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FIRST REGULAR SESSION

HOUSE BILL NO. 777

95TH GENERAL ASSEMBLY

INTRODUCED BY REPRESENTATIVE YATES.
1975L.011 D. ADAM CRUMBLISS, Chief Clerk

AN ACT

To repeal sections 375.1025, 375.1028, 375.1030, 375.1032, 375.1035, 375.1037, 375.1040,
375.1042, 375.1045, 375.1047, 375.1050, 375.1052, and 375.1057, RSMo, and to enact
in lieu thereof seventeen new sections relating to annual financial reporting by certain
insurers.

Be it enacted by the General Assembly of the state of Missouri, as follows:

Section A. Sections 375.1025, 375.1028, 375.1030, 375.1032, 375.1035, 375.1037,
375.1040, 375.1042, 375.1045, 375.1047, 375.1050, 375.1052, and 375.1057, RSMo, are
repealed and seventeen new sections enacted in lieu thereof, to be known as sections 375.1025,
375.1028, 375.1030, 375.1032, 375.1035, 375.1037, 375.1038, 375.1040, 375.1042, 375.1045,
375.1047, 375.1050, 375.1052, 375.1053, 375.1054, 375.1056, and 375.1057, to read asfollows:

375.1025. Asused in sections 375.1025 to 375.1062, the following terms shall mean:

(1) ["Audited financial report” means and includes those items specified in section
375.1032;

(2)] "Accountant” [and] or "independent certified public accountant”, an independent
certified public accountant or accounting firm in good standing with the American Institute of
Certified Public Accountants and in all states in which they are licensed to practice. For
Canadian and British companies, it meansaCanadian-chartered or British-chartered accountant;

(2) " Affiliate" or " affiliated" , a person that directly, or indirectly through one or
mor e intermediaries, controls, or iscontrolled by, or isunder common control with, the
person specified;

(3) "AICPA", the American Institute of Certified Public Accountants,

EXPLANATION — Matter enclosed in bold-faced brackets [thus] in the above bill isnot enacted and is intended
to be omitted from the law. Matter in bold-face typein the above bill is proposed language.
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(4) " Audit committee" , acommittee (or equivalent body) established by theboard
of directors of an entity for the purpose of overseeing the accounting and financial
reporting processes of an insurer or group of insurers, and audits of financial statements
of theinsurer or group of insurers. The audit committee of any entity that controls a
group of insurers may be deemed to be the audit committee for one or more of such
controlled insurerssolely for the purposes of sections 375.1025 to 375.1062 at the election
of the controlling person. Such election shall be exercised under subsection 5 of section
375.1053. If an audit committeeisnot designated by theinsurer, theinsurer'sentireboard
of directorsshall constitute the audit committee;

(5) "Audited financial report” , includesthose items specified in section 375.1032;

(6) "Department”, the department of insurance, financial institutions and
professional registration;

[(3)] (7) "Director", thedirector of the department of insurance, financia institutionsand
professional registration;

(8 "Group of insurers', those licensed insurers included in the reporting
requirements of sections 382.010 to 382.300, RSMo, or a set of insurers as identified by
management, for the purpose of assessing the effectiveness of internal control over
financial reporting;

(9) " Indemnification” , an agreement of indemnity or areleasefrom liability where
theintent or effect isto shift or limit in any manner the potential liability of the person or
firmfor failuretoadhereto applicableauditing or professional standards, whether or not
resulting in part from knowing of other misrepresentations made by the insurer or its
representatives;

(20) " Independent board member", the same meaning as described in subsection
3 of section 375.1053;

[(4)] (12) "Insurer”, an insurer certified to do businessin this state pursuant to section
375.161 or 375.831, and to companies authorized to transact business in this state pursuant to
chapters 354, 376, 377, 378, 379 and 381, RSMo;

(12) "Internal control over financial reporting”, a process effected by an entity's
board of directors, management and other personnel designed to provide reasonable
assuranceregardingthereliability of thefinancial statements, i.e., thoseitems specified in
subsections 2 to 7 of section 375.1032 and includes those policies and proceduresthat:

(a) Pertain tothemaintenanceof recordsthat, in reasonabledetail, accur ately and
fairly reflect the transactions and dispositions of assets,

(b) Provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements, i.e., thoseitems specified in subsections2to 7
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of section 375.1032, and that receiptsand expendituresarebeing madeonly in accordance
with authorizations of management and directors; and

(c) Provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of assetsthat could have a material effect on
thefinancial statements, i.e., thoseitemsspecified in subsections2to 7 of section 375.1032;

(13) "NAIC", the National Association of Insurance Commissioners;

(14) "SEC", the United States Securities and Exchange Commission;

(15) " Section 404" , Section 404 of the Sar banes-Oxley Act of 2002, asamended, and
the SEC'srules and regulations promulgated thereunder;

(16) " Section 404 report” , management'sreport on internal control over financial
reporting, as defined by the SEC and the related attestation report of the independent
certified public accountant as described in subsection 1 of section 375.1030;

(17) " SOX compliant entity”, an entity that either isrequired to beor voluntarily
is compliant with all of the following provisions of the Sarbanes-Oxley Act of 2002, as
amended:

(@) The preapproval requirements of Section 201 (Section 10A(i) of the federal
Securities Exchange Act of 1934);

(b) The audit committee independence requirements of Section 301 (Section
10A(m)(3) of the federal Securities Exchange Act of 1934); and

(c) Theinternal control over financial reporting requirements of Section 404.

375.1028. 1. Sections 375.1025 to 375.1062 shall apply to al insurers as defined by
section 375.1025. Insurers having direct premiums written in this state of less than one
million dollars in any calendar year and less than one thousand policyholders or
certificateholdersof direct written policiesnationwideat theend of thecalendar year shall
be exempt from sections 375.1025 to 375.1062, unlessthedir ector makesa specific finding
that complianceisnecessary for thedirector tocarry out statutory responsibilities; except
that, insurershaving assumed premiumsunder contractsor treatiesof reinsurance of one
million dollarsor more shall not be so exempt.

2. Foreign or alien insurersfiling audited financial reportsin another state, pursuant to
such other state'srequirement for filing of audited financial reportswhich [are] havebeen found
by the director to be substantially similar to the requirements herein, are exempt from sections
[375.1025 to 375.1062] 375.1030 to 375.1050 if:

(1) A copy of the audited financial report [and the evaluation of accounting procedures
and systems of internal control report which] , communication of internal control-related
matters noted in an audit, and the accountant's letter of qualificationsthat are filed with
such other state arefiled with thedirector in accordancewith thefiling dates specifiedin sections
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375.1030, 375.1047, and [375.1052] 375.1040, respectively. Canadian insurers may submit
accountant's reports as filed with the [ Canadian Dominion Department of Insurance;] Office of
the Superintendent of Financial I nstitutions, Canada; and

(2) A copy of any notification of adversefinancia condition report filed with such other
state is filed with the director within the time specified in section 375.1045.

3. Foreignor alieninsurersrequired tofilemanagement'sreport of internal control
over financial reporting in another state are exempt from filing such report in this state,
provided such other statehassubstantially similar reportingrequirementsand such report
isfiled with such other state'schief insuranceregulatory official within thetime specified.

4. Sections 375.1025 to 375.1062 shall not prohibit, preclude or in any way limit the
director from ordering [and] , conducting [and] , or performing examinations of insurers under
any other applicable law.

375.1030. 1. All insurers shall have an annual audit [performed] by an independent
certified public accountant and shall filean audited financial report with thedirector on or before
June first [with respect to the calendar] for the year ended December thirty-first immediately
preceding. The director may require an insurer to file an audited financial report earlier than
June first with ninety days advance notice to the insurer.

2. Extensions of the Junefirst filing date may be granted by the director for thirty-day
periods upon a showing by the insurer and its independent certified public accountant of the
reasons for requesting such extension and determination by the director of good cause for an
extension. The request for extension must be submitted in writing not less than [twenty] ten
daysprior to the due date in sufficient detail to permit the director to make an informed decision
with respect to the requested extension.

3. If an extension isgranted in accor dance with the provisions of subsection 2 of
this section, a similar extension of thirty days is granted to the filing of management's
report of internal control over financial reporting.

4. Everyinsurer required tofilean annual audited financial report under sections
375.1025 to 375.1062 shall designate a group of individuals as constituting its audit
committee, asdefined in section 375.1025. The audit committee of an entity that controls
an insurer may be deemed to be the insurer's audit committee for purposes of sections
375.1025 to 375.1062 at the election of the controlling person.

375.1032. 1. Theannual audited financia report shall report the financial condition of
the insurer as of the end of the most recent calendar year and the results of its operation, cash
flows and changes in capital and surplus for the previous year ended in conformity with
accounting practices prescribed, or otherwise permitted, by law or rule of the department of
insurance of the state of domicile of the insurer.
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2. The annual audited financial report shall include the following:

(1) Report of independent certified public accountant;

(2) Baance sheet reporting admitted assets, liabilities, capital and surplus,

(3) Statement of [gain or loss from] operations;

(4) Statement of cash [flows] flow;

(5) Statement of changesin capital and surplus;

(6) Notes to financial statements. These notes shall be those required by the
appropriate National Association of Insurance Commissioners Annual Statement Instructions
[and any other notes required by generally accepted accounting principles|] the NAIC's
Accounting Practicesand ProceduresM anual asadopted by thedirector and shall include]:

(@] areconciliation of differences, if any, between the audited statutory financial
statements and the annual statement filed pursuant to section 375.041 and section 354.105,
354.435, RSMo, 376.350, RSMo, 377.100, 377.380, RSMo, 378.350, RSMo, 379.105, RSMo,
380.051 or 380.482, RSMo, with awritten description of the nature of these differenceq;

(b) A summary of ownership and relationships of the insurer and al affiliated
companies; and

(c) A narrative explanation of all significant intercompany transactions and balances).

3. Thefinancial statementsincluded in the audited financial report shall be prepared in
aform and using language and groupings substantially the same as the relevant sections of the
annual statement of the insurer filed with the director(:

(2)] , and the financial statement shall be comparative, presenting the amounts as of
December thirty-first of the current year and the amounts as of the immediately preceding
December thirty-first. However, inthefirst year inwhich aninsurer isrequiredto file an audited
financial report, the comparative data may be omitted[;

(2) Amounts may be rounded to the nearest thousand dollars;

(3) Insignificant amounts may be combined].

375.1035. 1. Eachinsurer required by sections 375.1025t0 [375.1057] 375.1062 tofile
an annual audited financial report shall, within sixty days after becoming subject to such
requirement, register with the director in writing the name and address of its independent
certified public accountant or accounting firm [(generally referred to in sections 375.1025 to
375.1057 asthe"accountant™)] retained to conduct theannual audit set forthin sections 375.1025
to [375.1057] 375.1062. Any insurer not retaining an independent certified public accountant
on the effective date of sections 375.1025 to [375.1057] 375.1062 shall register the name and
address of its retained independent certified public accountant not less than six months before
the date when the first audited financial report is to be filed.
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2. Theinsurer shall obtain aletter from such accountant, and fileacopy with the director
stating that the accountant is aware of the provisions of the insurance laws and the rules and
regulations of the department of insurance of the state of domicile that relate to accounting and
financial matters and affirming that [he] the accountant will expresshisor her opinion on the
financia statements in [the] terms of their conformity to the statutory accounting practices
prescribed or otherwise permitted by that department of insurance, specifying such exceptions
as he or she may believe appropriate.

3. If an accountant who was the accountant for theimmediately preceding filed audited
financial report is dismissed or resigns, the insurer shall within five business days notify the
director of thisevent. Theinsurer shall also furnish the director with a separate | etter within ten
business days of the notification stating whether in the twenty-four months preceding such event
therewere any disagreementswith the former accountant on any matter of accounting principles
or practices, financial statement disclosure, or auditing scopeor procedure, which disagreements,
if not resolved to the satisfaction of the former accountant, would have caused him or her to
make reference to the subject matter of the disagreement in connection with hisor her opinion.
Disagreementsrequired to be reported by this section include both disagreementsresolved to the
former accountant's satisfaction, and disagreements not resolved to the former accountant's
satisfaction.  Disagreements contemplated by this section are those that occur at the
decision-making level, between personnel of the insurer responsible for the presentation of its
financial statements and personnel of the accounting firm responsible for rendering its report.
Theinsurer shall also in writing request such former accountant to furnish aletter addressed to
the[director] insurer stating whether the accountant agreeswith the statements contained in the
insurer's letter and, if not, stating the reasons for which he does not agree, and the insurer shall
furnish such responsive letter from the former accountant to the director together with its own.

375.1037. 1. Thedirector shall not recognize [or approve] any person or firmas[an] a
qgualified independent certified public accountant [that] if such person or firm:

(1) Isnotingood standing with the American Institute of Certified Public Accountants
and in all states in which the accountant is licensed to practice, or, for a Canadian or British
company, that is not a chartered accountant;

(2) Haseither directly or indirectly entered into an indemnification with respect to
the audit of theinsurer.

2. Except as otherwise provided [herein, & in sections 375.1025 to 375.1062, the
director shall recognize an independent certified public accountant [shall be recognized as
independent] as qualified as long as he or she conforms to the standards of his or her
profession, as contained in the code of professional ethics of the American Ingtitute of Certified
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Public Accountants and rules and regulations and code of ethics and rules of professional
conduct of the Missouri state board of accountancy, or similar code.

3. [No partner or other person responsible for rendering a report may] The lead or
coor dinating audit partner or person having primary responsibility for theaudit shall not
act in that capacity for more than [seven] five consecutive years. [Following any period of
service] Such partner or person shall be disqualified from acting in that or asimilar capacity
for the same company or itsinsurance subsidiaries or affiliates for a period of [two] five years.
An insurer may make application to the director for relief from the above rotation requirement
on the basis of unusual circumstances. Such application shall be made at least thirty days
beforetheend of thecalendar year. Theinsurer shall file, with itsannual statement filing,
theapproval, if any, for relief from this subsection with the statesthat it islicensed in or
doing businessin and with the NAIC. If the nondomestic state accepts electronic filing
with theNAIC, theinsurer shall filetheapproval in an electronic format acceptabletothe
NAIC. Thedirector may consider the following factors in determining if the relief should be
granted:

(1) Number of partners, expertise of the partners or the number of insurance clientsin
the currently registered firm;

(2) Premium volume of the insurer; or

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

4. The director shall [not] neither recognize as [capable or competent,] a qualified
independent certified public accountant, nor [shall the director] accept any annual audited
financial report, prepared in whole or in part by any natural person who:

(1) Has been convicted of fraud, bribery, a violation of the Racketeer Influenced and
Corrupt Organizations Act, 18 U.S.C. Sections 1961 to 1968, or any dishonest conduct or
practices under federal law or the laws of any state;

(2) Hasbeen found to have violated the laws of this state with respect to any previous
audited financial report submitted pursuant to sections 375.1025t0[375.1057 or thesimilar laws
of any other state] 375.1062; or

(3) Has demonstrated a pattern or practice of failing to detect or disclose material
information in previous reports filed under the provisions of sections 375.1025 to [375.1057]
375.1062.

5. The director [shall notify the insurer should he determine that the certified public
accountant is not independent or is incapable or incompetent] may hold a hearing under
sections 536.100 to 536.140, RSM o, to deter mine whether an independent certified public
accountant is qualified and, considering the evidence presented, may rule that the
accountant is not qualified for purposes of expressing his or her opinion on the financial
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statements in the annual audited financial report made pursuant to sections 375.1025 to
[375.1057. If the insurer contests such determination, the director shall hold a hearing to
determine whether the certified public accountant is independent, capable and competent, and,
considering the evidence presented, may rule that the accountant is not independent or is
incapable or incompetent for purposes of expressing his opinion on the financial statementsin
the annual audited financial report] 375.1062 and require the insurer to replace the accountant
with another whose rel ationship with the insurer is[independent] qualified within the meaning
of[, or who is capable or competent to perform the requirements of,] sections 375.1025 to
[375.1057] 375.1062.

6. A qualified independent certified publicaccountant may enter into an agreement
with an insurer to havedisputesrelating to an audit resolved by mediation or arbitration.
However, in the event of a delinquency proceeding commenced against theinsurer under
sections 375.570 to 375.750, the mediation or arbitration provisions shall operate at the
option of the statutory successor.

7. The director shall not recognize as a qualified independent certified public
accountant, nor accept an annual audited financial report, prepared in wholeor in part
by an accountant who functionsin therole of management, auditshisor her own work, or
servesin an advocacy role for theinsurer. Without limiting the foregoing, the director
shall not recognize as a qualified independent certified public accountant, nor accept an
annual audited financial report, prepared in whole or in part by an accountant who
providestoaninsurer, contempor aneously with theaudit, thefollowing nonaudit ser vices:

(1) Bookkeeping or other servicesrelated to the accounting records or financial
statements of theinsurer;

(2) Financial information systems design and implementation;

(3) Appraisal or valuation services, fairness opinions, or contribution-in-kind
reports;

(4) Actuarially oriented advisory servicesinvolving the deter mination of amounts
recorded in the financial statements. The accountant may assist an insurer in
under standingthemethods, assumptions, and inputsused in thedeter mination of amounts
recorded in the financial statement only if it isreasonable to conclude that the services
provided will not be subject to audit proceduresduring an audit of theinsurer'sfinancial
statements. An accountant'sactuary may also issue an actuarial opinion or certification
(" opinion™) on an insurer'sreservesif the following conditions have been met:

(@) Neither the accountant nor the accountant's actuary has performed any
management functions or made any management decisions,
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(b) Theinsurer has competent personnel (or engages a third party actuary) to
estimate thereservesfor which management takesresponsibility; and

(c) The accountant's actuary tests the reasonableness of the reserves after the
insurer's management has deter mined the amount of the reserves,

(5) Internal audit outsourcing services,

(6) Management functions or human resour ces;

(7) Broker or dealer, investment adviser, or investment banking services,

(8) Legal servicesor expert servicesunrelated to the audit; or

(9) Any other servicesthat the director determines, by rule, areimpermissible.

8. Insurershavingdirect written and assumed premiumsof lessthan onehundred
million dollarsin any calendar year may request an exemption from subsection 7 of this
section. Theinsurer shall filewith thedirector awritten statement discussing thereasons
why theinsurer should beexempt from theseprovisions. If thedirector finds, upon review
of this statement, that compliance with this requirement would constitute a financial or
organizational hardship upon theinsurer, an exemption may be granted.

9. A qualified independent certified publicaccountant who perfor mstheaudit may
engagein other nonaudit services, including tax services, that arenot described in and do
not conflict with subsection 7 of thissection, only if the activity isapproved in advance by
the audit committee, in accordance with subsection 10 of this section.

10. All auditing services and nonaudit services provided to an insurer by the
qgualified independent certified public accountant of theinsurer shall be preapproved by
the audit committee. The preapproval requirement is waived with respect to nonaudit
services if the insurer is a SOX compliant entity or a direct or indirect wholly owned
subsidiary of a SOX compliant entity or:

(1) The aggregate amount of all such nonaudit services provided to the insurer
constitutesnot morethan five per cent of thetotal amount of feespaid by theinsurer toits
qualified independent certified public accountant during the fiscal year in which the
nonaudit services are provided,

(2) Theserviceswerenot recognized by theinsurer at the time of the engagement
to be nonaudit services; and

(3) Theservicesare promptly brought to the attention of the audit committee and
approved prior to the completion of the audit by the audit committee or by one or more
member s of the audit committee who are the member s of the board of directorstowhom
authority to grant such approvals has been delegated by the audit committee.

11. Theaudit committee may delegateto one or more designated member s of the
audit committeethe authority to grant the preapprovalsrequired by subsection 10 of this
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section. The decisions of any member to whom this authority is delegated shall be
presented to the full audit committee at each of its scheduled meetings.

12. Thedirector shall not recognize an independent certified public accountant as
qualified for a particular insurer if a member of the board, president, chief executive
officer, controller, chief financial officer, chief accounting officer, or any person serving
inan equivalent position for that insurer wasemployed by theindependent certified public
accountant and participated in the audit of that insurer during the one-year period
preceding the date that the most current statutory opinion isdue.

13. Subsection 12 of this section shall only apply to partnersand senior managers
involved in the audit. An insurer may make application to the director for relief from
subsection 12 of this section on the basis of unusual circumstances. Theinsurer shall file,
with itsannual statement filing, the approval for relief from subsection 12 of this section
with thestatesthat it islicensed in or doing businessin and the NAIC. If thenondomestic
state accepts electronic filing with the NAIC, the insurer shall file the approval in an
electronic format acceptableto the NAIC.

375.1038. Aninsurer may makewritten application tothedirector for approval to
file audited consolidated or combined financial statements in lieu of separate annual
audited financial statementsif theinsurer ispart of agroup of insurance companiesthat
utilizesa pooling or one hundred per cent reinsurance agr eement that affectsthe solvency
and integrity of theinsurer'sreserves and the insurer cedesall of itsdirect and assumed
businesstothepool. I n such cases, acolumnar consolidating or combiningwor ksheet shall
befiled with thereport asfollows:

(1) Amountsshown on the consolidated or combined audited financial report shall
be shown on the wor ksheset;

(2) Amountsfor each insurer subject to this section shall be stated separ ately;

(3) Noninsurance operations may be shown on the worksheet on a combined or
individual basis;

(4) Explanations of consolidating and eliminating entries shall beincluded; and

(5) Areconciliation shall beincluded of any differ encesbetween theamountsshown
intheindividual insurer columnsof thewor ksheet and compar ableamountsshown on the
annual statements of theinsurers.

375.1040. Theaccountant shall furnish theinsurer in connection with, and for inclusion
in, the filing of the annual audited financial report, aletter stating:

(1) [That he] Such accountant isindependent with respect to theinsurer and conforms
to the standards of his or her profession as contained in the code of professional ethics and
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pronouncements of the American Institute of Certified Public Accountants, and the rules of
professional conduct of the Missouri board of accountancy, or similar code;

(2) The background and experiencein general, and the experience in audits of insurers,
of the staff assigned to audit the financial statements of the insurer and whether each is an
independent certified public accountant. Nothingwithin thisrequirement shall beconstrued
as prohibiting the accountant from utilizing such staff as he or she deems appropriate
where use is consistent with the standards prescribed by generally accepted auditing
standards;

(3) That the accountant understands the annual audited financial report and his opinion
thereon will befiled in compliance with sections 375.1025 to 375.1062 and that the director will
be relying on this information in the monitoring and regulation of the financial position of the
insurer;

(4) That the accountant consents to the regquirements of section 375.1050 and that the
accountant consents and agreesto make availablefor review by thedirector, [his] thedirector's
designee or [his] appointed agent, the workpapers, as defined in section 375.1050;

(5) That the accountant is properly licensed by an appropriate state licensing authority
and that [he] theaccountant isamember in good standing in the American Institute of Certified
Public Accountants;

(6) [That the accountant has liability insurance coverage of the lesser of one million
dollars or ten percent of the insurer's admitted assets; and

(7)] That the accountant isin compliance with the requirements of section 375.1037.

375.1042. Financial statements of the insurer to be filed pursuant to section 375.1030
shall be examined by an independent certified public accountant. The [examination] audit by
the independent certified public accountant of the insurer's financial statements shall be
conducted in accordance with generally accepted auditing standards [and consideration] . In
accordance with AU Section 319 of the Professional Standards of the AICPA,
Consideration of Internal Control in a Financial Statement Audit, the independent
certified public accountant should obtain an under standing of internal control sufficient
to plan theaudit. Totheextent required by AU 319, for thoseinsurersrequired tofilea
Management's Report of Internal Control over Financial Reporting under section
375.1056, the independent certified public accountant should consider, as such term is
defined in Statement on Auditing Standards (SAS) No. 102, Defining Professional
Requirementsin Statementson Auditing Standardsor itsreplacement, the most recently
availablereportin planningand perfor mingtheaudit of thestatutory financial statements.
Consideration shall be given to proceduresillustrated in the Financial Condition Examiner's
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Handbook promulgated by the National Association of Insurance Commissioners as the
independent certified public accountant deems necessary.

375.1045. 1. Theinsurer required to furnish the annual audited financial report shall
requiretheindependent certified public accountant to report, inwriting, withinfivebusinessdays
to the board of directors or its audit committee any determination by the independent certified
public accountant that the insurer has materially misstated itsfinancial condition as reported to
the director as of the balance sheet date currently under [examination] audit or that the insurer
does not meet the minimum capital and surplus requirement of the law as of that date. An
insurer who has received areport pursuant to this subsection shall forward a copy of the report
to the director within five business days of receipt of such report and shall provide the
independent certified public accountant making the report with evidence of the report being
furnished to the director. If the independent certified public accountant fails to receive such
evidence within the required five-business-day period, the independent certified public
accountant shall furnish to the director a copy of its report within the next five business days.

2. Noindependent public accountant shall beliablein any manner to any person for any
statement made in connection with subsection 1 of thissection if such statement ismadein good
faith in compliance with subsection 1 of this section.

3. If theaccountant, subsequent to the date of the audited financial report filed [pursuant
tothissection] under sections375.1025t0 375.1062, becomes aware of factswhich might have
affected his or her report, [the department notes the obligation of the] such accountant is
required to take such action [under] as prescribed in the professional standards of the
American Institute of Certified Public Accountants.

375.1047. 1. Inadditionto theannual audited financial report, each insurer shall furnish
the director with a [report of evaluation performed by the accountant, in connection with his
examination, of the system of internal accounting controls of the insurer] written
communication asto any unremediated material weaknesses in itsinternal control over
financial reporting noted during theaudit. Such communication shall be prepared by the
accountant within sixty days after the filing of the annual audited financial report and
shall contain a description of any unremediated material weakness, astheterm material
weakness is defined by Statement on Auditing Standard 60, Communication of Internal
Control Related M atter sNoted in an Audit, or itsreplacement, asof December thirty-first
immediately preceding in theinsurer'sinternal control over financial reporting noted by
the accountant during the course of their audit of the financial statements. If no
unremediated material weaknesses wer e noted, the communication shall so state.

2. [A report of the evaluation by the accountant of the system of internal accounting
controls of theinsurer, including any remedial action taken or proposed, shall befiled annually
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by the insurer with the director within sixty days after the filing of the annual audited financial
report. Thisreport shall follow generally theformfor reportsoninternal control structurerelated
matters noted in an audit described in Volume 1, Section AU 325 of the professional standards
of the American Institute of Certified Public Accountants, as may be amended, or in the event
that such standards no longer be published, asimilar standard to be designated by the director
by duly promulgated regulation] Theinsurer isrequired to provideadescription of remedial
actionstaken or proposed to correct unremediated material weaknesses, if theactionsare
not described in the accountant's communication.

375.1050. 1. As used in this section, "workpapers' are the records kept by the
independent certified public accountant of the procedures followed, the tests performed, the
information obtained and the conclusions reached pertinent to [his examination] such
accountant's audit of the financia statements of an insurer. Workpapers may include audit
planning documentation, work programs, analyses, memoranda, letters of confirmation and
representation, abstracts of company documents, [any communi cations between the accountant
and the insurer,] and schedules or commentaries prepared or obtained by the independent
certified public accountant in the course of [his examination] such accountant's audit of the
financial statements of an insurer and which [relate to his opinion thereof] support such
accountant's opinion.

2. Everyinsurer requiredtofilean audited financial report pursuant to sections 375.1025
to 375.1062 shall require the accountant to make available for review by the examiners of the
department of insurance, financial institutions and professional registration all workpapers
prepared in the conduct of [his examination] the accountant's audit and any communications
related to the audit between the accountant and the insurer, at the offices of the insurer, at the
department of insurance, financial institutions and professional registration or at any other
reasonable place designated by the director. Theinsurer shall require that the accountant retain
the audit workpapers and communications until the department has filed a report on
examination covering the period of the audit, but no longer than seven yearsfrom the date of the
audit report.

3. Inthe conduct of any examination or review by the department examiners, it shall be
agreed that photocopiesof pertinent audit workpapers may be made and retained by the[director]
department. Such reviews by the[director or his] department examiners shall be considered
investigations and all working papers and communications obtained during the course of such
investigations shall be afforded the same confidentiality as other examination workpapers
generated by the department.

375.1052. 1. Uponwritten application of any insurer, thedirector may grant atemporary
exemption from compliance with sections 375.1025 to 375.1062 if the director finds, upon
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review of the application, that compliance with sections 375.1025 to 375.1062 would constitute
afinancial or organizational hardship upon the insurer. An exemption may be granted at any
time and from time to time for a specified period or periods. Within ten days from adenial of
an insurer'swritten request for an exemption from sections 375.1025 to 375.1062, such insurer
may reguest inwriting ahearing on its application for an exemption. Such hearing shall be held
in accordance with the provisions of chapter 536, RSMo, pertaining to administrative hearing
procedures and shall be a public meeting as provided by subdivision (3) of section 610.010,
RSMo.

2. Domestic insurers:

(1) Retainingacertified public accountant on the effective date of this section who
gualifies as independent shall comply with sections 375.1025 to 375.1062 for the year
ending December 31, 2009, and each year ther eafter unlessthedirector per mitsotherwise;

(2) Not retaining a certified public accountant on the effective date of this
regulation who qualifies asindependent

shall meet the following schedul e for compliance with sections 375.1025 to 375.1062 unlessthe
director permits otherwise:

[(1) Asof May 1, 1992, with respect to the calendar year ending on December 31, 1991,
each domestic insurer shall file with the director:

() Report of independent certified public accountant;

(b) Audited balance sheet;

(c) Notesto audited balance sheet;

(2)] (a) Asof December 31, 2009, filewith thedirector an audited financial report;

(b) For the year ending December 31, [1992] 2010, and each year thereafter, such
insurers shall file with the director all reports and communications required by sections
375.1025 to 375.1062.

3. Foreigninsurersshall comply with sections 375.1025 to 375.1062 for the year ending
December 31, 1992, and each year thereafter, unless the director permits otherwise.

4. Therequirements of subsection three of section 375.1037 shall bein effect for
audits of the year beginning January 1, 2010, and ther eafter.

5. Therequirements of section 375.1053 areto bein effect January 1, 2010. An
insurer or group of insurersthat is not required to have independent audit committee
members or only a majority but not a supermajority of independent audit committee
members, because the total written and assumed premium is below the threshold and
subsequently becomes subject to one of theindependencerequirementsdueto changesin
premium shall have oneyear following theyear thethreshold isexceeded, but not earlier
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than January 1, 2010, to comply with theindependencer equirements. Likewise, aninsurer
that becomes subject to one of the independence requirements as a result of a business
combination shall haveonecalendar year following thedate of acquisition or combination
to comply with the independence requirements.

6. The requirements of sections 375.1038, 375.1054, and 375.1056 are effective
beginning with thereporting period ending December 31, 2010, and each year ther eafter.
An insurer or group of insurersthat is not required to file a report because the total
written premiumisbelow thethreshold and subsequently becomessubject tothereporting
requirements shall have two years following the year the threshold is exceeded to file a
report. Likewise, an insurer acquired in a business combination shall have two calendar
years following the date of acquisition or combination to comply with the reporting
requirements.

375.1053. 1. Thissection shall not apply toforeign or alien insurerslicensed in this
state or an insurer that isa SOX compliant entity or a direct or indirect wholly owned
subsidiary of a SOX compliant entity.

2. The audit committee shall be directly responsible for the appointment,
compensation, and oversight of the work of any accountant, including resolution of
disagr eementsbetween management and theaccountant regar dingfinancial reporting, for
the purpose of preparing or issuing the audited financial report or related work under
sections 375.1025 to 375.1062. Each accountant shall report directly to the audit
committee.

3. Each member of theaudit committeeshall beamember of theboard of directors
of theinsurer or amember of the board of directorsof an entity elected under subsection
6 of this section and subdivision (6) of section 375.1025.

4. In order to beconsidered independent for purposesof thissection, amember of
the audit committee shall not, other than in hisor her capacity asa member of the audit
committee, the board of directors, or any other board committee, accept any consulting,
advisory, or other compensatory feefrom theentity or bean affiliated person of theentity
or any subsidiary thereof. However, if law requires board participation by otherwise
nonindependent member s, such law shall prevail and such member smay participateinthe
audit committee and be designated as independent for audit committee purposes, unless
they are an officer or employee of the insurer or one of its affiliates.

5. If amember of theaudit committee ceasesto beindependent for reasonsoutside
the member'sreasonable control, that person, with notice by theresponsible entity to the
state, may remain an audit committee member of theresponsibleentity until theearlier of
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the next annual meeting of the responsible entity or one year from the occurrence of the
event that caused the member to be no longer independent.

6. Toexercisethee ection of thecontrolling per son todesignatetheaudit committee
for purposesof sections375.1025t0 375.1062, theultimatecontrolling per son shall provide
written notice to the chief state insurance regulatory officials of the affected insurers.
Notification shall be made timely prior to the issuance of the statutory audit report and
include a description of the basis for the election. The election can be changed through
noticeto thedirector by theinsurer, which shall include a description of the basisfor the
change. Theelection shall remain in effect for perpetuity, until rescinded.

7. (1) The audit committee shall require the accountant that performs for an
insurer any audit required by sections 375.1025 to 375.1062 to timely report to the audit
committee in accordance with the requirements of the auditing profession, including:

(&) All significant accounting policiesand material permitted practices;

(b) All material alternative treatments of financial information within statutory
accounting principlesthat have been discussed with management officials of theinsurer,
ramifications of the use of the alternative disclosures and treatments, and the treatment
preferred by the accountant; and

(c) Other material written communications between the accountant and the
management of the insurer, such as any management letter or schedule of unadjusted
differences.

(2) If aninsurer isamember of an insuranceholding company system, thereports
required by subdivision (1) of this subsection may be provided to the audit committee on
an aggregate basis for insurers in the holding company system; provided that any
substantial differencesamonginsurersin thesystem areidentified totheaudit committee.

8. Theproportion of independent audit committee members shall meet or exceed
thefollowing criteria:

(1) If theinsurer wrote direct and assumed premiums of zero to three hundred
million dollars during the prior calendar year, no minimum requirements are required
regarding the number or proportion of audit committee members who shall be
independent;

(2) If theinsurer wrotedirect and assumed premiums of three hundred million to
five hundred million dollars during the prior calendar year, at least a majority of the
member s of the audit committee shall be independent; and

(3) If the insurer wrote direct and assumed premiums of five hundred million
dollars or more during the prior calendar year, a supermajority of at least seventy-five
per cent of the member s of the audit committee shall be independent.
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9. An insurer with direct written and assumed premium, excluding premiums
reinsured with the Federal Crop Insurance Cor poration and Federal Flood Program, less
than five hundred million dollar s may make application to thedirector for awaiver from
the requirements of this section based upon hardship. The insurer shall file, with its
annual statement filing, the approval for relief from this section with the statesthat it is
licensed in or doing businessin and the NAIC. If thenondomestic state acceptselectronic
filingwith theNAIC, theinsurer shall filetheapproval in an electronic format acceptable
tothe NAIC.

375.1054. 1. Nodirector or officer of an insurer shall, directly or indirectly:

(1) Make or cause to be made a materially false or misleading statement to an
accountant in connection with any audit, review, or communication required under
sections 375.1025 to 375.1062; or

(2) Omit to state, or cause another person to omit to state, any material fact
necessary in order to make statementsmade, in light of the circumstancesunder which the
statements were made, not misleading to an accountant in connection with any audit,
review, or communication required under sections 375.1025 to 375.1062.

2. No officer or director of an insurer, or any other person acting under the
direction thereof, shall directly or indir ectly takeany action to coer ce, manipulate, mislead,
or fraudulently influence any accountant engaged in the performance of an audit under
sections 375.1025 to 375.1062 if such person knew or should have known that the action,
if successful, could result in rendering the insurer's financial statements materially
misleading.

3. For purposes of subsection 2 of this section, actionsthat, " if successful, could
result in rendering theinsurer'sfinancial statements materially misleading” include, but
arenot limited to, actions taken at any time with respect to the professional engagement
period to coer ce, manipulate, mislead, or fraudulently influence an accountant:

(1) Toissueor reissue areport on an insurer's financial statements that is not
warranted in the circumstances, due to material violations of statutory accounting
principles prescribed by the director, generally accepted auditing standards, or other
professional or regulatory standards,

(2) Not to perform audit, review, or other procedures required by generally
accepted auditing standardsor other professional standards;

(3) Not towithdraw an issued report; or

(4) Not to communicate mattersto an insurer'saudit committee.

4. Any violation of any provision of this section is a level three violation under
section 374.049, RSMo.
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375.1056. 1. Every insurer required to file an audited financial report under
sections 375.1025 to 375.1062 that has annual direct written and assumed premiums,
excluding premiumsreinsured with theFederal Crop Insurance Cor por ation and Feder al
Flood Program, of five hundred million dollars or more shall prepare a report of the
insurer'sor group of insurers internal control over financial reporting, assuch termsare
defined in section 375.1025. The report shall be filed with the director along with the
communication of internal control related matters noted in an audit described under
section 375.1047. Management'sreport of internal control over financial reporting shall
be as of December thirty-first immediately preceding.

2. Notwithstanding the premium threshold in subsection 1 of this section, the
director may require an insurer to file management's report of internal control over
financial reportingif theinsurer isin any RBC level event, or meetsany oneor moreof the
standardsof an insurer deemed to bein hazardousfinancial condition asdefined in rules
adopted by thedirector.

3. Aninsurer or agroup of insurersthat is:

(1) Directly subject to Section 404,

(2) Part of a holding company system whose parent isdirectly subject to Section
404,

(3) Not directly subject to Section 404 but isa SOX compliant entity; or

(4) A member of aholding company system whose parent isnot directly subject to
Section 404 but isa SOX compliant entity

may file its or its parent's Section 404 report and an addendum in satisfaction of the
requirement of this section, provided that thoseinternal controls of theinsurer or group
of insurers having a material impact on the preparation of the insurer's or group of
insurers audited statutory financial statements, namely those items included in
subdivisions 2 to 6 of subsection 2 of section 375.1032, were included in the scope of the
Section 404 report. Theaddendum shall beapositivestatement by management that there
are no material processes with respect to the preparation of the insurer's or group of
insurers audited statutory financial statements excluded from the Section 404 report. |f
thereareinternal controlsof theinsurer or group of insurersthat have a material impact
on the preparation of the insurer's or group of insurers audited statutory financial
statements and those internal controls were not included in the scope of the Section 404
report, theinsurer or group of insurersmay either fileareport under thissection, or the
Section 404 report and areport under this section for thoseinternal controlsthat have a
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material impact on thepreparation of theinsurer'sor group of insurers audited statutory
financial statements not covered by the Section 404 report.

4. Management'sreport of internal control over financial reporting shall include:

(1) A statement that management isresponsiblefor establishing and maintaining
adequateinternal control over financial reporting;

(2) A statement that management has established internal control over financial
reporting and an assertion, to the best of management's knowledge and belief, after
diligent inquiry, asto whether itsinternal control over financial reporting is effective to
provide reasonable assurance regarding the reliability of financial statements in
accor dance with statutory accounting principles;

(3) A statement that briefly describes the approach or processes by which
management evaluated theeffectivenessof itsinter nal control over financial reporting; and

(4) A statement that briefly describes the scope of work that is included and
whether any internal controlswere excluded;

(5) Disclosur eof any unremediated material weaknessesin theinter nal control over
financial reporting identified by management as of December thirty-first immediately
preceding. Management is not permitted to conclude that the internal control over
financial reporting iseffectiveto providereasonableassuranceregardingthereliability of
financial statementsin accordance with statutory accounting principlesif thereisone or
mor e unremediated material weaknessesin itsinternal control over financial reporting;

(6) A statement regardingtheinherent limitationsof internal control systems; and

(7) Signatures of the chief executive officer and the chief financial officer, or the
equivalent position or title.

5. Management shall document and make available upon financial condition
examination thebasisupon which itsassertionsrequired in subsection 4 of thissection are
made. Management may base its assertions, in part, upon its review, monitoring and
testing of internal controlsundertaken in thenormal courseof itsactivities. Management
shall have discretion as to the nature of the internal control framework used, and the
nature and extent of documentation, in order to make its assertion in a cost-effective
manner and, as such, may include assembly of or reference to existing documentation.
Management'sreport on internal control over financial reporting, required by subsection
1 of thissection, and any documentation provided in support thereof during the cour se of
afinancial condition examination, shall be kept confidential by the department.

6. No officer responsible for financial reporting may be a member of the audit
committee.
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375.1057. 1. Inthe case of Canadian and British insurers, the annual audited financial
report shall be defined as the annual statement of total business on the form filed by such
companies with their [domiciliary supervisory] supervision authority duly audited by an
independent chartered accountant.

2. For such Canadian and British insurers, the letter required by subsection 2 of section
375.1035 shall state that the accountant is aware of the requirements relating to the annual
audited financial report filed with the director pursuant to section 375.1030 and shall affirm that
the opinion expressed is in conformity with such requirements.
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