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Final Regulations

CALENDAR OF EVENTS

TITLE 14. INSURANCE

STATE CORPORATION COMMISSION
REGISTRAR’S NOTICE: The State Corporation Commission is exempt from the Administrative Process Act in accordance with § 2.2-4002 A 2 of the Code of Virginia, which exempts courts, any agency of the Supreme Court, and any agency that by the Constitution is expressly granted any of the powers of a court of record.

Title of Regulation: 14 VAC 5-270. Rules Governing Annual Audited Financial Reports (amending 14 VAC 5-270-40 and 14 VAC 5-270-80).

Statutory Authority: §§ 12.1-13 and 38.2-223 of the Code of Virginia.
Effective Date: July 1, 2003.
Agency Contact: Jarrett D. Goodwin, Principal Insurance Analyst, Bureau of Insurance, State Corporation Commission, P.O. Box 1157, Richmond, VA 23218, telephone (804) 371-9365, FAX (804) 371-9511, toll free (800) 552-7945 or e-mail jgoodwin@scc.state.va.us.

Summary:

The revisions prohibit the use of indemnification clauses by certified public accountants (CPAs) who perform audits of statutory financial statements, while allowing provisions requiring disputes to be resolved by mediation or arbitration. The revisions reinforce the independence of the certified public accountant and the ability of regulators to place reliance on the accountant’s work. The revisions also remove the basis for disparate treatment by audit firms that include indemnification clauses in their engagement letters for mutual insurers and not in their engagement letters for public insurers that are required to register with the Securities and Exchange Commission. The revisions track provisions of the Model Regulation Requiring Annual Audited Financial Reports adopted by the National Association of Insurance Commissioners in March 2002.

14 VAC 5-270-40 is amended to include a definition for “indemnification” that encompasses all agreements of indemnity or release from liability that shift or intend to shift liability for failure to adhere to applicable auditing or financial standards from the independent certified public accountant to the insurer. 14 VAC 5-270-80, addressing qualifications of accountants, is amended to prohibit the use of these indemnification agreements. A related amendment allows a provision requiring disputes to be resolved by mediation or arbitration, provided that in the event of a delinquency proceeding commenced against the insurer, the mediation or arbitration provision shall operate at the option of the statutory successor. 

AT RICHMOND, MAY 29, 2003

COMMONWEALTH OF VIRGINIA

At the relation of the

STATE CORPORATION COMMISSION

CASE NO. INS-2003-00037

Ex Parte: In the matter of

Adopting Revisions to the Rules

Governing Annual Audited

Financial Reports

ORDER ADOPTING REVISIONS TO RULES
By order entered herein February 28, 2003, all interested persons were ordered to take notice that the Commission would consider the entry of an order subsequent to May 23, 2003, adopting revisions proposed by the Bureau of Insurance to the Commission’s Rules Governing Annual Audited Financial Reports, set forth in Chapter 270 of Title 14 of the Virginia Administrative Code, which amend the rules concerning the qualification of accountants and prohibit indemnification but allow certain mediation and arbitration, effective July 1, 2003, unless on or before May 23, 2003, any person objecting to the adoption of the proposed rules filed a request for a hearing with the Clerk of the Commission. 

The February 28, 2003, Order also required all interested persons to file their comments in support of or in opposition to the proposed revisions on or before May 23, 2003.

As of the date of this Order, no request for a hearing has been filed with the Clerk of the Commission, and, as of the date of this Order, no comments have been filed with the Clerk of the Commission. 

The Bureau has recommended that the proposed revisions be adopted; and 

THE COMMISSION, having considered the proposed revisions and the Bureau's recommendation, is of the opinion that the proposed revisions should be adopted. 

THEREFORE, IT IS ORDERED THAT: 

(1)  The proposed revisions to Chapter 270 of Title 14 of the Virginia Administrative Code entitled "Rules Governing Annual Audited Financial Reports,” which amend the rules at 14 VAC 5-270-40 and 14 VAC 5-270-80, and which are attached hereto and made a part hereof, should be, and they are hereby, ADOPTED to be effective July 1, 2003. 

(2)  AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to the Bureau of Insurance in care of Deputy Commissioner Douglas C. Stolte, who forthwith shall give further notice of the adoption of the revisions to the rules by mailing a copy of this Order, including a copy of the attached revised rules, to all insurers, burial societies, fraternal benefit societies, health services plans, health maintenance organizations, legal services plans, and dental or optometric services plans licensed by the Commission. 

(3)  The Commission’s Division of Information Resources forthwith shall cause a copy of this Order, including a copy of the attached rules, to be forwarded to the Virginia Registrar of Regulations for appropriate publication in the Virginia Register of Regulations. 

(4)  On or before June 3, 2003, the Commission’s Division of Information Resources shall make available this Order and the attached rules on the Commission’s website, http://www.state.va.us/scc/caseinfo.htm. 

(5)  The Bureau of Insurance shall file with the Clerk of the Commission an affidavit of compliance with the notice requirements of paragraph (2) above.

REGISTRAR'S NOTICE: The proposed regulation was adopted as published in 19:14 VA.R. 2082-2085 March 24, 2003, without change. Therefore, pursuant to § 2.2-4031 A of the Code of Virginia, the text of the final regulation is not set out.

VA.R. Doc. No. R03-136; Filed May 30, 2003, 2:37 p.m.
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