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Thefollowing problems wer e discovered as a result of an audit conducted by our
office of the Department of I nsurance.

State law providesthe director of the Missouri Department of Insurance with the authority
to administer Missouri chartered insurance companies requiring rehabilitation or
liquidation, commonly referred to as receiverships. At June 30, 1999, there were three
Missouri chartered insurance companiesin rehabilitation and eleveninliquidation. Many
of these receiverships have continued for several years, with three companies in
receivership since the 1980's.

For those companies involved in the liquidation process, significant administrative
expenses are incurred which decrease the overall assets available at fina liquidation.
These expenses can include items such as special deputy receiver fees, legal fees,
investment fees, payroll, travel, professional services, and office expenses, but do not
include payments of clams. Based on reports submitted to the department total
administrative expenses for receiverships exceeded $31 million in 1998.

The Missouri Department of Insurance has established regulations regarding reporting
requirementsfor insurance companiesin receivership and, based on the reports submitted
by the special deputy receivers or agents, the department tracks administrative costs
closely. However, insurance department personnel indicated they only sporadically visit
the specia deputy receivers and agents to review the accounting records which support
these reports. In addition, while audit reports are required for insurance companies in
rehabilitation, thereis no requirement for independent audits of insurance companiesin
liquidation. Without performing areview of the accounting records maintained by the
special deputy receiversor requiring an audit of these records, the Missouri Department of
Insurance hasless assurance that the reports submitted to the department are accurate and
can be relied upon.

The State Auditor recommendsthe Missouri Department of Insurance require independent

audits for all recelverships or perform other monitoring procedures to ensure the
information and reports submitted by the special deputy receivers or agents are accurate.

(over)



The Missouri Departments of Insurance and Revenue share responsibilities for assessing and
collecting premium taxes. The Missouri Department of Insurance maintains delinquent premium tax
listings and also receives delinquent tax listings from the Department of Revenue; however, these
listings are not reconciled by the department in a timely manner. In addition, the department’s
delinquent tax listing requires several reconciling items and manual adjustments to agree to the
Department of Revenue’ sdelinquent tax listing. The monitoring of delinguent premium taxes needs
improvement.

State law requires health maintenance organizations (HMOs) to file various reports with the
department. The department’ s Managed Care Section has devel oped written procedures outlining
what isto be included in the various HM O reports but not how the organization’ s reports are to be
anayzed. Additionaly, reports are frequently filed late by the various HMOs and, while the
Managed Care Section does follow-up on these delinquent reports, no fine or fee is assessed to the
organizations for filing late reports.

Only ten of the thirty organizations filed the quarterly reports due July 15, 1999 by the due date.
Fifteen organizations filed the report late and five organizations still had not filed the report as of
September 30, 1999. State law provides for aforfeiture fee not to exceed $100 for each violation.

We noted various concerns regarding insurance examiners expense accounts, including
unreasonable meal claims, inefficient use of automobiles, and unnecessary expensesincurred on non-
travel weekends.

Other areas of concern noted in the report included untimely deposits of receipts, the lack of
adequate review of supporting documentation for expenditures under afedera insurance counseling
service program, the lack of aformal contingency plan for the department’ s computer system, and
the lack of written examination programs for some market conduct examinations.
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CLAIRE C. McCASKILL

Missouri State Auditor

INDEPENDENT AUDITOR'S REPORT ON
THE FINANCIAL STATEMENTS

Honorable Mel Carnahan, Governor
and

Keith Wenzel, Director

Department of Insurance

Jefferson City, Missouri 65102

We have audited the accompanying special-purpose financial statements of the various
funds of the Department of Insurance as of and for the years ended June 30, 1999 and 1998, as
identified in the table of contents. These specia-purpose financial statements are the
responsibility of the department's management. Our responsibility is to express an opinion on
these special-purpose financia statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the specia-purpose financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the special-purpose financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financia statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

The accompanying special-purpose financial statements were prepared for the purpose of
presenting the receipts, disbursements, and changes in cash and investments of the Genera
Revenue Fund-Federal, Insurance Examiners Fund, Department of Insurance Dedicated Fund,
Trans-National Warranty Accounts, and the Rehabilitation Accounts; the receipts of the General
Revenue Fund-State, Worker's Compensation Fund, Second Injury Fund, and the State School
Moneys Fund; and the appropriations and expenditures of the various funds of the Department of
Insurance and are not intended to be a complete presentation of the financial position and results
of operations of the various funds of the department.

In our opinion, the specia-purpose financial statements referred to in the first paragraph
present fairly, in all material respects, the receipts, disbursements, and changes in cash and
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investments of the General Revenue Fund-Federal, Insurance Examiners Fund, Department of
Insurance Dedicated Fund, Trans-National Warranty Accounts, and the Rehabilitation Accounts,
the receipts of the General Revenue Fund-State, Worker's Compensation Fund, Second Injury
Fund, and the State School Moneys Fund; and the appropriations and expenditures of the various
funds of the Department of Insurance as of and for the years ended June 30, 1999 and 1998, in
conformity with the comprehensive bases of accounting discussed in Note 1, which are bases of
accounting other than generally accepted accounting principles.

In accordance with Government Auditing Standards, we also have issued our report dated
September 20, 1999, on our consideration of the department's internal control over financia
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grants.

Our audit was made for the purpose of forming an opinion on the special-purpose
financial statements, taken as a whole, that are referred to in the first paragraph. The
accompanying financial information listed as supplementary data in the table of contents is
presented for purposes of additional analysis. Such information has been subjected to the
auditing procedures applied in the audit of the special-purpose financial statements and, in our
opinion, is fairly stated in all material respects in relation to the special-purpose financia
statements taken as awhole.

The accompanying History, Organization, and Statistical Information is presented for
informational purposes. This information was obtained from the department's management and
was nhot subjected to the auditing procedures applied in the audit of the special-purpose financial
statements referred to above.

A part of the department's funding comes from federal awards. Those federal awards are
reported on in the State of Missouri Single Audit Report issued by the State Auditor's office.

The single audit is conducted in accordance with the provisions of Office of Management and
Budget Circular A-133, Audits of Sates, Local Governments, and Non-Profit Organizations.

(e NGl

Claire McCaskill
State Auditor

September 20, 1999 (fieldwork completion date)
The following auditors participated in the preparation of this report:

Director of Audits; Kenneth W. Kuster, CPA

Audit Manager: Alice Fast, CPA, CIA
In-Charge Auditor:  Mike Lemler, CPA
Audit Staff: LaToya Smith

Dana Spurgeon

Jeff Wilson
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CLAIRE C. McCASKILL

Missouri State Auditor

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE
AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Honorable Mel Carnahan, Governor
and

Keith Wenzel, Director

Department of Insurance

Jefferson City, Missouri 65102

We have audited the special-purpose financial statements of the Department of Insurance as
of and for the years ended June 30, 1999 and 1998, and have issued our report thereon dated
September 20, 1999. We conducted our audit in accordance with generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the special-purpose financial
statements of the Department of Insurance are free of material misstatement, we performed tests of
the department's compliance with certain provisions of laws, regulations, contracts, and grants,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no material instances of noncompliance that are required to be reported under Government
Auditing Standards. However, we noted certain other instances of noncompliance which are
presented in the accompanying Management Advisory Report.

Internal Control Over Financial Reporting

In planning and performing our audit of the specia-purpose financia statements of the
Department of Insurance, we considered the department's internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the special-
purpose financial statements and not to provide assurance on the internal control over financial
reporting. However, we noted certain matters involving the internal control over financial reporting
and its operation that we consider to be reportable conditions. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of the internal
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control over financial reporting that, in our judgment, could adversely affect the department's
ability to record, process, summarize, and report financial data consistent with the assertions of
management in the special-purpose financial statements.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to arelatively low level the risk that misstatements
in amounts that would be material to the specia-purpose financial statements being audited may
occur and not be detected within a timely period by employees in the norma course of
performing their assigned functions. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, we noted certain matters involving
the internal control over financia reporting and its operation that we consider to be material
weaknesses, and these matters are presented in the accompanying Management Advisory Report.

This report is intended for the information of the management of the Department of

Insurance and other applicable government officials. However, this report is a matter of public
record and its distribution is not limited.

(. WSt

Claire McCaskill
State Auditor

September 20, 1999 (fieldwork completion date)
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Exhibit A-1

DEPARTMENT OF INSURANCE

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS, AND CHANGES IN CASH

AND INVESTMENTS
YEAR ENDED JUNE 30, 1999

General Department  Trans-
Revenue Insurance Of Insurance  National Tota
Fund - Examiners Dedicated Warranty Rehabilitation (Memorandum
Federal Fund Fund Accounts Accounts Only)
RECEIPTS
Federal grant ¢ 255,523 0 0 0 0 255,523
Examination fees 0 7,160,944 0 0 0 7,160,944
Regulatory fees 0 0 1,878,059 0 0 1,878,059
Agents' licenses 0 0 1,248,676 0 0 1,248,676
Brokers' licenses 0 0 408,311 0 0 408,311
Agency and other licenses and fees 0 0 818,435 0 0 818,435
Appointment and termination fees 0 0 1,608,590 0 0 1,608,590
Filing fees 0 0 861,520 0 0 861,520
Late licensing fees 0 0 173,485 0 0 173,485
Certifications and clearance letters 0 0 372,104 0 0 372,104
Interest 0 0 482,642 6,344 6,352 495,338
Miscellaneous 0 141 73,048 0 0 73,189
Total Receipts 255,523 7,161,085 7,924,870 6,344 6,352 15,354,174
DISBURSEMENTS
Personal service 0 4,199,151 3,989,019 0 0 8,188,170
Employee fringe benefits 0 1,017,882 1,092,179 0 0 2,110,061
Expense and equipment 0 1,968,592 1,545,991 0 0 3,514,583
State office building rent (Note 4) 0 35,853 296,263 0 0 332,116
Workers' compensation claims 0 272 16,271 0 0 16,543
Insurance counseling contract costs (Note 5) 255,523 0 0 0 0 255,523
Office of Information Technology upgrade 0 0 186,184 0 0 186,184
(Note 6)
Lease parking (Note 7) 0 0 7,770 0 0 7,770
Article X refunds (Note 3) 0 0 309,443 0 0 309,443
Other refunds 0 0 32,815 0 0 32,815
Claims 0 0 0 4,398 0 4,398
Payments to Rehabilitation Administrator 0 0 0 0 14,500 14,500
Other 0 0 0 0 768 768
Total Disbursements 255,523 7,221,750 7,475,935 4,398 15,268 14,972,874
RECEIPTS OVER (UNDER) DISBURSEMENTS 0 -60,665 448,935 1,946 -8,916 381,300
CASH AND INVESTMENTS, JULY 1 0 499,251 7,608,108 133,920 121,968 8,363,247
CASH AND INVESTMENTS, JUNE 30 ¢ 0 438,586 8,057,043 135,866 113,052 8,744,547

The accompanying Notes to the Financial Statements are an integral part of this statement.



Exhibit A-2

DEPARTMENT OF INSURANCE

COMBINED STATEMENT OF RECEIPTS, DISBURSEMENTS, AND CHANGES IN CASH

AND INVESTMENTS
YEAR ENDED JUNE 30, 1998

RECEIPTS
Federal grant
Examination fees
Regulatory fees
Agents licenses
Brokers' licenses
Agency and other licenses and fees
Appointment and termination fees
Filing fees
Late licensing fees
Certifications and clearance |etters
Interest
Miscellaneous
Total Receipts

DISBURSEMENTS
Personal service
Employee fringe benefits
Expense and equipment
State office building rent (Note 4)
Workers' compensation claims

Insurance counseling contract costs (Note 5)
Office of Information Technology upgrade

(Note 6)
Lease parking (Note 7)
Article X refunds (Note 3)
Other refunds
Claims

Payments to Rehabilitation Administrator

Other
Total Disbursements

RECEIPTS OVER (UNDER) DISBURSEMENTS
CASH AND INVESTMENTS, JULY 1

CASH AND INVESTMENTS, JUNE 30

General Department  Trans
Revenue Insurance Of Insurance  National Total
Fund - Examiners Dedicated Warranty Rehabilitation ~ (Memorandum
Federa Fund Fund Accounts Accounts Only)
¢ 181,387 0 0 0 0 181,387
0 6,620,119 0 0 0 6,620,119
0 0 1,914,979 0 0 1,914,979
0 0 1,195,260 0 0 1,195,260
0 0 429,245 0 0 429,245
0 0 672,186 0 0 672,186
0 0 1,657,500 0 0 1,657,500
0 0 858,950 0 0 858,950
0 0 138,330 0 0 138,330
0 0 336,626 0 0 336,626
0 0 445,085 6,891 4,269 456,245
0 1,184 16,090 0 0 17,274
181,387 6,621,303 7,664,251 6,891 4,269 14,478,101
0 4,154,962 3,722,787 0 0 7,877,749
0 918,131 922,790 0 0 1,840,921
6,720 1,712,972 1,486,529 0 0 3,206,221
0 0 298,550 0 0 298,550
0 329 14,265 0 0 14,594
174,667 0 0 0 0 174,667
0 0 71,669 0 0 71,669
0 0 5,653 0 0 5,653
0 40,000 392,804 0 0 432,804
0 0 20,358 0 0 20,358
0 0 0 8,327 0 8,327
0 0 0 0 6,500 6,500
0 0 0 38 210 248
181,387 6,826,394 6,935,405 8,365 6,710 13,958,261
0 -205,091 728,846 -1,474 -2,441 519,840
0 704,342 6,879,262 135,394 124,409 7,843,407
¢ 0 499,251 7,608,108 133,920 121,968 8,363,247

The accompanying Notes to the Financial Statements are an integral part of this statement.



Exhibit B

DEPARTMENT OF INSURANCE
COMPARATIVE STATEMENT OF RECEIPTS

GENERAL REVENUE FUND - STATE
Premium taxes
Surplus lines taxes
Total General Revenue Fund - State Receipts

WORKERS COMPENSATION FUND
Workers compensation taxes

SECOND INJURY FUND
Second injury assessments

STATE SCHOOL MONEY S FUND
Fines and forfeitures
Miscellaneous
Total State School Moneys Fund Receipts

Y ear Ended June 30,
1999 1998

151,259,429 155,669,407
7,681,185 7,832,194
158,940,614 163,501,601
24,412,634 12,890,246
33,230,373 17,998,969
1,245,850 804,505
0 500
1,245,850 805,005

The accompanying Notes to the Financial Statements are an integral part of this statement.



Exhibit C

DEPARTMENT OF INSURANCE
COMPARATIVE STATEMENT OF APPROPRIATIONS AND EXPENDITURES

Year Ended June 30,

1999 1998
Lapsed Lapsed
Appropriations Expenditures Balances Appropriations Expenditures Balances
GENERAL REVENUE FUND - FEDERAL
Purpose of funding programs providing
counsdling on heaith insurance
coverage and benfits to Medicare
beneficiaries $ 435,674 406,906 28,768 323,624 164,734 158,890
Total General Revenue Fund - Federal 435,674 406,906 28,768 323,624 164,734 158,890
INSURANCE EXAMINERS FUND
Market conduct and financial
examinations of insurance companies -
Persondl Service andlor Expense and
Equipment 6,500,000 6,138,258 361,742 5,881,151 5,852,597 28,554
Total Insurance Examiners Fund 6,500,000 6,138,258 361,742 5,881,151 5,852,597 28,554
DEPARTMENT OF INSURANCE DEDICATED FUND
Planning grants - Persondl Sarvice
andlor Expense and Equipment [ 0 [ 100,000 0 100,000
Personal Service 4,417,462 4,062,342 355,120 3,978,586 3,724,028 254,558
Expense and Equipment 1,755,651 1,393,176 362,475 1,836,273 1,686,869 149,404
Refunds 35,000 34,806 194 25,000 20,358 4,642
Total Department of Insurance
Dedicated Fund 6,208,113 5,490,324 717,789 5,939,859 5,431,255 508,604
Total All Funds $ 13,143,787 12,035,488 1,108,299 12,144,634 11,448,586 696,048

The accompanying Notes to the Financial Statements are an integral part of this statement.
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1.

DEPARTMENT OF INSURANCE
NOTESTO THE FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A.

Reporting Entity and Basis of Presentation

Theaccompanying specid-purposefinancid statementspresent only selected datafor each
fund of the Department of Insurance.

Receipts, disbursements, and changesin cash and investmentsare presented in Exhibit A
for the General Revenue Fund-Federal, Insurance Examiners Fund, Department of
Insurance Dedicated Fund, Trans-Nationa Warranty Accounts, and the Rehabilitation
Accounts. Except for the Trans-National Warranty Accounts and the Rehabilitation
Accounts, appropriations from these funds are expended by or for the department for
restricted purposes. The Trans-National Warranty Accounts and the Rehabilitation
Accounts are not subject to appropriations.

The"Total (Memorandum Only)" column is presented as additional analytical data.
Becausethiscolumn doesnot identify therestrictionsthat exist by fund, it should beread
only with reference to the details of each fund.

Receipts are presented in Exhibit B for the General Revenue Fund-State, Workers
Compensation Fund, Second I njury Fund, and the State School MoneysFund. Receipts
include moniesthe department collectsduring itsnormd activitiesand remitstothe funds.
These amounts are not necessarily related to appropriations.

Appropriations, presented in Exhibit C, are not separate accounting entities. They do not
record the assets, liabilities, and equities of therel ated funds but are used only to account
for and control the department's expenditures from amounts appropriated by the Genera
Assembly.

Expenditures presented for each appropriation may not reflect thetotal cost of therel ated
activity. Other direct and indirect costs provided by the department and other state
agencies are not allocated to the applicable fund or program.

Basis of Accounting

The Statements of Receipts, Disbursements, and Changesin Cash and Investments, Exhibit

A, prepared on the cash basis of accounting, present amounts when they are received or
disbursed.
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The Statement of Receipts, Exhibit B, prepared on the cash basis of accounting, presents
amounts when received.

The Statement of Appropriationsand Expenditures, Exhibit C, ispresented onthe state's
legd budgetary basis of accounting which recognizes expenditures on the encumbrance
method. Expendituresincludeamounts payable or encumbered at June 30 and paid during
the lapse period, which ends August 31 for regular appropriations and December 31 for
capita improvement appropriations. Theauthority to expend gppropriationsendswith the
closeof thelgpse period. However, the Generd Assembly may authorize regppropriation
of the unexpended baances of capita improvement appropriationsfor the following year.
TheGenera Assembly alsomay authorizebiennial capital improvement appropriations,
for which the unexpended balances at June 30 of thefirst year of the two-year period are
reappropriated for expenditure during the second year.

The cash basis of accounting and the budgetary basisof accounting differ from generaly
accepted accounting principles, which require revenues to be recognized when they
become available and measurable or when they are earned and expenditures or expenses
to be recognized when the related liabilities are incurred.

Fiscal Authority and Responsibility

The department administerstransactionsin thefundslisted below. The statetreasurer as
fund custodian and the Office of Administration provide adminisirative control over fund
resourceswithin the authority prescribed by the General Assembly, except for the Trans-
National Warranty Accounts and the Administrative Supervision Accounts which are
controlled entirely by the department.

Generd Revenue Fund-Federal: Thedepartment administersaprogram financed wholly
or partially by federal monies maintained in the state treasury in the Department of
Insurance's-Federa Fund. Thesefedera fundsmay bereceivedin advance, whenrelated
expenditures are made, or after they are made. Appropriations from thisfund authorize
the disbursements of the department'’s federal funds.

|nsurance Examiners Fund: Thisfund isauthorized by Sections 374.160 and 374.162,
RSMo0 1994, to receive dl monies paid to the state by insurance companiesfor the costs
incurred by the department in conducting examinations, val uations, or proceedingsagainst
such companies. Expenditures, authorized by appropriations, are to be used for the
purposes of paying the compensation of insurance examiners and expensesincurred for
supervision and support of the examiners. Any unexpended balancesin thisfund are
perpetually maintained for the purposes of the fund.

Department of Insurance Dedicated Fund: Thisfund is authorized by Section 374.150,
RSMo0 1994, to receive dl fees due the state under the provisions of the insurance laws.
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Appropriations from this fund are to be used solely for the payment of expenditures
incurred by the department in performing the duties required by law which arenot paid for
by another source of funds. Any unexpended balancesin this fund are perpetually
maintained for the purposes of thisfund unlessthe unencumbered balance at the close of
the biennium year exceeds two times the total amount appropriated, paid, or transferred
to the fund during such fiscal year.

Trans-National Warranty Accounts- The M DI established various accountsto pay clams
for aninsurance company that had issued vehiclewarranty agreementsin Missouri but was
not licensed to conduct businessin the state. These bank accounts were established
outside the state treasury and are not state funds.

Rehabilitation Accounts - The MDI established various joint bank accounts and
investments outside of the state treasury for the payment of claims and administrative
expensesfor aninsurance company that was placed under rehabilitation by the department.
These funds are not state funds.

Genera Revenue Fund - Stater The department does not receive appropriations from this
fund and does not maintain aproprietary interest inthefund. Receipts collected by the
department and deposited into the General Revenue Fund - State include the following:

1 Premiumtaxes. Inaccordance with various provisionsof Chapter 148, RSMo
1994 and RSM o Cumulative Supp. 1999, insurance companieslicensed in the
dtate are required to pay atwo percent tax on direct premiumsreceived during the
cdendar year. The department certifiestothe Department of Revenue the amount
of premium taxesduetogether with theamount of quarterly installmentsto bepaid
by the insurance companies. The Department of Revenue collectsthe premium
taxes and depositsthem into the General RevenueFund - State. Some premium
taxes deposited into the General Revenue Fund - State are not available for
genera revenue purposes. The provisions of Chapter 148, RSMo 1994 and
RSMo Cumulative Supp. 1999, restrict about 50 percent of such premium taxes
for distribution to the various school districts in the state.

2) Surpluslinestaxes. Inaccordancewith various provisonsof Chapter 384, RSMo
1994, the department collectsand depositsinto the Generd Revenue Fund - State
afive percent tax on net premiumsfor high risk insurance which is underwritten by
asurpluslinesinsurer. The department certifiesto the Department of Revenueall
penalties and interest due as a result of late payments. The Department of
Revenue collects the penalties and interest and deposits them into the General
Revenue Fund - State.

Workers Compensation Fund: 1n accordance with Section 287.690, RSMo 1994, on
October 31 each year, the director of the Division of Workers Compensation estimates
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the amount of revenue required to administer this chapter and determinestherate of tax
for thefollowing calendar year based on that estimate aswell asthe estimated December
31 baanceof thefund. Thetax, whichisimposed upon dl insurance companiesproviding
workers compensation insurance coverage and authorized self-insurers, shal not exceed
two percent in lieu of al other taxes on the workers' compensation net deposits, net
premiums, or net assessments. The Department of Revenue collects these taxes and
deposits them into the Workers Compensation Fund.

Second Injury Fund: In accordance with Section 287.715.2, RSM o 1994, on October
31 each year, the director of the Division of Workers Compensation estimates the amount
of benefits payable from the Second Injury Fund during the ensuing calendar year and
caculatesthetotal amount of the annual surcharge based on that estimate to beimposed
upon al workers compensation policyholdersand authorized sdlf-insurers. The surcharge
imposed shall be set at and calculated against a percentage of the policyholder's or self-
insured'sworkers compensation net deposits, net premiums, or net assessmentsfor the
previous policy year. The Department of Revenue collectsthe surcharges and deposits
them into the Second Injury Fund.

State School Moneys Fund: Fines and forfeitures imposed and collected by the
department under the Missouri Insurance Code are deposited into the State School
Moneys Fund.

D. Employee Fringe Benefits

In addition to the social security system, employees are covered by the Missouri State
Employees Retirement System (MOSERS) (anoncontributory plan) and may participate
inthe state's health care, optional life insurance, deferred compensation, and cafeteria
plans. Theoptiona lifeinsurance and cafeteriaplansinvolve only employee contributions
or payroll reductions. Also, the deferred compensation plan involves employee payroll
deferrals and a monthly state matching contribution for each participating employee.

The state's required contributions for employee fringe benefits are paid from the same
fundsastherdated payrolls. Those contributionsare for MOSERS (retirement, basic life
insurance, and long-term disability benefits); socid security and medicaretaxes; hedth care
premiums; and the deferred compensation plan match.

Employeefringe benefitsin thefinancid statementsat Exhibit A arethetransfersfromthe
I nsurance Examiners Fund and the Department of Insurance Dedicated Fund for costs
related to sdlariespaid from thosefunds. Transfersrelated to sdaries are not gppropriated
by agency and thus are not presented in the financial statement at Exhibit C.

Cash and | nvestments
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The balances of the General Revenue Fund-Federal, Insurance Examiners Fund, and the
Department of Insurance Dedicated Fund are pooled with other state fundsand invested by the
state treasurer.

Deposits

The department's deposits in the Trans-National Warranty Accounts and the Administrative
Supervision Accounts at June 30, 1999 and 1998, were entirely covered by federal depositary
insurance.

| nvestments

The Rehabilitation Accounts only investment at June 30, 1999 and 1998, wasa U.S. Treasury
note with a reported amount of $85,000 (which approximated fair value).

Thisinvestment was held by the custodia bank in the name of the insurance company and the
department.

Article X Refunds/Refund Replenishments

Article X, Sections 16 through 24 of the Missouri Constitution establishes arevenue limit for
Missouri State Government. Total state revenues exceeded thislimitin fiscal years 1997, 1996,
and 1995 whichtriggered incometax refund liabilitiesunder provisions of the Congtitution. The
Officeof Administration cal culated the proportional shareof theliabilitiesto bedlocated to each
fund and transfers were made from I nsurance Examiners Fund and the Department of Insurance
Dedicated Fund to the state's General Revenue Fund to cover each fund's share of theliabilities.

State Office Building Rent

The Office of Administration calculated the proportional share of costs for state office building
gpaceto bedlocated to each fund, and monthly transferswere made from the Insurance Examiners
Fund and the Department of |nsurance Dedicated Fund to the state's General Revenue Fund to
cover each fund's share of the costs.

Insurance Counseling Contract Costs

The MDI contracted with the Missouri Patient Care Review Foundation to provide insurance
counsdling servicesfor senior citizens. Thisexpenditure category representsthe costs associated
with this contract paid from the General Revenue Fund - Federal.

Office of Information Technology Upgrade
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TheMissouri Generd Assembly madeappropriationsfrom the Department of Insurance Dedicated
Fund for the department's proportionate share of the statewide upgrade, replacement, and
improvementsto information technology systems. These appropriationsare administered by the
Office of Administration.

L ease Parking

TheMissouri Generd Assembly madeappropriationsfrom the Department of Insurance Dedicated
Fund for the department's proportionate share of |ease parking at the state office buildingsin St.
Louisand Kansas City. These appropriations are administered by the Office of Administration,
Division of Facilities Management.

Reconciliation of Total Disbursements to Appropriated Expenditures

Disbursements on Exhibit A reconcile to appropriated expenditures on Exhibit C as follows:

Y ear Ended June 30,
1999 1998
Department Department
Genera Insurance of Insurance Genera Insurance of Insurance
Revenue Examiners Dedicated Revenue Examiners Dedicated
Fund-Federa Fund Fund Fund-Federa Fund Fund
DISBURSEMENTS PER EXHIBITA $ 255,523 7,546,215 7,475,935 191,843 7,165,749 6,935,405

Employee fringe benefits 0 (1,017,882)  (1,092,179) 0 (918,131) (922,790)
State office building rent 0 (35,583) (296,263) 0 0 (298,550)
Workers' compensation claims 0 (272) (16,271) 0 (329) (14,265)
Office of Information technology

upgrade 0 0 (186,184) 0 0 (71,669)
Lease parking 0 0 (7,770) 0 0 (5,653)
Article X refunds 0 (324,465) (309,443) (20,456) (379,355) (392,804)
Lapse period expenditures:

1999 175,179 103,074 193,263 23,796 0 0

1998 (23,796) (124,560) (277,669) (40,449) 124,560 277,669

1997 0 0 0 0 (119,816) (84,815)
Accounts payable, June 30:

1999 0 5,706 18,420 0 0 0

1998 0 (13,705) (11,515) 0 13,705 11,515

1997 0 0 0 0 (33,786) (2,788)

EXPENDITURESPEREXHIBITC $ 406,906 6,138,528 5,490,324 164,734 5,852,597 5,431,255

Securities on Deposit

Insurance companies doing businessin Missouri are required to deposit securities with the
department for the protection of policy holdersand creditorsin accordancewith various provisons
of Chapters 354, 376, 379, 381, and 384, RSMo 1994 and RSMo Cumulative Supp. 1999. Only
capital securities are required and the requirements are dependent on the type of insurance
company.
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Securities having atotd accepted vaue of approximately $268.5 and $261.9 million at December
31, 1998 and 1997, respectively, were on deposit with the contracted bank. The accepted vaue
isthe market value of each security at year-end. Theseamountsare not included inthefinancia
statements because the department has no ownership interest in them. Missouri domiciled
insurance companies sometimes maintain securitieson deposit in excess of Missouri requirements
to meet the depository requirementsof other statesinwhichthey do business. Foreign domiciled
insurance companies are frequently not required to deposit securities with the department if
securities meeting Missouri requirements are on deposit with the applicable state of domicile.

-19-



Supplementary Data
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Schedule

DEPARTMENT OF INSURANCE
COMPARATIVE STATEMENT OF EXPENDITURES (FROM APPROPRIATIONS)

Y ear Ended June 30,
1999 1998 1997 1996 1995
Personal service $ 8,266,621 7,882,737 7,489,150 6,828,128 6,165,544
Program specific 441,712 185,064 223,775 199,039 185,439
Travel and vehicle expense 1,772,251 1,496,993 1,720,007 1,512,583 1,770,992
Transportation equipment purchases 0 14,514 0 12,329 11,000
Office expense 244,625 242,225 209,414 186,096 193,290
Office and communication equipment
purchases 47,470 77,299 56,422 73,622 116,290
Communication expense 265,945 288,177 219,198 151,163 208,161
Institution and physical plant:
Expense 2,211 1,727 5,112 11,942 9,594
Purchases 2,393 1,149 338 369 1,259
Data processing expense and
equipment 580,667 815,141 745,623 633,274 573,147
Professional services 293,931 287,391 493,956 339,886 177,519
Other expense 117,662 156,169 107,232 139,734 134,449
Total Expenditures $ 12,035,488 11,448,586 11,270,227 10,088,165 9,546,684




MANAGEMENT ADVISORY REPORT SECTION
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Management Advisory Report -
State Auditor’ s Recommendations
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DEPARTMENT OF INSURANCE
SUMMARY OF FINDINGS

Receipts (pages 26-27)

Someredpts are not tranamitted to the Department of Revenue for deposit on atimely basis and
some checks are not regtrictively endorsed immediately upon receipt.

Examiners Expense Accounts (pages 27-29)

For the expense accounts reviewed, examiners clamed the maximum med alowance for every
med even though the department's policy indicates the lesser of the med dlowance rate or actua
expases will bereimbursed. [n addition, the examiners sometimes use inefficient travel practices
causing additional expenses to be incurred.

Federd Grant Expenditures (pages 29-30)

Thedgatmant isrot adequatdly reviewing the monthly invoices submitted for insurance counsdling
svicssfar sor citizens and obtaining explanations for items such as overtime hours worked and
indirect cogs billed.

Computer Information Systems (page 30)

The department does not have aforma contingency plan for the computer system.

Receiverships (pages 30-31)

Reports are submitted by the specia deputy receivers or agents for insurance companies n
receivership; however, MDI personnd only occasondly vist the pecid deputy receivers and
agents to review the accounting records which support these reports.  In addition, while
independent audit reports are required for insurance companies in rehabilitation, there is ro
requirement for audits of insurance companies in liquidation.

Deinquent Taxes (pages 31-33)

TheMDI recdves a ddlinquent tax listing from the Department of Revenue; however, these listings
arenot reconciled with the MDI's ddinquent tax listings in atimely manner. In addition, the MDI
delinquent tax listing requires severa reconciling items and manual adjustments to agree to the
Department of Revenue ddinquent tax listing.

Regulation of Hedth Maintenance Organizations (pages 33-34)
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The MDI has deve oped written procedures outlining what is to be included in the various hedlth
maintenance organization reports but not how the health maintenance organization reports are to
be analyzed. Additionaly, reports are frequently filed late by the various hedth maintenance
organizations and, while the Managed Care Section does follow-up on these delinquent reports,
no forfaiture is assessed to the organizations for filing late reports.

Market Conduct Section (page 34)

Written examination programs are sometimes not included in the working papers.
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DEPARTMENT OF INSURANCE
MANAGEMENT ADVISORY REPORT -
STATE AUDITOR'S RECOMMENDATIONS

We have audited the specid-purpose financid statements of the Department of Insurance as of and for the
years ended June 30, 1999 and 1998, and have issued our report thereon dated September 20, 1999.

Thefollowing Management Advisory Report presents our findings and recommendationsarising from our
audit of the Department of Insurance's specia-purposefinancia statements. During our audit, wealso
identified certain management practiceswhichwe believe could beimproved. Our audit wasnot desgned
or intended to be adetailed study of every system, procedure, and transaction. Accordingly, thefindings
presented in the following report should not be considered as all-inclusive of areas where improvements
may be needed.

1. Receipts “

TheMissouri Department of Insurance (M DI) collectsreceiptsfor variousfees, licenses, taxes, and
other miscellaneous items; however, some receipts are not transmitted to the Department of
Revenue (DOR) for deposit on atimely basis. Frequently, checks are held by the Support
Services Section until notification isreceived from another section of the MDI that the check isfor
the correct amount. If the check isnot for the correct amount, it will be returned to the party
submittingit. The Support Services Section records checksbeing held on a™ pending check log"
and the date the check is eventually transmitted or returned is recorded on the log.

On September 8, 1999, we counted the receipts being held by the Support Services Section and
found 163 checkstotaling approximately $460,000 on hand. Forty-five of these checks, totaling
approximately $27,000, were dated between February 5, 1999 and July 31, 1999. Furthermore,
only one of these checks had been redtrictively endorsed. In addition, the "pending check log” is
not kept up to date. Severa checkswhich had aready been transmitted or returned till remained
on the log.

To adequately safeguard monies and reducetherisk of lossor misuse of funds, checks should be
restrictively endorsed immediately upon receipt and transmitted to the DOR on atimely basis.

WE RECOMMEND the MDI restrictively endorse checks immediately upon receipt and
transmit receiptsto the DOR in atimely manner. In addition, the MDI should ensure the "pending
check log" is properly updated.
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AUDITEE'S RESPONSE

The department agreesin part and will implement the recommendations to the extent possible. The
checks in question are those that are not readily attributable to a specific invoice or are for an
incorrect amount. They may be categorized into three areas. (1) those ultimately deposited into the
Dedicated Fund, (2) those ultimately deposited into the Exam Fund, and (3) those ultimately
deposited into funds (General Revenue and the School Fund) supervised by other departments. The
MDI can immediately deposit those funds that go into the Dedicated Fund and reconcile the
accuracy of the amounts received post-deposit. Thereis no appropriation, however, for refund of
receipts that exceed the amount due when funds are deposited into the Exam Fund. An
appropriation will need to be requested. MDI will work with the other departments on the third
category of funds to determine their ability to reconcile receipts post-deposit.

2. Examiners Expense Accounts “

The Insurance Examiners Fund was established pursuant to Section 374.162, RSMo 1994, to pay
market conduct and financial examiners salariesand expenses. Thefund isreimbursed through
payments by insurance companies being examined. These companies subsequently deduct 100
percent of the billing amountsfrom the premium taxes paid to the sate. The MDI computeshillings
for the companies using the examiners expense reports, time sheets, and other miscellaneous
expense amounts. The MDI adds an additional 15 percent administrativefeetoeach billingin
accordance with Section 374.160(3), RSMo 1994.

Travel expensesare frequently incurred by the examiners sincethey must travel to theinsurance
companiesto performtheexaminations. Travel expensespaid from thelnsurance ExaminersFund
totaled approximately $1.64 million and $1.38 million for fiscd years 1999 and 1998, respectively.
The MDI has developed travel policies which are included in the department'’s policy manual.

A. During our review of al market conduct and financia examiners expenseaccountsfor the
period from April 15, 1999 to May 15, 1999, we noted the following concerns:

1. All examiners daimed the maximum med alowances every day ranging from $30
to $46 per day. It does not appear reasonable that every examiner would always
spend the maximum amount.

2.a  Twoemployeesworking onthesamemarket conduct examinationin DesMoines,
lowa drove separate vehicles from Jefferson City on three different occasons and
received mileage reimbursements of approximately $540 each rather than only
incurring mileage expensesfor onevehicle. Additiondly, athird examiner flew
from . Louisto DesMoines, and then rented avehiclewhilein DesMoines. His
airfare and rental car expenses during this same time period were over $1,000.
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b.  For another market conduct examination in Des Moines, lowa, one examiner
drovefrom Kansas City, asecond examiner drove from Jefferson City, and the
third examiner flew from Springfield and then rented a vehicle while in Des
Moines. Total mileage, airfare, and rental car costsfor thistime period totaled
over $3,000.

C. Two employees working on the same financial examination drove separate
vehiclesfrom Kansas City to Springfield on three different occasionsand received
mileage reimbursements of approximately $300 each rather than only incurring
mileage expenses for one vehicle.

Wed so reviewed severa other months during the audit period and noted similar practices
regarding incurring and reporting travel expense. The department'stravel policy indicates
that the Federd Travel Directory rateswill be used asamea guide; however, the policy
asoindicatesthismeal alowanceamount isnot an entitlement and thelesser of themeal
dlowancerate or actua expenseswill bereimbursed. In addition, the department'stravel
policiesindicate employeestraveling to the samelocation are expected to efficiently use
availableautomobilespace. Furthermore, the department'stravel policiesindicate that
employees are expected to exercise the same care in incurring expenses as a prudent
person would exercise if traveling on personal business.

The MDI should ensure that employees comply with the department's travel policy and
establish adequate controls over businesstravel to ensure that unnecessary expensesare
not incurred or claimed by employees. Any questioned expenses could be denied for
reimbursement or the department should request additional documentati onto support the
charges.

Thedepartment'stravel policies providefor the examinersto returnto their domicile every
other weekend. On non-travel weekends, the examinersremain at the job siteand are
reimbursed for expensesjust like normal work days. Whilein many instancesitismore
cost effective for the MDI to pay hotel and meal expenses than to pay the necessary
expenses for the examinersto return to their domicile, we noted an instance where an
examiner remained in Kansas City for the weekend rather than returning to hisdomicile
114 milesaway. Theexaminer incurred hotel and meal expenses of approximately $400
whilethe mileage expensefor around trip between Kansas City and hisdomicilewould
have only been approximately $65.

TheMDI should consider changesto the department'stravel policies so that examiners
would berequired to determineif it ismore economical toremain at thejob siteor return
to their domicile on non-travel weekends. Thiswould help ensure that unnecessary
expenses are not incurred and help reduce examination costs.
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Sinceinsurance companiespay for thesetravel expensesand then receiveacredit ontheir premium
taxes thus reducing state revenues, it is especialy important for the MDI to ensure expenses are
reasonable.

WE RECOMMEND the MDI:

A. Ensure expenses claimed by the examiners are reasonable and in compliance with the
department's travel policies.

B. Congder changesto the department'strave policiesso that examinersdonot remain at the
job site over the weekend when it would be more economical to return to their domicile.

AUDITEE'S RESPONSE

A The department agrees and will implement the recommendation. The department is
committed to conducting examinations in as cost-effective a manner as possible. We will
continue to seek ways to ensure only reasonable expenditures are made.

B. The department will consider changes to the travel policies.

3.

Federal Grant Expenditures “

TheMDI receivesafederd grant fromthe U.S. Department of Health and Human Services, Hedlth
Care Financing Administration, which is used to contract with a not-for-profit foundation to provide
insurance counseling servicesfor senior citizens. Thefoundation submitsamonthly invoicelisting
the hours spent by various personnel and the hourly reimbursement rate for the applicable
personnel; an amount for materias, equipment, and supplies, and amountsfor indirect codts, fringe
benefits, and travel. We reviewed the October and November 1998 monthly invoices and noted
the following concerns:

C Oneemployeewashilled for 217 work hoursfor the month of October which would mean
the employee would have worked at least 40 hours of overtime.

C The indirect costs for October and November combined was $17,826 of the $47,529
billed (37.5 percent) with no explanation on theinvoice or in the contract indicating how
the indirect costs were calculated or what expenses they were designed to cover.

C While mileage costs for October and November totaled $1,648, the invoices only

indicated thetotal number of milesfor themonth. No detail was provided to indicatethe
destination or the purpose of the travel.
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While we requested and reviewed documentation to support these expenditures from the
foundation, M DI does not adequately review these expenditures and obtain explanations for
unusua items. The grant agreement with the Health Care Financing Administration requiresthe
MDI to closdly monitor contractor activitiesand contractor use of grant funds. Without athorough
review of the foundation'sinvoices, the MDI has less assurance that grant funds are being
expended appropriately in compliance with grant requirements.

WE RECOMMEND the MDI require the foundation to submit adequate supporting
documentation and review thisdocumentation for reasonableness. Any undocumented or unusua
items should be investigated and explained before approving invoices for payment.

AUDITEE'S RESPONSE

The department agrees and has begun implementation of the recommendation. All grant
expenditures will be closely scrutinized by appropriate MDI personnel.

4. Computer Information Systems

The department does not have aformal contingency plan for their computer system. Asaresult,
the department has no formally negotiated arrangements for backup facilitiesin the event of a
breakdown or disaster. All functions presently handled through the computer system, which
include licensing, consumer complaints, various accounting processes, and many other systems,
would haveto be handled manually until repair or replacement wasachieved. Failureto develop
aformal contingency plan and arrangementsfor backup facilitiesincreasestherisk of prolonged
down-time of the computer systems.

Development of contingency plans should include plansfor avariety of situations, such as both
short- and long-term plans for backup hardware, software, facilities, personnel, and power.
Involvement of usersin contingency planningisimportant since userswill likely be responsiblefor
maintaining at least a portion of the backup under various contingencies.

Themaor benefit of thorough contingency planning comesfrom the ability of the department to
recover rapidly from disaster or extraordinary situationsthat might cause considerable loss or
disruption to the department. The department's degree of reliance on the computer function
justifies the need for contingency plans and periodic review of the plans.

WE RECOMMEND the MDI develop formal contingency plans and provide a system for
periodic review and testing of the contingency plans.

AUDITEE'S RESPONSE
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The department agrees and has begun implementation of the recommendation. A large part of the
development of a formal contingency plan was completed during Y2K planning activities.

5. Receiverships

Sections 375.1150 to 375.1246, RSMo 1994, provide the director of the MDI with the authority
to administer Missouri chartered insurance companies requiring rehabilitation or liquidation,
commonly referred to asrecaiverships. Such companiesplaced into receivership are under circuit
court supervison with thejudge appointing the M DI director asreceiver. Thedirector may appoint
aspecia deputy receiver or agent. At June 30, 1999, there were three Missouri chartered
insurance companiesin rehabilitation and eevenin liquidation. Many of thesereceiverships have
continued for severa years with three companies in receivership since the 1980s.

For those companiesinvolved in theliquidation process, significant administrative expensesare
incurred which decreasethe overd| assats available a find liquidation. These expensescaninclude
items such as specid deputy receiver fees, lega fees, investment fees, payrall, travel, professona
services, and office expenses, but do not include payments of claims. Based on reports submitted
totheM DI, total adminigtrative expensesfor receivershipsexceeded $31 millionin 1998, with over
$26 million being incurred by one receivership.

The MDI has established regulations regarding reporting requirementsfor insurance companiesin
receivership and based on the reports submitted by the speciad deputy recelversor agents, the MDI
tracksadminigrative costsclosdy. However, MDI personnel indicated they only sporadicaly vist
the specia deputy receivers and agents to review the accounting records which support these
reports. Inaddition, whileaudit reportsarerequired for insurance companiesinrehabilitation, there
isno requirement for independent audits of insurance companiesin liquidation. Without performing
areview of the accounting records maintained by the specia deputy receiversor requiring an audit
of theserecords, the M DI hasless assurance that the reports submitted to the M DI are accurate
and can be relied upon.

WE RECOMM END theMDI requireindependent auditsfor al receivershipsor perform other
monitoring procedures to ensure the information and reports submitted by the special deputy
receivers or agents are accurate.

AUDITEE'S RESPONSE

The department agrees and will begin looking at ways to improve oversight of information and
reports from special deputy receivers or agents.

6. Delinquent Taxes
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In accordance with the provisions of Chapter 148, RSMo 1994, the MDI certifies to the
Department of Revenue (DOR) the amount of premium taxes due together with the amount of the
quarterly installmentsto be made by theinsurance companieslicensed inMissouri. If thetaxesare
not paid on the dates specified by statute, they become delinquent. Delinquent tax amounts are
used by the M DI when preparing premium tax reconciliations. Althoughthe DORisresponsible
for keeping the primary record of deinquent taxes, the MDI'slisting serves as ameans to monitor
collections and delinquencies.

A.

The MDI receives a delinquent tax listing from the DOR monthly. Current MDI
procedures areto perform areconciliation between the DOR and the M DI listingson a
quarterly basis, however, these quarterly reconciliationsarenot being performedinatimely
manner. Asof September 30, 1999, MDI personnel were still working onthe March 31,
1999 reconciliation.

Timely reconciliations are necessary to ensure all taxes are properly collected and
recorded, and to ensure delinquent taxesare promptly followed up. Only by performing
such reconciliations can the MDI detect and correct errors on atimely basis.

At March 31, 1999, the MDI compuiterized delinquent tax listing totaled approximately
$5.47 millionwhilethe actua delinquent taxestotaled only approximately $1.44 million.
The MDI ddinquent tax listing requires several reconciling items and manual adjustments
including the following:

1) Taxesfor 1992 totaling over $3.5 million that were actually paid areincluded on
thedelinquent listing. MDI personnel stated that when reporting requirements
changed for some salf-insurersfromindividual to group reporting, the payments
werereceived under the group name and the computer system treated al of the
individual self-insurer taxes as delinquent.

2) Taxesfor 1990 totaling gpproximately $440,000 that were never due areincluded
on the delinquent listing. MDI personnel indicated this amount relates to
prepayments for 1991 taxesfor two insurers who were non-taxable in 1990 but
becametaxablein 1991, and the computer system treated these prepayments as
1990 delinquent taxes.

It appearsthat the M DI makes manua adjustmentsto the delinquent tax totalsso that the
ddlinquent tax amounts shown on the premium tax reconciliationsarefairly stated. This
takesadditiona time, however, and also increasesthe possibility that errorswould not be
discovered, causing delinquent taxes to be overstated and the premium tax reconciliations
to bemisstated. In addition, al taxes actudly delinquent may not be properly identified by
the MDI, which could result in aloss of tax monies due to the state.
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WE RECOMMEND the MDI:

A. Perform reconciliations between the DOR and the MDI delinquent tax listingsin atimely
manner.

B. Correct the computer system and work with the DOR to ensure that the delinquent tax
listing is accurate.

AUDITEE'S RESPONSE

A The department agrees and will implement the recommendation.
B. The department agrees and has scheduled the computer software for a rewrite.
7.

Regulation of Health Maintenance Or ganizations “

Heal th mai ntenance organi zations (HM Os) established and operated under Chapter 354, RSMo
1994, are entitieswhich provide or arrange for basic and supplemental health care servicesto
enrolleeson aprepaid basis. The MDI haslicensed 30 such organizationsin the state and hasaso
created aManaged Care Section within the MDI to monitor the activities of these organizations.
Chapters 354 and 376, RSM 0 1994, require these organizationsto file various reportswith the
MDI. During our review of these reports, we noted the following concerns:

A. The MDI hasdeve oped written procedures outlining what isto beincluded in the various
HMO reports but not how the HM O reports are to be analyzed. The various anaystsin
the Managed Care Section have devel oped different methods, including checklists,
computer reports, and correspondence with the organizations, to document their review
of the reports; however, no standard, consistent procedures have been devel oped.

Documentation of the procedures used in the review processis necessary to ensure that
al reportsarereviewed using cong stent criteriaand to ensurethat therequired information
is contained in each report.

B. Reportsarefrequently filed late by thevariousHMOs. Only ten of thethirty organizations
filed the quarterly reports due July 15, 1999 by thedue date. Fifteen organizationsfiled
the report late and five organizations still had not filed the report as of September 30,
1999. Whilethe Managed Care Section does follow-up on these delinquent reports, no
fine or fee is assessed to the organizations for reports that are filed | ate.

Section 354.444, RSMo Cumulative Supp. 1999, provides for aforfeiture fee not to
exceed $100 for each violation of Sections 354.400 to 354.636, RSMo 1994 and
Cumulative Supp. 1999, for which no specific punishment isprovided. TheMDI should
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cons der assessing such forfeiture feesto HM Os which do not file statutorily required
reportsin atimey manner. Thiswould encourage HMOsto file reports on atimely basis
and reduce the amount of time necessary for the Managed Care Section to follow-up on
reports not filed.

WE RECOMMEND the MDI:

A. Develop standardized, written procedures for the review of health maintenance
organizations reports. These procedures should indicate how the review is to be
documented, including the name of the reviewer, date prepared, and the results of the
review.

B. Consder assessing fines or feesto HM Oswhich do not file statutorily required reportsin
atimely manner.

AUDITEE'S RESPONSE

A. The department agrees and has begun the process of developing standardized, written
procedures.

B. The department agrees and will consider assessing fines or feesto HMOs which do not file
required reportsin a timely manner.

8.

Market Conduct Section “

The Market Conduct Section isresponsiblefor examining various aspects of insurance companies
including licensing of agents, sales and advertising policies, underwriting, rate application,
cancellations and renewals, consumer complaints, and claims practices. Market conduct
examinations are scheduled based on anumber of factorsincluding certain issuesthe Director
deemsajriority, the number of complantsreceived for acompany, arapidincreaseinthe number
of complaints, shiftsinthelinesof insurance offered, information obtained from other states, and
prior examinations.

Market Conduct Section personnel indicated that they follow procedures set by the National
Association of Insurance Commissioners (NAIC) as outlined in the NAIC Market Conduct
Examiners Handbook in performing market conduct examinations, however, written examination
programs are sometimes not included in the working papers. The NAIC Market Conduct
Examiners Handbook sates the examiner-in-charge should provideto the other examiners" specific
instructions concerning the conduct and purpose of the examination” and "devel op audit trall
proceduresfor the examination”. Examination programs should be deve oped for each examination
and filed with theworking papers. Use of such programswould provide more assurance that all
necessary areas have been reviewed and all examination stepshave been completed. Without such
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programs, thereisagreater likelihood that examination objectives and procedures may not be
completed.

WE RECOMMEND the MDI require the Market Conduct Section utilize formal written
examination programs documenting the procedures performed. A copy of the program should be
included in the working papers and an indication of the steps performed aswell asthe examiner
performing the steps should be made.

AUDITEE'S RESPONSE

The department agrees and will implement the recommendation.
Thisreport isintended for theinformation of the management of the Missouri Department of Insuranceand

other applicable government officids. However, thisreport isamatter of public record and itsdistribution
isnot limited.
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DEPARTMENT OF INSURANCE
HISTORY, ORGANIZATION
AND STATISTICAL INFORMATION

The Missouri Division of Insurance was cregted by an act of the Missouri legidaturein 1869. With the
enedmat of thegate Omnibus Reorganization Act of 1974, the agency was transferred to the Department
o Coaume Affairs, Regulation and Licensing. Congtitutional Amendment No. 6, passed in August 1984,
changed the name of the Department of Consumer Affairs, Regulation and Licensing, to the Department
of Economic Development, effective September 7, 1984. Condtitutiond Amendment No. 4, passed in
August 1990, created a new Department of Insurance (MDI), effective duly 1, 1991.

Thedgpatmeat operates under the authority of Chapter 374, RSMo. The management and control of the
department is vested in a director who is nominated by the governor with the advice and consent of the
Senate. Jay Angoff served as Director from February 16, 1993 to October 31, 1998, and A.W.
M cPherson served as acting Director from November 1, 1998 to May 9, 1999. Keth Wenzel was
gppointed Director on May 10, 1999, and continues to serve in that capacity.

Whentheagancy was organized in 1869, 51 domestic and 120 foreign insurance companies were licensed
in Missouri. As of December 1998, there were 293 domestic and 1,560 foreign insurance companies
licensed in Missouri.

TheMDI regul ates the insurance indusgtry in the state through enforcement of Chapters 325, 354, and 374
through 385, RSMlo. The department regulates and licenses the insurance industry in the state; ensures that
theinarance indudtry is financidly sound, trustworthy, competent, and responsive to the insurance-buying
public; and ensures that the insurance industry complies with the laws of the state.  To fulfill these
respongbilities, the department maintains a centrd office in Jefferson City and branch officesin St. Louis
and Kansas City. Asiillugrated in the following organization chart, the MDI is organized into these
fudiod unts. Market Regulation, Financid Regulation, Resource Adminigtration, and Consumer Affairs.
The MDI had 209 employees at June 30, 1999.

The following provides a breskdown of the type of companies licensed in the State.
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As of December 31, 1998

Missouri
Type of Company Domicile Foreign

Assessment 2 0
FAIR Plan 1 0
Foreign Fire 0 6
Fraternal Benefit 2 32
Heath Maintenance Organization 24 7
Health Service Corporation 2 0
Life 43 637
Malpractice 2 0
Missouri (Farm) Mutuas 12 0
Missouri Mutuas 88 0
Mutua Casudty 7 43
Mutua Fire 0 29
Prepaid Dental Plan 9 6
Reciprocal Inter-Insurance Exchange 9 10
Reinsurer 0 61
Risk Retention Group 0 39
Sdlf-Insured Liability 9 0
Stipulated Premium 1 0
Stock Casualty 45 576
Stock Fire 4 100
Title 3 14

Totds 293 1,560

According to the Nationd Association of Insurance Commissoners (NAIC), for 1998, Missouri ranks
tenth nationdly in the number of companies incorporated in the state and eighteenth in the amount of
premium volume written. The department's budget for fiscd year 1999 ranks seventeenth nationaly.
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