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Dear Commissioner Bur
Pursuant to your i@;ons and in accordance with Massachusetts General Laws,
Chapter 175, S , a comprehensive examination has been made of the market

conduct affai

LLA PROTECTION INSURANCE COMPANY, INC.

a&h e office located at:

1100 Crown Colony Drive
Quincy, Massachusetts 02269

The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Division”) conducted a comprehensive market
conduct examination of Arbella Protection Insurance Company, Inc. (“the Company”) for the
period January 1, 2005 to June 30, 2006. The examination was called pursuant to authority in
Massachusetts General Laws Chapter (“M.G.L. c¢.”) 175, Section 4. The market conduct
examination was conducted at the direction of, and under the overall management and control of,
the market conduct examination staff of the Division. Representatives from the firm of Rudmose
& Noller Advisors, LLC (“RNA”) were engaged to complete certain agreed upon procedm

EXAMINATION APPROACH \)

A tailored audit approach was developed to perform the examination of the C@ny using the
guidance and standards of the NAIC Market Conduct Examiner’s Hand e Handbook™)
the market conduct examination standards of the Division, the Com of Massachusetts
insurance laws, regulations and bulletins and selected Federal d Regulations.  All
procedures were performed under the management, control and . : pervision of the market
conduct examination staff of the Division, including procedures. e ficiently addressed by the
concurrent Division financial examination. For those obj ces market conduct examination
staff discussed, reviewed and used procedures performe:%e Division’s financial examination

staff to the extent deemed necessary, appropriate and; ef e to ensure that the objective was
adequately addressed. The following describes th cedures performed and the findings for the
workplan steps thereon.

The basic business areas that were revieweb this examination were:

I.  Company Operations/ManageK
Il.  Complaint Handling

I1l.  Marketing and Sales Yy
IV. Producer Licensin
V. Policyholder Service

VI.  Underwritin ing
VIl. Claims

In addition ‘%rocesses’ and procedures’ guidance in the Handbook, the examination
included an as ent of the Company’s internal control environment. While the Handbook
approac!%gcts individual incidents of deficiencies through transaction testing, the internal

contr, ment provides an understanding of the key controls that Company management uses
togr r business and to meet key business objectives, including complying with applicable
la d regulations related to market conduct activities.

The controls assessment process is comprised of three significant steps: (a) identifying controls;
(b) determining if the control has been reasonably designed to accomplish its intended purpose in
mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
functioning as intended (i.e., the actual testing of the controls). For areas in which controls
reliance was established, sample sizes for transaction testing were accordingly adjusted. The form
of this report is “Report by Test,” as described in Chapter VI A. of the Handbook.



EXECUTIVE SUMMARY

This summary of the comprehensive market conduct examination of the Company is intended to
provide a high-level overview of the examination results. The body of the report provides details
of the scope of the examination, tests conducted, findings and observations, recommendations
and, if applicable, subsequent Company actions. Managerial or supervisory personnel from each
functional area of the Company should review report results relating to their specific area.

The Division considers a substantive issue as one in which corrective action on part of the
Company is deemed advisable, or one in which a “finding,” or violation of Massachusetts
insurance laws, regulations or bulletins was found to have occurred. It also is recommen at
Company management evaluate any substantive issues or “findings” for applicabili potential
occurrence in other jurisdictions. When applicable, corrective action should
jurisdictions, and a report of any such corrective action(s) taken should
Division.

and, if applicable, subsequent Company actions made, as part mprehensive market
conduct examination of the Company. All Massachusetts laws, ions and bulletins cited in
this report may be viewed on the Division’s website at www.ma /doi.

The following is a summary of all substantive issues found, along W'Et recommendations

results showed that the Company is
S and statutory requirements addressed

with regard to policyholder service and claims. Exal
in compliance with all tested Company policies, p
in these sections.

SECTION I - COMPANY OPE?@/MANAGEMENT
STANDARD | -1 Yy
Findings: None ‘@

Observations: ';iternal audit reports, field audit reports and claims quality assurance
i RNA provided detailed information on the procedures performed,

and recommendations for improvement. The review of CAR audits
the Company is generally in compliance with statutory requirements and

R . RNA’s review indicated that follow up audits were not always conducted
revious audits included significant recommendations.

Qcommendations: The internal audit department should conduct follow up audits where

significant recommendations from previous audits were made. Further, internal audit

should ensure that management is made responsible for completing the recommendations
and monitor progress timely.

The Company is in the process of adopting more formalized and structured field audit
procedures for voluntary agents and ERPs. The Company should develop and implement
the new audit procedures as soon as practicable.

Subsequent Actions: The internal audit department has initiated an annual process to
evaluate the status of all internal and external audit comments and communicate such




evaluations to the Board of Directors’ Audit Committee. In addition, follow-up audits in
the 2007 audit plan are being performed.

SECTION Il - COMPLAINT HANDLING

STANDARD II-2

Findings: None

Observations: It appears from the complaints reviewed that the Company séﬁate
procedures in place to address complaints, and communicates such cedures to
policyholders. However, RNA noted that the Company has not establi al KPIs
for monitoring complaint handling activity.

Recommendations: The Company shall develop and imple Is for complaint
handling.  Further, the internal audit department sha ically monitor the
Company’s compliance with its complaint handling poI| gulatory requirements.
Subsequent Action: The Company has subseque eloped KPIs for complaint
handling.

SECTION I1-4 QQ

Findings: None.

Observations: RNA noted tha 005 the Company did not timely respond to two
claims-related Division co in f the three complaints tested. However, RNA also

noted the Company took rre e actions in the spring of 2006 to timely respond to

claims-related Divisio ints. Based on the results of testing, after the corrective
action that the C s taken, it appears that the Company’s processes for

responding to ¢ in a timely manner are functioning in accordance with its
policies, proc% d statutory requirements.

: The Company’s KPIs for complaint handling shall include metrics

Recomm 0
for n@m timeliness of complaint responses.

ﬁ;}g ent Actions: The Company’s subsequently-developed KPIs for complaint

ing include metrics for monitoring timeliness of complaint responses.

S&FION 111 - MARKETING AND SALES
STANDARD Il1-1

Findings: None.

Observations: The results of RNA’s testing showed that advertising and sales materials
comply with Massachusetts M.G.L. c. 176D, § 3. The Company’s website disclosure
complies with the requirements of Division of Insurance Bulletin 2001-02. The



Company’s legal department does not review all advertising and sales materials prior to
use.

Recommendations: The Company should consider a implementing a new procedure
requiring that its public relations consultant, who is an attorney, determine whether any
issues that warrant review by the Company’s legal department exist with each proposed
sales or advertising piece, and provide the questionable material to the Company’s legal
department for review prior to distribution and use of such material.

Subsequent Actions: The Company has subsequently hired a vice-president of
marketing and an assistant vice-president of marketing, who, in conjunction with
the legal department, will develop appropriate processes and-<procedures

distribution. Until these procedures are in place, the legal @ ent is now
reviewing all sales and advertising materials prior to their us% i

SECTION IV - PRODUCER LICENSING §)

STANDARD IV-1

Findings: None. Q

Observations: Based on the results of RNA’s testing, all of the producers who sold
policies during the examination peri e properly licensed, and most were included
ppointed agents at the time the policies were

on the Division’s list of the Com

issued. While not required b g, it is the Company’s policy to appoint all of its

producers as agents. &

Recommendations: Th %p}'ny and the Division shall complete a reconciliation of the
a

Company’s agent ents at a mutually agreed upon date to ensure that such
appointment rec re,in agreement.

SubsequenVA&: The Company states that it is now appointing all producers as

agents. E

ARD V-3

Qﬁ None.

Observations:  The results of RNA’s testing showed that the Company appears to be
notifying the Division when it terminates agent appointments. RNA noted that the
Company did not consistently terminate agent appointments via OPRA when the
terminations were requested by the producer.

Recommendations: The Company shall adopt policies and procedures to ensure that it
terminates agent appointments through OPRA when they are requested by the producer.




Subsequent Actions: The Company states that it is now using the OPRA system to
terminate agent appointments.

SECTION VI - UNDERWRITING AND RATING

<

STANDARD VI-1

Findings: Testing noted one workers’ compensation policy that was incorrectly rated.
The rating error appears to be confined to one policy, and the Company stated that'it has
been corrected. Further, the Company stated that it has implemented contrq@e re

that this error will not recur %
Observations: Based on the results of testing and review of the reins % derwriting
review report, it appears that the Company generally calculates pelicy premiums,
discounts and surcharges in compliance with statutory requir and rates as filed
with the Division. %

Recommendations: The Company shall review its busi
premium rate changes and strengthen these process
periodically conduct audits to monitor the
implementation processes to ensure complla
requirements.

essing and controls over
ntrols. Internal audit shall
’s premium rate change and
ompany policies and regulatory

Subsequent Actions: The Com tat;.s that it is currently monitoring its
business processing and control remium rate changes.

STANDARD VI-15

Findings: None.

Observations: e results of testing, it appears that commercial automobile and

commercial pollcy files generally supported the Company’s underwriting
er, RNA noted one commercial automobile policy application, one
u

decisions.
%‘h I-peril policy application and two workers’ compensation policy
icati ich were not signed by the applicants. Further, while some workers’
ion policies were well supported and documented, many of the workers’
pensation policies had minimal support and documentation.

Recommendations: The Company should adopt additional controls to ensure that all
commercial new business applications are signed by the applicant. The Company should
also implement procedures to monitor compliance with required documentation practices.
Finally, the internal audit department should conduct an audit of workers’ compensation
underwriting and documentation practices to ensure that management is adequately and
timely addressing these concerns.

Subsequent Actions: The Company states that it has trained and instructed its
underwriting staff to obtain signed applications on all new business.




STANDARD VI-16

Findings: None.

Observations: The reinsurer’s most recent workers’ compensation underwriting review
report recommended adoption and use of renewal questionnaires. Based on the results of
testing, it appears that the Company generally issues new and renewal policies and
endorsements timely, accurately and completely. However, RNA noted no underwriting
approval for one workers’ compensation policy. Finally, the Company is in the process
of adopting the use of renewal questionnaires to be completed by insured}s&all

commercial policies.

Recommendations: The Company should adopt a new procedure A that
underwriting approval is obtained for all new workers’ compensa' S prior to
issuing a policy. The Company should also adopt the use of renewal questionnaires to be

completed by insureds for all commercial policies as soon as p%




COMPANY BACKGROUND

The Company is a stock subsidiary of Arbella Mutual Insurance Company headquartered in
Quincy, Massachusetts, which is the controlling entity in a corporate ownership structure that
includes five Massachusetts domestic insurers (the “Arbella Group”). The examination was
conducted concurrently with the examination of certain affiliates within the Arbella Group as
management, systems, processes and controls are common to operations of these affiliated
companies.

The Company offers commercial automobile, commercial multi-peril and workers’ compg%ason
insurance in Massachusetts. The commercial automobile market includes the involuntary%and
voluntary markets. The involuntary commercial automobile market is similar t i
passenger automobile market and covers some, but not all, classes of commercia‘

remaining classes are part of the voluntary market where rates and forms ate app
individual carrier basis by the Division. Commercial multi-peril coverage.is veluntary, and all
rates are filed with the Division for approval. Workers’ compensation i is mandatory for
employers, with uniform rates set by the Workers’ Compensation I Inspection Bureau
(“WCRIB”) and approved by the Division. Personal lines coverage i sold through affiliated
insurance companies within the Arbella Group.

The Arbella Group contracts with approximately 450 i
including approximately 100 ERPs assigned to them
the Company primarily in urban areas and can not b

endent agencies in Massachusetts,
. The ERPs write exclusively for
inated as ERPs by the Company.

The Arbella Group is rated B++ (Very Good) .M."Best. The Company had $898.1 million in
admitted assets and $345.1 million in sur; s of December 31, 2005. For the year ended
December 31, 2005, the Company’s pr ere $453.6 million, and net income was $25.1
million.

The key objectives of this exa in% were determined by the Division with emphasis on the
following areas.
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l. Company Operations/Management

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard I-1. The company has an up-to-date, valid internal, or external, audit program.

Objective: This Standard addresses whether there is an audit program function that )&vides

meaningful information to management.
i Mview

accounting

Controls Assessment: The following key observations were noted in conjunction w
of this Standard:

= The Company’s financial statements are audited annually by an |nde e
firm.

m  The Company’s internal audit department reports to the B%a Directors’ Audit

Committee.

= The Company’s internal audit plan is based upon pri stabllshed by the Audit
Committee with input from senior management. Th ommlttee approves the plan
prior to year end, and monitors plan progress and eriodically throughout the year.

= The Company’s internal audit department co OdIC audits of various Company
functions to ensure compliance with Comp oI ies and procedures, and recommends
enhancements to such policies and procedu

= The Company’s claims department S clalms quality assurance audits, whereby
claims processed by two of the s nch claim offices are annually reviewed and
evaluated for adherence to C olicies and procedures. Further, the Company
conducts studies to evaluz@% ompany’s claims settlement practices, such as
evaluating the timeliness ation recoveries.

riodic audits by Commonwealth Automobile Reinsurers
statutes and CAR Rules of Operation (“CAR Rules”).

(“CAR™) for compli

Controls Rellance ittested via documentation inspection, procedure observation and/or
corroborating in r to be sufficiently reliable to be considered in determining the extent
of transaction ocedures.

Transactien Testing Procedure: RNA reviewed various internal audit reports, field audit reports,
claimassurance audits and CAR audits to evaluate procedures performed and results

o
Transaction Testing Results:

Findings: None.

Observations: The internal audit reports, field audit reports and claims quality assurance
audits reviewed by RNA provided detailed information on the procedures performed,
audit findings and recommendations for improvement. The review of CAR audits
indicated that the Company is generally in compliance with statutory requirements and
CAR Rules. RNA'’s review indicated that follow up audits were not always conducted
when previous audits included significant recommendations.

11



Recommendations: The internal audit department should conduct follow up audits where
significant recommendations from previous audits were made. Further, internal audit should
ensure that line management is made responsible for completing the recommendations and
monitoring progress timely.

The Company is in the process of adopting more formalized and structured field audit procedures
for voluntary agents and ERPs. The Company should develop and implement the new audit
procedures as soon as practicable.

Subsequent Actions: The internal audit department has initiated an annual process to %vﬁihe

status of all internal and external audit comments and communicate such evaluation e;Board
of Directors’ Audit Committee. In addition, follow-up audits in the 2007 audi e being
performed.

Standard 1-2. The company has appropriate controls, safe ?@hnd procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Stan s included in the scope of the
statutory financial examination of the Company whic%

Standard 1-3. The company has anti-fraud ‘ﬁ}tiatives in place that are reasonably
calculated to detect, prosecute, and preven ulent insurance acts.

18 U.S.C. § 1033; Division of Insura ins 1998-11 and 2001-14.

Objective: This Standard addresse (}’er the Company has an anti-fraud plan that is adequate,
up-to-date and in compliance with. applicable statutes and is implemented appropriately.

Pursuant to 18 U.S.C. §
(“Act™), it is a crimi

the Violent Crime Control and Law Enforcement Act of 1994
se for anyone “engaged in the business of insurance” to willfully
permit a “prohibit ” to conduct insurance activity without written consent of the primary
insurance regulator. “A “prohibited person” is an individual who has been convicted of any felony
involving disho r breach of trust or certain other offenses, and who willfully engages in the
business of ?r% ce as defined in the Act. In accordance with Division of Insurance Bulletins

1998-1 1-14, any entity conducting insurance activity in Massachusetts must notify the
Divi inswriting of all employees and producers affected by this law. Individuals “prohibited”
unde law may apply to the Commissioner for written consent, and must not engage or

participate in the business of insurance unless and until they are granted such consent.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has a written plan to address fraud throughout the organization.

= As part of the claims department, the Company has a Special Investigative Unit (“SIU”)
dedicated to the prevention and handling of fraudulent activities.

12




= The SIU function does not make a distinction between claims in which the insured’s
policy is ceded to CAR or is retained by the Company. Similarly, no distinction is made
between claims on business produced by voluntary agents or by ERPs.

= The Company’s SIU function has written policies, guidelines and procedures to address
claim fraud prevention.

= The Company adheres to SIU standards established by CAR.

m  The SIU tracks and investigates potentially fraudulent activity with the assistance of other
departments, and reports such activity to regulators as necessary.

= The Arbella Group’s policy is to seek the Division’s approval regarding the hiring of any
“prohibited person” when it wishes to employ such a person.

Controls Reliance: Controls tested via documentation inspection, procedure obe%xu)and/or
i

corroborating inquiry appear to be sufficiently reliable to be considered in det the extent
of transaction testing procedures. :

Transaction Testing Procedure: RNA reviewed the Compan Qt}
procedures, and the work of the SIU, as part of various claim standaéo

Transaction Testing Results:

aud policies and

Findings: None. Q
Observations: Based upon RNA’s review%h Company’s policies and procedures, it
appears that the Company generally has anti-fraud initiatives in place to detect, prosecute,

and prevent fraudulent insurance ab

Recommendation: None. (Q\

Standard 1-4. The company h&\alid disaster recovery plan.

No work performed. ired activity for this Standard is included in the scope of the
statutory financial& ion of the Company which is ongoing.

Standard I-’N’\pe company adequately monitors the activities of the Managing General
Agents (MGA).

N @performed. The Company does not utilize MGAs; therefore this standard is not
a&ab e to this examination.

Standard I-6. Company contracts with MGAs comply with applicable statutes, rules and
regulations.

No work performed. The Company does not utilize MGAs; therefore this standard is not
applicable to this examination.
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Standard 1-7. Records are adequate, accessible, consistent and orderly and comply with
record retention requirements.

Objective: This Standard addresses the organization, legibility and structure of files, as well as
the determination of the Company’s compliance with record retention requirements.

Controls Assessment: The Company has record retention policies and procedures for each key
function and department, which note the length of time each document must be retained j&ow

documents should be destroyed.

Controls Reliance: Controls tested via documentation inspection, procedure obser W}md/or
corroborating inquiry appear to be sufficiently reliable to be considered in determimi e extent
of transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the record retention polici d evaluated them
for reasonableness.
Transaction Testing Results: 03

Findings: None.

Observations: The Company’s home office rd retention policies appear reasonable.

Recommendations: None. E

Standard I-8. The company is Iiceq@‘fﬁe lines of business that are being written.

M.G.L. c. 175, 8§ 32 and 47
Obijective: This Standard ﬁwhether the lines of business being written by a Company are
d lines of business.

in accordance with theQ
Pursuant to M.G % , 8 32, domestic insurers must obtain a certificate authorizing it to issue
policies or co

r

dditionally, M.G.L. c. 175, § 47 sets forth the various lines of business for
which an insﬁx

y be licensed.
Contr,a&essment: Due to the nature of this Standard, no controls assessment was performed.

g&%ﬁ%eliance: Not applicable.

Transaction Testing Procedure: RNA reviewed the Company’s Certificate of Authority, and
compared it to the lines of business the Company writes in the Commonwealth.

Transaction Testing Results:

Findings: None.

Observations: The Company is licensed for the lines of business being written.

14




Recommendations: None.

Standard 1-9. The company cooperates on a timely basis with examiners performing the
examinations.

M.G.L. c. 175, § 4.

Objective: This Standard addresses the Company’s cooperation during the coursg{the

examination. \)
M.G.L. c. 175, § 4 sets forth the Commissioner’s authority to conduct examination%n insurer.

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

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s level of co and responsiveness to
examiner requests was assessed throughout the examination. Q,

Transaction Testing Results: &

Findings: None.

Observations: The Company’s I@Goperaﬁon and responsiveness to examiner

requests was exemplary. ,\
Recommendations: None. &

Standard 1-10. The ¢ has procedures for the collection, use and disclosure of
information gathered..in ction with insurance transactions to minimize any improper
intrusion into the p i‘ applicants and policyholders.

Gramm-Leach- %Act, 88 502, 503, 504 and 505 and 16 Code of Federal Regulations
(“CFR”) Paft3

Obijective: is Standard addresses the Company’s policies and procedures to ensure it
mi ' improper intrusion into the privacy of consumers.

T&ramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313, set forth
requirements for proper notice to consumers and restrictions on a financial institution’s ability to
disclose nonpublic personal information about consumers to nonaffiliated third parties. Further, a
financial institution must provide its customers with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
information about a consumer to nonaffiliated third parties, unless the institution satisfies various
disclosure and opt-out requirements and the consumer has not elected to opt out of such
disclosure.
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Controls Assessment: The following key observations were noted in conjunction with the review
of Standards I-10 through 1-17:

The Company’s practice is to provide the Privacy Policy when the policy is delivered.
The Privacy Policy states that the Company collects certain types of nonpublic personal
information from third parties or other sources, and gives examples of such third parties
or other sources. Further, the Privacy Policy notes that that the Company may disclose
information as permitted by law, and that customers have a right to access and to correct
errors in this information.

s The Company’s Privacy Policy states that it does not disclose any nonpublic persenal
information to any affiliate or non-affiliated third party other than those permit law,
and only for the purpose of transacting the applicant’s insurance coveras i

The Company annually provides its Privacy Policy to customers via m
The Company provides its Privacy Policy on its website.
The Company annually conducts an information systems ris@%ment to consider,
document and review information security threats and co . e risk assessment
evaluations have resulted in continual improvements to info%o systems security.

= Company policy requires that information technolo@ ity practices safeguard
nonpublic personal and health information, and co s these practices in training

programs, compliance presentations and various oranda as needed. Company policy
requires all staff to take annual privacy training, to sign an acknowledgement of

having taken such training.

s Only individuals approved by Compar&anagement are granted access to the
Company’s key electronic and operational areas where nonpublic personal and health
information is located. Access is f@ and strictly monitored.

Controls Reliance: Controls tested vi entation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent

of transaction testing procedures. Yy
Transaction Testing Pro@NA interviewed Company personnel with responsibility for

privacy compliance, an: d documentation supporting its privacy policies and procedures.

Transaction Testin(lae

Fin . None.

ations: It appears that the Company’s privacy practices minimize any improper
rusion into the privacy of applicants and policyholders, and are disclosed to
licyholders in accordance with the Company’s policies and procedures.

Recommendations: None.

16



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

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

The objective of this Standard relates to privacy matters and is included in Standards I1-10 and I-
12 through 1-17.

Standard 1-12. The company has policies and procedures to protect the privacy of
nonpublic personal information relating to its customers, former customers and{s)u rs

that are not customers
Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313. E

the privacy of non-public personal information.

Objective: This Standard addresses the Company’s policies and proc%% ensure it protects

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 m- FR Part 313 set forth
requirements for proper notice to consumers and restrictions% nancial institution’s ability to
disclose nonpublic personal consumer information to ffiliated third parties. Further, a
financial institution must provide its customers with i notice of its privacy policies and
practices. In addition, a financial institution is p ited from disclosing nonpublic personal
information about a consumer to nonaffiliated t 'r(ﬂf‘ies, unless the institution satisfies various
disclosure and opt-out requirements and t sumer has not elected to opt out of such
disclosure.

Controls Assessment: See Standard | \

Controls Reliance: See Standar. —

Transaction Testing Procedu NA interviewed Company personnel with responsibility for
privacy compliance, al ed documentation supporting its privacy policies and procedures.
Transaction Testi s S:

Fin s, None.

ations: Based upon RNA’s review, it appears that the Company’s privacy
icies and procedures adequately protect consumer non-public personal information.

&mendaﬂons None.
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Standard 1-13. The company provides privacy notices to its customers and, if applicable, to
its consumers who are not customers regarding treatment of nonpublic personal financial
information.

Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313.

Objective: This Standard addresses the Company’s practice of providing privacy notices to
customers and consumers.

requirements for proper notice to consumers and restrictions on a financial institution’ ity to
disclose nonpublic personal information about consumers to nonaffiliated third partigs=:Further, a
financial institution must provide its customers with a written notice of its pr policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
information about a consumer to nonaffiliated third parties, unless the i t%n satisfies various
disclosure and opt-out requirements and the consumer has not 0 opt out of such

disclosure.
Controls Assessment: See Standard 1-10. 0
Controls Reliance: See Standard I-10. Q

Transaction Testing Procedure: RNA intervie (%gmpany personnel with responsibility for
privacy compliance, reviewed documentation,@rti g its privacy policies and procedures, and

examined whether the privacy notice provi@ icient information and disclosures.

Transaction Testing Results: (Q\

Findings: None. Yw

Observations: % RNA'’s review of the Company’s privacy notice and its
privacy practice ears that the Company provides a sufficient privacy notice to
applicants p licyholders regarding its collection and disclosure of non-public

personal al“information, in accordance with the Company’s policy.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 3%&%’9%

Recommendaﬁo . None.

1-14. If the company discloses information subject to an opt out right, the
any has policies and procedures in place so that nonpublic personal financial
information will not be disclosed when a consumer who is not a customer has opted out, and
the company provides opt out notices to its customers and other affected consumers.

St

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

No work performed. The Company does not utilize opt out rights as it does not share information
with others for marketing purposes; therefore, this standard is not applicable to this examination.
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Standard 1-15. The company’s collection, use and disclosure of nonpublic personal financial
information are in compliance with applicable statutes, rules and regulations.

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

Obijective: This Standard addresses the Company’s policies and procedures regarding collection,
use and disclosure of nonpublic personal financial information.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set, forth
requirements for proper notice to consumers and restrictions on a financial institution’s ability to
disclose nonpublic personal information about consumers to nonaffiliated third parties. Further, a
financial institution must provide its customers with a written notice of its privac%%%c}'&s and

practices. In addition, a financial institution is prohibited from disclosing no ersonal
information about a consumer to nonaffiliated third parties, unless the instituti isfies various
disclosure and opt-out requirements and the consumer has not elected. to out of such
disclosure.

Controls Assessment: See Standard 1-10. §)

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA interviewed personnel with responsibility for
privacy compliance, and reviewed documentation S‘Q ting its privacy policies and procedures.

Transaction Testing Results: . ;\‘

Findings: None.

Observations: Based upan ’S review, it appears that the Company’s policies and
procedures provide rea ﬁ%essurance that the Company properly collects, uses and
discloses nonpublic pers inancial information.

Recommendations: Nﬁ%«

Standard I-1 tates promulgating the health information provisions of the NAIC model
regulation, viding equivalent protection through other substantially similar laws
under jur| iction of the Department of Insurance, the company has policies and
procedures place so that nonpublic personal health information will not be disclosed
ex \% permitted by law, unless a customer or a consumer who is not a customer has
rized the disclosure.

Objective: This Standard addresses the Company’s policies and procedures for maintaining the
privacy of nonpublic personal health information related to claims.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and procedures
related to liability claims.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA'’s review of the Company’s policies, procedures and
liability claims, it appears that such policies and procedures provide reasonable asstrance
that the Company maintains the privacy of nonpublic personal health informaiQ) ed

to claims.
Recommendations: None. 0%

Standard 1-17. Each licensee shall implement a comprehensive w Wrmaﬁon security
program for the protection of nonpublic customer information. %

Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 1 rt 313.

Objective: This Standard addresses the Company’s j %ﬁon security efforts to ensure that
nonpublic consumer information is protected.

&d 505 and 16 CFR Part 313, set forth
restrictions on a financial institution’s ability to
sumers to nonaffiliated third parties. Further, a
rs with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
information about a consumer to n iliated third parties, unless the institution satisfies various
disclosure and opt-out require and the consumer has not elected to opt out of such

disclosure.
Controls Assessment: ;ndard 1-10.

Standard 1-10.

The Gramm-Leach-Bliley Act, 88 502, 50
requirements for proper notice to consume
disclose nonpublic personal information
financial institution must provide its

t

Controls Reli

iance, and reviewed documentation supporting its privacy policies and procedures.

priva@
&e\ on Testing Results:

Findings: None.

Transac%‘l:z ing Procedure: RNA interviewed Company personnel with responsibility for

Observations: Based upon RNA’s review of the Company’s information security
policies and procedures, it appears that the Company has implemented an information
security program which provides reasonable assurance that its information systems
protect nonpublic customer information.

Recommendations: None.
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I. COMPLAINT HANDLING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard 11-1. All complaints are recorded in the required format on the company
complaint register.

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tracks c wts or
grievances as required by statute.

Pursuant to M.G.L. c. 176D, § 3(10), an insurer is required to maintain e record of all
complaints it received from the date of its last examination. The rec |nd|cate the total
number of complaints, the classification of each complaint by line of-ins e, the nature of each
complaint, the disposition of each complaint and the time to proc omplaint.

Controls Assessment: The following key observations WereQ conjunction with the review
of this Standard:
= Written Company policies and procedures g yQS‘ omplaint handling process.
= The Company logs all written complaints i plaint register in a consistent format.
= The complaint register includes the datesrec d the date closed, the person making the
complaint, the insured, the policy nu tate of residence, the nature of the complaint
using NAIC reason codes and the t disposition using NAIC reason codes.
= The Company policy is to res % Division complaints within 14 calendar days of

receipt when possible, and | manner once it receives and evaluates all required
information.

= The Company stated that vides its toll free telephone number and address in its
written responses to r inquiries, and on its web site.

Controls Reliance: %fé ted via documentation inspection, procedure observation and/or
corroborating inqui to be sufficiently reliable to be considered in determining the extent
of transaction te rocedures

Transaction 'ﬁ(s' g Procedure: RNA interviewed management and staff responsible for
compla%’émﬁhg, and examined evidence of the Company’s related processes and controls.

RNA and reviewed three Massachusetts complaint files from the examination period to
eva % e Company’s compliance with M.G.L. ¢. 176D, 8§ 3(10). RNA reviewed the files for
each~complaint, noting the Company’s response date and the adequacy of documentation
supporting the resolution of the complaint. RNA also compared the Company’s complaint
register to the Division’s complaint records to ensure that the Company’s records were complete.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company’s format for recording each reviewed
complaint included all necessary information. Based upon the results of testing, it
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appears that the Company’s processes for recording complaints in the required format are
functioning in accordance with its policies, procedures, and statutory requirements.

Recommendations: None.

Standard 11-2. The company has adequate complaint handling procedures in place and
communicates such procedures to policyholders.

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company has adequate complain dling
procedures and communicates those procedures to policyholders. ‘%

M.G.L. c. 176D, 8 3(10) requires that (a) the Company has documented pr.
handling (b) the procedures in place are sufficient to enable satisfactor;
received as well as to conduct root cause analyses in areas developi
method for distribution of and obtaining and recording responses t
to allow response within the time frame required by state law,
telephone number and address for consumer inquiries.

Controls Assessment: Refer to Standard I1-1. &

ed for complaint
ing of complaints
aints; (c) there is a
aints that is sufficient
he Company provides a

Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA 'ed management and staff responsible for
complaint handling, and examined evi he Company’s related processes and controls.
RNA selected and reviewed three M etts complaint files from the examination period to
evaluate the Company’s compliance wi .G.L. c. 176D, § 3(10). In addition, the Company’s
website and various forms sent %ﬁolders were reviewed to determine whether they comply

with the requirement that the Company provide contact information for consumer inquiries.

Transaction Testing Resu%

Findings;

. It appears from the complaints reviewed that the Company has adequate
s in place to address complaints, and communicates such procedures to

olders. However, RNA noted that the Company has not established formal Key
ormance Indicators (“KPIs™) for monitoring complaint handling activity.

R&amendations: The Company shall develop and implement KPIs for complaint handling.
Further, the internal audit department shall periodically monitor the Company’s compliance with
its complaint handling policies and regulatory requirements.

Subsequent Action: The Company has subsequently developed KPIs for complaint handling.
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Standard 11-3. The company takes adequate steps to finalize and dispose of the complaint
in accordance with applicable statutes, rules and regulations and contract language.

Objective: This Standard addresses whether the Company response to the complaint fully
addresses the issues raised, is properly documented, includes appropriate remedies and complies
with statutes, regulations and contract language.

Controls Assessment: Refer to Standard 11-1.

Controls Reliance: Refer to Standard I1-1. '«

Transaction Testing Procedure: RNA interviewed management and staff le for
complaint handling, and examined evidence of the Company’s related proc d controls.
RNA selected and reviewed three Massachusetts complaint files from thei\f |on period, to

evaluate the Company’s actions related to the complaint disposition. %
Transaction Testing Results: %

Findings: None.

ddressed the issues raised in the
plaints appeared to be complete,
espondence and the Company’s complaint
y complainants with similar fact patterns

Observations: RNA noted that the Compan
complaints reviewed. Documentation fo
including the original complaint, related ¢
register information. RNA is not aware-of

that were not treated consistently a sonably.
Recommendations: None. (Q\
Standard 11-4. The time fra ithin which the company responds to complaints is in

accordance with applicable s es, rules and regulations.

Objective:  This d “addresses the time required for the Company to process each

omplaint
Massachuse%g-:g not have a specific time standard in the statutes or regulations. However, the
e

Divisio s established a practice of requiring insurers to respond to complaints within 14
calen rom the date it receives such complaints from the Division.

g&o Assessment: Refer to Standard 11-1.

Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
RNA selected and reviewed three Massachusetts complaint files from the examination period, to
evaluate the time frame within which the Company responds to complaints.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted that during 2005 the Company did not timely respond to two
claims-related Division complaints of the three complaints tested. However, RNA also
noted the Company took corrective actions in the spring of 2006 to timely respond to
claims-related Division complaints. Based on the results of testing, after the corrective
action that the Company has taken, it appears that the Company’s proce for
responding to complaints in a timely manner are functioning in accordance its

policies, procedures, and statutory requirements.
Recommendations: The Company’s KPIs for complaint handling shall i %etrics for
monitoring timeliness of complaint responses.

Subsequent Actions: The Company’s subsequently-develo ;—??s for complaint
handling include metrics for monitoring timeliness of complai nses.

24



1. MARKETING AND SALES

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard 111-1. All advertising and sales materials are in compliance with applicable
statutes, rules and regulations.

M.G.L. c. 176D, 8§ 3; Division of Insurance Bulletin 2001-02.

Obijective: This Standard addresses whether the Company maintains a system of&er the
content, form and method of dissemination for all advertisements of its policieQ

Pursuant to M.G.L. c. 176D, § 3, it is deemed an unfair method of com ion.to misrepresent or
falsely advertise insurance policies, or the benefits, terms, conditi advantages of said
policies. Pursuant to Division of Insurance Bulletin 2001-02, aég er who maintains an
Internet website must disclose on that website the name of pany appearing on the

certificate of authority, and the address of its principal office

Controls Assessment: The following key observations ed in conjunction with the review

of this Standard:
= Advertising and sales materials deve peQe in the Company’s home office by the
marketing research and development are targeted to consumers and producers. All
sales and promotional materials ar, itted to a public relations consultant for review
prior to use.

= The Company permits prod(&srr develop advertising general in nature, but requires
them per the standard agen%g act to obtain home office approval prior to use of such
material.

»  The Company’s policy-isito'disclose its name and address on its website.

Controls Reliance: tested via documentation inspection, procedure observation and/or
corroborating inqui r to be sufficiently reliable to be considered in determining the extent
of transaction testi rocedures.

Transactign%gi 0 Procedure: RNA interviewed Company personnel with responsibility for

ing .and approving advertising and sales materials. RNA reviewed seven pieces of
and sales materials for compliance with statutory and regulatory requirements. RNA
algo.reviewed the Company’s website for appropriate disclosure of its name and address, and
general compliance with statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.
Observations: The results of RNA’s testing showed that advertising and sales materials

comply with Massachusetts M.G.L. c¢. 176D, § 3. The Company’s website disclosure
complies with the requirements of Division of Insurance Bulletin 2001-02. The
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Company’s legal department does not review all advertising and sales materials prior to
use.

Recommendations: The Company should consider a implementing a new procedure requiring
that its public relations consultant, who is an attorney, determine whether any issues that warrant
review by the Company’s legal department exist with each proposed sales or advertising piece,
and provide the questionable material to the Company’s legal department for review prior to
distribution and use of such material.

Subsequent Actions: The Company has subsequently hired a vice-president of mg&;igng
and an assistant vice-president of marketing, who, in conjunction with the al
department, will develop appropriate processes and procedures governing tr

all sales and advertising materials prior to their use and distribution. U
procedures are in place, the legal department is now reviewing all sale advertising
materials prior to their use and distribution. %

Standard 111-2. Company internal producer training materi re in compliance with
applicable statutes, rules and regulations.

Objective: This Standard addresses whether all of the xé producer training materials are
in compliance with state statutes, rules and regulation

11-3:

= The Company electronically dist ip oducer training materials focusing on Company
policies, practices and proce & uding those relating to underwriting and rating,

policyholder service, and cla

= The Company’s produger e access to electronic policy and procedures manuals
through the Company’s web portal.

Controls Assessment: The following controls %re ed as part of this Standard and Standard

Controls Reliance: Ce %ﬁsted via documentation inspection, procedure observation and/or
corroborating inquiry ap to be sufficiently reliable to be considered in determining the extent

of transaction te rocedures.

Trans.actionN‘ta Procedure: RNA interviewed Company personnel with responsibility for
developingy and “distributing producer training materials, and reviewed such materials in use
durin ination period for accuracy and reasonableness.

T&fsac ion Testing Results:

Findings: None.

Observations: The Company’s training materials provided to producers appear to
accurate and reasonable.

Recommendations: None.
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Standard 111-3. Company communications to producers are in compliance with applicable
statutes, rules and regulations.

Objective: This Standard addresses whether the written and electronic communication between
the Company and its producers is in accordance with applicable statutes, rules and regulations.

Controls Assessment: See Standard 111-2.

Controls Reliance: See Standard I11-2.

Transaction Testing Procedure: RNA interviewed Company personnel with respo siﬁmr
developing and distributing producer communications, and reviewed one com Jﬁﬁgy}on to
producers in use during the examination period for accuracy and reasonableness

Transaction Testing Results: :: Q

Findings: None.

Observations: The Company’s communications to ;rs appear accurate and

reasonable.
Recommendations: None. Q%
Standard 111-4. Company mass marketi f property and casualty insurance is in
compliance with applicable statutes, rul gulations.

M.G.L.c.175,§193R

No work performed. This Standa not covered in the scope of examination because the
Company does not offer affini p discounts for commercial automobile policies.

N
O
&
&
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V. PRODUCER LICENSING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard IV-1. Company records of licensed and appointed (if applicable) producers agree
with department of insurance records.

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bulleti s'ﬁ&ll
and 2001-14. &

Objective: The Standard addresses licensing and appointment of the Company@ncers.

M.G.L c. 175, § 162l requires all persons who solicit, sell or n i insurance in the
Commonwealth be licensed for that line of authority. Further, any cer shall not act as
an agent of the Company unless the producer has been appoint % Company pursuant to
M.G.L c. 175, § 1625, 6

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Co and-Law Enforcement Act of 1994
(“Act”), it is a criminal offense for anyone “engaged. i siness of insurance” to willfully
permit a “prohibited person” to conduct insurance i ithout written consent of the primary
insurance regulator. A “prohibited person” is an individual who has been convicted of any felony
involving dishonesty or a breach of trust or certain other offenses and who willfully engages in
the business of insurance as defined in the . In accordance with Division of Insurance
Bulletins 1998-11 and 2001-14, any enti ting insurance activity in Massachusetts has the
responsibility of notifying the Divisign, riting, of all employees and producers acting as
agents who are affected by this law. e individuals may either apply for an exemption from
the law, or must cease and desis fr%&eir engagement in the business of insurance.
Controls Assessment: Th & key observations were noted in conjunction with the review
of this Standard:
= The Comp @p ointment procedures are designed to comply with the statutory
require @a a producer be appointed as agent within 15 days from the date the
t is executed, or when the first policy application is received.
ny’s policy is to seek the Division’s approval regarding the appointment of

“prohibited person” as noted above in instances where the Company wishes to
nt such a person as agent.

@we Company maintains an automated producer database that tracks all producer
terminations, appointments and other licensing changes relating to appointed agents and
ERPs.

= The Company verifies that producers are properly licensed for the lines of business to be
sold in Massachusetts prior to contracting with them as agents.

= All appointed agents and ERPs are required to enter into a written contract with the
Company prior to selling business. Contract standard terms and conditions address
proper licensure, maintenance of records, binding authority, claim reporting, commission
rates, premium accounting, advertising, and termination/suspension provisions. The
contract also gives the agent exclusive control over expirations and records.
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= The Company requires appointed agents to maintain E&O coverage.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be 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. RNA reviewed evidence of agent
appointments in conjunction with testing of commercial automobile, commercial multig::z%l:nd

workers’ compensation policies issued or renewed during the examination period. RNA.verified
that the sales agent was included on the Division’s list of the Company’s appointed agents at-the

time of sale.
Transaction Testing Results: §
Findings: None. %
9

Observations: Based on the results of RNA’s testing, a% producers who sold
policies during the examination period were properly | ed; and most were included

on the Division’s list of the Company’s appointed at the time the policies were
issued. While not required by statute, it is the y’s policy to appoint all of its

producers as agents. Q
Recommendations: The Company and the Div@; shall complete a reconciliation of the
Company’s agent appointments at a mutually agreed tipon date to ensure that such appointment

records are in agreement.
Subsequent Actions: The Company st\pﬁﬂ&is now appointing all producers as agents.

Standard 1V-2. Producers.are erly licensed and appointed (if required by state law) in
the jurisdiction where the-application was taken.

18 U.S.C. § 1033; @ . 175, 88 1621 and 162S; Division of Insurance Bulletins 1998-11
and 2001-14.

See Standard%i,

[V-3. Termination of producers complies with applicable statutes regarding
cation to the producer and notification to the state, if applicable.

M.G.L. c. 175, § 162T.

Objective: This Standard addresses the Company’s termination of producers in accordance with
applicable statutes requiring notification to the state and the producer.

Pursuant to M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the

effective date of the producer’s termination, and if the termination was for cause, must notify the
Division of such cause.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company’s policy and practice is to notify the Division of agent terminations as
required by statute.

= The Company’s policy and practice is to notify the Division of the reason for agent
terminations when the termination is “for cause.”

= The Company has a process for notifying agents that they have been terminated, which
complies with statutory and contractual requirements. A{

Controls Reliance: Controls tested via documentation inspection, procedure obseryation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determiqi
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with re ibility for producer
contracting and termination processing. RNA selected terminated al m the Company’s
termination listing and the Division’s termination records, an red the termination

information on both listings.

Transaction Testing Results: )@
Findings: None. Q

Observations:  The results of RNA’s%sti showed that the Company appears to be

notifying the Division when it ter agent appointments. RNA noted that the
Company did not consistently e agent appointments via OPRA when the
terminations were requested b & ucer.

Recommendations: The Companyw opt policies and procedures to ensure that it terminates

agent appointments through OP n they are requested by the producer.

Subsequent Actions: Th ny states that it is now using the OPRA system to terminate

agent appointments. Q

Standard | @ company’s policy of producer appointments and terminations does not
result in}{al scrimination against policyholders.
Obje %

Controls Assessment: Refer to Standards 1V-1 and 1V-3.

The Standard addresses the Company’s policy for ensuring that producer
nts and terminations do not unfairly discriminate against policyholders.

Controls Reliance: Refer to Standards V-1 and 1V-3.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting, and processing of appointments and terminations. In conjunction with testing of
commercial automobile, commercial multi-peril and workers’ compensation policies issued or
renewed during the examination period, RNA reviewed documentation for any evidence of unfair
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discrimination against policyholders resulting from the Company’s policies regarding producer
appointments and terminations.

Transaction Testing Results:

Findings: None.

Observations:  Through testing of commercial policies, no evidence of unfair
discrimination against policyholders was noted as a result of the Company’s policies
regarding producer appointments and terminations.

Recommendations: None. \)

Standard IV-5. Records of terminated producers adequately defun\n_t) reasons for

terminations.
M.G.L. c. 175, 88 162R and 162T. @

Objective: The Standard addresses the Company’s documen ;d)producer terminations.

Pursuant to M.G.L. c. 175, § 162T, the Company must %‘me Division within 30 days of the
effective date of a producer’s termination, and if ermination was for cause as defined in
M.G.L. c. 175, § 162R, the Company must notify t ivision of such cause.

Controls Assessment: Refer to Standard IVQ

Controls Reliance: Refer to Standard X

the Company during the examin

Transaction Testing Resu@g

Transaction Testing Procedure; selected agents whose appointments were terminated by
eriod, and reviewed the reasons for each termination.

Findings;

Based on RNA'’s testing, the Company’s internal records adequately
reasons for agent terminations. None of the terminations that RNA tested was

um
; se as defined by statute.

dations: None.

Standard 1V-6. Producer accounts current (account balances) are in accordance with the
producer’s contract with the company.

No work performed. This Standard is not covered in the scope of examination because the
Company direct bills most premiums, thus, excessive debit account balances are not a significant
issue. If material debit account balances existed, they would be evaluated in the scope of the
statutory financial examination of the Company.
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V. POLICYHOLDER SERVICE

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

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

M.G.L. c. 175, 8§ 193B and 193B .

Objective: This Standard addresses efforts to provide policyholders with suffi wvance
notice of premiums due and notice of cancellation due to non-payment.
i m@y be paid in

ction with the review

Pursuant to M.G.L. c. 175, 88 193B and 193B %2, motor vehicle pre
installments with interest charged on the unpaid balance due as of the bilk

Controls Assessment: The following key observations were noted ir%

of this Standard: Q
= Most policyholders are direct billed, and generally1%t renewal and billing notice
val effective date. Some policyholders

eating the coverage type and policy
limits, with the applicable premium, is incl ‘ the renewal billing notice.

= Installment billing notices are generated automatically through the Company’s policy
administration systems approximatel s before payments are due.
= Company policy generally requi % premium down payment at the time an

application is taken. The re emium and applicable service charges are direct
billed to policyholders in up installments.

= All installment billing o?gcontain disclosures regarding grace periods and policy
cancellation for non-pa of premium.

Transaction ’Ks ing Procedure: RNA interviewed Company personnel with responsibility for
policyh(%;eﬁice. RNA reviewed billing notice dates for 10 commercial automobile policies,

10 ¢ fal multi-peril policies and five workers’ compensation policies issued or renewed
duri amination period, and reviewed installment and interest charges on a limited basis.

Transaction Testing Results:

Findings: None.

Observations: The premium and billing transactions tested were processed according to
the Company’s policies and procedures. Based upon the results of testing, the
Company’s processes for mailing billing notices with adequate advance notice, and for
charging monthly service charges on installment payments, appear to be functioning in
accordance with its policies, procedures, and statutory requirements.
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Recommendation: None.

Standard V-2. Policy issuance and insured requested cancellations are timely.

M.G.L. c. 175, § 187B.

requests are processed timely. Objectives pertaining to policy issuance are included in

Objective: This Standard addresses the Company’s procedures to ensure customer cancellation
Underwriting and Rating Standard VI-16. Return of premium testing is included in Underwriting

and Rating Standard V1-25. %
Pursuant to M.G.L. c. 175, § 187B, insurers are required to return unear ium in a
reasonable time upon receipt of the policyholder’s request to cancel.

Controls Assessment: The following key observations were noted in.conj ion with the review
of cancellation and withdrawals under this Standard:

= Company policy is to cancel policies upon notifi af m the producer of the
policyholder’s request, and to process premium refu atimely manner.

= The Company refunds unearned premium to th older on a pro-rata or short rate
d&

basis pursuant to statutory and regulatory guidelines.

= Automobile policyholders can cancel thei icy-only after filing a Form 2A-Notice of
Transfer of Coverage, proof that the vehicle*has been taken out of service or evidence
that the policyholder has moved out chusetts.

Controls Reliance: Controls tested vi %mentation inspection, procedure observation and/or
corroborating inquiry appear to beﬁu iciently reliable to be considered in determining the extent

of transaction testing procedure

Transaction Testing Pro . “*RNA interviewed Company personnel with responsibility for
policyholder service a 13 commercial automobile, five commercial multi-peril and two
workers’ compensati sured-requested cancellations for the examination period. RNA
reviewed eviden cancellation that it was processed timely.

Transaction ‘&sty Results:

s: None.

Q bservations:  The insured-requested cancellations tested were processed timely

according to the Company’s policies and procedures. Based upon the results of testing,
the Company’s processing of insured-requested cancellations appears to be functioning
in accordance with its policies, procedures, and statutory requirements.

Recommendations: None.
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Standard V-3. All correspondence directed to the company is answered in a timely and
responsive manner by the appropriate department.

Obijective: This Standard addresses the Company’s procedures to provide timely and responsive
information to customers by the appropriate department. Complaints are covered in the
Complaint Handling section. Claims are covered in the Claims section.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard: 4

= The Company has approximately 25 customer service representatives swer
policyholders’ telephone inquiries about their policies or billing matters

= The Company considers its producers as having the primary reIh p with the
policyholder. Since customer service representatives are n icensed producers,
policyholders must request endorsements and policy changesthrough the producer.
Policyholders who request such changes through customer an be transferred to
the producer for servicing.

= The Company monitors customer service call waiti s, call abandon rates and
individual customer service representatives’ per me use to ensure that adequate

resources are available to address customer inquiri
Controls Reliance: Controls tested via document %pection, procedure observation and/or
corroborating inquiry appear to be sufficiently réliablesto be considered in determining the extent
of transaction testing procedures.
Transaction Testing Procedure: R sed correspondence procedures with Company

personnel and reviewed correspond in“conjunction with underwriting, rating, policyholder
service and claim standards. R?ﬁm@l 0 obtained documentation showing customer service
Vv

representatives’ time use and th call abandon rate.

Transaction Testing Resﬁ,;
Findings: %@
Obs

© Based upon a review of general correspondence between policyholders
and th mpany regarding underwriting, rating, policyholder service and claims, and

%ﬂ of the above information, it appears that the Company handles customer inquiries
@ orrespondence directed to the Company in a timely and responsive manner.

Re mendations: None.

\Standard V-4. Claims history and loss information is provided to insured in timely manner.

Objective: This Standard addresses the Company’s procedures to provide history and loss
information to insureds in a timely manner.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
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m  The Company’s producers and the Company’s claims personnel have access to claims
history and paid loss information from a statewide automobile claim database and a
private Comprehensive Loss Underwriting Exchange database.

= The Company’s policy is to provide, or ask the producer to provide the policyholder with
its claims history and paid loss information upon request.

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

Transaction Testing Procedure: RNA discussed with Company personnel its I;;%nd
procedures for responding to policyholder inquiries regarding claims history id loss
information.

Transaction Testing Results: C 0

Findings: None. C
Observations:  The testing of underwriting and claims, complaints and
a

policyholder service noted no evidence of the Comp g to respond to policyholder
inquiries on claims history and paid loss informati

Recommendations: None. Q

Standard V-5. Whenever the company éfgrs the obligations of its contracts to another
company pursuant to an assumptio ance agreement, the company has gained the
prior approval of the insurance de(& t and the company has sent the required notices

to affected policyholders.

No work performed. The C oes not enter into assumption reinsurance agreements.
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VI. UNDERWRITING AND RATING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard VI-1. The rates charged for the policy coverage are in accordance with filed rates
(if applicable) or the company’s rating plan.

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, 8§85, 6 and 9.
Commercial Automobile: M.G.L. c. 175E, 8§ 7; 211 CMR 78.00, 86.00, 91.00 and 124.00:
Commercial Multi-peril: M.G.L. c. 174A, 885, 6 and 9. x)
Workers” Compensation: M.G.L. c. 152, § 53A; 211 CMR 110.00, 211 CMR‘@ nd 211

CMR 115.00.

Objective: This Standard addresses whether the Company is charging s using properly

filed rates.
Pursuant to M.G.L. c. 175A, § 5, rates for commercial automo ;multi-peril policies shall
be based on past and prospective loss experience, a reasonab argin for underwriting profit and

contingencies, investment income, unearned premium res s and loss reserves. Rates shall not
be excessive, inadequate or unfairly discriminatory, an %e filed with the Commissioner as
provided by M.G.L. c. 175A, § 6 prior to use. | rs must also use filed rates, unless they
obtain approval for a rate deviation, as set forth in .L.c.175A, §9.

For commercial automobile policies, M. %SE, 8 7 and 211 CMR 78.00 require every
insurer or rating organization authorized ile on behalf of such insurer to file with the
Commissioner its classifications, rul % ates, rating plans and modifications of any of the
foregoing not less than 45 days befo e effective date thereof. 211 CMR 86.00 requires
premium discounts for anti-thef, dw, and 211 CMR 124.00 mandates premium discounts for
certain safety features. Finall R 91.00 also prescribes requirements for the filing of rates

with the Commissioner a% ays prior to their effective date.

For commercial multi licies, pursuant to M.G.L. c. 174A, 8 5, fire rates shall be based on
past and prospective :loss-experience during a period of not less than the most recent five-year

i i experience is available, and shall consider a reasonable margin for
t and contingencies. Finally, such rates shall not be excessive, inadequate or
inatory. M.G.L. c. 174A, 8 6 requires the filing of fire rates with the

unfairly _giscri
Commi ; and M.G.L. c. 174A, 8§ 9 requires insurers to use such filed rates, unless the
s approval from the Commissioner for a rate deviation.

underwritin

insyre

F&orkers’ compensation policies, M.G.L. c. 152, § 53A specifies a rate filing process and
statistical reporting requirements using experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide guidance on rate
filing procedures, premium credit filings and the conduct of rate hearings.

36




Controls Assessment: The following key observations were noted in conjunction with the review
of Standards VI-1 and VI-4:

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

= Company policy prohibits unfair discrimination in the application of premium discounts
and surcharges, and in the application of the general rating methodology, in accordance
with statutory and regulatory requirements.

= Commercial automobile rates are determined by CAR for those risks ceded to CAS, and

such rates are filed with the Division. All other commercial automobile are
otherwise filed with the Division for approval prior to use. M
s, and

= Commercial multi-peril rates are based on Insurance Services Office (“I
the Company files such rates with the Division for use to comply with"statutory and
Ory, coverage

regulatory requirements. Property coverage rating criteria include te
amount and type, property age, protection class and structure ty. Liability coverage
rates are generally based on the type of business, number yees, payroll and
annual revenue.

= Workers’ compensation rates are determined by the WCI@% such rates are filed with

the Division.
= The Company’s reinsurer conducts periodic reviews of the Company’s workers’
compensation underwriting and rating policies dures.
Controls Reliance: Controls tested via document pection, procedure observation and/or

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

the underwriting process, and revie rating information. Further, RNA also reviewed the
reinsurer’s most recent workers’ ensation underwriting review report dated November 2,
2005. RNA selected eight co ial automobile policies, six commercial multi-peril policies
and four workers’ compens icies issued or renewed during the examination period to test
rate classifications and p charged. RNA verified that the policy premium, discounts and
surcharges for each p plied with statutory and regulatory requirements, and with rates as
filed with the Division.

Transaction @Results:

%ﬂg@ Testing noted one workers’ compensation policy that was incorrectly rated.
@ ating error appears to be confined to one policy, and the Company stated that it has
Q en corrected. Further, the Company stated that it has implemented controls to ensure

Transaction Testing Procedure: RN @Wed Company personnel with responsibility for
wé&th

that this error will not recur.

Observations: Based on the results of testing and review of the reinsurer’s underwriting
review report, it appears that the Company generally calculates policy premiums,
discounts and surcharges in compliance with statutory requirements and rates as filed
with the Division.

Recommendations: The Company shall review its business processing and controls over
premium rate changes and strengthen these processes and controls. Internal audit shall
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periodically conduct audits to monitor the Company’s premium rate change and implementation
processes to ensure compliance with Company policies and regulatory requirements.

Subsequent Actions: The Company states that it is currently monitoring its business
processing and controls over premium rate changes.

Standard VI1-2. Disclosures to insureds concerning rates and coverage are accurate and
timely.

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, § 11.
Commercial Multi-peril: M.G.L. c. 175, 8§ 99 and 99A; M.G.L. c. 174A, § 11.
Workers” Compensation: M.G.L. c. 152, § 25A; 211 CMR 113.00 and 211 CMR"115.00.

Objective: This Standard addresses whether all mandated disclosures for rate l;verage are
documented in accordance with statutes and regulations and provided to in@ ely.
1

For commercial automobile and multi-peril policies, M.G.L. c. 1, requires rating
organizations and insurers to furnish rate information to any i hin a reasonable time
after receiving a written request.

For commercial multi-peril policies, M.G.L. c. 175, 88 9 %A include numerous disclosures
and requirements that must be included on a standard fir cy. Pursuant to M.G.L. c. 174A, §
11, rating organizations and insurers shall furni nformation to any insured within a
reasonable time after receiving a written request,

For workers’ compensation policies, pursus .G.L. c. 152, § 25A, each insurer must offer
policy deductibles, including reasonable %J eductibles optional to the policyholder, which
shall be fully disclosed to prospective<polieyholders in writing. 211 CMR 113.00 and 211 CMR
115.00 provide additional guidance,on ctibles.

Controls Assessment: The follo ey observations were noted in conjunction with the review
of this Standard:

s The Compan@%ﬂtten policies and procedures for processing new and renewal

business.
s The Co% ’s supervisory procedures are designed to ensure that new business
m

sub om producers are accurate and complete, including the use of all Company
s and instructions.

requir
%Lompany’s insurance policies provide disclosures as required by statutory and

u
@ atory guidelines.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 25 commercial automobile policies, 25 commercial
multi-peril policies and 15 workers’ compensation policies issued or renewed during the
examination period to test for timely disclosure of rates and coverage.
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Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company appears to comply with the requirement
to provide required coverage disclosures to insureds upon initial application and renewal,
in accordance with statutory guidelines.

Recommendations: None.

Standard VI-3. The company does not permit illegal rebating, commissio tting or
inducements. ‘%

General: M.G.L.c. 175, §8 182, 183 and 184; M.G.L. c. 176D, § 3(8). Q
Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses illegal rebating, commission @or inducements, and
requires that producer commissions adhere to the commission sc.

Pursuant to M.G.L. c. 175, 88 182, 183 and 184, the Co ;=or any agent thereof, cannot pay
or allow, or offer to pay or allow any valuable consi inducement not specified in the
policy or contract. Similarly, under M.G.L. c. 176D , it is an unfair method of competition

ration or inducement not specified in the
ion to determine producer commissions for

contract. M.G.L. c. 152, 8 53A requires
monwealth reinsurance pool.

workers’ compensation business ceded tgt»

g(lgso
of this Standard:

= The Company has s for paying producers’ commissions in accordance with
home office appr ten contracts.

= The Compan cer contracts, and its home office policies and procedures, are

designed % ly with provisions contained in statutory underwriting and rating

Controls Assessment: The followi servations were noted in conjunction with the review

require hich prohibit special inducements and rebates.

Controls Reli v Controls tested via documentation inspection, procedure observation and/or
corrobo inquiry appear to be sufficiently reliable to be considered in determining the extent
testing procedures.

of tra@

Trgls;action Testing Procedure:  RNA interviewed individuals with responsibility for
commission processing and producer contracting. In connection with the review of producer
contracts, RNA also inspected new business materials, advertising materials, and producer
training materials and manuals for indications of rebating, commission cutting or inducements.
RNA also selected three commercial automobile policies, three commercial multi-peril policies
and one workers’ compensation policy issued or renewed during the examination period to test
commissions paid to producers and to look for indications of rebating, commission cutting or
inducements.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company’s processes
for prohibiting illegal acts, including special inducements and rebates, are functioning in
accordance with Company policies, procedures and statutory requirements.

Recommendations: None.

Standard VI1-4. Credits and deviations are consistently applied on a non-di Nipatory
basis. %
Commercial Automobile and Commercial Multi-peril: M.G.L. ¢. 175A,.88 nd 9.
Commercial Automobile: M.G.L. c. 175E, 8 7; 211 CMR 78.00, 21 86.00, 211 CMR
91.00 and 211 CMR 124.00.

Commercial Multi-peril: M.G.L. c. 174A, 885, 6 and 9. %}

Workers’ Compensation: M.G.L. c. 152, 8 53A; 211 CMR 1 1 CMR 113.00 and 211
CMR 115.00.

Obijective: This Standard addresses whether unfair discti on is occurring in the application
of premium discounts and surcharges.
rci;

Pursuant to M.G.L. c. 175A, § 5, rates for co automobile and multi-peril policies shall
be based on past and prospective loss experieq easonable margin for underwriting profit and
contingencies, investment income, unear, ium reserves and loss reserves. Rates shall not
be excessive, inadequate or unfairly di tory, and must be filed with the Commissioner as

provided by M.G.L. c. 175A, 8 6 prio se. Insurers must use filed rates unless they obtain
approval for a rate deviation, as et%v in M.G.L. c. 175A, 8 9.

For commercial automobile palicies, M.G.L. c. 175E, § 7 and 211 CMR 78.00 require every
insurer or rating organ ation. authorized to file on behalf of such insurer to file with the
Commissioner its classifications, rules and rates, rating plans and modifications of any of the
days before the effective date thereof. 211 CMR 86.00 requires
anti-theft devices, and 211 CMR 124.00 mandates premium discounts for
res. Finally, 211 CMR 91.00 also prescribes requirements for the filing of rates
oner at least 45 days prior to their effective date.

certain sa\fetyﬂ8
with the Qmm
For, ercial multi-peril policies, pursuant to M.G.L. c. 174A, 8 5, fire rates shall be based on
t rospective loss experience during a period of not less than the most recent five-year
periogd for which such experience is available and shall consider a reasonable margin for
underwriting profit and contingencies. Finally, such rates shall not be excessive, inadequate or
unfairly discriminatory. M.G.L. c. 174A, § 6 requires the filing of fire rates with the

Commissioner, and M.G.L. c. 174A, 8 9 requires insurers to use such filed rates, unless the
insurer obtains approval from the Commissioner for a rate deviation.

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for

workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, the Division determines
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rates and producer commissions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide guidance on rate filing procedures,
premium credit filings and the conduct of rate hearings.

Controls Assessment: See Standard VI-1.

Controls Reliance: See Standard VI-1.

the underwriting process, and reviewed other rating information. RNA also revie the
reinsurer’s most recent workers’ compensation underwriting review report dated November 2,
2005. RNA selected eight commercial automobile policies, six commercial multi-peril policies
and four workers’ compensation policies issued or renewed during the examinati i
rate classifications and premiums charged. RNA verified that credits and
policy were consistently applied on a non-discriminatory basis.

Transaction Testing Results: :‘Q):

Transaction Testing Procedure: RNA interviewed Company personnel with responsi%);for

ions for each

Findings: None.

Observations: Based on the results of testing, andreview of the reinsurer’s underwriting
review report, it appears that the Company applies its and deviations consistently on
a non-discriminatory basis.

Recommendations: None. E ;

Standard VI-5. Schedule rating N,yldual risk premium modification plans, where
permitted, are based on objective: criteria with usage supported by appropriate
documentation. L%y

Commercial Automobil
Workers’ Compensati

mercial Multi-peril: M.G.L. c. 175A, §5.
.L.c.152,853A; 211 CMR 110.00 and 211 CMR 113.00.

Objective:  Thi ndard addresses whether schedule rating or individual risk premium
modification@ ased on objective criteria and appropriately documented.

For co cial’automobile and multi-peril policies, pursuant to M.G.L. c. 175A, § 5, casualty,
suret tain commercial rates must be based, in part, on past and prospective loss

d contingencies. Risks may be grouped by classifications to establish rates and

nimum premiums. Classification rates may be modified to produce rates for individual risks in

accordance with rating plans, which establish standards for measuring variations in hazards or

expense provisions, or both. Such standards may measure any differences among risks that
demonstrate a probable effect upon losses or expenses.

exg and catastrophe hazards, and must include a reasonable margin for underwriting
mi

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
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Division. 211 CMR 110.00 provides guidance on rate filing procedures and the conduct of
hearings. 211 CMR 113.00 requires premium credits to be filed with the Division by the
WCRIB.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

m The Company has written policies and procedures for determining schedule rating and
individual risk premium modification plans.

»  Underwriting personnel are required to approve schedule rating and individuﬂ risk

premium modification plans and ensure that such decisions are documented..in the
underwriting files.

s The Company’s reinsurer conducts periodic reviews of the Compan?@&@rkers’

compensation underwriting and rating policies and procedures.

Controls Reliance: Controls tested via documentation inspection, proce @vation and/or
corroborating inquiry appear to be sufficiently reliable to be considere mining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Compan el with responsibility for
the underwriting and rating process. RNA also reviewed eifisurer’s most recent workers’
compensation underwriting review report dated Nov r 2, 2005. RNA selected eight
commercial automobile policies, six commercial izperil policies and 15 workers’
compensation policies issued or renewed during t ination period to test schedule rating
and individual risk premium modification plans, to ehsure that such modifications are objective
and properly documented. %

Transaction Testing Results: (§\0

Findings: None.

Observations: Bas ?testing and review of the reinsurer’s underwriting review
report, the Company, a rs to properly use schedule rating and individual risk premium
modification plans; ensures that such modifications are objective and documented.

Recommendation&%ne.

Standa 1-6.” Verification of use of the filed expense multipliers; the company should be
usin ination of loss costs and expense multipliers filed with the Department.

V&ers’ Compensation: M.G.L. c. 152, 8 53A and 211 CMR 110.00.

Objective: This Standard addresses the use of loss costs and expense multipliers filed with the
Division.

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, the Division determines
rates and producer commissions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provides guidance on rate filing procedures and the conduct of hearings.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has written policies and procedures for the use of loss costs and expense
multipliers.

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

s The Company’s reinsurer conducts periodic reviews of the Company’s workers’
compensation underwriting and rating policies and procedures.

s The WCRIB conducts an audit every three years of the Company’s compli with
workers’ compensation statistical reporting requirements.

Controls Reliance: Controls tested via documentation inspection, procedure % ation and/or
i?gﬁ tb

corroborating inquiry appear to be sufficiently reliable to be considered in det he extent
of transaction testing procedures. C :

Transaction Testing Procedure: RNA interviewed Company pers% th responsibility for
1N _‘

the underwriting and rating process. RNA also reviewed the er’s most recent workers’
compensation underwriting review report dated November 2,
audit report. RNA selected 15 workers’ compensation polie

M

examination period to test the use of loss costs and ex

5, and the WCRIB’s most recent
s issued or renewed during the
ipliers as filed with the Division.

Transaction Testing Results:

Findings: None. ‘%

Observations: Based upon t d review of the reinsurer’s underwriting review
report and the WCRIB’s aud ort, the Company appears to properly use loss costs and

expense multipliers as filer?'u»hv e Division.

Recommendations: None.:§

Standard VI-7. Wtion of premium audit accuracy and the proper application of

rating facto rsé

Obijectives= This*Standard addresses the performance of premium audits to verify proper rating
factor %’

Q);Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has written policies and procedures conducting premium audits to verify
rate factors.

s The Company’s reinsurer conducts periodic reviews of the Company’s workers’
compensation underwriting and rating policies and procedures.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be 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 and rating process. RNA also reviewed the reinsurer’s most recent workers’
compensation underwriting review report dated November 2, 2005. RNA selected 25 commercial
multi-peril policies and 15 workers’ compensation policies issued or renewed during the
examination period to look for evidence that the Company conducted premium audits verifying
rate factors, when applicable.

Transaction Testing Results:

Findings: None. '«
Observations: Based upon testing and review of the reinsurer’s undd@)review
e

report, the Company appears to properly conduct premium audits and factors.

Recommendations: None. QC;O

Standard VI1-8. Verification of experience modification facg@

Workers’ Compensation: M.G.L. c. 152, § 53A and 2 110.00.

Obijective: This Standard addresses the use of exp Sbbodification factors.

M.G.L. c. 152, § 53A specifies a rate filing%ess and statistical reporting requirements for
workers’ compensation policies that uses ience rating credits and payroll caps to ensure
equitable distribution of premium based“en:wage differentials. Further, the Division determines
rates and producer commissions for kusiness ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provides guidance onzate filing procedures and the conduct of hearings.

Controls Assessment: The f ing key observations were noted in conjunction with the review
of this Standard: %
s The Compan itten policies and procedures for verifying experience modification
factors.
m The proves experience modification factors, and such deviations are filed with
the Divisi

sation underwriting and rating policies and procedures.
Q\ CRIB conducts an audit every three years of the Company’s compliance with
Q orkers’ compensation statistical reporting requirements.

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

. %Sn pany’s reinsurer conducts periodic reviews of the Company’s workers’
w

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting and rating process. Further, RNA also reviewed the reinsurer’s most recent
workers’ compensation underwriting review report dated November 2, 2005 and the WCRIB’s
most recent audit report. RNA selected 15 workers’ compensation policies issued or renewed
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during the examination period for testing the use experience modification factors as filed with the
Division.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing and review of the reinsurer’s underwriting review
report and the WCRIB’s audit report, the Company appears to properly use experience
modification factors as filed with the Division. {

Recommendations: None. %\)

Standard VI1-9. Verification of loss reporting.

Objective: This Standard addresses the maintenance and verificatio %)rate loss histories.

Controls Assessment: The following key observations were n onjunction with the review
of this Standard:

= The Company has written policies and procedu@ maintenance and verification of

accurate loss histories.

s The Company’s reinsurer conducts peng eviews of the Company’s workers’
compensation underwriting and rating policies’and procedures.
s The WCRIB conducts an audit eye

workers’ compensation statistic

Controls Reliance: Controls tested vi umentation inspection, procedure observation and/or
corroborating inquiry appear to be iciently reliable to be considered in determining the extent
of transaction testing procedure

hree years of the Company’s compliance with
ing requirements.

Transaction Testing Pr 7 RNA interviewed Company personnel with responsibility for
the underwriting and frati rocess. RNA also reviewed the reinsurer’s most recent workers’
compensation un ing review report dated November 2, 2005, and the WCRIB’s most recent
audit report. ected 15 workers’ compensation policies issued or renewed during the
examinationper r testing maintenance and verification of accurate loss histories.

Tran sting Results:

Q indings: None.

Observations: Based upon testing and review of the reinsurer’s underwriting review
report and the WCRIB’s audit report, the Company appears to maintain and verify
accurate loss histories.

Recommendations: None.
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Standard VI-10. Verification of company data provided in response to the NCCI call on
deductibles.

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

company adheres to applicable statutes, rules and regulations and company guidelines in
the selection of risks.

General: M.G.L.c. 175, § 193T. ‘@)
Commercial Automobile: M.G.L. c. 175, § 22E. 0
Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A¢-8 5.
Commercial Multi-peril: M.G.L.c. 174A, §5. @j

Standard VI-11. The company underwriting practices are not unfairly discriminat;[&'l'he

Objective: This Standard addresses whether unfair discriminati ’\g{curring in insurance
underwriting.

M.G.L. ¢. 175, 8 193T prohibits discrimination in unde in rates charged for all policies
based on blindness or partial blindness, mental retardat physical impairment, unless such
discrimination is based on “sound actuarial principkg is related to actual experience.”

Pursuant to M.G.L. ¢. 175, 8 22E, no insura mpany, and no officer or agent thereof on its
behalf, shall refuse to issue, renew or e s surety a commercial motor vehicle liability
policy or bond, or any other insurance the ownership or operation of a motor vehicle,
because of age, sex, race, occupation ?&Lstatus, or principal place of garaging of the vehicle.

Pursuant to M.G.L. c. 175A, 8§
be based on past and prospecti

or commercial automobile and multi-peril policies shall
experience, a reasonable margin for underwriting profit and
contingencies, investment , unearned premium reserves and loss reserves. Rates shall not
be excessive, inadequ@%ﬁmrly discriminatory.

Pursuant to M.G.LCxg! A, 8§ 5, fire rates for commercial multi-peril policies shall be based on
past and prospeeti ss experience during a period of not less than the most recent five-year
period for whi uch experience is available, and shall consider a reasonable margin for
underwriting profit and contingencies. Finally, such rates shall not be excessive, inadequate or
unfai iminatory.

g%o Assessment: The following key observations were noted in conjunction with the review
of this Standard:

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

= Written Company underwriting guidelines are designed to reasonably assure appropriate
acceptance and rejection of risks on a proper, consistent and fair basis.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be 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 25 commercial automobile policies, 25 commercial
multi-peril policies and 15 workers’ compensation policies issued or renewed during the
examination period to test for evidence of unfair discrimination in underwriting.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of testing, RNA noted no evidence‘ﬂ%}he

Company’s underwriting practices are unfairly discriminatory.
Recommendations: None. 0%

Standard VI-12. All forms and endorsements forming a part of ntract are listed on
the declaration page and should be filed with the department of % ce (if applicable).

M.G.L. c. 175, § 2B and 192.

Commercial Automobile: M.G.L. c. 175, 88 22A and 1‘@3

Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses whether p Ii&rms and endorsements are filed with the
Division for approval. %

Pursuant to M.G.L. c. 175, § 2B, policy guage, size and content standards for all policies
must meet statutory requirements for seadability and understanding. Pursuant to M.G.L. c. 175, 8
192, endorsements are part of poligy forms and must be filed with the Division for approval prior
to use. Pursuant to M.G.L. c. 145, A and 113A, commercial automobile policy forms must
be filed with the Division al prior to use. M.G.L. c. 152, § 53A requires workers’
compensation policy for iled with the Division.

Controls Assessment: % ollowing key observations were noted in conjunction with the review

of this Standard:
= ﬁllcy requires that all commercial policy forms, endorsements and changes
theg&; led and approved by the Division prior to use.
mpany’s producers are required to use approved forms and endorsements when
|d|ng quotes or delivering insurance policies to customers.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 25 commercial automobile policies, 25 commercial
multi-peril policies and 15 workers’ compensation policies issued or renewed during the
examination period to test for tthe use of policy forms and approved endorsements in compliance
with statutory requirements.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company is using
approved policy forms and endorsements in compliance with statutory requirements.

Recommendations: None.

Standard VI-13. The producers are properly licensed and appointed (if requ@n the
jurisdiction where the application was taken.

See Standards V-1 and V-2 in the Producer Licensing Section. :

developed at or near inception of the coverage rather than piration, or following a

Standard VI-14. Underwriting, rating and classification are bli Xdequate information
claim.

Objective: This Standard addresses whether underwritin ing and classification decisions are
based on adequate information developed at or nearsi ion of the coverage, rather than near
expiration or following a claim. Q

of this Standard:

= Written Company policies a
in application of underwriti
surcharges based on inf

s Commercial auto

Controls Assessment: The following key c@%tions were noted in conjunction with the review

@) dures are designed to reasonably assure consistency
guidelines, rating classifications, premium discounts and
ion developed at or near the inception of coverage.

underwriting decisions are automated using standard

emobile rates are determined by CAR for those risks ceded to CAR, and
iled with the Division. All other commercial automobile rates are filed

With& sion for approval prior to use.
. Company has set forth written underwriting guidelines for commercial multi-peril
orkers’ compensation policies based on information obtained at or near the

ption of coverage.

% The Company files commercial multi-peril and workers’ compensation rates with the
Division to comply with statutory and regulatory requirements. Commercial multi-peril
rates are based on ISO rates, and workers’ compensation rates are determined by the
WCRIB. The Company’s rating process is designed to ensure that it uses consistent and
filed rates at or near the inception of coverage.

s The Company’s reinsurer conducts periodic reviews of the Company’s workers’
compensation underwriting and rating policies and procedures.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and reviewed the reinsurer’s most recent workers’ compensation
underwriting review report dated November 2, 2005. RNA selected 25 commercial automobile
policies, 25 commercial multi-peril policies and 15 workers’ compensation policies issued or
renewed during the examination period to test whether underwriting, rating and classification are
based on adequate information developed at or near inception of coverage. )«

Transaction Testing Results: ;\)

Findings: None.

Observations: Based on the results of testing, and review of the.reinsurer’s underwriting
review report, it appears that the Company is using underwriti ing and classification
guidelines based on adequate information developed at or near.i tion of coverage.

Recommendations: None. QQ

Standard VI-15. File documentation adequately 0};5 decisions made.

Objective: This Standard addresses whether policy” file documentation adequately supports
decisions made in underwriting and rating.

Controls Assessment: The following XQ' vations were noted in conjunction with the review
of this Standard:
= Company policy requi
decisions. Most poli
controlled by the €em

%&the underwriting files support underwriting and rating
e information and related documentation is maintained and
y, while some policy documentation may be maintained by the

producer.

= Producers onsible for completing applications for new business and obtaining
needed i ation to properly underwrite and rate the policy. Properly completed
applicati ust include the producer’s and the applicant’s signatures.

teness and internal consistency.

ompany’s reinsurer conducts periodic reviews of the Company’s workers’
mpensation underwriting and rating policies and procedures.

= Comp nderwriting personnel review the applications submitted by producers for
§ C

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. Further, RNA also reviewed the reinsurer’s most recent workers’
compensation underwriting review report dated November 2, 2005. RNA selected 25 commercial
automobile policies, 25 commercial multi-peril policies and 15 workers’ compensation policies
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issued or renewed during the examination period to test whether the policy files adequately
support underwriting decisions.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that commercial automobile and
commercial multi-peril policy files generally supported the Company’s underwriting
decisions. However, RNA noted one commercial automobile policy applicatiof, one

commercial multi-peril policy application and two workers’ compensation icy
applications which were not signed by the applicants. Further, while s warkers’
compensation policies were well supported and documented, many orkers’

compensation policies had minimal support and documentation.

new business applications are signed by the applicant. The Comp d also implement
procedures to monitor compliance with required documentation practi Finally, the internal
audit department should conduct an audit of workers’ C@ tion underwriting and
documentation practices to ensure that management is ade nd timely addressing these
concerns.

Recommendations: The Company should adopt additional controls to e:‘%\at all commercial

Subsequent Actions: The Company states that it has td@a d instructed its underwriting staff to
obtain signed applications on all new business.

Standard VI-16. Policies and endors n@?re issued or renewed accurately, timely and
completely. ‘\

Objective: This Standard add es%w/hether the Company issues policies and endorsements
timely and accurately.

Controls Assessment: ing key observations were noted in conjunction with the review
of this Standard:

=  Compan & equires the use of policy forms and endorsements which are approved
by the-Bivision. Producers are required to use such approved forms and endorsements as
i hen providing quotes to customers.

guidéﬁs
changes in policy coverage must be requested through the producer, who must
imely process such requests.

| applications submitted by producers are to be reviewed by the underwriting
department to ensure that they are complete and internally consistent.

= Written Company procedures include sending a renewal notice to the policyholder 30
days prior to the policy renewal effective date.

= The Company’s reinsurer conducts periodic reviews of the Company’s workers’
compensation underwriting and rating policies and procedures.

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

50




Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA also reviewed the reinsurer’s most recent workers’ compensation
underwriting review report dated November 2, 2005. RNA selected 25 commercial automobile
policies, 25 commercial multi-peril policies and 15 workers’ compensation policies, as well as
five commercial automobile endorsements, five commercial multi-peril endorsements and three
workers’ compensation endorsements issued or renewed during the examination period to test
whether new and renewal policies and endorsements were issued timely, accurately and
completely.

Transaction Testing Results: A{
Findings: None. \)

Observations: The reinsurer’s most recent workers’ compensation r% iting review
report recommended adoption and use of renewal questionnaires. Eas d.on the results of

testing, it appears that the Company generally issues new a ewal policies and
endorsements timely, accurately and completely. However, d no underwriting
approval for one workers’ compensation policy. Finally, t any is in the process
of adopting the use of renewal questionnaires to be@ ed by insureds for all
commercial policies.

approval is obtained for all new workers’ compensationrisks prior to issuing a policy. The
Company should also adopt the use of renewal qu

commercial policies as soon as practicable. %

Recommendations: The Company should adopt a% ure to ensure that underwriting
n

ires to be completed by insureds for all

Standard VI-17. Audits when requj{eN?c’onducted accurately and timely.

See Standard VI-7 for workers’ nsation premium audits and Standard I-1 in Company
Operations/Management for audits.by external and internal auditors.

Standard VI-18. mrﬁ verifies that VIN number submitted with application is valid
and that the corr ol is utilized.

Obijective: &st,tandard addresses whether the Company verifies that the VIN submitted with
the applieation is'valid and accurate.

Cqméh sessment: The following key observations were noted in conjunction with the review

0‘N§ andard:
The producer is responsible for obtaining the VIN and symbol when the application is
completed.

= The Company’s underwriting system compares the VIN and symbol to its industry
database to ensure that both are accurate.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be 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 15 commercial automobile policies issued during the
examination period to determine whether the Company verifies the VIN and symbol.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company issues
automobile policies with VINs that are valid and symbols that are accurate.

Recommendations: None. \)

Standard VI-19. The company does not engage in collusive :or\nﬁ-competitive

underwriting practices.
M.G.L. c. 176D, 88 3(4) and 3A. @

Objective: This Standard addresses whether the Company h@ed in any collusive or anti-

competitive underwriting practices. %
Pursuant to both M.G.L. c. 176D, § 3(4) and M.G g7 D, 8 3A, it is an unfair method of

competition, and an unfair or deceptive act or prat%in the business of insurance, to enter into
any agreement, or to commit any act of boycott, coercion or intimidation resulting in, or tending
to result in, unreasonable restraint of, or m , the business of insurance.

Controls Assessment:  Company icys.requires that the underwriting department apply
consistent underwriting practices, that-no underwriter or producer engage in collusive or anti-

competitive practices.
Controls Reliance: Co tged via documentation inspection, procedure observation and/or
corroborating inquiry be sufficiently reliable to be considered in determining the extent
of transaction testi ures.
Transaction }'ﬂk rocedure: RNA interviewed Company personnel with responsibility for
the underwriti }),rocess. RNA also selected 25 commercial automobile policies, 25 commercial
multi-p olicies and 15 workers’ compensation policies issued or renewed during the
ifiation period, to determine whether any underwriting practices appeared collusive or anti-

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, RNA noted no instances where the
Company’s underwriting policies and practices appeared collusive or anti-competitive.

Recommendations: None.
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Standard VI-20. The company underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations in application of mass
marketing plans.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer mass marketing plans for commercial policies.

Standard VI-21. All group personal lines property and casualty policies and pm%ms
meet minimum requirements.

No work performed. This Standard is not covered in the scope of examin ause the
Company does not offer group products.

Standard VI1-22. Rejections and declinations are not unfairly discriminatory.

General: M.G.L.c. 175, § 193T. Q
Commercial Automobile: M.G.L. c. 175, §§ 22E and 113@

Obijective: This Standard addresses the fairness of ap@yrejections and declinations.

For all policies, M.G.L. c. 175, § 193T prohi
blindness, mental retardation or physical i
“sound actuarial principles or is related to

rimination based on blindness or partial
ent, unless such discrimination is based on
perience.”

its

For commercial automobile policies, %ﬂt to M.G.L. c. 175, 8 22E, no insurance company or
agent thereof in its behalf, shall tefuse’to issue, renew or execute as surety a motor vehicle
liability policy or bond, or any<gth surance based on the ownership or operation of a motor
vehicle because of age, sex, upation, marital status, or principal place of garaging of the
vehicle. In addition, M. C. , 8 113D states that any person aggrieved by the refusal of any

company or an agen to issue such a policy may file a written complaint with the
L0 aa)

commissioner withi s after such refusal.

Controls Ass : “The following key observations were noted in conjunction with the review
of this Standard;

= Company policy prohibits unfair discrimination in underwriting in accordance with
q ory requirements.
ritten Company underwriting guidelines are designed to reasonably assure appropriate
acceptance and rejection of risks for all lines of business on a consistent and fair basis.

s Company policy allows for cancellation of commercial policies, with 30 days notice,
when the nature of the risk at inception changes to an unacceptable risk during the
coverage period.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be 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 two commercial automobile, five commercial multi-peril
and two workers’ compensation company-initiated cancellations for the examination period to
ensure that cancellations were not unfairly discriminatory.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, company-initiated cancellations o not
appear to be unfairly discriminatory.

Recommendations: None. l%\)

Standard VI1-23. Cancellation/non-renewal and declination notic ply with policy
provisions and state laws and company guidelines.

General: M.G.L. c. 175, § 187C. QO

Commercial Automobile: M.G.L.c. 175, 8§ 113A and 11
Workers’ Compensation: M.G.L. c. 152, 88§ 65B and 55A,

Objective: This Standard addresses notice to polic ders for cancellations, non-renewals and
declinations, including advance notice before y €éxpiration for cancellations and non-

renewals. E
For all policies, pursuant to M.G.L. c. 187C any Company shall effect cancellation by
serving written notice thereof as pro& he policy and by paying the full return premium
due.

; cancellation of a commercial automobile policy shall be

ecific reason or reasons for such cancellation is given at least
e thereof, which date shall be set forth in the notice. M.G.L. c.
175, § 113F states th ompany which does not intend to issue, extend or renew a motor
vehicle liability policy shall give written notice to the insured (or agent in certain circumstances)
of its intent 45_da ior to the termination effective date. Such notice also must be sent to the
Registry of Mo ehicles. Every insurance agent or broker receiving such a notice from a
company.shall,“within 15 days of its receipt, send a copy of such notice to the insured, unless
anothe @u has issued a motor vehicle policy covering that insured’s vehicle.

M.G.L. c. 175, § 113A states t
valid unless written notice
20 days prior to the effe

=g, 152 8 65B requires that any insurer canceling a workers’ compensation policy shall
giverpotice in writing to the rating organization and the insured of its desire to cancel. Such
cancellation shall be effective unless the employer, within ten days after the receipt of such
notice, files an objection with the Division. M.G.L. c. 152 § 55A allows mid-term notice of
cancellation of a workers’ compensation policy only if based on nonpayment of premium; fraud
or material misrepresentation affecting the policy or insured; or a substantial increase in the risk
hazard.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= Company policy requires that written cancellation notice be given in accordance with
statutory requirements. The Company’s practice is to give at least 20 days written notice
prior to the effective date for commercial automobile policies, 10 days notice for
commercial multi-peril policies and 10 days notice for workers’ compensation policies.
The Company’s general practice is to give notice to the producer, who is responsible for
communicating the pending action to the policyholder within the required timeframgs.

= Company policy requires that commercial automobile policyholders be given days
notice prior to non-renewal. The Company communicates the pending actionﬂd;za ns

to policyholders in writing.

= Company policy requires that commercial multi-peril policyholders 40 days
notice prior to non-renewal. The Company communicates the pending@n nd reasons
to policyholders in writing.

Controls Reliance: Controls tested via documentation inspection, ure observation and/or
corroborating inquiry appear to be sufficiently reliable to be consi in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Co rsonnel with responsibility for
the underwriting process. RNA selected seven com al automobile Company-initiated
cancellations and non-renewals, 15 commercial n]Q ril company-initiated cancellations and

non-renewals and two workers’ compensati mpany-initiated cancellations during the
examination period to test compliance wit ce’requirements. There were no workers’
compensation non-renewals during the exa@' period.

Transaction Testing Results: (Q\

Findings: None. YW
Observations: %e results of testing, the Company appears to comply with

notice require@%’company—initiated cancellations and non-renewals.
Recommendationﬁ% :

StandardV1-24. Cancellation/Non-renewal notices comply with policy provisions and state
Iaws;®l g the amount of advance notice provided to the insured and other parties to
t

t% .
M.GIL. c. 175, § 187C.

Commercial Automobile: M.G.L. c. 175, 8§ 22C, 113A and 113F.
Workers’ Compensation: M.G.L. c. 152 88 65B and 55A.

See Standard VI-23 for testing of this standard.
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Standard V1-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.

General: M.G.L.c. 175, 88 187B and 187C.
Commercial Automobile: M.G.L. c. 175, 88 113A and 176A.

Objective: This Standard addresses timely return of the correctly calculated unearned premium
when policies are cancelled.

Pursuant to M.G.L. c. 175, § 187B, a company is required to refund the proper amount of
unearned premium upon any policy termination. Under M.G.L. c. 175, § 187 Wwpany
canceling a policy of insurance must tender the full return premium due, withou%i

the time the cancellation notice is served on the insured.

ions, at

For commercial automobile policies, M.G.L. c. 175, 8 113A provides, i hat in the event of

Controls Assessment: The following key observations
of this Standard:

= Company policy requires that premium r ﬁ%be calculated properly and paid timely.
= Unearned premium for commercial p icies is calculated using the pro-rata method.

corroborating inquiry appear to be s y reliable to be considered in determining the extent

Controls Reliance: Controls tested L\& ntation inspection, procedure observation and/or
of transaction testing procedures.

Transaction Testing Procedure; A interviewed Company personnel with responsibility for

the underwriting process Iected 13 commercial automobile, five commercial multi-peril
and two workers’ co msured -requested cancellations for the examination period to test
for timely payment r y calculated premium refunds.
Transaction T sults:

d|n : None.

properly and returned timely.

Q( Eiservatlons Based on the results of testing, premium refunds appear to be calculated

Recommendations: None.
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Standard VI1-26. Rescissions are not made for non-material misrepresentation.

General: M.G.L.c. 175, § 187D.

Obijective: This Standard addresses whether decisions to rescind and to cancel coverage are made
appropriately.

M.G.L. c. 175, § 187D allows the cancellation of any policy for nonpayment of premium.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

s Company policy requires compliance with underwriting guidelines in ac%w with

statutory requirements.

= Written Company underwriting guidelines are designed to reasonably e appropriate
acceptance and rejection of risks.
= As a general policy, the Company does not rescind policies as‘ftheir effective date, but
instead cancels them as of the date on which it determlnes r is appropriate..
Controls Reliance: Controls tested via documentation mspe ocedure observation and/or
corroborating inquiry appear to be sufficiently rellable to idered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: RNA interview any personnel with responsibility for
the underwriting process. RNA selected sevent.co erC|aI automobile, 15 commercial multi-
peril and two workers’ compensation compa itiated cancellations or non-renewals during the
examination period, to test for evidence of I rescission.

Transaction Testing Results: (ﬁ\
Findings: None. E :

Observations: the results of testing, none of the policies were improperly
rescinded. @ Iso noted no improper rescission in conjunction with other

underwritES‘é
Recommendations®None.

Stan@M—Z?. All policies are correctly coded.

O&He ive: This Standard addresses the accuracy of statistical coding.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
= The Company has written underwriting policies and procedures which are designed to
reasonably assure consistency in classification and rating.

= Company policy is to timely report complete and accurate premium data to appropriate
rating bureaus such as CAR, ISO or the WCRIB.
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s The Company reports quarterly commercial automobile premium data to CAR, and
quarterly commercial multi-peril premium data to 1SO in the required format.

= The Company reports monthly workers’ compensation premium data to the WCRIB in
the required format.

s The Company has a process for correcting data coding errors and making subsequent
changes, as needed.

s The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements.

Controls Reliance: Controls tested via documentation inspection, procedure observati@ﬁ%/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining,the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel witonsibility for
the underwriting process. RNA selected 25 commercial automobile i 5 commercial
multi-peril policies and 15 workers’ compensation policies issue ewed during the
examination period to test data coding. RNA also reviewed detailed re from CAR and ISO
showing the Company’s premium data in summary format f sonableness compared to
Company statistical data. Finally, RNA reviewed the most re mpleted triennial review of
the Company’s compliance with the WCRIB statistical E g requirements for key policy

determinants
Transaction Testing Results: QQ
Findings: None.

Observations: Based on the (%@testing, the Company generally appears to report

premium statistical data to reaus timely and accurately, and its processes are
functioning in accordan he Company’s policies, procedures and statutory

requirements.
Recommendations: None%
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VII. CLAIMS

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

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

M.G.L. c. 176D, § 3(9)(b) and M.G.L. c. 152, § 7.

Objective: The Standard addresses the timeliness of the Company’s initial Yith the
claimant.

Pursuant to M.G.L. ¢. 176D, § 3(9)(b), unfair claims settlement pract include failure to
acknowledge and act reasonably promptly upon communications wi ct to claims arising
under insurance policies.

M.G.L. c. 152, § 7 requires the insurer to either commence Qf weekly benefits within 14
days of an insurer’s receipt of an employer’s first repor or an initial written claim for
weekly benefits, or notify the Department of Industrial s (“DIA™), the employer, and, the
employee, of its refusal to commence payment. T ice shall specify the grounds and factual

basis for the refusal to commence payment and bg ered by certified mail.

Controls Assessment: The following key tions were noted in conjunction with the review
of Standards VII-1 through VII-13:

= Written Company policies ‘:jp%tedures govern the claim handling process.
e% rt

= A majority of claims are reported through one of the Company’s agents. Written claim
forms are received
d

file be establish

ail, or electronically. Company policy requires that a claim
d.al adjustor assigned within 24 hours of the receipt of the notice of

pany policy is to respond to all physical damage claims within two business days of

eceipt of a loss report as required by CAR standards. Appraisers are dispatched to

adjudicate all physical damage claims, or they are handled by one of the Company’s

drive-through claim centers.

= Company policy is to complete physical damage appraisals within five days of the date of
the appraisal assignment as required by CAR standards.

= Company policy is to contact all injured persons, or their legal representatives, within one
business day of receipt of a claim.

= Company claims management can access the claims system to monitor open claims.
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= Company claims management periodically reviews open claims to evaluate settlement
issues and ensure appropriate reserves have been established.

s Company claims management uses exception reports to measure operational
effectiveness and claim processing time.

s The Company periodically surveys claimants to ask about their experience when filing a

claim. The results are analyzed and compiled, then necessary follow-up on specific
comments is performed.

corroborating inquiry appear to be sufficiently reliable to be considered in determining t ent

)

Transaction Testing Procedure: RNA interviewed Company personnel to stand claim
handling processes and obtained documentation supporting such processes. selected 15
commercial automobile, 15 commercial multi-peril, and 10 workers pensation claims
processed during the examination period to evaluate the Company’s_.¢ompliance with its claim
handling policies and procedures. RNA verified the date each sele im was reported to the
Company, and noted whether the Company’s initial contact With@ imant was timely.

Controls Reliance: Controls tested via documentation inspection, procedure observation -and/or
)4§t

of transaction testing procedures.

Transaction Testing Results:

Findings: None. Q

Observations: The claim transactioE tested were processed according to the
u

Company’s policies and procedures he initial contact by the Company with the
claimant was timely. Based upor%I Its of testing, it appears that the Company’s
processes for making initial co claimants are functioning in accordance with its
policies, procedures, and stat uirements.

Recommendations: None. Yy

Standard V1I-2. Tirr@?g?stigations are conducted.

M.G.L.c. 176D,‘§$@(c).

.G.L. c. 176D, 8 3(9)(c), unfair claims settlement practices include failure to adopt
ent reasonable standards for the prompt investigation of a claim.

Obijective: TN ndard addresses the timeliness of the Company’s claim investigations.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected 15
commercial automobile, 15 commercial multi-peril, and 10 workers compensation claims
processed during the examination period, to evaluate the Company’s compliance with its claim
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handling policies and procedures, and to verify that investigations are conducted in a timely
manner.

Transaction Testing Results:

Findings: None.

Observations: The Company timely investigated the tested claims. Based upon the
results of testing, it appears that the Company’s processes for investigating claims are
functioning in accordance with its policies, procedures and statutory requirements

Recommendations: None. \)

Standard VI1I-3. Claims are resolved in a timely manner.

Automobile: M.G.L.c. 175,88 1130 and 191A; 211 CMR 123.0
Workers’ Compensation: M.G. L.c. 152, 87.

M.G.L. c. 176D, § 3(9)(); M.G.L. c. 175, §§ 28 and 112. @O

Objective: The Standard addresses the timeliness of the any’s claims settlements.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair cl settlement practices include failing to
effectuate prompt, fair and equitable settlements:.0f claims in which liability has become
reasonably clear. In addition, if an insurer makes'a practice of unduly engaging in litigation, or of
unreasonably and unfairly delaying the adjustment or payment of legally valid claims, M.G.L. c.
175, § 28 authorizes the Commissioner a special report of such findings to the General

Court.

M.G.L. c. 175, § 112 states t t%\}iability of any company under a motor vehicle liability
policy, or under any other policy.insuring against liability for loss or damage on account of bodily

injury, death, or damage ty, shall become absolute whenever the loss or damage for
which the insured is resp occurs, and the satisfaction by the insured of a final judgment for
such loss or damag t be a condition precedent to the right or duty of the company to

make payment o Unt-0f said loss or damage.
Automobile &i%s:‘

M.G.L..C: § 1130 states that payments to the insured under theft or comprehensive coverage
he’paid until a claim form has been received from the insured stating that the repair work

shall

d’in an appraisal made pursuant to regulations promulgated by the automobile damage
appraiser licensing board has been completed. Insurers are required to make such payments
within seven days of receipt of the above claim form. However, direct payments to insureds
without a claim form may be made in accordance with a plan filed and approved by the
Commissioner. Any such plan filed with the Commissioner must meet stated standards with
regard to procedures for selecting approved repair shops, vehicle inspection, insurer guarantees of
the quality and workmanship used on making repairs, and prohibitions on discrimination for
selection of vehicles for inspection. 211 CMR 123.00 sets forth procedures for the
Commissioner’s approval of, and minimum requirements for, direct payment and referral repair
shop plans.
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M.G.L. c. 175, 8 191A requires insureds to give timely notice of a property damage loss to the
company or its agent. Further, insureds must report vehicle theft to the police, and the company
must pay such claims within 60 days after receiving a proof of loss. The statute also sets forth a
process for selecting a disinterested appraiser in the event the insured and the company fail to
agree on the amount of loss.

Workers” Compensation Claims:

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14

days of its receipt of an employer’s first report of injury or an initial written claim for ly
benefits, or to notify the DIA, the employer, and the employee of its refusal mmence
payment. The notice shall specify the grounds and factual basis for the refus ommence

payment and must be delivered by certified mail.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1. §)
Transaction Testing Procedure: RNA interviewed Comp @)nnel to understand claims
handling processes, and obtained documentation suppoE S processes. RNA selected 15

commercial automobile, 15 commercial multi-peri workers compensation claims
processed during the examination period to verify UQ im resolutions were timely.

Transaction Testing Results: %

Findings: None. '\
Observations: The reso %&r tested claims was timely. RNA verified that the

Company’s direct pay an complies with 211 CMR 123.00. Based upon the results
of testing, it appear e Company timely resolves claims in compliance with its
policies, proced nd,statutory requirements.

Recommendation:

Standard V114, The company responds to claim correspondence in a timely manner.

M.G/L e, 176D, 88§ 3(9)(b) and 3(9)(e); M.G. L.c.152,§7.

Objective: The Standard addresses the timeliness of the Company’s response to all claim
correspondence.

Pursuant to M.G.L. c. 176D, 88 3(9)(b) and 3(9)(e), respectively, unfair claim settlement
practices include failure to promptly address communications for insurance claims, and failure to
affirm or deny coverage within a reasonable time after the claimant has given proof of loss.

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14

days of its receipt of an employer’s first report of injury or an initial written claim for weekly
benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
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payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA sele&dﬁlS

commercial automobile, 15 commercial multi-peril, and 10 workers compensatio aims
processed during the examination period to verify that claim correspondence was answered

timely. E
Transaction Testing Results: 0
Findings: None. %%

Observations: RNA noted correspondence for the tested % as answered timely.
Based upon the results of testing, it appears that t@ any responds to claim
correspondence timely in compliance with its procedures and statutory
requirements.

Recommendations: None. QQ i

Standard VI1I-5. Claim files are adequat cumented.

Objective: The Standard addresses )\a&gquacy of information maintained in the Company’s
claim records.

Controls Assessment: See V@z

Controls Reliance: Se

Transaction Tes&&Pr dure: RNA interviewed Company personnel to understand its claim
handling proc and obtained documentation supporting such processes. RNA selected 15
commercial “automobile, 15 commercial multi-peril, and 10 workers’ compensation claims
process@ he examination period, to verify that claim files were adequately documented.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the tested claim files were adequately documented.
Based upon the results of testing, it appears that the Company’s processes for
documenting claim files are functioning in accordance with its policies and procedures.

Recommendations: None.

63



Standard VI1I-6. Claims are properly handled in accordance with policy provisions and
applicable statutes, rules and regulations.

M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f); M.G.L. c. 175, 88 22l, 24D, 24E, 24F, 111F, 112,
112C and 193K.

Automobile: M.G.L. c. 175, 8§ 113J and 1130; 211 CMR 75.00 and 133.00.
Property/Liability: M.G.L. c. 175, 88 96, 97, 97A, 100, 102; M.G.L. c. 139, § 3B.

Workers’ Compensation: M.G. L. c. 152, 8§ 7, 8, 29, 31, 33, 34, 34A, 35, 36, 36A, and 50.

Objective: The Standard addresses whether appropriate claim amounts have been pajd&the

appropriate claimant/payee.
Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f), respectively, unfair claim sett%&r)actices

include refusal to pay claims without conducting a reasonable investigati upon all
available information; and unfair trade practices include failure to effectuate“proempt, fair and
equitable settlements of claims in which liability has become reasonablyq) .

0

M.G.L. c. 175, 8 22I allows companies to retain unpaid premium% m claim settlements.
Claim payments must also comply with M.G.L. c. 175, § intercept non-recurring
payments for past due child support. M.G.L. c. 175, § 2 eguires the insurer to exchange
information with the Commonwealth not less than 10 busiriéss days prior to making payment to a
claimant who has received public assistance ben )%M.G.L. c. 175, § 24F requires
communication with the Commonwealth regardi paid taxes. Medical reports must be
furnished to injured persons or their attorney pur%;3 0 M.G.L. c. 175, § 111F. In addition,
M.G.L. c. 175, 8 112C requires companies to reveal to’an injured party making a claim against an
insured, the amount of the limits of said i% s Hability coverage upon receiving a request in

under any other policy insuring.ag liability for loss or damage on account of bodily injury,
death, or damage to propert come absolute whenever the loss or damage for which the
insured is responsible occ the satisfaction by the insured of a final judgment for such loss
or damage shall not be a copdition precedent to the right or duty of the company to make payment
on account of said | age.

writing for such information.
M.G.L. c. 175, 8 112 states that liabilit Xﬁy company under a motor vehicle liability policy, or

S
M.G.L. c. 175 % prohibits discrimination by companies in the reimbursement of proper
expenses paid&er in professions and occupations, such as physicians or chiropractors.

Auto ims:

M%} eports must be furnished to injured persons or their attorney pursuant to M.G.L. c. 175,
81 M.G.L. c. 175, § 1130 prohibits payments by an insurer for theft coverage until the
insured has received notice from the appropriate police authority that a statement has been
properly filed. Companies are also required to report the theft or misappropriation of a motor
vehicle to a central organization engaged in motor vehicle loss prevention. 211 CMR 75.00
designates the National Insurance Crime Bureau as the central organization to be used for this
purpose.

211 CMR 133.00 sets forth uniform standards for repair of damaged motor vehicles, and only
applies when an insurer pays the cost of repairs. The regulation addresses how damage and repair
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costs are determined, requires that like kind repair parts be used, and sets forth methods for
determining vehicle values. It further allows vehicles deemed a total loss to be repaired subject to
certain requirements and limits. Lastly, the regulation requires an insurer to have licensed
appraisers conduct “intensified” appraisals of at least 25% of all damaged vehicles for which the
damage is less than $1,000 and 75% of all damaged vehicles for which the appraised cost of
repair is more than $4,000 for collision, limited collision, and comprehensive claims. The
“intensified” appraisal is to determine if the repairs were made in accordance with the initial
appraisal and any supplemental appraisals.

Property/Liability Claims:

M.G.L. c. 175, § 96 limits the Company’s liability to the actual cash value of the in property
when a building is totally destroyed by fire. In addition, if the insured pai ium on a
coverage amount in excess of said actual cash value, the statute states th d shall be
reimbursed the proportionate excess of premiums paid with interest at six p rce@r year.

M.G.L. c. 175 § 97 requires the Company to pay fire losses to m
satisfactory proof of rights and title, in accordance with the insur
claim for loss or damage to property exceeds five thousand doll

of property upon
cy. Further, when a
L. c. 175 § 97A requires

the Company to ensure that the claimant submits to the Co rtificate of municipal liens
from the collector of taxes of the city or town wherein su erty is located. The Company
shall pay to the city or town any amounts shown ertificate of municipal liens as
outstanding on the date of loss. The provisions of M% . 175 8 97A do not apply to certain

owner-occupied dwellings.

aying claims in excess of $1,000 covering loss
ed as “dangerous” pursuant to M.G.L. c. 143, § 6)
without having given 10 days written motiee to the building commissioner or inspector of
buildings appointed pursuant to the sé%u ding code, to the fire department, and to the board of
health in the city or town where th ty is located.

M.G.L. c. 175, § 100 sets f tandards for selecting a referee if the parties to a claim fail to
agree on the amount of Io%,g ddition, M.G.L. c. 175 § 102 states that the failure of the insured
under a fire policy to @r sworn statement shall not preclude recovery if the insured renders a
sworn statement afte ving a written request for such sworn statement from the Company.
M.G.L. c. 175, § rther defines requirements related to such a request for a sworn statement
made by the €0 V.

Workers%mpensation Claims:

152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days.of an insurer’s receipt of an employer’s first report of injury or an initial written claim for
weekly benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

M.G.L. c. 152, § 8 allows an insurer to terminate or modify payments at any time within 180 days
of commencement of disability without penalty, if such change is based on the actual income of
the employee or if it gives the employee and the Department at least seven days written notice of
its intent to stop or modify payments and to contest any claim filed. The notice shall specify the
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grounds and factual basis for stopping or modifying payment of benefits and the insurer’s
intention to contest.

Pursuant to M.G.L. c. 152, § 29, no compensation shall be paid for any injury which does not
incapacitate the employee from earning full wages for a period of five or more calendar days. If
incapacity extends for a period of 21 days or more, compensation shall be paid from the date of
onset of incapacity. If incapacity extends for a period of at least five but less than 21 days,
compensation shall be paid from the sixth day of incapacity. Generally, no compensation shall be
paid for any period for which any wages were earned.

Pursuant to M.G.L. c. 152, 8 31, if death results from the injury, the insurer ay
compensation to dependents of the employee who were wholly dependent upon™his or” her
earnings for support. M.G.L. c. 152, § 33 requires the insurer to pay the reason ses of

burial not exceeding $4,000.

Pursuant to M.G.L. c¢. 152, § 34, while incapacity is total, during eac of incapacity the
insurer shall pay the injured employee compensation equal to 60 pe is or her average
weekly wage before the injury, subject to defined limits. Th umber of weeks of

M.G.L. c. 152, § 34A,
to the injured employee,
%152, 88 34 and 35, a weekly
e before the injury, subject to

compensation due the employee shall not exceed 156 weeks. P
when the injury is both permanent and total, the insurer
following payment of compensation provided in M.G.
compensation equal to two-thirds of the average we
defined limits.

Pursuant to M.G.L. c. 152, § 35, when injury is %rﬁ%during each week of incapacity the insurer

shall pay the injured employee a weekly c ation equal to 60 percent of the difference

between the average weekly wage before t jury, and the weekly wage he or she is capable of

earning after the injury, but not more-tha

eligible for total incapacity benefits.

the amount at which the employe?éo bined weekly earnings and benefits are equal to two
h

times the average weekly wage in.t ommonwealth at the time of such reduction.

Pursuant to M.G.L. c. 1 , additional sums are designated for specific injuries, provided
that the employee ha from any cause within 30 days of such injury. M.G.L. c. 152, §
36A states that w loss is a result of an injury involving brain damage, a lump sum

payment resulti brain damage shall not exceed an amount equal to the average weekly
wage in the G0 wealth at the date of injury multiplied by 105. Payments shall not be made
where death oc

within 45 days of the injury.
Purs .G.L. c. 152, § 50, if payments are not made within 60 days of being claimed by an
employee, dependent or other party, interest at the rate of 10% per annum of all sums due from
the“date of the receipt of the notice of the claim by the DIA, to the date of payment, shall be
required. Whenever such sums include weekly payments, interest shall be computed on each
unpaid weekly payment.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected 15
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commercial automobile, 15 commercial multi-peril, and 10 workers compensation claims
processed during the examination period to verify that claims were handled in accordance with
applicable policy provisions and statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.

Company’s policies and procedures, and that the claim files were handled in acecerdance

Observations: RNA noted that the tested claims were reported according the
with policy provisions. RNA ascertained whether the claim tested had a erqkrbe1 est

for disclosure of the insured’s liability policy limits. When required, pany
responded to the request within 30 days pursuant to M.G.L. c. 175, § 112C: A also
ascertained whether the paid claims were subject to the intercept pro @ " complying
with M.G.L. c. 175, 88 24D, 24E, and 24F. When required, ompany properly
verified that the claim recipient was not subject to the inter %Jirements prior to

making the claim payment.
RNA verified that the Company has procedures in pl c ;oviding claimants with a
list of registered repair shops, as well as those rep ops which qualify as a referral
shop, as required by 211 CMR 123.00. Further ted that the Company performs
re-inspections of repaired vehicles following ¢ ion of repairs, according to the

requirements of 211 CMR 123.00.

Based upon the results of testing, it
claims in accordance with policy

functioning in accordance with es and procedures.

Recommendations: None. Yy

Standard VII-7. Thec any-uses the reservation of rights and excess of loss letters, when
appropriate.

Objective: This %ﬁrd addresses the Company’s use of reservation of rights letters, and its
procedures f ing an insured when the amount of loss exceeds policy limits.

Control ment; See VII-1.

g&o eliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected 15
commercial automobile, 15 commercial multi-peril, and 10 workers compensation claims
processed during the examination period, and reviewed the claim files to note whether
reservations of rights or excess loss letters were warranted.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted that the tested claims were reported according to the
Company’s policies and procedures. RNA noted no instances where a reservation of
rights or excess loss letter was used inappropriately. Based upon the results of testing, it
appears that the Company’s processes for utilizing reservation of rights and excess loss
letters are functioning in accordance with its policies and procedures. A{

Recommendations: None. \)

Standard VII-8. Deductible reimbursement to insureds upon subroga 'on\gcdvery is made
in a timely and accurate manner.

Objective: The Standard addresses the Company’s timely refund of@%gfgles from subrogation

proceeds. 0
Controls Assessment: See Standard VII-1. %{

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA intervi %mpany personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected 15
commercial automobile, 15 commercial i-peril, and 10 workers compensation claims
processed during the examination pefiod,=and reviewed the files to note whether subrogation

recoveries were reasonably timely isd aceurate.

Transaction Testing Results;

Findings: Norq%’
Observati A noted that the tested claims were reported according to the

Comp icies and procedures, and noted no instances where subrogation recovery
ely and accurate. Based upon the results of testing, it appears that the

was “net ‘ti
@’s processes for making subrogation recoveries for insureds are functioning in
a

nce with its policies and procedures.

E%;ndations: None.

Standard VI11-9. Company claim forms are appropriate for the type of product.

M.G.L.c.152,87.

Objective: The Standard addresses the Company’s use of claim forms that are proper for the type
of product.
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M.G.L. c. 152, § 7 requires the use of specific Department-developed forms for workers’
compensation claims.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA seIe&ilS

commercial automobile, 15 commercial multi-peril, and 10 workers compensatio aims
processed during the examination period, and reviewed the claim files to note whether claim

forms were appropriate for the type of product. é
Transaction Testing Results: Q
Findings: None. %

Observations: RNA noted that claim forms for the tested“elaims were appropriate and
used in accordance with the Company’s policies and pro

Recommendations: None. %{

Standard VI1-10. Claim files are reserved i %@E{nce with the company’s established
procedures.

Objective: The Standard addresses th @cy of information maintained in the Company’s
claim records related to its reserving pfacti

Controls Assessment: See S'@Wl.
Controls Reliance: See 9@1 VII-1.

Transaction Testi ure: RNA interviewed Company personnel to understand its claim
handling proces d obtained documentation supporting such processes. RNA selected 15
commercial ile, 15 commercial multi-peril, and 10 workers compensation claims
processed_duri e examination period, and reviewed the claim files to note whether claim

reserves%;valuated, established and adjusted in a reasonably timely manner.
I!Q@m Testing Results:

Findings: None.

Observations: RNA noted that reserves for the tested claims were evaluated, established
and adjusted according to the Company’s policies and procedures. Based upon the
results of testing, it appears that the Company’s processes for evaluating, establishing and
adjusting claim reserves are functioning in accordance with its policies and procedures,
and are reasonably timely.

Recommendations: None.
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Standard VI1I-11. Denied and closed-without-payment claims are handled in accordance
with policy provisions and state law.

M.G.L. c. 176D, 88 3(9)(d), 3(9)(h) and 3(9)(n).
Workers’ Compensation: M.G.L. c. 152, § 8, 29, 34, 34A, 35, 36A.

Obijective: The Standard addresses the Company’s decision-making and documentation of denied
and closed-without-payment claims.

Pursuant to M.G.L. c. 176D, § 3(9)(d), unfair claim settlement practices include | to pay
claims without conducting a reasonable investigation based upon all available=information.
Pursuant to M.G.L. c. 176D, § 3(9)(h), unfair claims settlement practices in attempting to
settle a claim for an amount less than a reasonable person would have belie e or she was
entitled to receive. M.G.L. c¢. 176D, § 3(9)(n) considers failure to ide, a reasonable and
prompt explanation of the basis for denial of a claim an unfair claim practice.

Workers” Compensation Claims: Q

M.G.L. c. 152, § 8 allows an insurer may terminate or i yments at any time within 180
days of commencement of disability without penalt % change is based on the actual
income of the employee, or if it gives the emplo nd the Department at least seven days
written notice of its intent to stop or modify paym%n to contest any claim filed. The notice
shall specify the grounds and factual basis for stoppingor modifying payment of benefits, and the

insurer’s intention to contest.

Pursuant to M.G.L. ¢. 152, § 29, no @tion shall be paid for any injury which does not
incapacitate the employee from earni II'wages for a period of five or more calendar days. If
incapacity extends for a period fa%dgys or more, compensation shall be paid from the date of
onset of incapacity. If incapacity. extends for a period of at least five but less than 21 days,
compensation shall be paid-fr e sixth day of incapacity. Generally, no compensation shall be
paid for any period for wages were earned.

Pursuant to M.G , 8 34, while incapacity is total, during each week of incapacity the
insurer shall p etinjured employee compensation equal to 60 percent of his or her average
weekly wage‘hefare the injury, but not more than the maximum weekly compensation rate, unless
the average we wage of the employee is less than the minimum weekly compensation rate, in
which id weekly compensation shall be equal to his average weekly wage. The total
nu @ eeks of compensation due the employee shall not exceed 156 weeks. M.G.L. c. 152,
% en the injury is both permanent and total, the insurer shall pay to the injured employee,
following payment of compensation provided in 8§ 34 and 35, a weekly compensation equal to
two-thirds of the average weekly wage before the injury, but not more than the maximum weekly
compensation rate nor less than the minimum weekly compensation rate.

Pursuant to M.G.L. c. 152, § 35, when injury is partial, during each week of incapacity the insurer
shall pay the injured employee a weekly compensation equal to 60 percent of the difference
between the average weekly wage before the injury and the weekly wage he or she is capable of
earning after the injury, but not more than 75 percent of what the employee would receive if
eligible for total incapacity benefits. An insurer may reduce the amount paid to an employee to
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the amount at which the employee’s combined weekly earnings and benefits are equal to two
times the average weekly wage in the Commonwealth at the time of such reduction.

M.G.L. c. 152, 8 36A states that where any loss is a result of an injury involving brain damage, a
lump sum payment resulting from brain damage shall not exceed an amount equal to the average
weekly wage in the Commonwealth at the date of injury, multiplied by 105. Payments shall not
be made where death occurs within 45 days of the injury.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1. '«
Transaction Testing Procedure: RNA interviewed Company personnel to unda@g claim

handling processes and obtained documentation supporting such processes. cted three
commercial automobile, four commercial multi-peril, and two workers compe n claims that
were denied or closed without payment during the examination period viewed the claim
correspondence and investigative reports to note whether the Comp ed the claim timely

and properly before closing it.

Transaction Testing Results: 0
Findings: None.
Observations: RNA noted that the files the denied and closed without payment
claims tested appeared complete, including correspondence and other documentation.

Further, the Company’s conclusi red reasonable. Based upon the results of
testing, it appears that the Co rocesses do not unreasonably deny claims or

delay payment of claims. &
Recommendations: None. Yy

Standard VII-12. C Wenefit checks and drafts reflect appropriate claim handling
practices. E \

Objective: T er addresses the Company’s procedures for issuing claim checks.

Controlms)étrent: See Standard VII-1.

C eliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected 15
commercial automobile, 15 commercial multi-peril, and 10 workers compensation claims
processed during the examination period for review, and noted whether claims payment practices
were appropriate.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that each selected claim was reported according to the
Company’s policies and procedures, and that claim payment documentation was
adequate. RNA noted no instances where claim payment practices appeared
inappropriate. Based upon the results of testing, it appears that the Company’s processes
for issuing claim payment checks are appropriate and functioning in accordance with its
policies and procedures.

Recommendations: None.

Standard V11-13. Claim handling practices do not compel claimants to instit @'sti?ation,
in cases of clear liability and coverage, to recover amounts due under polici ffering
substantially less than is due under the policy.

M.G.L. c. 176D, §§ 3(9)(g) and 3(9)(h); M.G.L. c. 175 § 28.

Objective: The Standard addresses whether the Company’s cla% dling practices force
claimants to (a) institute litigation for the claim payment, or ept a settlement that is
substantially less than what the policy contract provides.

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), u
compelling insureds to institute litigation to recov
offering substantially less than the amounts ulti

s settlement practices include (a)
s due under an insurance policy by
ly recovered in actions brought by such
insureds, and (b) attempting to settle a clai less than the amount to which a reasonable
person would have believed he or she was entitled, by reference to written or printed advertising
material accompanying or made part of ation. Moreover, if an insurer makes a practice
of unduly engaging in litigation or gasonably and unfairly delaying the adjustment or

payment of legally valid claims, M.G. . 175, § 28 authorizes the Commissioner to make a
special report of findings to the Ge ourt.

Controls Assessment: Seeéﬂa VII-1.

Controls ReIiance%& :} ard VII-1.

Transaction Tssﬁ;‘ ocedure: RNA interviewed Company personnel to understand its claim

handling prd%is; and obtained documentation supporting such processes. RNA selected 15
fal automobile, 15 commercial multi-peril, and 10 workers compensation claims

ing the examination period, and reviewed the claim files to note whether claim

ere evaluated, established and adjusted in a reasonably timely manner. RNA noted that

f the claims tested involved litigation in a bodily injury or collision claim. When

re
appliecable, RNA verified the date the claim was reported, reviewed correspondence and
investigative reports, and noted the whether the Company handled the claim timely and properly.

Transaction Testing Results:

Findings: None.

Observations: The documentation of the selected claims involving litigation appeared
complete, including correspondence and other documentation. Further, the Company’s
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conclusions appeared reasonable. Based upon the results of testing, it appears that the
Company’s processes do not unreasonably deny claims or compel claimants to initiate
litigation.

Recommendations: None.

Standard VI11-14. Loss statistical coding is complete and accurate.

M.G.L. c. 175A, § 15(a); 211 CMR 15.00 and 211 CMR 115.00.

Objective: The Standard is addresses the Company’s complete and accurate report f loss
statistical data to appropriate rating bureaus.
os@ countrywide

ommissioner and
agency or agencies

Pursuant to M.G.L. c. 175A, § 15(a), insurers must record and report thei
expense experience in accordance with the statistical plan promulgated
the rating system on file with the Commissioner, who may designata

to assist in the compilation of such data. In accordance with 211 C ‘00, the Commissioner
established and fixed various statistical plans to be used in re commercial multi-peril
insurance and related coverages, in accordance with M.G.L. , 8§15(a). 211 CMR 115.00
requires insurers to report workers’ compensation losses xpenses for statistical purposes.

of this Standard:

Controls Assessment: The following key observat@ oted in conjunction with the review
= Company policy is to timely report cp@e nd accurate loss data to appropriate rating

bureaus.

s The Company reports commer, obile loss data to CAR in a format required by
CAR. Participation in CAR 4Sumandatory for all insurers writing commercial automobile

insurance in Massachusett

= The Company also rep s%?data to the Automobile Insurers Bureau of Massachusetts
(*AIB”), a rating bu t represents the insurance industry in rate hearings before the
Commissioner o

s The Compan % s commercial multi-peril property/liability loss data to ISO in a
format reguiredsby 1SO.

m The reports workers’ compensation loss data to the WCRIB in the format

requ% the WCRIB.
" ailed” claim data is reported quarterly to CAR, AIB and ISO, and monthly to the

C)ﬁtols Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its loss
statistical reporting processes, and obtained documentation supporting such processes. RNA
reviewed the most recent detailed reports from CAR and ISO showing the Company’s loss data in
summary format. RNA compared the CAR and ISO reports for reasonableness against the
Company’s statistical data. RNA also reviewed the latest CAR audit reports on the Company’s
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compliance with CAR statistical coding requirements for key policy determinants for business
ceded to CAR. Finally, RNA reviewed the WCRIB’s most recently completed triennial review of
the Company’s compliance with the statistical plan.

Transaction Testing Results:

Findings: None.

Observations: The Company generally appears to report loss statistical data to rating
bureaus timely and accurately, and its processes are functioning in accordance with the
Company’s policies, procedures and statutory requirements.

Recommendations: None. ‘@)
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SUMMARY

Based upon the procedures performed in this comprehensive examination, RNA has reviewed and
tested Company operations/management, complaint handling, marketing and sales, producer
licensing, policyholder service, underwriting and rating, and claims as set forth in the NAIC
Market Conduct Examiner’s Handbook, the market conduct examination standards of the
Division, and the Commonwealth of Massachusetts insurance laws, regulations and bulletins. We
have made recommendations to address various concerns related to company operations/

management, complaint handling, marketing and sales, producer licensing and underermd
rating.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualified and that, in conjunction with Rudmose &
Noller Advisors, LLC, applied certain agreed-upon procedures to the corporate records of the
Company in order for the Division of Insurance of the Commonwealth of Massachusetts to
perform a comprehensive market conduct examination (“comprehensive examination”) of the
Company.

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge

encompassed responsibility for the coordination and direction of the examination per d,
which was in accordance with, and substantially complied with, those standards ished by
the National Association of Insurance Commissioners (“NAIC”) and the NAIC onduct

Examiners’ Handbook.  This participation consisted of involvement m planning
(development, supervision and review of agreed-upon procedures),. a stration and
preparation of the comprehensive examination report. In addition to the %igned, Dorothy K.
Raymond of the Division’s Market Conduct Section participated in lﬂ% ination and in the
preparation of the report.

The cooperation and assistance of the officers and employ Company extended to all
examiners during the course of the examination is hereby aeknowledged.

N

Matthew C. Regan, IlI
Director of Market Conduct &

Examiner-In-Charge Q
Commonwealth of Massachusetts (Q\

Division of Insurance

Boston, Massachusetts &

Q
&
&
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