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State of Wisconsin / OEFICE 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
April 2, 2014 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:

WISCONSIN LAWYERS MUTUAL INSURANCE COMPANY
Madison, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Wisconsin Lawyers Mutual Insurance Company
(hereinafter also WILMIC or the company) was conducted in 2008 as of December 31, 2007. The
current examination covered the intervening period ending December 31, 2012, and included a
review of such 2013 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 WILMIC 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 WILMIC'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.

Wisconsin Lawyers Mutual Insurance 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 1986. Wisconsin Lawyers Mutual Insurance
Company is a nonassessable mutual insurer that writes professional liability insurance for
attorneys whose law practice is located in Wisconsin. The company is licensed only in
Wisconsin.

Wisconsin Lawyers Mutual Insurance Company was originally organized by
Wisconsin attorneys in response to concerns over the increasing cost and lack of availability of
professional liability insurance. The company was initially capitalized by the proceeds from the
issuance of subordinated surplus debentures (mutual bonds) pursuant to s. 611.33, Wis. Stat.
Additional mutual bonds were issued in 1993 with the consent of the Commissioner of Insurance.
On March 12, 2003, the Commissioner of Insurance granted the company approval to redeem the
remaining mutual bonds under s. 611.33, Wis. Stat.

The company is licensed and writes premium only in Wisconsin. In 2012, direct
premium written totaled $4,796,885. The major product marketed by the company is claims-
made liability policies, with a maximum policy limit of $10 million. WILMIC may issue policies in
excess of this limit under a facultative reinsurance arrangement, whereby the reinsurer does the
underwriting and pricing. WILMIC also has issued a small number of endorsements extending
the claims reporting period. Usually, the extended reporting period endorsements are issued to
lawyers who have discontinued practicing law and desire continued coverage for the years in
which they were actually practicing. The products are marketed through three licensed agents
who are company employees.

The company’s primary market is law firms of six or fewer lawyers. Small firms and
sole practitioners continue to be the focus of the company’s marketing effort. Small firms typically
present a lower severity exposure. Once a small firm or a new attorney becomes a policyholder,
they typically remain a policyholder (88% retention rate) for the length of their career. The
company markets products through the State Bar’s Young Lawyers Division, the state and local
bar association conferences, and through the law schools. The company also uses e-mail

campaigns and advertisements in trade publications.



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

company in 2012. 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
Other liability —

occurrence $ 136,883 $0 $ 34,356 $ 102,527
Other liability — claims

made 4,660,002 0 1,422,955 3,237,047
Total All Lines $4,796,885 $0 $1,457,311 $3,339,574



[1l. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of fourteen members. Four directors are elected
annually to serve a three-year term. Before a director's name is placed in nomination for re-
election, the nominating committee reviews the director’s past participation and attendance. Only
after ensuring that the director is an active member does the nominating committee submit the
director's name for election to the board of directors. Officers are elected at the board's annual
meeting. The Executive Director of the State Bar of Wisconsin and the President and Chief
Executive Officer of Wisconsin Lawyers Mutual Insurance Company serve ex officio as long as
each holds office. The board members currently receive $900 per meeting plus travel for serving
on the board.

Currently the board of directors consists of the following persons:
Name and Residence Principal Occupation Term Expires

William J. Mulligan Attorney 2015
Milwaukee, Wisconsin

Noreen J. Parrett Attorney 2014
Madison, Wisconsin

Anne E. Ross Attorney 2015
Madison, Wisconsin

Marna M. Tess-Mattner Attorney 2014
Brookfield, Wisconsin

John S. Bubolz Retired 2015
Appleton, Wisconsin

John P. Miller Attorney 2016
Milwaukee, Wisconsin

Thomas S. Sleik Retired 2015
La Crosse, Wisconsin

John E. Danner Attorney 2016
Minocqua, Wisconsin

Linda C. de la Mora Attorney 2014
Elm Grove, Wisconsin

Thomas R. Schumacher Attorney 2016
Baldwin, Wisconsin



Name and Residence Principal Occupation Term Expires

Mark A. Pennow Attorney 2014
Green Bay, Wisconsin
Kevin J. Palmersheim Attorney 2016
Madison, Wisconsin
George C. Brown Executive Director of the State Bar Ex-Officio
Madison, Wisconsin
Katja Kunzke President & Chief Executive Officer Ex Officio
Madison, Wisconsin Wisconsin Lawyers Mutual Ins. Co.
Officers of the Company
The officers serving at the time of this examination are as follows:
2012
Name Office Compensation
Katja Kunzke President & Chief Executive Officer $254,646
Patricia A. Lehner Treasurer 150,092
Thomas J. Watson Sr. Vice President, Secretary 143,197
Sally E. Anderson Vice President — Claims 135,124
Joseph A. McCarthy Vice President — Underwriting 100,474

Committees of the Board

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

directors. The committees at the time of the examination are listed below:

Executive Committee
William J. Mulligan, Chair
Linda C. de la Mora
George Brown

Katja Kunzke

Thomas Sleik

Mark A. Pennow
Thomas R. Schumacher

Investment Committee
John S. Bubolz, Chair
John E. Danner

Linda C. de la Mora
Katja Kunzke

Kevin J. Palmersheim
John P. Miller

Nominating Committee
Katja Kunzke, Chair
George C. Brown
Thomas R. Schumacher
Thomas S. Sleik

Kevin J. Palmersheim

Long Range Planning Committee
Mark A. Pennow, Chair

Thomas R. Schumacher

Marna M. Tess-Mattner

Katja Kunzke

George C. Brown

William J. Mulligan

Noreen J. Parrett

Kevin J. Palmersheim

CEO Compensation Subcommittee
Thomas R. Schumacher, Chair

Linda C. de la Mora

Mark A. Pennow

William J. Mulligan

Audit Committee

Kevin J. Palmersheim, Chair
John E. Danner

George C. Brown

Noreen J. Parrett

Marna M. Tess-Mattner



IV. AFFILIATED COMPANIES
Wisconsin Lawyers Mutual Insurance Company is the ultimate parent of a holding
company system. The organizational chart below depicts the relationships among the affiliates in

the group. A brief description of the significant affiliates follows the organizational chart.

Organizational Chart
As of December 31, 2012

Wisconsin Lawyers Mutual Insurance Company
Federal ID # 39-1542749

NAIC #: 22020
(wi)
Lawyers Administrative Workgroup, LLC Wisconsin Lawyers Bond Agency, LLC
Federal ID #81-0537431 Federal ID # 27-0274488
NAIC: None e b NAIC #: None
(WI) = 25% Owned (WI) - 100% Owned

Lawyers Administrative Workgroup, LLC

The company has a 25% ownership interest in Lawyers Administrative Workgroup,
LLC (LAW) which creates and maintains software for professional liability insurance companies.
Current members are North Carolina Lawyers Mutual, Texas Lawyers Insurance Exchange,
lllinois State Bar Association Mutual Insurance Company and Wisconsin Lawyers Mutual
Insurance Company. LAW is a Wisconsin limited liability company so expenses are treated like
those of a partnership for accounting and tax purposes. As of December 31, 2012, the
investment was valued at $6,650, which represented the company’s share of LAW's equity. This

amount is nonadmitted because LAW was not audited.



Wisconsin Lawyers Bond Agency, LLC

During the first quarter of 2010 Wisconsin Lawyers Mutual Insurance Company
formed Wisconsin Lawyers Bond Agency, LLC, a single member Wisconsin limited liability
company. The purpose of the agency is to market court bonds sold by The Bar Plan of Missouri.
During 2013 the name was changed to Wisconsin Lawyers Insurance Agency, to reflect the
addition of marketing cyber liability insurance. As of December 31, 2012, this investment was
valued at $4,720, which represents the agency’s equity. This amount is nonadmitted because

Wisconsin Lawyers Bond Agency, LLC, is not audited.



V. REINSURANCE
The company's reinsurance portfolio and strategy is described below. A list of the
companies that have a significant amount of reinsurance in force at the time of the examination
follows. The contracts contained proper insolvency provisions. The company’s reinsurance
program consists of three treaties. The company retains $150,000 of each loss including loss
adjustment expenses as well as 20% of any amount between $150,000 and $1 million. The
reinsurers cover amounts in excess of this retention through the three layers of excess coverage.

The company also buys facultative coverage for risk in excess of $10 million.

2012
Reinsurance Program

$10M

Casualty Excess Cession
$5M xs $5M

$5M

First Cessions Casualty Excess
$4M xs $1M

$1M
Casualty Excess of Loss 20%

$850,000 xs $150,000 W.IL.MI(.:
Participation

$150,000 WILMIC Retention

Ceding Contracts
Nonaffiliated Ceding Contracts
1. Type: Casualty Excess of Loss

Reinsurer: Underwriting Members of Lloyd’s 35%
Hannover Ruckversicherungs-
Aktiengesellschaft
Transatlantic Reinsurance
Aspen Insurance (UK)

N N
010 O

g
>



Scope:

Retention:
Coverage:

Premium:

Effective date:

Termination:

Type:

Reinsurer:

Scope:

Retention:
Coverage:

Premium:

Commissions:

Effective date:

Termination:

Lawyers professional liability claims including loss adjustment
expenses (LAE)

$150,000 each insured, each claim plus 20% of the excess
80% of $850,000 each insured, each claim

A deposit premium of $610,000 the first contract year, $623,000
the second contract year, and $610,200 the third contract year in
equal quarterly installments paid in advance. A provisional
premium of 17% of the net written premium will be calculated at
the close of each agreement year, and the initial deposit
premium will be adjusted. The adjusted premium due the
reinsurers for each agreement year will be the sum of 6% of that
year’s net premium written plus 105% of the losses incurred,
subject to a limit equal to 29% of the net written premium.

April 1, 2011, with the 36-month arrangement subject to annual
cancellation by either party

Any April 1, by either party giving at least 90 days’ prior written
notice to the other party

First Cessions Casualty Excess

Underwriting Members of Lloyd’s 66.0%
Hannover Ruckversicherungs-
Aktiengesellschaft 20.0
Transatlantic Reinsurance 7.5
Aspen Insurance (UK) 4.5
Lawyers Reinsurance Company 2.0
100.0%

Lawyers professional liability claims including loss adjustment
expenses (LAE)

$1,000,000 each insured, each claim

$4,000,000 each insured, each claim, including LAE

A deposit premium of $410,000 the first contract year, $445,500
the second contract year, and $431,500 the third contract year in
equal quarterly installments paid in advance. The company pays
all premiums charged by the company for policy limits between
$1 million/$2 million and $5 million/$5 million (marginal premium,
net of commission).

15% of ceded premium

April 1, 2011, 36-month arrangement subject to annual
cancellation by either party

Any April 1, by either party giving at least 90 days’ prior written
notice to the other party

10



Type: Casualty Excess Cession

Reinsurer: Underwriting Members of Lloyd’s 81.5%
Aspen Insurance (UK) 15.0
Catlin Insurance Co. Ltd. 3.5
100.00%
Scope: Lawyers professional liability claims including loss adjustment

expenses (LAE)

Retention: $5,000,000 each insured, each claim
Coverage: $5,000,000 each insured, each claim, including LAE
Premium: All premium charged by the company to increase the loss limit of

liability from $5,000,000 but not greater than $10,000,000

Commissions: 15% of ceded premium
Effective date: July 1, 2012
Termination: May 30, 2013

11



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, 2012, 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."

12



Wisconsin Lawyers Mutual Insurance Company

Bonds
Stocks:
Preferred stocks
Common stocks
Cash, cash equivalents, and short-
term investments
Other invested assets
Investment income due and
accrued
Premiums and considerations:
Deferred premiums, agents'
balances, and installments
booked but deferred and not
yet due
Reinsurance:
Amounts recoverable from
reinsurers
Current federal and foreign income
tax recoverable and interest
thereon
Net deferred tax asset
Electronic data processing
equipment and software
Furniture and equipment, including
health care delivery assets
Write-ins for other than invested
assets:
Due from insured — deductible
Prepaid expenses
Summary of remaining write-ins
Security deposit

Total Assets

Assets

As of December 31, 2012

Assets
$22,241,212

1,077,720
4,026,478

1,532,475
11,367

182,725

647,687
411,718
75,000
217,680
30,092
43,946
25,853

96,823
28,500

6,341

$30,655,617

13

Nonadmitted
Assets

$

11,367

7,595

43,946

96,823
6,341

$166,072

Net
Admitted
Assets
$22,241,212

1,077,720
4,026,478
1,532,475

182,725

647,687
411,718
75,000

217,680

22,497

25,853

28,500

$30,489,545



Wisconsin Lawyers Mutual Insurance Company
Liabilities, Surplus, and Other Funds
As of December 31, 2012

Losses

Loss adjustment expenses

Other expenses (excluding taxes, licenses, and fees)

Taxes, licenses, and fees (excluding federal and
foreign income taxes)

Unearned premiums

Advance premium

Ceded reinsurance premiums payable (net of ceding
commissions)

Amounts withheld or retained by company for account
of others

Remittances and items not allocated

Provision for reinsurance

Payable for securities

Total liabilities
Unassigned funds (surplus) $20,865,038
Surplus as regards policyholders

Total Liabilities and Surplus

14

$ 2,967,374
2,935,526
93,375

18,000
1,612,465
243,943
1,382,848
209,208
9,839
2,000
149,929

9,624,507

20,865,038

$30,489,545



Wisconsin Lawyers Mutual Insurance Company

Summary of Operations
For the Year 2012

Underwriting Income
Premiums earned

Deductions:
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred
Total underwriting deductions

Net underwriting gain (loss)

Investment Income

Net investment income earned
Net realized capital gains (losses)
Net investment gain (loss)

Other Income

Finance and service charges not included in premiums
Miscellaneous income

Total other income

Net income (loss) before dividends to policyholders and
before federal and foreign income taxes

Dividends to policyholders

Net income (loss) after dividends to policyholders but
before federal and foreign income taxes

Federal and foreign income taxes incurred

Net Income

15

$1,190,321
1,754,051
1,088,503

565,803
569,480

45,022
24,286

$3,361,204

4,035,875

(674,671)

1,135,283

69,308

529,920
471,347

58,573
(219,600)

$ 278,173



Wisconsin Lawyers Mutual Insurance Company

Cash Flow

For the Year 2012

Premiums collected net of reinsurance
Net investment income

Miscellaneous income

Total

Benefit- and loss-related payments

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

Dividends paid to policyholders

Federal and foreign income taxes paid
(recovered)

Total deductions

Net cash from operations

Proceeds from investments sold,
matured, or repaid:
Bonds
Stocks
Net gains (losses) on cash, cash
equivalents, and short-term
investments
Miscellaneous proceeds
Total investment proceeds
Cost of investments acquired (long-term
only):
Bonds
Stocks
Total investments acquired
Net cash from investments

Cash from financing and miscellaneous
sources:
Other cash provided (applied)
Net cash from financing and
miscellaneous sources

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

End of Year

$1,672,695
2,856,543
471,347
185,000
$8,192,593
542,041
(376)
149,027
8,883,285
7,282,643
817,915
8,100,558

2,372

16

$4,041,933
814,885
69,308
4,926,126

5,185,585
(259,459)

782,727

2,372

525,640

1,006,835

$1,532,475



Wisconsin Lawyers Mutual Insurance Company
Compulsory and Security Surplus Calculation
December 31, 2012

Assets

Less liabilities

Adjusted surplus

Annual premium:
Lines other than accident and health $2,868,227
Factor 20%

Compulsory surplus (subject to a minimum of
$2 million)

Compulsory Surplus Excess (or Deficit)

Adjusted surplus (from above)

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%)

Security Surplus Excess (or Deficit)

17

$30,489,545
— 9,624,507

20,865,038

2,000,000

$18,865,038

$20,865,038

2,800,000

$18,065,038



Wisconsin Lawyers Mutual Insurance Company
Analysis of Surplus
For the Five-Year Period Ending December 31, 2012

The following schedule details items affecting surplus during the period under

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

2012 2011 2010 2009 2008

Surplus, beginning of

year $20,098,820 $19,132,179 $18,353,959 $16,528,051  $17,588,208
Net income 278,173 1,040,026 284,189 755,731 423,003
Change in net unrealized

capital gains/losses 357,675 (93,406) 355,685 774,755 (1,061,463)
Change in net deferred

income tax (54,363) 103,182 (2,368) (69,184) (18,265)
Change in nonadmitted

assets 107,433 (83,161) 138,714 297,178 (403,432)
Change in provision for

reinsurance (2,000) 2,000

Cumulative effect of
changes in accounting
principles 79,300 67,428

Surplus, End of Year $20,865,038 $20,098,820 $19,132,179  $18,353,959 16,52

Wisconsin Lawyers Mutual Insurance Company
Insurance Regulatory Information System
For the Five-Year Period Ending December 31, 2012

1

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

period under examination are summarized below. Unusual IRIS results are denoted with

asterisks and discussed below the table.

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

#12

#13

Ratio 2012 2011 2010 2009
Gross Premium to Surplus 23.0% 25.0% 25.0% 26.0%
Net Premium to Surplus 16.0 21.0 17.0 20.0
Change in Net Premiums Written ~ -21.0 32.0 -11.0 -4.0
Surplus Aid to Surplus 0.0 0.0 0.0 0.0
Two-Year Overall Operating Ratio  89.0 80.0 83.0 69.0
Investment Yield 2.0 2.3* 2.8* 3.2
Gross Change in Surplus 4.0 5.0 4.0 11.0
Change in Adjusted Surplus 4.0 5.0 4.0 11.0
Liabilities to Liquid Assets 31.0 29.0 33.0 31.0
Agents’ Balances to Surplus 0.0 0.0 0.0 0.0
One-Year Reserve Development

to Surplus -2.0 -7.0 -5.0 -5.0
Two-Year Reserve Development

to Surplus -8.0 -10.0 -6.0 -10.0
Estimated Current Reserve

Deficiency to Surplus -6.0 -4.0 -8.0 -5.0

18

2008

27.0%
23.0
-1.0
0.0
81.0
2.7*
-6.0
-6.0
35.0
0.0



Ratio No. 6 measures the average return on the company’s investments. The
exceptional ratio results were mainly due to the low interest rate environment of recent years and
was also due to the company’s convertible equity securities portfolio, which yields a lower interest
rate and places the emphasis on increases to the security’s equity.

Growth of Wisconsin Lawyers Mutual Insurance Company

Surplus as
Admitted Regards Net
Year Assets Liabilities Policyholders Income
2012 $30,489,545 $ 9,624,507 $20,865,038 $ 278,173
2011 29,018,925 8,920,105 20,098,820 1,040,026
2010 28,731,776 9,599,597 19,132,179 284,189
2009 27,233,192 8,879,233 18,353,959 755,731
2008 25,841,345 9,313,294 16,528,051 423,003
2007 27,837,803 10,249,595 17,588,208 457,652
Gross Net Loss
Premium Premium Premium and LAE Expense Combined
Year Written Written Earned Ratio Ratio Ratio
2012 $4,796,885 $3,339,574 $3,361,204 87.7% 30.5% 118.2%
2011 5,068,998 4,247,151 4,137,752 53.2 25.1 78.3
2010 4,739,864 3,219,915 3,235,186 77.0 30.0 107.0
2009 4,716,383 3,600,841 3,547,806 59.9 28.1 88.0
2008 4,525,995 3,752,142 3,755,246 49.8 24.2 74.0
2007 4,520,809 3,793,878 3,765,596 69.6 26.3 95.9

In four of the last five years, the company has contributed to its surplus. The
company has also consistently paid a dividend to policyholders and had positive operating
results. During the period under review, the surplus increased by 19%, from $17.6 million in 2007
to $20.9 million in 2012. Admitted assets increased by 9.5%, to $30.5 million. The company’s
net financial position improved modestly in 2012. The company’s 2012 net loss and LAE ratio
was higher than in recent years because of higher losses and loss adjustment expenses
combined with lower premiums earned. There were three large claims that exceeded the
reinsurance retention. Two claims were from previous years and the third large claim was from
accident year 2012. Due to the size of the company, larger claims can significantly increase
losses and expenses. The expense ratio has increased modestly, from 26.3% to the current
30.5%. Over the past five years, gross premiums written increased 6.1% while net premiums

written decreased by 12.0%.

19



Reconciliation of Surplus per Examination
The examination made no adjustment or reclassification to the company’s reported

capital and surplus.

20



VIl. SUMMARY OF EXAMINATION RESULTS
Compliance with Prior Examination Report Recommendations

The prior examination resulted in no adverse comments or recommendations.

21



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.
Executive Compensation

The liability balances reported on the company’s balance sheet relating to executive
compensation were accurate and complete; however, the executive compensation information
reported in the annual statement supplemental filing to OCI did not include the company's
contribution towards their executives’ Salary Reduction Simplified Employee Pension Plan
(SARSEP). According to s. 611.63 (4), Wis. Stat., companies are to report to the Commissioner,
on an annual basis, all direct and indirect remuneration for services, including retirement and
other deferred compensation benefits and stock options, paid or accrued each year for the benefit
of each director and each officer and employee whose remuneration exceeds the amount
established by the Commissioner. Therefore, it is recommended that the company report all
remuneration to executives, which includes deferred compensation and other retirement
compensation plans sponsored by the company, for those executives whose remuneration meets
the requirements to be reported to the Commissioner of Insurance in accordance with s. 611.63
(4), Wis. Stat.
Invested Assets

It was noted that the company has a custodial agreement with U.S. Bank National
Association; however, upon review the custodial agreement lacks some of the indemnification
provisions that were contained in an earlier version of the agreement. It is recommended that the
custodial/safekeeping agreement entered into include the requirements as established by the

NAIC Einancial Condition Examiners Handbook, which include the following:

a) Inthe event of a loss of the securities for which the custodian is obligated to indemnify the
insurance company, the securities shall be promptly replaced or the value of the securities
and the value of any loss of rights or privileges resulting from said loss of securities shall be

promptly replaced.

22



b) The custodian shall not be liable for any failure to take any action required to be taken
hereunder in the event and to the extent that the taking of such action is prevented or
delayed by war (whether declared or not and including existing wars), revolution, insurrection,
riot, civil commotion, act of God, accident, fire, explosions, stoppage of labor, strikes or other
differences with employees, laws, regulations, orders or other acts of any governmental
authority, or any other cause whatever beyond its reasonable control.

c) If the custodial agreement has been terminated or if 100% of the account assets in any one
custody account have been withdrawn, the custodian shall provide written notification, within
three business days of termination or withdrawal, to the insurer’'s domiciliary commissioner.

d) The custodian shall secure and maintain insurance protection in an adequate amount.

23



VIIl. CONCLUSION

Wisconsin Lawyers Mutual Insurance Company is a mono-line professional liability
writer for attorneys located in Wisconsin. The company primarily writes claims-made policies,
with a maximum policy limit of $10 million.

The company has consistently reported net income over the examination period.
Admitted assets increased by 9.5% from 2007 to 2012. The favorable operating results
contributed to a 19% increase in surplus since the last examination from $17,588,208 to
$20,865,038. The examination determined that as of December 31, 2012, the company had total
admitted assets of $30,489,545, total liabilities of $9,624,507, and policyholders’ surplus of
$20,865,038.

The examination made no balance sheet or surplus adjustments. The prior
examination resulted in no adverse comments or recommendations. The current examination of
WILMIC resulted in two recommendations. One recommendation relates to the company
reporting of executive compensation. The other recommendation is in regards to the custodial

agreement.
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1.

2.

IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

Page 22 - Executive Compensation—It is recommended that the company report all
remuneration to executives, which includes deferred compensation and other
retirement compensation plans sponsored by the company, for those
executives whose remuneration meets the requirements to be reported to the
Commissioner of Insurance in accordance with s. 611.63 (4), Wis. Stat.

Page 22 -

Invested Assets—It is recommended that the custodial/safekeeping

agreement entered into include the requirements as established by the NAIC
Financial Condition Examiners Handbook, which include the following:

a)

b)

c)

d)

In the event of a loss of the securities for which the custodian is obligated
to indemnify the insurance company, the securities shall be promptly
replaced or the value of the securities and the value of any loss of rights
or privileges resulting from said loss of securities shall be promptly
replaced.

The custodian shall not be liable for any failure to take any action
required to be taken hereunder in the event and to the extent that the
taking of such action is prevented or delayed by war (whether declared
or not and including existing wars), revolution, insurrection, riot, civil
commotion, act of God, accident, fire, explosions, stoppage of labor,
strikes or other differences with employees, laws, regulations, orders or
other acts of any governmental authority, or any other cause whatever
beyond its reasonable control.

If the custodial agreement has been terminated or if 1200% of the account
assets in any one custody account have been withdrawn, the custodian
shall provide written notification, within three business days of
termination or withdrawal, to the insurer’'s domiciliary commissioner.

The custodian shall secure and maintain insurance protection in an
adequate amount.
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