
STATE OF CONNECTICUT 
INSURANCE DEPARTMENT 

NOTICEOF INTENT TO ADOPT REGULATION 

In accordance with section 4-168(a) of the Connecticut General Statutes, notice is 
hereby given that the Insurance Commissioner, pursuant to the authority of sections 38a-8 
and 38a-54 of the Connecticut General Statutes, proposes to adopt revised regulations 
concerning Annual Audited Financial Reports (aka Model Audit Rule). 

Statement of Purpose: To update the provisions of regulations concerning annual 
audited financial reports. 

All interested persons are invited to submit written data, views or arguments in 
connection with the proposed action within thirty days following publication of this 
notice in the Connecticut Law Journal to the State of Connecticut, Insurance Department, 
Attention: N. Beth Cook, P.O. Box 816, Hartford, CT 06142-0816. 

Copies of the proposed regulation may be obtained by writing to the Insurance 
Department at the above address or sending an e-mail to Beth.Cook@ct.~ov The 
proposed regulation may also be viewed by visiting the Insurance Department's Internet 
Web site at www.state.ct.~ov/cid and clicking on "Proposed Regulations". 

,' 

Thomas R. Sullivan 
Insurance Commissioner 

www.ct.gov/cid 
P.O. Box 81 6 Hartford, CT 06142-0816 

An Equal Opportunity Employer 
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Annual Audited Financial Reports 

SECTION 1 

Sections 38a-54-1 to 38a-54-14, inclusive, of the Regulations of Connecticut State Agencies are 
amended to read as follows: 

Sec. 38a-54-1. Purpose and scope 

(a) Sections 38a-54- 1 to 38a-54-14, inclucive, %improve the Insurance 
Department's surveillance of the financial con&tionJo panics, he5lth care centers 
and fraternal benefit societies doing business by i6;uiriLg an F annual [examination] audit of financial statemestsir 1 position&nd the results 
of operations of insurers by independent certifiedgublic accountants [of the-financial statements 
reporting the financial position and the results of operatioKs of insurers], (2) Communication of 
Internal Control Related Matters Noted in an Audt, arid.(3~~anae\ement's Report of Internal 
Control over Financial Rep 

(b)(l) Every insurer as de o the requirements of 
Sections 38a-54- 1 to 3 8a-54- 14 s written in this state 
of less than $1,000,000 in any 
of directly written policies nationwide pt from Sections 38a-54-1 
to 38a-54-14, inclusive, for su - es a specific finding that 
compliance is necessary for the tory responsibilities, except that 
insurers having assumed pre 
$1,000,000 or more shall not be 

(2) Foreign and alien financial reports in another 
state, pursuant to [such othe 
reports which has been founa.by the ~'&nmissioner to be substantially similar to the 
requirements herein, are exem& from sec;bns 38a-54-1 to 38a-54-14, inclusive, if. 

(A) a ~ o p y  5f th%*Aud$ed [ ~ i h a q c i a l - ~ a o r t ]  financial report, Communication of Internal 
Control Rela'ted Matters Nrotedbin an Audit::[~e~ok on Significant Deficiencies in Internal 
~ontrols,]/and.t.&e ~ccouil j i int 's~1~her of ~uzlifiLations, which are filed with such other state, are *". ..J* 
filed with the Commissionei.m accordance with the filing dates specified in Sections 38a-54-3, 

b 38a-54-9a and 38a-54-10, resp>dtivelf>(~anadian ?-%%% a insurers may submit [independent auditors'] 
acco$sant$ reports as filed with'ip~kimadian Dominion Department of Insurance] Office of 
the&upeiint&dent of Financial Institutions, Canada); and <. *&@% (B),,a copy 8f$any [not i f i~at io~n~~f  adverse financial condition report] Notification of 
Adverse Fi'lancial  ohi it ion ~kp6rt:filed with such other state is filed with the Commissioner 
within the time'specifiedin8e$tion j8a-54-9. 

(C)Foreign oF>liei.ins&ers required to file Management's Report of Internal Control over 
Financial Reporting in a;other s the are exempt from filing the Report in this state provided the 
other state has substantially similar reporting requirements and the report is filed with the 
Commissioner of the other state within the time specified. 

(c) Sections 38a-54-1 to 38a-54-14, inclusive, shall not prohibit, preclude or in any way 
limit the Insurance Commissioner from ordering andlor conducting andjor performing 
examinations of insurers under the General Statutes, Regulations and procedures of the 
Connecticut Insurance Department. 

Sec. 38a-54-2. Definitions 

As used in Sections 38a-54-1 to 38a-54-13, inclusive: 
(a) "Accountant" or "independent certified public accountant" means an independent 

certified public accountant or accounting firm in good standing with the American Institute of 
Certified Public Accountants (AICPA) and in all states in which he or she is licensed to practice; 
for Canadian and British companies, it means a Canadian-chartered or British-chartered 
accountant. 
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(b) An "affiliate" of, or person "affiliated" with, a specific person, is a person that 
directly, or indirectly through one or more intermediaries, controls, or is controlled by, or is 
under common control with, the person specified. 

(c) "Audit committee" means a committee (or equivalent body) established by the board 
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 the insurer 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 these controlled insurers solely for the 
purposes of Sections 38a-54-1 through 38a-54-14 inclusive of the Regulations of the Connecticut 

38a-54-4. 

[(e)] (j& "Indemnification" means an agre release from liability 

" 9 %&i @%4 ' 
[(f)]a "Insurer" or "Insurance Cbmpany" means an insur&;e company, health care center 

or fraternal benefit society licensed by ily ~bmlriissi6ner tb do~bdsiness in this State. 
(i) ''Group of insurers" means.those licensed idsurers'indluded in the reporting 

requirements of Sections 3 8a- 1 29'thr6ugh 3 8a- 142 i~clus<ve df the Connecticut General Statutes, 
or a set of such insurers as identihed bfmanagement, for the'purpose of assessing the 
effectiveness of Internal control~o$er financial rep'drting. 

(k) "Internal control o h r  firih6ial reporting" means a process effected by an entity's 
board of directors, managesent and othgr personnel designed to provide reasonable assurance 
regarding the reliability of financia1,statements such as those items specified in Section 38a-54-4 

'r, and includes th ' ie  p6licik:and proce'&urek that: 
(1) ,/Pertain tzthe i??aint&ance of rezbids that, in reasonable detail, accurately and fairly 

reflect thdtransa6iion~~nd~disposi~bns of asseg; 
%/,.I* ' (2$xi&gr6vide reasona6le assurance that transactions are recorded as necessary to permit 

\ " ', 
prepar/ationh6f the financial statements'such as those items specified in Section 38a-54-4 and that 
receipts andexpenditures are beinff made only in accordance with authorizations of management - .  
and%frectors: ad%.  4. j 

(3)*l?rovide reasonable assurhce regarding prevention or timely detection of unauthorized 
accluisition, use or disposition &asset's that could have a material effect on the financial 
statement, such a~tchose item8ipecified in Section 38a-54-4. 

[(g)]@ "NAIC""~~&S theifiational Association of ~nsurance Commissioners. 
(m) "SEC" means theFfnited States Securities and Exchange Commission. 
[n) "Section 404" means'section 404 of the Sarbanes-Oxley Act of 2002 and tHe SECYs 

rules and regulations promulgated thereunder. 
Jo) "Section 404 Report" means a management's report 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 section 38a-54- 1 (b)(2)(A). 

{p) "SOX Compliant Entity" means an entity that either is required to be compliant with, 
or voluntarily is compliant with, all of the following provisions of the Sarbanes-Oxley Act of 
2002: (i) the preapproval requirements of Section 201 (Section 10A(i) of the Securities Exchange 
Act of 1934); (ii) the Audit committee independence requirements of Section 301 (Section 
10A(m)(3) of the Securities Exchange Act of 1934); and (iii) the Internal control over financial 
reporting requirements of Section 404 (Item 308 of SEC Regulation S-K). 

[(h)]@ "Workpapers" means 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 or her examination of the financial statements of an insurer. 
Workpapers, accordingly, may include audit planning documentation, summary of unadjusted 
differences, audit completion memorandum, work programs, analyses, memoranda, letters of 
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confirmation and representation, abstracts of company documents and schedules or 
commentaries prepared or obtained by the independent certified public accountant in the course 
of his or her examination of the financial statements of an insurer and which support his or her 
opinion thereof. 

Sec. 38a-54-3. General Requirements Related to Filing and extension for filing of 
annual audited financial reports and Audit Committee Appointment 

All insurers shall have an annual audit by an independent certified public accountant and 

may require an insurer to 
s advance notice to the 

insurer. 
Extensions of the June 1 filing date 

an extension. The request for extension shal 
prior to the due date in sufficient detail to permit make an informed 

w % - ~  54-1 through 38a-54- 14 inclusive of thd~ehlationsaof "te ~ o h e c t i c u t  State Agencies shall 
designate a group of individuals as conAtitdtihg itsmdit c8'&ittke, as defined in section 38a- 

b m  54-2. The Audit committee of an entity ~l%t*kontrols an ins%dG may be deemed to be the 
&&we- ' insurer's Audit committee for pur6osis of ~ections$8a-5%1 through 3 8a-54- 14 inclusive of the 

%-%a* Regulations of the Connecticut stateb~$encies a?%?!electio$of the controlling person. 
W<tfi* *- 

Sec. 38a-54-4. audited] Audited financial report 

port shall report the financial position of the 
ar and the results of its operations, cash flows 
ended in conformity with statutory 

wise permitted, by the department of insurance of the 

ort shall include the following: 

, capital and surplus; 

ents. These notes shall be those required by the appropriate 
ccounting Practices and Procedures 

Manual. The notes shall include a reconciliation of differences, if any, between the audited 
statutory financial statements and the annual statement filed pursuant to Section 38a-53 of the 
~onnecticut General Statutes with a written description of the nature of these differences. 

(c) The financial statements included in the Audited [Financial Report] financial report 
shall be prepared in a form and using language and groupings substantially the same as the 
relevant sections of the annual statement of the insurer filed with the Commissioner; the financial 
statements shall be comparative, presenting the amounts for the years ended December 3 1 of the 
current and immediately preceding year. However, in the first year in which an insurer is 
required to file an [audited] ~ u d i t e d  financial report, the comparative data may be omitted. 

Sec. 38a-54-5. Designation of independent certified public accountant 

Each insurer required to file an annual audited financial report pursuant to Section 38a-54- 
3 shall within sixty (60) days after becoming subject to such requirement, register with the 
Commissioner in writing the name and address of the independent certified public accountant or 
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accounting firm [(generally referred to in Sections 38a-54- 1 to 38a-54- 14, inclusive, as the 
"accountant")] retained to conduct the annual audit required by Section 38a-54-3. Insurers not 
retaining an independent certified public accountant on the effective date of Section 38a-54-3 
shall register the name and address of their retained independent certified public accountant not 
less than six (6) months before the date when the first [audited] Audited financial report is to be 
iiled. 

The insurer shall obtain a letter from the accountant, and file a copy with the 
Commissioner stating that the accountant is aware of the provisions of the insurance code and 
the rules and Regulations of the insurance department of its state of domicile that relate to 
accounting and financial matters and affir 
the financial statements in terms of their 
prescribed or otherwise permitted by such 
may believe appropriate. If an accountant 
preceding filed [audited] Audited financial r 
the Connecticut Insurance Department withi 
shall also furnish the Commissioner with a s 
above notification stating whether in the 
were any disagreements with the former accou 
practices, financial statement disclosure, 
not resolved to the satisfaction of the former 
reference to the subject matter of the dis or her opinion. The 
disagreements required to be reported in 

The insurer shall also in writin 
the insurer stating whether t 
letter and, if not, stating the 
furnish such responsive lett 
own. 

ent certified public accountant 

y person or firm a qualified independent 
or firm: (1) is not in good standing with the [American 

ertified Public Ac AICPA and in all states in which the accountant is 
British company, that is not a chartered accountant; or 

herein, the Commissioner shall recognize an independent 
in accordance with Sections 38a-54-1 to 38a-54- 14, 

AICPA and Rules and Regulations and Code of Ethics and Rules of Professional Conduct of the 
Connecticut [Board of Public] State Board of Accountancy, or similar code. 

(c) A qualified independent certified public accountant may enter into an agreement with 
an insurer to have disputes relating to an audit resolved by mediation or arbitration. Howevcr, in 
the event of a [deliquency] delinquency proceeding commenced against the insurer under 
Chapter 704c of the Connecticut General Statutes, the mediation or arbitration provisions shall 
operate at the option of the statutory successor. 

(d) P o  partner or other persons responsible for rendering an independent audit report] The 
lead or coordinating audit partner having primary responsibility for the audit may= act in that 
capacity for more than [seven (7)J five (5) consecutive years. [Following any period of service 
such] The person shall be disqualified from acting in that or a similar capacity for the same 
company or its insurance subsidiaries or affiliates for a period of [two (2)] five (5) consecutive 
years. An insurer may make application to the Commissioner for relief from the above rotation 
requirement on the basis of unusual circumstances. This application should be made at least 
thirty (30) days before the end of the calendar year. The Commissioner may consider the 
following factors in determining if the relief sought should be granted: 



STATE OF CONNECTICUT 

REGULATION 
' OF 

NAME OF AGENCY 
INSURANCE DEPARTMENT 

Concerning 

SUBJECT MATTER OF REGULATION 

(1) number of partners, expertise of the partners or the number of insurance clients in the 
currently registered firm; 

(2) premium volume of the insurer; or 
(3) number of jurisdictions in which the insurer transacts business. 

The requirements of this subsection shall become effective on July 29, 1996. 
(e) The insurer shall file, with its annual statement filing, the approval for relief as 

provided in subsection (d) of this section with the states that it is licensed in or doing business in 
and with the NAIC. If the non-domestic state accepts electronic filing with the NAIC, the insurer 
shall file the approval in an electronic format acceptable to the NAIC. 

UThe Commissioner sh 
public accountant, nor accept any annual [audited] report prepared in whole or 
in part by, any person who: 

(1) has been convicted of fraud, bribery 
Corrupt Organizations Act, 18 U.S.C. Sectio 
under federal or state law; 

(2) has been found to have violated th 
previous reports submitted under Sections 3 

(3) has demonstrated a pattern or prac 
information in previous reports filed under -54- 1 to 38a-54-14, 
inclusive. 

[(f)] The Insurance C 
Connecticut General Statutes and the Rule 
hearing to determine whether [a] an indep 
considering the evidence prese 
expressing his or her opinion on the fin 
financial report made pursuan 
accountant with another whos 
this section. 

Jh) (1) The Commissione 
accountant, nor accept an anha1 ~ u d i t e d  financial report prepared in whole or in part by an 
accountant who provides tohi4nsurer, c'bntemporaneously with the audit, the following non- 
audit services: /.- \ (A)Bookkeepmg or other servi&srelat&d to the accounting records or financial statements 

' <".$y$" '""B -". of the insuvh; . -r ..*-- L,~ + \ -y+$ 
( ~ ) f ~ i n a n c l a l  infhmation systems design and implementation; . * $ > % < \  

(~~%&~f&isal or valu$ion.services, fairness opinions, or contribution-in-kind reports; 
D) Ac'tuarially-oriented ah~isor$services involving the determination of amounts /(, 

recorde*dlin"'the financial statemenfs. ,T@ accountant may assist an insurer in understanding the 
meihods, a ~ s ~ p t i o n s  and inputs dsed in the determination of amounts recorded in the financial 
statemkt only if it is reasonablefto conclude that the services provided will not be subiect to 
audit procedh-es during &~audi? of th"ensurerYs financial statements. An accountant's actuary 
may also issue ar;'bcEuarial oGnionpbr certification on an insurer's reserves if the following 
conditions have been ?net: . . jl' 

(i) Neither the azcouniant nor the accountant's actuary has performed any 
management functions or made any management decisions; 

(ii) The insurer has competent personnel, or engages a third party actuary, to estimatc 
the reserves for which management takes responsibility; and 

(iii) The accountant's actuary tests the reasonableness of the reserves after the insurer's 
management has determined the amount of the reserves; 

(E) Internal audit outsourcing services; 
(F) Management functions or human resources; , 

(G) Broker or dealer, investment advisor, or investment banking services; 
(H)Legal services or expert services unrelated to the audit; or 
(I) Any other services that the Commissioner determines, by regulation, are 

impermissible. 
(2) In general, the principles of independence with respect to services provided by the 

qualified independent certified public accountant are largely predicated on three basic principles, 
violations of which would impair the accountant's independence. The principles are that the 
accountant cannot function in the role of management, cannot audit his or her own work, and 
cannot serve in an advocacy role for the insurer. 
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(i) Insurers having direct written and assumed premiums of less that $100,000,000 in any 
calendar year may request an exemption from subsection (h)(l) of this section. The insurer shall 
file with the Commissioner a written statement discussing the reasons why the insurer should be 
exempt from these provisions. If the Commissioner finds, upon review of this statement, that 
compliance with this section would constitute a financial or organizational hardship upon the 
insurer, an exemption may be granted. 

(i) A qualified independent certified public accountant who performs the audit may engage 
in other non-audit services, including tax services, that are not described in subsection (h)(l) of 
this section or that do not conflict with subsection (h)(2) of this section, only if the activity is 
approved in advance by the Audit committee, in accordance with subsection (k). 

(k) All auditing services and non-audit services $rdaed to & insurer by the qualified 
independent certified public accountant of the insurer $hall be preapproved by the Audit 
committee. The preapproval requirement is wai~ed?with?8s~ect to n&n-audit services if the 
insurer is a SOX Compliant Entity or a directhr indirect,wholly-.owned subsidiary"of a SOX , 

Compliant Entity or: [ ;;;:< '>- &\ x" 
#ST % (1) The aggregate amount of all such non-audit serviies providedqtdlhe insirer constitutes 

not more than five percent (5%) of the total am$unt of'feeilbaid by the insurer to its qualified 
independent certified public accountant during thgfiscal vear.inxwhich the non-audit services are 
provided; k* . -  - )I <b ~ 

1% 
l2) The services were not recognized by the.insurer and the time o h h e  engagement to be 

/ '% 

"-- 
non-audit services; and L... ,' 

(3) The services are promptly broughi'tgthe attenthn.of the Audit committee and 
&&+A 

approved prior to the completion of the audit '6 th; Audit codmit or by one or more members of 
the Audit committee who are members .6fcth& boaidiof directors to>whom authority to grant such 

4 approvals has been delegated by the ~ d d i t  c o m m i d ~ .  r-: I \  (1) The Audit committee may delekate'to dine dr more designated members of the Audit 
committee the authority to g r a n t ~ ~ ~ e ~ a p p ~ o v a l s  ke~ui>ed b; subsection (k). The decisions of any 
members to whom this authoritvii$ delekated shall -be ljresented to the full Audit committee at 

'* , "H 

each of its scheduled meetingsq- " ( <--* -- 

(m)(l) The ~ommissiofier&allhot recognize an independent certified public accountant 
as qualified for a particular insurer if a &ember of the board, president, chief executive officer, 
controller, chief financial officer. khief i B i 6 h t i n ~  officer, or any person serving in an equivalent 
position for that@;;"surer, &%s~employ~d G%he iaipendent certified public accountant and 

articipated';n the audit of that iiisurer du~$$tlieTone-year period preceding the date that the 
Lost currknt statuGrf&inion is duk. This secd6n shall only apply to partners and senior 
managers~involved in the audit. An%in$urer may make application to the Commissioner for relief 
from the abobe requirement on the, 6asii of unusual circumstances. 

d ( 2 i ~ h e i n s u r e r  shall file, with its ahnual statement filing. the approval for relief from 
su6section (m)(k)kwith the states that it'is licensed in or doing business in and the IVAIC. If the 
non-do&istic state &cepts electrbnic'filing with the NAIC, the insurer shall file the approval in 
an electronic?fonnat &.. accatable'to the'NAIC. 

% ' k -- 
4.1 

'k: 
'J' 

Sec. 38a-54-7. &isolidiated or combined audits 

An insurance company may make written application to the Commissioner for approval to 
file audited consolidated or combined financial statements in lieu of separate annual audited 
financial statements if the insurer is part of a group of insurance companies which utilizes a 
pooling or one hundred percent reinsurance agreement that affects the solvency and integrity of 
the insurer's reserves and such insurer cedes all of its direct and assumed business to the pool. In 
such cases, a columnar consolidating or combining worksheet shall be filed with the report, as 
follows: 

(a) Amounts shown on the consolidated or combined Audited Financial Report shall be 
shown on the worksheet. 

(b) Amount for each insurer subject to this section shall be stated separately. 
(c) Noninsurance operations may be shown on the worksheet on a combined or individual 

basis. 
(d) Explanations of consolidating and eliminating entries shall be included. 
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(e) A reconciliation shall be included of any differences between the amounts shown in the 
individual insurer columns of the worksheet and comparable amounts shown on the annual 
statements of the insurers. 

Sec. 38a-54-8. Scope of [examination] audit and report of independent certified 
public accountant 

Financial statements furnished pursuant to Section 38a-54-4 shall be examined by [an] 
the independent certified public accountant. The [examination] audit of the insurance company's 
financial statements shall be conducted in accordance ki$ generally accepted auditing standards. 
In accordance with AU Section 3 19 of the Professional standards of the AICPA, Consideration 
of Internal Control in a Financial Statement Audit, thejindependeld certified public accountant 
should obtain an understanding of internal c o n t r ~ l ~ ~ f f i c ~ n t ~ o ~ p l a n  !he,audit. To the extent 
required by AU 3 19, for those insurers requiredzto file a&fanagement9s ~"eport.&f"~nternal 
Control over Financial Reporting pursuant tof$%%t?on 1'6: t~eindesendent certified public 
accountant should consider, as that term is deyzed in Statement on ~cc"ounting Standards No. 
102, Defining Professional Requirements in statements o n ~ u d i t i n g  Standads or its 
replacement, the most most recently available rep& in plannin$and performing the audit of the 
statutory financial statements. [and consideration]~onsi'deration [shaduld] shall be given to [such 
other] the procedures illustrated in the Finan s Handbook promulgated 
by the National Association of Insur endent certified public 
accountant deems necessary. 

Sec. 38a-54-9. Notification o 

The insurer required to furnish, th financial report shall require 
the independent certified public acco? n five (5) business days the 
board of directors or its [audit] [that] the independent 
certified public accountant thgt-t sstated its financial condition as 
reported to the Commissionef 2t der [examinationlaudit or 

ital and surplus requirement of Section 38a-72 of 
s of that date. The insurer shall furnish such 

(5)hsiness days of receipt thereof and shall 
&&6t making the report with evidence of the report 
&ependent certified public accountant fails to 

d five (5) business day period, the independent certified 
tant shall furnis missioner a copy of its report within the next five (5) 

ountant shall be liable in any manner to any person for 
is section if such statement is made in good faith 

of the [auditedIAudited financial report filed 
pursuant to Section es aware of facts which might have affected his or her 

ligation to take such action as prescribed in 
Volume 1, Section AU 56 1 of the Professional Standards of the [American Institute of Certified 
Public Accountants]AICPA. 

Sec. 38a-54-9a. [Report on significant deficiencies in internal controls] 
Communication of Internal Control Related Matters Noted in an Audit 

(a) In addition to the annual Audited financial [statements] report, each insurer shall 
furnish the Commissioner with a written [report] communication as to any unremediated 
material weaknesses in its internal controls over financial reporting noted during the audit. Such 
communication shall be prepared by the accountant [describing significant deficiencies in the 
insurer's internal control structure noted by the accountant during the audit] within sixty (60) 
days after the filing of the annual Audited financial report, and shall contain: a description of any 
unremediated material weakness, as the term material weakness is defined by Statement on 
Auditing Standard 60 [SAS No. 601, Communication of Internal Control Structure Matters Noted 
in an Audit, [(AU Section 325 of the Professional Standards of the American Institute of 
Certified Public Accountants)] or its replacement as of December 3 1 immediately preceding, so 
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as to coincide with the Audited financial report discussed in Section 38a-54-3 in the insurer's 
internal control over financial reporting noted by the accountant during the course of the 
financial statements. [requires an accountant to communicate significant deficiencies (known as 
"reportable conditions") noted during a financial statement audit to the appropriate parties within 
an entity. No report should be issued if the accountant does not identify significant deficiencies. 
If significant deficiencies are noted, the written report shall be filed annually by the insurer with 
the Department within sixty (60) days after the filing of the annual audited financial statements. - 
The insurer is required to provide a description of remedial actions taken or proposed to correct 
significant deficiencies, if such actions are not described in the accountant's report.] 

Sec. 38a-54-10. Accountant's letter 

The accountant shall furnish the insurer in 

d conforms to the 

or similar code. 

defined in Section 38a-54-2. 

od standing in the [American Institute of Certified 

untant is in compliance with the requirements of Section 

Sec. 38a-54-11. 

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 the accountant's audit of the financial statements of an insurer. Workpapers, 
accordingly, may include audit planning documentation, work programs, analyses, memoranda, 
letters of confirmation and representation; abstracts of company documents and schedules or 
commentaries prepared or obtained by the independent certified public accountant in the course 
of his or her audit of the financial statements of an insurer and which support the accountant's 
opinion. 

Every insurer required to file an [audited] Audited financial report pursuant to Section 38a- 
54-3, shall require the accountant to make available for review by Insurance Department 
examiners, all workpapers prepared in the conduct of his or her [examination] audit and any 
communications related to the audit between the accountant and the insurer, at the offices of the 
insurer, at the Insurance Department or at any other reasonable place designated by the 
Commissioner. The insurer shall require that the accountant retain the audit workpapers and 
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communications until the Insurance Department has filed a report of examination covering the 
period of the audit but no longer than seven (7) years from the date of the audit report. 

In the conduct of the aforementioned periodic review by the Department examiners, it shall 
be agreed that photocopies of pertinent audit workpapers may be made and retained by the 
Department. Such reviews by the 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. 
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(NEW) Sec. 38a-54-11a. Requirements for ~ b d i t  ~ornrnk te&~: -~ .  
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This section shall not apply to foreign or alien.inSurers licensedin this state or an insurer 
that is a SOX Compliant Entity or a direct or 'indi;ect-wholly-owned su%sidiary of a SOX -- 
Compliant Entity. '*lhs A2 v4i ,A a+L% 

(a) The Audit committee shall be directly reiponsible'for the.appointment, compensation 
and oversight of the work of any accountant (inclzding ;esolu'ti"&n ofdisagreements between 
management and the accountant regarding financial reporting)'for the pu?pose of preparing or 
issuing the Audited financial report or relatedJwork 2ursuant to thi~~section. Each accountant 
shall report directly to the Audit committeg. -" % - a  

-,-- 5 - *\?%\ 
(b) Each member of the Audit cordhittee shall b-6 a member-of the board of directors of the 

m* * @w . :* insurer or a member of the board of dire~tors of anentity e1ectea;piirsuant to subsection (e) of 
this section and Section 38a-54-2(c). % J i *".* p L  
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{c) In order to be considered independent for? purpos6s of this section, a member of the 
Audit committee may not, other tlfanTin his or hkr caaacit; as member of the Audit committee, 
the board of directors, or any otheefb,oa;d committee, accept Qnv consulting, advisory or other 

"? compensatory fee from the ent~ityor4be an affiliat&%persori of the entity or any subsidiary 
thereof. However, if law reqdres' board participation by otherwise non-independent members, 
that law shall prevail and su~h;menibers'may participate in the Audit committee and be 
designated as independent for ~ ? d i t  commi~ee~purposes, unless they are an officer or employee 
of the insurer$of%ne of it?affiliates. \-5: 2 Id) Ifs; meGbkr of the Audit commkee 6Lases to be independent for reasons outside the 
inemberY$reasonable Santrol, that & - s o n ,  with-"notice by the responsible entity to the state, may 
remain-& Audit committee &Fmber,$fi>the responsible entity until the earlier of the next annual 
meeti$ ofthe responsible entitpoi #ig*year from the occurrence of the event that caused the 
membeF, to be no longer independsnt. ' I 

T i e )  To,exercise the election bf tliekontrolling person to designate the Audit committee for 
urpos&*o~t$his seciibn, the ultinidafe cdntrolling person shall provide written notice to the 

;ommission;rs of theaffected,ifisufe&. Notification shall be made timely prior to the issuance of 
g& ': *Vsp, * 

the statutory audit rep% and indude a description of the basis for the election. The election can 
be changed through notice b the commissioner by the insurer, which shall include a description 
of the basis for the change. ~he~elec t ion  shall remain in effect for perpetuity, until rescinded. 

(f)(l) The Audit committee shall require the accountant that performs for an insurer any audit 
required by this section to timely report to the Audit committee in accordance with the 
requirements of SAS 61, Communication with Audit Committees, or its replacement, including: 

(A) all significant accounting policies and material permitted practices: 
(B) all material alternative treatments of financial information within statutory accounting 

principles that have been discussed with management officials of the insurer, 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 an insurer is a member of an insurance holding company system, the reports required 
by subparagraph (1) of this subsection may be provided to the Audit committee on an aggrepate 
basis for insurers in the holding company system, provided that any substantial differences 
among insurers in the system are identified to the Audit committee. 
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(g) The proportion of independent Audit committee members shall meet or exceed the 
following criteria; 

(NEW) Sec. 38a-54-llc. Management's Report of Internal Control Over Financial Reporting 

Prior Calendar Year Direct Written and Assumed Premiums, 
$0 - $3000,000,000 

No minimum requirements. 
See also Note A and B. 
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Note A: The Commissioner has authority afforded-by state law toyequire the entitv's board to 
enact improvements to the independence of theaudit c o d i t t e e   embers ship if-the insurer is in 
a RBC action level event, meets one or more 6f the5stand"a;'&s'*of.an insure&deemed*:to be in 
hazardous financial condition, or otherwise ekhibit4qu&liti;?s of a t~oubled~fnsurer? 
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Note B: All insurers with less than $500,000,000"in prior $?ar.direct written and assumed 
premiums are encouraged to structure their ~udithommittees w&htat least a supermajority of 
independent Audit committee members. - '".- ". - 

n, * "  a %"hp. 
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Note C: Prior calendar year direct written an*d assurned~premiums shall 6e the combined total of 
Nrzai 

direct premiums and assumed premiums Erom:non-affilia&s for the reporting entities. 

v-,-r , , 
with the Federal Crop Insurance ~orporatio@and'~~$~eral Flo"&d Program, less than $500,000,000 
may make application to the ~ornmissi~ner'for sf w&er fr6m ihe requirements of this section 
based upon hardship. The insureAhal1 file, wit&its ahilgl statement filing, the approval for 
relief from this section with the Jtates that it is lixensed'in orPdoing business in and the NAIC. If 
the non-domestic state accepts~elkctronic filing w i t h " t h e - ~ ~ ~ ~ ,  the insurer shall file the approval 
in an electronic format acceptable { o a e  %- NAIC. 

"\ "' %%, 

(NEW) Sec. 38a-54-llb. ... --w-Conduct ~f~1nsurerZ'ihb~onnection with the Preparation of Required 
^*h a-+* Reports and.~ocumeots % = ' ,? 

(a) ~d-director or officer oFan insurer shall, directly or indirectly; (1) make or cause to be 
made a mhteriall? f a l se~r~m~~lead i~g , s t a temen~to  an accountant in connection with any audit, 
review.& communication reqxired under this section; or (2) omit to state, or cause another 
persod to odi t  to state, any mate*rial fact necessary in order to make statements made, in light of 
the c i r c ~ ~ & a n c e s  under which th& statements were made, not misleading to an accountant in 
codection &hl.any audit, review~or~coinmunication required under this section. 

(b)'No officer 6r.director o/fan~cdsurer, or any other person acting under the direction 
therof, shall directly or,indirectly take any action to coerce, manipulate, mislead or fraudulently 
influence any accaunta$en&%ged i?; the performance of an audit pursuant to Sections 38a-54-1 
through 38a-54-14 indusive of thd Regulations of the Connecticut State Agencies if that person 
knew or should have knowd'that the action, if successful, could result in rendering the insurer's 
financial statements materially misleading. 

(c) For purposes of subsection (b) of this section actions that if successful could result in 
rendering the insurer's financial statements materially mislead in^ include. but are not limited to, 
actions taken at any time with respect to the professional engagement period to coerce, 
manipulate, mislead or fraudulently influence an accountant: 

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

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

(3) Not to withdraw an issued report; or 
(4) Not to communicate matters to an insurer's Audit committee. 

Over $300,000,000 - 
$500,000,000 

Majority (50% or more) of 
members shall be independent. 
See also Note A and b y  6.. 

Over $500,000,000 

Supermaiority of members 
(75% or more) shall be 

.independent. See also Note A. 
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Ja) Every insurer required to file an Audited financial report pursuant to Sections 38a-54-1 
through 38a-54- 14 inclusive of the Regulations of the Connecticut State Agencies that has 
annual direct written and assumed premiums, excluding premiums reinsured with the Federal 
Crop Insurance Corporation and Federal Flood Program, of $500,000,000 or more shall prepare a 
report of the insurer's or Group of insurers' Internal control over financial reporting, as these 
terms are defined in Section 38a-54-2. The report shall be filed with the Commissioner along 
with the Communication of Internal Control Related Matters Noted in an Audit described under 
Section 38a-54-9a. Management's Report of Internal Control over Financial Reporting shall be 
as of December 3 1 immediately preceding. 

Jb) Notwithstanding the premium threshold in subsection4(.a), the Commissioner may 
require an insurer to file Management's Report of 1nte;nal'cotkrol over Financial Reporting if 
the insurer is in an RBC level event, or meets anpone br more of the standards of an insurer 
deemed to be in hazardous financial condition a6 dkfinedyn se&ion;3 8a-8- 10 1 to 38a- 104, 3 8a- 
72- 1 to 3 8a-72- 13 and 3 8a- 193 - 1 to 3 8a- 193 -,f.3<of&he ~kgulations,~f the~~onnkc6icut State 

( > .\ J -\y \ - > -  7 
Agencies. \.% f 

(c) An insurer or a Group of insurers thdt-is (13:diieCtly subiect &section 464; 
(2) part of a holding company system whose p ~ e n t i s ' d $ e t l  subject to ~ec?ion 404; (3) not 
directly subject to Section 404 but is a SOX ~om$l~&nt ~ntity;-&-(4) a member of a holding 
company system whose parent is not directly subi'?ct:t'o Section 404 but is a SOX Compliant 
Entity, may file its or its parent's Section 404 Report and an addendum inzsatisfaction of this 
section requirement provided that these in tedd  ,conbols of the inhrer of Group of insurers 
h a v i n ~  a material impact on the preparatioh of thkiiis~rer's or Group i f  insurers' audited 
statutory financial statements (those item5 inclidea in ~e~tion>38a-54-4) were included in the 

/ "*%" scope of Section 404 Reports. The addendud shali be a positi%% statement by management that 
there are no material processes with reipect..?~ the" phdparation ofithe insurer's or Group of 

h%Z'f insurers'audited statutory financial statements (thos!! iternsfincluded in Section 38a-54-42 
excluded from the Section 404 ~dpok.1f  there &e:$terndcontrols of the insurer or Group of 
insurers that have a material imdact on'ihe prepdration of the'insurer's or Group of insurers' 
audited statutory financial statedents and those in&rnai:cdntrols were not included in the acope 
of the Section 404 Report, th6 insurer""or Group of insurers may either file a report pursuant to 
this section or a Section 4 0 ~  ~elj"or"f%.nd'&report pursuant to this section for those internal 
controls that have a material impBc5fon tI&%pr"eparation of the insurer's or Group of insurer's 

-q -4 
audited statutorv""financia1 gtatements not~covere&by the Section 404 Report. 

Jd) Ivl$nagementys Reporhof 1nternd'~oiitr61 over Financial Reporting shall include: 
(I)/: p 

adequatidntehal control ov& financi21 reporting; 
(2)*: A statement that mahagement has established Internal control over financial /. reportme and.an assertion, to the gest of management's knowledge and belief, after diligent 

inqtiry, as to whether its Internal Jontrol over financial reporting is effective to provide 
reasoni~le~assuranh regarding t6e relihbility of financial statements in accordance with statutory 

\ accounting prikciple~; . %%>,/ . A 4 
(3) A stdement that bridflv3describes the approach or processes by which 

management evaluatdthe effectiGeness of its Internal control over financial reporting; and 
(4) A statement th;t*b?iefly describes the scope of work that is included and whether 

any internal controls were excluded; 
(5) Disclosure of any unremediated material weaknesses in the Internal control over 

financial reporting identified by management as of December 3 1 immediately preceding. 
Management is not permitted to conclude that the Internal control over financial reporting is 
effective to provide reasonable assurance regarding the reliability of financial statements in 
accordance with statutory accounting principles if there is one or more unremediated material 
weaknesses in its Internal controls over financial r epor t in~  

( 6 )  A statement regarding the inherent limitations of internal control systems; and 
(7) Signatures of the chief executive officer and the chief financial officer or equivalent 
position or title 
Je) Management shall document and make available upon financial condition examination 

the basis upon which its assertions, required in subsection (d) are made. Management may base 
its assertions, in part, upon its review, monitoring and testing of internal controls undertaken in 
the normal course of its activities. 
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(I) 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. 

(2) Management's Report on Internal Control over Financial Reporting, required by 
subsection (a), and any documentation provided in support thereof during the course of a 
financial condition examination, shall be kept confidential by the insurance department. 

Sec. 38a-54-12. Exemptions and Effective Dates 
(aJ Upon written application of any insurer, the Commission~r may grant an exemption 

from compliance with Sections 38a-54-1 to 38a-54-14: inclusi@&$oif the Commissioner finds, 
- /  

upon review of the application, that compliance w ~ u l d . ~ n s t i t u t e  a.financia1 or organizational 
/ ., hardship upon the insurer. An exemption may be gfantedk any ti;e1and from time to time for a r' 

specified period or periods. Within ten (10) days ffom a denial'of an ins&er:s$.wkiten request for 
/ .\:v 

an exemption, such insurer may request in 4 t i n g  h.hear~ng:on it.?application for a exemption. 
Such hearing shall be held in accordance witfi<he rulesyo&firactice of tiiegnsuranck -s- ...y Department, 
Sections 38a-8-7 to 38a-8-75, inclusive, of the ~e~u l~ t id~s%fqonnec t i cu t  State Agencies. A 
request for exemption must be made for each calehdar dm year for which such exemption is sought. 
Application for exemption must be received on or before ~eceni.,ber'3-l~of -. the year for which 
such exemption is sought. Ls.% "-a 

rs" ---9 ! (b) Domestic insurers retaining a certified public accountasbn the effective date of 
Sections 3 8a-54- 1 to 3 8a-54- 14, inclusive~as amended, Gho qualify a<independent shall comply 
with Sections 38a-54-1 to 38a-54-14, indusivc as'amended, fbr+the year ending December 3 1, 
2008 and each year thereafter unless thk ~o~missioner"permits othkrwise. 

(c) Domestic insurers not retaini& a chrtifiid &blic7accountant on the effective date of 
Sections 38a-54-1 to 38a-54-14, in~lusi<e,~a"s amended, whbqbalifies as independent may mect 
the following schedule for complidnc"e,unless thk ~ohmigsionkr permits otherwise: 

(1) As of December 3 1,2008, fil6 with thk~~ornmissioher an Audited financial report; 
P >;L-@ 

(2) For the year ending December 3 1,2008,>nd each year thereafter, such insurers shall 
file with the Commissioner all reportiband communication required by Sections 38a-54-1 to 38a- 

".;- 54- 14, inclusive, as amended: *. <;i&, zv,z% 

(d) Foreign insurers shall comply wi'%~ections 38a-54-1 to 38a-54-14, inclusive, as 
amended for thgyear endi?ig-~ecemb$r*3 1,20083nd each year thereafter, unless the 

*. - 
~ommission"ei perzits otlierwi&~., L1 - *  ".z,"Y (e)$he req6irer?hts of sec tan  38a-54-6 shall be in effect for audits for the year 
beginnidg Jan6arv l , 2 0  10 and thereafter. 

<hW7 ' Jf) The requirements of ~ e " ~ t i o n  38a-54-1 l a  are to be in effect January 1,201 0. An insurer 
or ~ f o u p  of-insurers that is not reduired to  have independent Audit committee members or only a 
maiority'of idd$endent Audit committee members, as opposed to a supermaiority, because the 
total written 2nd ass"umed p r e m i h  is gelow the threshold and subsequently becomes subiect to 
one of the i6aependence"requirkdefits" due to changes in premium shall have one year following 
the year the thresii'old is ex2eeded:Eut not earlier than January 1,2010, to comply with the 
independence require&ents.'~ikewise, an insurer that becomes subiect to one of the 
independence requirementsas a+result of a business combination shall have one calendar year 
following the date of acquisitidn or combination to comply with the independence requirements. 

(g) The requirements of Sections 38a-54-1 l b  and 38a-54-1 l c  are effective beginning with 
the reporting period ending December 3 1,201 0 and each year thereafter. An insurer or Group of 
insurers that is not required to file a report because the total written premium is bclow the 
threshold and subsequently becomes subiect to the reporting requirements shall have two years 
following the year the threshold is exceeded, but not earlier than December 3 1,2010 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. 

Sec. 38a-54-13. Canadian and British companies 

(a) In the case of Canadian and British insurers, the annual [audited] Audited financial 
report shall be defined as the annual statement of total business on the form filed by such 
companies with their [domiciliary] supervision authority duly audited by an independent 
chartered accountant. 
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(b) For such insurers, the letter required in Section 38a-54-5 shall state that the accountant 
is aware of the requirements relating to the annual. [audited statement] Audited financial report 
filed with the Commissioner pursuant to Section 38a-54-3 and shall affirm that the opinion 
expressed is in conformity with such requirements. 

Sec. 38a-54-14. Severability 

If any provision of Sections 38a-54-1 
to any person or circumstance is held to be i 
applicability of such provision to other persons or cir 11 not be affected thereby. 

Statement of Purpose: To update the provisio 
reports. 

A. The problems, issues or circumstances tha 

The revisions amend the regulation to re 
and to improve the Insurance Depart 
insurers. These revisions are re 
accreditation by the National 

The Insurance Department propo 
of Sarbanes-Oxley, most insurer 

requirements). A NAIC 

and reported on to sta 
there is a provision w te in which the Commissioner may grant an exemption. 

is centered around management 

ncluding all ways that the regulation would changc 


