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

1000 Washington Street, Suite !
Boston,Massachusetts 021-620(

Dear Commissioner Murphy:

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

BARNSTABLE COUNTY MUTUAL INSURANCE COMPANY
BARNSTABLE COUNTY INSURANCE COMPANY

at their home offices located at:

108 Hallet Street
Yarmouth Port, MA 02675

The following report thereon is respectfully sulieut
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Divisioniduected a comprehensive market conduct
examination (“examination”) of Barnstable County Mutual unasice Company (“BCMIC”) and
Barnstable County Insurance Company (“BCIC”), collectivelienred to as the “Company” for the
period January 1, 2010 to December 31, 2010. The examination ik marsuant to authority in
Massachusetts General Laws Chapter (“M.G.L. c.”) 175fi@e@d. The examination was conducted
concurrently as both companies are under common control and haweonomanagement, systems,
processes and controls. The examination was conducted at écdodirof, and under the overall
management and control of, the examination staff of the iDivis Representatives from the firm of
Rudmose & Noller Advisors, LLC (*RNA”") were engaged to qieate certain agreed upon procedures.

EXAMINATION APPROACH

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

The business areas that were reviewed under this exaoninatire as follows:

I.  Company Operations/Management
II.  Complaint Handling

lll.  Marketing and Sales

IV. Producer Licensing

V. Policyholder Service

VI.  Underwriting and Rating

VIl. Claims

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

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

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

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

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

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

Company should review report results relating to their peuiea.

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

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

The examination resulted in no recommendations or requarg@tbns with regard to company
operations/management, marketing and sales, producer figensiderwriting and rating, and claims.
Examination results showed that the Company is in compliantte alli tested Company policies,
procedures and statutory requirements addressed in #etgms. Further, the tested Company practices
appear to meet industry best practices in these areas.

SECTION |I-C OMPLAINT HANDLING _ STANDARD II-1

Findings: None.

Observations: RNA noted that the Company’s complaint registers includedstaliutorily-required
database elements and included all 2010-2011 Division complaints.n@t¢d one oral complaint from
the Massachusetts Attorney General, which was respondedit toot properly included, on the complaint
register in accordance with Company policy.

Required Actions: The Company shall ensure that its complaint registdudies all written and oral
complaints received from the Massachusetts Attorney Genera

SECTION V-POLICYHOLDER SERVICE STANDARD V-6

Findings: None.

Observations: Based upon review, the Company appears to have processésdtng missing
policyholders and claimants, and appears to make efforitecaie such individuals. Finally, the
Company appears to report unclaimed items and escheaashexquired by statute.

Recommendation: The Company should complete a timely inquiry of payeesnwiiecks become
outstanding for six months.

Subsequent Action:  In 2011, the Company implemented a new procedure when clecksne
outstanding for 12 months. For these checks, a lettenigséhe payee at the last known address and to
the agent notifying them that the check is outstanding.
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COMPANY BACKGROUND

The Company is comprised of BCMIC, a mutual insurer, whichsot00% of BCIC, a stock insurer.
Barnstable County Mutual Fire Insurance Company was incatgubin 1833 to provide fire insurance to
the Cape Cod Area. In 1994, “Fire” was removed from the nameflect BCMIC’s portfolio of
homeowners and personal umbrella liability products. BCIGriitesvbusiness on Martha’s Vineyard and
Nantucket. The Company sells insurance only in Massachusetts

BCMIC'’s statutory surplus as of December 31, 2010 is $63.20milith statutory admitted assets of
approximately $85.2 million. BCIC'’s statutory surplus as otémber 31, 2010 is $16.5 million with
statutory admitted assets of $19.3 million. The Group &lrAt(Excellent) by A.M. Best.

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

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

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

Objective: This Standard addresses the audit function and itomstplities. See Appendix A for
applicable statutes, regulations and bulletins.

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

The Company'’s statutory financial statements are auditadally by an independent auditor.
The Company has engaged outside consultants to review &guifnformation systems changes
and proposed rating changes.

= The Company regularly conducts underwriting and rating quadtyirance tests of significant
transactions or process changes.

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

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
information system changes, underwriting and rating prosesse

Transaction Testing Results:

Findings: None.

Observations: The Company appears to have adopted policies and procedunesute that
appropriate audits or reviews are conducted timely.

Recommendations: None.

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

No work performed. All required activity for this &tiard is included in the scope of the ongoing
statutory financial examination of the Company.

—

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

Objective: This Standard addresses the effectiveness of the Compatiffaad plan. See Appendix A
for applicable statutes, regulations and bulletins.

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

s The Company has adopted antifraud claims and underwritingequoes, which require
management and employees to take reasonable precautions to,pdetect and thoroughly

7
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investigate potential insurance fraud and to report patdriud to the Massachusetts Insurance
Fraud Bureau.

= The Company requires that the Board of Directors andeoffiannually certify compliance with
the Company’s conflict of interest policy and complete astijoenaire about related party
transactions.

» The Company conducts criminal, financial and credit backgrocimecks prior to hiring
prospective employees.

» The Company has implemented Office of Foreign Asset rGor(tOFAC”) compliance
initiatives, including searches of the Specially Designitationals (“SDN”) database for any
payees, customers or vendors that might be included in the détf¥base. The Company has
developed policies and procedures to address exceptions thobedh the SDN database in
accordance with guidelines promulgated by OFAC and thesiDivi

= The Audit Committee of the Board of Directors has eihétl a whistleblower mechanism for
employees to report suspected fraud confidentially atttbwi reprisal.

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

Transaction Testing Procedure: RNA reviewed Company policies and procedures to adamgsaud
initiatives as part of claims and underwriting testing aendewed supporting documentation for the
above noted controls.

Transaction Testing Results:

Findings: None.

Observations. RNA confirmed that the Company’s documentation supports the aloovels.
Based upon underwriting and claims testing, it appearshbaompany has antifraud initiatives
that are reasonably designed to detect, report, and pfexedtlent insurance acts.

Recommendations: None.

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

No work performed. All required activity for this &tiard is included in the scope of the ongoing
statutory financial examination of the Company.

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

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

Controls Assessment: The following controls were noted in review of this Sk&m and Standard 1-6:

s The Company’s sales distribution is through independent agertie. Company verifies that
agents are properly licensed as producers in Massachpsiett to contracting with them. The

8
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Company’s standard agent contract addresses agent aeghoptiemium accounting and
remittance, contract termination, commissions, expensmbuesement limitations and
expirations ownership.

s The Company outsources certain information technology servicesaintain the Company’s
communication networks and application systems.

= The Company outsources its claims investigation duties t@amdient adjustors and outsources
inspection duties to qualified firms.

s The Company's legal duties are outsourced to various lavs fand attorneys, who provide
general corporate law assistance and claims litigatbense.

= The Company’s payroll processing and investment management degiesitsourced to third
parties.

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

Transaction Testing Procedure: RNA interviewed management about its use of third partyraotial
resources to perform Company functions, and the contracisimow of the agent contracts. Further,
RNA reviewed documentation related to the above partiesrasfpeew and renewal business and claims
testing for compliance with statutory and regulat@guirements.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

Controls Assessment: See Standard |-5.

Controls Reliance: See Standard I-5.

Transaction Testing Procedure: RNA interviewed management about its monitoring of third ypart
contractual resources that perform Company functions. Aopaew and renewal business testing, RNA
reviewed agent documentation that supports the new or renewa¢$sisold. As part of claims testing,
RNA reviewed the work of claims adjustors and legabueces.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, it appears that the Company is ggnerahitoring the
activities of third party contractual resources assunaifgusiness function on the Company’s
behalf, in compliance with statutory and regulat@guirements.

9
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Recommendations: None.

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

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

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

= The Company has adopted record retention requirementarious documents and records.
= The record retention requirements include the lengtimef specific documents must be retained.

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

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

Transaction Testing Results:

Findings: None.

Observations: The Company’s record retention policies appear reasonabksting results
relating to documentation evidence are noted in the vaexasination standards.

Recommendations: None.

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

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

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

Controls Reliance: Not applicable.

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

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

10
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Standard 1-9. The regulated entity cooperates on a timglbasis with examiners performing the
examinations.

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

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

Controls Reliance: Not applicable.

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

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

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

s The Company shares personal information with business pami® perform a function on
behalf of the Company. The Company does not share nonpublic pefisanalal information
with anyone for marketing purposes.

= Company policy is to disclose nonpublic personal informatioy aslrequired or permitted by
law to regulators and law enforcement agencies.

= Company policy requires that its information technology sgcpractices safeguard nonpublic
personal financial information and health information. Gnlyividuals approved by Company
management are granted access to the Company’s key miearal operational areas where
nonpublic personal financial information and health infdromais located.

s The Company provides a short-form privacy notice with eaew policy and annually at
renewal. When questions about privacy arise, the Companylbiag-gorm privacy notice, which
is provided to the customer further explaining privacy policiesprocedures.

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

11
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Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
and information security compliance. RNA further reviewed docuaten supporting the Company’'s
privacy and information security policies and procedures andhd any evidence of improper privacy
practices as part of claims testing.

Transaction Testing Results:

Findings: None.

Observations: Based upon review and claims testing, the Company’s praadyinformation
security practices appear to minimize any improper intrusita individuals’ privacy in
accordance with the Company’s policies and procedures.

Recommendations: None.

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

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

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

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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
compliance, and reviewed documentation supporting its privatigigs and procedures. As part of
underwriting and claims testing, RNA sought any evidence ttia Company improperly provided
personal information to inappropriate parties.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

12
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Standard 1-13. The regulated entity provides privacy notice to its customers and, if applicable, tg
its consumers who are not customers regarding treatmenbdbf nonpublic personal financial
information.

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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
compliance, reviewed documentation its supporting privacycigsliand procedures, and examined
whether the privacy notice provided sufficient information andcldsures. RNA selected 25
homeowners policies issued or renewed during the examinadiaydpto test whether a proper privacy
notice was provided.

Transaction Testing Results:

Findings: None.

Observations: Based upon review and testing, the Company provides a sufficieaty notice
to customers regarding its treatment of non-public perdoraaicial information.

Recommendations: None.

Standard 1-14. If the regulated entity discloses informabn subject to an opt out right, the
company has policies and procedures in place so that norgic personal financial information will
not be disclosed when a consumer who is not a custonfexs opted out, and the company provides
opt out notices to its customers and other affected consens.

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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

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

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

13
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Standard 1-15. The regulated entity’s collection, usand disclosure of nonpublic personal financial
information are in compliance with applicable statutesrules and regulations.

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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
and information security compliance, and reviewed doctatien supporting its privacy and information
security policies and procedures. RNA also sought arderee that the Company improperly collected,
used or disclosed nonpublic personal financial informatiooonjunction with testing of underwriting
and claims.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review and testing in conjunction with undgngrand
claims, the Company’s policies and procedures provide reasamsdleance that the Company
properly collects, uses and discloses nonpublic personatfalanformation.

Recommendations: None.

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

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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure:  RNA interviewed Company personnel with responsibility forvacy
and information security compliance, and reviewed suppodowimentation. RNA also sought any
evidence that the Company improperly disclosed nonpublic pereeaith information in conjunction
with testing of claims.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, RNA noted no instances where the Conwpgngperly
disclosed nonpublic personal health information in conjunatiéimtesting of claims.

14
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Recommendations: None.

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

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

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

=  Company policy requires that its information technology secpractices safeguard nonpublic
customer personal financial information and health inforonati

= Only individuals approved by Company management are grantedsd@octe Company’'s key
electronic and operational areas where nonpublic customsonae financial information and
health information is located.

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

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
information security compliance, and reviewed documertatupporting its information security policies

and procedures. Review of information technology access ahdriation controls is also included in

the scope of the ongoing statutory financial examinatioheCtompany.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review of the Company’s information secyrdijcies and
procedures, it appears that the Company has implementedaamation security program,
which provides reasonable assurance that its informatioemsgsprotect nonpublic customer
information.

Recommendations: None.

o

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

Objectivee This Standard is concerned with the Company’s annual regoof statutorily-required
homeowners underwriting and claims data and the NAIC Markstd@t Annual Statement to the
Division. See Appendix A for applicable statutes, regulatemd bulletins.

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

s The Company’s policy administration and claims systems corapteretain underwriting and
claims data for inclusion in the NAIC Market Conduct AahStatement.

s The Company's policy administration and claims systems congilg retain homeowners
underwriting and claims data for inclusion in the annual homemmdata submission to the
Division.

15
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Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
underwriting and claims processing. RNA also reviewed the 20ALC NMarket Conduct Annual
Statement for Massachusetts data for unusual resudtc@mncerns. Finally, RNA reviewed the 2010
homeowners underwriting and claims data statutorily-requardée submitted to the Division.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA's review of the Company’s underwriting aadnd processing,
the 2010 homeowners underwriting and claims data, and the 2010 NAKetNGaonduct Annual
Statement for Massachusetts, no unusual results and coneamra noted, and the data appears to
be reasonably complete and accurate.

Recommendations: None.
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Il COMPLAINT HANDLING

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

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

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

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

s The Company defines a complaint as a written grievancedrgmone, or an oral complaint from
the Division or the Massachusetts Attorney General. Tomgany’s policy is to attempt to
resolve any customer questions or concerns to minimizeutnber of complaints.

Complaints are directed to, and handled by, the Comp&ng&dent.
The Company’s policy is to address all complaints immediatehd to meet the Division's
response time directives whenever complaints are recemwectifre Division.

s The Company maintains a complaint register with the napgseformation to record, track,
investigate and resolve the complaint.

= All significant complaints or indications of systemic cents are to be reported to the Audit
Committee of the Board of Directors.

= The Company provides a telephone number and address in imwesponses to complaints and
consumer inquiries and on its website.

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

Transaction Testing Procedure: RNA interviewed management and staff responsible for tzontp

handling, and examined evidence of the Company’s related pro@gsesntrols. RNA reviewed the
Company’s complaint registers for 2010-2011 to evaluate the Compeogipliance with statutory
complaint requirements. RNA also reviewed the Company’s ompegisters from 2010-2011 for
completeness to determine whether they properly containedmfilaints.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company's complaint registers includkkdstatutorily-
required database elements and included all 2010-2011 Divisigulaiate. RNA noted one oral
complaint from the Massachusetts Attorney General, whichnesponded to, but not properly
included, on the complaint register in accordance widmgany policy.

Required Actions: The Company shall ensure that its complaint registdudies all written and oral
complaints received from the Massachusetts Attorney Genera
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Standard II-2. The regulated entity has adequate complat handling procedures in place and
communicates such procedures to policyholders.

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

Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tntp
handling, and examined evidence of the Company’s related proeeskesntrols. RNA reviewed three
Division complaints and one Massachusetts Attorney Generaplaint, from the 2010-2011 period, to
evaluate the Company’s compliance with statutory complaintirmgents and Company policy. RNA
reviewed the complaint handling for each of these complamtkiding the adequacy of documentation
supporting the facts and resolution of each complaint. litiewld RNA reviewed the Company’s
website, and various forms sent to policyholders, to determinether the Company provides contact
information for consumer inquiries as required.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tntp
handling, and examined evidence of the Company’s related proeeskesntrols. RNA reviewed three
Division complaints and one Massachusetts Attorney Generaplaint, from the 2010-2011 period, to
evaluate the Company’s efforts to properly dispose of contplai

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company fully addressed the issues naigked complaints
tested. It appears that complainants with similar gatterns are treated consistently and fairly.
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Recommendations: None.

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

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

Controls Assessment: See Standard 11-1.

Controls Reliance: See Standard I11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for tontp
handling, and examined evidence of the Company’s related proeeskesntrols. RNA reviewed three
Division complaints and one Massachusetts Attorney Generaplaint, from the 2010-2011 period, to
evaluate the Company’s complaint response times.

Transaction Testing Results:

Findings: None.

Observations: The Company appeared to address timely each of the f@stetbn complaints
within 14 days, unless additional time to respond was appioyéede Division. The complaint
from the Massachusetts Attorney General was also handietdlytiThe Company appears to
respond to complaints in a timely manner in accordance fdgtlpolicies, procedures, and
regulatory requirements.

Recommendations: None.
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M. MARKETING AND SALES

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

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

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

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

= The Company has adopted written policies and proceduresview and use of advertising and
sales materials.

s The Company maintains copies of all of its advertising aradtketing materials, which are
reviewed and approved by the Company’s President prior to use

s The Company's advertising is limited and generally consistsadfertisements in phone
directories, loss mitigation brochures for policyholders, asd of the Company’s name by
agents in their sales efforts.

s The Company discloses its name and address on its website.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilityr&viewing,
approving and maintaining sales and advertising materlRNA reviewed the Company’s website for
disclosure of its name and address. Finally, RNA soaglence of use of any unapproved materials as
part of new and renewal business testing.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s website disclosure conwlieDivision
requirements. RNA noted no evidence of the use of unapprole=dreaterials as part of new
and renewal business testing.

Recommendations: None.

Standard 11I-2. Regulated entity internal producer training materials are in compliance with
applicable statutes, rules and regulations.

Objective: This Standard is concerned with whether the Company’s peodraining materials are in
compliance with state statutes, rules and regulati&ee Appendix A for applicable statutes, regulations
and bulletins.
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Controls Assessment: The following controls were noted as part of this Saaed

= The Company provides training to agents focusing on Company policiastices and
procedures relating to underwriting and rating, policyholderic® and claims.

= The Company provides an agent portal via its website dentaaccess to Company policies,
procedures, underwriting guidelines and the policy administratystem.
Periodic memos and emails are sent to the agents wherepalr procedures change.
Management conducts an annual site visit to each ageneyldieess Company and agent
concerns.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilitydeveloping
and distributing agent training materials, and reviewed suderiaig in use during the examination
period for accuracy and reasonableness.

Transaction Testing Results:

Findings: None.

Observations: Based upon review, the Company’s agent training materials mppearate and
reasonable.

Recommendations: None.

Standard 11I-3. Regulated entity communications to prodicers are in compliance with applicable
statutes, rules and regulations.

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

Controls Assessment: See Standard 111-2.

Controls Reliance: See Standard I11-2.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilitydeveloping
and distributing agent communications, and reviewed exarmopksh communications for accuracy and
reasonableness.

Transaction Testing Results:

Findings: None.

Observations: Based on review, procedures for communications to agentsragm@apriate and
reasonable.

Recommendations: None.
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Standard 11l-4. The regulated entity’s mass marketing & property/casualty insurance is in
compliance with applicable statutes, rules and regutens.

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

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

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

Objectivee The Standard addresses licensing and appointment of thea@ys producers. See
Appendix A for applicable statutes, regulations and bulletins.

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

s The Company’s sales distribution is through independent agertie. Company verifies that
agents are properly licensed as producers in Massadhysétt to contracting with them.

= Any prospective new agency appointments undergo thorough investigaticluding criminal
and financial background checks. New agents are appoiniad tlee Division’s On-Line
Producer Appointment (“OPRA”) system.

= The Company’'s standard agent contract addresses agentiteeghpremium accounting and
remittance, contract termination, commissions, expensmbuesement limitations and
expirations ownership.

s The Company completes an annual reconciliation of their aggobintments with Division
appointment data contained in OPRA. Any differencesraestigated and addressed.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and processing of agent appointments. RNA sel@Btdebmeowners policies issued or
renewed during the examination period, to determine whether the fageach policy was included on
the Division’s list of the Company’s appointed agents.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s agents were propeelyskd and appointed
at the date of sale, and the agents’ appointments ndtgled in the Division’'s OPRA system.

Recommendations: None.

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

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

Objective: This Standard addresses the Company’s termination alupeos in accordance with
applicable statutes requiring notification to the state ardptoducer. See Appendix A for applicable
statutes, regulations and bulletins.

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

= The Company’s policy is to give written notice to all agemhose appointments are terminated
and notice to the Division through the OPRA system.

s The Company’'s policy is to give additional information to theri€don about agents whose
appointments are terminated “for cause” including thsag for the termination.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility foerminating agent
contracts and reviewed supporting documentation for the solé tgemnation, which occurred in
January 2011. RNA compared that supporting documentation toneion on the Division's OPRA
system. Further, RNA reviewed evidence that noticeé@gent complied with statutory requirements.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company properly notified the Divisif the agent
termination through the OPRA system in compliance wakusory requirements. The notice to
the agent was in compliance with statutory requirements.

Recommendations: None.

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

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

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

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting, appointments and terminations. In conjunctibh t@sting of 25 homeowners issued or
renewed during the examination period and one appointment téonimaJanuary 2011, RNA reviewed
documentation for any evidence of unfair discriminationiregapolicyholders resulting from the
Company’s producer appointment and termination policies.
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Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

Objectivee The Standard addresses the Company’s documentation ofe#isens for producer
terminations. See Appendix A for applicable statutes, agiguis and bulletins.

Controls Assessment: See Standard 1V-3.

Controls Reliance: See Standard 1V-3.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and appointment termination processing. RNiwed the sole appointment termination in
January 2011, and evaluated the reason for the appointmemagon. RNA also inquired about any
agent that was terminated “for cause” during the exammaeriod or during 2011.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s internal records adequidelyment the
reasons for the appointment termination, which was notcdase” as defined by statute.

Recommendations: None.

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

No work performed. This Standard is not covered in tlipesof examination because the Company
direct bills most premium, thus excessive debit accoulainbas are not a significant issue. If material
debit account balances existed, they would be evaluatdte scope of the ongoing statutory financial
examination of the Company.
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V. POLICYHOLDER SERVICE
Evaluation of the Standards in this business area is bagel am assessment of the Company’s internal

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

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

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

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

Direct billed policyholders may pay their premiums in fafi,in four or 10 installments.
Premium direct bill notices are sent to customers approgiyn20 days prior to the due date.
When payments are not timely made, a notice of interaroet is sent to the customer, the agent
and any other required parties within five days of the rdissstallment due date, noting that
coverage will be cancelled in 25 days if payment is not magayment is not made during that
period, a notice of cancellation is sent to the customeradl required parties.

= Some policies are agency billed, where the agent billpaheyholder and remits the payments
to the Company. For payments not timely made by policyholdsgents request that the
Company issue the notice of cancellation for non-paymergsicaordance with the agency’'s
billing and collection policies.

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

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

Transaction Testing Results:

Findings: None.

Observations: Based upon review, billing notices appeared to be mailigd an adequate
amount of advance notice.

Recommendations: None.

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

Objective: This Standard is concerned with whether the Companydrakation procedures to ensure
that such policyholder requests are processed timely.yHRsdigance testing is included in Standard VI-6.
Return of premium testing is included in Standard V-7.e 3&@pendix A for applicable statutes,

regulations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

=  Company policy is to cancel a policy upon naotification from &igent of the policyholder’s
request, and to process premium refunds in a timely manne
= All unearned premium is refunded to the policyholder on a @i@rasis.

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

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
policyholder service and tested five insured-requested kafimes from the examination period, to
ensure that the cancellation requests were processadhtaty and timely.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

Objective: This Standard addresses the Company’s procedures fadipgotimely and responsive
information to customers by the appropriate department. @amplare covered in the Complaint
Handling section, and claims are covered in the Claiisose See Appendix A for applicable statutes,
regulations and bulletins.

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

s The Company has underwriting representatives who assistsagéht policyholders’ general
guestions about their policies or billing matters.

= The Company considers its agents as having the primariyonslaip with the policyholder, who
must request endorsements and policy changes through the Hgepblicyholder requests such
changes directly with the Company, the policyholder will berrefl to the agent for servicing.

s The Company has informal performance and work flow bendterthat management monitors
to ensure that adequate resources are available tsaadditomer service needs.

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

Transaction Testing Procedure: RNA discussed procedures with Company personnel and reliewe
policyholder correspondence in conjunction with new and renewaddasstesting and claims testing.
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Transaction Testing Results:

Findings: None.

Observations: Based upon the review of the above information and review otrgk
correspondence between policyholders and the Company in coajumdth new and renewal
business testing and claims testing, the Company appears toallageate resources and
procedures to handle customer inquiries. Correspondenceesditecthe Company appears to be
answered in a timely and responsive manner.

Recommendations: None.

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

1=

No work performed. The Company does not enter into assumpiisurance agreements.

Standard V-5. Policy transactions are processed accurateind completely.

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

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

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

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

s  Company policy requires that un-cashed checks, includingngland premium refunds be
reported and escheated when the owner cannot be located.

s The Company’s accounting department periodically reviawsoutstanding check list when
completing monthly bank reconciliations. When a check has tngistanding for three years, a
letter is sent to the payee at the last known addressoathe agent notifying them that if the
payee does not contact the Company immediately for a replacehesit the check amount will
be escheated.

s The Company annually reports escheatable funds to the Stsufer by November 1st as
required by statute.

m For returned mail, the Company researches the address usimga@y records or public
information to ensure that the address is correct.
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Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA discussed with Company personnel the Company’s proceaures f
locating missing policyholders and claimants, and for eseigedunds, and reviewed supporting
documentation, including the 2010 escheatment report to tteeB&asurer.

Transaction Testing Results:

Findings: None.

Observations: Based upon review, the Company appears to have process@safmmg missing
policyholders and claimants, and appears to make effoldsate such individuals. Finally, the
Company appears to report unclaimed items and escheaashexquired by statute.

Recommendation: The Company should complete a timely inquiry of payeesnwiiecks become
outstanding for six months.

Subsequent Action: In 2011, the Company implemented a new procedure when clecksne
outstanding for 12 months. For these checks, a lettenigséhe payee at the last known address and to
the agent notifying them that the check is outstanding.

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

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

Controls Assessment: See Standard V-2.

Controls Reliance: See Standard V-2.

Transaction Testing Proceduree  RNA interviewed Company personnel with responsibility for
policyholder service and tested five insured-requested katimes from the examination period, to test
for proper premium refund calculation and timely payment revhppropriate

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

Objective: This Standard addresses the Company’s procedures to phistioly and loss information to
insureds in a timely manner. See Appendix A for applicstatutes, regulations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

= The Company’s claims personnel and agents have acceksnts @ling history and paid loss
information.

= When requested by the policyholder, the Company or the agéptaviide the policyholder with
its claims filing history and paid loss information.

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

Transaction Testing Procedure: RNA discussed with Company personnel its policies anceguwes for
responding to policyholder inquiries regarding claims filingtdnig and paid loss information and
reviewed any evidence of the Company being non-responsive to policyhajdeies on claim filing
history and paid loss information in testing of underwritiagd rating, claims, complaints and
policyholder service.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing in underwriting and rating, clainsmptaints and
policyholder service, RNA noted no evidence of the Company beingesponsive to any
policyholder inquiries. Policies and procedures relatincghéa the Company responds to
policyholder inquiries on claims filing history and paiddasformation appear adequate and
reasonable.

Recommendations: None.
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VI. UNDERWRITING AND RATING

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

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

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

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

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

= Homeowners rating criteria include territory, coverage armaund type, property age, protection
class, structure type, age of property, as well as aigsdor security features, safety features
and higher deductibles.

s The Company files its rates with the Division for approt@lcomply with statutory and
regulatory requirements. Prior to implementing ratengbka, new rates are subject to user
testing.

= Agents submit applications and billing mode information toGlenpany for review and policy
issuance. Coverage is bound by the agent at the time afedjmpi.

s Company policy prohibits unfair discrimination in the applicat@npremium discounts and
surcharges, and in the application of its general ratirtpadelogy, in accordance with statutory
and regulatory requirements. The Company regularly conductsrwriting and rating quality
assurance tests of significant transactions or pratesgyes.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process, and reviewed other rating information. cdnjunction with new and renewal
business testing, RNA selected 25 homeowners policies issuedewed during the examination period,
to test rate classifications and underlying policy infdrama In addition, RNA selected five of these
policies to test the accuracy of premium rates chargedlioyholders. RNA verified that each policy’s
premium agreed with the Company’s rates filed with thediin.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company calculates policy premidssounts and
surcharges in compliance with its policies, procedures, statutory requirements, and in
compliance with rates filed with the Division.

Recommendations: None.
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Standard VI-2. All mandated disclosures are documented ahin accordance with applicable
statutes, rules and regulations.

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

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

The Company has written policies and procedures for priagassw and renewal business.
The Company’s supervisory procedures are designed to enstmethdusiness submissions
from agents are accurate and complete, including the usé Gbmadpany-required forms and
instructions.

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

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to test for timely disclosure of rates and cages.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

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

s The Company has procedures for paying agents’ commissioredordance with written
contracts.

s  The Company’s policies and procedures are designed to complgtatutory underwriting and
rating requirements, which prohibit special inducements elvates.

Controls Reliance:  Controls tested via documentation inspection, proceduresrwdtson and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed individuals with responsibility forommission
processing and agent contracting. In connection with thewenfi@gent contracts, RNA inspected new
business materials, advertising materials, agent trainingiadatand manuals for indications of rebating,
commission cutting or inducements. Also, in conjunction witlv and renewal business testing, RNA
selected 25 homeowners policies issued or renewed duringeXaimination period, to review
commissions paid to agents and for indications of rebatomgmission cutting or inducements.

Transaction Testing Results:

Findings: None.

Observations: Based upon review and testing, the Company’s processes foripinghitbegal
acts, including special inducements and rebates, are foimgjicn accordance with its policies,
procedures and statutory requirements, and commissichgpaeared reasonable.

Recommendations: None.

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

(D

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

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

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

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

= Agents submit applications to the Company for review andyp@suance. Coverage is bound by
the agent at the time of application.

= The Company does not use credit in underwriting and does not tieaapplicant’s insurance
score.

= In the event that the agent binds an unacceptable riskCangpany will accept the bound
coverage and will ask the agent to replace the coverage aaspossible.

= The Company regularly conducts underwriting and rating quadtyirance tests of significant
transactions.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to test for evidence of unfair discrimination in undeivg.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

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

s Company policy requires that all homeowners policy forms andorsements be filed and
approved by the Division prior to use.
= Agents are required to use approved forms and applicatioes providing quotes to customers.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to test for the use of approved policy forms and reedtents in compliance with statutory
requirements.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

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

= Agents submit applications to the Company for review ana&typaisuance. Coverage is bound
by the agent at the time of application.

= Any changes in policy coverage must be requested througlgéme, avho must timely process
such requests.

= Prior to policy renewal, the underwriting department evakiall risks to determine whether to
renew them based on loss activity and inspection resBisewal policies are sent to the agents
for delivery to insureds.

= The Company regularly conducts underwriting and rating quadtyirance tests of significant
transactions.
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Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to test whether new and renewal policies and endantemvere issued timely, accurately and
completely.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company issues new and renewal oo
endorsements timely, accurately and completely.

Recommendations: None.

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

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

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

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

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

= Agents submit applications to the Company for review andyp@suance. Coverage is bound by
the agent at the time of application.

= The Company does not use credit in underwriting and does not tieaapplicant’s insurance
score.

= In the event that the agent binds an unacceptable riskCangpany will accept the bound
coverage and will ask the agent to replace the coverage aas@ossible. Thus, the Company
and its agents do not provide declination notices.

= The Company regularly conducts underwriting and rating quadityirance tests of significant
transactions.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected five transactions cadedkclinations by the Company during the
examination period, to ensure these transactions werainiairly discriminatory and were not in
violation of regulatory notice requirements.

Transaction Testing Results:

Findings: None.
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Observations: For the transactions coded as declinations that waesliehe Company accepted
the agents’ bound coverage in four of the transactions,sked dhe agents to replace the policies
as soon as possible. For these risks, the agents rpleceoverage within the first 60 days of
coverage. For the fifth transaction, the Company askedgéset do replace the coverage on a
secondary residence, and the agent did so immediatelyhasdd coverage was bound for that
risk. Based upon testing, Company’s transactions coded #satieas were not unfairly
discriminatory and were not in violation of regulatoryio® requirements.

Recommendations: None.

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

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

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

= Company policy requires that written homeowners company+eutieancellation notices and the
specific reasons for the cancellations be sent to polidgn®land agents at least 10 days prior to
the cancellation effective date.

= Company policy requires that written homeowners non-renewglescand the specific reasons
for the non-renewals be sent to policyholders and agentasatdd days prior to the policy non-
renewal effective date.

= The Company regularly conducts underwriting and rating quadisyirance tests of significant
transactions or process changes.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected five company-initiateshcellations and five non-renewal
transactions for testing. All transactions were evetlafor compliance with statutory notice
requirements.

Transaction Testing Results:

Findings: None.

Observations: For the company-initiated cancellations and non-renewalactioss tested, the
Company provided timely notice to the policyholders and agents althdghe specific reasons
for the cancellations or non-renewals. Based upon testorgpany-initiated cancellation and
non-renewal notices appear to be timely provided with thafgpezasons properly disclosed.

Recommendations: None.

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

Objective: This Standard addresses whether decisions to rescindcat®l coverage are made
appropriately. See Appendix A for applicable statutes, régotaand bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

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

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

s The Company'’s policy is not to rescind coverage. In casestdrial misrepresentation or fraud,
the Company would cancel coverage mid-term using standacel&ion notice procedures.

= The Company regularly conducts underwriting and rating quadtyirance tests of significant
transactions.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process and inquired about actions for addigessaterial misrepresentation or fraud.

Transaction Testing Results:

Findings: None.

Observations: Based wupon review, policies and procedures for addressiagerial
misrepresentation or fraud appear reasonable.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VI-1.

Controls Reliance: Refer to Standard VI-1.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process, and reviewed other rating information. cdnjunction with new and renewal
business testing, RNA selected 25 homeowners policies issuedewed during the examination period,
to test rate classifications and underlying policy infdrama In addition, RNA selected five of these
policies issued or renewed during the examination peritestdhe accuracy of premium rates charged to
policyholders. RNA verified that policy credits and deviationsemeonsistently applied on a non-
discriminatory basis.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company consistently applies creditdeviations on a
non-discriminatory basis in accordance with its poligieeecedures, and statutory requirements.
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Recommendations: None.

Standard VI-11. Schedule rating or individual risk premium modification plans, where permitted,
are based on objective criteria with usage supported bgppropriate documentation.

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

Standard VI-12. Verification of use of the filed expase multipliers; the regulated entity should be
using a combination of loss costs and expense multiplgefiled with the insurance department.

No work performed. This Standard is not covered irstape of examination because the Company does
not offer workers’ compensation coverage.

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

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

Standard VI-14. Verification of experience modificatio factors. \

No work performed. This Standard is not covered irstape of examination because the Company does
not offer workers’ compensation coverage.

Standard VI-15. Verification of loss reporting. \

No work performed. This Standard is not covered irstape of examination because the Company does
not offer workers’ compensation coverage.

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

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

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

Objective: This Standard addresses whether underwriting, rating assifetation decisions are based on
adequate information developed at or near inception of therammerather than near expiration or
following a claim. See Appendix A for applicable statutegutations and bulletins.
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Controls Assessment: The following controls were noted in review of this Slanml:

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

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

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

s The Company regularly conducts underwriting and rating quadsyirance tests of significant
transactions.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period to test whether underwriting, rating and classificatrerbased on adequate information developed
at or near inception of coverage.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

See Standard I-1 for audits by the external auditor. Appendix A for applicable statutes, regulations
and bulletins.

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

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

Controls Assessment: See Standard VI-5.

Controls Reliance: See Standard VI-5.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to test for the use of policy forms and approved eenhansts 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 Qomipausing approved
policy forms and endorsements in compliance with statutmyirements.

Recommendations: None.

Standard VI-20. The regulated entity verifies that the WN number submitted with the application
is valid and that the correct symbol is utilized.

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

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

Objectivee This Standard addresses whether the Company has engaged in asweadk anti-
competitive underwriting practices. See Appendix A for appleatatutes, regulations and bulletins.

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

s Company policy requires that the underwriting department applysistent underwriting
practices, and that no underwriter or agent shall enigag@lusive or anti-competitive practices.

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

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

= The Company regularly conducts underwriting and rating quadityirance tests of significant
transactions.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility foe
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination
period, to determine whether any underwriting practices appealesive or anti-competitive.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.
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Standard VI-22. The regulated entity underwriting practices are not unfairly discriminatory. The
regulated entity adheres to applicable statutes, rulesnd regulations in application of mass
marketing plans.

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

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

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

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

See Standard VI-8 for testing of this standard. SggeAdix A for applicable statutes, regulations and
bulletins.

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

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

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

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

= The Company’s policy is to report complete and accurataipre data timely in the required
format to its statistical agent, Insurance ServicBe©(“1SO").

= Premium data is provided directly from the policy admiatsbn system to 1ISO, which has not
conducted any audits of the Company’s premium data.

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

= The Company regularly conducts underwriting and rating quaisurance tests of significant
transactions or process changes.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process and discussed the procedures used by I8Onitor submitted premium data.
RNA selected 25 homeowners policies issued or renewed dharexamination period, for any evidence
of premium data coding errors.

Transaction Testing Results:

Findings: None.
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Observations: Based upon review and testing, premium data determinppeaato be properly
coded. The Company appears to have procedures to provide agecemaiem data to ISO in a
timely manner.

Recommendations: None.

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

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

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

Company policy requires that the underwriting files support wwiterg and rating decisions.
Agents submit applications to the Company for review anadydasuance. Coverage is bound
by the agent at the time of application. Properly complapgiications are to include applicant
and agent signatures.

s The Company regularly conducts underwriting and rating quadsyirance tests of significant
transactions or process changes.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 25 homeowners policies issuetiewed during the examination

period, to test whether the applications were properly ceteghland whether policy files adequately
support the Company’s decisions.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, applications were properly completed, policy files
adequately supported the Company’s decisions.

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

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

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

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

Controls Assessment: The following controls were noted in review of thisu®tard through Standard
VII-13:

Written policies and procedures govern the claims handling gsoce
The Company encourages insureds to file claims with itatagesho may assign independent
adjustors for property claims. Any claims filed witheats require them to provide immediate
notice to the Company. Agents may not assign independentaadjtmt liability claims.

= Insureds and third party claimants may also file ctadirectly with the Company by phone or
through the Company’'s website. The Company assigns independenbradjostall liability
claims.

= The Company’s independent adjustors must contact claimartis Wi hours. The independent
adjustors confirm coverage and conduct claim investigations.

= The Company completes an SDN check for third party claifather, any necessary
Massachusetts Department of Revenue intercept checks;avieednd Medicaid checks and 1ISO
delinquent child support checks are completed by the Company anchelted in the claims
files.

= The independent adjustors provide any required notices to kndklling inspectors when
property damage exceeds $1,000, and copies of the notices adegrvithe Company in the
independent adjustors’ reports.

= Once property claim investigations are complete, foimdaover $5,000, the independent
adjustors prepare a Proof of Loss (“POL”) summarizingctaam and the settlement calculation.
The POL is presented to the claimant for agreement. Py for $20,000 or more must also be
approved by the Company. The claimant has 60 days to sigR@heand file it with the
Company for payment. When possible, claim checks for idscisgmants are provided to the
agents for delivery to insureds.

= If the claimant does not agree with the POL, the claimmay discuss the claim with the
Company directly or request use of a public adjustor. Wheessacty, through negotiation, the
Company may adjust the POL.

= Liability claims are investigated by the independent adjsstnd defense counsel, and a
settlement is proposed and provided to the Company for appfosajned settlement agreement
by the claimant is required noting that the settlemeresents full payment for the claim.

= Independent adjustors provide fraud investigation services whendpeedkclaim investigation
experts are used when needed for fire or other liabilitysiyations.

= Subrogation is managed by the Company, and all claim esseves are determined by the
Company.

= Claim status is monitored by the Company through the reckgiaitus reports from independent
adjustors and defense counsel and through use of cljing diaries reminding management
that specific action steps are due.
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Controls Reliance:  Controls tested via documentation inspection, procedirgervation and/or
corroborating inquiry appear to be sufficiently reliabdebe considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA verified the date satdcted claim was reported to the
Company, and noted whether its initial contact with therdat was timely acknowledged.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was reportedrarastigated according to
the Company’s policies and procedures, with timely initial adnt@m the Company. Based
upon testing, it appears that the Company’s processes fadipgvimely initial contact with

claimants are functioning in accordance with its poligeeecedures, and statutory requirements.

Recommendations: None.

\ Standard VII-2. Timely investigations are conducted. \

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination periodl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA verified the date satdcted claim was reported to the
Company, and noted whether its investigation was conducteceasanable and timely manner.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.
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\ Standard VII-3. Claims are resolved in a timely manner. \

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgndling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA verified the date satdcted claim was reported to the
Company, and noted whether its investigation was conducted solde@ in a reasonable and timely
manner.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was reportedrarastigated according to
the Company'’s policies and procedures, with timely claim rasokit Based upon testing, it
appears that the Company’'s processes for timely invesiigand resolving claims are
functioning in accordance with its policies, procedured,ssatutory requirements.

Recommendations: None.

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

Objective: The Standard addresses the timeliness of the Company’s respatiselaim correspondence.
See Appendix A for applicable statutes, regulations and imsllet

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA verified the date satdcted claim was reported to the
Company, and noted whether the Company timely responded toadaiespondence.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was reportedrarastigated according to
the Company'’s policies and procedures, with timely responsesitns correspondence. Based
upon testing, it appears that the Company’s processes fadipgptimely responses to claims
correspondence are functioning in accordance with itscipsli procedures and statutory
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requirements.

Recommendations: None.

Standard VII-5. Claim files are adequately documented.

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dendling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA reviewed the file &oheselected claim, and noted whether its
documentation was adequate.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was adequately dgotec according to
the Company’s policies and procedures. Based upon testapgpetrs that the Company'’s claim
handling processes for documenting claim files are functiomrgccordance with its policies
and procedures.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCiiapany’s compliance with policy
provisions, statutory requirements, regulatory requirgsnand Company procedures.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted each of the tested claims was handled aogom@ policy provisions,
statutory requirements, regulatory requirements andpaagnprocedures. Based upon testing, it
appears that the Company’s processes for handling clainfisresteoning in accordance with its
policies, procedures and statutory requirements.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgndling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA reviewed the fileefmrh selected claim and verified that claim
forms were appropriately used.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims appropriately usadncforms in
accordance with the Company’s policies and procedures amdt@y requirements.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgndling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA verified the date satdcted claim was reported to the
Company, and noted whether claim reserves were evaluatedjséstddnd adjusted in a reasonably
timely manner. The Division’s financial examiners and agtgaalso test reserving in conjunction with
the ongoing financial examination of the Company.
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Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such procesgeselBcted six homeowners claims
denied or closed without payment during the examination peancelaluate the Company’'s compliance
with its claim handling policies and procedures. RNA vedithe date each selected claim was reported
to the Company, and noted whether the Company handled eachioiaignand properly before closing
or denying it.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was handled accotditige Company’s
policies and procedures. Based upon testing, it appearfh¢h@ompany’s claim handling and
denial practices are appropriate and are functioning in acoedwith its policies, procedures,
and statutory requirements.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgindling
processes, and obtained documentation supporting such prodeNgeselected 19 homeowners claims
paid or that remained open during the examination pericelatmate the Company’s compliance with its
claim handling policies and procedures. RNA verified thainrc payment checks were appropriately
issued.

Transaction Testing Results:

Findings: None.

Observations: RNA noted each of the tested claims was reported amdtigated according to
the Company’s policies and procedures, with adequate claimgoaytocumentation. Based
upon testing, it appears that the Company’'s processes fongsslaim payment checks are
appropriate, and functioning in accordance with its poliares procedures.

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgndling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. When applicable, RNA verifieddate each selected claim was
reported to the Company, reviewed correspondence and intestigaports, and noted whether the
Company handled the claims timely and properly.

Transaction Testing Results:

Findings: None.
Observations: RNA noted each of the tested claims appeared completespubrted the

Company’s conclusions. Based upon testing, it appears #admpany’s processes do not
unreasonably deny claims or compel claimants to initiégation.

Recommendations: None.
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Standard VII-12. Regulated entity uses the reservatiomf rights and excess of loss letters, when
appropriate.

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its dgindling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period, to evaluateCtirapany’s compliance with its claim
handling policies and procedures. RNA reviewed the file fmheselected claim, and noted whether
reservations of rights or excess loss letters wereoppptely issued.

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

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

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

Controls Assessment: Refer to Standard VII-1.

Controls Reliance: Refer to Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its deindling
processes, and obtained documentation supporting such peoc&ddA selected 19 homeowners claims
paid or that remained open during the examination permdl;s& homeowners claims that were closed
without payment during the examination period and noted whetlleictdlele reimbursement to insureds
upon subrogation recoveries were reasonably timely and aecurat

Transaction Testing Results:

Findings: None.

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

Recommendations: None.

\ Standard VII-14. Loss statistical coding is complete and aacate.

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

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

= Company policy is to report complete and accurate losstidegly in the required format to 1SO.
= Claim statistical data is provided directly from clagstem to ISO, which has not conducted any
audits of the Company’s loss data.

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

Transaction Testing Procedure: RNA interviewed Company personnel to understand itsdtadsstical
reporting processes, and obtained documentation supporting pocksses. RNA selected 19
homeowners claims paid or that remained open during the examimeeriod; and six homeowners
claims that were closed without payment during the examinagoiod, to determine whether selected
loss data was accurate and complete.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that selected loss data appears to be é&@nd complete for tested
claims. The Company appears to have processes for timely andatatc reporting loss
statistical data to ISO in accordance with its pecand procedures, as well as statutory and
regulatory requirements.

Recommendations: None.
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SUMMARY

Based upon the procedures performed in this examination, Ri¢Areviewed and tested Company
Operations/Management, Complaint Handling, Marketing and ,SBleslucer Licensing, Policyholder
Service, Underwriting and Rating, and Claims as sethfant the 2010NAIC Market Regulation
Handbook, the examination standards of the Division, and the Comnmittwef Massachusetts’
insurance laws, regulations and bulletins. RNA has provédestjuired action to address a standard in
Complaint Handling and a recommendation related to a@ateinn Policyholder Service.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualiféed that, in conjunction with Rudmose & Noller
Advisors, LLC, applied certain agreed-upon procedures todtpoiate records of the Company in order
for the Division of the Commonwealth of Massachusetts to paro comprehensive market conduct
examination of the Company.

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

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

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

Matthew C. Regan |

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

Boston, Massachusetts
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