
    

 

 
  
 

 
 

 

  
 

   

 
  

      

                
 

   

                  

   
   

  
   

   
     

       
     

       
   

 
 

      
   

   
 

   

 

 

      

      

 

  

      

CE OF THE CODE REVISER 
STATE OF WASHIINGTON 

FIILED 

DATE: December 05,1, .2019 
TIME: 1111:.22 AM 

WSR 20-01-008 

RULE-MAKING ORDER 
PERMANENT RULE ONLY 

CR-103P (December 2017) 
(Implements RCW 34.05.360) 

CODE REVISER USE ONLY 

Agency: Office of the Insurance Commissioner 

Effective date of rule: 
Permanent Rules 
☒ 31 days after filing. 

☐ Other (specify) (If less than 31 days after filing, a specific finding under RCW 34.05.380(3) is required and should 
be stated below) 

Any other findings required by other provisions of law as precondition to adoption or effectiveness of rule? 
☐ Yes ☒ No If Yes, explain: 

Purpose: To incorporate an internal audit function requirement for large insurers writing more than $500 million, or insurance 
groups writing more than $1 billion in annual premium. These insurers must maintain an internal audit function providing 
independent, objective, and reasonable assurance to the audit committee and insurer management regarding the insurer's 
governance, risk management and internal controls. 

Citation of rules affected by this order: 
New: WAC 284-07-214 
Repealed: 
Amended: WACs 284-07-110, 284-07-213, 284-07-220 
Suspended: 

Statutory authority for adoption: RCWs 48.02.060, RCW 48.44.050, and RCW 48.46.200 

Other authority: None 

PERMANENT RULE (Including Expedited Rule Making) 
Adopted under notice filed as WSR 19-18-090 on September 4, 2019 (date). 
Describe any changes other than editing from proposed to adopted version: None 

If a preliminary cost-benefit analysis was prepared under RCW 34.05.328, a final cost-benefit analysis is available by 
contacting: 

Name: Tabba Alam 

Address: PO Box 40360, Olympia, WA 98502 

Phone: 360-725-7170 

Fax: 

TTY: 

Email: TabbaA@oic.wa.gov 

Web site: www.insurance.wa.gov 

Other: 
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on-L ~ 

Note: If any category is left blank, it will be calculated as zero. 
No descriptive text. 

Count by whole WAC sections only, from the WAC number through the history note. 
A section may be counted in more than one category. 

The number of sections adopted in order to comply with: 

Federal statute: New Amended Repealed 

Federal rules or standards: New Amended Repealed 

Recently enacted state statutes: New Amended Repealed 

The number of sections adopted at the request of a nongovernmental entity: 

New Amended Repealed 

The number of sections adopted on the agency’s own initiative: 

New 1 Amended 3 Repealed 

The number of sections adopted in order to clarify, streamline, or reform agency procedures: 

New Amended Repealed 

The number of sections adopted using: 

Negotiated rule making: New Amended Repealed 

Pilot rule making: New Amended Repealed 

Other alternative rule making: New Amended Repealed 

Date Adopted: December 5, 2019 Signature: 

Name: Mike Kreidler 

Title: Insurance Commissioner 
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AMENDATORY SECTION (Amending WSR 15-22-062, filed 10/30/15, effective 
1/1/16) 

WAC 284-07-110 Definitions. For the purposes of WAC 284-07-100 
through 284-07-230 the following definitions shall apply: 

(1) "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 Account 
ants (AICPA) and in all states in which he or she is licensed to prac 
tice; for Canadian and British companies, the terms mean a Canadian-
chartered or British-chartered accountant. 

(2) 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 con 
trol with, the person specified. 

(3) "Audit committee" means a committee (or equivalent body) es 
tablished by the board of directors of an entity for the purpose of 
overseeing the accounting and financial reporting processes of an in 
surer or group of insurers, ((and)) the internal audit functions of an 

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 WAC 284-07-100 through 284-07-230 
at the election of the controlling person. Refer to WAC 284-07-213(5) 
for exercising this election. If an audit committee is not designated 
by the insurer, the insurer's entire board of directors ((shall)) con 
stitutes the audit committee. 

(4) "Audited financial report" means and includes those items 
specified in WAC 284-07-130. 

(5) "Group of insurers" means those licensed insurers included in 
the reporting requirements of chapter 48.31B RCW, or a set of insurers 
as identified by management, for the purpose of assessing the effec 
tiveness of internal control over financial reporting. 

(6) "Indemnification" means an agreement of indemnity or a re 
lease from liability where the intent or effect is to shift or limit 
in any manner the potential liability of the person or firm for fail 
ure to adhere to applicable auditing or professional standards, wheth 
er or not resulting in part from knowing of other misrepresentations 
made by the insurer or its representatives. 

(7) "Independent board member" has the same meaning as described 
in WAC 284-07-213(3). 

(8) "Insurer" has the same meaning as set forth in RCW 48.01.050. 
It also includes health care service contractors registered under 
chapter 48.44 RCW, health maintenance organizations registered under 
chapter 48.46 RCW, fraternal benefit societies registered under chap 
ter 48.36A RCW, and self-funded multiple employer welfare arrangements 
authorized under chapter 48.125 RCW. 

(9) "Internal audit function" means a person or persons that pro 
vide independent, objective and reasonable assurance designed to add 
value and improve an organization's operations and accomplish its ob 
jectives by bringing a systematic, disciplined approach to evaluate 
and improve the effectiveness of risk management, control and gover 
nance processes. 

(10) "Internal control over financial reporting" means a process 
effected by an entity's board of directors, management and other per 

insurer or group of insurers (if applicable), and external audits of 
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sonnel designed to provide reasonable assurance regarding the relia 
bility of the financial statements, i.e., those items specified in WAC 
284-07-130 (2)(b) through (g) and includes those policies and proce 
dures that: 

(a) Pertain to the maintenance of records that, in reasonable de 
tail, accurately and fairly reflect the transactions and dispositions 
of assets; 

(b) Provide reasonable assurance that transactions are recorded 
as necessary to permit preparation of the financial statements, i.e., 
those items specified in WAC 284-07-130 (2)(b) through (g) and that 
receipts and expenditures are being made only in accordance with au 
thorizations of management and directors; and 

(c) Provide reasonable assurance regarding prevention or timely 
detection of unauthorized acquisition, use or disposition of assets 
that could have a material effect on the financial statements, i.e., 
those items specified in WAC 284-07-130 (2)(b) through (g). 

(((10))) (11) "NAIC" means the National Association of Insurance 
Commissioners. 

(((11))) (12) "Policy holder" ((shall)) also means subscriber. 
(((12))) (13) "SEC" means the United States Securities and Ex 

change Commission. 
(((13))) (14) "Section 404" means Section 404 of the Sarbanes-Ox 

ley Act of 2002 and the SEC's rules and regulations promulgated there 
under. 

(((14))) (15) "Section 404 report" means management's report on 
internal control over financial reporting as defined by the SEC and 
the related attestation report of the independent certified public ac 
countant described in WAC 284-07-110(1). 

(((15))) (16) "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: 

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

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

(c) The internal control of financial reporting requirements of 
Section 404 (Item 308 of SEC Regulations S-K). 

AMENDATORY SECTION (Amending WSR 09-20-069, filed 10/5/09, effective 
11/5/09) 

WAC 284-07-213 Requirements for audit committees. This section 
((shall)) does not apply to foreign or alien insurers licensed in this 
state or an insurer that is a SOX compliant entity or a direct or in 
direct wholly owned subsidiary of a SOX compliant entity. 

(1) The audit committee ((shall be)) is directly responsible for 
the appointment, compensation and oversight of the work of any ac 
countant (including resolution of disagreements between management and 
the accountant regarding financial reporting) for the purpose of pre 
paring or issuing the audited financial report or related work pur 
suant to WAC 284-07-100 through 284-07-230. Each accountant ((shall)) 
must report directly to the audit committee. 

(2) The audit committee of an insurer or group of insurers is re 
sponsible for overseeing the insurer's internal audit function and 
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granting the person or persons performing the function suitable au 
thority and resources to fulfill their responsibilities if required by 
WAC 284-07-214. 

(3) Each member of the audit committee ((shall)) must be a member 
of the board of directors of the insurer or a member of the board of 
directors of an entity elected pursuant to subsection (((5))) (6) of 
this section and WAC 284-07-110(3). 

(((3))) (4) In order to be considered independent for purposes of 
this section, a member of the audit committee may not, other than in 
his or her capacity as a member of the audit committee, the board of 
directors, or any other board committee, accept any consulting, advi 
sory or other compensatory fee from the entity or be an affiliated 
person of the entity or any subsidiary thereof. However, if law re 
quires board participation by otherwise nonindependent members, that 
law shall prevail and the members may participate in the audit commit 
tee and be designated as independent for audit committee purposes, un 
less they are an officer or employee of the insurer or one of its af 
filiates. 

(((4))) (5) If a member of the audit committee ceases to be inde 
pendent for reasons outside the member's reasonable control, that per 
son, with notice by the responsible entity to the state, may remain an 
audit committee member for the responsible entity until the earlier of 
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 inde 
pendent. 

(((5))) (6) To exercise the election of the controlling person to 
designate the audit committee for purposes of WAC 284-07-100 through 
284-07-230, the ultimate controlling person ((shall)) must provide 
written notice to the commissioners of the affected insurers. Notifi 
cation ((shall)) must 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 notice to the commis 
sioner by the insurer, which ((shall)) must include a description of 
the basis for the change. The election ((shall)) remains in effect for 
perpetuity, until rescinded. 

(((6))) (7)(a) The audit committee ((shall)) must require the ac 
countant that performs for an insurer any audit required by WAC 
284-07-100 through 284-07-230 to timely report to the audit committee 
in accordance with the requirements of SAS 61, Communication with Au 
dit Committees, or its replacement, including: 

(i) All significant accounting policies and material permitted 
practices; 

(ii) 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 

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

(b) If an insurer is a member of an insurance or health carrier 
holding company system, the reports required by (a) of this subsection 
may be provided to the audit committee on an aggregate basis for in 
surers 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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(((7))) (8) The proportion of independent audit committee members 
((shall)) must meet or exceed the following criteria: 

Prior Calendar Year Direct Written and Assumed Premiums 

$0 - $300,000,000 
Over $300,000,000 -

$500,000,000 Over $500,000,000 

No minimum 
requirements. See 
also Note A and B. 

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

Supermajority of 
members (75% or 
more) shall be 
independent. See 
also Note A. 

Note A: The commissioner has authority by state law to require the 
entity's board to enact improvements to the independence 
of the audit committee membership if the insurer is in a 
RBC action level event, meets one or more of the standards 
of an insurer deemed to be in hazardous financial 
condition, or otherwise exhibits qualities of a troubled 
insurer. 

Note B: All insurers with less than five hundred million dollars in 
prior year direct written and assumed premiums are 
encouraged to structure their audit committees with at least 
a supermajority of independent audit committee members. 

Note C: Prior calendar year direct written and assumed premiums 
shall be the combined total of direct premiums and 
assumed premiums from nonaffiliates for the reporting 
entities. 

(((8))) (9) An insurer with direct written and assumed premiums, 
excluding premiums reinsured with the Federal Crop Insurance Corpora 
tion and federal flood program, less than five hundred million dollars 
may make application to the commissioner for a waiver from this sec 
tion's requirements based upon hardship. The insurer ((shall)) must 
file, with its annual statement filing, the approval for relief from 
this section with the states that it is licensed in or doing business 
in and the NAIC. If the nondomestic state accepts electronic filing 
with the NAIC, the insurer ((shall)) must file the approval in an 
electronic format acceptable to the NAIC. 

NEW SECTION 

WAC 284-07-214 Internal audit function requirements. (1) An in 
surer is exempt from the requirements of this section if: 

(a) The insurer has annual direct written and unaffiliated as 
sumed premium, including international direct and assumed premium but 
excluding premiums reinsured with the Federal Crop Insurance Corpora 
tion and Federal Flood Insurance Program, less than five hundred mil 
lion dollars; and 

(b) If the insurer is a member of a group of insurers, the group 
has annual direct written and unaffiliated assumed premium including 
direct and assumed premium, but excluding premiums reinsured with the 
Federal Crop Insurance Corporation and Federal Flood Insurance Pro 
gram, less than one billion dollars. 

(2) An insurer or group of insurers exempt from the requirements 
of this section is encouraged, but not required, to conduct a review 
of the insurer business type, sources of capital, and other risk fac 
tors to determine whether an internal audit function is warranted. The 
potential benefits of an internal audit function should be assessed 
and compared against the estimated costs. 

(3) The insurer or group of insurers must establish an internal 
audit function providing independent, objective and reasonable assur 
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ance to the audit committee and insurer management regarding the in 
surer's governance, risk management and internal controls. This assur 
ance must be provided by performing general and specific audits, re 
views and tests and by employing other techniques deemed necessary to 
protect assets, evaluate control effectiveness and efficiency, and 
evaluate compliance with policies and regulations. 

(4) In order to ensure that internal auditors remain objective, 
the internal audit function must be organizationally independent. Spe 
cifically, the internal audit function will not defer ultimate judg 
ment on audit matters to others, and must appoint an individual to 
head the internal audit function who will have direct and unrestricted 
access to the board of directors. Organizational independence does not 
preclude dual-reporting relationships. 

(5) The head of the internal audit function must report to the 
audit committee regularly, but no less than annually, on the periodic 
audit plan, factors that may adversely impact the internal audit func 
tion's independence or effectiveness, material findings from completed 
audits and the appropriateness of corrective actions implemented by 
management as a result of audit findings. 

(6) If an insurer is a member of an insurance holding company 
system or included in a group of insurers, the insurer may satisfy the 
internal audit function requirement set forth in this section at the 
ultimate controlling parent level, an intermediate holding company 
level or the individual legal entity level. 

AMENDATORY SECTION (Amending WSR 09-20-069, filed 10/5/09, effective 
11/5/09) 

WAC 284-07-220 Exemptions and effective dates. (1) Upon written 
application of any insurer, the commissioner may grant an exemption 
from compliance with any and all provisions of WAC 284-07-100 through 
284-07-230 if the commissioner finds, upon review of the application, 
that compliance with WAC 284-07-100 through 284-07-230 would consti 
tute a financial or organizational hardship upon the insurer. An ex 
emption may be granted at any time and from time to time for a speci 
fied period or periods. Within ten days from a denial of an insurer's 
written request for an exemption from WAC 284-07-100 through 
284-07-230, the insurer may request in writing a hearing on its appli 
cation for an exemption. The hearing shall be held in accordance with 
the rules and procedures pertaining to administrative hearings. 

(2) Domestic insurers retaining a certified public accountant on 
the effective date of WAC 284-07-100 through 284-07-230 who qualify as 
independent ((shall)) must comply with WAC 284-07-100 through 
284-07-230 for the year ending December 31, 1992, and each year there 
after unless the commissioner permits otherwise. 

(3) Domestic insurers not retaining a certified public accountant 
on the effective date of WAC 284-07-100 through 284-07-230 who qualify 
as independent may meet the following schedule for compliance unless 
the commissioner permits otherwise. 

(a) As of December 31, 1992, file with the commissioner an audi 
ted financial report. 

(b) For the year ending December 31, 1992, and each year there 
after, the insurers ((shall)) must file with the commissioner all re 
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ports and communications required by WAC 284-07-100 through 
284-07-210. 

(4) Foreign insurers ((shall)) must comply with WAC 284-07-100 
through 284-07-230 for the year ending December 31, 1992, and each 
year thereafter, unless the commissioner permits otherwise. 

(5) The requirements of WAC 284-07-150(4) shall be in effect for 
audits of the year beginning January 1, 2010 and thereafter. 

(6) The requirements of WAC 284-07-213 are to be in effect Janu 
ary 1, 2010. An insurer or group of insurers that is not required to 
have independent audit committee members or only a majority of inde 
pendent audit committee members (as opposed to a supermajority) be 
cause the total written premium and assumed premium is below the 
threshold and subsequently becomes subject to one of the independence 
requirements due to change in premiums ((shall have)) has one year 
following the year the threshold is exceeded (but not later than Janu 
ary 1, 2010) to comply with the independence requirements. Likewise, 
an insurer that becomes subject to one of the independence require 
ments as a result of business combination ((shall have)) has one cal 
endar year following the date of acquisition or combination to comply 
with the independence requirements. 

(7) The requirements of WAC 284-07-150 (7) through (12), 
284-07-190, 284-07-215, and 284-07-217 are effective beginning with 
the reporting period ending December 31, 2010 and each year there 
after. An insurer or group of insurers that is not required to file a 
report because the total written premium is below the threshold and 
subsequently becomes subject to the reporting requirements ((shall 
have)) has two years following the year the threshold is exceeded (but 
not earlier than December 31, 2010) to file a report. Likewise, an in 
surer acquired in a business combination ((shall have)) has two calen 
dar years following the date of acquisition or combination to comply 
with the reporting requirements. 

(8) The requirements of WAC 284-07-214 are to be in effect on 
January 1, 2020. If an insurer or group of insurers that is exempt 
from WAC 284-07-214 requirements no longer qualifies for that exemp 
tion, it has one year after the year the threshold is exceeded to com 
ply with the requirements of WAC 284-07-214. 
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