Report
of the
Examination of
League of Wisconsin Municipalities Mutual Insurance
Madison, Wisconsin

As of December 31, 2011



TABLE OF CONTENTS

Page

[. INTRODUCTION .....utiiiiiiiiiie ittt ee e st e st e e s et e e e e saba e e e sastaeaesantaeaeaansbeeeeasbeeeeasraeannses 1
[I. HISTORY AND PLAN OF OPERATION .....ootiiitiiiiiie it cie ettt stee s e vee e saae e saneesnee e 3
1. MANAGEMENT AND CONTROL ...ooiiiiiiiiie sttt ettt ettt e e 4
IV. AFFILIATED COMPANIES .....coiiii ittt ettt stae e st e e sabe e e bae e snre e s stseesnraeans 6
V. REINSURANCE ..ottt ittt see sttt e s e e sste e e staeessteeasaeessteeessaeesseeesnteeessteeenseeensensnes 9
VI FINANCIAL DATA ..ottt ettt e et e st e e sat e e snte e e ntae e snteeesnteeanteeeanteeesneeesnseesseens 11
VII. SUMMARY OF EXAMINATION RESULTS ....ooiiiiieiiiiesieesriee e sie e siee e snee e snee e nnneesnneeans 19
VI CONCLUSION. ... i e e e ettt e e e e e e e e et e eeeeeeeeaa st eeeaeesastsnnaaeaaeeenes 24
IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS........oooiiiiiie e 25
X. ACKNOWLEDGMENT ....oiiiiiiieitii ettt ettt ettt e st e st e e st e e eae e e sbe e e sabeeeereaesnreas 26



State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street e P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 o Fax: (608) 266-9935
January 31, 2013 E-Mail: ociinformation@wisconsin.gov

Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin
125 South Webster Street
Madison, Wisconsin 53703
Commissioner:
In accordance with your instructions, a compliance examination has been made of

the affairs and financial condition of:

LEAGUE OF WISCONSIN MUNICIPALITIES MUTUAL INSURANCE
Madison, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of League of Wisconsin Municipalities Mutual Insurance
(the company) was conducted in 2008 as of December 31, 2007. The current examination
covered the intervening period ending December 31, 2011, and included a review of such 2012
transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those
risks. The examination also included an assessment of the principles used and significant

estimates made by management, as well as an evaluation of the overall financial statement



presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Employees' Welfare and Pension Plans

Territory and Plan of Operations

Affiliated Companies

Growth of Company

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations
accorded a high priority by the examiner-in-charge when planning the examination. Special
attention was given to the action taken by the company to satisfy the recommendations and
comments made in the previous examination report.

The company is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain

documentation with respect to the alternative or additional examination steps performed during

the course of the examination.



Il. HISTORY AND PLAN OF OPERATION

The company was organized in 2002. The company was formed to provide worker’s
compensation and liability coverages to Wisconsin municipalities. The League of Wisconsin
Municipalities (the League), through the League of Wisconsin Municipalities Insurance Trust (the
Insurance Trust), sponsored the formation of the company. The company was capitalized with
$5,000,000 and began operations October 1, 2002. The company is a municipal mutual under
the ownership and ultimate control of its policyholders. The Insurance Trust has qualified claims
on the company’s surplus, and the League, from its sponsorship, has certain rights which are
discussed further in the “Affiliated Companies” section of the examination report. The company’s
only employees are its CEO and an assistant. Operations of the company are performed by a
number of service providers.

The company is licensed and writes premium only in Wisconsin. The main products
marketed by the company include worker's compensation, other liability — occurrence, auto
physical damage and commercial auto liability. The major products are marketed through 17
independent agents.

The following table is a summary of the net insurance premiums written by the

company in 2011. The growth of the company is discussed in the “Financial Data” section of this

report.
Direct Reinsurance Reinsurance Net

Line of Business Premium Assumed Ceded Premium
Worker’'s compensation $11,402,296 $0 $ 730,954 $10,671,342
Other liability —

occurrence 7,171,835 0 1,174,758 5,997,077
Commercial auto liability 1,792,959 0 293,690 1,499,269
Auto physical damage 1,483,042 _0 231,680 1,251,362
Total All Lines $21,850,132 $0 $2,431,082 $19,419,050



. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of seven members. Two directors are elected
annually to serve a three-year term and one director is permanent, representing the League of
Wisconsin Municipalities. Officers are elected annually. Members of the company's board of
directors may also be members of other boards of directors in the holding company group. The
board members currently receive no compensation for serving on the board except for travel
reimbursements.

Currently the board of directors consists of the following persons:

Name and Residence Principal Occupation Term Expires
David J. Benforado* Municipal Electric Utility of Wisconsin 2014
Madison, Wisconsin
David L. De Angelis Village Manager 2015
Muskego, Wisconsin
Ronald Hayward Village President 2013
West Milwaukee, Wisconsin
Leonard A. Madsen Village President 2015
Fall Creek, Wisconsin
Kathleen V. Morse City of Rice Lake 2013
Rice Lake, Wisconsin Clerk/Treasurer
Daniel R. Thompson League of Wisconsin Municipalities Permanent
Madison, Wisconsin Executive Director

* David Benforado was elected at the meeting that was held on September 5, 2012.
Wallace Thiel and Mark Dahlberg retired from the board after the meeting that was held on
March 20, 2012. One director’s position is currently vacant; it is expected to be filled at the
March 2013 meeting.

Officers of the Company

The officers serving at the time of this examination are as follows:

2011
Name Office Compensation
Dennis Tweedale Chief Executive Officer $179,820
David L. De Angelis President 0
Kathleen V. Morse Vice President 0
Daniel R. Thompson Secretary/Treasurer 0



David L. De Angelis was elected President replacing Wallace Thiel and Kathleen V.
Morse was elected Vice President at the meeting that was held on September 20, 2012.

The CEO position is not elected annually by the board of directors. Officers elected
by the board of directors are not paid a salary. Dennis Tweedale’s 2011 compensation of
$179,820 includes a salary of $162,000 and benefits of $17,820.

Committees of the Board
The company's bylaws allow for the formation of certain committees by the board of

directors. There were no committees at the time of the examination.



IV. AFFILIATED COMPANIES
League of Wisconsin Municipalities Mutual Insurance is affiliated with two other
entities. The organizational chart below depicts the relationships among the entities in the group.
A brief description of the significant affiliates follows the organizational chart. None of the

affiliates are licensed insurers.

Organizational Chart
As of December 31, 2011

League of Wisconsin
Municipalities Mutual
Insurance

League of Wisconsin
Municipalities Insurance
Trust

League of Wisconsin
Municipalities




League of Wisconsin Municipalities

The League of Wisconsin Municipalities is a voluntary nonprofit and nonpartisan
association of cities and villages that acts as an information clearinghouse, lobbying organization
and legal resource for Wisconsin municipalities. The League of Wisconsin Municipalities is
comprised of 190 cities and 393 villages. The total number of cities and villages in Wisconsin is
190 and 405, respectively.

The League of Wisconsin Municipalities, by virtue of its sponsorship, has the
following rights with regard to governance of the company:

1. The Executive Director of the League of Wisconsin Municipalities is a
permanent director for the company.

2. The following articles of incorporation or bylaws of the company may
not be amended without approval by a two-thirds vote of the
League’s board members:

Purpose of the company.

Payment of dividends.

Dissolution.

Amendments.

Executive Director of the League as a permanent director for the
company.

P20 T®

League of Wisconsin Municipalities Insurance Trust

The League of Wisconsin Municipalities Insurance Trust was created in 1983 for the
purpose of purchasing and making available various forms of insurance to League of Wisconsin
Municipalities’ members and to provide cost savings for the members through the procurement of
such insurance and the administration of such insurance programs. The Insurance Trust shares
office space and employees with the League of Wisconsin Municipalities. Audited financial
statements are no longer produced for the Insurance Trust; however, as of December 31, 2011,
the Insurance Trust reported no liabilities and assets of $3,284,748.

The Insurance Trust provided start-up funding for the company and would receive a
significant portion of the company’s surplus should the company choose to dissolve. Upon
dissolution of the company and after all obligations of the company are satisfied, the Insurance
Trust would receive its aggregate contributions to the company plus interest at 5% per annum if it

is then in existence. The Insurance Trust provided a $5 million contribution of surplus in 2002. In



2004 the Insurance Trust contributed an additional $1,854,442 which consisted of $1,495,709 in
securities and the rights to an equity balance with NLC Mutual Insurance Company of $358,733.
NLC Mutual Insurance Company in a non-taxable, captive mutual insurance company whose
members are risk-sharing pools set up by various state municipal leagues to provide insurance
coverage for municipalities and certain other public entities. The Insurance Trust provided an
additional $300,000 contribution of surplus in 2010. The Insurance Trust also incurred certain
start-up costs for the company of around $176,000. The members of the board of trustees of the

Insurance Trust are also the same directors for the company.



V. REINSURANCE
The company's reinsurance portfolio and strategy is described below. The contracts

contained proper insolvency provisions.

Ceding Contracts

Type: Excess of Loss Facultative
Reinsurer: Safety National Casualty Corporation
Scope: Part One: Worker's Compensation
Part Two: Employers’ Liability
Retention: $750,000 each accident and each employee
Coverage: Part One: Statutory limits above retention of $750,000
Part Two: $1,500,000 excess of retention
Premium: $743,757 deposit premium adjustable at a rate of $0.1655 per

Effective date:

$100 of remuneration subject to a minimum reinsurance
premium of $632,193

September 1, 2012

Termination: September 1, 2013

Type: Excess of Loss

Reinsurer: NLC Mutual Insurance Company

Scope: Auto Physical Damage

Retention: $350,000 per occurrence

Coverage: $1,650,000 net loss per occurrence in excess of $350,000
Premium: Estimated annual reinsurance premium of $131,020

Effective date:

Adjustable at $0.034010/$100 of the total insured values

September 1, 2012

Termination: September 1, 2013

Type: Excess of Loss

Reinsurer: RSUI Indemnity Company

Scope: Auto Physical Damage

Retention: $2,000,000 per occurrence

Coverage: $383,239,248 per occurrence and annual aggregate applying

separately to flood and earthquake excess of retention



Premium:

Effective date:

Termination:
Type:
Reinsurer:
Scope:
Retention:
Coverage:

Premium:

Effective date:

Termination:

Type:

Reinsurer:

Effective Date:

Scope:

Intermediary:

Termination:

$115,448

September 1, 2012

September 1, 2013

Excess of Loss (Village of Germantown)

Munich Reinsurance America, Inc.

Village of Germantown Automobile Liability and General Liability
$6,000,000 per occurrence

$5,000,000 each occurrence in excess of $6,000,000
$10,600 based on operating budget of $6,641,835
January 1, 2012

January 1, 2013

Liability Excess of Loss

As of September 1, 2012, participation was as follows:

Participation Percentages

Reinsurer Layer A Layer B
Evanston Insurance Company 50.0% 58.5%
Great American Insurance Company 15.0 41.5
NLC Mutual Insurance Company 35.0 0.0
Total 100.0% 100.0%

September 1, 2012

All policies classified by the company as liability business

Layer A Layer B
Retention (per occurrence) $500,000  $1,000,000
Coverage 500,000 5,000,000
Premium:
Quarterly Payments 161,529 175,028
Minimum 549,197 595,095
Rate 6.94% 7.52%

(Rate is a percentage of net written premium, subject to the
minimum premium amount)

Towers Watson Pennsylvania Inc. is recognized as the
intermediary

September 1, 2014, on a cut-off or a run-off basis, at the
company’s option

10



VI. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported to the Commissioner of Insurance in the December 31, 2011, annual statement. Also
included in this section are schedules that reflect the growth of the company, NAIC Insurance
Regulatory Information System (IRIS) ratio results for the period under examination, and the
compulsory and security surplus calculation. Adjustments made as a result of the examination
are noted at the end of this section in the area captioned "Reconciliation of Surplus per

Examination."
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League of Wisconsin Municipalities Mutual Insurance

As of December 31, 2011

Assets

Net
Nonadmitted Admitted
Assets Assets Assets
Bonds $32,445,039 $ $32,445,039
Cash, cash equivalents, and short-term
investments 6,062,774 6,062,774
Investment income due and accrued 249,307 249,307
Premiums and considerations:
Uncollected premiums and agents'
balances in course of collection 1,495,026 1,495,026
Deferred premiums, agents'
balances, and installments booked
but deferred and not yet due 1,959,847 1,959,847
Reinsurance:
Amounts recoverable from reinsurers 398,602 398,602
Write-ins for other than invested
assets:
NLC Mutual — contributed capital 768,070 768,070
NLC Mutual — profit sharing 653,267 653,267
Miscellaneous receivables 716 716
On deposit with claims administrator 240,661 - 240,661
Total Assets $44,273,309 $ 0 $44,273,309
League of Wisconsin Municipalities Mutual Insurance
Liabilities, Surplus, and Other Funds
As of December 31, 2011
Losses $18,035,267
Loss adjustment expenses 9,663,530
Commissions payable, contingent commissions, and
other similar charges 253,294
Other expenses (excluding taxes, licenses, and fees) 227,689
Taxes, licenses, and fees (excluding federal and foreign
income taxes) 5,762
Unearned premiums 3,194,608
Ceded reinsurance premiums payable (net of ceding
commissions) (873,473)
Payable for securities 539,706
Total liabilities 31,046,383
Write-ins for other than special surplus funds:
Paid in and contributed surplus $6,495,709
Gross paid in and contributed surplus 300,000
Unassigned funds (surplus) 6,431,217
Surplus as regards policyholders 13,226,926
Total Liabilities and Surplus $44,273,309

12



League of Wisconsin Municipalities Mutual Insurance
Summary of Operations
For the Year 2011

Underwriting Income

Premiums earned $19,192,231
Deductions:
Losses incurred $13,044,400
Loss adjustment expenses incurred 4,030,634
Other underwriting expenses incurred 3,376,991
Write-ins for underwriting deductions:
NLC Mutual — ceding commission (61,206)
Total underwriting deductions 20,390,819
Net underwriting gain (loss) (1,198,588)
Investment Income
Net investment income earned 1,147,266
Net realized capital gains (losses) (14,992)
Net investment gain (loss) 1,132,274
Net income (loss) before dividends to policyholders and
before federal and foreign income taxes (66,314)
Dividends to policyholders 1,050,000
Net Income (Loss) $(1,116,314)

13



League of Wisconsin Municipalities Mutual Insurance

Cash Flow
For the Year 2011

Premiums collected net of reinsurance

Net investment income

Total

Benefit- and loss-related payments

Commissions, expenses paid, and
aggregate write-ins for deductions

Dividends paid to policyholders

Total deductions

Net cash from operations

Proceeds from investments sold,
matured, or repaid:
Bonds
Cost of investments acquired (long-term
only):
Bonds
Net cash from investments

Reconciliation:
Net change in cash, cash equivalents,
and short-term investments
Cash, cash equivalents, and short-term
investments:
Beginning of year

End of Year

14

$ 9,792,605

7,653,192
1,050,000

12,415,734

12,071,126

$19,189,748
1,272,607
20,462,355

18,495,797
1,966,558

344,608

2,311,166

3,751,608

$ 6,062,774



League of Wisconsin Municipalities Mutual Insurance
Compulsory and Security Surplus Calculation
December 31, 2011

Assets $44,273,309
Less NLC Mutual contributed capital, profit sharing 1,421,337
Less liabilities 31,046,383
Adjusted surplus 11,805,589
Annual premium:

Lines other than accident and health $19,419,050

Factor 20%
Compulsory surplus (subject to a minimum of

$2 million) 3,883,810

Compulsory Surplus Excess (or Deficit) $ 7,921,779
Adjusted surplus (from above) $11,805,589

Security surplus: (140% of compulsory surplus,
factor reduced 1% for each $33 million in
premium written in excess of $10 million, with a

minimum factor of 110%) 5,437,334
Security Surplus Excess (or Deficit) $ 6,368,255

League of Wisconsin Municipalities Mutual Insurance
Analysis of Surplus
For the Four-Year Period Ending December 31, 2011
The following schedule details items affecting surplus during the period under

examination as reported by the company in its filed annual statements:

2011 2010 2009 2008

Surplus, beginning of year  $14,355,394 $12,958,611 $15,127,377 $11,189,142
Net income (1,116,314) 1,025,440 (2,081,036) 3,936,179
Change in net unrealized

capital gains/losses (12,154) 71,343 (87,730)
Change in nonadmitted

assets 2,056
Surplus adjustments:

Paid in 300,000
Surplus, End of Year $13,226,926 $14,355,394 $12,958,611 $15,127,377

15



League of Wisconsin Municipalities Mutual Insurance

Insurance Regulatory Information System

For the Four-Year Period Ending December 31, 2011

The company’s NAIC Insurance Regulatory Information System (IRIS) results for the

period under examination are summarized below.

#1
#2
#3
#4
#5
#6
#7
#8
#9
#10
#11

#12

#13

Ratio

Gross Premium to Surplus

Net Premium to Surplus

Change in Net Premiums Written

Surplus Aid to Surplus

Two-Year Overall Operating Ratio

Investment Yield

Gross Change in Surplus

Change in Adjusted Surplus

Liabilities to Liquid Assets

Agents’ Balances to Surplus

One-Year Reserve Development to
Surplus

Two-Year Reserve Development to
Surplus

Estimated Current Reserve
Deficiency to Surplus

2011

165%
147
5
0

100*

3.1
-8
-8
75
11

-6

-10

-26

2010

145%
129
13
0

102*

3.4
11
8
69
11

-9

1

-15

2009

144%

126
7
0
94
3.7

-14*

-14*
68
11

1

-38

-25

2008

116%
100
8
0
84
4.5
35

35*

61
10

-30

-36

-24

Ratio No. 5 measures the company’s profitability over the previous two-year period.

The exceptional results in 2010 and 2011 were due to increases in claims and policyholder

dividends of $2,625,000 in 2009.

to a net loss of $2,081,036 after policyholder dividends of $2,625,000.

Ratio No. 7 measures the gross change in surplus. The exception for 2009 was due

Ratio No. 8 measures the change in adjusted surplus. The exception for 2009 was

due to a net loss of $2,081,036 after policyholder dividends of $2,625,000. The exception for

2008 was due to favorable net income of $3,936,179.

16



Year

2011
2010
2009
2008
2007

Growth of League of Wisconsin Municipalities Mutual Insurance

Surplus as
Admitted Regards Net
Year Assets Liabilities Policyholders Income
2011 $44,273,309 $31,046,383 $13,226,926 $(1,116,314)
2010 41,426,547 27,071,153 14,355,394 1,025,440
2009 36,474,807 23,516,196 12,958,611 (2,081,036)
2008 36,101,414 20,974,037 15,127,377 3,936,179
2007 31,402,135 20,212,993 11,189,142 817,796
Gross Net Loss
Premium Premium Premium and LAE Expense Combined
Written Written Earned Ratio Ratio Ratio
$21,850,132 $19,419,050 $19,192,231 89.0% 17.1% 106.1%
20,784,311 18,474,381 17,862,686 77.5 17.1 94.6
18,600,414 16,296,394 16,177,855 86.1 17.8 103.9
17,494,690 15,171,863 14,933,394 59.2 17.4 76.6
16,779,854 14,065,910 14,046,955 77.3 18.8 96.1

Admitted assets and liabilities increased during each of the prior four years along with

written and earned premium. Policyholder surplus fluctuated with the loss and loss adjustment

expense ratios. The expense ratio has been fairly steady from 2007 to 2011. The company had

net losses in 2009 and 2011 after paying policyholder dividends in the amount of $2,625,000 and

$1,050,000, respectively.

17



Reconciliation of Surplus per Examination
The following schedule is a reconciliation of surplus as regards policyholders
between that reported by the company and as determined by this examination:

Surplus December 31, 2011, per
annual statement $13,226,926

Increase Decrease

Other than invested assets

nonadmit prepaid expense $0 $202,176
Net increase or (decrease) $0 $202,176 202,176
Surplus December 31, 2011, per
Examination $13,024,750

18



VIl. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

There were nine specific comments and recommendations in the previous

examination report. Comments and recommendations contained in the last examination report

and actions taken by the company are as follows:

1.

Corporate Records—It is recommended that conflict of interest disclosure statements be
completed each year as required by the Directive of the Commissioner, and it is suggested
that it be done at the same time each year.

Action—Noncompliance, see comments in the “Summary of Current Examination Results.”

Corporate Records—It is recommended that the company formulate and adopt a code of
ethics for senior officers which includes the standards listed in the General Interrogatories of
the annual statement.

Action—Compliance.

Corporate Records—It is recommended that individual investment transactions be approved
at the board of directors meetings immediately following the investment transactions.

Action—Compliance.

Corporate Records—It is recommended that the company follow the bylaws, including, but
not limited to, the exceptions noted for the terms of the directors, the date of the annual
policyholders meeting, the number of board of directors meetings each year, the mailing of
agendas for the annual meeting to policyholders, and that the order of business at the
annual policyholders meeting shall be as stated in the agenda.

Action—Compliance.

Corporate Records—It is recommended that quorums be present at all policyholder
meetings when there is any motion or election as required by the bylaws, that proxies be
sent out each year, that minutes of meetings be approved at the next meeting, and that
recommendations at annual meetings be followed.

Action—Compliance.

Corporate Records—It is recommended that officers be elected annually at a meeting of the
directors following the annual policyholders meeting.

Action—Compliance.

Custodial Agreement—It is recommended that the custodial agreement contain the
appropriate language as required by the NAIC Financial Condition Examiners Handbook.

Action—Compliance.

Excess Auto Physical Damage Policy—It is recommended that any direct excess policies
that do not qualify as reinsurance contracts per the NAIC Accounting Practices and
Procedures Manual SSAP No. 62, paragraph 8, not be recorded as reinsurance in the

19



company's annual and quarterly statements, and that there be a comment in the Notes to
Financial Statements.

Action—Compliance.

Underwriting—It is recommended that the company update the agency agreements and a
map of counties served by each agency when changes are made and that the company
annually obtain proof that agencies have obtained the required amount of Errors &
Omissions coverage.

Action—Compliance.

20



Summary of Current Examination Results

This section contains comments and elaboration on those areas where adverse
findings were noted or where unusual situations existed. Comment on the remaining areas of the
company's operations is contained in the examination work papers.
Stipulation and Order

A stipulation and order was issued on the company upon licensing in 2002. Part of
the order required that "From time to time, but in no event less frequently than once every two
years, the Chief Executive Officer will prepare a written report to the Board of Directors describing
the nature and cost of services provided by independent contractors, and advising whether or not
the Corporation has achieved sufficient economies of scale or would otherwise derive advantage
from hiring employees to replace all or part of the services supplied by independent contractors."
It was noted that this report was due in May 2009 and not filed with this office until April 16, 2010.
The Chief Executive Officer reported to the board of directors regarding the company's costs by
line of business and a comparison of the company's statutory underwriting expense ratio to other
Wisconsin insurance companies on March 20, 2012, which was not filed with this office until
October 15, 2012. It is recommended that the company provide evidence to the department of
their compliance with the stipulation and order within the required timeframe no less than every
two years.
Corporate Records

Conflict of interest disclosure statements were properly completed by the directors of
the company; however, they were not completed by the Chief Executive Officer for any of the
years under examination. It is important that all directors and officers complete conflict of interest
statements to provide the board of directors with information about the existence of potential
conflicts. During examination fieldwork the Chief Executive Officer completed a conflict of interest
disclosure statement for the year of 2012 and indicated that there were no conflicts during the
examination period that would prevent him from performing his professional duties. However, the
company should establish an annual process whereby all of the company’s directors and key

employees complete conflict of interest statements to disclose any actual or apparent conflicts of

21



interest. Itis again recommended that each of the company’s officers, directors, and key
employees annually make conflict of interest disclosures to the company and that the company
retain the disclosures in the company’s records from examination to examination, in compliance
with the directive of the Commissioner of Insurance.
Prepaid Expenses $202,176
Effective September 1, 2011, the company entered into a contract with Statewide
Services, Inc., a wholly owned subsidiary of Rural Mutual Insurance Company, for claim
administration services for their liability and auto physical damage lines of business. Under
Schedule V of the contract with Statewide Services, Inc., the claims administration fee is payable
in quarterly installments at the beginning of each subsequent quarter and a true-up is performed
at the end of each calendar quarter to reconcile the amount paid and the amount owed for the
quarter. At December 31, 2011, the company reported $202,175.63 which was paid to Statewide
Services, Inc., under the claims administration contract as an admitted asset. The examination
determined that this balance should be classified as a prepaid expense in accordance with

SSAP 29, paragraph 2 of the NAIC Accounting Practices and Procedures Manual, which defines

a prepaid expense as “an amount which has been paid in advance of receiving future economic
benefits anticipated by the payment.” Since the account is not readily available to satisfy
policyholder obligations it should be reported as a nonadmitted asset in accordance with SSAP 4,
paragraph 3. The adjustment to this liability is reflected in Section VI of this report under the
heading “Reconciliation of Surplus per Examination.” It is recommended that the company report

prepaid expenses in accordance with SSAP 4 and SSAP 29 of the NAIC Accounting Practices

and Procedures Manual.

Underwriting

The company accepted 15 new policyholders during 2011. Although all worker’s
compensation applications were appropriately signed, the examination identified that 11 of the 15
New Member Applications for Liability Coverage were not signed by a representative of the
applicant. The signature is required by section “S” of the application in order to verify that all

information provided as part of the application are true, complete, and accurate. Since the

22



application is the basis for the insurance policy and the data provided as part of the original
application is utilized to set premium rates for the insured, a representative of the applicant
should be attesting to the accuracy of the data provided in the application. It is recommended
that the company ensure that all New Member Applications for Liability Coverage are signed

appropriately, in accordance with the company’s underwriting policies for new applicants.

23



VIIl. CONCLUSION

The company was formed by the League of Wisconsin Municipalities, through the
League of Wisconsin Municipalities Insurance Trust, to provide worker's compensation and
liability coverages to Wisconsin municipalities. The company only has two employees and
contracts out most services.

Policyholder surplus fluctuated with the loss and loss adjustment expense ratios over
the past four years. The company maintains a strong capital position and surplus increased by
18% during the four-year period under examination. The amount of written premium and earned
premium consistently increased during the four-year period under examination due to increased
exposures. The examination report contains four recommendations, one of which is a repeat
recommendation. The examination determined that policyholder surplus was overstated by
$202,176 at December 31, 2011. The company improperly recorded a prepaid expense under
the claim administrative services agreement with Statewide Services, Inc., as an admitted asset,

which is contrary to SSAP 4 and SSAP 29 of the 2012 Accounting Practices and Procedures

Manual. The examination reduced policyholder surplus to $13,024,750.
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

Stipulation and Order—It is recommended that the company provide
evidence to the department of their compliance with the stipulation and order
within the required timeframe no less than every two years.

Corporate Records—It is again recommended that each of the company’s
officers, directors, and key employees annually make conflict of interest
disclosures to the company and that the company retain the disclosures in
the company’s records from examination to examination, in compliance with
the directive of the Commissioner of Insurance.

Prepaid Expenses—It is recommended that the company report prepaid
expenses in accordance with SSAP 4 and SSAP 29 of the NAIC Accounting
Practices and Procedures Manual.

Underwriting—It is recommended that the company ensure that all New
Member Applications for Liability Coverage are signed appropriately, in
accordance with the company’s underwriting policies for new applicants.
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Respectfully submitted,
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