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STATE OF WISCONSHl 
DEPARTMEI--IT OF ST/\Tr: 

REeEIVEO AND FILED 

ORDER OF THE OFFICE OF THE COMMISSIONER OF INSURANCE NOV 2 0 1978 

Pursuant to authority vested in the Commissioner of Insuranee 
by seetion 601.41 (3), Wis. Stats., the Commissioner of InBuranee hereby 
adopts a ru1e as fol1ows: 

Section lns 16.02 of the Wisconsin Administrative Code is 
adopted to read: 

lns 16.02 Annua1 audited financial reports and examinations 

(1) PURPOSE. This rule is promulgated to implement, interpret 
and eet forth proceduraI requirements neeessary to carry out the purpose 
and provisions of ss. 601.42 and 601.43, Stats. 

This rule shall not prohibit, preclude, or in any way limit 
the commissioner, or his designee, from ordering or condueting or 
performing examinations of insurers under his jurisdietion as to 
practiees, procedures, finaneial eondition, market conduet and other 
aspeets of the operations of such insurers. 

(2) SCOPEo This rule shall apply to all insurers licensed under 
chs. 611, 612, 613, 614 and 618, Stats., and the State Life Fund. 

(3) EXEMPTIONS. 

(a) Upon written application of any insurer, the commissioner 
may grant an exemption from eompIianee with this rule if the eommissioner 
finds, upon review of the applieation, that eompIianee with this rule 
would eonstitute a finaneial or organizational hardship upon the insurer. 

(b) An exemption may be granted at any time and from time to 
time for a speeified period or periods. 

(e) Within 10 days from a denial of an insurer's request for 
an exemption from this rule, such insurer may requesta hearing on its 
applieation for an exemption as provided by s. 227.075, Stats. 

(d) Insurers having premiums written in Wiseonsin of less 
than one hundred thousand dollars ($100,000) in 80y year and having 
less than one thousand Wisconsin polieyholders at the end of any year 
are exempt from this rule for such year. 

(4) DEFlNITIONS. UnIess the context otherwise requires: 

(a) "Aecount8Ot" means those persons who meet the requirements 
of sub. (13) of this rule. 

(b) "Audited finaneia! report" means and ineludes those items 
specified in sub. (6) of this rule. 



(e) "Executive offieer" means any individuaI eharged with 
aetive management and eontrol in an exeeutive eapaeity of a person, 
whether ineorporated or unineorporated. These individuals inelude but 
are not limited to a chairman of the board, president, vice president, 
treasurer, seeretary, eontroller, and any other individual performing 
funetions eorresponding to those performed by the foregoing offieers. 

(d) "Insurer" has the meaning set forth in s. 600.03 (27) (a), Stats. 

(e) "Workpapers" are the reeords kept by the aecountant of the 
proeedures followed, the tests performed, the information obtained, and 
the eonelusions reaehed pertinent to the examination of the finaneial 
statements of an insurer. Workpapers, aeeordingly, shall inelude work 
programs, analyses, memoranda, letters of eonfirmation and representation, 
management letters, abstraets of company doeuments and sehedules or 
eommentaries prepared orobtained by the aeeountant in the eourse of the 
examination of the finaneial statements of an insurer and whieh support 
the opinion thereon. 

(5) SCOPE OF AUDIT AND REPORT OF INDEPENDENT CERTIFIED 
PUBLIC ACCOUNTANT. 

(a) Finaneial statements fumished pursuant to sub. (6) 
shall be audited by an independent eertified public aeeountant. 

(b) The audit of the insurer's finaneial statementa 
shall be eondueted in aeeordanee with generally accepted auditing 
standards and such other proeedures as promulgated by the National 
Association of Insuranee Commissioners, as the accountant deems neeessary. 

(e) The commissioner may from time to time require that 
additional auditing procedures be observed by the aeeountant in the 
audit of the financial statements of insurers pursuant to this rule. 
Any separate reports given to the commissioner on the additional proeedures 
and findings shall be considered to be the eommissioner's workpapers. 

(6) CONTENTS OF ANNUAL AUDITED FINANCIAL REPORT. 

(a) The annual audited financial report sha11 report the admitted 
assets, liabilities and surpIus; the results of its operations; the ehanges 
in financial position and the ehanges in capital and surpIus for the year 
the n ended in eonformity with aecounting practiees prescribed or otherwise 
permitted in annual statements filed with the commissioner, as deseribed 
in Ins 7.01 (5). In the alternative, such reports may be prepared in 
aeeordance with generally accepted accounting principles provided that the 
notes to the finaneial statements include a reconeiliation of surpIus 
(or stockholder's equity) and results of operations on the basis of 
general ly accepted aeeounting prineiples to the statutory basis of accounting. 

(b) The annual audited finaneial report shall include the 
following: 

1. Report of independent certified public aecountant. 
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2. Statement of admitted assets, liabilities, capital 
and surplus. 

3~ Statement of gain or loss from operations. 

4. Statement of ehanges in finaneial position. 

5. Statement of ehanges in capital and surplus. 

6. Notes to finaneial statements. These notes shall be those 
needed for fair presentation and diselosure and shall inelude a reeon­
eiliation of differenees, if any, between the audited finaneial statements 
deseribed in par. (b) and the annual statement filed with the eommissioner 
and deseribed in Ins 7.01 (5) with a written deseription of the nature of 
these differenees. 

7. Supplementary data and information whieh the eommissioner 
may from time to time require to be diselosed. 

(7) (a) Consolidated or eombined annual audited finaneial 
reports. An insurer may file an annual audited finaneial report whieh 
eontains audited eonsolidated or eombined finaneial statements in lieu 
of separate annual audited finaneial statements provided that the 
following are included: 

1. An organization ehart of the eompanies ineluded in the 
report. 

2. A worksheet setting forth the amounts shown on the 
eonsolidated or eombined annual audited finaneial report with a 
reeoneiliation to individual amounts shown on the annual statements 
of the insurers whieh are filed with the eommissioner. The reeoneilia­
tion shall be in eolumnar form and must inelude explanations of eon­
solidating and eliminating entries. Amounts for eaeh insurer subjeet to 
this rule must be stated separately. 

(b) The eommissioner may require an insurer to file a separate 
annual audited finaneial report. 

(8) NOTIFICATION OF ADVERSE FINANCIAL CONDITION. 

(a) The insurer required to furnish an annual audited finaneial 
report shall require the aeeountant to immediately notify in writing an 
exeeutive offieer of the insurer of any determination by that aeeountant 
that the insurer has materially misstated its finaneial eondition as 
reported to the eommissioner as of the Deeember 31 immediately preeeding, 
or of any determination that the insurer does not meet the minimum capital 
and surpIus requirements of the eommissioner. 

(b) Any exeeutive offieer or direetor of an insurer required to 
file an annual audited finaneial report who reeeived any notifieation from 
the aeeountant, shall within 3 business days report the existenee of the 
materially misstated finaneial eondition or the failure to meet the 
minimum capital and surpIus requirements of the eommissioner, through 
a written report to the eommissioner. 
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(9) EVALUATION OF ACCOUNTING PROCEDURES AND SYSTEM OF 
INTERNAL CONTROL. 

(a) In addition to the annual audited financial report, 
each insurer shall furnish the commissioner with a report of evaluation 
performed by the accountant, in connection with his audit, of the 
aceounting proeedures of the insurer and its system of internaI eontrol. 

(b) The report described in par. (a), including asummary of 
any remedial action taken or proposed, shall be filed annually by the 
insurer with the commissioner within 60 days after the due date for filing 

the annual audited financial report. 

(e) This report on internal control shall be in a form 
preseribed by generally accepted auditing standards. 

(10) FILING OF ANNUAL AUDITED FINANCIAL REPORTS. Every 
insurer must file an annual audited financial report on or before 
June 30, for the year ended Deeember 31 immediately preeeding. 

(11) EXTENSIONS FOR FILING OF ANNUAL AUDITED FINANCIAL REPORTS. 

(a) Extensions of the June 30 filing date may be granted by the 
eommissioner for 30 day periods upon the insurer and its aceountant 
showing the reasons for requesting such extension. 

(b) Requests for extensions must be submitted in writing not . 
less than 10 days prior to the due date and in sufficient detail to permit 
the commissioner to make an informed decision with respeet to a requested 
extension. 

(12) DESIGNATION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANT. 

(a) Each insurer currently engaging an independent accountant to 
examine its financial statements must within 60 days of the effeetive date 
of this rule, furnish the eommissioner the name and address of the aecountant 
retained to eonduct the annual audit. 

(b) Insurers whieh do not have an aeeountant for the year ending 
Deeember 31, 1978 and whieh are not exempted pursuant to sub. (3) shall 
furnish the name and address of their retained accountant by September 1, 1979. 

(e) The insurer shall obtain a letter from such aeeountant, and 
file a copy with the commissioner, stating that the accountant is aware of 
the provisions of the Wisconsin Insuranee Code and the rules of the 
eommissioner that relate to aceounting and -financial matters and 
affirming that the opinion will be expressed in terms of conformity 
to aecounting practices preseribed or otherwise permitted by the 
commissioner, specifying such exceptions as are appropriate. 

(d) If an aceountant who was not the aceountant for the 
immediately preceding filed audited financial report is engaged to 
audit the insurer's financial statements, the insurer shall within 
30 days of the date the aeeountant is engaged notify the commissioner 
of this event. 
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1. The insurer shall also furnish the commissioner with a 
separate letter stating whether in the 24 months preceding such engagement 
there were any disagreements with the former accountant on any matter of 
accounting principles (either statutory or generally accepted aeeounting 
prineiples) or praetices, finaneial statement diselosure, or auditing 
scope or procedure, whieh disagreements, if not resolved to the satis­
faction of the former accountant, would have eaused him to make referenee 
to the subjeet matter of the disagreement in eonnection with his opinion. 

2. The insurer shall also in writing request such former 
accountant to furnish it a letter stating whether the aeeountant agrees 
with the statements eontained in the insurer's letter and, if not, 
stating the reasons for disagreement. The insurer shall furnish such 
responsive letter from the former aceountant to the eommissioner together 
with its owo. 

(13) QUALIFICATIONS OF ACCOUNTANT. 

(a) The eommissioner shall not reeognize any person as an 
independent eertified public aeeountant who is not duly registered to 
practice and in good standing under the laws of the State of Wisconsin or 
in any state with similar lieensing requirements. It shall also mean, 
for British or Canadian companies, a Canadian or British ehartered aceountant. 

(b) Except as otherwise provided herein, a certified public 
accountant shall be recognized as independent as long as he or she eonforms 
to the standards of the profession. 

(e) The eommissioner may hold a hearing pursuant to the 
authority granted by ch. 227, Stats., to determine whether a certified 
public aceountant is independent and, considering the evidenee presented, 
may rule that the aceountant is not independent for purposes of expressing 
an opinion on the finaneial statements in the annual audited finaneial 
report. 

(d) As aresult of the hearing held pursuant to (e) above, 
theeommissioner mayorder the insurer to replaee the aeeountant with 
another whose relationship with the insurer is independent within the 
meaning of this rule. 

(14) AVAlLABILITY AND MAINTENANCE OF CPA WORKPAPERS. 

(a) Every insurer required to file an audited financial report 
pursuant to this rule, shall require the accountant to make available 
for review, the workpapers prepared in the conduct of his audit. 
The insurer shall require that the accountant retain the audit workpapers 
for a period of not less than 5 years after the period reported. 

(b) In the eonduet of a periodic review by the eommissioner, 
it sha!! be agreed that eopies of pertinent audit workpapers may be 
made and retained by the eommissioner. Such copies sha!l be considered 
part of the commissioner's workpapers. 
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(15) EXAMINATIONS. 

(a) The eommissioner shall determine the nature, seope and 
frequeney of examinations eondueted pursuant to s. 601.43, Stats. 

(b) Such examinations may, but need not, cover all aspeets 
of the insurer's assets, eondition, affairs and operations and may inelude 
and be supplemented by audit proeedures performed by aecountants as 
herein provided. 

(e) Seheduling of examinations will take into account such 
matters as analysis of finaneial test results, changes in management, 
results of market conduet examinations, and audited finaneial reports. 

(d) The type of examinations under the provisions of this 
rule performed by the eommissioner after the effeetive date of this 
rule shall be as follows: 

1. CompIianee examinations will eonsist of a review of the 
aeeountaot's workpapers defined under sub. (4) of this rule and a 
general review of the insurer's eorporate affairs and insuranee operations 
to determine eompIianee with the Wisconsin Insuranee Code and the rules and 
regulations of the eornmissioner. The examiners may perform alternative 
or additional examinations proeedures to supplement those performed by 
the aceountant when the examiners deterrnine that such proeedures are 
neeessary to verify the finaneial eondition of the insurer. 

2. Targeted examinations may eover such areas as life reserve 
valuations, claims analyses, organizational and capital ehanges, loss 
reserves, market eonduct and such other areas as the eommissioner may 
deem appropriate. 

3. Comprehenaive examinations will be performed when the 
report of the aeeountant as provided for in sub. (6) or the notification 
required by sub. (8) or the results of eompliance or targeted examina­
tions or other eircumstances indieate in the judgment of the commissioner 
that a eomplete examination of the eondition and affairs of the insurer 
is neeessary. 

(16) SEPARABILITY. If any provieion of this rule shall be 
held invalid the remainder of the rule shall not be affeeted thereby. 

(17) PENALTY. Violations of this rule shall subjeet the person 
violating the same to s. 601.64, Stats. 

(18) EFFECTlVE DATE. 

(a) Insurers not retaining an independent certified public 
aeeountant on the effeetive date of this rule shall eomply with this 
rule for the year ending Deeember 31, 1979 unIess the eommissioner 
permits otherwise. The annual audit report for the year ending 
Deeember 31, 1979 need not inelude the statements required in (6) (b) 3., 
(6) (b) 4. and (6) (b) 5. 
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(b) lnsurera retaining an independent certified public accountant 
on the effective date of this ru1e eha11 eomp1y with this ru1e for the year 
ending December 31, 1978, unIess the commissioner permits otherwise. lf 
the 1nsurer's stock is held by another insurer or by a ho1ding companyas 
defined under lns 12.01 (3) and this owner-tnsurer or ho1ding company had 
retained an independent certified public aceountant prior to Deeember 31, 
1978, the insurer sha11 be deemed to be audited for purposes of this ru1e. 

(c) For in sure ra 1icensed under chapter 612, the effeetive 
date of this rule shal1 be January 1, 1981. 

Dated at Madison, Wieconsin this 20th day of November, 1978. 

Comm1ssioner of lnsuranee 
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