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Honorable Joseph G. Murg
Commissioner of Insuran
Commonwealth of Massachusi
Division of Insurance

1000 Washington Street, Suite !
Boston, Massachusetts 02:-620(

Dear Commissioner Murphy:

Pursuant to your instructions and in accordanck Miassachusetts General Laws, Chapter 175, § 4, a
comprehensive examination has been made of theetmawkduct affairs of

ARBELLA MUTUAL INSURANCE COMPANY
ARBELLA PROTECTION INSURANCE COMPANY
ARBELLA INDEMNITY INSURANCE COMPANY

at their home offices located at:

1100 Crown Colony Drive
Quincy, MA 02269

The following report thereon is respectfully sulieut
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Divisioniduected a comprehensive market conduct
examination (“examination”) of Arbella Mutual Insurance CompaArbella Protection Insurance
Company and Arbella Indemnity Insurance Company (collectivéhe Company”) for the period
January 1, 2010 to December 31, 2010. The examination was gaitedant to authority in
Massachusetts General Laws Chapter (“M.G.L. c¢.”) 175, 8THe examination was conducted
concurrently as these companies are under common control anddraw@n management, systems,
processes and controls. The examination was conducted at éc#dodirof, and under the overall
management and control of, the examination staff of the iDivis Representatives from the firm of
Rudmose & Noller Advisors, LLC (“RNA”") were engaged to qiete certain agreed upon procedures.

EXAMINATION APPROACH

A tailored audit approach was developed to perform the exéionmnaf the Company using the guidance
and standards of th2010 NAIC Market Regulation Handbook, (“the Handbook”) the examination
standards of the Division, the Commonwealth of Massackusegurance laws, regulations and
bulletins, and selected Federal laws and regulationdl pwdcedures were performed under the
management, control and general supervision of the examinatadh of the Division, including
procedures more efficiently addressed by the recentlyplabed Division financial examination. For
those objectives, examination staff discussed procedurextexpto be performed by the Division's
financial examination staff to the extent deemed necgsappropriate and effective, to ensure that the
objective was or would be adequately addressed. Tlmvialy describes the procedures performed and
the findings for the workplan steps thereon.

The business areas that were reviewed under this examinatiode Company Operations/Management,
Complaint Handling Marketing and Sales, Producer Licendtayicyholder Service, Underwriting and
Rating, and Claims.

In addition to the processes and procedures guidance in thédtdnadhe examination included an

assessment of the Company’s internal control environment. leWine Handbook approach detects
individual incidents of deficiencies through transactionirigs the internal control assessment provides
an understanding of the key controls that Company managemertb usasage its business and to meet
key business objectives, including complying with applicables land regulations related to market
conduct activities.

The controls assessment process is comprised of tlgeiicant steps: (a) identifying controls; (b)
determining if the control has been reasonably designecctorglish its intended purpose in mitigating
risk (i.e., a qualitative assessment of the controisdi @) verifying that the control is functioning as
intended (i.e., the actual testing of the controls). Feasin which controls reliance was established,
sample sizes for transaction testing were accordingly @dju3he form of this report is “Report by
Test,” as described in Chapter 15, Section A of the Haoidb
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EXECUTIVE SUMMARY

This summary of the examination of the Company is intendgadeide a high-level overview of the

examination results. The body of the report provides dethilhe scope of the examination, tests
conducted, findings and observations, recommendations andremkgactions and, if applicable,

subsequent Company actions. Managerial or supervisory perdommeeach functional area of the

Company should review report results relating to their peuiea.

The Division considers a substantive issue as one in whickctioe action on part of the Company is
deemed advisable, or one in which a “finding,” or violation of $é&husetts insurance laws, regulations
or bulletins was found to have occurred. It also is resended that Company management evaluate any
substantive issues or “findings” for applicability to potdntacurrence in other jurisdictions. When
applicable, corrective action should be taken for all juriszhs, and a report of any such corrective
action(s) taken shall be provided to the Division.

The following is a summary of all substantive issues fowtolhg with related recommendations and
required actions and, if applicable, subsequent Company acti@ds, as part of the examination of the
Company. All Massachusetts laws, regulations and bulletied in this report and Appendix A may be
viewed on the Division’s website at www.mass.gov/doi.

The examination resulted in no recommendations or requargtbns with regard to company
operations/management, complaint handling, marketing aed, galoducer licensing and policyholder
service. Examination results showed that the Company mpliance with all tested Company
policies, procedures and statutory requirements addrasseesie sections. Further, the tested Company
practices appear to meet industry best practices in these a

SECTION |IV-PRODUCER LICENSING

STANDARD V-2

Finding: For one of the appointment terminations, the Company dittmatnate the appointment in the
OPRA System, and for the remaining four tested appointteeminations, the Company did not enter
the terminations in the OPRA System within 30 days ofeffective date of the termination in violation
of M.G.L. c. 175, 8§ 162T and Division guidelines.

Observation: The Company properly notified the agents of the pending appamtterminations in
compliance with statutory requirements.

Required Actions: Generally, the appointment terminations should betéfeeevhen the agents’ duties to
service their business are complete. Thus, the effective afathe appointment termination should
generally be the first day that all business servicedewgent is no longer in force. That same effective
date should be the date entered in the OPRA Systernn hatcase should the date entered in the OPRA
System be greater than 30 days after the appointmentmnstdron effective date. The Company shall
communicate this policy to the staff and develop new procedaressure that termination dates are
consistently determined, properly and timely entered inGR&A System. Finally, the Company shall
conduct an internal audit of the new appointment terminationeplures by September 30, 2012 and
report the results to the Division.
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SECTION VI-U NDERWRITING AND RATING

STANDARD VI-1

Findings: M.G.L. c. 175, 8§ 113B requires issuance of timely at-faulthrenge notices to operators in
accordance with the Company’s rating plan. RNA tested omatprpassenger automobile claim that
resulted in an at-fault determination to an operatdhefinsured vehicle in which the required surcharge
notice was not properly issued to the operator because-thalt determination changed during the claim
investigation.

Observations: Other than as noted above, based upon testing, the Company lgersdcalates policy
premiums, discounts and surcharges in compliance withpdaticies, procedures, and statutory
requirements, and in compliance with rates filed wheh Division.

Required Actions: The Company shall ensure that when the final liabilitgrmheination changes during a

claims investigation, that the at-fault indicator withive tunderwriting system is consistent with the
Company’s final at-fault determination. Also, see testhgocumentation of at-fault determinations in
Claims Standard VII-5.

STANDARD VI-7

Findings: None.

Observations: Based upon testing and review of the information availdabeCompany’s declinations
were not unfairly discriminatory. The Company’s standg@mivate passenger automobile and
homeowners declination notices appear to meet statutory metjog@ements. The Company’s policy of
using insurance scores for homeowners minimum underwrigiqginrements complies with statutory and
regulatory requirements. However, Company does not have homeodewnrsation data, which is
retained by the agents. A declination is defined by thésidin as one where an applicant submits a
formal signed application for coverage to the Company or the agentien the Company or the agent
inquires about an applicant’'s insurance score from a coms@perting agency, and as a result of the
application submission, or the receipt of the insuranceestom the consumer reporting agency, is
declined coverage either by the Company or agent. The Companydtaicted its agents to retain
information supporting declined homeowners applications for fiaesyencluding Fair Credit Reporting
Act (“FCRA") declination notices provided to these applicaatg] has monitored agents for compliance
with these requirements.

Required Actions: The Company shall obtain from its agents or its consuep®rting agency, a periodic
listing, at least quarterly, of homeowners’ coverage appbcavito were declined coverage. The
declination listing should be used to complete annual auditgemts, on a test basis, for compliance with
declination procedures, including evidence that the agentsdpbWCRA notices to these applicants.
Finally, the Company's internal audit department shall detepan independent assessment of the
effectiveness of these new procedures by December 31, 2012, andthepresults of the audit to the
Division.




REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

SECTION VII-C LAIMS

STANDARD VII-5

Findings: None.

Observations: RNA noted that for each of the tested claims, the @my's claim files adequately
documented its claim handling. However, RNA tested oneaf@ipassenger automobile claim that
resulted in an at-fault determination to an operatdahefinsured vehicle. The required surcharge notice
was not properly issued to the operator because the atdetgrmination changed during the claim
investigation and was not properly documented in the cléém Other than as noted above, based upon
testing, it appears that the Company's claim handling proseisedocumenting claim files are
functioning in accordance with its policies and procedures

Required Actions: The Company shall ensure that when the final liabilityrmheination changes during
the claim investigation, the at-fault indicator within thairis system shall be consistent with the
Company’s final at-fault determination. The Company shalirenthat its next claim internal audit tests
for compliance with this statutory requirement. Als@e stesting of at-fault determinations in
Underwriting and Rating Standard VI-1.

Subsequent Actions: As a result of our examination, the notice to the ajperhas been issued.
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COMPANY BACKGROUND

Arbella Mutual Insurance Company (“Mutual”) is the ultimabatrolling entity of the Arbella Group and
owns 99% of a downstream holding company, Arbella, Inc. Mutuisvpersonal lines automobile,
homeowners, fire and umbrella policies in Massachusetts oAhpella, Inc. owns 100% of Arbella
Protection Insurance Company (“Protection”) and 100% of Arbkldemnity Insurance Company
(“Indemnity”).  Protection writes commercial automobile, eoencial multi-peril, and workers’
compensation policies in New England, with the vast mgjafitits business written in Massachusetts.
Indemnity writes workers’ compensation and preferred risknroercial automobile policies in
Massachusetts and Rhode Island, with the bulk of businedenin Massachusetts.

Mutual's statutory surplus as of December 31, 2010 is $473.8 milithnstatutory admitted assets of $1
billion. Protection’s statutory surplus as of December2B10 is $95.9 million with statutory admitted
assets of $245.0 million. Indemnity’s statutory surplus as eeBeer 31, 2010 is $17.8 million with
statutory admitted assets of $41.7 million. The Companptaias an A.M. Best financial strength fleet
rating of A- (Excellent) with a stable outlook.

The key objectives of this examination were determinethbyDivision with emphasis on the following
areas.
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l. COMPANY OPERATIONS/M ANAGEMENT

Evaluation of the Standards in this business area is bagel @am assessment of the Company’s internal
control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of étdhe Company.

Standard I-1. The regulated entity has an up-to-date, val internal, or external, audit program.

Objective: This Standard addresses the audit function and itomstplities. See Appendix A for
applicable statutes, regulations and bulletins. See Stmd&+25 and VII-14 for additional discussion
with regard to Commonwealth Automobile Reinsurers (“CARIhd Massachusetts Workers’
Compensation Rating and Inspection Bureau (“WCRIB”) audiulte. See Standard VI-13 for a
discussion of premium audits.

Controls Assessment: The following controls were noted in review of this Siarm:

The Company'’s statutory financial statements are auditadally by an independent auditor.
The Company’'s Board of Directors and Audit Committee altanately responsible for
compliance matters. The Audit Committee’s membershigistmof three independent directors
and one director, who is not independent since he providessiegates for the Company. The
Company’s General Counsel reports to the Board of recand the Audit Committee
regarding legal and compliance matters. Finally, the Compamtgrnal audit function reports to
the Audit Committee.

= The Company’s internal audit department staff conducendial, operational and compliance
audits. Information technology internal audits are outsoutced large auditing firm. The
Company’s internal audit plan is presented to, and approyethé Audit Committee, which
monitors the progress of the audit plan. A summary of ausiilteeis presented to the Audit
Committee.

» The Company's Operations Department conducts monthly quaigyrance tests of personal
lines new business, renewal business and endorsements toestlzuaneliness and accuracy of
transaction processing. Any errors noted are correatstthe results of the quality assurance
testing are incorporated in the staffs’ annual performaeciews.

= Quality assurance reviews of commercial lines underwrirggperformed at least annually and
targeted to current concerns and potential problems. cétimercial lines were reviewed in
2010, and only workers’ compensation is being reviewed in 2011.

= Personal lines agency audits are conducted by the Companyagithagency audited at least
once every four years, with problem agencies audited mogeengly. The audit procedures
differ each year, but generally include evidence of signed apiplis, account credit support,
declination notices and compliance with agency contracteqlirements. The results are
communicated to the agencies, and any necessary folloncameted.

s Commercial lines agency audits are annually completed foodinercial policies to ensure that
supporting documentation is consistent with that submittéldet Company.

s  The Company regularly conducts commercial policy premium aunksiding its worker’s
compensation business.

s The Company's claims quality assurance review proceskiagga claims for adherence to
Company policies and procedures. For auto claims, sean files are reviewed for each claim
representative per quarter by the claims team managerotirer claim types, claims from each
claims representative are randomly selected for perfegiew and evaluation.
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s The Company is subject to periodic premium and loss datésdndiCAR for compliance with
statutes and CAR Rules of Operation. CAR is the indwggierated residual market and
statistical agent for automobile insurance in Massatisusearticipation in CAR is mandatory
for all insurers writing automobile insurance in Massesettts.

= The WCRIB serves as a rating organization and statistigant for Massachusetts-licensed
insurers. The WCRIB conducts periodic audits of the Compawgiker's compensation
premium and claims statistical data.

»  The Department of Industrial Accidents (“DIA”) has thelawity to conduct periodic audits of
the Company’'s quarterly assessment calculations for deiagmpayments to the Workers
Compensation Trust Fund. The DIA has not conducted anytrecelits of the Company’'s
guarterly assessment calculations.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA reviewed selected internal audit reports, evidericenderwriting
and claim quality assurance audits, evidence of agenidy diglits, recent CAR audits and the most
recent WCRIB audit to evaluate procedures performed antigebtained. Issues noted in such reports
were further investigated and discussed with management.

Transaction Testing Results:

Findings: None.

Observations: The internal audit reports, evidence of underwriting anonciguality assurance
audits, evidence of agency field audits, recent CAR awdits the most recent WCRIB audit
reviewed by RNA provided detailed information on the procedpee®rmed, audit findings and
recommendations. The review of these audits indicated thaConepany is generally in
compliance with policies, procedures and regulatory irements. Any deficiencies noted
showed follow up actions by the Company to address them.

Recommendations: None.

Standard 1-2. The regulated entity has appropriate conbls, safeguards and procedures fo
protecting the integrity of computer information.

No work performed. All required activity for thisaidard was included in the scope of the recently
completed statutory financial examination of the Company.

—

Standard 1-3. The regulated entity has antifraud initiatves in place that are reasonably calculateq
to detect, prosecute, and prevent fraudulent insurancecss.

Objective: This Standard addresses the effectiveness of the Compatiffaiad plan. See Appendix A
for applicable statutes, regulations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

= The Company’s special investigative unit (“SIU”) has addmntifraud claims and underwriting
procedures, which require management and employees taetdanable precautions to prevent,
detect and thoroughly investigate potential insurance framd,to report potential fraud to the
Massachusetts Insurance Fraud Bureau (“IFB”).

s Company policy is to comply with CAR’s SIU performancanstards. All auto thefts are
reported to the National Insurance Crime Bureau (“NICB”).

= All Company directors and employees are annually requdredtest that they are in compliance
with the Code of Ethics including the conflict of interediqyo

s Prospective employees are asked about their criminal bacidgan employment applications
and must attest to not having been convicted of a felony.

= The Company has implemented Office of Foreign Asset Gloowmpliance initiatives including
searches of the Specially Designated Nationals (“SDtalshse for any payees, customers or
vendors that might be included in the SDN database.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA reviewed Company policies and procedures to adamgsaud
initiatives as part of claims and underwriting testing eeviewed supporting documentation.

Transaction Testing Results:

Findings: None.

Observations: Based upon underwriting and claims testing, it appears thaCdngpany has
antifraud initiatives in place that are reasonably desigoaletect, prevent and fully investigate
fraudulent insurance acts.

Recommendations: None.

Standard I-4. The regulated entity has a valid disast recovery plan.

No work performed. All required activity for this&idard was included in the scope of the recently
complete statutory financial examination of the Company.

Standard 1-5. Contracts between the regulated entity and entities asming a business function of
acting on behalf of the regulated entity, such as, buhot limited to, MGAs, GAs, TPAs and
management agreements must comply with applicable Bosing requirements, statutes, rules and
regulations.

Objective: This Standard addresses the Company’s contracts witiegrtssuming a business function
and compliance with licensing and regulatory requirgsie See Appendix A for applicable statutes,
regulations and bulletins.

11
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Controls Assessment: The following controls were noted in review of this Sam and Standard 1-6:

s The Company’s sales distribution is through independent agertie. Company verifies that
agents are properly licensed as Massachusetts produgarsto contracting with them. The
Company’s standard agent contract addresses agent aeghoptiemium accounting and
remittance, contract termination, commissions, advegjsiindemnification, underwriting
policies, errors and omissions coverage and expirations skwper

= Information technology internal audits are outsourced grgelauditing firm. The Company’s
internal audit plan, which includes such audits, is approwethe Audit Committee, which
monitors the progress of the plan.

» Certain claims litigation defense duties are outsoutcedrious law firms and attorneys.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed management about its use of third partigetimrm
Company functions, and the monitoring procedures conducted overthivesparties. Further, RNA
reviewed such documentation as part of new and renewal baggséisg and claims testing.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, it appears that the Company’s ctawih entities assuming
a business function on its behalf comply with statutoryragdlatory requirements.

Recommendations: None.

Standard I-6. The regulated entity is adequately monitong the activities of any entity that
contractually assumes a business function or is acting drehalf of the regulated entity.

Objective: This Standard addresses the Company’s efforts to a@édgumbnitor the activities of the
contracted entities that perform business functionssobeahalf. See Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessment: See Standard |-5.

Controls Reliance: See Standard I-5.

Transaction Testing Procedure: RNA interviewed management about its monitoring of thirdipathat
perform Company functions. As part of new and renewal busiesssig, RNA reviewed producer
documentation that supports the new or renewal business Asldart of claims testing, RNA reviewed
work completed by outside defense counsel.

12
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing, it appears that the Company is adbguadnitoring the
activities of third parties assuming a business function oi€tdmpany’s behalf, in compliance
with statutory and regulatory requirements.

Recommendations: None.

Standard |-7. Records are adequate, accessible, consmt@nd orderly and comply with record
retention requirements.

Objective: This Standard addresses the adequacy and accessibilihe Company’s records. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has adopted record retention requirementd) whecmonitored by the Office of
the General Counsel.

= The record retention requirements include guidelinesn@nagement, maintenance and disposal
of records, and the length of time specific documentd beisetained.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA inquired about the Company’s record retention polieied
evaluated them for reasonableness.

Transaction Testing Results:

Findings: None.

Observations: The Company’s record retention policies appear reasonabksting results
relating to documentation evidence are also noted in th@ugaexamination standards.

Recommendations: None.

Standard 1-8. The regulated entity is licensed for théines of business that are being written.

Objectivee This Standard addresses whether the lines of businesgemwhit the Company are in
accordance with the lines of business authorized by theidivi See Appendix A for applicable statutes,
regulations and bulletins.

13
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Controls Assessment: Due to the nature of this Standard, no controls assessmas performed.

Controls Reliance: Not applicable.

Transaction Testing Procedure: RNA reviewed the Company’s certificate of authority, anchpared it
to the lines of business which the Company writes in the Commdthwea

Transaction Testing Results:

Findings: None.

Observations: The Company is licensed for the lines of business beingewritt

Recommendations: None.

Standard 1-9. The regulated entity cooperates on a timglbasis with examiners performing the
examinations.

Objectivee This Standard is concerned with the Company’s cooperativimgd the course of the
examination. See Appendix A for applicable statutes, regntaand bulletins.

Controls Assessment: Due to the nature of this Standard, no controls assessmas performed.

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s level of cooperation and responsiveness toirexam
requests was assessed throughout the examination.

Transaction Testing Results:

Findings: None.

Observations: The Company'’s level of cooperation and responsiveness to mxaraguests was
very good.

Recommendations: None.

Standard 1-10. The regulated entity has procedures for the colleiwin, use and disclosure of
information gathered in connection with insurance trarsactions to minimize any improper
intrusion into the privacy of applicants and policyholdes.

Objectivee This Standard is concerned with the Company's policies @modedures to ensure it
minimizes improper intrusion into the privacy of individualSee Appendix A for applicable statutes,
regulations and bulletins.

14
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Controls Assessment: The following controls were noted in conjunction with theiew of this Standard
and Standards I-11 through I-16:

= Company policy requires that a consumer privacy noteerovided to applicants when a new
personal lines policy is issued. The consumer privacy nasicelso annually provided to
customers with personal lines renewal notices. Findllytompany also provides the consumer
privacy notice and the internet privacy policy on its wiehsi

= Company policy allows for the sharing of personal finarea health information with affiliates
and non-affiliates who provide services to the Company. Compatigy is to disclose
information only as required or permitted by law to tetprs, law enforcement agencies,
antifraud organizations, and third parties who assist Goenpany in processing business
transactions for its customers.

s  The Company does not sell or share information with anyanenéwketing purposes. As such,
there is no need to provide policyholders with opt out rights.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
and information security compliance, reviewed documemtasupporting its privacy and information
security policies and procedures, and sought any evidence pobger privacy practices as part of
personal lines underwriting testing, and all claimgrigst

Transaction Testing Results:

Findings: None.

Observations: Based upon review and completion of underwriting and clagssing, the
Company’s privacy and information security practices apjgeatinimize any improper intrusion
into individuals’ privacy in accordance with the Company’s@es$ and procedures.

Recommendations: None.

Standard 1-11. The regulated entity has developed andnplemented written policies, standards
and procedures for the management of insurance information.

The objective of this Standard relates to privacy maiteluded elsewhere in this section.

Standard 1-12. The regulated entity has policies and cedures to protect the privacy of nonpublic
personal information relating to its customers, former cstomers and consumers that are not
customers.

Objectivee This Standard addresses policies and procedures to enstaeypof nonpublic personal
information. See Appendix A for applicable statutes, regula and bulletins.

Controls Assessment: See Standard 1-10.
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Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
compliance, and reviewed documentation supporting its privatigigs and procedures. As part of
personal lines underwriting testing and all claims tes&®MgA reviewed underwriting documentation for
any evidence that the Company improperly provided persoimmation to inappropriate parties.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA's review, the Company’s policies and procedgdeguately
protect consumers’ nonpublic personal information. RNAedono instances where the
Company improperly provided personal information to inappat@nparties in conjunction with
underwriting and claims testing.

Recommendations: None.

Standard 1-13. The regulated entity provides privacy notice to its customers and, if applicable, tg
its consumers who are not customers regarding treatmendbf nonpublic personal financial
information.

Objective: This Standard addresses the Company’s practice of providiveacprnotices to customers
and consumersSee Appendix A for applicable statutes, regulationsoaiigtins.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility orvacy
compliance, reviewed documentation supporting privacy polamesprocedures, and examined whether
the privacy notice provided sufficient information and disclesurRNA selected 50 private passenger
automobile and 35 homeowners policies issued and renewed duringatmenation period, to test
whether a consumer privacy notice was provided.

Transaction Testing Results:

Findings: None.

Observations: Based upon review and testing, the Company provides a suffioo@stumer
privacy notice to customers that discloses its treatn@énnon-public personal financial
information.

Recommendations: None.
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Standard [-14. If the regulated entity discloses inforration subject to an opt out right, the
company has policies and procedures in place so that namgic personal financial information will
not be disclosed when a consumer who is not a custanieas opted out, and the company provide
opt out notices to its customers and other affected consens.

n

Objective: This Standard addresses policies and procedures wihdrémg opt out rights. See Appendix
A for applicable statutes, regulations and bulletins.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
compliance, and reviewed documentation supporting itsqyipalicies and procedures.

Transaction Testing Results:

Findings: None.

Observations: The Company does not share nonpublic personal financial infiormavith
anyone for marketing purposes. Thus, the Company is not rédaifer an opt out for such
information sharing.

Recommendations: None.

Standard 1-15. The regulated entity’s collection, usand disclosure of nonpublic personal financial
information are in compliance with applicable statutesrules and regulations.

Objective: This Standard is concerned with the Company’s collectiah e of nonpublic personal
financial information. See Appendix A for applicable stedutegulations and bulletins.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
compliance, and reviewed documentation supporting its pripatigies and procedures. RNA also
reviewed underwriting and claims documentation for anydenge that the Company improperly
collected, used or disclosed nonpublic personal finanofrmation in conjunction with testing of
personal lines underwriting and all claims.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review and testing in conjunction with queak lines
underwriting and all claims, the Company’s policies and procequn@/ide reasonable assurance
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that the Company properly collects, uses and discloses nanpaldonal financial information.

Recommendations: None.

Standard [-16. In states promulgating the health informaton provisions of the NAIC mode
regulation, or providing equivalent protection through other substantially similar laws under the
jurisdiction of the insurance department, the regulaed entity has policies and procedures in plage
so that nonpublic personal health information will not bedisclosed except as permitted by lav
unless a customer or a consumer who is not a customeashauthorized the disclosure.

=

Objective: This Standard addresses efforts to maintain privacyopublic personal health information.
See Appendix A for applicable statutes, regulations and imsllet

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility orvacy
compliance, and reviewed supporting documentation. RNA alsghs any evidence that the Company
improperly disclosed nonpublic personal health informatioroimjunction with testing of personal lines
underwriting and all claims.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, RNA noted no instances where the Conwpgngperly
disclosed nonpublic personal health information in conjunctiah vasting of personal lines
underwriting and all claims.

Recommendations: None.

Standard 1-17. Each licensee shall implement a comprehgve written information security
program for the protection of nonpublic customer information.

Objective: This Standard is concerned with the Company’s informaticnrgg efforts to ensure that
nonpublic consumer information is protected. See AppendixrApplicable statutes, regulations and
bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has developed and implemented information technotogyitg policies and
practices to safeguard nonpublic personal and health infammalihe Company annually
conducts information systems risk assessments to condid@amment and review information
security threats and controls, and to continually improf@ination systems security.

s  The Company’s internal audit function conducts informaterhnology audits, which address
information security and access controls.

18



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

= Only individuals approved by Company management are grantbsatco the Company’s
electronic and operational areas where non-public persimzaicfal and health information is
located. Access is frequently and strictly monitored

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
information security compliance, and reviewed documertatupporting its information security policies
and procedures. Review of information technology accesawhdrization controls was also included in
the scope of the recently completed statutory finamsiamination of the Company.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review of the Company’s information secyrdijcies and
procedures, it appears that the Company has implementedaamation security program,
which appears to provide reasonable assurance that itsnatfon systems protect nonpublic
customer information.

Recommendations: None.

Standard 1-18. All data required to be reported to depatments of insurance is complete and
accurate.

Objectivee This Standard is concerned with the Company’s annual regoof statutorily-required
homeowners underwriting and claims data and the NAIC Market @onhnual Statement personal
lines data. See Appendix A for applicable statutes, regusaéiod bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company's personal lines’ policy administration andnasystems compile and retain
underwriting and claims data for inclusion in the NAIC karConduct Annual Statement.

= The Company’'s personal markets’ policy administration anidnslaystems compile and retain
homeowners underwriting and claims data for inclusion in the &ninoeowners data
submission to the Division.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility gersonal
lines underwriting and claims processing. RNA also resteihe 2010 NAIC Market Conduct Annual
Statement Massachusetts data for unusual results aneéreendRNA reviewed the homeowners
underwriting and claims data filed with the Division in 2010.
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Transaction Testing Results:

Findings: None.

Observations. RNA's review of the Company’s 2010 NAIC Market Conduct Annuatestent
Massachusetts data indicated no unusual underwritindaonsc data. RNA'’s review of the
homeowners underwriting and claims data filed with thedbowi in 2010 indicated no unusual

data or concerns.

Recommendations: None.
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Il. COMPLAINT HANDLING
Evaluation of the Standards in this business area is badel @am assessment of the Company’s internal

control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of éitdhe Company.

Standard II-1. All complaints are recorded in the requred format on the regulated entity’s
complaint register.

Objective: This Standard addresses whether the Company formalkst@enplaints or grievances as
required by statute. See Appendix A for applicable stattegalations and bulletins.

Controls Assessment: The following controls were noted in review of all conmpi&standards:

s The Company considers a complaint to be any written groevaeceived. Written complaint
handling procedures have been developed by the Company.

= All regulatory complaints are written and directediie Compliance Specialist, who records the
complaint in the regulatory complaint register. The @leamce Specialist forwards the
complaint to the appropriate business unit for response and greparfathe complaint tracking
sheet. Internet complaints and phone calls with questionsoncerns are addressed by the
appropriate business unit. Internet complaints are trackedparate internet complaint registers.

n Claims-related complaints are also tracked by themsladepartment on the claims complaint
register. A claims manager prepares the complaint regpovisch is reviewed by the Vice-
President of Claims. The response is provided to the Campli&pecialist, who records the
response date in the regulatory complaint register. @ilginess units have similar procedures
for responding to regulatory complaints.

The Company’s policy is to respond to regulatory complaiittim14 days when possible.
The Company provides a telephone number and address in iisnwesponses to regulatory
complaints and consumer inquiries and on its web-site.

s The regulatory complaint registers include each complaiv, origin of the complaint, the
classification of the complaint by line of business, the eatithe complaint, the disposition of
the complaint, the date of receipt and the date of response.

s Claims complaint statistics are compiled from regulatmomplaint registers and reviewed by
management and the Board of Directors.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tntp
handling, and examined evidence of the Company’s related pro@ssesntrols. RNA reviewed the
Company’s complaint registers for 2009-2011 to evaluate the Compeogipliance with statutory
complaint requirements and reviewed procedures to sunengains-related complaint activity. RNA
also reviewed the Company’s regulatory complaint registera #009-2011 to determine whether they
properly contained all Division complaints. Finally, RMéviewed claims complaint statistics compiled
from regulatory complaint registers for reasonablenessconsistency.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company’'s regulatory complaint regisiecluded all
statutorily-required database elements and that théatery complaint registers were complete.
Finally, the Company’s claims complaint statistics appeasonable and consistent.

Recommendations: None.

Subsequent Actions: The Company has begun to track complaints on its atgylcomplaint register by
statutory entity, since the Division tracks them iattitmanner.

Standard 1I-2. The regulated entity has adequate complat handling procedures in place and
communicates such procedures to policyholders.

Objective: This Standard addresses whether the Company has adeopmpiaint handling procedures,
and communicates those procedures to policyholders and cerssurBee Appendix A for applicable
statutes, regulations and bulletins.

Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tntp
handling, and examined evidence of the Company’s related proceskesrdrols. RNA reviewed 22
regulatory complaints and three internet complaints fribbe 2009-2011 period, to evaluate the
Company’s compliance with statutory complaint requiremem®&NA reviewed the complaint handling
for each of these complaints, including the adequacy of dectation supporting the facts and resolution
of each complaint. In addition, RNA reviewed the Company'dsite and communications to
consumers, to determine whether the Company provides contaehation for consumer inquiries.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, RNA noted that the Company has adequattpres in
place to address complaints, and adequately commungatieprocedures to consumers.

Recommendations: None.

Standard 11-3. The regulated entity takes adequate spes to finalize and dispose of the complaint in
accordance with applicable statutes, rules and regulains, and contract language.

Objective: This Standard addresses whether the Company’s resjpaiteecomplaint fully addresses the
issues raised, and whether policyholders or consumers witlarsfact patterns are treated consistently
and fairly. See Appendix A for applicable statutes, regaiatand bulletins.
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Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tzontp
handling, and examined evidence of the Company’s related proceskesrdrols. RNA reviewed 22
regulatory complaints and three internet complaints fribb 2009-2011 period, to evaluate the
Company’s efforts to properly dispose of complaints.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company fully addressed the issues naigked complaints
tested. Documentation for the complaints appeared ctenpteluding the original complaint
and related correspondence. It appears that complainahtsimilar fact patterns are treated
consistently and reasonably.

Recommendations: None.

Standard 11-4. The time frame within which the regulated entity responds to complaints is in
accordance with applicable statutes, rules and regulains.

Objective: This Standard addresses the time required for the Gonipaprocess each complaint. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I1-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tzntp
handling, and examined evidence of the Company’s related proceskesrdrols. RNA reviewed 22
regulatory complaints and three internet complaints fribbe 2009-2011 period, to evaluate the
Company’s complaint response times.

Transaction Testing Results:

Findings: None.

Observations: The Company appeared to address timely each of the f@stetbn complaints
within 14 days, unless additional time to respond was apprbyethe Division. Internet
complaints also appeared to be addressed timely. Thpa&gnappears to respond to complaints
in a timely manner in accordance with its policiescptures, and regulatory requirements.

Recommendations: None.
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M. MARKETING AND SALES

Evaluation of the Standards in this business area is badel @am assessment of the Company’s internal
control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of éitdhe Company.

Standard IlI-1. All advertising and sales materials arem compliance with applicable statutes, rules
and regulations.

Objective: This Standard is concerned with whether the Companytanara system of control over the
content, form and method of dissemination for all advedisnaterials. See Appendix A for applicable
statutes, regulations and bulletins.

Controls Assessment: The following controls were noted as part of this Saaed

s The Company creates radio, print and mail insert aduegtito the public and brochures
regarding personal and commercial lines products for gepebdt use.
The Company approves agency advertising where the Company’ssarestioned.
Product brochures are developed by teams, which includecsubatter experts in product
design, underwriting, actuarial and operations.
The Company maintains a sales materials and advertisinig togck all such materials.
The Company has policies and procedures for review and wsdveftising and sales materials,
including approval of all materials by the Office of Geé&ounsel prior to use. The Company
discloses its name and address on its website.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabtebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilityr&viewing,
approving and maintaining sales and advertising materiadsplatained supporting documentation. RNA
selected nine advertising and sales materials utilized dilrngxamination period and reviewed them for
accuracy and reasonableness. RNA selected five of thas=iafs for evidence of Office of General
Counsel approval prior to use. Further, RNA reviewed thagany’s website for disclosure of its name
and address. Finally, RNA reviewed any sales and riiagkenaterials noted as part of new and renewal
business testing for any evidence of use of unapproved salesaaketing materials.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the five selected materials had evidehdeffice of General
Counsel approval prior to use. All sales materials vexikappeared accurate and reasonable,
and the Company’s website disclosure complies Ritlision requirements. Finally, RNA noted
no evidence of the use of unapproved sales materials a¥f paw and renewal business testing.

Recommendations: None.
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Standard 11I-2. Regulated entity internal producer training materials are in compliance with
applicable statutes, rules and regulations.

Objective: This Standard is concerned with whether the Company’'s peodtaining materials are in
compliance with state statutes, rules and regulati&ee Appendix A for applicable statutes, regulations
and bulletins.

Controls Assessment: The following controls were noted as part of this Saaed

= Newly appointed agents receive on-site training or traitfingugh Arbella University regarding
the Company’s products and compliance matters.

s The Company’'s seven Massachusetts field marketing reprégestgteriodically visit all
independent agencies to provide training and guidance regardingwitidg guidelines, new
products, use of the Company’s agent portal, and generalgsaéind procedures.

= The Company conducts regional sales meetings and educagssars for its agents twice a
year.

= Continuing education requirement compliance is monitorethbyagents. The agents receive
reimbursement for educational costs from the Company.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilitydeveloping
and distributing agent training materials to understand theenand breadth of the Company’s producer
training. RNA reviewed four agent training presentati@nsatcuracy and reasonableness.

Transaction Testing Results:

Findings: None.

Observations: Based upon review, the Company’s agent training processes aplsepage.
Based upon testing, agent training materials appear ae@anmdteasonable.

Recommendations: None.

Standard I1I-3. Regulated entity communications to prodicers are in compliance with applicable
statutes, rules and regulations.

Objective: This Standard is concerned with whether the written ardrefec communication between
the Company and its producers is in accordance with Compamyepand proceduresSee Appendix A
for applicable statutes, regulations and bulletins.

Controls Assessment: See Standard 1l1-2.

Controls Reliance: See Standard I11-2.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibilitydeveloping
and distributing agent communications to understand the natardreadth of such communications.
RNA evaluated the Company’s agent portal to understand hasigschnd procedures are communicated
to agents. Finally, RNA reviewed agent communications gsopaew and renewal business testing for
reasonableness.

Transaction Testing Results:

Findings: None.

Observations: Based on review and testing, procedures for agent comniongaappear
appropriate and reasonable. RNA noted no evidence of unréés@gent communications as
part of new and renewal business testing.

Recommendations: None.

Standard 11l-4. The regulated entity’s mass marketing & property/casualty insurance is in
compliance with applicable statutes, rules and regutens.

No work performed. This Standard is not covered irstape of examination because the Company does
not mass market property and casualty insurance in Masssith

26



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

V. PRODUCER LICENSING

Evaluation of the Standards in this business area is badel @am assessment of the Company’s internal
control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of éitdhe Company.

Standard 1V-1. Regulated entity records of licensed ahappointed (if applicable) producers agree
with insurance department records.

Objectivee The Standard addresses licensing and appointment o€dhgany’s producers. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company uses approximately 450 independent agencies and indageuéd to produce
business.

s The Company’s field marketing representatives recruit expazee producers, who wish to sell
the Company’s products. A written application must be compleyedny producer seeking an
agency appointment with the Company. The applications arevexviey the Company, and the
Company conducts criminal, financial and license backgrobedks on the applicants. All new
agent appointments require the approval of a committee cadpio$ representatives of
marketing, commercial and personal lines underwriting, arcatipns.

s The Company's standard agency contract's terms and condaidethess agent authorities,
premium accounting and remittance, contract terminati@@mmissions, advertising,
indemnification, underwriting policies, errors and omissions i@@eand expirations ownership.

= The agencies are required to maintain E&O coverage ianimint of $1 million per claim and
$3 million in aggregate.

= All agents are appointed through the Division’s On-Line Bced Appointment (“OPRA”)
System.

= Agent commissions are paid monthly based on prior month gctAgent advances are rare, but
the Company may advance a portion of future profit sharing patgme

= Annual disclosure is made to policyholders regarding the paymeanahissions to agents as a
result of the policyholders’ business.

s The Company completes an annual reconciliation of its aggmbirtment and termination
records with the OPRA System, and makes correctiotigetrecords as necessary.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer

contracting and processing of agent appointments. RNAtedl&0 private passenger automobile, 35
homeowners, eight commercial automobile, seven commercial pavitiand 10 workers’ compensation

policies issued or renewed during the examination periodetErmine whether the agent for each policy
was included on the Division’s list of the Company’s appoiaigehts.
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s agents were properlydiatemsl appointed
at the time of the sale.

Recommendations: None.

Standard IV-2. The producers are properly licensed andappointed and have appropriate
continuing education (if required by state law) in thejurisdiction where the application was taken.

Refer to Standard IV-1.

Standard 1V-3. Termination of producers complies with applicable standards, rules and
regulations regarding notification to the producer and mtification to the state, if applicable.

Objective: This Standard addresses the Company’s termination afsameaccordance with applicable
statutes requiring notification to the state and the age®ee Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company’s appointment terminations are generally diaekaf production or profitability,
or at the request of the agent. The Company’s policy givi@ additional information to the
Division about agents whose appointments are terminateddicse” including the reason for the
termination.

= Agency appointment terminations are reported timelthéoagent and are to be reported to the
Division through the OPRA System.

s The Company completes an annual reconciliation of its aggmbistment and termination
records with the OPRA System, and makes correctiotigetrecords as necessary.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure:  RNA interviewed individuals with responsibility fogent contracting
and appointment termination processing. Since thereeareappointment terminations with effective
dates in 2010 and 2011, RNA selected five appointment terminditmnsthe Company’s appointment
termination listing and compared those to information onDiivesion’s OPRA System. Further, RNA
reviewed evidence that notice to the Division and the agmmhplied with statutory requirements.

Transaction Testing Results:

Finding: For one of the appointment terminations, the Company didterotinate the
appointment in the OPRA System, and for the remaining tegted appointment terminations,
the Company did not enter the terminations in the OPRA @ysiéhin 30 days of the effective
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date of the termination in violation of M.G.L. c. 175, 8§ 1&2id Division guidelines.

Observation: The Company properly notified the agents of the pending appaihtme
terminations in compliance with statutory requirements.

Required Actions: Generally, the appointment terminations should betéfeeevhen the agents’ duties to
service their business are complete. Thus, the effective afathe appointment termination should
generally be the first day that all business servicedewgent is no longer in force. That same effective
date should be the date entered in the OPRA Systenn hatcase should the date entered in the OPRA
System be greater than 30 days after the appointmentntdron effective date. The Company shall
communicate this policy to the staff and develop new procedaressure that termination dates are
consistently determined, properly and timely entered inQR&®A System. Finally, the Company shall
conduct an internal audit of the new appointment terminationeplures by September 30, 2012 and
report the results to the Division.

Standard 1V-4. The regulated entity’s policy of produce appointments and terminations does not
result in unfair discrimination against policyholders.

Objectivee The Standard addresses the Company’s policy for ensumgagient appointments and
terminations do not unfairly discriminate against policdleos. See Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessment: See Standards 1V-1 and IV-3.

Controls Reliance: See Standards V-1 and 1V-3.

Transaction Testing Procedure: RNA interviewed individuals with responsibility fog@nt contracting,
appointments and terminations. In conjunction with testh®0 private passenger automobile, 35
homeowners, eight commercial automobile, seven commercial pavitiand 10 workers’ compensation
policies issued or renewed, and five appointment terminatgiomsg the examination period, RNA
reviewed documentation for any evidence of unfair discatiom against policyholders resulting from
the Company’s agent appointment and termination policies.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, no evidence of unfair discriminagigainst policyholders
was noted as a result of the Company’s agent appointmetgramdation policies.

Recommendations: None.

Standard 1V-5. Records of terminated producers adequatgl document the reasons for
terminations.

Objectivee The Standard addresses the Company’s documentation refadens for agent terminations.
See Appendix A for applicable statutes, regulations and imsllet
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Controls Assessment: See Standard 1V-3.

Controls Reliance: See Standard 1V-3.

Transaction Testing Procedure:  RNA interviewed individuals with responsibility fogent contracting
and appointment termination processing. RNA selected dpgointment terminations during the
examination period, and reviewed the reasons for each appgointermination. RNA also inquired
about any agent that was terminated “for cause” duhiagekamination period.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s internal records adeqdaiziynent reasons
for appointment terminations. The Company has not terndirsatg agent “for cause” as defined
by statute during the examination period.

Recommendations: None.

Standard IV-6. Producer account balances are in accordaneeth the producer’s contract with the
insurer.

No work performed. This Standard is not covered in tlipesof examination because the Company
direct bills most premium. Thus, excessive debit accouanbas are not a significant issue. If material
debit account balances existed, they would be evaluatie iscope of the recently completed statutory
financial examination of the Company.

30



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

V. POLICYHOLDER SERVICE
Evaluation of the Standards in this business area is bagel @am assessment of the Company’s internal

control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of éitdhe Company.

Standard V-1. Premium notices and billing notices are sg¢ out with an adequate amount of
advance notice.

Objective: This Standard is concerned with whether the Company provadeyholders with sufficient
advance notice of premiums due. See Appendix A for apdicatutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company direct bills most policyholders 30 - 45 days pridheégoolicy renewal effective
date. A policy declaration page indicating the coverage paley limits and premium due is
sent with the policy renewal and billing notice.

= Billing of personal lines customers is primarily by dirédl in a maximum of 10 installments,
payroll deduction or electronic funds transfer. Throughingt policy period, direct billed
policyholders are billed 20 days in advance of the due dat20% down payment is generally
required at the application date. For payroll deducted ipras) employers are billed monthly.
A small number of personal lines policies are agendgail

= If installment payments are not timely made, or thereranafficient funds in the policyholder’s
account, a notice to the policyholder is sent stating tti&policy will cancel in 23 days if the
payment is not made. If after 23 days no payment has bes mdetter is sent notifying the
policyholder that the policy has been cancelled.

= Billing of commercial lines policyholders is by installmentedt bill, in a maximum of nine
installments, or by agency bill. Certain commercial gqe$i including workers’ compensation
policies are subject to retroactive premium adjustmentsighr@remium audits for changes in
the risk.

» Customer service representatives answer general queshouos the policyholder’s policy or
billing and can make billing, address or name changes.

= The Company has developed standards for billing and colts;tand monitors compliance with
those standards.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabtebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
policyholder service and reviewed billing notice dates in catian with new and renewal business
testing. RNA reviewed evidence of monitoring of billing @atlections service standards.

Transaction Testing Results:

Findings: None.

Observations: Based upon review, billing notices appeared to be mailigd an adequate
amount of advance notice.
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Recommendations: None.

\Standard V-2. Policy issuance and insured-requested carie¢ions are timely.

Objective: This Standard is concerned with whether the Company hasedqures to ensure that

policyholder cancellation requests are processed timelicyPissuance testing is included in Standard
VI-6. Return of premium testing is included in Standard \&&e Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

=  Company policy is to cancel policies upon notification from &igent of the policyholder’s
request, and to process premium refunds in a timely manne

s The Company refunds unearned premium to policyholders on aataraer short rate basis,
pursuant to statutory and regulatory guidelines.

= Automobile policyholders may cancel their policy only aftan§la Form 2A-Notice of Transfer
of Coverage, proof that the vehicle has been taken out of sewiegidence that they have
moved out of Massachusetts.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
policyholder service and tested six private passenger aut@nddl homeowners, five commercial
automobile, five commercial multi-peril and five workershgpensation insured-requested cancellations
from the examination period, to ensure that the cancellagqoests were processed accurately and
timely.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the insured-requested cancellatioespneeessed accurately
and timely.

Recommendations: None.

Standard V-3. All correspondence directed to the redated entity is answered in a timely and
responsive manner by the appropriate department.

Objective: This Standard addresses the Company’s procedures fadipgotimely and responsive
information to customers by the appropriate department. @amplare covered in the Complaint
Handling section, and claims are covered in the Claiisose See Appendix A for applicable statutes,
regulations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

Customer service representatives answer general queskous the policyholder’s policy or
billing and can make billing, address or name changes.

The Company considers its producers as having the primatipmnslaip with the policyholder.
Since customer service representatives are not licgmeetiicers, policyholders must request
endorsements and policy changes through their agent. Polleyhalho request such changes
through customer service can be transferred to the afgpers&rvicing.

The Company monitors customer service call centers to emisateadequate resources are
available to address customer inquiries.

Internet inquiries are addressed by the appropriate busimess Requests are tracked for
completion and documented.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or

corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA discussed procedures with Company personnel and reliewe

correspondence in conjunction with underwriting, rating and cpiodilder service standards.
Additionally, RNA obtained documentation showing customer serw@eespondence in conjunction
with new and renewal business and claims testing. FimaNA reviewed documentation of internet
inquires showing that requests were investigated and cadplet

Transaction Testing Results:

Findings: None.

Observations: Based upon the review of the above information and review otrgk
correspondence between policyholders and the Company regardiegwaiting, rating, and
policyholder service matters, it appears that the Companydeasiate resources and procedures
to handle customer inquiries. Correspondence directdtet@ompany appears to be answered
in a timely and responsive manner.

Recommendations: None.

Standard V-4. Whenever the regulated entity transfers tl obligations of its contracts to another
regulated entity pursuant to an assumption reinsurance greement, the regulated entity has gaine
the prior approval of the insurance department and the rgulated entity has sent the required
notices to affected policyholders.

1=

No work performed. The Company does not enter into assumpiisurance agreements.
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Standard V-5. Policy transactions are processed accurateiynd completely. \

Objective: This Standard addresses procedures for the accurdteamnplete processing of policy
transactions. Objectives pertaining to policy issuaneegwals and endorsements are included in
Standard VI-6. Billing transactions are reviewed ian8iard V-1, and insured-requested cancellations are
tested in Standard V-2. Return of premium testingaetuded in Standard V-7. Company cancellations
and non-renewals are tested in Standard VI-8. See Appénfdix applicable statutes, regulations and
bulletins.

Standard V-6. Reasonable attempts to locate missing poliwlders or beneficiaries are made. \

Objective: This Standard addresses efforts to locate migsitigyholders or beneficiaries, and to comply
with escheatment and reporting requirements. See Appentbx &pplicable statutes, regulations and
bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has policies and procedures designed to locateviosts via Company records,
inquiries of agents and searches of public databasesunkmshed checks, after six months, the
accounting department provides the claims, billing and relse@partments a list of un-cashed
checks to research. Further research is conductedhan@ampany sends a letter to the last
known address in an attempt to locate the owner. If thare igssponse or the letter is returned,
the item is tracked for escheatment. Two months pri@stheatment deadlines, the Company
makes a final attempt to locate the owner for un-cashedslgeeater than $100.

s Company policy requires that un-cashed checks includingneland premium refunds be
reported and escheated when the owner cannot be locatedr Ringi@ompany annually reports
escheatable funds to the State Treasurer by Novemberresjuared by statute.

s The Company’s internal audit function has conducted an inteutt of procedures to locate
lost owners and escheatment.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA discussed with Company personnel the Company’s proceaures f
locating missing policyholders and claimants, and for esieigedunds, and reviewed supporting
documentation. RNA compared the Company’s policies and proceduties Division's best practices
in these areas.

Transaction Testing Results:

Findings: None.
Observations: Based upon review, the Company appears to have proces$@sating missing

policyholders and claimants, and appears to make effoldsate such individuals. Finally, the
Company appears to report unclaimed items and escheaashexquired by statute.
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Recommendations: None.

Standard V-7. Unearned premiums are correctly calculaté and returned to the appropriate party
in a timely manner and in accordance with applicable states, rules and regulations.

Objective: This Standard addresses return of the correctly eadmilunearned premium in a timely
manner when policies are cancelled. See Appendix A for apfictatutes, regulations and bulletins.

Controls Assessment: See Standard V-2.

Controls Reliance: See Standard V-2.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
policyholder service and tested six private passenger aut@nddl homeowners, five commercial
automobile, five commercial multi-peril and five workershgpensation insured-requested cancellations
from the examination period, to test for proper premiufungk calculation and timely payment, where
appropriate

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, premium refunds appear to be calculatgeriyr and
returned timely.

Recommendations: None.

Standard V-8. Claims history and loss information is providedo the insured in timely manner.

Objective: This Standard addresses the Company’s procedures to phistiolsy and loss information to
insureds in a timely manner. See Appendix A for applicstaiutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company’s claims personnel and agents have access to pdeghalaims history and
paid loss information.

= The Company’s policy is to directly provide, or ask the ageiprovide a policyholder with his
or her claims history and paid loss information upon refgue

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA discussed with Company personnel its policies anceguwes for
responding to policyholder inquiries regarding claims history and lpas information. Further, RNA
reviewed claim documentation for any evidence of the Compaimg lb®n-responsive to policyholder
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inquiries on claim history and paid loss information istitey of underwriting and rating, claims,
complaints and policyholder service.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing in underwriting and rating, claimnsmptaints and

policyholder service, RNA noted no evidence that the Companyneagesponsive to any
policyholder inquiries. Policies and procedures relatincghéa the Company responds to
policyholder inquiries on claims history and paid loss infition appear adequate and

reasonable.
Recommendations: None.
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VI. UNDERWRITING AND RATING

Evaluation of the Standards in this business area is badel @am assessment of the Company’s internal
control environment, policies and procedures, (b) the Company's mEsgonvarious information
requests, and (c) a review of several types of éitdhe Company.

Standard VI-1. The rates charged for the policy coveragare in accordance with filed rates (i
applicable) or the regulated entity’s rating plan.

Objective: This Standard addresses whether the Company is chargimguprs using properly filed
rates. See Appendix A for applicable statutes, regulatind$ulletins.

Controls Assessment: The following controls were noted in review of this Sk and Standard VI-10:

= The Company has written underwriting and rating policies aratepiures designed to
reasonably assure consistency in classification and rating.

= The Company’s agents submit personal lines applicationsaieaty using a web-based agent
portal. The electronic applications interface with the @Gany’'s underwriting and policy
administration systems, which are used for quotingagatnd underwriting policy applications.

= The Company’s agents submit commercial lines application atadabilling mode information
either in paper form, facsimile, or by electronic mallhe application information is input into
the Company’s underwriting and policy administration systemglwis used for quoting, rating
and underwriting policy applications.

s Company policy prohibits unfair discrimination in the applicat@npremium discounts and
surcharges, and in the application of its general ratirtpadelogy, in accordance with statutory
and regulatory requirements.

= Private passenger and commercial automobile rates adeviith the Division and approved
prior to use.

s Private passenger automobile underwriting criteria inclatlizing history, loss history, and
youthful driver status. The Company does not use credit or msuszores in private passenger
automobile underwriting or rating.

= The low mileage discount form, which verifies actual arévpassenger automobile mileage,
must be completed annually to receive the low mileage discoun
The Company is subject to periodic audits by CAR for compéiamith statutes and CAR Rules.
Company policy requires that homeowners and commercial pydj@dility rates are based on
Insurance Services Office (“ISO”) rates, and the Comidery such rates with the Division for
approval prior to use.

= Homeowners rating criteria include territory, coverage armaund type, property age, protection
class, structure type as well as discounts for home aamoimobile coverage, seniors, new
construction, security features, safety features, mudti-genewals, and higher deductibles.

»  Commercial property/liability rating criteria include rigory, coverage amount and type,
property age, protection class and structure type. Fondrssowner policies, rates are generally
based on the number of employees, payroll and type of bssinds.

»  The Company uses workers’ compensation rates determinde B €RIB, which serves as a
rating organization and statistical agent. The WCRIB file rates with the Division on behalf of
the Company. Such rates are generally based on the numigenptdyees, payroll and job
classification code. The WCRIB also serves as the Divisiassigned risk pool administrator
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and the DIA’'s coverage verification entity. The WCRIB aactd periodic audits of the
Company’s workers’ compensation statistical reporting.

= The DIA has the authority to conduct periodic audits of tlen@any’s quarterly assessment
calculations for determining payments to the Workers’ Congiems Trust Fund. The DIA has
not conducted a recent audit of the Company’s workers’ compemgatemium assessment
calculations.

= All of the Company’s rates are maintained electronicalljhe Company has policies and
procedures for making changes to premium rates and téstisg changes prior to loading in the
policy administration systems.

=  The Company’s underwriting department is subject to periodic hdfive guality assurance
audits to ensure compliance with Company underwriting and ratirdelmes, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process, and reviewed other rating informatiooluding evidence of testing of rate
changes. RNA selected 50 private passenger and eight caainaeitomobile, 35 homeowners, seven
commercial multi-peril, and 10 workers’ compensation poligssed or renewed during the examination
period, to test rate classifications and underlying polnfgrmation. RNA verified that each policy’s
premium, discounts and surcharges complied with stataodyregulatory requirements. In addition,
RNA selected seven private passenger and one commercial augmour homeowners, one
commercial multi-peril and five workers’ compensation @eB issued or renewed during the
examination period to test the accuracy of the rated pramior these policies, RNA verified that each
policy’s premium agreed with the Company’s rates filechwlite Division. RNA reviewed the policies
and procedures for making changes to premium rates anmjté@sbse changes prior to loading in the
policy administration systems. In addition, RNA reviewiee 2009 CAR private passenger automobile
audit report and the 2011 CAR commercial automobile aupldgrten the Company’s compliance with
CAR premium statistical coding requirements. RNA alstereed the 2009 WCRIB audit report on the
Company’s compliance with workers’ compensation premiumisstat reporting. Finally, RNA
reviewed evidence of quality assurance testing perform2d10 and 2011.

Transaction Testing Results:

Findings: M.G.L. c. 175, 8§ 113B requires issuance of timely at-fault lenge notices to
operators in accordance with the Company’'s rating plaiNA Rested one private passenger
automobile claim that resulted in an at-fault deternomatio an operator of the insured vehicle in
which the required surcharge notice was not properhedso the operator because the at-fault
determination changed during the claim investigation.

Observations: Other than as noted above, based upon testing, the Company gersdcallgtes
policy premiums, discounts and surcharges in compliance itgitipolicies, procedures, and
statutory requirements, and in compliance with rhlied with the Division.

Required Actions: The Company shall ensure that when the final liabilitgrmheination changes during a
claims investigation, that the at-fault indicator withive tunderwriting system is consistent with the
Company’s final at-fault determination. Also, see testhgocumentation of at-fault determinations in
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Claims Standard VII-5.

Standard VI-2. All mandated disclosures are documented a@hin accordance with applicable
statutes, rules and regulations.

Objective: This Standard addresses whether all mandated discldsuneges and coverages are timely
provided to insureds in accordance with statutes and temda See Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

The Company has written policies and procedures for priagassw and renewal business.
The Company’s supervisory procedures and system’s conteldesigned to ensure that new
business submissions are accurate and complete, includingdlod all Company-required forms
and instructions.

= The Company’s insurance policies provide disclosures as eelgby statutory and regulatory
guidelines.

s The Company provides private passenger automobile informatialeguo agents, who are
required to provide them to consumers.

= The Company conducts periodic agency field audits to monitor l@mp with recordkeeping
requirements such as the maintenance of signed applicatidnsnderwriting support.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 50 private passenger and eaghmercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period, to test for timely disole@ of rates and coverages. Finally, RNA
reviewed an example of a completed agency field audihgl the examination period.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company provides required coveragesdres to
insureds upon initial application and renewal, in accordavitte its policies, procedures, and
statutory requirements.

Recommendations: None.

Standard VI-3. The regulated entity does not permit llegal rebating, commission cutting or
inducements.

Objective: This Standard addresses illegal rebating, commisgsitimg or inducements, and requires that
broker commissions adhere to the commission schedule. SeendippA for applicable statutes,
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regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company has procedures for paying agent commissionsdrdance with written contracts.
s The Company’s producer contracts, policies and proceduresiesmigned to comply with
statutory underwriting and rating requirements, which gaibbpecial inducements and rebates.

Controls Reliance:  Controls tested via documentation inspection, proceduresrwdison and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with responsibility forommission
processing and producer contracting. In connection with thewewfeproducer contracts, RNA
inspected new business materials, advertising matepedslucer training materials and manuals for
indications of rebating, commission cutting or inducemeRfNA selected 50 private passenger and eight
commercial automobile, 35 homeowners, seven commercial mtilii-ped 10 workers’ compensation
policies issued or renewed during the examination periodwiew commissions paid to producers and
for indications of rebating, commission cutting or inducements.

Transaction Testing Results:

Findings: None.
Observations: Based upon review and testing, the Company’s processes foripinghitbegal

acts, including special inducements and rebates, are foimgjicn accordance with its policies,
procedures and statutory requirements. Finally, conmonispaid appeared reasonable.

Recommendations: None.

Standard VI-4. The regulated entity underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regions and regulated entity guidelines in thg
selection of risks.

D

Objective: This Standard addresses whether unfair discriminationasrring in insurance underwriting.
See Standard VI-7 for testing of declinations. See Appendiar Applicable statutes, regulations and
bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s Company policy and practice prohibits unfair discriminatiommalerwriting in accordance with
statutory requirements.

= Private passenger automobile underwriting is generally auéoimakElectronic applications are
rated and processed using standard underwriting algorithms.

= Written Company underwriting guidelines for homeowners and conmehdirees products are
designed to reasonably assure appropriate acceptance acibmejaf risks on a proper,
consistent and fair basis.
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m Certain risks are referred to the underwriting departrteertetermine whether they should be
rated, accepted or rejected.

= The Company’'s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance: Controls tested via documentation inspection, procedure \@tiger and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 private passenger and eagimercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period, to test for evidence of urdaicrimination in underwriting. Finally,
RNA reviewed evidence of quality assurance testing paddrin 2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, RNA noted no evidence that the Company’swuitichey
practices are unfairly discriminatory.

Recommendations: None.

Standard VI-5. All forms including contracts, riders, endorsement forms and certificates are filed
with the insurance department, if applicable.

Objective: This Standard addresses whether policy forms and endemsem@re filed with the Division
for approval. See Appendix A for applicable statutes, etiguis and bulletins.

Controls Assessment: The following controls were noted in review of this Skaml and Standard VI-19:

= Company policy requires the use of the standard Massathaagbmobile policy forms and
endorsements. The Company uses the Automobile Insurer’s Burddasehchusetts (“AlB”)
Massachusetts Private Passenger Automobile F8rEd&ion, which has been approved by the
Division.

s Company policy requires that all homeowners, commercial prdjpebility and workers’
compensation policy forms and endorsements be filed and agdsguibe Division prior to use.

m  Approved forms and endorsements are required to be usedondheting quotes to customers.

Controls Reliance: Controls tested via documentation inspection, procedure \atiggr and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 private passenger and eagimercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
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during the examination period, to test for the use of appr@aity forms and endorsements in
compliance with statutory requirements.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company is using approved policy forms and
endorsements in compliance with its policies, procedares statutory requirements.

Recommendations: None.

Standard VI-6. Policies, riders and endorsements aressued or renewed accurately, timely and
completely.

Objective: This Standard addresses whether the Company issues palidesndorsements timely and
accurately. See Appendix A for applicable statutes, regutasind bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company has written underwriting and rating policiespradedures, which are designed to
reasonably assure consistency in classification and rating.

= Applications submitted by agents are reviewed by the undergvdepartment to ensure that they
are complete and internally consistent.

= Any significant changes in policy coverage must be requestedgh the agents, who must
timely process such requests.

s Pre-insurance inspections are generally required for cewerage of used private passenger
automobiles, unless the applicant has been insured with the Cofopéimee consecutive years.
Waivers from pre-insurance inspections are allowed fodstgp reasons, a lack of inspection
facilities near the applicant, producer book of business transfad for automobiles ten years
and older.

= The Company’'s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 50 private passenger and eaghmercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period, to test whether new and rérpliaies and endorsements were issued
timely, accurately and completely. Also, RNA verifiltht for the 50 private passenger automobile
policies tested, the Company complied with pre-insuranceeatigim requirements when necessary.
Finally, RNA reviewed evidence of quality assuranceriggterformed in 2010 and 2011.
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company issues new and renewal oo
endorsements timely, accurately and completely. In addipawate passenger automobile
policies were issued in compliance with pre-insuranspeation requirements.

Recommendations: None.

Standard VI-7. Rejections and declinations are not unfaly discriminatory. \

Objective: This Standard addresses the fairness of applicatjentioms and declinations including
issuance of proper declination notices. See Appendix Agplicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s  Company policy prohibits unfair discrimination in underwritingaocordance with statutory
requirements.

= Insurance applications for all lines of business may beraethy the underwriting department if
the risks do not meet the Company’s underwriting guidelinesaddition, homeowners’
applicants may be declined for coverage if the applicants dmeet minimum insurance score
thresholds set by the Company.

= Written Company underwriting guidelines are designed to rebBorassure appropriate
acceptance and rejection of risks on a consistent anbefsis.

= The Company requires agents to provide personal lines applwéh declination notices when
applicants do not meet the Company’s minimum standardeverage.

s The Company's commercial lines declinations are communicatedhe agents by the
underwriting department. The agent will notify the applicaat toverage has been denied or
find another carrier to accept the risk.

= The Company conducts periodic agency field audits to monitor l@mp with recordkeeping
requirements including agents’ retention of personal ldedination notices for a period of five
years.

Controls Reliance: Controls tested via documentation inspection, procedure \a@tiger and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 10 private passenger autentbbee commercial automobile, two
commercial multi-peril, and one workers’ compensation datbn processed during the examination
period to ensure that declinations were not unfairly oiisoatory. RNA could not select any
homeowners declinations for testing, since the Company ddelsame homeowners declination data,
which is retained by the agents. RNA also reviewed elesmgd standard private passenger automobile
and homeowners declination notices for compliance wétukiry notice requirements.
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing and review of the information availathle, Company’s
declinations were not unfairly discriminatory. The Comparstandard private passenger
automobile and homeowners declination notices appear to ra¢agtosy notice requirements.
The Company’s policy of using insurance scores for homeowméngmum underwriting
requirements complies with statutory and regulatoryirements. However, Company does not
have homeowners declination data, which is retained by thesag@ntleclination is defined by
the Division as one where an applicant submits a formal digpplication for coverage to the
Company or the agent, or when the Company or the agent ingooesan applicant’s insurance
score from a consumer reporting agency, and as a rdsilie @pplication submission, or the
receipt of the insurance score from the consumer rep@&tjagcy, is declined coverage either by
the Company or agent. The Company has instructed its agemetsitoinformation supporting
declined homeowners applications for five years, including Eeadit Reporting Act (“FCRA")
declination notices provided to these applicants, and has mahagents for compliance with
these requirements.

Required Actions: The Company shall obtain from its agents or its consuep®rting agency, a periodic
listing, at least quarterly, of homeowners’ coverage appicavito were declined coverage. The
declination listing should be used to complete annual auditgemts, on a test basis, for compliance with
declination procedures, including evidence that the agentsdpbWCRA notices to these applicants.
Finally, the Company’s internal audit department shall detepan independent assessment of the
effectiveness of these new procedures by December 31, 2012, andthepresults of the audit to the
Division.

Standard VI-8. Cancellation/non-renewal, discontinuance ah declination notices comply with
policy provisions, state laws and regulated entity guidimes.

Objective: This Standard addresses notices to policyholders fopaoyrinitiated cancellations and non-
renewals, including advance notice before expiration &ncellations and non-renewals. Declination
notices are tested in Standard VI-7. See Appendix AdpliGable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s Company-initiated cancellations of private passenger and cananautomobile policies are a
result of nonpayment of premium, driver license suspensiomaterial misrepresentation, and
most occur within the first 60 days of coverage. Writteticecof cancellation with the specific
reason for the cancellation is sent to the policyholder @dtient at least 20 days prior to the
cancellation effective date.

= Company-initiated cancellations of homeowners and commeritil-peril policies are a result
of nonpayment of premium, changes in the risk, or materisiepresentation, and most occur
within the first 60 days of coverage. Written notice of edlation with the specific reason for
the cancellation is sent to the policyholder and the agerdasitflee days prior to the cancellation
effective date.
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= Company-initiated cancellations of workers’ compensatiorcsliare provided in accordance
with statutory requirements. Written notice of carat@h is sent to the policyholder and the
agent

= Written non-renewal notices for unacceptable private passeag®smobile, commercial
automobile, homeowners and commercial multi-peril riskspovided to agents approximately
45 days prior to the non-renewal effective date. The nositde the specific reason for non-
renewal, and the agents are to communicate the pending autidineaspecific reason for it to the
policyholders within 15 days of receipt. Written non-renewdices for unacceptable workers’
compensation risks are provided to the agents within a realeoperiod prior to the non-renewal
effective date.

Controls Reliance: Controls tested via documentation inspection, procedure \@tiger and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 10 private passenger vamdcommercial automobile, five
homeowners, and one commercial multi-peril company-initiatattellation transactions for testing.
RNA also selected nine private passenger and three coramautomobile, seven homeowners, one
commercial multi-peril and one workers’ compensation nonwehdransactions for testing. All
transactions were evaluated for compliance with statutmpyirements.

Transaction Testing Results:

Findings: None.

Observations: For the company-initiated cancellations and non-renewalsdje$ie Company
provided timely and adequate notice to the policyholders withspeeific reasons for the
cancellations or non-renewals properly disclosed. Theifspeeasons were reasonable and in
compliance with statutory requirements.

Recommendations: None.

\ Standard VI-9. Rescissions are not made for non-materiahisrepresentation.

Objective: This Standard addresses whether decisions to rescindcat®l coverage are made
appropriately. See Appendix A for applicable statutes, régotaand bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= Company policy requires compliance with underwriting guidelinesccordance with statutory
requirements.

= Written Company underwriting guidelines are designed to rebBorassure appropriate
acceptance and rejection of risks.

= The Company states that although rare, the legal departmesttapprove rescissions, which are
given only for significant material misrepresentationsraud. Generally, the Company would
cancel coverage mid-term in such cases.
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Controls Reliance: Controls tested via documentation inspection, procedure \@tiger and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA inquired about any rescissionsigltine examination period.

Transaction Testing Results:

Findings: None.

Observations: Based upon review, policies and procedures for rescissionaragasonable. The
Company states that no rescissions were processed dwirgamination period.

Recommendations: None.

Standard VI-10. Credits, debits and deviations are comstently applied on a non-discriminatory
basis.

Objectivee  This Standard addresses whether unfair discriminatioocaesirring in the application of
premium discounts and surcharg&ee Appendix A for applicable statutes, regulations and mdleti

Controls Assessment: Refer to Standard VI-1.

Controls Reliance: Refer to Standard VI-1.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process, and reviewed other rating informatiociuyding evidence of user testing of rate
changes. RNA selected 50 private passenger and eight caainaeitomobile, 35 homeowners, seven
commercial multi-peril, and 10 workers’ compensation polissed or renewed during the examination
period, to test rate classifications. In addition, R&fected seven private passenger and one commercial
automobile, four homeowners, one commercial multi-peril and ¥eekers’ compensation policies
issued or renewed during the examination period to tesictheacy of the rated premium. RNA verified
that policy credits and deviations were consistently agpin a non-discriminatory basis.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company consistently applies creditdeviations on a
non-discriminatory basis in accordance with its poligieeecedures, and statutory requirements.

Recommendations: None.
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Standard VI-11. Schedule rating or individual risk premium modification plans, where permitted,
are based on objective criteria with usage supported bgppropriate documentation.

Objective: This Standard addresses whether schedule rating or dadiviisk premium modification
plans are based on objective criteria and appropriatelyndeated. See Appendix A for applicable
statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s  The Company has written policies and procedures for digtiergrschedule rating and individual
risk premium modification plans.

s The Company’s supervisory procedures are designed to enstmethédusiness submissions
from producers are accurate and complete, including usd @foatpany-required forms and
instructions.

= Underwriting personnel are required to approve schedule ranagindividual risk premium
modification plans, and ensure that such decisions are @émtadin the underwriting files.

= The DIA has the authority to conduct periodic audits of @menpany’s quarterly assessment
calculations for determining payments to the Workers’ Cosggon Trust Fund. In those
audits, the DIA tests compliance with some policy premiaators and determinants. The DIA
has not conducted a recent audit of the Company’s workergeasation premium assessment
calculations. The WCRIB conducts periodic audits of the Compangrker's compensation
statistical reporting.

= The Company’'s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected seven commercial peidii-and 10 workers’ compensation
policies issued or renewed during the examination periagstahat schedule rating and individual risk
premium modification plans are objective and documentiedddition, RNA reviewed the 2009 WCRIB
audit report on the Company’s compliance with workers’ carsgigon premium statistical reporting.
Finally, RNA reviewed evidence of quality assuranceriggterformed in 2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s schedule rating anddodlviisk premium
modification plans are objective and documented in accoedaith its policies, procedures, and
statutory requirements.

Recommendations: None.
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Standard VI-12. Verification of use of the filed expase multipliers; the regulated entity should be

using a combination of loss costs and expense multiplgefiled with the insurance department.

Objective: This Standard addresses the use of loss costs andsexpettipliers filed with the Division.
See Appendix A for applicable statutes, regulations and imsllet

Controls Assessment: The following controls were noted in review of this Slanml:

The Company has written policies and procedures for theotidess costs and expense
multipliers.

The WCRIB approves the use of loss costs and expense Iratgtignd such deviations are filed
with the Division.

The DIA has the authority to conduct periodic audits of @menpany’s quarterly assessment
calculations for determining payments to the Workers’ Cosggon Trust Fund. In those
audits, the DIA tests compliance with some policy premiaators and determinants. The DIA
has not conducted a recent audit of the Company’s workergeasation premium assessment
calculations. The WCRIB conducts periodic audits of the Compangrker's compensation
statistical reporting.

The underwriting department is subject to periodic home officktga@ssurance audits to ensure
compliance with Company underwriting and rating guidelines,h wisults reported to
management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or

corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe

underwriting and rating process. RNA selected 10 workers’peosation policies issued or renewed
during the examination period, to test the use of loss astl expense multipliers as filed with the
Division. In addition, RNA reviewed the 2009 WCRIB audit repmrtthe Company’s compliance with

workers’ compensation premium statistical reporting.nally, RNA reviewed evidence of quality

assurance testing performed in 2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company appears to properly use ltsaindexpense
multipliers as filed with the Division.

Recommendations: None.

Standard VI-13. Verification of premium audit accuracy ard the proper application of rating

factors.

Objective: This Standard addresses the performance of premiurts aadverify proper rating factors.
See Appendix A for applicable statutes, regulations and imsllet
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Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has written policies and procedures for condyatergium audits to verify rate
factors.

= The Company has written underwriting and rating policiespradedures, which are designed to
reasonably assure consistency in classification and rating.

s  Company policy prohibits unfair discrimination in the applicatanpremium discounts and
surcharges, and in the application of the general rating metigydoin accordance with
Company policies and procedures.

= The Company’'s underwriting department is subject to periodicehoffice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting and rating process. RNA selected eight cociadlexutomobile, seven commercial multi-
peril, and 10 workers’ compensation policies issued or rededuring the examination period, to seek
evidence that the Company conducted premium audits to veriffacites, when applicable. In addition,
RNA reviewed the 2009 WCRIB audit report on the Company’s dame with workers’ compensation
premium statistical reporting. Finally, RNA revieweddence of quality assurance testing performed in
2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company appears to properly conduatiprendits and
verify rate factors.

Recommendations: None.

Standard VI-14. Verification of experience modificatian factors.

Objective: This Standard addresses the use of experience modifidattors. See Appendix A for
applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company has written policies and procedures for vegfgkperience modification factors.
The WCRIB approves experience modification factors, and deefations are filed with the
Division.

= The DIA has the authority to conduct periodic audits of @menpany’s quarterly assessment
calculations for determining payments to the Workers’ Cosggon Trust Fund. In those
audits, the DIA tests compliance with some policy premiaators and determinants. The DIA
has not conducted a recent audit of the Company’s workergeasation premium assessment
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calculations. The WCRIB conducts periodic audits of the Compangrker's compensation
statistical reporting.

= The underwriting department is subject to periodic home officktgassurance audits to ensure
compliance with Company underwriting and rating guidelines,h wiesults reported to
management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting and rating process. RNA selected 10 workers’peosation policies issued or renewed
during the examination period to test for the use of expegienodification factors as filed with the
Division. In addition, RNA reviewed the 2009 WCRIB audit repmrtthe Company’s compliance with
workers’ compensation premium statistical reporting.nally, RNA reviewed evidence of quality
assurance testing performed in 2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company generally appears to progerlgxperience
modification factors as filed with the Division.

Recommendations: None.

\Standard VI-15. Verification of loss reporting.

Objective: This Standard addresses the maintenance and veoificati accurate loss histories. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has written policies and procedures for thetemaimce and verification of
accurate loss histories.

= The DIA has the authority to conduct periodic audits of @menpany’s quarterly assessment
calculations for determining payments to the Workers’ Cosggon Trust Fund. In those
audits, the DIA tests compliance with some policy premiaators and determinants. The DIA
has not conducted a recent audit of the Company’s workergeasation premium assessment
calculations. The WCRIB conducts periodic audits of the Compangrker's compensation
statistical reporting.

= The Company’'s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or

corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting and rating process. RNA selected 10 workers’peosation policies issued or renewed
during the examination period to test maintenance andoatiiin of accurate loss histories. In addition,
RNA reviewed the 2009 WCRIB audit report on the Company’s dame with workers’ compensation
premium statistical reporting. Finally, RNA revieweddence of quality assurance testing performed in
2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company appears to maintain ang aeciirate loss
histories.

Recommendations: None.

Standard VI-16. Verification of regulated entity data provided in response to the NCCI call on
deductibles.

No work performed. This Standard is not coverechandcope of examination because the Company is
not subject to NCCI data calls.

Standard VI-17. Underwriting, rating and classification ae based on adequate information
developed at or near inception of the coverage rather thanear expiration, or following a claim.

Objective: This Standard addresses whether underwriting, rating assifetation decisions are based on
adequate information developed at or near inception of therammerather than near expiration or
following a claim. See Appendix A for applicable statutegutations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s Company policy and practice prohibits unfair discriminatiommaerwriting in accordance with
statutory requirements.

= Written Company policies and procedures are designed to réhs@ssure consistency in the
application of underwriting guidelines, rating classificatigngmium discounts and surcharges
determined at or near the inception of coverage.

s Written Company underwriting guidelines are designed to rebBorassure appropriate
acceptance and rejection of risks on a proper, consistdriag basis.

=  The Company’'s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrafindelines, with results
reported to management.

Controls Reliance: Controls tested via documentation inspection, procedure \atiger and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 private passenger and eagimercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period to test whether underwritingngaand classification are based on
adequate information developed at or near inception of coveRI§A also evaluated certain complaints
to ensure that underwriting is completed at or near inmepmf the coverage. Finally, RNA reviewed
evidence of quality assurance testing performed in 201Q@mht.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company is using underwriting, ratinglassification
guidelines based on adequate information developed atoinoeption of coverage.

Recommendation: None.

Standard VI-18. Audits, when required, are conducted amurately and timely.

See Standard VI-13 for premium audits and Standard i-dudits by internal and external auditors.

Standard VI-19. All forms and endorsements, forming a pa of the contract are listed on the
declaration page and should be filed with the insurace department (if applicable).

Objective: This Standard addresses whether policy forms and endemsem@re filed with the Division
for approval. See Appendix A for applicable statutes, etiguis and bulletins.

Controls Assessment: See Standard VI-5.

Controls Reliance: See Standard VI-5.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 private passenger and eaghmercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period, to test for the use of pol@yns and approved endorsements in
compliance with statutory requirements. Finally, RN&viewed evidence of quality assurance testing
performed in 2010 and 2011.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Qompausing approved
policy forms and endorsements in compliance with statutmyirements.

Recommendations: None.
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Standard VI-20. The regulated entity verifies that the WN number submitted with the application
is valid and that the correct symbol is utilized.

Objective: This Standard addresses whether the Company verifies thatlthend vehicle symbol
submitted with the application is valid and accurate. Ageendix A for applicable statutes, regulations
and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

= The Company has written underwriting and rating policiespradedures, which are designed to
reasonably assure consistency in classification and rating.

s The agent is responsible for obtaining the VIN and vehicle symihein the application is
completed. For electronically submitted applications, dpplicant must supply such vehicle
information when prompted.

= Company policy and procedures require that pre-insuranpedtisns of vehicles verify the VIN
and vehicle symbol.

s The Company’'s underwriting system compares the VIN and vebighebol to electronic
databases to ensure that both are accurate.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 50 private passengeiginiccemmercial automobile issued during
the examination period, to determine whether the Companyesgetife VIN and vehicle symbol at policy
issuance.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company verifies VIN and vehicle slyeabpolicy
issuance in accordance with its policies, proceduresstamatory requirements.

Recommendations: None.

Standard VI-21. The regulated entity does not engage in ¢asive or anti-competitive underwriting
practices.

Objectivee This Standard addresses whether the Company has engaged in asweadk anti-
competitive underwriting practices. See Appendix A for appleatatutes, regulations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

s Company policy requires that the underwriting department applysistent underwriting
practices, and that no underwriter or producer shall engagmllusive or anti-competitive
practices.

s Company policy and practice prohibits unfair discriminatiommalerwriting in accordance with
statutory requirements.

= Written Company underwriting guidelines are designed to rebBorassure appropriate
acceptance and rejection of risks on a proper, consistdriag basis.

s Certain risks are referred to the underwriting departrteerttetermine whether they should be
accepted or rejected.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 50 private passenger and eagimercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period to determine whether any undergvpractices appeared collusive or
anti-competitive.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s underwriting policies and padc@eot
appear to be collusive or anti-competitive.

Recommendations: None.

Standard VI-22. The regulated entity underwriting practices are not unfairly discriminatory. The
regulated entity adheres to applicable statutes, rulesnd regulations in application of mass
marketing plans.

No work performed. This Standard is not covered irstape of examination because the Company does
not offer mass marketing plans.

Standard VI-23. All group personal lines property and @sualty policies and programs meet
minimum requirements.

No work performed. This Standard is not covered irstape of examination because the Company does
not offer group products.

54



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

Standard VI-24. Cancellation/non-renewal notices comply ith policy provisions and state laws,
including the amount of advance notice provided to the inged and other parties to the contract.

See Standard VI-8 for testing of this Standard.

Standard VI-25. All policies are correctly coded. \

Objective: This Standard addresses the accuracy of statistcihg. See Appendix A for applicable
statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

s The Company has written underwriting policies and procedundsch are designed to
reasonably assure consistency in classification and rating.

s The Company’s policies and procedures require that Company pdreomfien that certain
coding elements reported by the producer are correataneht.

= The Company has a process to correct data coding emdrso make subsequent changes, as
needed.

s The Company’s policy is to report complete and accurataipre data timely in the required
formats to rating bureaus such as the AIB, CAR, ISGeWCRIB.

= The Company is subject to periodic audits by CAR for compéawith statutes and CAR Rules,
including statistical coding requirements related to puemsi

= The DIA has the authority to conduct periodic audits of @menpany’s quarterly assessment
calculations for determining payments to the Workers’ Cosggon Trust Fund. In those
audits, the DIA tests compliance with some policy premiaators and determinants. The DIA
has not conducted a recent audit of the Company’s workergasation premium assessment
calculations. The WCRIB conducts periodic audits of the Compangrker's compensation
statistical reporting.

= The Company’s underwriting department is subject to periodicehofiice quality assurance
audits to ensure compliance with Company underwriting andgrajuidelines, with results
reported to management.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process and the statistical reporting procB3$A selected 50 private passenger and eight
commercial automobile, 35 homeowners, seven commercial mtilii-ped 10 workers’ compensation
policies issued or renewed during the examination period todgs coding for selected policy
determinants. Also, RNA reviewed the 2009 CAR private pagseautomobile audit report and the
2011 CAR commercial automobile audit report on the Companyispkance with CAR statistical
coding requirements for key underwriting data determinanisallf, RNA reviewed the 2009 WCRIB
audit report on the Company’'s compliance with workers’ comsg@mn premium statistical reporting
requirements.

55



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATN OF
ARBELLA MUTUAL INSURANCECOMPANY
ARBELLA PROTECTIONINSURANCECOMPANY
ARBELLA INDEMNITY INSURANCECOMPANY

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, premium data determinants appear toperlgrcoded. The
CAR audit reports indicate the Company generally codes aut@npdblicies accurately. The
WCRIB audit report indicates the Company generally codes wsrkempensation policies
accurately.

Recommendations: None.

Standard VI-26. Application or enrollment forms are properly, accurately and fully completed,
including any required signatures, and file documentatiorsupports underwriting decisions made.

Objectivee This Standard addresses whether policy file documentati@guately supports decisions
made in underwriting and rating. See Appendix A for applicataltutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

Company policy requires that the underwriting files support wwiterg and rating decisions.
Agents are responsible for completing applications for newnéss and obtaining information
needed to properly underwrite and rate the policies. Propertypleted applications are to
include applicant and producer signatures. Personal lines @ppig are to be retained by the
agents for a period of five years.

= Underwriting personnel review commercial lines applicationgonstted by agents for
determination of whether the risks should be acceptedeuntee.

»  The underwriting department is subject to periodic home officktgassurance audits to ensure
compliance with Company underwriting and rating guidelines,h wiesults reported to
management.

= The Company conducts periodic agency field audits to monitor l@mp with recordkeeping
requirements such as the maintenance of signed applicatidnsnderwriting support.

Controls Reliance: Controls tested via documentation inspection, procedure \@tiggr and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 private passenger and eaghmercial automobile, 35
homeowners, seven commercial multi-peril, and 10 workers’pemsation policies issued or renewed
during the examination period, to test whether the applicatimnmation was properly submitted and
whether policy files adequately support the Company’s decisiBNA also evaluated certain complaints
to ensure that underwriting decisions were properly suppordsb, RNA reviewed evidence of quality
assurance testing performed in 2010 and 2011. Finally, R\N#&wed evidence that the Company
completes periodic agency field audits to monitor compliancle reitordkeeping requirements such as
the maintenance of signed applications.
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing, application information was properbnstted, and policy
files adequately supported the Company’s decisions. The Corappegrs to complete periodic
agency field audits to monitor compliance with recordkeepieguirements such as the

maintenance of signed applications.

Recommendations: None.
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VII. CLAIMS
Evaluation of the Standards in this business area is bagel @am assessment of the Company’s internal

control environment, policies and procedures (b) the Company’s mespmrarious information requests,
and (c) a review of several types of files at the Camgpa

Standard VII-1. The initial contact by the regulated enity with the claimant is within the required
time frame.

Objective: This Standard addresses the timeliness of the Compartyes @aintact with the claimant. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of thisi&lard and through Standard
VII-13:

= The Company’s claims function is organized by line of busineddunction. Functional teams
include: homeowners, commercial liability, commercial patgsonal property, automobile bodily
injury, automobile medical pay, automobile glass, and wetl@mpensation. The functional
teams are further organized within a supervisory structukdditional specialized functional
units include the SIU, subrogation, and automobile claims rsetib@t handle appraisals and
physical damage claims.

= Written policies and procedures govern claims handling psesesClaims are processed using
electronic work flow systems to document claims actsitand decisions through history notes.
The systems incorporate a document management systestedtonic cataloging, storage and
retrieval.

m First notice of loss is typically reported through @empany’s 800 telephone number, by a fax,
or contact from an attorney. Key information such as tlhémant's name, policyholder
information, policy number, accident date, location, axtent of injuries is obtained and
recorded in the claim file.

= Once a claim is reported, Company policy is to contaetctaimant and other parties within 24
hours and to assign a claims adjustor. For workers’ compemsdaims, the policy is to contact
the injured worker, the employer and the medical provider withio days. The case is
immediately assigned to a case manager for handling.

=  Company policy is to investigate all claims in a timely mannesdcordance with its policies,
procedures, and regulatory requirements.

s Company policy is to comply with claim settlement perfano®standards established by CAR
and those set forth in statute. CAR audits the Compargofopliance with the standards, which
specify time frames for assigning an appraiser, ingpeet vehicle, and paying a claim.

= The Company’s SIU assists with claims where fraud indisadoe present. Company policy is to
report fraud to the IFB, when fraud is believed to haveiwed and to comply with CAR’s SIU
performance standards. All auto thefts are reportduetdlICB.

= Company policy requires the use of DIA workers’ compensatiaim forms and reporting
notices.

= Company policy is to accept or reject all workers’ compeosatlaims within 14 days of the
claim filing, in compliance with DIA regulatory requiments. Catastrophic cases are evaluated
by occupational and rehabilitation specialists, who may peadgiassess the injured worker.

=  When a decision to terminate workers’ compensation bengfitsade, the Company provides
notice in accordance with statutory requirements. dfaamant disagrees with the termination
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decision, the claimant may file a complaint with the Comypan addition, claimants may appeal
termination decisions through the DIA.

s Claim activity is monitored by management using monthly ntemp of claim volume, aging,
reserve adjustments, payment activity and trends. Superviseraw individual claim file
activity, particularly for larger claims.

s The Company has established a quality assurance review gradexeby claims are reviewed
and evaluated for adherence to Company policies and presedtor auto claims, seven claim
files are reviewed for each claim representative pertguély the claims team manager. For
other claim types, claims from each claims representatieerandomly selected for periodic
review and evaluation. The results of the reviews atamdented in written management reports.

s The Company conducts post-claim payment surveys to first patyed personal lines and
commercial auto claimants regarding their satisfaatith claims handling.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such procéddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkear closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvakims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cipéns for testing. RNA verified the
date each selected claim was recorded by the Compashynated whether the initial contact with the
claimant was timely acknowledged.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was processeddangdo the Company’s
policies and procedures, with timely initial contact from @mmpany. Based upon testing, it
appears that the Company’'s processes for providing timelglicibntact with claimants are
functioning in accordance with its policies, procedured,ssatutory requirements.

Recommendations: None.

\ Standard VII-2. Timely investigations are conducted.

Objective: The Standard addresses the timeliness and completeneshe ofCdmpany’s claim
investigations. See Appendix A for applicable statutes|aggos and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such procéddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkear closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvaims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and pea olaims for testing. RNA tested each
selected claim noting whether the investigations were cordiuste timely manner and whether the
investigations were complete.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was timely repoated investigated
according to the Company’s policies and procedures. Based egtomgf it appears that the
Company’s processes for timely investigating claims aretioming in accordance with its
policies, procedures, and statutory requirements.

Recommendations: None.

\ Standard VII-3. Claims are resolved in a timely manner. \

Objective: The Standard addresses the timeliness of the Companyis sddilements. See Appendix A
for applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgndling
processes, and obtained documentation supporting such proc&ddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkear closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvoims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and pea olaims for testing. RNA tested each
selected claim noting whether the claims were resolvedimedy manner.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was resolveal timely manner. Based
upon testing, it appears that the Company’s processes fdy thaedling claims are generally
functioning in accordance with its policies, procedured,ssatutory requirements.
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Recommendations: None.

\ Standard VII-4. The regulated entity responds to claim carespondence in a timely manner. \

Objective: The Standard addresses the timeliness of the Company’s redpoalsim correspondence.
See Standard VII-6 for testing of statutorily-requirddim correspondence. See Appendix A for
applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgindling
processes, and obtained documentation supporting such procéddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12eatkear closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvakims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and pea olaims for testing. RNA tested each
selected claim noting whether the Company timely respondsgdito correspondence.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that for each of the tested claims, the Comnpianely responded to
claim correspondence. Based upon testing, it appearfi¢h@bimpany’s processes for providing
timely responses to claims correspondence are functiomngccordance with its policies,
procedures and statutory requirements.

Recommendations: None.

\ Standard VII-5. Claim files are adequately documented.

Objective: The Standard addresses the adequacy of information mauohia the Company’s claim files.
See Appendix A for applicable statutes, regulations and imsllet

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling

processes, and obtained documentation supporting such procéddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvoims including 20 paid claims, 10 denied
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or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and noted whether its mhecuation was adequate.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that for each of the tested claims, the Cosipaclaim files
adequately documented its claim handling. However, RNAedesine private passenger
automobile claim that resulted in an at-fault deternonato an operator of the insured vehicle.
The required surcharge notice was not properly issuethd¢ooperator because the at-fault
determination changed during the claim investigation and neaiproperly documented in the
claim file. Other than as noted above, based upon tedtiagpears that the Company’s claim
handling processes for documenting claim files are functiommgccordance with its policies
and procedures.

Required Actions: The Company shall ensure that when the final liabilityrmheination changes during
the claim investigation, the at-fault indicator within thairis system shall be consistent with the
Company’s final at-fault determination. The Company shalirenthat its next claim internal audit tests
for compliance with this statutory requirement. Als@e stesting of at-fault determinations in
Underwriting and Rating Standard VI-1.

Subsequent Actions: As a result of our examination, the notice to the ajperhas been issued.

Standard VII-6. Claims are properly handled in accordancewith policy provisions and applicable
statutes (including HIPPA), rules and regulations.

Objective: The Standard addresses whether the claim appears to hawvepdie for the appropriate
amount to the appropriate claimant/payee. See Appendix Agplicable statutes, regulations and
bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such proceddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvoims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and noted whether thencleas properly handled in accordance with policy
provisions and statutory requirements.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was handled accotditige Company’s
policies and procedures. Based upon testing, it appearghi&aCompany’s processes for
handling claims are functioning in accordance with its gesi procedures and statutory
requirements. Further, upon evaluation of claims-relatedptzomts, such claims generally
appeared to be properly handled.

Recommendations: None.

\ Standard VII-7. Regulated entity claim forms are approprige for the type of product. \

Objective: The Standard addresses the Company’'s use of claim formarthagroper for the type of
product. See Appendix A for applicable statutes, regulatiodsulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such proc&ddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvakims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and verified that reggiiclaim forms were appropriately used.

Transaction Testing Results:

Findings: None.

Observations:. RNA noted each of the tested claims appropriately trs=dequired claim forms
in accordance with the Company’s policies and regulaggyirements.

Recommendations: None.

Standard VII-8. Claim files are reserved in accordance wh the regulated entity’s established
procedures.

Objective: The Standard addresses the Company’s process to establishoaitdr claim reserves for
reported losses. See Appendix A for applicable statggslations and bulletins.
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Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such proceddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12eatkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvoims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and noted whether ctaserves were evaluated, established and adjusted in
a reasonably timely manner. The Division’s financial exens and actuaries also tested reserving in
conjunction with the recently completed financial exarmaof the Company.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that reserves for each of the tested slamre evaluated, established
and adjusted according to the Company’s policies and proceds@sed upon testing, it appears
that the Company’s processes for evaluating, establishingdjusting reserves are functioning
in accordance with its policies and procedures.

Recommendations: None.

Standard VII-9. Denied and closed-without-payment claimsre handled in accordance with policy,
provisions and state law.

Objective: The Standard addresses the adequacy of the Company’s dewadioiy and documentation of
denied and closed-without-payment claims. See Appendix Agdplicable statutes, regulations and
bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such proceRsESs selected denied or closed-
without-payment claims including 12 private passenger and commenai@mobile claims, ten
homeowners claims, one commercial multi-peril, and two wsitkeompensation claims for testing.
RNA evaluated whether the Company handled these claims tamdlproperly before closing or denying
them.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted each of the tested claims was handled accotditige Company’s
policies and procedures. Based upon testing, it appeardh¢h@pompany’s claim handling and
denial practices are appropriate and are functioning in acoedwith its policies, procedures,
and statutory requirements.

Recommendations: None.

Standard VII-10. Cancelled benefit checks and drafts refict appropriate claim handling practices.

Objective: The Standard addresses the Company’'s procedures for isdaimgchecks as it relates to
appropriate claim handling practices. See Appendix A foriggipé statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such prodeSigeseviewed procedures regarding
the use of claim payment checks for the claimant to &tidsil claim settlement by endorsing the claim
check.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company does not use claim payment cliecke
claimant to attest to full claim settlement by endorgimg claim check. Full claim settlement
attestation is required for certain liability claiftsough a written settlement agreement. Based
upon review, it appears that the Company’s processes for isslaimy payment checks are
appropriate and functioning in accordance with its pediend procedures.

Recommendations: None.

Standard VII-11. Claim handling practices do not compel clanants to institute litigation, in cases
of clear liability and coverage, to recover amounts due undegpolicies by offering substantially less
than is due under the policy.

Objective: The Standard addresses whether the Company’s claim handlotggsdorce claimants to (a)
institute litigation for the claim payment, or (b) acceptedtlement that is substantially less than due
under the policy. See Appendix A for applicable statutes, reggaand bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such procéddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkear closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvaims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and noted whether claimtisescappeared to compel claimants to institute
litigation to recover amounts due under the policies byriofg substantially less than would be due under
the policies, and whether the Company attempted to séittascfor less than reasonable amounts due
under the policies.

Transaction Testing Results:

Findings: None.

Observations: Based upon review of procedures and testing, the Company dappear to
compel claimants to institute litigation to recover amtsudue under the policies by offering
substantially less than would be due under the policiestrenCompany did not attempt to settle
claims for less than reasonable amounts due under theepolic

Recommendations: None.

Standard VII-12. Regulated entity uses the reservatiomf rights and excess of loss letters, when
appropriate.

Objective: The Standard addresses the Company’s use of reservatightefletters, and its procedures
for notifying an insured when it is apparent that the armh@i loss will exceed policy limits. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such proceddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvaims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two cdpéns for testing. RNA reviewed the
file for each selected claim, and noted whether resierv of rights or excess of loss letters were
warranted and issued as appropriate.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was reportedrarastigated according to
the Company’s policies and procedures, and claim file docati@mtwas adequate. Based upon
testing, it appears that the Company’s processes for utiliesgrvation of rights and excess of
loss letters for claims are functioning in accordanth its policies and procedures.

Recommendations: None.

Standard VII-13. Deductible reimbursement to insureds pon subrogation recovery is made in a
timely and accurate manner.

Objective: The Standard addresses whether the Company accurately aglg tdsues deductible
reimbursements upon subrogation recovery. See Appendix A for dpplisgtutes, regulations and
bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such proc&ddAsselected private passenger and
commercial automobile claims including 40 paid claims, 12etkar closed-without-payment claims and
six open claims for testing. Also, RNA selected homeosvakims including 20 paid claims, 10 denied
or closed-without-payment claims and five open claims tisting. In addition, RNA selected
commercial multi-peril claims including five paid claimsne closed-without-payment claim and one
open claim for testing. Finally, RNA selected wokerompensation claims including six paid claims,
one closed-without-payment claim, one denied claim, and two dpéns for testing. RNA reviewed
each selected claim file, and noted whether deductibiebrtesement to insureds upon subrogation
recoveries were reasonably timely and accurate.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that deductible reimbursement to insureds uponogation
recoveries for all applicable tested claims were timely accurate according to the Company’s
policies and procedures. Based upon testing, it appeath¢éhd@ompany’s processes for making
deductible reimbursement to insureds upon subrogation recoveFiésationing in accordance
with its policies and procedures.

Recommendations: None.
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\ Standard VII-14. Loss statistical coding is complete and aacate.

Objective: The Standard addresses the Company’s complete and accpoatageof loss statistical data
to appropriate rating bureaus. See Appendix A for applicadietes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Slanml:

Company policy is to report complete and accurate losstidegly to appropriate rating bureaus.
The Company reports private passenger automobile lossa&@aR in a format required by
CAR. The Company is subject to periodic loss data audiSA#® for compliance with statutes
and CAR Rules of Operation.

= The Company also reports loss data to the AIB, which miting bureau that represents the
Massachusetts insurance industry.
The Company reports homeowners loss data to ISO in afeaguired by ISO.
The Company reports workers’ compensation loss datet@/tBRIB in the format required by
the WCRIB. Loss data is automatically provided monthly fritv®@ Company’s claim system.
The WCRIB reviews the loss data submitted for evidencearof loss code errors and
communicates any such errors to the Company, which respotigsinquiry.
The Company provides the WCRIB with periodic data recomiaitia.
The Company has processes to correct loss data codorg and to make subsequent changes,
as needed.

Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand itsdtsstical
reporting processes, and obtained documentation supportingpsocésses. RNA selected private
passenger and commercial automobile claims including 40 peilds; 12 denied or closed-without-
payment claims and six open claims for testing. AlsoARMIected homeowners claims including 20
paid claims, 10 denied or closed-without-payment claims asddipen claims for testing. In addition,
RNA selected commercial multi-peril claims includifige paid claims, one closed-without-payment
claim and one open claim for testing. Finally, RNAesttd workers’ compensation claims including six
paid claims, one closed-without-payment claim, one denied ciaithfwo open claims for testing. RNA
reviewed each selected claim file and noted whethectseléoss data was accurate and complete. RNA
reviewed the 2009 CAR private passenger automobile audit reporthe 2011 CAR commercial
automobile audit report on the Company’s compliance witliRG#atistical coding requirements for key
loss data determinants. In addition, RNA reviewed the 20@RIB audit report on the Company’s
compliance with workers’ compensation loss statistiepbrting.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that selected loss data appears to be é&@nd complete for tested
claims. The CAR and WCRIB audit reports indicated the @y generally codes loss data
accurately. Based upon testing, the Company appears tpiwrasses for timely and accurately
reporting of loss statistical data to rating bureauscromance with its policies and statutory
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requirements.

Recommendations: None.
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SUMMARY

Based upon the procedures performed in this examination, Ri¢Areviewed and tested Company
Operations/Management, Complaint Handling, Marketing and SBleslucer Licensing, Policyholder
Service, Underwriting and Rating, and Claims as sethfant the 2010NAIC Market Regulation
Handbook, the examination standards of the Division, and the Comnmittwef Massachusetts’
insurance laws, regulations and bulletins. RNA has prdwideommendations and required actions to
address standards in Producer Licensing, Underwritindgratidg, and Claims.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualiféed that, in conjunction with Rudmose & Noller
Advisors, LLC, applied certain agreed-upon procedures todtpoiate records of the Company in order

for the Division of the Commonwealth of Massachusetts to paro comprehensive market conduct
examination of the Company.

The undersigned’s participation in this comprehensive examina®nthe Examiner-In-Charge
encompassed responsibility for the coordination and directitineoéxamination performed, which was
in accordance with, and substantially complied with, éhsisndards established by the NAIC and the
Handbook. This participation consisted of involvement inglaning (development, supervision and

review of agreed-upon procedures), administration and preparatithe comprehensive examination
report.

The cooperation and assistance of the officers and engsl@fehe Company extended to all examiners
during the comprehensive examination is hereby acknowledged.

Matthew C. Regan |

Director of Market Conduct &
Examiner-In-Charge
Commonwealth of Massachusetts
Division of Insurance

Boston, Massachusetts

71



