Phase 3 control testing consideration should be given to testing 
key controls versus the non-key controls described above in the “Control 
Activities” section. Once key control(s) have been identified for examina-
tion risks, consideration should be taken for design, implementation and 
operating effectiveness. Companies subject to SOX and Model Audit Rule 
(“MAR”) should generally have effective internal controls, therefore more 
time will likely be spent within Phase 3 than substantive testing in Phase 
5. However, smaller companies that lack strong corporate governance
and/or documented policies and procedures may have more ineffective
controls where Examiners would want to place more focus on substantive
testing.

A two-step process may be taken to assist in Examiner’s assessment of 
control activities and ensuring efficiencies during Phase 3 procedures. 
The first step is to evaluate the key control(s) design and implementation 
(“D&I”). Would the control(s) prevent or detect an error? What impact does 
the control have on the inherent risk? 

Examination procedures to evaluate D&I may include performing inspec-
tion and observation. For example, a walk-through of the control with the 
control owner may be performed with relevant documents inspected. 
External auditor work papers may be relied upon as well. Various items 
may be considered in evaluating D&I such as alignment between risk and 
control objective, sufficiency in control frequency, issues and exceptions 
are addressed timely (e.g., detection controls) and adequate segregation 
of duties or compensating controls. Based upon inquiries and obser-
vation, if the control is deemed effective for D&I Examiners would then 
test operating effectiveness (“TOE”). Examination Sampling Worksheets 
(“Exhibit O”) should be considered in control sample sizes. As discussed 
above in the “Control Activities” section, a control deficiency or control 
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assessment of “weak risk control” may still occur after TOE completion due 
to issues noted in testing, which may result in substantive testing based 
upon residual risk assessment. 

If it’s determined that the design of the control is not effective to reduce 
the risk or the control is not implemented where there is documented 
support for TOE of the control, then the control would be deemed ineffec-
tive or “weak risk control” and the value to the examination would be to 
place more time on Phase 5 substantive testing procedures and not per-
form TOE on the control. Ultimately, an effective control(s) should reduce 
or mitigate the inherent risk. If inherent risk equals residual risk than the 
control is not effective. 

Conclusion 

Understanding the key elements of the COSO framework can assist in 
understanding the parallel between best business practices for effective 
internal controls and examination procedures. Effective internal con-
trols may reduce or mitigate risks and create examination efficiencies by 
placing more time and value on control testing in Phase 3. For ineffective 
controls, Examiners would want to place more time on substantive testing 
in Phase 5. However, this is not intended to imply that substantive testing 
should not be performed such as on high inherent risk assessments, but 
rather help Examiners efficiently identify effective from ineffective con-
trols and impacts to the examination procedures. 

End Notes:
Sources 

        1 An executive summary of the COSO Framework can be found at                 
 Executive Summary (coso.org)

        2 Committee of Sponsoring Organizations of the Treadway Commission

        3 Guidance on the COSO ERM Framework can be found at Guidance on  
 Enterprise Risk Management (coso.org)
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Market Briefing - Recap for 2022 and 
Potential Impacts on Insurer Investments

By Ed Toy  |  Risk & Regulatory Consulting, LLC, Reprint

Introduction
To say that 2022 was an eventful year for investments would be a significant understatement.  Interest 
rates rose across the entire yield curve.  Market spreads varied.  Equity markets jumped up and down.  Oil 
prices spiked and then settled back down.  Commercial real estate values rallied before dropping.  This 
market briefing will focus on changes since year-end 2021 and how those changes very likely impacted 
U.S. insurance company investments and investment practices. [The data for insurance company investments was all
based on Financial Statement Data submitted to the NAIC and acquired via SNL, which is a unit of S&P Global.  Market data was acquired 
via the Federal Reserve Bank of St. Louis.]

U.S. Insurer Invested Assets

2020 2021 2020 2021 2020 2021 2020 2021
Bonds as percent of ULT 77.42 75.38 80.48 79.42 67.86 64.01 82.30 82.17 
     Corporate (plus Loans) 44.09 43.26 51.40 51.34 26.52 25.07 33.34 33.93 
     Governments 14.41 13.98 9.78 9.52 24.66 23.07 21.90 21.99 
     Structured 18.35 17.58 18.78 18.14 16.16 15.24 25.02 24.00 
Mortgages and Real Estate as % of ULT 10.88 10.75 15.02 15.14 1.74 1.71 0.17 0.23 
Equities as percent of ULT 8.90 10.43 1.31 1.55 26.89 30.35 13.65 13.24 
Schedule BA as percent of ULT 3.32 3.93 3.19 3.88 3.51 3.93 3.88 4.36 
Equities as percent of Surplus 33.09 37.65 11.98 13.87 47.15 53.23 13.80 13.65 
Schedule BA as percent of Surplus 12.34 14.19 29.13 34.63 6.15 6.89 3.92 4.49 

Combined Life P&C Health

Before diving into the specific market details, a quick review of U.S. insurance company investments is 
useful.  Investment portfolios consist primarily of fixed income investments, with about 75% of unaffili-
ated long-term assets in bonds and roughly another 11% in mortgage loans.  Equities are also significant, 
though the exposure as a percent of assets is not that material for Life companies.  Less transparent in 
terms of their market risk are those investments reported on Schedule BA.  These tend to lean heavily to 
equity-type risk, but also include some fixed income like instruments.

2020Y 2021Y 2020Y 2021Y 2020Y 2021Y 2020Y 2021Y
Bond Portfolio Maturity Score 12.19 12.49 13.95 14.38 7.95 8.02 7.36 7.74 
1 or less 10.45% 9.72% 7.75% 6.89% 16.76% 16.67% 19.19% 15.16%
1 to 5 30.48% 30.12% 25.83% 25.29% 41.54% 41.07% 44.43% 45.56%
5 to 10 28.60% 28.18% 28.08% 27.33% 30.18% 30.29% 27.70% 29.69%
10 to 20 14.37% 15.24% 17.29% 18.35% 7.65% 8.17% 4.29% 5.34%
greater than 20 16.10% 16.75% 21.05% 22.15% 3.87% 3.80% 4.40% 4.25%
  Greater than 10 year 30.47% 31.99% 38.33% 40.50% 11.52% 11.97% 8.68% 9.59%

Combined Life P&C Health
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A key consideration for bond portfolios is the duration, and therefore interest rate risk, of the holdings.  
Duration is not reported on the investment schedules, but expected maturity dates are.  While different 
variables impact the actual duration of individual holdings, maturity can be a reasonable indicator of 
when there are likely to be exposure to longer duration assets.  The average maturity score for Life in-
surers has been increasing in recent years and was at just over 14 years as of year-end 2021.  Property & 
Casualty (“P&C”) insurers and Health insurers maintained considerably shorter portfolios.

2020Y 2021Y 2020Y 2021Y 2020Y 2021Y 2020Y 2021Y
Bond Portfolio Credit Sore 1.46 1.46 1.52 1.52 1.31 1.32 1.34 1.38 
NAIC 1 63.01% 62.58% 57.33% 56.79% 77.25% 76.88% 74.43% 72.31%
NAIC 2 31.09% 31.64% 36.49% 37.33% 17.60% 17.77% 19.69% 20.66%
NAIC 3 3.65% 3.53% 4.02% 3.78% 2.64% 2.73% 3.46% 4.21%
NAIC 4 1.68% 1.70% 1.57% 1.52% 1.91% 2.08% 2.09% 2.51%
NAIC 5 0.49% 0.41% 0.51% 0.42% 0.47% 0.43% 0.24% 0.20%
NAIC 6 0.09% 0.14% 0.07% 0.15% 0.13% 0.12% 0.09% 0.11%
  Below Investment Grade 5.90% 5.79% 6.18% 5.88% 5.14% 5.35% 5.88% 7.03%

Combined Life P&C Health

Based on the distribution of bond holdings across the broad categories of NAIC Designations, credit qual-
ity in the bond portfolios has remained relatively stable.  While holdings of below investment grade bonds 
are significant and have increased as percent of total for P&C and Health insurers, the U.S. insurance 
industry as a whole remains generally underweighted to the more volatile category.  Holdings of bonds in 
the triple-B category have also grown over time as that part of the market has grown.  Of potential inter-
est, and perhaps deserving of special focus, would be those with a BBB-minus rating since those would 
be most at risk of downgrade to below investment grade.

Inflation
A main driver of economic volatility in 2022 was undoubtedly inflation, as indicated by year over year 
percentage changes in the Consumer Price Index (“CPI”).  There are two metrics – the Overall CPI and 
the Core CPI.  The Core CPI excludes food and energy as those two contributors to CPI can be very vol-
atile from month to month.  Oil prices jumped from $75 per barrel to a high of $130 per barrel in March, 
before settling back down to $80 per barrel at year-end 2022.  Both of the CPI metrics started increasing at 
the end of 2021, largely driven by supply chain issues that are a continuing holdover from the COVID-19 
Pandemic in 2020.  This was exacerbated by various factors – especially a spike in oil prices – that were 
related to the Russian invasion of Ukraine.  Overall CPI peaked in June of 2022 at 9.1%.  Core CPI peak-
ed a few months later, in September, at 6.6%.  Inflation had not been at these levels since the early 1980’s.  
Since then, both of the metrics have moderated.  Overall CPI came down to 6.5% and Core CPI to 5.7% 
in December.
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Interest Rates
While inflation may have been a driver of economic volatility in 2022, the impact on investments came 
from the policies enacted by the Federal Reserve Board (the “Fed”).  Fed policies had generally kept in-
terest rates relatively low since 2008.  With the COVID-19 Pandemic in 2020, the Fed took drastic action 
to revive the economy.  This included lowering the target range for Fed Funds to zero and increasing the 
Fed balance sheet through asset purchases to almost $10 trillion.  While the Fed did not take immediate 
action at the end of 2021, it began to aggressively increase the Fed Funds target range, increasing short-
term interest rates at every meeting of the Federal Open Market Committee meeting in 2022.  With the 
last increase in December 2022, the Fed Funds target stood at 4.25% to 4.50%.  In addition, the Fed began 
to gradually unwind its holdings of longer dated assets.
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As a result, the effective Fed Funds rates neared 5.0%, a level not seen since 2007.  Yields on short-term 
Treasuries also rose by over 400 basis points.  Yields on longer dated Treasuries also rose, but not to the 
same degree.  By the end of the year, the 10-year Treasury yield was at 3.88% (up 237 basis points) and 
the 30-year Treasury yield was at 3.98% (up 207 basis points).  This is compared with the 1-year Treasury 
yield of 4.72% (up 433 basis points).  The lower yield on longer dated Treasuries is largely attributed 
to market concerns that the Fed would overshoot its goals and drive the U.S. economy into a recession, 
which would then precipitate a need to lower interest rates in the future.  The net result of short-term inter-
est rates that are higher than long-term rates is an inverted yield curve.  At various times, short-term rates 
were more than 100 basis points higher than long-term rates and closed the year with the highest point 
of 4.77% on the 6-month Treasury versus a low point of 3.88% on the 10-year Treasury.  This degree of 
inversion is also the most significant since the 1980’s.
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This rapid and dramatic curve inversion of 250 basis points (between the 1-year Treasury and the 30-year 
Treasury yields) has the potential for creating significant anomalies in the fair market value of different 
instruments.  One area for special focus is interest rate related derivatives used in hedging.  Different in-
terest rate hedging strategies may be impacted in different ways as the value of longer dated swaps will 
differ from shorter dated ones, and derivatives that use shorter duration risk to offset longer duration risk 
may be affected in unusual ways.  Dramatic curve inversions such as this may impact determinations of 
hedge effectiveness for Statutory Accounting purposes.
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U.S. insurer holdings of bonds issued by non-U.S. 
entities are not that significant, but investments in 
those will be impacted differently and to different 
degrees.  Different interest rate markets have also 
impacted foreign currency exchange rates.  Any 
non-U.S. dollar investment that has not been hedged 
will see material differences in valuations.

Investment Yields
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Option Adjusted Spreads 2021-22

A-Rated BBB High Yield

The rapid and significant rise in interest rates also translated into higher investment yields in the bond 
market.  Broadly speaking, the change year over year differed depending on the credit quality.  Corporate 
bond yields for single-A rated issuers rose from 2.20% to 5.25%, while triple-B rated bonds rose from 
2.70% to 5.75%.  More significant was the broad category of high yield bonds, or those rated below 
investment grade.  Closing the year at 8.85% versus 4.35% at year-end 2021, this category experienced 
additional volatility during the course of the year as market sentiment continued to evolve.  While most 
of the increase in corporate bond yields was driven by rising Treasury yields, another component was 
changes in option-adjusted spreads.  Investment grade corporate bonds saw a gradual increase in op-
tion-adjusted spreads during the year as concerns about a weakening economy in the future did impact 
concerns over downgrades.  Much more significant was the volatility in option-adjusted spreads for high 
yield bonds which began the year at 310 basis points and peaked at 600 basis points in July, before settling 
at 480 basis points at the end of the year.
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Emerging Markets Option-Adjusted Spreads - 2021-22

Emerging Markets EM minus HY

An additional indication of market volatility is the differential in option-adjusted spreads between differ-
ent credit quality bonds. The differential between single-A rated corporate bonds and triple-B rated corpo-
rate bonds experienced a modest increase over the year.  On the other hand, the differential between high 
yield corporate bonds and triple-B rated corporate bonds varied significantly, beginning the year at 190 
basis points, increasing to 390 basis points in July, before settling at the end of the year at 310 basis points.  
Similar volatility was seen in the differential in option-adjusted spreads between emerging markets bonds 
and high yield corporate bonds in the U.S.  This reached levels of 400 basis points before finishing at 160 
basis points, which was actually lower than where the differential began in 2022.
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The Impact of Duration

 30 year  10 year  5 year

CPR Short Intermediate Long
0.0% 6.60                 15.96               25.46               
2.5% 3.38                 8.76                 16.11               
5.0% 2.38                 6.17                 12.18               
7.5% 1.90                 4.78                 9.92                 

10.0% 1.61                 3.95                 8.39                 
20.0% 1.13 2.40 5.25 
25.0% 0.93 2.08 4.45 

Average Life

A simple illustration of interest rate related risk is what happens to different bond maturities (30-year, 
10-year and 5-year) with different levels of interest rate changes, in 50 basis point increments up to 400
basis points.  At the extreme end, a 30-year bond would lose half of its fair market value with a 400 basis
points increase, while the 10-year and 5-year bonds would lose 30% and 15%, respectively.  Further com-
plicating this calculation is the impact of rising interest rates on Residential Mortgage-Backed Securities
(RMBS), both Agency-Backed and Non-Agency Securities.  RMBS investments are typically modeled at
time of purchase with a certain Constant Prepayment Rate (CPR).  In the illustration above, a 10% CPR
would mean an expected average life of 1.61, 3.95 and 8.39 years, respectively, for the different tranches.
As interest rates rise and actual prepayment experience declines, perhaps to zero, those bonds extend to
6.60, 15.96 and 25.46 years, respectively.  Cash flows decline dramatically, and valuation is on the longer
end of the interest rate curve, further impacting liquidity issues.
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Duration 
Category

Weighted Avg 
Duration % of FV % of CV FV/CV Revised FV/CV

< 2 years 0.90 10% 11% 102% 99%
2 - 5 years 3.66 19% 20% 104% 95%

5 - 10 years 7.07 26% 27% 107% 92%
10-20 years 14.45 38% 36% 115% 85%
20+ years 24.40 7% 7% 111% 67%

Grand Total 9.55 100% 100% 109% 89%

The table to the left is an illustration of how the in-
crease in interest rates and investment yields may 
impact a typical Life insurance company bond port-
folio.  With a distribution across different duration 
buckets and fair value estimates as of year-end 2021 
in comparison with carrying value, the portfolio had 
a fair market value equal to roughly 109% of carry-
ing value.  With the change by year-end 2022, that 
relationship would have declined to 89% with the 
most significant change in the longest duration cat-
egory, declining from 111% to 67%.

Under general considerations, a decline in fair market value of the bond portfolio does not have a direct 
impact on an insurance company as long as it can continue to hold those bonds until they mature.  None-
theless, this shift does impact liquidity considerations and any liquidity stress testing that the insurer does.  
A more direct and immediate impact is on any bonds that are pledged as collateral where the collateral 
requirements rely on fair market values.  Two significant areas are those assets pledged to Federal Home 
Loan Banks and to derivatives counterparties.  A material decline in fair market value of those assets 
could lead to a need to add additional assets, further impacting the insurer’s liquidity profile.
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While equity holdings are less significant as an asset class for U.S. insurance companies, fair market val-
ues are more volatile.  Carrying values are also at fair market value, which therefore has a more immedi-
ate impact on an insurer’s capital and surplus.  Nothwithstanding the substantial drop in equity markets in 
the spring of 2020, valuations had generally been strong through the end of 2021.  In 2022, however, the 
S&P 500 declined 19.4% and at one point was down 25% from year-end 2021.  In the above illustration 
to the right, equity markets were indexed at 100 at the beginning of 2021 for the Dow Industrials, S&P 
500 and NASDAQ.  The Dow Industrials and S&P 500 largely mirrored each other and ended the two 
year period up 9.7% and 3.8%, respectively.  The NASDAQ, which is more technology heavy and also 
has smaller capitalized companies, was down 17.6% over the same two year period.  For additional color, 
the market performance of the cryptocurrency, Bitcoin, was added.
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The graph above left focuses on just the year-over-year change from 2021; the three market indices were 
down 8.8%, 19.4% and 33.1%, respectively.  One important factor in assessing equity markets is the 
price-earnings multiples.  This is always a bit of an inexact calculation as earnings are reported and as 
earnings expectations change.  However, the market multiple for the S&P 500 ended the year at roughly 
20 times, which is well below the running two and five year averages.

Commercial Real Estate Values

 40

 60

 80

 100

 120

 140

 160

 180

 200

 220

 240

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

Commercial Property Indices

National All Property Retail Apartment Office

As U.S. insurance company investments in real es-
tate related assets have increased over time, albeit 
mostly in the form of mortgage loans, commercial 
real estate valuations have become a more mate-
rial consideration.  While national index values 
declined in the first half of 2020, they recovered 
quickly and continued into 2022.  That latter trend 
shifted significantly in the second half of the year.  
Higher interest rates impacted valuations, but there 
were also increasing concerns about prospects go-
ing forward.  

The All Property Type National Index declined more than 13% from the peak in the spring.The retail 
sector has continued to struggle.  As long-term leases begin to expire on tenant space in office buildings, 
this is expected to be materially impacted by companies that have grown more comfortable with work-
from-home programs.  This is more likely to be the case for properties in central busines districts.  The 
national index value for apartment properties did extremely well over several years, but that sector also 
dropped significantly in the last few months of 2022.

Closing Thoughts and a Few More Questions to Consider
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Economic uncertainty, high inflation, and a sharp rise in interest rates came together in 2022 to 
negatively impact virtually every asset class and investment practice.  This led to both realized and 
unrealized losses.  There may also be yet to be recognized losses as insurers carry many assets at 
amortized cost._______________________________________________________________________

With higher interest rates, insurers will be able to invest in new bonds and mortgage loans with higher 
yields.  However, existing holdings of bonds and mortgages loans will see their fair market values de-
cline.  Those declines will be significant for longer dated investments.  Some investments may see 
those value estimates also decline even more with the increased risk of downgrades and/or defaults.  In 
addi-tion, RMBS valuations will be under further pressure because of lower prepayment rates.

Though we typically focus on the impact on fixed income instruments when interest rates fluctuate, this 
also affects the valuations of other invested assets, including equities and private equity funds.  Subject 
to other variables, higher interest rates also negatively impact the valuations of equities and equity-
related investments.  One of those other variables is the longer term prospects for earnings for 
companies that have been invested in, which will also be negatively impacted if they carry a material 
amount of debt. ______________________________________________________________________

The actual impact on some other asset types will be more difficult to discern.  Two asset types that may 
be of special interest are collateral loans and bond mutual funds, including exchange traded funds.  Col-
lateral loans are typically considered fixed income instruments and so would be subject to those same 
pressures.  However, an additional consideration is what effect higher interest rates may have on the as-
sets that are pledged as collateral.  Statutory Accounting and individual state investment regulations 
limit admissability of collateral loans depending on the underlying value of those assets.  Bond mutual 
funds obviously have bonds as the dominant holdings within their portfolios and would therefore be 
subject the pressures already described.  But an additional layer of complexity is the management of 
those portfolio, whether active or passive, and how that may impact the net asset values of the fund.

When markets are more volatile, it is not uncommon for insurance companies to more actively manage 
their portfolios with the goal of addressing different market dynamics.  Insurance companies do not typ-
ically try to time the market.  As insurance companies increase their trading activity, beyond what may 
have been the norm, there should be adequate controls in place to monitor and manage increased level 
of trading to avoid unexpected consequences._______________________________________________  

One potentially high priority issue noted is the impact of lower fair market values on assets pledged 
as collateral.  Typically, assets pledged as collateral are subject to mark-to-market requirements.  The 
main areas to focus on are likely those assets pledged to derivatives counterparties and to Federal Home 
Loan Banks._________________________________________________________________________

With the extended period of low interest rates, insurers also generally enjoyed an investment portfolio 
that had a fair market value in excess of carrying value.  That dynamic very likely changed in 2022.  
How has that impacted liquidity planning and the liquidity stress testing that companies should be 
doing?

Finally, what can we expect in 2023?  If companies (over)-adjusted in 2022, will there be a price to pay 
in 2023?
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Visit SOFE at: www.sofe.org 42



���

�� �����	�
	����	������������������������������������������	����������������������������	������� �����������!�	����"��������#������$������������������������%���������������������������%�����	��� &���	�����&���	��'�������(�������������)�*���������������+�����������+����,���������������������������������-��������������������	�������	-����������� �
���"��������.����	��������&���	�����/��������	������������������	�����	�������	-�������(�0�����������	���������������0����������"���0��	 ��123242567�89954:2;:<�=6;:9;>?@A�B56C;:<�D654>�!���������������������'����-�����!��E�	'����F	�����	����00�	�G�������+ ���������(�����������"�+������	���00�	�G�����������������'����-�����+�	'�����	��� �.�00���������(���������0���	������H��	��	-�%��������������������	+��� �I@J?7�3K5>2@K�<4;K3:9@�&"
�LL��LM�
��	��N��	��	�L�LL���	�����H�	���N��	��	�L�LO�P���	������������&���������P���������������.�	��	��������	�������#���0�0�
�(��.�#
�M�Q��Q�����	�L�$�L�LL$�&"
�LL��L�+���������������	������	���	��������������	���	�����������������������0��������-�����.�#
 �
�������	�	�������������������������	��������������0�������������������������.�#
��������������0������	�!����0��	�O�$�L�LL�����	�0����������������0����������	�����������0�������0���(�����������������������������+���������R
�������������������	�!!��"� �%�%�����
-���&������S�����������	�S��	�0��������!!��"� �, �����������	�����������	�	���������&"
�LL��O��	�������������	���S��	��	�L�LL���������	�0�L�LO�	���	�����+����������������"���0��	�%T$�L�LL �
�����������������������������	���	�������-�&���	�������	�����	�������������0�����������������������	���������L�LO��� � $���+�����(�����	0�����������	�������������������������������������	������0���-����������������0����� ������	�����$�����+�	'�����	����	�������&"
�LL��L�	����	���������������&"
�LL��O �
���	��������$�+�����+�	����������������������R���0��	�%O$�L�LL$��(�����&"
�LL��L��������-����-��	�����L�LL�������	���S��	��	�L�LO�+������������������������������	��	�S��	�0����	���	�����+�����	����������-�UVW�XYZY[\]̂YX�]Z�]W_�̀[�]W�V�\Y\aY[�̀b_�V̂�cVdde]fVaeY�f̀[d̀[VZ]̀̂ g�Z̀�XYZY[\]̂Y�]b�hijk�YlfYYXW�ZUY�	�����	�����	�������0����(���-���� �!!���T$��!��L�LL��%�)�H��	�m�����n�������)��	�������/�-�	�#��������L�LL��%��o�Q��R���0��	�%O$�L�LL$�����+�	'�����	�����������$���������$�	������������!!��"� ��TpR�	�������� �
���	���������������+����0��������������	������������������	�0�qrs�tuvwxvty�z{|}~��}~{�������{��}�������qrs�tuttxuvy���}|�����{��{��}�������|����}�����{|��{���������������������������	�������	���������-�	�0������������	�������	0������� �
�����	����������	��������������� �%$�L�LO$�+������	�-������������	0����� �����	�������	0��������������������	�����	��������������0�����0���	��-��������(���	������������������������	�������������������	�	-����� ! �F��� �H�	��(�0���$�����	�����	�������	0�����������	����-��������	����	�����+���+��������	0�����+��-��	��0�-��������������������������������		��������������	������-0������������(���	�������������	�0����+�����������	���	0���$���-$����	�-��	� �
�����	���������-�	�0����������	������������������	������������	�������	0��������������	0����	���	���������������������������������	�������������������	��������������������������$����������������	���������	����-�����������������$��	�����0�����������������+�$��������������(��������������	��������	����������������	���������������������0���������	������������ �
����������������+����������-��������������-�����	���	���-0����	��'��������������	�����������������+�����	���-�������������	���	����������������������	������ �&�����������-���	0����������������������������	����������������������(��������������	�����$����������$��	�����������������������0 ��!!��"� �%,���"� ��O$�/����������0�	���0���������	���������	0����������L�L%�L*��)��������L�L%�H����"��������#������$�����+�	'�����	�����(��������	���00�����	�������	������������!!��%,���|�}��|{y��}���|{�y����}��{��������{��{��������|�~{�{��������!!���O��{�������|{�z{�}~{|��q��{��������{��{��������|�~{�{����}���{�������|{����}�}�}{��������	���������������������	������������0�	���0�����+��������������	���	�-������	��������-����������	����������������	0$�+�����+�����	�S��	���00��������(����������������0�	���0����������-������	���+����������������	0���������	�- �
�������������0�+����(��������	���00��������������%�$�L�LL���������0�������������00�������-�+������������������������R���0��	�%O$�L�LL �
���	�������������+���0�������������	��������	�������������	������(�����������������+��	������	�������������������	��0������������	���������������������������������������������+�������������0�	���0������������	-���	�����������������-����������������������	��������	-���������������(��������	�0�
Visit SOFE at: www.sofe.org 43



���

�������	�
������	����������
�����
����������������������	��
�����
��������	�
����������
��������������������	���
�������������	���
���������
����	
������������
�����������������������������
�	�������
����	
������������
������������������ ��!"#$"%"&'$(�)*+,-./)-01"-&.--",$-������	�����23
����3�������
����4�	��56789:279;�<���	��
��������
�����
��������
���������	���������������������	�����=
������
����	��
������
��������	��
���
������	����
����������������������	��
���
������
�3����>����
�����
���������������
����������������
��	��
����	�
������������������
�������������?���
��������������	
��������������������3������������@���	���������
������
		�������3�����������������	������	����������
�������
�������
����3��
�	��������
����
�����
�����	��������
�������������
�	����������
����������A�
��������3��������������������
��
�3�����
�23
	?�����	�������������	��������	�������@���	�
�����	
������
�������������
��
�3���	���������
��
��������3�����������	������B������
�������3�������34�	��������������������
������
�����
������3�������
��������>CD�	�
�����3
�������������D�������
��������
����
����������������
�����������������������������
������3���
���������
��������
���������A�����
��������>CD�	�
������?���A��������
��
�3���3��
	A�����������������
����E�
��
���3�����������������������E��@������������������������������������
�����
�����3�����
������������	���	����������
��
������������������������������
����������	�����@������������������4�	����������
3���������	����23
��������
�	�������������������
�����
�3���������
��	�������3��
�	�������������
�������������������
����
�����������
�	�
����
��������������������
���
���	����FGHIJKLMGHNGO�LPI�JNKQK�RJIKIGL�NG�MG�NGKFJIJSK�NGTIKLUIGL�RVJLWVXNVY��ZPI�RJVRVKIH�[VGH�HIWNGNLNVG�NGLJVHF\IK�LPI�\VG\IRLK�VW�]NKKFIJ�\JIHNL�V[XNOMLNVGK̂�MGH�]MKKIL�[M\QIH�KI\FJNLNIK̂Y���3��������3��	�
��������
��
���������3���
���������������������������������
��������������������������
�������������
��������������3�����������
��	�����������������
�����
�������������
��������������
��3���
������
���
������	����������	����	��������������
���������������3��������3��	�
��������
��
��
�����3
	?�����	������5�C�;���������������������
����������3�������������
���
���
�����
�������������
��������3��	
���
��3
	?���3��	��
���
��5���
�	�
��
����������2���
�	�
��
�����;���
����������	
��������������	����3���
�������������������������������������������3��
������	���������
�	���������3��
������	���������
�	������	
��3������
��=���
����������������������������������������
������������	���	����������
���
���
����������������	��
���
������	�����@�����
���
������
��
�������������A����������C��3
�������������������C�����3
	?���3�����
�	�
������2���
�	�
��
����������	��������������
���
��_��������������?���������������������	������������3��	�	�����B��;������������������������7̀>����;������������������������a >�����;�
�����
�����������
�����
�����;�
��	��������
�����
���������������������������������	�������������
�	����������������	�����23
����3
����3�����4�	���@�����������������������������	��������������
�����������
�	�����	�������
������	������
�����b
��
���9����787������	��������������������	���	���
�����������
�	�����3�������������cPN\P�cNXX�VTIJJNHI�ddef�gVY�hSK�OIGIJMX�OFNHMG\I�JIXMLIH�LV�M�\PMGOI�NG�M\\VFGLNGO�RJNG\NRXI�����
�������������
�����	��������
����������A�
�����������������3������������������3����	�
�������������	�������i29���
�
������
��
��
����=���	���
���3����	���=���������
����	
3��������	�����������������
����=���	���
������
	A��������	�������
��������������j���������������������������������������
3���
������������������������������79>�����	���������
�	�������3����	����������
�������A�
�����
��3�����k����
�������
?����������������������������3��	���������
��������
������
��������3�������������	�������C��
��j�����l��2@�������������������m�������������������	�������
��������������������������������������������	��
���
��������������������������������A�
�����
��
��
��������
��������������������������	�����3��
�����������������
�����������
�����������	�����������
����
���������������������
�����������������
�����������3����
���������n���
���
���������������	����������������������������������
����3����
������
�������������
����=���	������
����
���������	�
����������
����������������	������������
�������������	��	�
���������
����
����3�������	�����
������
��=����
�������������o����������������3����	�������������A�
��������3������������������������
��
	?�����
��������	
����������������
���������������������������
�	�������������a >�����������	
��������
��������������������������������D�������
�����n�������������������
�������	����
������787 ���������
���
��_����������������������	
��������@�8 287B�_����	
������
��p�������������	��
������������
��������567877297;B�������
��������������@�8 287��
��������������3��	�	���������������98��7877����@�8 287�	
�������	���
�����
�������3�������
�����
�������
���������������	
�����������	��
���������
Visit SOFE at: www.sofe.org 44



���

����������	
�	��������������	��������������
	���������������������	���
	������	��
������

��������
�����������	��������
��������������������	���
��	��	������������������
	���	�����
���
��	�����������	���
���������������	���������������	�	��������������	������	������	�	�������������	��	�	���
�	���
�����������	������������������
��	��������	������������������ �������!!"��#����$%��������������������
������	����������������������������	���	���
�	�����#"�&�
	���������

�����������	�������	
����
��������	���
	������	��
�������	������	�������������������	�������	�����	�����	�	�����'���(�������)�������*����
���	��������
�����	��	��������

���������������	�������
��������
	���
�	��	�������������	��������	���������	����������!!"��#���$+%�,�&����	���������-���
�./$0$$*++12�3��"���
	�+0��	���(�������)���������
�������
���
�	��!!"��#���$+%43	����"���		���"

�	
�	���������	��	�	�������
	����

�	
����������
�����	�������������		�������	���������
���
	����������
�����		�������
	����

�	
��'��
���������	�����
�����	���	�������

��������
�
	��������������	�������	���������������������!!"��#���$04#������		���"

�	
�����!!"��#���$+%��5�	��!!"��#���$04#������		���"

�	
�����!!"��#���$+%�����	����	������������������	������	�����6786�9:8;<=<>?�8?�8@�A<@B>?6>C�8??>6DE�FFGH�IJD�KL�<?�>MN;<�	�	��	�	�������
	���	��

�	�����	�������
	����������
��������		����

�	��%���	���
�

���
���	��
	�	��������	��
��������������	���	��	���	������!!"��#���$+%���������
�	��������������!!"��#���$0��	��	��	��������������������	����
����	��	������������	�������	�����	�����������
��������		�������
	����

�	����	���
	������	��
���������������	�����������	��������	���	������	������
	���	
������O���	����	��������	���
��������--&�������������������	�������������!!"��#���PQ��
��	����������������	������	���
	������	��
������

���	��������	��	�����	��
������
	���	
���������������

�

���	����������������������	�	�������	����	�������
	���	���������	��������		�������	��	������������)""������	��'���(�������)�������*����
���	�����������	����#���R����	�'���&����	
�S�T���	������
	���	
�����'���&����	
�./$0$$*+P12�'���#���R����	�'���&����	
�.#R'&1�����������
��
	����
�������&�����

����U�������$000����������	
����������������������	��	�������
�	��������������*�����������	�������	������
	���������������	���
����������������	������
	���	
���������������	����������
��������
�&������	��U���������	�T�	�	��
�.&UT
1��&UT
�	��	��������	���	�������	������	������	����	��������	�������������������
	��������	���
�������	���
���
�	��	�������������
������
	���	
�����������������
������������*����������������������������	��
��'���	�������	����������	��	�������
	��
�	�	��� VW����	���	�	����
	����	�������
	���	������
���������������
����*�������������'���
��

����	�����������#R'&�����������
�����	��
	�	�
�����	����	���������#R'&�����
��	�����"�	������	�����
�����
��������	������
	���	����
	��������	���
	������������	����������	���
����������������������������
��O�	�	��!!"��#���PQ4X���	�Y��	���
�����	���
���
�����-���	���-������	��&�������
��	�����	��	����#R'&�����
	���	
��
�����	�������	
�������	�����	����	���
��"
�
����	��
�
	��	�����
���
���	��	������
	�������*���������
����	�������	
������������!!"��#���V �	����	������	���
����S�--&������������!!"��#���PQ��"�	������!!"��#���V 4-���������Z��
����'���&����	�������	������
	���	
��������
��������������������	������
	���	��	��	��������
�	�������	
���	��������	���.�������1���
����������
	���	��������	��������������!!"��#���V ��
�
������	��-�Z'&��������
��#"�&�
	��������������������	���(�������)���������	���#"�&�
	����	������	������������
���
	�	�	��������	������������	����	��������	�������	������
	���	
�	��	���������������
����������	���������������������������
���

�	�������	����
	�	����������	�������	
���	��
���	����	���	��	�	��������
����������������
����
����!!"��#���V 4-���������Z��
����'���&����	
�������	������
	���	
��!��
�����	���
�����	�����������
������	�����������������
��!!"��#���VP4'���
������������#��*'���
��������!	�	��'���&����	
��#���	�����R%�./$0$$*+V12�'��
���������	�����
�����������	����
�

�	�����	���
	�����	��������
�����.�R%1���	����
	�	�	��������	�����
����������	��������	�������������	����������		���������
������������	�����R%��"�	������	���
	�	�	��������	��������������
������������������
�����������
��	�����
������	���
	���	������������	���
����	�����������
�����������������������	������	�	��
�	�������	��������	�����R%���
�	�����"�����	�����R%�����
�	��	���	������������	���
	�����	�����

�
��������������	��������	����R%������	������������	���	������	������������	���
	�������	�������
��������������	��������	����R%������	�����"���
������������	�����R%��
������	����
����������		����

�	���������	�����	���������
�����

������	�����"���		��������	���"�������&���������-������
����
�."&-�1���	���3	�� +��$0$$�����
��������
���	�����
	����
	�	�	��������	��������������	
����	����������		���������
������������	�����R%���	��������	�����������	���
�������
����
��'�����������	�����
����������	����
�����	�������������������	��������
�����	���
�

�����	�	������	���[����������������������	������
���	����	�����#"�&�
	�����'���(�������)�����������	�����	�������������������	�����
���	�����������	������������
	���
Visit SOFE at: www.sofe.org 45



���

������	
�����	�������������������	�	����������������������������������	��������������	������	�����������	�����������������������	���������������	�������	�������������������������������	��������� �	�������������������!�!�	����!�	���	������������	���������	�����������	�����	�������	�����������������������������	!�������	���������"#$%&'($)*�+(,#-(.�/001213456�178594:5749�1794;<=41>79�376�94;<=4<;59�5?@>9<;5�A���������B�CD�B�����E������FG����	������	������	������
��H��������	���!!�������	������������!�	��������
�	���������FG����	!������������	����������	�����������������!�����������	��������������������H��������������������������������
�����	�!�IJ����KI����!�	��������
���������������������������
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AUTHORS WANTED
The Publications Committee is looking for members to write 
articles for The Examiner magazine. Authors will receive six 
Continuing Regulatory Credits (CRE) for each technical 
article selected for publication.
Interested authors should contact the Publications Committee 
Co-Chairs, Shawn Frederick or Robin Roberts, via
sofe@sofe.org.

Mark Your Calendars for
Upcoming SOFE Career Development Seminars

Details as they are available at: www.sofe.org

2023 July 16–19
Louisville, KY

Omni Louisville

2024 July 28-Aug. 1
Oklahoma City, OK

Omni Oklahoma City Hotel

2025 July 19-22
San Diego, CA

Omni San Diego Hotel

The Examiner®
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Society of Financial Examiners® 
3505 Vernon Woods Drive
Summerfield, NC 27358
Tel 336-365-4640 
Fax 336-644-6205
www.sofe.org

We are a nation of symbols. For the Society 
of Financial Examiners®, the symbol is a 
simple check mark in a circle: a symbol 
of execution, a task is complete. The 
check mark in a circle identifies a group 
of professionals who are dedicated to the 
preservation of the public’s trust in the field 
of financial examination. Our symbol will 
continue to represent nationwide the high 
ethical standards as well as the professional 
competence of the members of the Society 
of Financial Examiners®.




