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Dear Commissioner Bu@

Pursuant to your’i tions and in accordance with Massachusetts General Laws,
Chapter 175, 4, a comprehensive examination has been made of the market
conduct aff

@%SHIRE LIFE INSURANCE COMPANY OF AMERICA
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SCOPE OF EXAMINATION

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

The Company sells individual disability income products, specialty individual
products and individual long-term care insurance. During the period of the
specialty life insurance and long-term care business sold in Massachu s deemed
immaterial and therefore excluded from the scope of the examination. %

EXAMINATION APPROACH C\Q)

A tailored audit approach was developed to perform the examination of the Company using the
guidance and standards of the NAIC Market Conduct Examiner’s Handbook, (“the Handbook™)
the market conduct examination standards of the Div e-Commonwealth of Massachusetts

insurance laws, regulations and bulletins and selected™ federal laws and regulations.  All
procedures were performed under the managem nd=control and general supervision of the
market conduct examination staff of the Division;y including procedures more efficiently
addressed by the concurrent Division financial~examination. For those objectives, market

ed necessary and appropriate and effective to ensure
. The following describes the procedures performed
reon.

and the findings for the workplan s?g’t'h
The basic business areas thal%‘e iewed in under this examination were:
I Company Operatians/Management
II.  Complaint k
d-Sa

that the objective was adequately addr

les

I&ition to the processes’ and procedures’ guidance in the Handbook, the examination
included an assessment of the Company’s internal control environment. While the Handbook
approach detects individual incidents of deficiencies through transaction testing, the internal
control assessment provides an understanding of the key controls that Company management uses
to run their business and to meet key business objectives, including complying with applicable
laws and regulations related to market conduct activities.

The controls assessment process is comprised of three significant steps: (a) identifying controls;
(b) determining if the control has been reasonably designed to accomplish its intended purpose in
mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is



functioning as intended (i.e., the actual testing of the controls). For areas in which controls
reliance was established, sample sizes for transaction testing were accordingly adjusted. The form
of this report is “Report by Test,” as described in Chapter VI A. of the Handbook.



EXECUTIVE SUMMARY

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

The Division considers a substantive issue as one in which corrective action on part of the
Company is deemed advisable, or one in which a “finding,” or violation of Massachusetts

insurance laws, regulations or bulletins was found to have occurred. It also is recommen at
Company management evaluate any substantive issues or “findings” for applicabili potential
occurrence in other jurisdictions. When applicable, corrective action should for all

jurisdictions and a report of any such corrective action(s) taken should b@ ided to the
Division.

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

%@rrecommendations with regard to
ndyrating or claims. Examination results

d Company policies, procedures and
her, the tested Company practices appear

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

The comprehensive market conduct examination result
complaint handling, marketing and sales, underwriti
showed that the Company is in compliance wit
statutory requirements addressed in these sectio
to meet industry best practices in each of th

SECTION | -COMPANY OPERATION XGEMENT

STANDARD I-3 E

Findings: None

Observati A rewewed the Anti-Fraud Plan, and confirmed that the Company
began ¢ ing criminal background checks for its existing employees in August 2002,
and fur at the Company completes criminal background checks on prospective new

emplo prior to hiring them
Ggmmendations: RNA recommends that the Company conduct a criminal background
Q eck for any employee for whom a criminal background check has not been conducted.




SECTION IV-PRODUCER LICENSING

STANDARD IV-1

Findings: None.

Observations: RNA noted that the Company timely reconciled its agent records to those
from the Division, but that Guardian has not timely performed such reconciliation of its
BLICOA appointed agents.

Recommendations: Guardian should timely reconcile its agent records to those he
Division. The Company and Guardian shall perform a reconciliation between‘their, agent
records and the Division’s records at a mutually agreed upon date to ensure, that both
databases are complete and accurate. The Company’s internal audit d
periodically monitor compliance to ensure that future Guardia

reconciliations are timely and effective. %

ited two sales in Massachusetts,
included on the Division’s list of

STANDARD IV-2

Findings: Except for a California producer wh
RNA noted that the producer for each sale tes
the Company’s appointed agents. Although ornia producer was not licensed in
Massachusetts, a commission was paid to in“violation of M.G.L c. 175, 8 177. RNA
noted that the Company provides writtén notice to producers of the requirements of 18

U.S.C. § 1033.
Observations: None. '\Q
Recommendations:  Th pany shall ensure that all business solicited in

Massachusetts, or sal
Massachusetts-licen

using a Massachusetts policy form, shall be solicited by
ucers. Commissions shall only be paid to Massachusetts-
Company’s internal audit department shall periodically monitor
equirement.

STANDARD. V-3

Fi dingg',;ﬂone.
iy

rvations: The results of testing showed that all terminations were timely reported to

Division. None of the terminations tested was “for cause.” Due to system design

problems, Guardian’s system did not provide the proper termination dates for several
terminated agents.

Recommendations: The Company and Guardian should implement enhancements to the
Guardian appointment system to ensure that it maintains accurate and complete agent
termination data. The Company’s internal audit department should periodically monitor
the system implementation process to ensure that the enhancements are effective.




SECTION V-POLICYHOLDER SERVICE

STANDARD V-3

Findings: None.

Observations: The Company’s Balanced Scorecard, policyholder survey results and
independent research firm monitoring of service performance indicate that the Company
generally meets its service standards. One post sale survey response received was not

addressed timely.
Recommendations: The Company should ensure that all post sale aa@%older

service survey responses received are responded to fully and tim% urther, the
Company should independently monitor to ensure that all post sale policyholder

service survey responses received are responded to fully ely, and that the
Company is treating any written communication primarily E% a grievance as a

R




COMPANY BACKGROUND

BLICOA is a wholly-owed subsidiary of Guardian. Founded in 1860, Guardian is the fourth
largest mutual life insurance company in the United States. Based upon statutory accounting
principles as of December 31, 2005, Guardian had $24.8 billion in assets and $3.2 billion in
surplus. With more than 5,000 employees 2,900 financial representatives and over 80 agencies
nationwide, Guardian and its subsidiaries provide individuals, businesses and their employees
with life, disability, health and dental insurance products, and offer 401(k), financial products and
trust services. BLICOA was formed in 2001 as the result of the merger of the former mutual
company, Berkshire Life Insurance Company (“BLICQO”), into Guardian. BLICO then ceased to
exist as a separate mutual company, and its policyholders became policyholders of Guardian.
Immediately following the merger, Guardian contributed certain assets and continui %@ations
of BLICO into the newly formed BLICOA. BLICOA’s primary mission is to‘%
functioning disability income insurance business for the Guardian group of co -

a fully

The Company sells individual disability income products, specialty life
small amount of long-term care insurance. BLICOA primarily
Guardian’s career agency system, which consists of approxi 80 general agencies
nationwide, five of which are located in Massachusetts. A sma' of BLICOA'’s business
is sold by three general agencies outside Massachusetts th ére-under contract with BLICO
prior to the merger with Guardian, but who did not sign rakagency contracts with Guardian.
In addition, the Company has a contractual relation Security Mutual Life Insurance
Company of New York, whereby its producers r% Il BLICOA disability income and long-

ce products and a
products through

term care products.

The Company is rated A+ (Superior) by A .M. Best Company. In addition, Guardian is also rated
AA (Very Strong) by Standard & Poor d Aa2 (Excellent) by Moody’s. BLICOA had

$1.98 billion in admitted assets and 2. lion in surplus as of December 31, 2005. For the
year ended December 31, 2005, the Company’s premiums were $357.9 million, and net income
was $41.2 million.

The key objectives of thi ‘%ion were determined by the Division with emphasis on the
following areas. @«

o
@}



l. COMPANY OPERATIONS/MANAGEMENT

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

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

Objective: This Standard addresses the audit function and its responsibilities. A{

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

= The Company’s internal audit department performs audits of the Com operational
functions. The internal audit department is an independent func includes six
auditors, including the director of auditing, who are dedq%) performing audit

€ ) app

procedures.
= The Board of Directors Audit Committee (“Audit Com
and schedule in October of the preceding year, and is 3
and results throughout the year.

= The audit plan is generally prepared using a '*1 |

roves the audit plan
ad of the audit plan progress

sk evaluation process with input
and the Audit Committee. Based
and a schedule is prepared for all

from Company management, Guardian manage
upon this input, a risk evaluation is c

“auditable” units. The auditable uni typlcally defined as functional business
processes or special assignments. B schedule and risk evaluation are included in
the annual audit plan.

= The Company’s internal audlt ent issues written reports on each of its audits
which contain three categori xceptlons - A, B or C level exceptions. Level A

exceptions note a signifi
exceptions note a seri
action, the risk coul

nt k where immediate action is necessary. Level B
here corrective action is needed, and without prompt
evelop into an A level exception. Level C exceptions note a
risk where actio ecammended to improve controls. All audit reports are circulated to
relevant senlo rl%ﬂ‘nent and the Audit Committee, which monitors corrective actions
monthly u itten status report. The status report summarizes the audit report
i rective action, responsible person, and the date for completion.
internal audit department conducts field audits of each of the Guardian

agency by considering their cash position, sales, complaints, advances and

anerns identified during previous examinations.
% he Company has received unqualified opinions on its financial statements, which are

audited annually by an independent auditor.

%&; our years. Prior to scheduling field audits, Guardian performs a risk assessment

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

Transaction Testing Procedure: RNA reviewed 13 internal audit reports and two field audit
reports, and discussed these reports with Company management. The audit reports were selected

10



because the scope of the audits was relevant to the Company’s market conduct internal control
environment.

Transaction Testing Results:

Findings: None.

Observations: The review of the internal audit and field audit reports indicated that that
the reviews were in-depth, and in some cases resulted in findings and recommendations
along with timeframes to implement the recommendations. The internal” audit
departments appeared to follow up to ensure that key recommendation re

implemented. \)
Recommendations: None. Q%

Standard 1-2. The company has appropriate controls, safeg w procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Stand Qluded in the scope of the
ongoing statutory financial examination of the Company.%

* * * *

Standard I-3. The company has antifraud init tives in place that are reasonably calculated
to detect, prosecute, and prevent frauduQ surance acts.
e

18 U.S.C. 8 1033; Division of Insurg«@&u tins 1998-11 and 2001-14.

Objective: This Standard addresses ffectiveness of the Company’s antifraud plan.

(“Act™), it is a crimina for anyone “engaged in the business of insurance” to willfully
permit a “prohibited-p to conduct insurance activity without written consent of the primary
insurance regulater: prohibited person” is an individual who has been convicted of any felony
involving dishene breach of trust or certain other offenses, and who willfully engages in the
business of ce as defined in the Act. In accordance with Division of Insurance Bulletins
1998-11 2001-14, any entity conducting insurance activity in Massachusetts must notify the
Divisj ting of all employees and producers affected by this law. Individuals “prohibited”
un law may apply to the Commissioner for written consent, and must not engage or
D'QI

Pursuant to 18 U.S.C. §‘%3se e Violent Crime Control and Law Enforcement Act of 1994
0

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

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

m  The Company has adopted a written Anti-Fraud Plan which requires them to take all
reasonable precautions to prevent, detect and thoroughly investigate potential insurance
fraud.

= The Anti-Fraud Plan defines required procedures for employees to report suspected fraud
to the Company’s Special Investigations Unit, the Company’s Office of the General
Counsel and to the Massachusetts Insurance Fraud Bureau.

11




= The Company’s policy is to not hire employees who are “prohibited persons.”
The Company’s policy, commenced in August 2002, is to complete criminal background
checks for all prospective employees prior to hiring them.

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

Transaction Testing Procedure: RNA reviewed the Company’s policies and procedures for
addressing fraud and employee hiring due diligence. )«

Transaction Testing Results: ;\)

Findings: None.

Observations: RNA reviewed the Anti-Fraud Plan, and confi that the Company
began completing criminal background checks for its existin es in August 2002,
and further that the Company completes criminal backgrour% S on prospective new

employees prior to hiring them. Q
Recommendations: RNA recommends that the Compan}@t a criminal background check

for any employee for whom a criminal background che been conducted.

* * *

\Standard I-4. The company has a valid disaster recovery plan.

No work performed. All required 'myfor this Standard is included in the scope of the
ongoing statutory financial examin@ the Company.
* * * * *

Standard 1-5. The any is adequately monitoring the activities of any entity that
contractually assu a business function or is acting on behalf of the company.

Objective: T ‘\%rd addresses the Company’s efforts to adequately monitor the activities of
the contracte ities that perform a business function.

Cont ssment: The following controls were noted in review of this Standard:

'% The Company has contractual arrangements where third parties other than producers
perform a business function or action on behalf of the Company. Such third parties
conduct medical examinations of applicants prior to policy issuance, conduct telephone
interviews of applicants in certain instances and complete background checks on
prospective new employees and producers prior to their appointment.

= The Guardian internal audit department conducts field audits of each of the Guardian
general agencies that comprise the Company’s primary distribution channel at least every
three to four years.

12



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

Transaction Testing Procedure: RNA interviewed management about its use of third parties to
perform Company functions, and reviewed supporting documentation. RNA also reviewed two
field audit reports and discussed these reports with management.

Transaction Testing Results:

Findings: None. '{

Observations: The review indicated that the use of such third parties - yted in
compliance with Company policies and procedures. The review of th dit reports
indicated that Guardian and the Company appear to be adequate onitoring the

activities of their producers.
Recommendations: None. §)

Standard 1-6. Records are adequate, accessible, consi nd orderly and comply with
record retention requirements.

Objective: This Standard addresses the adequacy é@:cessibility of the Company’s records.

Controls Assessment: The Company has ritten procedures to ensure that records are
appropriately retained.

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

Transaction Testing P
performed various _proc
documentation.

Transaction @esults:
&g None.
Q servations: RNA noted that the Company’s record retention policy adequately

RNA read the Company’s record retention policy, and
es throughout this examination related to review of retained

discloses its record retention policies and procedures. Testing results relating to
documentation evidence are also noted in the various examination areas.

Recommendations: None.

13




Standard I-7. The company is licensed for the lines of business that are being written.

M.G.L. c. 175, 8§ 32 and 47.

Objective: This Standard is concerned with whether the lines of business written by a Company
are in accordance with the authorized lines of business.

Pursuant to M.G.L. c. 175, § 32, domestic insurers must obtain a certificate authorizing it to issue
policies or contracts. M.G.L. c. 175, § 47 sets forth the various lines of business for man

insurer may be licensed
Controls Assessment: Due to the nature of this Standard, no controls assessment Ws%ymed.

Controls Reliance: Not applicable

Transaction Testing Procedure: RNA discussed with the Division i Qf business that the
Company writes in the Commonwealth, and reviewed its certific authority. RNA also
reviewed the Company’s annual statement premium to conflrm itincludes only those lines
reflected on Division records.

Transaction Testing Results: Q

Findings: None.

Observations: According to the ,Di , the Company is licensed for the lines of
business being written, and itg,&9 statement reported premium supports that the

Company is writing only the& hich it is licensed.

Recommendations: None.
* * * * *

Standard 1-8. The files all certifications with the Department of Insurance as

required by statu nd regulations.
M.G.L.c. 175 Q

Ob ectiv Mtandard addresses the Company’s efforts to file certifications with the Division

as re@
t\@ 175, 8§ 25 sets forth the form and content requirements for annual statements insurers
fil h the Division.

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

Controls Reliance: Not applicable.

Transaction Testing Procedure: RNA confirmed that certifications are filed with the Division in
connection with the annual financial reporting process.

14




Transaction Testing Results:

Findings: None.

Observations: The Company appears to file all required certifications with the Division.

Recommendations: None.

examinations.

M.G.L. c. 175, § 4. V

Standard 1-9. The company cooperates on a timely basis with examiners performhe

Obijective: This Standard is concerned with the Company’s cooperation in@ course of the
examination conducted in accordance with M.G.L. ¢. 175, 8§ 4.

Controls Assessment: Due to the nature of this Standard, no control%s ent was performed.

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s le operation and responsiveness to
examiner requests was assessed throughout the examipatio

Transaction Testing Results: E

Findings: None.
Observations: The Comga y)xw'/el of cooperation and responsiveness to examiner

requests met the Divisi Ctations.

Recommendations: None,
% * * * * *

Standard 1-10. company has procedures for the collection, use and disclosure of
information edin connection with insurance transactions to minimize any improper
intrusion in rivacy of applicants and policyholders.

M.Gé%&l, 8§ 1-22; Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR
Part'313.

Objeetive: This Standard is concerned with the Company’s policies and procedures to ensure it
minimizes improper intrusion into the privacy of consumers as required by M.G.L. c. 175I, 88 1-
22. Also, the Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
requirements for proper notice to consumers and restrictions on a financial institution’s ability to
disclose nonpublic personal information about consumers to nonaffiliated third parties. Further, a
financial institution must provide its customers with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
consumer information to nonaffiliated third parties, unless the institution satisfies various

15




disclosure and opt-out requirements and the consumer has not elected to opt out of such
disclosure.

Controls Assessment: The following controls were noted in conjunction with the review of this

Standard and Standards 1-11 through 1-17:

The Company’s definitions of Adverse Underwriting Decision, Personal Information and
Pretext Interview appear to comply with Massachusetts law. Company policy prohibits
pretext interviews except as allowed by law.

The Company’s practice is to provide the Notice of Insurance Information Practices at

the policy application date. The Notice is part of the application package, he
application must be completed for all new business. The Company does n specific
questions on the application designed to obtain information for marketi search

purposes.

The Notice of Insurance Information Practices states that certain @ of personal
information is collected from third parties or other sources and. gives examples of such
third parties or other sources. Further, the Notice of Insu rmation Practices
notes that that information may be disclosed in some cases, @ a right of access and
correction exists.

The Company requires that the HIPAA/Privacy Di Authorization be signed by

the applicant at time of application for a policy and-wheq a claim is filed.

The Company’s practice is to provide the Pri %&cy when the policy is delivered.

The Privacy Policy states that the Compan % ersonal information with affiliates,

and with other financial service providerQQ n-financial companies for marketing
erto opt out of participation in the sharing of

their information with affiliates and non-affiliates.

At least annually, the Company e’Privacy Policy to each customer.

The Company provides the ap ritten Notice of Adverse Underwriting Decision

when it declines to provide , elects to provide a reduced amount of coverage or

offers to provide insuran t higher than standard rates. The Notice of Adverse

ludes all statutory requirements.

Underwriting Decision

Company policy do t‘base an adverse underwriting decision on the existence of a
previous advers riting decision; on the basis of sexual orientation or perceived
orientation; o onal information obtained from an insurance support organization,
provided that,the Company can base their decision on further information obtained as a
result of pitial receipt of such personal information.

Co ‘%ﬂcy is to disclose nonpublic personal health information only as required or
p y law to regulators and law enforcement agencies. Such information is

mit
@e to third parties who assist the Company in processing customer business
ctions only if expressly authorized by the applicant.

,@e Company will not disclose to applicants information it obtains from medical

professionals when applicants authorize medical professionals to provide such
information. Rather, the Company requires applicants to obtain such information directly
from those medical professionals.

The Company provides its privacy policies on the Company’s and Guardian’s website.
The Company annually conducts an information systems risk assessment to consider,
document and review information security threats and controls. The risk assessment
evaluations have resulted in continual improvements to information systems security.
Company policy requires that its information technology security practices safeguard
nonpublic personal and health information, and communicates these practices to
employees and producers in training programs, compliance presentations and various

16



memoranda as needed. All staff has taken privacy training as required by Company
policy.

=  Only individuals approved by Company management are granted access to the
Company’s key electronic and operational areas where nonpublic personal and health
information is located. Access is frequently and strictly monitored.

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

Transaction Testing Procedure: RNA reviewed written Company policies and r‘g@res
requiring that the Notice of Adverse Underwriting Decision be provided whe £Yd@c ines
applications, and when it offers coverage at higher than standard rates. tested 20
underwriting declinations from the examination period for evidence that the C provided a
timely Notice of Adverse Underwriting Decision. As part of new busin ss%g, RNA also
reviewed 22 applications where the Company offered coverage with e ions or coverage at
higher than standard rates, both of which requires them to provi otice of Adverse
Underwriting Decision to the applicant. RNA also review

documentation for any evidence of the use of pretext interviews. Q

Transaction Testing Results: %Q
Findings: None. Q

ations tested, the Company provided the
hen it declined to provide coverage. The

Observations: For the 20 underwriting
Notice of Adverse Underwriting DecCI

Company also provided the Notice
who were offered coverage wi g ions or coverage at higher than standard rates. In
testing of claims and new& s processing, RNA noted no instances where the
Company conducted pre eWr iews.
Recommendations: None. §
% * * * * *

Standard 1-11. Mpany had developed and implemented written policies, standards
and procedures management of insurance information.

M.G.L. ¢c..175 1-22; Gramm-Leach-Bliley Act, 8§88 502, 503, 504 and 505 and 16 CFR
Part 313:

T %}Qtive of this Standard relates to privacy matters and is included in Standards 1-10 and I-
12 thgough 1-17.

* * * * *
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Standard 1-12. The company has policies and procedures to protect the privacy of
nonpublic personal information relating to its customers, former customers and consumers
that are not customers.

M.G.L. c. 175I, 8§ 1-22; Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR
Part 313.

personal information as required by M.G.L. c. 1751, §8 1-22. Also, the Gramm-Leach-Bliley Act,
88 502, 503, 504 and 505 and 16 CFR Part 313 set forth requirements for prop

consumers and restrictions on a financial institution’s ability to disclose nonp:%&r?
|

Objective: This Standard addresses policies and procedures to ensure privacy of non-public

to
sonal
information about consumers to nonaffiliated third parties. Further, a financial i n must
provide its customers with a written notice of its privacy policies and practi addition, a
financial institution is prohibited from disclosing nonpublic personal copsumet.information to
nonaffiliated third parties, unless the institution satisfies various ure and opt-out

requirements and the consumer has not elected to opt out of such disc

Controls Assessment: See Standard I-10. 0

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure: RNA interviewe y personnel with responsibility for
privacy compliance, and reviewed documentation sapporting its privacy policies and procedures.
RNA tested 20 underwriting declinations for evidence that the Company provided consumers
with information supporting the reason(s) fer, the declinations. RNA also sought any evidence
that the Company improperly provided i formation to parties other than the applicant.

Transaction Testing Results: &

Findings: None. $
Observations: |A--poted that for each of the underwriting declinations tested, the

Company offe ake available driving records, consumer reporting information and
results of ofy and medical tests conducted for the purpose of obtaining insurance
only when-reguested by the applicant. RNA noted no instances where the Company
e

impréx provided information to parties other than the applicant.

Reco Qa‘r'rons: None.
* * * * *

Standard 1-13. The company provides privacy notices to its customers and, if applicable, to
its consumers who are not customers regarding treatment of nonpublic personal financial
information.

M.G.L. c. 175I, 88 1-22; Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR
Part 313.

Objective: This Standard addresses requirements to provide privacy notices as required by
M.G.L. c. 175I, 88 1-22. Also, the Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16

18



CFR Part 313 set forth requirements for proper notice to consumers and restrictions on a financial
institution’s ability to disclose nonpublic personal information about consumers to nonaffiliated
third parties. Further, a financial institution must provide its customers with a written notice of its
privacy policies and practices. In addition, a financial institution is prohibited from disclosing
nonpublic personal consumer information to nonaffiliated third parties, unless the institution
satisfies various disclosure and opt-out requirements and the consumer has not elected to opt out
of such disclosure.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10. “{
Transaction Testing Procedure: RNA reviewed the Company’s compliancy@éutory
p

privacy disclosure requirements in conjunction with its testing of 50 new bu plications
from the examination period.

Transaction Testing Results: @3

Findings: None.

Observations: As required by the Company, th cant for each new business sale
tested acknowledged on the application that h eceived the Notice of Insurance
Information Practices. Producers are require%)r vide the Privacy Policy when they
deliver policies. RNA also noted that t ompany has procedures for providing the
Annual Privacy Notice to the custome@y il prior to the annual policy anniversary
date.

Recommendations: None. &
* * *

‘dlscloses information subject to an opt out right, the
edures in place so that nonpublic personal financial
d when a consumer who is not a customer has opted out, and
t notices to its customers and other affected consumers.

Standard 1-14. If the comp
company has policies
information will not be
the company provides op

M.G.L. c. 175I! ?g 2; Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR
Part 313.

Objec %is Standard addresses policies and procedures with regard to opt out rights as
.G.L. c. 175, 88 1-22. Also, the Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and
5%4 d-16 CFR Part 313 set forth requirements for proper notice to consumers and restrictions
on a*financial institution’s ability to disclose nonpublic personal information about consumers to
nonaffiliated third parties. Further, a financial institution must provide its customers with a
written notice of its privacy policies and practices. In addition, a financial institution is
prohibited from disclosing nonpublic personal consumer information to nonaffiliated third
parties, unless the institution satisfies various disclosure and opt-out requirements and the
consumer has not elected to opt out of such disclosure.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed supporting documentation regarding consumer opt out rights.
RNA examined documentation supporting the Company’s procedures for disclosing opt out
rights, collecting such opt out information and managing requests for this information.

Transaction Testing Results:

Findings: None.

Observations: The Company’s documentation supports that it allows the c ento opt
out of participation in the Company’s sharing of information with affili d non-
affiliates. Further, the Company appears to have policies and proc in place to
collect such opt out information, and to manage requests it receives for ption.

Recommendations: None.
* * * * * ‘

Standard 1-15. The company’s collection, use and losure of nonpublic personal
financial information are in compliance with applicab$ s, rules and regulations.
2

M.G.L. c. 1751, 8§ 1-22; Gramm-Leach-Bliley .88
Part 313.

, 503, 504 and 505 and 16 CFR

Objective: This Standard is concerned wi ‘i@‘(:ompany’s collection and use of nonpublic
personal financial information as requir .G.L. c. 1751, 8§ 1-22. Also, the Gramm-Leach-
Bliley Act, 88§ 502, 503, 504 and 5 % CFR Part 313 set forth requirements for proper
notice to consumers and restriction financial institution’s ability to disclose nonpublic
personal information about CHS%O’.? to nonaffiliated third parties. Further, a financial
institution must provide its amers with a written notice of its privacy policies and practices.
In addition, a financial i is prohibited from disclosing nonpublic personal consumer
information to nonaffili ird parties, unless the institution satisfies various disclosure and
1e‘consumer has not elected to opt out of such disclosure.

opt-out requirements a

Controls Assess@%n%ee Standard 1-10.

Controls I%. See Standard 1-10.

Tra.n@;%stinq Procedure: RNA reviewed the Company’s compliance with statutory and

r requirements pertaining to collection and use of nonpublic personal financial
information in conjunction with its testing of 50 new business applications from the examination
period.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted from its testing of new business applications that that the
Company’s collection and use of nonpublic personal financial information was
reasonable and proper.

Recommendations: None.

Standard 1-16. In states promulgating the health information provisions of the NAIC model
regulation, or providing equivalent protection through other substantially similar laws
under the jurisdiction of the Department of Insurance, the company has policies and
procedures in place so that nonpublic personal health information will not be disclesed
except as permitted by law, unless a customer or a consumer who is not a custemer has
authorized the disclosure.

M.G.L. c. 175I, §§ 1-22. Q

information.

Controls Assessment: See Standard I-10. QQ

Controls Reliance: See Standard 1-10.

Objective: This Standard addresses efforts to maintain privacy of%;g;ic personal health

Transaction Testing Procedure: RNA interview&mpany personnel with responsibility for
privacy compliance, and reviewed supportin umentation. RNA also sought any evidence
that the Company improperly disclosed personal health information in conjunction
with underwriting declinations, claims business testing. Finally, RNA reviewed the
Company’s compliance with the appr )&% e of the HIPAA/Privacy Disclosure in conjunction
with its testing of 50 new business ap{ﬂgi ns and claims filed during the examination period.

Transaction Testing Results: y}

Findings: Non
i QIA noted that that the HIPAA/Privacy Disclosure was received and
i applicant for all new business applications and claims filed during the
exarrb%on period. RNA noted no instances where the Company improperly disclosed
publie’personal health information in testing underwriting declinations, new business
tions and claims filed.

Ré dations: None.
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Standard 1-17. Each licensee shall implement a comprehensive written information security
program for the protection of nonpublic customer information.

M.G.L. c. 175I, 88 1-22; Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR
Part 313.

Objective: This Standard is concerned with the Company’s information security efforts to ensure
that nonpublic consumer information is protected as required by M.G.L. c. 1751, §§ 1-22. Also,
the Gramm-Leach-Bliley Act, 8§88 502, 503, 504 and 505 and 16 CFR Part 313 set'forth
requirements for proper notice to consumers and restrictions on a financial institution’s abi
disclose nonpublic personal information about consumers to nonaffiliated third parti Wlher, a
financial institution must provide its customers with a written notice of its per%i ies and
practices. In addition, a financial institution is prohibited from dlsclosmg ¢ personal
consumer information to nonaffiliated third parties, unless the institution sfles various
disclosure and opt-out requirements and the consumer has not ele opt out of such
disclosure.

Controls Assessment: See Standard I-10.

Controls Reliance: See Standard 1-10. %
Transaction Testing Procedure: RNA interviewe y personnel with responsibility for

privacy compliance, and reviewed supporting documentation. Review of information technology
access and authorization controls is also included the scope of the concurrent statutory
financial examination of the Company.

Transaction Testing Results: (Q\

Findings: None.

Observations:
information s

pany’s documentation supports that it routinely conducts an
assessment to consider, document and review information
security threa ontrols. Further, the Company’s documentation shows that it has
procedures:. te. “‘implement and monitor information technology security practices to
safegu onpublic personal and health information. Further, documentation supports
that pany communicates such practices to employees and producers in training
compllance presentations and various memoranda. All staff has taken privacy
%’«x) as required by Company policy. Finally, documentation supports that only
Qi iduals approved by Company management are granted access to its key electronic
Q d operational areas where such information is located, and further that such access is
frequently monitored by management.

Recommendations: None.
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. COMPLAINT HANDLING

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

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

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tra@mplaints or
grievances as required by statute.

Pursuant to M.G.L. c. 176D, § 3(10), an insurer is required to maintain.a plete record of all

complaints it received from the date of its last examination. The *‘ erdymust indicate the total

number of complaints, the classification of each complaint by Iin drance, the nature of each
e

complaint, the disposition of each complaint and the time take process each complaint.

riew of complaint Standards:

Controls Assessment: The following controls were n
r

= Written Company policies and procedures% e complaint handling process.
= The Company classifies written or oral ints received directly by the Company as
“executive complaints” while regul plaints are classified as “state complaints.”
= The Company logs all wrltte r I complaints in its complaint registers in a
mtams separate registers for executive and state

consistent format. The Co
complaints. I Qr

= For each complaint, the co t registers record the date received, the date closed, the
person making the complaint, the insured, the policy number, state of residence, the
nature of the compla ng NAIC reason codes and the complaint disposition using
NAIC reason co

= The Compan % ds to Division complaints within 14 calendar days of receipt when
possible, and.insa.timely manner once it receives and evaluates all required information.

= The Com states that it provides its toll free telephone number and address in its
writ sponses to consumer inquiries and on its web site.

= The Company conducts post sale and policyholder service surveys, and its policy is to
@and fully respond to all significant comments.

(&@E}Q?eliance: Controls tested via documentation inspection, procedure observation and/or

correporating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company management and staff responsible
for complaint handling, and examined evidence of related processes and controls. The Company
received no state complaints in Massachusetts in 2005 and 2006. RNA reviewed the sole
executive complaint in Massachusetts, and noted the format used for recording such complaints.
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Transaction Testing Results:

Findings: None.

Observations: For the executive complaint reviewed, RNA noted that the Company’s
format for recording the complaint included all necessary information.

Recommendations: None.

communicates such procedures to policyholders.

M.G.L. c. 176D, § 3(10). 0

Standard 11-2. The company has adequate complaint handling procedures g W and

procedures, and communicates those procedures to policyholders.

Objective: This Standard addresses whether the Company has ag%;omplaint handling

M.G.L. c. 176D, § 3(10) requires that (a) the Company has
handling (b) the procedures in place are sufficient to en
received as well as to conduct root cause analyses in eloping complaints; (c) there is a
method for distribution of and obtaining and recording:responses to complaints that is sufficient
to allow response within the time frame required tate law, and (d) the Company provides a
telephone number and address for consumer inquiries.

d procedures for complaint
isfactory handling of complaints

Controls Assessment: Refer to Standard @

Controls Reliance: Refer to Standard |

Transaction Testing Procedur ;NA interviewed management and staff responsible for
complaint handling, and evidence of the Company’s related processes and controls.
The Company received %le complaints in Massachusetts in 2005 and 2006. RNA reviewed
the sole executive nt in Massachusetts, and noted the response date and the
documentation s g-the resolution of the complaint. In addition, RNA reviewed the results
of post sale icyholder service surveys to evaluate the Company’s response process.
Finally, the “€ompany’s website and various forms sent to policyholders were reviewed to

determine=whether they comply with the requirement that the Company provide contact
infor@a consumer inquiries.
% n Testing Results:

Findings: None.

Observations: The Company appears to have adequate complaint procedures in place to
address state and executive complaints. Further, the Company adequately communicates
such procedures to policyholders. For the executive complaint reviewed, RNA noted
that the Company properly handled the complaint in accordance with its policies and
procedures.  Further, the Company has stated that it would treat any written
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communication primarily expressing a grievance as a complaint, including those from
post sale or policyholder service surveys.

Recommendations: None.

Standard 11-3. The company should take adequate steps to finalize and dispose of the
complaint in accordance with applicable statutes, rules and regulations and contract
language.

Objective: This Standard addresses whether the Company’s response to the nt fully
addresses the issues raised, and whether policyholders with similar fact p are treated
consistently and fairly.

Controls Assessment: Refer to Standard I1-1. :Q):

Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA interviewed
complaint handling, and examined evidence of the
The Company received no state complaints in Mas
the sole executive complaint in Massachuset
documentation supporting the resolution of the ¢

Transaction Testing Results: @

Findings: None.

ent and staff responsible for
s related processes and controls.
setts in 2005 and 2006. RNA reviewed
noted the response date and the

pl

that the Company fully addressed the issue raised in the

that its documentation appeared complete, including the
ated correspondence and the Company’s complaint register
not aware of any complainants with similar fact patterns who were
not treate ntly and reasonably.

Recommendations: None.

Stggar% N-4. The time frame within which the company responds to complaints is in

ce with applicable statutes, rules and regulations.

Objective: This Standard is concerned with the time required for the Company to process each
complaint.

Massachusetts does not have a specific complaint processing time standard in statute or
regulation. However, the Division has established a practice of requiring an insurer to respond to
any notice of complaint that it sends within 14 calendar days of receipt.

Controls Assessment: Refer to Standard I1-1.
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Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
The Company received no state complaints in Massachusetts in 2005 and 2006. RNA reviewed
the sole executive complaint in Massachusetts to evaluate whether the Company’s response was
timely.

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

Observations:  Resolution of the executive complaint was reason imely. The
Company’s policy is to respond to state complaints within 14 calend S as required

by the Division.
Recommendations: None. §)
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I, MARKETING AND SALES

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

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

M.G.L. c. 176D, § 3; M.G.L. c. 175, § 181; 211 CMR 42.09 and Division of Ir&rce
Bulletin 2001-02.

Objective: This Standard is concerned with whether the Company maintains @\em of control
over the content, form and method of dissemination for all advertising mat%.
n unfair method of

Pursuant to M.G.L. c. 176D, § 3 and M.G.L. ¢. 175, § 181, it is %?
: the benefits, terms,

competition to misrepresent or falsely advertise insurance polici
conditions and advantages of said policies. 211 CMR 42.% res that advertising and
marketing for individual disability income products not be g. Pursuant to Division of
Insurance Bulletin 2001-02, an insurer who maintains an Tnternet website must disclose on the
website the name of the company as it appears on the ce I%'!of authority and the address of its

principal office.
Controls Assessment: The following controls @o,ﬁd as part of this Standard:

= Company personnel serve as subje tter experts for the Guardian companies for issues
related to disability income b F&

= Using the Guardian Electronic ertising Review (“GEAR”) system, all printed or web-
based advertising and s egyhmotion materials are logged for review and approval. The
Company does not use ision or radio advertising. The GEAR system tracks each

advertising or pr, | piece from its inception through final approval by the
%department.

Company’s co
= The Comp @ dopted written policies and procedures for review and use of
advertisi %ﬁ Is, including a provision in producer contracts requiring adherence to

such p;é%u :
s The system maintains a listing of approved advertising materials that are available
producers. A catalog of such material is maintained on the producers’ web

for, use
‘%&and is periodically updated in paper form.
@ Company discloses the Company’s name and address on its website.

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

Transaction Testing Procedure: RNA obtained lists of home office and Massachusetts general
agency approved sales and advertising materials utilized during the examination period. From the
lists, RNA reviewed 10 pieces of advertising and sales material from the home office, and 10
pieces of advertising and sales material from Massachusetts general agencies, for evidence of
home office approval prior to use. RNA also reviewed the Company’s website for disclosure of
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its name and address. Finally, RNA sought evidence of the use of unapproved sales and
marketing materials as part of new business testing.

Transaction Testing Results:

Findings: None.

Observations: The testing results indicate that the Company’s process to approve
advertising and sales materials prior to use is functioning in accordance with its policies,
procedures and statutory requirements. The Company’s website disclosure complies
with Division of Insurance Bulletin 2001-02. Finally, the results of new business testing
showed no evidence of the Company’s or its agents’ use of unapproved a ising and
sales materials.

Recommendations: None. Q
* * * * * %

Standard 111-2. Company internal producer training mater.i&lﬁ%’in compliance with
applicable statutes, rules and regulations.

Objective: This Standard is concerned with whether th y’s producer training materials
are in compliance with state statutes, rules and regulation

Controls Assessment: The following controls w e&d as part of this Standard:

s The Company has developed produce ining programs for disability income products
for the Guardian career agency % e training programs are tailored to the agents’

experience and needs. (gp

= All such training materials.are approved by management and the Company’s compliance
department prior to us :%ﬁhe GEAR system is used to document such review and
approval.

s The Company dian offer producers several training courses based upon
producer expe 'eI related to disability income products. Many of the courses
have been by various insurance departments for compliance with continuing

iréments.

educatio
Controls Reli c%l Controls tested via documentation inspection, procedure observation and/or
corroborating in

i iry appear to be sufficiently reliable to be considered in determining the extent
of tr esting procedures.

action Testing Procedure: RNA interviewed individuals with responsibility for producer
and ‘employee training, and obtained documentation and training materials supporting the
Company’s training and orientation programs. RNA reviewed the materials for 10 selected
training programs for appropriateness, approval prior to use and inclusion in the GEAR system.

Transaction Testing Results:

Findings: None.
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Observations: The Company’s producer training materials appear appropriate, and
testing results indicate that its process for approving training materials prior to use is
functioning in accordance with policies and procedures.

Recommendations: None.

Standard 111-3. Company communications to producers are in compliance with applicable
statutes, rules and regulations.

Objective: This Standard is concerned with whether the written and electronic com dr%ion
between the Company and its producers is in accordance with Company policies an {@pures.

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

= Producer communications including electronic mail and buMletins: are approved by
Company personnel prior to distribution.

= The Company updates producers on product and com I% atters by circulating
“Guardian Weekly,” an electronic newsletter containi@ ine topics and links to
specific related articles.

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

Transaction Testing Procedure: RNA sel ieces of producer communication to test for
appropriateness and approval prior to us&

Transaction Testing Results: &

Findings: None.

Observations: ing results indicated that communications to producers appear
appropriate a proved prior to distribution.

Recommendation %ne.
* * * * *

Stan . Company rules pertaining to producer requirements in connection with
replacements are in compliance with applicable statutes, rules and regulations.

211 R 42.08 and 42.11.

Objective: This Standard addresses appropriate replacement handling by the producer, including
identification of replacement transactions on applications and use of appropriate replacement
related forms.

For individual disability income insurance, 211 CMR 42.08 and 42.11 require the application to

inquire whether the sale involves a replacement, and requires the replacing insurer or producer to
furnish a proper replacement notice to the applicant.
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Controls Assessment: The following controls were noted as part of this Standard:

= The Company’s applications require a response from the applicant and producer as to
whether or not the policy applied for will replace another policy.

s Producers are required to submit applications that include copies of replacement
disclosure forms provided to, and signed by, the applicant on the application date.

= Company policy requires that producers take responsibility for evaluating all replacement
sales to ensure that they are in the applicants’ best interests.

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

Transaction Testing Procedure: As part of new business testing of 50 d'sa@income sales
from the examination period, RNA noted that two of these sales were e %replacement sales.
Both of these replacements were tested to evaluate the Company’s CO% e with its policies,
procedures and regulatory requirements.

Transaction Testing Results: 0

Findings: None. Q

Observations: The results of testing shong ere was evidence of signed disclosure
forms and other replacement requirements forsboth external replacements as required by
211 CMR 42.08 and 42.11.

Recommendations: None. (&
* * *

Standard 111-5. Company r ‘ﬁertaining to company requirements in connection with
replacements are in com ith applicable statutes, rules and regulations.

211 CMR 42.08 and 42.141.

Objective: Thi rd addresses appropriate replacement handling by the Company, including
identificatio eplacement transactions on applications, use of appropriate replacement related
forms, and.timely notice of replacements to existing insurers.

21 @ .08 and 42.11 require that applications for individual disability income insurance ask
e e sale involves a replacement, and require the replacing insurer or producer to furnish a
pro

replacement notice to the applicant.
Controls Assessment: The following controls were noted as part of this Standard:

= Written policies and procedures govern replacement handling, and the Company’s
definition of replacement meets regulatory requirements.
All replacements are to be consistently recorded in the Company’s replacement register.
The Company’s applications require applicants and producers to state whether or not the
policy or contract applied for will replace another policy or contract.
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= Producers are required to submit applications that include copies of replacement
disclosure forms provided to, and signed by, the applicant on the application date.

= The Company reviews all submitted applications for undisclosed replacements. During
the underwriting process, telephone interviews of applicants, when utilized, also inquire
about replacement.

= Company policy requires that producers evaluate all replacement sales to ensure that they
are in the applicants’ best interests.

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

Transaction Testing Procedure: As part of new business testing of 50 dlsabll e sales
from the examination period, RNA noted that two of these sales were external ent sales.
Both of these replacements were tested to evaluate the Company’s nce with its

replacement policies, procedures and regulatory requirements. RN her reviewed the
Company’s replacement register to determine whether any Massac? neral agents were

replacing a high volume of policies.

Transaction Testing Results: Q

Findings: None Q‘
Observations: The results of testing show% ere was evidence of signed disclosure

forms and other replacement require both replacements as required by 211
CMR 42.08 and 42.11, and that baotl were included on the replacement register.
Further, review of the replace jister indicated that no Massachusetts agent
replaced more than three pol the examination period.

Recommendations: None. Yy

* * * * *

Standard I11-6. An i ration used in the sale of a policy contains all required information
and is delivered inla ance with statutes, rules and regulations.
211 CMR 42{09:

Objec '%ﬁis Standard is concerned with ensuring that illustrations, policy summaries and
EAE@i es contain all required information, and are timely provided to applicants.

211 R 42.09 requires that individual disability income insurance applicants receive disclosure
forms at policy delivery, unless such forms were delivered when the application was made. Such
forms require disclosure of information regarding certain policy benefits, terms, premiums,
exclusions and limitations. Also, if a policy is issued other than as applied for, disclosure must be

made to the applicant. Further, the regulation sets forth disclosure requirements for Medicare-
eligible applicants.
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Controls Assessment: The following controls were noted as part of this Standard:

s The Company has written policies and procedures which require that applicants for
disability income insurance receive policy summaries and other required disclosures on
the application date.

= The Company reviews all submitted applications to ensure that all applicable questions
are answered and that required forms and information are consistently provided.

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

Transaction Testing Procedure: RNA interviewed Company personnel with r Xr(ity for
new business processing and obtained supporting documentation. RNA select w business
sales for disability income insurance from the examination period, and @ed that each
application submitted was signed and complete. Further, RNA review %policy summaries
and disclosures and verified that they were timely provided to the appli inally, RNA noted
whether the contracts received were consistent with those appli or that any changes
resulted in full disclosure to applicants.

Transaction Testing Results: %Q
Findings: None. Q

&submitted were signed and complete, and

ely provided policy summaries and other
ived by applicants were issued consistent with
ed in full disclosure to the applicants.

Observations: RNA noted that the appl
that the producer and/or the Co

disclosures to applicants. Contr
their applications, or any cha?%
Recommendations: None.
* * * *

Standard I11-7. The coWhas suitability standards for its products when required by
applicable statutes, rule regulations.

Objective: Thi rd is concerned with whether the Company maintains suitability or needs
assessment s&&r s for its products.

Contr ment: The following controls were noted as part of this Standard:

Q uardian’s Field Compliance Manual contains policies and procedures which require

agents and their supervisors to ensure that products meet applicants’ needs.

= The Company’s disability income applications require submission of information
regarding the applicant’s income, net worth, age, family status and occupation to assist in
determining the applicant’s needs.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with
responsibility for new business processing and obtained supporting documentation. RNA
selected 50 new business sales for disability income insurance from the examination
period for testing. RNA verified that the application submitted for each of the selected
sales was signed and completed in accordance with Company policy. RNA further
reviewed the application package and confirmed that the policy was issued consistent
with the application, that any changes resulted in full disclosure to the applicant and that
the product appeared to meet the applicant’s needs.

Transaction Testing Results: )«
Findings: None. i\)

Observations: The application submitted for each new business sale@ as signed

and completed in accordance with Company policy, and eac was issued
consistent with the application or any changes resulted in full di e to the applicant.
Finally, each disability income insurance policy appeared to plicant’s needs.
Recommendations: None. Q
Standard 111-8. Pre-need funeral contracts -arrangement disclosures and
advertisements are in compliance with statutes, r. regulations.

No work performed. This Standard is not co ;%ope of examination because the Company
does not offer such products anywhere it is/i

R\

Standard 111-9. The com ollcy forms provide required disclosure material
regarding accelerated ben sion

No work performed. T@hﬁrd is not applicable to disability income products.

Q * * * * *

Standard 11- .\Policy application forms used by depository institutions provide required

ial regarding insurance sales.

Gﬁ@each-Bliley Act and Rule 12 CFR Parts 14, 208, 343, and 536.

No work performed. The Company does not offer its products through depository institutions.

* * * * *
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V. PRODUCER LICENSING

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

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

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

Obijective: This Standard compares the Company’s and the Division’s agent lice rds.

ins e be licensed
less appointed by
Act, it is a criminal
permit a “prohibited
the primary insurance
ted of any felony involving
ully engages in the business of

M.G.L c. 175, § 1621 requires that all persons who solicit, sell or negotiat
for that authority line. Further, no producer may act as a Company
them pursuant to M.G.L c. 175, § 162S. Pursuant to 18 U.S.C. § 10
offense for anyone “engaged in the business of insurance” to wi
person” to conduct insurance activity without the written -%
regulator. A “prohibited person” is an individual who has b 0
dishonesty or a breach of trust or certain other offenses,

insurance as defined in the Act. In accordance with Divisi Insurance Bulletins 1998-11 and
2001-14, any entity conducting insurance activity in.Massachusetts must notify the Division in
writing of its agents and employees who are affec(%/ is law. Individuals “prohibited” under

the law may apply to the Commissioner for written consent, and must not engage or participate in
the business of insurance unless and until t e granted such consent.

Controls Assessment: The following cont ere noted in review of this Standard:

= The Company uses car
recruited by producers
submit an application
background infg i

r%ducers known as “field representatives” that are primarily
uardian career general agencies. Prospective producers
contains employment history, criminal, financial and other
. The application further includes any evidence that the applicant
is licensed or assed the insurance producer licensing test in the jurisdiction where
they will ocated and soliciting business. Applicants are finger printed, and must
under iminal, employment, financial and credit background checks conducted by
Guar&'&e rior to appointment. Once appointed, field representatives are considered
independent contractors exclusive to Guardian and the Company, with some limited
ity-to sell products from other insurers.
pendent brokers who wish to contract through the Guardian career general agencies
Q bmit an application which contains employment history, criminal, financial and other
background information. The applicant must submit evidence that he or she is licensed in
the jurisdiction where they will be located and soliciting business. No criminal
background or other checks are completed for independent brokers who wish to contract
with Guardian.
= The Company and Guardian use standard individual written producer contracts that
define the field representative’s or broker’s duties and responsibilities, including their
responsibility to maintain current licenses, comply with laws and regulations and conduct
business honestly and ethically.
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= Once the contract has been signed and the applicant has passed the insurance producer
examination, the Company or Guardian submits the information to the Division to
appoint the field representative or producer as an agent within 15 days from the date the
contract is executed. Agent information is also entered into the Company’s producer
database which interfaces with the Company’s new business processing and policy
administration systems.

= Guardian requires the general agencies to maintain E&O coverage.

= The Company’s policy is that it would seek the Division’s approval regarding the
appointment of any “prohibited person” if it wishes to appoint such person as agent.

= Guardian maintains a database that tracks all agent appointments and producer licenses,
and periodically reconciles its agent records to those from the Division.

= A Company database tracks all agent appointments and producer licenses roducers
that are not part of the Guardian career agency system. The Company riodically

reconciles these records with Division records. %
= Written Company and Guardian policy requires notice, as defined in“the agreement, to
agents when their appointment is terminated. i

= The Company’s written policy is to notify the Division of all minations and the

reason for any “for cause” termination.

ocedure observation and/or
idered in determining the extent

Controls Reliance: Controls tested via documentation insp
corroborating inquiry appear to be sufficiently reliable to

of transaction testing procedures

Transaction Testing Procedure: RNA interviewe% any employees with responsibility for
producer contracting, processing of agent appointments-and reconciliation of agent records. RNA
reviewed the Company’s and Guardian’s re fations of agent records with such records from
the Division.

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

Observations: d that the Company timely reconciled its agent records to those
from the Div t that Guardian has not timely performed such reconciliation of its
BLICOA ed agents.

Recommend = Guardian should timely reconcile its agent records to those from the
Division. _The pany and Guardian shall perform a reconciliation between their agent records
and the%an s records at a mutually agreed upon date to ensure that both databases are
comp accurate. The Company’s internal audit department should periodically monitor
-f to ensure that future Guardian and Company reconciliations are timely and effective.

* * * * *
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Standard IV-2. Producers are properly licensed and appointed (if required by state law) in
the jurisdiction where the application was taken.

M.G.L. c. 175, 88 1621, 162S and 177; Division of Insurance Bulletins 1998-11 and 2001-14;
18 U.S.C. § 1033.

Objective: This Standard addresses the requirement that producers must be licensed and agents
must be appointed.

M.G.L c. 175, § 162l requires that all persons who solicit, sell or negotiate insurance ge“ﬁ%}&ed

for that authority line. Further, no producer may act as an agent of the Company un inted
by the Company pursuant to M.G.L ¢. 175, § 162S. M.G.L c. 175, § 177 proh?% ment of
compensation to any person acting as an insurance producer in the Commor@t who is not
duly licensed as an insurance producer.

Controls Assessment: Refer to Standard IV-1. :Q):

Controls Reliance: Refer to Standard 1V-1.

Transaction Testing Procedure: RNA interviewed Co y employees with responsibility for
producer contracting and agent appointments, and selm%ﬂ new business disability income
sales from the examination period for testing. R rified that the selling producer for each
sale was included on the Division’s list of the Com ’s appointed agents.

Transaction Testing Results:

Findings: Except for a Californ oducer who solicited two sales in Massachusetts,
RNA noted that the prod C(&E ch sale tested was included on the Division’s list of
the Company’s appoin d%gls. Although the California producer was not licensed in
Massachusetts, a commission was paid to him in violation of M.G.L ¢. 175, § 177. RNA
noted that the Co ovides written notice to producers of the requirements of 18
U.S.C. 81033 @

£

Recommendatio he Company shall ensure that all business solicited in Massachusetts, or

achusetts policy form, shall be solicited by Massachusetts-licensed producers.

sales using.a
Com '%hall only be paid to Massachusetts-licensed producers. The Company’s internal
au 'tr ent shall periodically monitor compliance with this requirement.

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

M.G.L. c. 175, 8§ 162R and 162T.

Objective: This Standard addresses termination of agents, and the requirement that companies
notify the regulator and the agent of such terminations.

M.G.L. c. 175, § 162T requires that the Company notify the Division in writing within 30 days of
the effective date of an agent’s termination, including the reason for any “for cause” terminations

as defined in M.G.L. c. 175, § 162R. é
Controls Assessment: Refer to Standard IV-1. Q

Controls Reliance: Refer to Standard 1V-1. Q;\O

Transaction Testing Procedure: RNA interviewed company em I%x ith responsibility for

processing agent terminations. RNA selected 10 terminations fr@ ivision’s records, and 10

terminations from the Company’s and Guardian’s records, t% ine whether the termination
inati

dates agreed. RNA further inquired whether any ter were “for cause,” and if the
reasons for any such terminations were timely reported vision.

Transaction Testing Results:

Findings: None. Q%

owed that all terminations were timely reported to

Observations: The results of N
the Division. None of the terminations tested was “for cause.” Due to system design

problems, Guardian’s syst id not provide the proper termination dates for several
terminated agents.

Recommendations: T any and Guardian should implement enhancements to the
Guardian appointme to ensure that it maintains accurate and complete agent termination
data. The Co nternal audit department should periodically monitor the system

implementatio to ensure that the enhancements are effective.

\ * * * * *

Standard 1V-4. The company’s policy of producer appointments and terminations does not

nfair discrimination against policyholders.

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

Controls Assessment: Refer to Standard IV-1.

Controls Reliance: Refer to Standard IV-1.
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Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting, appointments and terminations. RNA also selected 10 terminations from the
Division’s records, and 10 terminations from the Company’s and Guardian’s records, to review
for any evidence of unfair discrimination against policyholders. Further, RNA sought any
evidence of producer appointments resulting in unfair discrimination against policyholders in
testing of 50 disability income sales from the examination period.

Transaction Testing Results:

Findings: None.

policyholders resulting from producer appointments and terminations.

Recommendations: None. Q
* * * * * ‘

Observations: RNA’s testing noted no evidence of unfair discrimi:;@nst

Standard 1V-5. Records of terminated producers adequa%fument reasons for
terminations.

M.G.L. c. 175, § 162R and 162T.

document the action taken.

Pursuant to M.G.L. c. 175, § 162T, the Comp
days of the effective date of an agen ’
termination as defined in M.G.L. c. 1}% R.
Controls Assessment: Refer to taw -1.
Controls Reliance: Refer rd IV-1.
Transaction Testing re: RNA interviewed company employees with responsibility for
processing agent ions. RNA also selected 10 terminations from the Division’s records,

and 10 termipat from the Company’s and Guardian’s records, to test for adequate
documentati reasons for terminations.

Transag&testinq Results:
@ndings: None.

Observations: RNA’s testing noted that Company and Guardian records adequately
document the reasons for agents’ terminations.

Objective: The Standard addresses whether Com@o;ds of terminated agents adequately

ust notify the Division in writing within 30
ination, and of the cause for any “for cause”

Recommendations: None.
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Standard IV-6. Debit producer accounts current (account balances) are in accordance with
the producer’s contract with the company.

Objective: The Standard is concerned with whether the Company’s contracts with producers
limit excessive balances with respect to handling funds.

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

= The Company’s policies are billed on either a direct or employer list basis, mitigating the
possibility for excessive balances owed by producers.
|N on

» The Company advances commissions to producers based upon first year pre new
sales. In accordance with contractual terms, the Company provides produeers with a
monthly statement of new and renewal premium commissions, vari mpensation,
and other commission adjustments.

= The Company actively monitors producers’ balances to ensure %tstanding amounts
do not exceed amounts it determines are reasonable. :

Controls Reliance: Controls tested via documentation inspecti dure observation and/or
corroborating inquiry appear to be sufficiently reliable to be d in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewe
contracting and commission processing. RNA reviewed commission activity for 10 producers for
selected sales from the examination period, to ensure that commissions were paid in accordance
with the Company’s standard commission s and contract terms. The Division’s financial
examiners are also evaluating producers’ ances in conjunction with the ongoing financial

examination of the Company. (Q\
Transaction Testing Results: Yy
Findings: None. @
i :pon review, producers’ debit balances and commissions paid

g-with the producer contract.

als with responsibility for producer
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V. POLICYHOLDER SERVICE

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

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

M.G.L. c. 175, §§ 108, 110B, 187C and 187D.

Objective: This Standard addresses efforts to provide policyholders with suffi Mvance
notice of premiums due and disclosure of the lapse risk due to non-payment. ‘%

M.G.L. c. 175, 8§ 108 requires that individual disability income policies v@ﬂ day grace
period on premium payments after the due date before lapse can occur: uant to M.G.L. c.
175, § 110B, no individual disability income policy may lapse for nt of premium until
after three months from the premium due date, unless, within 10 ’%ﬂ or to the due date, the
Company has mailed a notice to the policyholder showing the due and the due date,
with notice that the policy will lapse if no payment is made pefore the due date. M.G.L. c.
175, § 187C and 187D require written notice to the p holder for Company cancellations,
including those for non-payment of premium.

Controls Assessment: The following observat'or%d controls were noted in review of this
Standard:

authorized check, with the aining policyholders billed quarterly, semi-annually or
ies sold through marketing arrangements with employers are
y policyholders via payroll deduction.

mails billing notices for disability income policies to the
policyholder 30 prior to the premium due date. The notices state that the policy will
lapse unless p g%B’made by the due date.

i %t received by the due date, the Company mails a late payment offer to
the poli er Stating that the policy will lapse if payment is not made. The policy
2" day after the original due date if payment has not been received. The

= Most disability income po:%@ pay monthly premium electronically via pre-

annually. In addition, poli
billed to the employer a
= The Company gene

‘% ling notices

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

Transaction Testing Procedure: RNA discussed billing procedures with Company personnel,
and obtained supporting documentation including service standards. RNA selected five policy
lapses that occurred during the examination period to test whether adequate notice was given
prior to lapse. RNA discussed billing procedures with management, and corroborated their
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assertions through review of Company documents, sample premium billing notices and
complaints.

Transaction Testing Results:

Findings: None.

Observations: The Company gave timely notice to the policyholder prior to the lapse of
each of the five tested policies in compliance with statutory requirements. Premium
billing notices appeared to be mailed with adequate advance notice and included required
disclosure of potential lapse in the event of non-payment. The Company appea be

meeting its premium billing service standards.
Recommendations: None. 0%

Standard V-2. Policy issuance and insured requested cancellati05Wely.

211 CMR 42.05.

Objective:  This Standard addresses the Company’s cedures to ensure that customer
cancellation requests are processed timely.

211 CMR 42.05 requires that a 10 day free look bé%an on disability income insurance policies.
Review of procedures pertaining to policy issttance”is included in Underwriting and Rating

Standard V1-9.
Controls Assessment: The following @ere noted in review of this Standard:

= Upon request to cancel an?wance policy, the Company sends the customer required
forms, which they mustsign; and communicates the cancellation request to the agent to
enable the conser the business. The cancellation is effective on the date the
gned form, and a check for any return premium due is sent to the

Company recei
customer. Q

= All custo e the right to return a newly purchased policy within 10 days of
receivi pplicable premium payments are then returned to the customer within 30
days:

" s%ﬂ any has written service standards to ensure the timely processing of these
@tions.

Q;‘ Company conducts post sale and policyholder service surveys, and their policy is to

ely and fully respond to all significant comments.

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

Transaction Testing Procedure: RNA discussed policy cancellation procedures with Company
personnel, and obtained supporting documentation including written service standards and
responses to policyholder surveys. RNA selected five insured requested cancellations that
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occurred during the examination period to ensure that cancellations were processed accurately
and timely.

Transaction Testing Results:

Findings: None.

Observations: The five policy cancellations tested appeared to be processed accurately,
reasonably timely and in compliance with statutory requirements. In addition, the
Company’s policyholder survey results indicate that the Company is meeting its
customers’ expectations.

Recommendations: None. ‘@)

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

Objective:  This Standard addresses the Company’s proce providing timely and
responsive information to customers. Complaints and cl are’ covered in the Complaint
Handling and Claims sections, respectively.

Controls Assessment: The following controls were in review of this Standard:

= The Company’s disability income administration and call center department is staffed by
employee representatives who proce ss and billing changes, send forms for other
requests, and answer basic benefit gquestions about existing coverage.

= The Company has establishe é\g ter service standards in its Balanced Scorecard to
ensure the timely proc ssﬂ&f these transactions, and has contracted with an
independent research fir, e?wnitor service performance.

= The Company conducts sale and policyholder service surveys, and its policy is to

timely and fully % all significant comments.
Controls Reliance: tested via documentation inspection, procedure observation and/or

corroborating in r to be sufficiently reliable to be considered in determining the extent
of transaction ocedures.

Transactien Testing Procedure: RNA discussed correspondence procedures with Company
persoii btained supporting documentation, including service standard monitoring reports

and, responsés to policyholder surveys. The Company’s response to correspondence related to the
ioustexamination areas is addressed for each specific Standard.

Transaction Testing Results:

Findings: None.

Observations: The Company’s Balanced Scorecard, policyholder survey results and
independent research firm monitoring of service performance indicate that the Company
generally meets its service standards. One post sale survey response received was not
addressed timely.
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Recommendations: The Company should ensure that all post sale and policyholder service
survey responses received are responded to fully and timely. Further, the Company should
independently monitor to ensure that all post sale and policyholder service survey responses
received are responded to fully and timely, and that the Company is treating any written
communication primarily expressing a grievance as a complaint.

* * * * *

Standard V-4. Reinstatement is applied consistently and in accordance with policy
provisions.

M.G.L. c. 175, § 108. \)

Objective: This Standard addresses consistent reinstatement processing..in pliance with

policy provisions. %
M.G.L. c. 175, § 108 states that policies must allow reinstatement. %

Controls Assessment: The following controls were noted in Q’Q this Standard:

= Company policy provides that disability inco %és lapse for non-payment 62 days
after the premium is due. The Company&5 a lapse notice including a reinstatement
to

offer to the policyholder on the 70™ day after the premium due date. The reinstatement
offer gives the policyholder the opportuni pply for policy reinstatement for up to six
months after the lapse date.
s Company policy requires that i iI disability income reinstatements within the first

six months after termination ifnclude™a completed short form application confirming no
changes in policyholder medica

e atus or history, job status or earned income within that

period. Six months afte % ion, reinstatement is not available.
=  The Company has wri rvice standards to ensure the timely processing of these
transactions.

i;tested via documentation inspection, procedure observation and/or
ar to be sufficiently reliable to be considered in determining the extent
ocedures.

Controls Reliance:
corroborating in
of transaction

Transactien Testing Procedure: RNA discussed reinstatement procedures with Company

perso - obtained supporting documentation including written service standards. RNA
sel c reinstatements from the examination period to ensure that they were handled

C , timely and in accordance with policy provisions.

Transaction Testing Results:

Findings: None.
Observations: ~ The Company consistently and timely processed each of the five

reinstatement transactions in accordance with policy provisions. The results of testing
indicate that the Company meets its service standards.
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Recommendations: None.

Standard V-5. Policy transactions are processed accurately and completely.

M.G.L.c. 175, § 110H.

Objective: This Standard addresses procedures for processing policy transactions such as benefit
changes, elimination periods, coverage amounts or automatic additional insurance optionﬁ;

M.G.L. c. 175, 8 110H requires notice to the policyholder at least 60 days prior to cancellation.for
accident and sickness insurance, including disability income coverage cancelable at g@)

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

= The Company’s disability income administration and call cent
employee representatives who process policy transactions, sends
and answer basic benefit questions about existing coverage %

= The Company gives written notice prior to maturity for
cancelable at age 65.

ment is staffed by
s for other requests

lity income policies that are

s in its Balanced Scorecard to
ensure the timely processing of these trans s, and has contracted with an
independent research firm to monitor servi ormance.

m  The Company conducts post sale and Isi%)lder service surveys, and its policy is to
timely and fully respond to all signifi mments.

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

Transaction Testing Procedure: A discussed policy change and service procedures with
ned supporting documentation including service standard

Company personnel, ands 0
monitoring reports and ses to policyholder surveys. RNA selected five policyholder
@ est

change and service that occurred during the examination period to ensure that the
e processed accurately and timely.

requested transactions-we
Transaction Ntég Results:

s: None.

‘% bservations:  The five policy change and service transactions were processed
accurately and timely. The results of testing indicate that the Company is meeting its
service standards.

* * * * *

Standard V-6. Non-forfeiture options are communicated to the policyholder and correctly
applied in accordance with the policy contract.

No work performed. This Standard was not covered in the scope of this examination as it focused
on individual disability income business, which does not provide for non-forfeiture options.
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Standard V-7. Reasonable attempts to locate missing policyholders or beneficiaries are
made.

M.G.L. c. 200A, 88 7-7B, 8A and 9.

Obijective: This Standard addresses efforts to locate missing policyholders and claimants, and to
comply with escheatment and reporting requirements. &

M.G.L. c. 200A, 8§ 7-7B, 8A and 9 prescribe annual reporting to the State Treasurer’s Office
regarding efforts to locate owners of abandoned property, and the statutes require s to the
State Treasurer’s Office for escheated property.

Controls Assessment: The following controls were noted in review of % ard:
iSsi

= The Company has policies and procedures in place to Ioca% ng policyholders and
claimants.

s Company policy requires that outstanding chec ing claim payments and
premium refunds, be reported and escheated whe er can not be found.

s The Company annually reports escheatable fufids e State Treasurer on May 1 as
required by law.

Controls Reliance: Controls tested via docume tio'h inspection, procedure observation and/or
corroborating inquiry appear to be suﬁicie% iable to be considered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: RN N'ssed the Company’s procedures for locating missing

policyholders and claimants an e?&ﬂment of funds with Company personnel. RNA inquired
whether the Company filed a_re i

Transaction Testing Resu%«

Findings;

ts escheatable funds with the State Treasurer.

The Company appears to have processes for locating missing
icyholders and claimants, and appears to make reasonable efforts to locate such
ividuals. The Company appears to report unclaimed items and escheat them as

Qq ired by Law.

mendations: None.

Standard V-8. The company provides each policy owner with an annual report of policy
values in accordance with statute, rules and regulations and, upon request, an in-force
illustration or contract policy summary.

Objective:  This Standard addresses periodic disclosure to the policyholder of contract
information.
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Policy summary requirements are also addressed in Marketing and Sales Standard 111-6 of this
report.

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

= The Company mails annual statements disclosing monthly benefits, automatic benefit
increases, elimination periods, and premium changes to policyholders on their policy
anniversary date.

= The Company has written service standards to ensure the timely processing of annual
statements to policyholders.

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

Transaction Testing Procedure: RNA discussed annual statement e procedures with
Company personnel, and reviewed examples of such disclosures.

Transaction Testing Results: 0

Findings: None. Q
Observations: The Company appears Qs adequate procedures for providing
I

policyholders with timely annual stat@ ompliance with Company policies.
Recommendations: None.

&\Q* ..

Standard V-9. Unearned pre
party in a timely manner and

M.G.L. c. 175, §§ 187C 4nd-187D.

i re correctly calculated and returned to appropriate
ordance with applicable statutes, rules and regulations.

Objective: This rd addresses the calculation and timely return of unearned premiums.
M.G.L. ¢, 175;3.8 187C requires that return premium be made in accordance with policy

provisi cancellation. M.G.L. c. 175, 8 187D precludes remittance of unearned premiums
wher mium was not paid.

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

= The Company’s policy administration systems automatically calculate the unearned
premium on cancelled policies for return to policyholders.

= The Company has written service standards to ensure the timely processing of these
transactions.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA discussed return premium calculation procedures with
Company personnel, and obtained supporting documentation including written service standards.
RNA selected five insured requested cancellations that occurred during the examination period to
ensure that they were processed accurately, and unearned premium was returned timely.

Transaction Testing Results: A{
Findings: None. \)
Observations:  Return premium for each of the cancellations te@%@s properly

calculated and timely returned.

Recommendations: None. @3
* * * * * {

Standard V-10. Whenever the company transfers the obli tions of its contracts to another
company pursuant to an assumption reinsurance agreement, the company has gained the
prior approval of the insurance department and the y has sent the required notices
to its affected policyholders. k%

No work performed. This Standard is not applicable as the Company did not enter into
assumption reinsurance agreements during@ amination period.
*

* *

Standard V-11. Upon receipt request from policyholder for accelerated benefit
payment, the company must se to the policyholder the effect of the request on the
policy’s cash value, accum n account, death benefit, premium, policy loans and liens.
Company must also adyise=that the request may adversely affect the recipient’s eligibility
for Medicaid or ot nment benefits or entitlements.

No work perﬁ&:mb;i. This Standard was not covered in the scope of this examination as it focused
on individual disability income business, which does not provide for accelerated benefits.

<§0

* * * * *
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VI. UNDERWRITING AND RATING

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

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

M.G.L. c. 175, § 108; M.G.L. c. 176D, § 3(7) and 211 CMR 42.06.

Objective: This Standard addresses whether the Company uses and charges p N}m
rates. ‘%

until rates have been on file with the Division for 30 days, or until the has approved the
policy within that period. Pursuant to M.G.L. c. 176D, 83(7),.i nfair method of
competition to unfairly discriminate between individuals of the sam nd of the same risk in
the amount of premium, fees, or rates charged for any accic ealth insurance policy.

M.G.L. c. 175, § 108 prohibits the issuance or delivery of any individual ?%‘ ncome policy
u

Controls Assessment: The following controls were note %ﬁof this Standard:

s The Company has written underwriting @es and guidelines which are designed to
assure reasonable consistency in classification’and rating of new and renewal business.

= The Company determines rates and.ela or individual disability income policies based
on occupation, age, years of w perience, and health of the applicant. Premium
surcharges are used to increa v ere claim risk is greater, such as for individuals in
high risk occupations. A prefe ate discount is available for those applicants meeting

certain underwriting cr'te[%uch as individuals whose laboratory results meet strict

underwriting criteria addition, multi-life discounts are also available for group or

oftware to automatically compute all product rates based on
and rating classifications assigned by the underwriter.

s The Co as’a process to log and document Division approval of all product rates,
to co provisions contained in statutory underwriting and rating requirements.
Controls.Reliance: Controls tested via documentation inspection, procedure observation and/or

quiry appear to be sufficiently reliable to be considered in determining the extent
ion testing procedures.

of tran

%@ctlon Testing Procedure: RNA interviewed Company personnel with responsibility for
determining rate classes as part of the underwriting process. RNA selected 50 new business
disability income sales from the examination period for testing. These sales included products for
which actuarial rate setting documentation was filed with the Division. RNA further selected 10
of the disability income new business sales, re-rated the premiums charged and verified that the
Company’s rate classifications complied with statutory requirements. Related product filings
were also reviewed for evidence that they were submitted to and approved by the Division.
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Transaction Testing Results:

Findings: None.

Observations: The Company appears to be charging premiums in accordance with rate
information filed with the Division, and their rate classification process appears to
comply with statutory requirements. Related product filings were also submitted to, and
approved by, the Division.

Recommendations: None. ’«
* * * * * w

Standard VI-2. All mandated disclosures for individual insurance are d }gted and in
accordance with applicable statutes, rules and regulations. :

211 CMR 42.09.

This Standard addresses mandated disclosures for individu nce policies which are
required in accordance with statutes, regulations and Comp . Requirements to provide
policy summaries, disclosures and buyer’s guides are incl@ tandard I11-6 of this report.

* * * Q

Standard VI-3. All mandated disclosure g%up insurance are documented and in
accordance with applicable statutes, rules-and.regulations.

No work performed. This Standar@ot covered in the scope of this examination, as it
* * * *

focused on individual business. Y

Standard VI-4. All a disclosures for credit insurance are documented and in
accordance with applicab tutes, rules and regulations.

I
No work perfor %hls Standard was not covered in the scope of this examination because the
Company do credit products in Massachusetts.

* * * * *

S VI-5. The company does not permit illegal rebating, commission cutting or
indécements.

M.G.L. c. 175, §§ 182, 183 and 184; M.G.L. c. 176D, § 3(8).

Objective: This Standard prohibits illegal rebating, commission cutting or inducements in
Company correspondence to producers and in advertising/marketing materials.

Pursuant to M.G.L. c. 175, 88 182, 183 and 184, no Company, or agent thereof may pay, allow,

or offer to pay or allow, any valuable consideration or inducement not specified in the contract, or
any other special favor. Similarly, under M.G.L. c. 176D, § 3(8), it is an unfair method of
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competition to make or offer an insurance or annuity contract other than as expressed in the
insurance contract, or to pay, allow or give, any premium rebate, valuable consideration or
inducement not specified in the contract as inducement for such a contract.

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

= The Company has procedures to pay producers’ commissions in accordance with home
office approved written contracts.

= The producer contracts and home office policies and procedures are designed to comply
with provisions contained in statutory underwriting and rating requirements, “which
prohibit special inducements and rebates.

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

Transaction Testing Procedure: RNA interviewed company perso ith responsibility for
commission processing and producer contracting. RNA inspec ucer contracts, new
business materials, advertising materials, producer training mate manuals for indications
of rebating, commission cutting or inducements. RNA sefected
income sales from the examination period to ensure that the=telated commission payments were in
accordance with contractual terms and did not indicate an usual activity.

Transaction Testing Results:

Findings: None. ‘%

Observations: Commission appear to be reasonable and did not indicate
unusual activity. Further, itﬁ%r that the Company’s processes for prohibiting illegal
acts, including special .in nts and rebates, are functioning in accordance with
Company policies, procedures and statutes.

*

Recommendations: None%

* * * *

Standard VI-6. WOrms including contracts, riders, endorsement forms and certificates
are filed wit theg artment of insurance, if applicable.

M.Gt@ 88 2B, 22, and 108; 211 CMR 42.06, and Division of Insurance Bulletin 2001-
05

Obi&ive: This Standard addresses the required filing of all policy forms and endorsements.

Pursuant to M.G.L. c. 175, § 2B, no policy form of insurance may be delivered to more than 50
policyholders until it has been on file with the Division for 30 days, or the Division approves the
form during that time. M.G.L. c. 175, § 22 sets forth unauthorized policy provisions, and M.G.L.
c. 175, § 108 sets forth a 30 day filing requirement, and identifies mandated provisions for
individual disability income insurance.
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211 CMR 42.06 sets forth policy form and content requirements for individual disability income
products. Division of Insurance Bulletin 2001-05 requires that form filings be accompanied by a
fully-completed form-filing checklist.

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

= The Company uses policy forms, rates, contract riders, and endorsement forms that are
developed by teams from its actuarial, marketing, legal, compliance and information
technology departments.

s The Company’s written underwriting guidelines are designed to assure reasonable
consistency in classification of risks.

s The Company documents Division approval of all such policy forms, contractsiders, and
endorsement forms to comply with statutory provisions.

Controls Reliance: Controls tested via documentation inspection, procedure @vation and/or
corroborating inquiry appear to be sufficiently reliable to be considered i rmining the extent

of transaction testing procedures.
%ponsibility for preparing

endorsement forms. RNA
ination period for testing, and
each sale were approved by the

Transaction Testing Procedure: RNA interviewed individuals
and obtaining Division approval for policy forms, contracts, ri
selected 50 new business disability income sales from t
verified the contract forms, riders, and endorsement f
Division.

Transaction Testing Results: % >§
Findings: None. Q
Observations: Based upon esting performed, the Company utilized contract forms,
riders, and endorsement fo‘esg roved by the Division.

Recommendations: None.
% * * * * *

Standard VI-7. company’s underwriting practices are not to be unfairly
discriminatorx. % company adheres to applicable statutes, rules and regulations, and

company guﬁ in selection of risks.
M.G.;._QE, 88 24A, 108A, 108C, 108G, and 108H; M.G.L. c. 176D, § 3(7).

j m This Standard addresses unfair discrimination in underwriting.

M.G.L. c. 175, 8§ 24A, 108A, 108C, 108G, and 108H prohibit discrimination in the issuance of
individual disability income insurance on the basis of gender, sexual orientation, against blind
persons, individuals with DES exposure, domestic abuse victims, as well as on the basis of
genetic tests. Pursuant to M.G.L. c. 176D, 8 3(7), it is an unfair method of competition to
unfairly discriminate between individuals of the same class and of the same risk in the amount of
premium, fees, or rates charged for any accident or health insurance policy.
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Controls Assessment: The following controls were noted as part of this Standard:

= Company policy prohibits unfair discrimination in underwriting in accordance with
statutory requirements, and its written underwriting guidelines are designed to assure
reasonable consistency in classification and rating of risks.

= The Company’s underwriting procedures include at least one level of supervisory review
of applications to ensure adherence to its underwriting guidelines.

Controls Reliance: Controls tested via documentation inspection, procedure observation ‘and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determini% nt

of transaction testing procedures.
Transaction Testing Procedure:  RNA interviewed individuals with %ibility for

underwriting and classification of risks, and selected 50 new business disab income sales
from the examination period for testing. RNA verified that the polic for each sale was
approved by underwriting with no evidence of discriminatory rates or rovisions.

Transaction Testing Results:

Findings: None. 2

Observations: Based upon testing, the Con'@: nderwriting and sales practices do
not appear to be unfairly discriminatory, aQ] ompany appears to adhere to statutes,
rules and regulations.

Recommendations: None.

&\Q* ..

Standard VI-8. Producers ar pferly licensed and appointed (if required) for the
jurisdiction where the applicaﬁm as taken.

Refer to Standards V- §in the Producer Licensing Section.

* * * * *

Standard V thcies and riders are issued or renewed accurately, timely and completely.

§ 108.

%: This Standard addresses whether the Company issues insurance policies timely and
accurately.

M.G.L. c. 175, § 108 sets forth required provisions for individual disability income insurance
polices. See Standard V-4 for testing of reinstatements and Standard VI-10 for testing of
insurance applications rejected by the Company.
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Controls Assessment: The following controls were noted as part of this Standard:

= The Company has written underwriting guidelines and procedures that require
compliance with M.G.L. c. 175, § 108.

= All new business applications and supporting information submitted to the Company are
reviewed by the new business department for accuracy and completeness. Once all the
required information is received, insurance applications are considered “in good order”
and are assigned to an underwriter for further review.

= Company underwriters review all insurance applications to ensure that they are cofmplete
and internally consistent, and to obtain additional information needed to m an

underwriting decision. \g
= The Company established and monitors service standards to ensur insurance
policies and riders are issued timely and accurately.

Controls Reliance: Controls tested via documentation inspection, proc bservation and/or
corroborating inquiry appear to be sufficiently reliable to be considered.i rmining the extent
of transaction testing procedures.

Transaction Testing Procedure:  RNA interviewed indi @ with responsibility for
underwriting and policy issuance, and selected 50 new busipess disability income sales from the
I!;.

examination period for testing. RNA reviewed the ins icies for each sale to ensure that
oﬂujley

they were issued reasonably timely, accurately and ¢

Transaction Testing Results: %
Findings: None. Q

Observations: Based on tﬂ%@ ts of testing, it appears that contracts issued are

e
reasonably timely, accura mpletely and in accordance with Company policies,
procedures and statu@ irements.

Recommendations: Non%

*

0 * * *  *

Standard VI-10. ?‘éjpctions and declinations are not unfairly discriminatory.
M.G.L. \Sﬁ 108A, C, G,and H; M.G.L.c. 175I, 8 12; M.G.L. c. 176D, § 3(7).

j % his Standard addresses whether application denials are fair.

.Gik. c. 175, 88 108A, 108C, 108G, and 108H prohibit discrimination in the issuance of
individual disability income insurance against blind persons, individuals with DES exposure,
domestic abuse victims, as well as on the basis of genetic tests.

Pursuant to M.G.L. c. 176D, 83(7), it is an unfair method of competition to unfairly discriminate
between individuals of the same class and of the same risk in the amount of premium, fees, or
rates charged for any accident or health insurance policy. M.G.L. c. 1751, 8 12 states that an
adverse underwriting decision for disability income insurance applicants may not be based, in
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whole or in part, on a previous adverse underwriting decision, on personal information received
from certain insurance-support organizations or on sexual orientation.

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

= The Company has written underwriting guidelines and policies that prohibit
discrimination in accordance with statutory requirements.

= Based upon its underwriting guidelines, the Company may issue policies other than as
applied for by adding an exclusion rider, elimination period modification, or rated

premium.
= The Company’s underwriting approval processes and procedures, P er
communications and its training of home office underwriters are design prohibit

unfair discrimination.

Controls Reliance: Controls tested via documentation inspection, procedure @vation and/or
corroborating inquiry appear to be sufficiently reliable to be considered i rmining the extent
of transaction testing procedures.

Transaction Testing Procedure:  RNA interviewed indiv@%mth responsibility for
underwriting, policy issuance, policy application, and rejecti A selected 50 new business
disability income sales from the examination period for testing. RNA reviewed the insurance
policies for each sale, and noted whether the policy d other than as applied for. In
addition, RNA selected 20 individual disability incd%o ications rejected by the Company
during the examination period to ensure that the r the rejection was in accordance with
the Company’s written underwriting guidelines.“RNAyverified that a written notice of reasons for

an adverse decision was provided to the in accordance with statutory requirements.
Finally, RNA verified that the initial pre s returned to the applicant after an application
rejection.

Transaction Testing Results:

Findings: None. @

Observatlons on the results of testing, it appears that the Company’s processes to
prohlblt rlmlnatlon in underwriting and selection of risks are functioning in
accorda th Company policies, procedures and statutory requirements, and that
ert of reasons for adverse underwriting decisions was provided to applicants.
any also appears to provide a timely return of initial premium to rejected
nts
C datlons. None.
* * * * *

Standard VI-11. Cancellation/non-renewal reasons comply with policy provisions and state
laws and company guidelines.

M.G.L. c. 175, § 108 (3)(a)(2).

Objective: The Standard addresses whether the reasons for a cancellation or non-renewal are
valid according to policy provisions and state laws.
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M.G.L. c. 175, § 108 (3)(a)(2) requires that an individual disability income policy continue in-
force subject to its policy terms by the timely payment of premium, and further requires that a
policy be incontestable as to statements contained in the application after being in-force for two
years. Insurance policies issued in Massachusetts are contestable after two years in-force when
evidence of insurance fraud exists.

Controls Assessment: The Company does not have a contractual right to cancel any policy
absent the conditions set forth above, but may in some cases rescind the policy. Refer to
Standard VI1-12.

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

Transaction Testing Procedure: RNA selected five disability incom icy lapses for non-
payment from the examination period to test for compliance with Co cellation and non-

renewal guidelines and statutory requirements. %
Transaction Testing Results: 0
Findings: None. ;

Observations: Based upon review and =RNA noted no instances of improper
coverage cancellation for reasons other%@un -payment of premium.

Recommendations: None. Q
&A\ * * *

Standard VI1-12. Rescission is no e for non-material misrepresentation.

M.G.L. c. 175, § 108 (3)(

Objective: The Stan
claim underwriti
statutes, rules

standards. '\

M.G.L..C: . 8 108 (3)(a)(2) requires that an individual disability income policy continue in-
for to its policy terms by the timely payment of premium, and further requires that a
p@ incontestable as to statements contained in the application after being in-force for two
ye Insurance policies issued in Massachusetts are contestable after two years in-force when
evidence of insurance fraud exists.

resses whether (a) rescinded policies indicate a trend toward post-
es; (b) decisions to rescind are made in accordance with applicable
lations; and (c) Company underwriting procedures meet incontestability

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

= The Company does not have a contractual right to cancel insurance coverage absent the
conditions set forth above, but may in some cases rescind the policy.

= The Company’s underwriting process considers the risk of material misrepresentation by
applicants, and attempts to corroborate information received including health status.
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= Cases considered for rescission are reviewed by an underwriting supervisor and are also
referred to the legal department for additional consultation.

= Rescissions are only made for material misrepresentations within the first two years after
the policy is issued.

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

Transaction Testing Procedure: Because grounds for rescission in Massachusetts are limited and
such incidents are rare, RNA did not directly test the Company’s rescission procedu ut
looked for evidence of improper rescission in tests of complaints, lapses, declination;gwims.

Transaction Testing Results: 0

Findings: None. %
Observations: Based upon review and testing, RNA noi%%#\stances of improper
rescission.

Recommendations: None.

Standard VI1-13. Pertinent information on apﬂ%ﬁoﬁs that form a part of the policy is
complete and accurate.

Objective: This Standard addresses % a) the requested coverage is issued; (b) the
Company verifies the accuracy of R% on information; (c) applicable non-forfeiture and
dividend options are indicated on e&; tion; (d) changes and supplements to applications are
initialed by the applicant; and (e) s ental applications are used where appropriate.

Controls Assessment: Reﬁ%{ ards I11-6 and V1-9.
Controls Reliance: R andards 111-6 and VI-9.

cedure; Refer to Standards I11-6 and V1-9.

ing Results: Refer to Standards I11-6 and VI-9.

Transac@
R@w tions: Refer to Standards I11-6 and V1-9.
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Standard VI-14. The company complies with the specific requirements for AIDS-related
concerns in accordance with statutes, rules and regulations.

211 CMR 36.04-36.06 and 36.08.

Objective: This Standard addresses procedures to ensure that the Company does not use medical
records indicating AIDS-related concerns to discriminate against applicants without medical
evidence of disease.

211 CMR 36.04 sets forth prohibited practices with respect to AIDS-related sﬁ%nd
information. Pursuant to 211 CMR 36.05, an applicant must give prior written inf nsent
‘% i

before an insurer may conduct an AIDS-related test. 211 CMR 36.06 specifies nsurer
notify the insured, or his/her designated physician, of a positive test result withi s after the
blood sample is taken. 211 CMR 36.08 prohibits insurers from requesting@\é mation about

the applicant’s, policyholder’s or beneficiary’s sexual orientation. gg
Controls Assessment: The following controls were noted as part of t%t dard:
= The Company’s new business submission require
CMR 36.04-36.06 and 211 CMR 36.08 in underwri
Massachusetts disclosures found

= The Company has a specific form that includes Teg
in 211 CMR 36.05, that is provided at the ti application is taken.

= The Company’s procedures require the applicant to acknowledge in writing that he or she
understands his or her rights regarding“the tests for HIV status that are required for

ress compliance with 211

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

of transaction testing procedures. Yy

: A selected 50 new business disability income sales from the
at the Company obtained signed Massachusetts AIDS testing

examination period to

disclosure notices fc@ applicants. In testing of underwriting denials, RNA looked for
evidence of unfai Q nation.

Transaction ksx l“ﬁnm"{q Results:

s: None.

Transaction Testing Proc

‘% bservations: Based on testing results, it appears that the Company obtains the

Massachusetts AIDS testing disclosure notice from applicants in accordance with
Company policies, procedures and statutory requirements. RNA noted no evidence of
unfair discrimination in the denial of coverage.

Recommendations: None.
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VIl.  CLAIMS

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

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

M.G.L. c. 176D, § 3(9)(b) and M.G.L. c. 175, § 108.

Objective: The Standard addresses the timeliness of the Company’s initial co Mh the
claimant. %

promptly address communications for insurance claims. M.G.L. c. 175 yrequires disability

Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claim settlement pract% de failure to
income claim forms to be sent to a claimant within 15 days of receivi e of claim.

Controls Assessment: The following controls were noted in revi@ claims Standards:

= The Company evaluates all disability income cl ed on total and residual disability
using the definitions in its policies and ridefs:, The Company’s policies state that total
disability occurs when the insured can no form the material and substantial duties of
his or her occupation (“own occ”). r paying benefits for five years, policies for
certain occupation classes chan finition of total disability to include the

= Written policies and procedures govern the Comp@ims handling processes.

requirement that the insured no ing in any occupation (“modified own occ”).
Residual disability is define ider as the insured is at work and is not totally
disabled under the terms of th icy, but because of sickness or injury, the insured’s

loss of income is at least 2
= When a disability inco

heir prior income.

im is reported through an agent or the company’s 800 phone

number, the clai istered in the Company’s claim system and a claims examiner is

assigned. The %d y, the Company sends a claim form to the claimant with an

explanatory I th a HIPAA/Privacy Disclosure form that must be signed by to

ow-the Company to communicate with the claimant’s attending physician

to obt is‘or her statement. The Company’s databases are researched to determine if

mult1'$M olices exist. The Company sends follow up letters to the claimant every 30

s untd the completed claim form is received. If no claim form is received after 90

'@-ﬁhe Company gives final notice to the claimant that information must be submitted
@': in 30 days or the claim will be closed, then closes the file.

Q e Company notifies a claimant in writing that it has received a completed disability
income claim form, it then orders medical records and appropriately investigates the
claim. Although rare, any cases of suspected fraud are sent to the Company’s law
department and Special Investigations Unit (“SIU”) for investigation. The Company
electronically maintains claim documentation and history notes, and uses occupational
experts when needed to conduct on-site visits to assess the extent of a claimant’s
disability.

= The Company’s in-house, or contracted, financial experts assist in the adjudication of
many business overhead expense and residual disability claims. The adjudication process
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requires substantial analytical review and financial analysis of the claimant’s financial
records.

s The Company makes the initial benefit payment once it receives all information
necessary to adjudicate a claim and determines if benefits are due.

s The Company’s billing department processes waivers of premium benefits after the
claims examiner notifies them such benefits are due.

s The Company established and recently expanded a claim metric that it monitors to
evaluate its compliance with Company claim processing goals and requirements.

s The work of claim examiners is reviewed by supervisors to ensure compliance with
Company policies and procedures.

= The Company periodically surveys claimants to ask about their claim experience. hen
compiles and analyzes the results as part of the Balanced Scorecard, and WS, up as
necessary on specific comments.

Controls Reliance: Controls tested via documentation inspection, procedure @vation and/or
corroborating inquiry appear to be sufficiently reliable to be considered i rmining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company onAel to understand claims
handling processes, and obtained supporting documentatio CRNA selected 25 paid disability
income claims, and 24 reported disability income claims t vere closed without payment, from
the examination period to verify that the Company’s initi ct was timely.

Transaction Testing Results: Q

Findings: None.

Observations: The claim tran ested were processed according to the Company’s
policies and procedures, and{% mpany’s initial contact was timely. Based on the
results of testing, it appea e Company’s processes for making initial contact with
disability income claimantsiare functioning in accordance with its policies, procedures
and statutory requi

Recommendations: N
* * * * *

Standard Vlkmestigations are conducted in a timely manner.

M.G.I,_,._‘QJ.ED, § 3(9)(c).

. The Standard is concerned with the timeliness of the Company’s claim investigations.

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

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand claim
investigations, and obtained supporting documentation. RNA selected 25 paid disability income
claims, and 24 reported disability income claims that were closed without payment from the
examination period to verify that investigations are conducted in a timely manner.

Transaction Testing Results:

Findings: None.

Observations: The Company timely investigated the tested claims. Based on the tesults

of testing, it appears that the Company’s processes for timely investigating clai re
functioning in accordance with its policies, procedures and statutory requiremients.
Recommendations: None. Q
* * * * *

Standard V11-3. Claims are settled in a timely manner.

M.G.L. c. 176D, § 3(9)(f) and M.G.L. c. 175, § 108. 3

Objective: The Standard is concerned with the timeliness.ofith mpany’s claim settlements.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair cl settlement practices include failure to
effectuate prompt, fair and equitable claim settlements. Pursuant to M.G.L. c. 175, § 108,
complete claims must be settled within 45 days-of submission, or a notice must be sent to the
claimant stating the reasons for non-paymeb

Controls Assessment: See Standard \é{&

Controls Reliance: See Stan% >

Transaction Testing Procedure:™ RNA interviewed Company personnel to understand claim

settlement practices, ined supporting documentation. RNA selected 25 paid disability
[0

income claims, and rted disability income claims that were closed without payment during
the examination erify that claim settlements were timely.

Transaction Nt Results:

s: None.
‘% bservations: The settlement of the tested claims was timely. Based on the results of
testing, it appears that the Company settles claims in a timely manner in compliance with
Company policies, procedures and statutory requirements.

Recommendations: None.
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Standard VI1I-4. The company responds to claim correspondence in a timely manner.

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

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

practices include failure to promptly address communications for insurance claims, and failure to
affirm or deny claim coverage within a reasonable time after the claimant has given proof of less.

Controls Assessment: See Standard V1I-1. ‘%

Controls Reliance: See Standard VII-1. C
Transaction Testing Procedure: RNA interviewed Company perso %)) nderstand its claim

handling processes, and obtained documentation supporting su esses. RNA selected 25
paid disability income claims, and 24 reported disability income that were closed without
payment during the examination period to verify that poli claim correspondence was
answered timely.

Transaction Testing Results: @

Findings: None.

Pursuant to M.G.L. c. 176D, 88 3(9)(b) and 3(9)(e), respectively, unfair claim sﬁr:nt

Observations: RNA noted t @spondence for the tested claims was answered
timely. Based on the resultstof testing, it appears that the Company’s claim handling

processes are functioning‘cin aceordance with its policies and procedures, and are in

compliance with statut gulatory requirements.
Recommendations: Non@

* * * * *

\Standard VII-5 ’&dir‘n\ﬁ(les are adequately documented.

Obijective: '@S&andard addresses the adequacy of information maintained in the Company’s
claimr S.

Coﬁt@ssessment: See Standard VI1I-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes, and obtained documentation supporting such processes. RNA selected 25
paid disability income claims, and 24 reported disability income claims that were closed without
payment during the examination period, to verify that claim files were adequately documented.
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Transaction Testing Results:

Findings: None.

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

Recommendations: None. “{
* * * * * ’V

Standard V11-6. Claim files are handled in accordance with policy provisi@hﬁ state law.

M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f); M.G.L. c. 175, § 110F.

Objective: This Standard addresses whether appropriate claim a%\ggincluding applicable
interest have been paid to the appropriate beneficiary/payee.

Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f), respe nfair claim settlement practices
include refusal to pay claims without conducting le investigation, and failure to
effectuate prompt, fair and equitable settlement claims in which liability has become
reasonably clear. M.G.L. c. 175, 8 110F requires t@enefits due under a disability policy not be
reduced by an increase in Federal social security>"benefits once payment of benefits has
commenced.

Controls Assessment: See Standard \é&\
Controls Reliance: See Standar. \)?17
u£§ E

Transaction Testing Pr NA interviewed Company personnel to understand claim
correspondence, docu%?@{g fion and handling. RNA selected 25 paid disability income claims,
ncom

and 24 reported dis e claims closed without payment during the examination period,
to verify that claini*files Were adequately handled and documented.

Transaction ﬁst Results:

s: None.

‘% bservations: RNA noted that tested claims were adequately handled. The adjudication

of residual disability claims requires substantial analytical review and financial analysis
of claimants’ financial records. Effective March 16, 2006, the Company created a
Financial Services Unit, which includes financial experts, and began requiring the
participation of a financial expert in the adjudication of such claims.  Based on the
results of testing, it appears that the Company’s claim handling processes are functioning
in accordance with their policies and procedures, and are in compliance with statutory
and regulatory requirements.
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Recommendations: None.

Standard VI1I-7. Company claim forms are appropriate for the type of product.

Objective: The Standard addresses the use of claim forms that are appropriate for the policy.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1. A{
Transaction Testing Procedure: RNA interviewed Company personnel to unde%\g claim

forms it uses, and obtained documentation supporting such use. RNA selecte id disability
income claims, and 24 reported disability income claims that were closed witho yment during
the examination period, to verify that claim forms were appropriate for% icies.

Transaction Testing Results: %
Findings: None. QQ

Observations: RNA noted that that claim fo %ﬁe tested claims were appropriate
and used in accordance with the Company Q'ci and procedures.

Recommendations: None.
* * * *

Standard VI11-8. Claim files are eﬁ@"fn accordance with the company’s established
procedures.

No work performed. All regu \zaZivity for this Standard is included in the scope of the
ongoing statutory financ% ation of the Company.
Q * * * * *

Standard VI Dehied and closed-without-payment claims are handled in accordance
with policy pravisions and state law.

M.G k¢ 76D, §8 3(9)(d), 3(9)(h) and 3(9)(n).

O&c&tive: The Standard is concerned with the adequacy of the Company’s decision-making and
documentation of denied and closed-without-payment claims.

Pursuant to M.G.L. c. 176D, 8§ 3(9)(d), unfair claim settlement practices include refusal to pay
claims without conducting a reasonable investigation. Pursuant to M.G.L. c. 176D, § 3(9)(h),
unfair claims settlement practices include attempting to settle a claim for an amount less than a
reasonable person would have believed he was entitled to receive. Finally, M.G.L. c. 176D, 8
3(9)(n) considers failure to provide a reasonable and prompt explanation of the basis for denying
a claim an unfair claim settlement practice.

63



Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

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

denial processes, and obtained documentation supporting such processes. RNA selected 24
reported disability income claims that were closed without payment during the examination
period to evaluate whether full or partial claim denials were handled in accordance with policy
provisions and statutory requirements. Thirteen (13) of the selected claims were claim dE

Transaction Testing Results:

Recommendations: None.

Findings: None. ‘@j

Observations: Full or partial denials for the tested claims app edQ)e handled in
accordance with policy provisions and statutory requirement % results of testing
indicate that the Company’s processes for denying claims a ning in accordance
with its policies, procedures and statutory requirements.

Standard VI11-10. Cancelled benefit checks an s reflect appropriate claim handling
practices.

Objective: The Standard addresses the Co@@ procedures for issuing claim checks.

Controls Assessment: See Standard \(@

Controls Reliance: See Standa

Transaction Testing Pr

o

RNA interviewed Company personnel to understand its claim

payment processes, ar@; ined documentation supporting such processes. The Company does
not generally requi se when a claim is settled.

Transaction @Results:

s: None.

QCBbservations: Based upon review of claim payment processes, claim handling

procedures appear appropriate.

Recommendations: None.
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Standard VI1I-11. Claim handling practices do not compel claimants to institute litigation,
in cases of clear liability and coverage, to recover amounts due under policies by offering
substantially less than is due under the policy.

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

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

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claim settlement praeti
compelling insureds to institute litigation to recover amounts due under an ins
offering substantially less than the amounts ultimately recovered, and attemptl tle a claim
for less than the amount to which a reasonable person would have believe % tltled

Controls Assessment: See Standard VII-1. :%

Controls Reliance: See Standard VII-1.

handling process, and obtained supporting documentati NA selected 25 paid disability
income claims, and 24 reported disability income claiis.that were closed without payment during
the examination period, to review the Company’s handling practices.

Transaction Testing Procedure: RNA interviewed Com%R sonnel to understand the claim
0
h

Transaction Testing Results:

Findings: None. \:

Observations: RNA no ed\%{wstances in the tested claims where a claimant was forced
to institute litigation to ive claim payments, or forced to accept less than amount due
under the policy.
payment proce s,

sults of testing appear to show that the Company’s claim
do-'not require claimants to institute litigation to receive claim
ept less than the amount due under the policy.

payments, o to
Recommendatiqés%fne.
\ * * * *  *x

Stan 12. The company provides the required disclosure material to policyholders
a% time-an accelerated benefit payment is requested.

No work performed. This Standard does not apply to disability income policies.

* * * * *
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Standard VII-13. The company does not discriminate among insureds with differing
qgualifying events covered under the policy, or among insureds with similar qualifying
events covered under the policy.

Objective: The Standard is concerned with whether the Company’s claim handling practices
discriminate against claimants with similar qualifying events covered under its policies.

Controls Reliance: See Standard VII-1. y
Transaction Testing Procedure: RNA interviewed Company personnel to un@ e claim

Controls Assessment: See Standard VII-1.

handling process, and obtained supporting documentation. RNA selected disability
income claims, and 24 reported disability income claims closed without-payment during the
examination period, to verify that the Company does not unfairly discr% gainst claimants.

Transaction Testing Results: 0%

Findings: None.

Observations: RNA noted no evidence in t claims that the Company unfairly
discriminates against claimants. Testing indicates that the Company’s claim handling
practices do not discriminate against ¢ a&

under its policies.

Recommendations: None. (Q;Q* L.
Q\Y*
<§0‘1”
S

&

ts with similar qualifying events covered
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SUMMARY

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

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

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

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

Examiners’ Handbook.  This participation consisted of involvement planning
(development, supervision and review of agreed-upon procedures) a@stration and
preparation of the comprehensive examination report. In addition to the igned, Dorothy K.
Raymond of the Division’s Market Conduct Section participated in t ination and in the
preparation of the report.

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

N

Matthew C. Regan, IlI
Director of Market Conduct &
Examiner-In-Charge

Commonwealth of Massachusetts &

Division of Insurance
Boston, Massachusetts Yy

&
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