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Dear Commissioner Bowler: \Q
%

Pursuant to your instructions andi ordance with Massachusetts General Laws, Chapter
175, Section 4, a comprehensive examination has been made of the market conduct affairs
of

@(ER HILL INSURANCE COMPANY

at its home ated at;

695 ic Avenue

E% A 02111
The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Division”) conducted a comprehensive market
conduct examination of Bunker Hill Insurance Company (“the Company”) for the year January 1,
2003 to December 31, 2003. The examination was called pursuant to authority in Massachusetts
General Laws Chapter (M.G.L. c¢.) 175, Section 4. The market conduct examination was conducted
at the direction of, and under the overall management and control of, the market conduct
examination staff of the Division. Representatives from the firm of Rudmose & Noller Advisors,
LLC (“RNA”) were engaged to complete certain agreed upon procedures.

EXAMINATION APPROACH Ew

A tailored audit approach was developed to perform the examination of the @ny using the
guidance and standards of the NAIC Market Conduct Examiner’s HandbooK, (“the Handbook™) the
market conduct examination standards of the Division, and the Commanwe of Massachusetts
insurance laws, regulations and bulletins. All procedures were perfgrme der the management
and control and general supervision of the market conduct examination staff of the Division. The
following describes the procedures performed and the findings ‘/orkplan steps thereon.

The basic business areas that were reviewed in under this examination were:
I.  Company Operations/Management Q@'
Il.  Complaint Handling
1. Marketing and Sales Q
IV. Producer Licensing %
V. Policyholder Service 0

V1. Underwriting and Rating (&)(\

VII. Claims
In addition to the processes’ edures’ guidance in the Handbook, the examination included
an assessment of the C ny:s internal control environment. While the Handbook approach
detects individual inci deficiencies through transaction testing, the internal control

assessment provide
their business a
regulations an

erstanding of the key controls that Company management uses to run
eet key business objectives, including complying with applicable laws,
IS related to market conduct activities.

The con 0ls ass sment process is comprised of three significant steps: (a) identifying controls; (b)
deterprining, T the control has been reasonably designed to accomplish its intended purpose in
iti sk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
ctioning 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 report 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 recommended &y\pany
management evaluate any substantive issues or “findings” for applicability to potﬁ%c urrence
in other jurisdictions. When applicable, corrective action should be taken for al ictions and a
report of any such corrective action(s) taken should be provided to the Divisian.

The following is a summary of all substantive issues found, along )%\ed recommendations
and, if applicable, subsequent Company actions made, as part of t ensive market conduct
examination of the Company.

All Massachusetts laws, regulations and bulletins cit iS report may be viewed on the
Division’s website at www.state.ma.us/doi.

V. PRODUCER LICENSING

STANDARDS 1V-1 AND V-2 ( PA&@«ND 22)

Findings: None.

Observations: Base results of our testing new and renewal business written, RNA
noted that sever thesCompany’s appointed agents were not listed on the Division’s list
of the Compa ointed agents. A list of such agents was provided to the Division for
their revie re that such agents were licensed at the time of sale. Based upon our

testing, noted no violations of M.G.L. c. 175, 88 1621 and 162S as all sales were
prod roperly licensed agents. RNA also noted the Company does not perform
crimi ckground checks or require E&O insurance coverage as part of its agent

tracting and appointment procedures.

reconcile its agent licensing and appointment records with the Division’s records as of a
date certain and modify its appointment procedures, as necessary, to ensure accurate and
timely maintenance of its licensing and appointment records in accordance with M.G.L. c.
175, 88162l and 162S.

@commendaﬁons: RNA recommends that the Company work with the Division to

Additionally, RNA recommends that the Company begin conducting criminal background
checks on producers prior to contracting with them and appointing them as agent to
facilitate compliance with 18 U.S.C. § 1033 and Division of Insurance Bulletin 98-11.
Additionally, the Company should consider requiring that its agents maintain E&O
coverage to mitigate risks to the Company resulting from an agent’s actions.



VI.

<

STANDARD V-3 (PAGE 23)

Findings: The results of our testing showed that the Company was not notifying the
Division when agents are terminated. As a result of this examination, the Company has
begun to notify the Division when agents are terminated. See also Standard V-5
concerning failure to report cause of terminations when termination is “for cause.”

Observations: None. %

Recommendation: RNA recommends that the Company work with th Won to
reconcile its terminated agent records with the Division’s records as of adi,; inand to

continue to communicate to the Division a record of all terminated ag s’required by
law.

document reasons for agent terminations. None of nations RNA tested was for
cause as defined in M.G.L. c. 175, § 162R. How he Company’s policy does not
require notification to the Division of the reason for. tegmination when the termination is for

%Q

STANDARD V-5 (PAGE 24)
Findings: Based on the testing noted above, the C?& ;ternal records adequately
er

Observations: None.

Recommendations: RNA recom e@wat the Company adopt a policy and procedures to
notify the Division of the r termination when the termination is for cause, as
required by law.

UNDERWRITING%

STANDARDX

i e HO-3 policies rates differed from those filed by $1-2 per policy. The
are a result of minor rounding errors in rate tables filed with the Division. The
pany asserts that such policyholders were charged the proper premium and that the

@ les filed with the Division were erroneous. The Company has corrected the errors in

rate tables filed with the Division for 2004.

One HO-6 policy rate differed from those filed by $1-2. The differences are a result of the
Company’s systemic methodology which rounds results of certain calculations in a manner
that yields a slightly different premium than that calculated from rate tables filed with the
Division. The Company has stated that it will soon correct its rounding methodology to
conform to rate tables filed with the Division or file new rates per the Division’s direction.

Observations: Based on the results of our testing of 50 new and renewal homeowners
policies, it appears that for 44 of the 50 policies tested, premiums and discounts are



calculated in compliance with statutory requirements. For the other six, the degree of error
is very small and resulted only from the rounding methodology.

Recommendations: The Company should file amended rate information with the Division
as soon as possible and implement a procedure to ensure that all future system changes or
enhancements result in rates used that will comply with filed rates.

STANDARD VI-15 (PAGE 38)

Findings: None. %

Observations: Based on the results of our testing of 50 new and renewa ners
policies (eight new and 42 renewal), it appears that policy files adeguat upported
decisions made except for one new business policy where the signed o%* ion could not

be located. q
Recommendations: The Company should ensure that the : ains an original or

imaged copy of signed applications for a reasonable period pany should consider
periodic on-site visits to certain agents to inspect doc @ ion retention efforts and

results.



COMPANY BACKGROUND

The Company is headquartered in Boston, and is a subsidiary of the Plymouth Rock Group. The
Company offers homeowners coverage in Massachusetts. The Company’s statutory surplus as of
December 31, 2003 is $8.7 million with statutory admitted assets of $37.6 million. Premium earned
was $15.6 million, and the net loss was $.3 million for 2003. The Company’s A.M. Best rating is
B+ (Very Good) as of December 30, 2003. The Company contracts with approximately 120
Massachusetts independent agencies.

The examination was conducted concurrently with examinations of Company affiliates, Pl%éuth
Rock Assurance Corporation and Pilgrim Insurance Company as certain systems, pracesses and
controls are common to operations of one or more of these affiliated companies.

The key objectives of this examination were determined by the Division wi phasis on the
following areas.



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 is concerned with whether there is an audit program funcﬁt%hat
provides meaningful information to management.

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

= The Company has an internal audit function and is also audited@by an independent

accounting firm.

= The Company responds to internal and external audit recom%
and implement procedures.

= The Company has adopted edit and audit procedures and check data submitted to
the Company's statistical agent, Insurance Services%:'

ons to correct, modify

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

performed.

Transaction Testing Results: N a%?éble.
Recommendations: None%
* * *

Transaction Testing Procedure: Du@ture of this Standard, no transaction testing was

* *

Standard 1-2. company has appropriate controls, safeguards and procedures for
protecting the« ity of computer information.

No wor. r%ed. All required activity for this Standard was included in the scope of the
statu cial examination of the Company.

Q * * * * *

\Standard I-3. The company has an anti-fraud plan in place.

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

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



s The Company has a Special Investigative Unit (“SIU”) dedicated to the prevention and
handling of fraudulent activities. The SIU is part of the Company’s parent company which
provides investigative services to all of the holding company operating subsidiaries.

= The SIU holds periodic meetings with representatives from various departments at the
Company including those in claims, internal audit, underwriting, sales and customer
service.

= Potential fraud activity is tracked by the SIU and investigated with the assistance of other
departments as necessary. Such activity is reported to the regulators as necessary.

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

Transaction Testing Procedure: Due to the nature of this Standard, no trann testing was
performed.

Transaction Testing Results: Not applicable. CQ)
Recommendations: None. 0
* * * * % Q(

Standard 1-4. The company has a valid disaster rec)q/e})gh»an. \

No work performed. All required activity forgg&ndard was included in the scope of the

statutory financial examination of the Compa

O - -

Standard I-5. The company is a atay monitoring the Managing General Agents (MGA). \

No work performed. The Co oes not utilize MGAs; therefore this standard is not applicable
to this examination.

* * * * *

Standard 1-6. G@any contracts with MGAs comply with applicable statutes, rules and
regulations.

No worképerformed. The Company does not utilize MGAs; therefore this standard is not applicable

Standard I-7. Records are adequate, accessible, consistent and orderly and comply with
record retention requirements.

Objective: This Standard is concerned with the organization, legibility and structure of files, as
well as determining if the Company is in compliance with record retention requirements. The
objective of this Standard was included for review in each Standard where such policy or procedure
for the retention of records exists or should exist.
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Controls Assessment: The Company’s home office record retention policies are described for each
Standard, as applicable. In addition, Company policy requires that its producers keep complete
records and accounts of all insurance transactions. The Company’s standard producer contract
requires insurance records and accounts be kept current and identifiable. The Company’s standard
producer contract also maintains the Company’s right to examine producers’ accounts and records
of all insurance transactions for as long as the Company deems reasonable including a reasonable
after the termination of a producer contract.

corroborating inquiry appear to be sufficiently reliable to be considered in determining the nt of
transaction testing procedures.

Transaction Testing Procedure: RNA performed various procedures throughout r%\aﬁ)ination

Controls Reliance: Controls tested via documentation inspection, procedure observaticzgdlor

which related to review of documentation and record retention.

Transaction Testing Results: Such testing results are noted in the various ination areas.

Recommendations: None. %
* * * * * Q

Standard 1-8. The company is licensed for th es of business that are being written.
M.G.L. c. 175, 88 32 and 47.

Objective: This Standard is concerned with-w er the lines being written by a Company are in
accordance with the authorized lines o Pursuant to M.G.L. c. 175, § 32, domestic
I

insurers must obtain a certificate authorizi 0 issue policies or contracts. Additionally, M.G.L.
c. 175, 8§ 47 sets forth the various lines o ness for which an insurer may be licensed.

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

Controls Reliance: Not

Transaction Testi
compared it to theli

ure: RNA reviewed the Certificate of Authority for the Company and
of business which the Company writes in the Commonwealth.

Transaction Testing Results:

ings: None.
Q Observations: The Company is licensed for the lines of business being written.

Recommendations: None.

11




Standard 1-9. The company cooperates on a timely basis with examiners performing the
examinations. M.G.L. c. 175, § 4.

Obijective: This Standard is concerned with the Company’s cooperation during the course of the
exam. M.G.L. c. 175, § 4 sets forth the Commissioner’s authority to conduct examinations of an
insurer.

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

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s level of cooperation and eness to
examiner requests was assessed throughout the examination.

Transaction Testing Results: Q)%
Findings: None. %

Observations: The Company’s level of cooperati Qesponsiveness to examiner
requests was very good.

Recommendations: None. Q
* * * Q

Standard 1-10. The company has prh}es for the collection, use and disclosure of
information gathered in connection wi ance transactions to minimize any improper
intrusion into the privacy of applicay@a d policyholders.

Objective: This Standard is conce
maintains privacy of consumet.i

ith the Company’s policies and procedures to ensure it
tion.

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

this Standard:
= Compan %y allows for the sharing customer and personal information with affiliates.

= Com icy is to disclose information only as required or permitted by law to industry
regulat aw enforcement agencies, anti-fraud organizations, and third parties who assist
mpany in processing business transactions to its customers.

pany policy requires a consumer privacy notice be provided to policyholders when a
% licy is delivered. Annual disclosure notices also are provided to policyholders.

The Company has stated that they have developed and implemented information
technology security practices to safeguard nonpublic personal information.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
policyholder services and reviewed its privacy notice adopted in June 2001.

12




Transaction Testing Results:

Findings: None.
Observations: Based upon our review of the Company’s privacy notice, it appears that the

Company’s privacy policy minimizes any improper intrusion into the privacy of applicants
and policyholders, and is disclosed to policyholders in accordance with their policies and

procedures.
Recommendations: None. %
* * * * %\)

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

where such policy or
ist.

The objective of this Standard was included for review in each

@
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1. 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 I1-1. All complaints or grievances are recorded in the required format on the
company complaint register. M.G.L. c. 176D, § 3(10). d

Objective: This Standard addresses whether the Company formally tracks complai

as required by statute. Pursuant to M.G.L. c. 176D, 8§ 3(10), an insurer is reqt

complete record of all complaints received. The record must indicat%O
ai

or‘grievances
t0’ maintain a
al number of
f each complaint,

complaints, the classification of each complaint by line of insurance, the
the disposition of each complaint and the time it took to process each

Controls Assessment: The following key observations were not junction with the review
of this Standard:

= Written policies and procedures govern the comp ing process.

= All complaints are recorded in a consistent format in;the complaint log.

= The Company’s definition of complaint is simifar to the statutory requirement.

= The complaint handling process appe nction in accordance with written policies and
procedures.

requirements.

= Company personnel regularly& complaint log to ensure compliance with statutory
The Massachusetts complaint da %3 is as follows:

MA Complaints | Total
Claims 3
Total 3
“MA-€omplaint Resolution | Justified | Not Justified | Total

Claims 0 3 3
Total 0 3 3

The @Tvination of whether a complaint was “Justified” or “Not Justified” was made by the
Company’s compliance staff.
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 each of the Massachusetts complaint files from
2003 to evaluate compliance with M.G.L. c. 176D, § 3(10). For the three complaints, RNA
reviewed the complaint files noting the response date and the documentation supporting the

14




resolution of the complaint. Also, RNA compared the Company’s complaint register to the
Division’s complaint records to ensure that the Company’s records were complete.

Transaction Testing Results:

Findings: None.

Observations: For the three complaints tested, RNA noted that the Company appears to
maintain complaint handling procedures and a complete listing of complaints in
accordance with M.G.L. c. 176D, § 3(10). ‘%

Recommendations: None. é\)

Standard 11-2. The company has adequate complaint handling res in place and
communicates such procedures to policyholders. M.G.L. ¢. 176D ﬁ\%

complaint handling as required by M.G.L. c. 176D, 8§ 3( e procedures in place are

Objective: This Standard addresses whether (a) the Compan documented procedures for
sufficient to require satisfactory handling of complamts r Iﬁs well as conducting root cause

analyses in areas developing complaints, (c) there is dlstrlbutlon of and obtaining and
recording response to complaints that is sufficient to response within the time frame required
by state law, and (d) the Company provides phone number and address for consumer
inquiries.

Controls Assessment: Refer to Standard

Controls Reliance: Controls tested umentatlon inspection, procedure observation and/or
corroborating inquiry appear to he s iently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Pro ."RNA reviewed three Massachusetts complaint files from 2003 to
evaluate this Standard 7 RNA interviewed management and staff responsible for complaint
handling and examl idence of the Company’s processes and controls. In addition, to
determine whethe ot the Company provides contact information for consumer inquiries, a
sampling of billing notices sent to policyholders were reviewed for compliance.
Transao@,‘[&stmq Results:

ndings: None.

Observations: The Company appears to have adequate complaint procedures in place and
communicates such procedures to policyholders.

Recommendations: None.
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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 response to the complaint fully
addresses the issues raised.

Controls Assessment: The following key observations were noted in conjunction with the

review of this Standard:
= Written policies and procedures govern the complaint handling process.
= All complaints are recorded in a consistent format in the complaint log. \)

= The Company’s definition of complaint is similar to the statutory requir

= The complaint handling process appears to function in accordance
procedures.

= Company personnel regularly review the complaint log to en%%b iance with statutory

n policies and

requirements.

= Company policy requires that any complaint response NG dresses the issues raised.

Controls Reliance: Controls tested via documentatio %ﬂon, procedure observation and/or
corroborating inquiry appear to be sufficiently reliab e considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA revi ‘%&e Massachusetts complaint files from 2003 to
evaluate this Standard. %

Transaction Testing Results: (&)(\

Findings: None.

Observations: P%@ ree complaints tested, documentation appeared to be complete
nce, original documentation and the Company’s complaint summary.

including corr
In addition% holders with similar fact patterns appeared to be treated consistently and
reasona

Recommendations? None.

Q * * * *  *

Standard 11-4. The time frame within which the company responds to complaints is in
accordance 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 time standard in the statutes or regulations.
However, the Division has established a practice of allowing 14 days from the date that the notice
of complaint is sent to the insurer by the Division for the insurer to respond to the Division. For
complaints received by the Company directly, the Company policy is to diligently respond to the
complaint as soon as possible.

16




Controls Assessment: Refer to Standard I1-1.

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 three Massachusetts complaint files from 2003 to
evaluate timely response.

Transaction Testing Results: ;\)

Findings: None.

Observations: For the three complaints tested, resolution appeare % reasonably timely
and generally within the 14 day period requested by the Divisio

Recommendations: None.

17



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.

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

Standard I11-1. All advertising and sales materials are in compliance with applicableﬁ:tes,

Obijective: This Standard is concerned with whether the Company maintains a sys eXgéontrol
over the content, form and method of dissemination for all advertisements of its u > Pursuant
S0

to M.G.L. c. 176D, 83, it is deemed an unfair method of competition to mis
advertise insurance policies, or the benefits, terms, conditions and adva%
ifica

esent or falsely
said policies.
n Internet website
te of authority and

Pursuant to Division of Insurance Bulletin 2001-02, an insurer who mainta
must disclose on that website the name of the company appearing on rti
the address of its principal office.

Controls Assessment: The following key observations were n in=eonjunction with the review of

this Standard:
m All advertising and sales materials produced by:th pany are reviewed by management
for approval and compliance with statutory % tory requirements prior to use.
t

s The Company’s policy is that the Si iscloses the Company’s name and the
Company’s address.

Controls Reliance: Controls tested vi @ntation inspection, procedure observation and/or
ftée hy

corroborating inquiry appear to be suffieiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure. reviewed all advertising and sales materials for compliance
with statutory and regu y\;e uirements. RNA also reviewed the Company’s website for
appropriate disclosure ame and address and consistency with statutory and regulatory
requirements. 6

Transaction T ults:

omply with Massachusetts M.G.L. ¢. 176D, § 3. The Company’s website disclosure
complies with the requirements of Division of Insurance Bulletin 2001-02.

%LX None.
Q( ?; ervations: The results of our testing showed that advertising and sales materials

Recommendations: None.

18




Standard I11-2. Company internal producer training materials are in compliance with
applicable statutes, rules and regulations.

Objective: This Standard is concerned with whether all of the Company’s producer training
materials are in compliance with state statutes, rules and regulations.

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

= The Company has distributed a general information packet focusing on pr ucts,
underwriting, rating and its web pay application.

= Periodic bulletins are posted on the website throughout the year noting chan wlmes
practices and procedures. %

Controls Reliance: Controls tested via documentation inspection, proce vatlon and/or
corroborating inquiry appear to be sufficiently reliable to be considered i % ining the extent of

transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the general infor cket and the bulletins to
agents for accuracy and reasonableness.

Transaction Testing Results: &r

Findings: None.

Observations: The Company’s gener ation packet and bulletins to agents appear to
be accurate and reasonable.

Recommendations: None. (&)(\
v * * * *

Standard 111-3. Compa%@ﬂmunications to producers are in compliance with applicable

statutes, rules and re@ S.

Objective: This rd is concerned with whether the written and electronic communication
between the y and its producers is in accordance with applicable statutes, rules and
regulations.

Cont@&ment: Periodically the Company communicates information via bulletins to agents
n ges in policies, practices and procedures.

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

Transaction Testing Procedure: RNA reviewed the Company’s bulletins to agents for accuracy
and reasonableness.

Transaction Testing Results:

19




Findings: None.

Observations: The Company’s bulletins to agents appear to be accurate and reasonable.

Recommendations: None.

Standard I111-4. Company mass marketing of property and casualty insuramﬁj@in
compliance with applicable statutes, rules and regulations. M.G.L. c. 175, § 193R

No work performed. This Standard not covered in scope of examination because @pany does
not offer mass merchandising or group marketing plans as defined in statute o inity group

discounts.

20




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 1V-1. Company records of licensed and appointed (if applicable) producers agree
with department of insurance records. 18 U.S.C. § 1033; M.G.L. c. 175, 8§ 162l and 162S.

Objective: The Standard is concerned with ensuring that the Company’s appointed
appropriately licensed by the Division. M.G.L c. 175, § 162l requires all perso
or negotiate insurance in the Commonwealth to be licensed for that line of aut @
such producer shall not act as an agent of the Company unless the produce% :

Division of Insurance Bulletin 98-11.
wrs are
ho“solicit, sell

D
urther, any
appointed by

the Company pursuant to M.G.L c. 175, § 162S. g)

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and La cement Act of 1994, it is
a criminal offense for anyone “engaged in the business of i nce” to willfully permit a
“prohibited person” to conduct insurance activity without wri ent of the primary insurance

regulator. A “prohibited person” is an individual who ha ngonvicted of any felony involving
dishonesty or a breach of trust or certain other offense %ﬂ willfully engages in the business
of insurance as defined in the Act. In accordance wi ivision of Insurance Bulletin 98-11, any
entity conducting insurance activity in Massachu as the responsibility of notifying the
Division, in writing, of all employees and agents ‘who &re affected by this law. Those individuals
may either apply for an exemption from the law0r must cease and desist from their engagement in

this Standard:
= The Company maintains mated producer database that interfaces with underwriting,

policyholder servi ducer compensation systems.
= All producers @Wed to enter into a written contract with the Company prior to their

the business of insurance.
Controls Assessment: The foIIowin% e erations were noted in conjunction with the review of
to

appointmen
= TheCo does not perform criminal and financial background checks on producers, or
i idence of the producer’s E&O, prior to contracting with them and appointing
them a nts.

" %gmpany completes background checks for new employees.
.Q ompany’s policy is to seek approval of the Division regarding the hiring of any
Q rohibited person” as noted above in instances where the Company wishes to employ such
a person.

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

= The Company’s appointment procedures are designed to comply with the Division’s
requirements prescribed in M.G.L. c. 175, 8 162S, which requires that a producer must be
appointed as agent within 15 days from the date the agent’s contract is executed.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and processing of appointments. RNA selected 50 sales for the period January 1, 2003
through December 31, 2003. For each of the sales, RNA verified that the Company’s agent was
included on the Division’s list of the Company’s appointed agents. Additionally, any agent not
located on the Division’s list was provided to the Division for review and to ensure&tthe

producer was licensed at the time of sale.

Transaction Testing Results: é\)

Findings: None.

Observations: Based on the results of our testing new and rene %ness written, RNA
noted that several of the Company’s appointed agents were n the Division’s list
of the Company’s appointed agents. A list of such agents w ed to the Division for
their review to ensure that such agents were licensed at of sale. Based upon our
testing, RNA noted no violations of M.G.L. c. 175, and 162S as all sales were
produced by properly licensed agents. RNA also ﬁjhe Company does not perform
criminal background checks or require E& e coverage as part of its agent
contracting and appointment procedures. 6

Recommendations: RNA recommends that the mp y work with the Division to reconcile its
e Drvision’s records as of a date certain and modify

agent licensing and appointment records with_the
its appointment procedures, as necessary, c%~ accurate and timely maintenance of its licensing
i i AG.L. c. 175, 881621 and 162S.

and appointment records in accordanc&
Additionally, RNA recommends th e Company begin conducting criminal background checks

on producers prior to contracting:wi em and appointing them as agent to facilitate compliance
with 18 U.S.C. § 1033 and“Division of Insurance Bulletin 98-11. Additionally, the Company
should consider requirin its-agents maintain E&O coverage to mitigate risks to the Company
resulting from an agen@ S.

Q * * * * *
Standard V-2 Producers are properly licensed and appointed (if required by state law) in

the juri ion ‘where the application was taken. 18 U.S.C. § 1033; M.G.L. c. 175, §8 162l
and 1628 Division of Insurance Bulletin 98-11.

Objective: Refer to Standard 1V-1.

Controls Assessment: Refer to Standard IV-1.

Controls Reliance: Refer to Standard 1V-1.

Transaction Testing Procedure: Refer to Standard 1V-1.
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Transaction Testing Results: Refer to Standard 1V-1.

Recommendations: Refer to Standard IV-1.

* * * * *

Standard 1V-3. Termination of producers complies with applicable standards, rules and

M.G.L. c. 175, § 162T.

regulations regarding notification to the producer and notification to the state, if apﬁible.

Objective: This Standard is concerned with whether the Company’s termination Wucers
complies with applicable statutes requiring notification to the state and the pro rsuant to
M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days %e ective date
of the producer’s termination, and if the termination was for cause, must not’%th vision of such

cause. @
Controls Assessment: The following key observations were noted i tion with the review of
this Standard:
= The Company has implemented procedures to prcﬁ%
producers.
= The Company has not implemented procedure;QsB ide notification of termination to the

Division. %
Controls Reliance: Controls tested via doc tion inspection, procedure observation and/or
corroborating inquiry appear to be sufficien@' le to be considered in determining the extent of

transaction testing procedures.

tification of termination to

Transaction Testing Procedure: r{,&lected a three terminated agents from the Company’s
records and requested documentatio orting the reporting of the terminations to the Division.

Transaction Testing Resu‘l%
Findings: esults of our testing showed that the Company was not notifying the
Division agents are terminated. As a result of this examination, the Company has

the Division when agents are terminated. See also Standard I1V-5
ailure to report cause of terminations when termination is “for cause.”

None.
RNA recommends that the Company work with the Division to reconcile its

termipated agent records with the Division’s records as of a date certain and to continue to
communicate to the Division a record of all terminated agents as required by law.

* * * * *
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Standard 1V-4. The company’s policy of producer appointments and terminations does not
result in unfair discrimination against policyholders.

Objective: The Standard is concerned that the Company has a policy for ensuring that producer
appointments and terminations do not unfairly discriminate against policyholders.

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

Controls Reliance: Controls tested via documentation inspection, procedure observatioé.%j‘lor
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA selected 50 sales for the period Janua@Z 03 through
December 31, 2003. For each of the sales, RNA reviewed documentatign- forany evidence of
unfair discrimination against policyholders as a result of the Com olicies regarding

producer appointments and terminations. :

Transaction Testing Results: Q
Findings: None. %’i
Observations: Through our testing noted e, ;no evidence of unfair discrimination
against policyholders was noted as a result ef the Company’s policies regarding producer
appointments and terminations. j;\.

Recommendations: None.

Qe

Standard IV-5. Records, of \terminated producers adequately document reasons for
terminations. M.G.L. c. 175, R and 162T.

Objective: The St
adequately docu
notify the Divisi
termination

concerned that the Company’s records for terminated producers

he-action taken. Pursuant to M.G.L. ¢. 175, § 162T, the Company must
ithin 30 days of the effective date of the producer’s termination, and if the
s*for cause, as defined in M.G.L. c. 175, § 162R, the Company must notify the
use.

Division quc
Cont@s gssment: Refer to Standard IV-3.

C&ols 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 a listing of terminated agents and reviewed the
reasons for termination for each agent.

Transaction Testing Results:
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Findings: Based on the testing noted above, the Company’s internal records adequately
document reasons for agent terminations. None of the terminations RNA tested was for
cause as defined in M.G.L. c. 175, 8 162R. However, the Company’s policy does not
require notification to the Division of the reason for termination when the termination is for
cause.

Observations: None.

the Division of the reason for termination when the termination is for cause, as required by law.

* * * * % w

Recommendations: RNA recommends that the Company adopt a policy and procedures jgiotify

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

Objective: The Standard is concerned with whether the Company’ @Et with the producer
limits excessive balances with respect to handling funds. %

Controls Assessment: Due to the nature of the Standard, no ¢ sessment was made. Further
a majority of the Company’s policies are billed on a di basis mitigating the possibility for
excessive balances from producers.

Controls Reliance: Not applicable. Q

Transaction Testing Procedure: Since the, €0 direct bills or payroll deducts premiums in
most instances, debit account balances ar i nificant issue. If material debit account balances
existed, they would be evaluated i ‘S\;e of the statutory financial examination of the
Company. &

Transaction Testing Results:@gicable.
Recommendations: None%,

S
Q,Q
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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.

advance notice. M.G.L. ¢. 175, 88 193B and 193B Y.

Standard V-1. Premium notices and billing notices are sent out with an adequate ar‘rﬁnyt of

Objective: This Standard is concerned with whether the Company provides polic NFE with
9

sufficient advance notice of premiums due. Pursuant to M.G.L. c. 175, 88 1 3B %,
premiums may be paid in installments with interest charged on the unpaid ba e as of the
billing date.
Controls Assessment: The following key observations were noted |n ction with the review of
this Standard:
= The policyholder receives a renewal notice from the C |or to the effective date of
the renewal asking the policyholder to request any e |n coverage or endorsements

prior to the renewal date.

= Billing notices are generated automatically@g the policy administration system
approximately 21-30 days before policy expifation-for renewal policies.

= Most policyholders elect direct billing which eecurs on a monthly or annual basis. Other
policyholders elect to pay through eduction with participating employers which
occurs throughout the year.

= For installment payments, Co&

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

cy is to charge a $4 monthly service fee.

Transaction Testinml(chj e: RNA interviewed Company personnel with responsibility for
policyholder servi Yewewed billing notice dates and monthly service fees for 50 new and
renewal home licies for the period January 1, 2003 through December 31, 2003.

Transacm T}nq Results:

n ings: None.

Q Observations: Based upon our review of 50 new and renewal homeowners policies for the
period January 1, 2003 through December 31, 2003, billing notices appeared to be mailed
with an adequate amount of advance notice. Monthly service fees on installment payments
appeared to be properly applied.

Recommendation: None.
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Standard V-2. Policy issuance and insured requested cancellations are timely. M.G.L. c. 175,
8187B.

Objective: This Standard is concerned with whether the Company has cancellation procedures to
ensure that such policyholder requests are processed timely. Pursuant to M.G.L. ¢. 175, § 187B, the
insurers are required to return premium upon the request to cancel by the policyholder in a
reasonable time. Policy issuance review is included in Underwriting and Rating Standard VI-16.
Return of premium testing is included in Underwriting and Rating Standard V1-25.

Controls Assessment: The following key observations were noted in conjunction with the % of
cancellation and withdrawals under this Standard.: w

= Company policy is to cancel the policy upon notification from th of the

policyholder’s request
= Company policy is to process premium refunds within approximately. fiv@s.

corroborating inquiry appear to be sufficiently reliable to be consider ermining the extent of

Controls Reliance: Controls tested via documentation inspection, p observation and/or
transaction testing procedures. 5

Transaction Testing Procedure: RNA interviewed Co rsonnel with responsibility for
policyholder services and tested 10 mid-term cancellation hich four were insured initiated
cancellations for the period January 1, 2003 through D%b r 31, 2003 to ensure that the request
was processed timely.

Transaction Testing Results: ‘%
Findings: None. ‘\Q

Observations: Based upo ple of insured requested mid-term cancellations for the
period January 1, 2003 t ecember 31, 2003, each appeared to be processed timely.

Recommendations: None

Standard V-3. %rrespondence directed to the company is answered in a timely and
responsive ma by the appropriate department.

his Standard is concerned with whether the Company provides timely and responsive
n to policyholders and claimants. For discussion of written complaint procedures, see the
laint Handling section.

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

= The Company’s customer service representatives answer a policyholder’s questions about
his or her policy, billing or claims matters. Customer service representatives also can make
address or name changes to policies.
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= The Company considers its agents as having the primary relationship with the policyholder,
and since customer service representatives are not licensed agents, endorsements and policy
changes must be requested by the policyholder through the agent. If a policyholder requests
such changes through customer service, the policyholder will be transferred to the agent for
servicing.

= The Company has four individuals in customer service who handle policyholder requests.
As such, the Company does not maintain formal performance metrics to monitor customer
service response efforts.

Controls Reliance: Controls tested via documentation inspection, procedure observaticﬁ%glor
corroborating inquiry appear to be sufficiently reliable to be considered in determinin extent of
transaction testing procedures.

Transaction Testing Procedure: RNA discussed procedures with Comp esonnel and
reviewed correspondence in conjunction with underwriting and rating, ho er service and
claims standards.

Transaction Testing Results:

Findings: None.

Observations: Based upon our review of ge cbespondence between policyholders
and the Company with regard to underwrlt ting, policyholder service and claims,

it appears that correspondence directed, to the Company is answered in a timely and
responsive manner by the appropriat rt ent in accordance with their policies and

procedures. Q

Recommendations: None. &
z * *

Standard V-4. Claim Q ry-and loss information is provided to insured in timely manner.

Objective: This is concerned with whether the Company provides history and loss
information to d in a timely manner.

Controls ssment: The following key observations were noted in conjunction with the review of

e Company’s agents have access to claims history and paid loss information for each of
their policyholders via the Company’s website.

The Company’s policy is to ask the agent to provide the policyholder, when requested, the
same claims history and paid loss information that the Company provides to their agents on
a timely basis.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA discussed with Company personnel policy and procedures
for how the Company responds to policyholder inquiries on claims history and paid loss
information.

Transaction Testing Results:

Findings: None.

requested claims history and paid loss information. RNA noted no evidenc the
Company being non-responsive to policyholder inquiries. Policy and proced%r w
ai

the Company responds to policyholder inquiries on claims history a id loss
information appears adequate and reasonable.

Recommendations: None. %
* * * * * < @:

Observations: Company personnel could not recall an instance where a policyhtzld'i:ad
f

Standard V-5. Whenever the company transfers the obli ions of its contracts to another
company pursuant to an assumption reinsurance agrgément, the company has gained the
prior approval of the insurance department and the has sent the required notices to
affected policyholders.

No work performed. This Standard is not appli‘@s e Company does not enter into assumption

reinsurance agreements. <<\Q* *
é\?"
N
QQ
S

<&
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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. All rates charged for the policy coverage are in accordance with filed rates (if
applicable) or the company’s rating plan. M.G.L. c. 174A, 88 5, 6 and 9; M.G.L. c. 175 88
111H and 193R; M.G.L. c. 175A, 8§88 5, 6 and 9; 211 CMR 131.00.

Objective: This Standard is concerned with the accuracy of the Company’s policy s, i.e.,
whether proper premiums are charged using proper rates. Pursuant to M.G.L. 8 5, fire
rates shall be based on past and prospective loss experience during a period ss than the

most recent five-year period for which such experience is available. In Si g catastrophe

hazards with respect to homeowners insurance rates, the Commissioner.shall consider catastrophe

reinsurance and factors relating thereto. Fire rates also shall consider*a reasonable margin for
g

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

Under M.G.L. c. 175A, 8§ 5, casualty and surety r

prospective loss experience, catastrophe hazards and“include a reasonable margin for underwriting

profits and contingencies. Additionally, these rates.should not be excessive, inadequate or unfairly

discriminatory. Casualty and surety rates % be filed with the Commissioner as provided by
G

Iso must be based, in part, on past and

=

M.G.L. c. 175A, § 6 prior to use. Additi , insurers must use filed rates unless they obtain
approval for a rate deviation, as set forth inM.,G.L. ¢. 175A, 8 9.

Pursuant to M.G.L. c. 175, § 19
M.G.L. c. 175, § 111H requires
rules and regulations set f

RWity group discounts based upon experience are permitted.
y policy providing lead liability coverage shall be subject to

Commissioner and 211 CMR 131.00 prescribes requirements
rage rates with the Division.

for the filing of lead liabi
Controls Assessment: Qollowing key observations were noted in conjunction with the review of
this Standard:

s The ﬁ»{@ny has written underwriting policies and procedures which are designed to
ably assure consistency in classification and rating.

reason

%ﬂny policy requires that homeowners rates be based on ISO rates and requires that

pany rates be filed with the Division for approval prior to use to comply with statutory
nd regulatory requirements noted above.

% Rating criteria include territory, coverage amount and type, property age, protection class,
structure type, as well as discounts for home and auto coverage, new construction, security
features and claim free accounts.

= The Company’s process for rating is electronic and is designed to ensure that consistent and
filed rates are used when business is written.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 new and renewal homeowners policies (eight new and 42
renewal) for the period January 1, 2003 through December 31, 2003 for testing of rates,
classifications and premium discounts. For each of the policies, RNA verified that the policy
premium and discounts complied with statutory and regulatory requirements.

Transaction Testing Results:
Findings: Five HO-3 policies rates differed from those filed by $1-2 \g/ The
differences are a result of minor rounding errors in rate tables filed wit ivisi
Company asserts that such policyholders were charged the proper.pre and that the
rate tables filed with the Division were erroneous. The Company ected the errors in
its rate tables filed with the Division for 2004.

One HO-6 policy rate differed from those filed by $1-2. rences are a result of the
Company’s systemic methodology which rounds resuj% ertain calculations in a manner

that yields a slightly different premium than that ulated from rate tables filed with the
Division. The Company has stated that it will rect its rounding methodology to
ile

conform to rate tables filed with the Division rates per the Division’s direction.

Observations: Based on the results of
policies, it appears that for 44 of the
calculated in compliance with sta
is very small and resulted only

ing of 50 new and renewal homeowners
0=policies tested, premiums and discounts are
eguirements. For the other six, the degree of error
he‘rounding methodology.

Recommendations: The Company, should file amended rate information with the Division as soon
as possible and implement re to ensure that all future system changes or enhancements
result in rates used that wi mply with filed rates.

0 * * * *

Standard V @sclosures to insureds concerning rates and coverage are accurate and
timely. M.G.L 75, 88 99 and 99A.

gb@% This Standard is concerned with whether all mandated disclosures for rates and
c are documented in accordance with statutes and regulations and provided timely.
Pursuant to M.G.L. c. 175, § 99 and 99A numerous disclosures and requirements must be included
on a Standard fire policy.

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

= Company policy requires that policies provide substantially similar disclosures as noted
above.

= The Company has written policies and procedures for processing new and renewal
business.
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s The Company’s supervisory procedures are designed to ensure that new business
submissions from agents are accurate and complete including use of all Company required
forms and instructions.

= If information or forms are missing, requirements are updated and a letter is sent to the
agent requesting those missing forms and information.

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 responsijbility for the
underwriting process. RNA reviewed common policy forms for complianc quired
disclosures to insureds in accordance with statutory and regulatory guidelines. 0

Transaction Testing Results:

Findings: None. CQ)

Observations: Based upon our review of common poli
appear to comply with required disclosures to insur
regulatory guidelines.

Recommendations: None. %
* * * *

the Company’s policies
ds in“accordance with statutory and

Standard VI-3. The company doe k_plarmit illegal rebating, commission cutting or
inducements. M.G.L. c. 175, 88 18 3 184; M.G.L. c. 176D, § 3(8).

rebating, commission cutti ucements; and that producer commissions adhere to the

Objective: This Standard is c %e?with ensuring that the Company does not permit illegal
commission schedule. P ntito M.G.L. c. 175, 88 182, 183 and 184, the Company, or any agent

thereof, cannot pay or or offer to pay or allow any valuable consideration or inducement not
specified in the poli ntract. Similarly, under M.G.L. c. 176D, 8§ 3(8), it is an unfair method
of competition t ingly permit or make any offer to pay, allow or give as inducement any
rebate of premi other benefits or any valuable consideration or inducement not specified in

the contract.

Cw@s;essment: The following key observations were noted in conjunction with the review of
t andard:

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for commission
processing and producer contracting. In connection with the review of producer contracts, new
business materials, advertising materials, producer training materials and manuals, RNA inspected
such materials for indications of rebating, commission cutting or inducements. RNA also selected
two agencies each for the months of May and November 2003. RNA obtained the (&ﬁthly

commission statements for the selected agencies noting the premium activity andg related
commission payments were reasonable and did not indicate any unusual commission activity.

Transaction Testing Results: ‘%

Findings: None.

Observations: Based on the results of our testing, it appears t mpany’s processes
to prohibit illegal acts including special inducements an ing are functioning in
accordance with Company policies and procedures and statt underwriting and rating
requirements.

Recommendations: None. &r;
* * *

Standard VI-4. Credits and deviations are ns‘htently applied on a non-discriminatory
basis. M.G.L. c.174A, 8§85, 6 and 9;M.G , 88 111H, 193R and 193T; M.G.L. c. 175A,
8§85 6and9; 211 CMR 131.00.

Objective: This Standard is concerhe h whether unfair discrimination is occurring in the
application of credits and deviati n?&y uant to M.G.L. c. 174A, 8 5, fire rates shall be based on
past and prospective loss experiénce. during a period of not less than the most recent five-year
period for which such exp is available. In considering catastrophe hazards with respect to
homeowners insurance r commissioner shall consider catastrophe reinsurance and factors
relating thereto. Fire o0 shall consider a reasonable margin for underwriting profit and
contingencies. Fi ch rates shall not be excessive, inadequate or unfairly discriminatory.
M.G.L. c. 174A, uires the filing of fire rates with the Commissioner and M.G.L. ¢. 174A, 89
requires insurer e such filed rates, unless the insurer obtains approval from the Commissioner
for a rate devia

Und . C. 175A, 8 5, casualty and surety rates also must be based, in part, on past and
pros loss experience, catastrophe hazards and include a reasonable margin for underwriting
profits and contingencies. Additionally, these rates should not be excessive, inadequate or unfairly
discriminatory. Casualty and surety rates must be filed with the Commissioner as provided by
M.G.L. c. 175A, 8 6 prior to use. Additionally, insurers must use filed rates unless they obtain
approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.

Pursuant to M.G.L. c. 175, § 193R, affinity group discounts based upon experience are permitted.
M.G.L. c. 175, §8 193T prohibits rate discrimination based on blindness or partial blindness, mental
retardation or physical impairment, unless such discrimination is based on “sound actuarial
principles or is related to actual experience.” M.G.L. c. 175, 8 111H requires that any policy
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providing lead liability coverage shall be subject to rules and regulations set forth by the
Commissioner and 211 CMR 131.00 prescribes requirements for the filing of lead liability coverage
rates with the Division.

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

this Standard:
= Company policy prohibits unfair discrimination in the application of premium discounts
and surcharges in accordance with M.G.L. c. 174A, § 5, M.G.L. c. 175, § 193T and

M.G.L. c. 175A, § 5.
s The Company has written underwriting policies and procedures which are designed to
reasonably assure consistency in classification and rating.
= Company policy requires that homeowners rates be based on I1SO rates
Company rates be filed with the Division prior to use to comply
regulatory requirements noted above.
;a&

= Rating criteria include territory, coverage amount and type, propert
structure type as well as discounts for home and auto covera¢ W

ires that
statutory and

, protection class,
onstruction, security
features and claim free accounts.

s The Company’s process for rating is electronic and is d '@to ensure that consistent and
filed rates are used when business is written. Q

Controls Reliance: Controls tested via documentatiof, in gtion, procedure observation and/or
corroborating inquiry appear to be sufficiently reliabQ considered in determining the extent of

transaction testing procedures. %

Transaction Testing Procedure: RNA inte Company personnel with responsibility for the
underwriting process. RNA selected nd renewal homeowners policies for the period
January 1, 2003 through December 3 for testing of rate classifications and premium
discounts. For each of the policies RNA verified that credits and deviations were consistently
determined and non-discriminatagy.

Transaction Testing ResukSL

Findings: @

" Based on the results of our testing of 50 new and renewal homeowners
appears that credits and deviations were consistently determined and non-
riminatory.

Recommendations: None.

Standard VI-5. Schedule rating or individual risk premium modification plans, where
permitted, are based on objective criteria with usage supported by appropriate
documentation.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer commercial policies subject to schedule rating or individual risk premium
modification plans.
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Standard VI-6. Verification of use of the filed expense multipliers; the company should be
using a combination of loss costs and expense multipliers filed with the Department.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer workers’ compensation insurance.

* * * * * 4

Standard VI-7. Verification of premium audit accuracy and the proper applicati Vating
factors. é &

No work performed. This Standard is not covered in the scope of e@&'ﬂ% because the

Company does not offer workers’ compensation insurance. @
* * * * %

*
Standard VI-8. Verification of experience modification fig@g

No work performed. This Standard is not covered<in scope of examination because the

Company does not offer workers’ compensation insutanc

* * X * *

Standard VI-9. Verification of loss rgp&hng)

No work performed. This Stan (}ﬁot covered in the scope of examination because the
Company does not offer workers*compensation insurance.

* * * * *

Standard VI1-10. \'ﬁ_g&tion of company data provided in response to the NCCI call on
deductibles.

Compa s not offer workers’ compensation insurance.

No work Se%;d. This Standard is not covered in the scope of examination because the

* * * * *

Standard VI-11. The company underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations and company guidelines in the
selection of risks. M.G.L. c. 175, § 4C, 95B and 193T.

Objective: This Standard is concerned with whether unfair discrimination is occurring in the sale
of insurance. Pursuant to M.G.L. ¢. 175, § 4C, no insurer shall take into consideration when
deciding whether to provide, renew, or cancel homeowners insurance the race, color, religious
creed, national origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status,
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the receipt of public assistance or disability of the applicant or insured. M.G.L. c. 175, § 95B notes
that no insurer shall cancel, refuse to issue or renew, or in any way make or permit any distinction
or discrimination in the amount or payment of premiums or rates charged, in the length of coverage,
or in any other of the terms and conditions of a residential property insurance policy based upon
information that an applicant or policy owner, or any member of their family, has been a victim of
domestic abuse. M.G.L. c. 175, 8 193T prohibits discrimination based on blindness or partial
blindness, mental retardation or physical impairment, unless such discrimination is based on “sound
actuarial principles or is related to actual experience.”

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

= Company policy prohibits unfair discrimination in underwriting in accordanc G L.
c. 175, 88 4C, 95B and 193T.
= Written underwriting guidelines are designed to reasonably assure app te acceptance

and rejection of risks on a consistent and fair basis.

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

underwriting process. RNA selected 50 new and r omeowners policies for the period
January 1, 2003 through December 31, 2003 for evidence of unfair discrimination in
underwriting.

Transaction Testing Results: Q%

Transaction Testing Procedure: RNA interviewed Com onnel with responsibility for the
e
“@

Findings: None.

Observations: Based op t sults of our testing of 50 new and renewal homeowners
policies, RNA note idence that the Company’s underwriting practices are unfairly

discriminatory. %’
Recommendations: .

* * * * *
Standard™/1-12." All forms and endorsements forming a part of the contract are listed on the
decl i ge and should be filed with the department of insurance (if applicable). M.G.L.

c. 1775, 88199, 99B, 111H and 192; 211 CMR 131.00.

Objective: This Standard is concerned with whether policy forms and endorsements are filed with
the Division for approval. Pursuant to M.G.L. c. 175, 8 99 homeowners policy forms must conform
to the standards for policy language set forth in that section and, according to M.G.L. c. 175, § 99B,
condominium and tenant policies must be filed with the Division for prior approval. Pursuant to
M.G.L. c. 175, 8 192, endorsements are part of policy forms and also are required to be filed with
the Division for prior approval. M.G.L. c¢. 175, 8 111H requires that any policy providing lead
liability coverage shall be subject to rules and regulations set forth by the Commissioner and 211
CMR 131.00 requires that forms be filed with and approved by the Division for homeowners lead
liability coverage.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy requires that agents use one of the Company’s approved policy forms and
approved endorsements when providing a quote to consumers.

= Company policy requires that all changes to policy forms and endorsements be filed and
approved by the Division.

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

transaction testing procedures. %
Transaction Testing Procedure: RNA interviewed Company personnel with r ility for the
underwriting process. RNA selected 50 new and renewal homeowners policies.for the period
January 1, 2003 through December 31, 2003 for testing of the use of y approved policy
forms and endorsements. RNA also performed inquiry to review evi approval of policy
forms by the Division.

Transaction Testing Results: QO

Findings: None.

Observations: Based on the results of o t of 50 new and renewal homeowners

policies, it appears that the Company, is*using Company approved policy forms
endorsements. RNA also reviewed evi f approval of policy forms by the Division.

Recommendations: None. ‘\
S

* * * *

Standard VI-13. Produ re properly licensed and appointed (if required) in the
jurisdiction where the a tion was taken.

See Standards IV-]Q in the Producer Licensing Section.

* * * * *

Standard.Ml-14. Underwriting, rating and classification are based on adequate information
deve at or near inception of the coverage rather than near expiration, or following a
claim.

Objective: This Standard is concerned with whether underwriting, rating and classification are
based on adequate information developed at or near inception of the coverage rather than near
expiration, or following a claim.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

s The Company has written underwriting policies and procedures which are designed to
reasonably assure consistency in classification and rating at or near the inception of
coverage.

= Rating criteria include territory, coverage amount and type, property age, protection class,
structure type as well as discounts for home and auto coverage, new construction, security
features and claim free accounts at or near the inception of coverage. ;

s The Company’s process for rating is electronic and is designed to ensure that consis nd
filed rates are used when business is written at or near the inception of covera

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

underwriting process. RNA selected 50 new and renewal homeowners policies for the period
January 1, 2003 through December 31, 2003 for testing hether underwriting, rating and
classification are based on adequate information developed%' r inception of the coverage.

Transaction Testing Procedure: RNA interviewed Company persll%l responsibility for the

Transaction Testing Results:
Findings: None. ; L
Observations: Based on the re r testing of 50 new and renewal homeowners
policies, it appears that the is using underwriting, rating and classification
guidelines based on adequate infermation developed at or near inception of the coverage.

Recommendations: None. Z
% * * * *x %

Standard VI1-15. @Mmentation adequately supports decisions made.

Objective: Thi étan‘dard is concerned with whether policy file documentation adequately supports
d nderwriting and rating.

decisions ja e
Cont‘olsﬁs ssment: The following key observations were noted in conjunction with the review of
rd:

t
tﬁ In most instances, much of the policy source information and related documentation is
maintained and controlled by the independent agent.

= Written policies and procedures in agent contracts are designed to reasonably assure that
the agent will retain adequate documentation including a signed application and
endorsements for new policies, unless the policy was obtained by the Company as a result
of a transfer of a book of business from another carrier.

= Information on territory, coverage amount and type, property age, protection class,
structure type as well as discounts for home and auto coverage, new construction, security
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features and claim free accounts often are entered in the Company’s policy system by the
agent. Otherwise, such information is entered in the policy system by the Company.

= Company supervisors review the applications completed by agents for completeness and
internal consistency.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility he
underwriting process. RNA selected 50 new and renewal homeowners policies fg e period

January 1, 2003 through December 31, 2003 for testing of whether the policy quately

support decisions made. 0

Transaction Testing Results: %
Findings: None. (¢ Q);

and renewal homeowners
olicy files adequately supported
the signed application could not

Observations: Based on the results of our testing o
policies (eight new and 42 renewal), it appears
decisions made except for one new business poli
be located.

of signed applications for a reasonable period. ompany should consider periodic on-site visits
to certain agents to inspect documentation r@ efforts and results.

Recommendations: The Company should ensurEtha agent retains an original or imaged copy

Standard VI-16. Policies an n\s@%ements are issued or renewed accurately, timely and
completely.

Obijective:  This St |s concerned with whether the Company issues policies and

endorsements tlmeLQr urately
Controls Ass he following key observations were noted in conjunction with the review of
this Standard:

" ny policy requires the use of Company policy forms and endorsements which are
ved by the Division.

@qents are required to use such forms and endorsements as guidelines when providing

quotes to consumers.
= Company supervisors review all applications completed by agents to ensure that they are
complete and internally consistent.

= Company procedures include mailing renewal notice 21-45 days prior to the policy renewal
effective date.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 new and renewal homeowners policies for the period
January 1, 2003 through December 31, 2003 for testing of whether new and renewal policies
including endorsements were issued timely and accurately.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of our testing, it appears that the Company issu s‘&nd

renewal policies, including endorsements, timely and accurately. é
Recommendations: None. 0

* * * * * %
Standard VI-17. Audits when required are conducted accurat \lfnely. M.G.L. c. 175,
8§ 4A and 4B.

Company does not offer policies where premium audits a cted.

No work performed. This Standard is not covered in%ﬂ e of examination because the
c

Standard VI-18. Company verifies that \w/mber submitted with application is valid and
that the correct symbol is utilized. 211 CMR 94.08

No work performed. This Stan ralg\pot covered in the scope of examination because the
* * *

Company does not offer auto @

* *

Standard VI-19. The any does not engage in collusive or anti-competitive underwriting
practices. M.G.L. c.176 3(4) and 3A.

Obijective: Thi \&rd is concerned with whether the Company has engaged in any collusive or
anti-competiti derwriting practices. Pursuant to both M.G.L. ¢. 176D, § 3(4) and M.G.L. c.
176D, 8§ 3A, it is‘an unfair method of competition and an unfair or deceptive act or practice in the

%&urance to enter into any agreement or to commit, or to commit, any act of boycott,

busin
co @r ntimidation resulting in, or tending to result in, unreasonable restraint of, or monopoly
in siness of insurance.

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

= The Company has written underwriting policies and procedures which are designed to
reasonably assure consistency in classification and rating at or near the inception of
coverage.

= Rating criteria include territory, coverage amount and type, property age, protection class,
structure type as well as discounts for home and auto coverage, new construction, security
features and claim free accounts at or near the inception of coverage.
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= The Company’s process for rating is electronic and is designed to ensure that consistent and
filed rates are used when business is written at or near the inception of coverage.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 new and renewal homeowners policies for the geriod

January 1, 2003 through December 31, 2003 for testing whether any underwriting practic pear
to be collusive or anti-competitive.

Transaction Testing Results: ‘%\)
Findings: None. C 0
Observations: Based on the results of our testing, RNA ﬁ%} nstances where the

Company’s underwriting policies and practices appear to b? ive or anti-competitive.

Recommendations: None.

company adheres to applicable statutes, rules®and regulations in application of mass

Standard VI-20. The company underwriting pc@\@}re not unfairly discriminatory. The
marketing plans M.G.L. c. 175, § 193R.

No work performed. This Standard not ¢ scope of examination because the Company does
not offer mass merchandising or gro@ ing plans as defined in statute or any affinity group
discounts.

z* * * * *

.
Standard VI1-21. All Wrsonal lines property and casualty policies and programs meet
minimum requireme@

No work per This Standard is not covered in the scope of examination because the
Company doe ffer group products.

% * * * * *

%M VI-22. Rejections and declinations are not unfairly discriminatory. M.G.L. c. 175,
8§ 4C, 95B and 193T.

Objective: This Standard is concerned with the fairness of application rejections and declinations.
Pursuant to M.G.L. c. 175, § 4C, no insurer shall take into consideration when deciding whether to
provide, renew, or cancel homeowners insurance the race, color, religious creed, national origin,
sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of public
assistance or disability of the applicant or insured. M.G.L. ¢. 175, 8 95B notes that no insurer shall
cancel, refuse to issue or renew, or in any way make or permit any distinction or discrimination in
the amount or payment of premiums or rates charged, in the length of coverage, or in any other of
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the terms and conditions of a residential property insurance policy based upon information that an
applicant or policy owner, or any member of their family, has been a victim of domestic abuse.
M.G.L. c. 175, 8§ 193T prohibits discrimination based on blindness or partial blindness, mental
retardation or physical impairment, unless such discrimination is based on “sound actuarial
principles or is related to actual experience.”

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

= Company policy prohibits unfair discrimination in underwriting in accordance Wit&.L.

c. 175, 88 4C, 95B and 193T.

= Written underwriting guidelines are designed to reasonably assure appropriatetacceptance
and rejection of risks on a consistent and fair basis.

corroborating inquiry appear to be sufficiently reliable to be considered in d ining the extent of

Controls Reliance: Controls tested via documentation inspection, procedure vation and/or
transaction testing procedures. 5

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process and tested 25 non-renewal rejections and % erm cancellations, of which
six were insurer initiated cancellations, for the period Janu 003 through December 31, 2003

for proper treatment.
Transaction Testing Results: A@
Findings: None. %

Observations: Based on the re r review of rejections and mid-term cancellations
for the period January 1, 20 rough December 31, 2003, none appeared to be unfairly

discriminatory.

Recommendations: None. @j

Standard V “ancellation/non-renewal and declination notices comply with policy
provisions and.state laws and company guidelines. M.G.L. c. 175, 8§ 99, 187C and 193P.

his Standard is concerned with notice to policyholders for cancellation, non-renewal
ations including advance notice before expiration for cancellation and non-renewals.
ant to M.G.L. c. 175, § 99, any Company may cancel coverage by giving the insured five days
written notice of cancellation, and to the mortgagee to whom the policy is payable twenty days
written notice of cancellation, except where the stated reason for cancellation is nonpayment of
premium, where 10 days written notice of cancellation is required. M.G.L. c. 175, § 193P requires
an insurer to give written notice of intent not to renew a policy to the insured at least forty-five days
prior to the expiration of the policy accompanied by a writing stating the specific reasons for such
decision. Pursuant to M.G.L. c. 175, 8§ 187C any Company shall effect cancellation by serving
written notice thereof as provided by the policy and by paying the full return premium due.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
= Company cancellation policy requires written notice be given in accordance with statutory
requirements.

s Company policy requires that notice of non-renewal be sent to the insured at least 45 days
in advance of the termination effective date.

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

Transaction Testing Procedure: RNA interviewed Company personnel with resp 'xy)for the
underwriting process and tested 25 non-renewal rejections and 10 mid-term cancellations, of which
six were insurer initiated cancellations, for the period January 1, 2003 through ber 31, 2003
for compliance with notification requirements.

Transaction Testing Results: ( Q)-

Findings: None.

period January 1, 2003 through December.«31, 3, such notices appear to be in

Observations: Based on the results of our testﬁ%2 -renewals and cancellations for the
compliance with statutory requirements.

Recommendations: None.

Nl

Standard V1-24. Cancellation ohgr?ﬁewal notices comply with policy provisions and state
laws, including the amount ce notice provided to the insured and other parties to the

contract. M.G.L. c. 175,% 7C and 193P.
Objective: Refer to d VI-23.

Controls Assegﬂ& efer to Standard VI1-23.

Control@: Refer to Standard VI1-23.

Traﬂ@n Testing Procedure: Refer to Standard VI1-23.

Transaction Testing Results: Refer to Standard VI1-23.

Recommendations: Refer to Standard VI1-23.

* * * * *
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Standard VI1-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.
M.G.L. c. 175, 88 187B and 187C.

Objective: This Standard is concerned with return of the correctly calculated unearned premium
when policies are cancelled in a timely manner. Pursuant to M.G.L. c. 175, 8 187B, a company is
required to refund the proper amount of unearned premium upon policy termination. Additionally,
in accordance with M.G.L. c¢. 175, 8 187C, a company canceling a policy of insurance must tender
the full return premium due, without deductions, at the time the cancellation notice is serviinthe
insured.

Controls Assessment: The following key observations were noted in conjunction \M‘Q\rg&ew of

this Standard:
s Company policy requires that premium refunds be properly calculated.and*paid timely.
= The company uses the pro-rata method to calculate the amount of‘the premium refund.

corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of

Controls Reliance: Controls tested via documentation inspecti ure observation and/or
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Comp ersonnel with responsibility for the
underwriting process and tested 10 cancellations fo od January 1, 2003 through December
31, 2003 for proper premium refund calculation and timely payment.

Transaction Testing Results: Q
Findings: None. (&\

Observations: Based o h%wlts of our testing of cancellations for the period January 1,
2003 through Dece 003, premium refunds appear to be properly calculated and

returned timely. %
Recommendations: &@

Standard“V1-26 Rescissions are not made for non-material misrepresentation. M.G.L. c.
175, ).

Q%’ tive: This Standard is concerned with whether decisions to rescind are made appropriately.
M.G.L. c. 175, 8 187D allows the cancellation of the policy for nonpayment of premium.

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

= Company policy requires compliance with underwriting guidelines in accordance with
M.G.L. c. 175, § 187D.
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= Written underwriting guidelines are designed to reasonably assure appropriate acceptance
and rejection of risks.

= The Company does not rescind policies.

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.

underwriting process, and the Company does not rescind policies. .

Transaction Testing Results: ‘%\)

Findings: None.

Observations: The Company does not rescind policies. @3

Transaction Testing Procedure: RNA interviewed Company personnel with responsibilitj{wthe

Recommendations: None.

Standard VI1-27. All policies are correctly coded.

Objective: This Standard is concerned with the ac rac; of statistical coding.

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

s The Company has writtens.underwriting policies and procedures which are designed to
reasonably assure consi %classification and rating.

s Company policy re t homeowners rates be based on ISO rates and requires that
Company rates iled- with the Division prior to use to comply with statutory and
regulatory req

de territory, coverage amount and type, property age, protection class,
as well as discounts for home and auto coverage, new construction, security
aim free accounts.

= The Company’s process for rating is electronic and is designed to ensure that consistent and
tes are used when business is written.

Q Company’s policies and procedures require that Company personnel confirm that the
ding as reported by the agent is correct and current.

% The Company has a process to correct data errors and make subsequent changes, as needed.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 50 new and renewal homeowners policies for the period
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January 1, 2003 through December 31, 2003 for testing of statistical coding of key policy
determinants.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of our testing of 50 new and renewal homeowners

policies, it appears that the Company has proper procedures to address statistical coding of
key policy determinants.

Recommendations: None. \)
* * * * * 0
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VII. CLAIMS

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

Standard VII-1. The initial contact by the company with the claimant is within the required
time frame. M.G.L. c. 176D, § 3(9)(b). A

Objective: The Standard is concerned with the timeliness of the Company’s con h the
claimant. Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement practice e failure
to acknowledge and act reasonably promptly upon communications with respel ims arising
under insurance policies.

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

= Written policies and procedures govern the claims h g process.

= Written claim forms received via fax or mail ar edged and a written response is
made within two or three business days after nt@cm of the claim is provided.

s All claim notifications are maintained
management system.

= Company policy is to contact all injured-persons, or their legal representatives, within two

or three business days of receipt
e

= Claims management can acceﬂ ims system to monitor open claims.
= Claims management perferms periodic claims reviews to examine compliance with
Company claims policie
= Senior management ically reviews open claims each month claims to evaluate
settlement issues%n' re appropriate reserves have been established.
us

s Claims mana es exception reports to measure operational effectiveness and
processin o

Controls Reli : Controls tested via documentation inspection, procedure observation and/or
corroborating inguiry appear to be sufficiently reliable to be considered in determining the extent of
transa ing procedures.

mainframe based automated claims

Tﬁm n Testing Procedure: RNA interviewed Company personnel to understand claims
harﬂ}ng processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. For each
of the selected claims, RNA verified the date the claim was reported to the Company and noted the
initial response by the Company was acknowledged in a reasonably timely manner.

47



Transaction Testing Results:

Findings: None.

Observations: For all open and closed claims selected for testing, RNA noted the claims
were reported according to the Company’s polices and procedures and that the initial
contact by the Company with the claimant was timely. Based upon the results of our
testing, it appears that the Company’s processes to report and respond to claims are
functioning in accordance with their policies and procedures and are reasonably tlrgi

Recommendations: None. é\)

\Standard VII-2. Investigations are conducted in a timely manner. M(G\E'g 176D, § 3(9)(c). \

Objective: The Standard is concerned with the timeliness of the Compa claims 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 investigati Fa-elaim.

Controls Assessment: The following key observations w %Eﬂ in conjunction with the review of

this Standard:
= Company policy is to investigate all cIaigs ithimer manner.

s Refer to Standard VII-1.

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

Transaction Testing Proce mterviewed Company personnel to understand claims
handling processes and o ocumentatlon supporting such processes. RNA selected a sample
of 43 claims closed d and an additional seven claims that were pending as of December
31, 2003 to evalua L%ance with Company claims handling policies and procedures. For each
of the selected clai NA verified the date the claim was reported to the Company and noted the
investigation mpany was conducted in a reasonably timely manner.

Transaction Testing Results:

Q dings: None.

Observations: For all open and closed claims selected for testing, RNA noted the claims
were reported according to the Company’s polices and procedures and that the claims
investigation by the Company appeared timely. Based upon the results of our testing, it
appears that the Company’s processes to report and investigate claims are functioning in
accordance with their policies and procedures and statutory requirements.

Recommendations: None.
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Standard VI1-3. Claims are resolved in a timely manner. M.G.L. c. 176D, 8§ 3(9)(f); M.G.L.
c. 175, § 28, 112.

Objective: The Standard is concerned with the timeliness of the Company’s claims settlements.
Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair claims settlement practices include failing to
effectuate prompt, fair and equitable settlements of claims in which liability has become reasonably
clear. In addition, if an insurer makes a practice of unduly engaging in litigation or of unreasonably
and unfairly delaying the adjustment or payment of legally valid claims, M.G. L. c. 175; § 28
authorizes the Commissioner to make a special report of findings to the general court. &

M.G.L. c. 175, § 112 states that liability of any company under any policy insuring ag biIity
for loss or damage on account of bodily injury, death, or damage to property, sha e absolute
whenever the loss or damage for which the insured is responsible occurs, and the faction by the
insured of a final judgment for such loss or damage shall not be a condition precedent to the right or
duty of the company to make payment on account of said loss or damage %

Controls Assessment: The following key observations were noted i tion with the review of
this Standard:

= Company policy is to resolve all claims in a timely ma‘%

s Refer to Standard VII-1. %,

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

Transaction Testing Procedure: RNA»\(a ewed Company personnel to understand claims
handling processes and obtained docu(ﬂz' n supporting such processes. RNA selected a sample
of 43 claims closed during 2003 ang.an additional seven claims that were pending as of December
31, 2003 to evaluate compliancedwi mpany claims handling policies and procedures. For each
of the selected claims, RN the date the claim was reported to the Company and noted
whether the claim was res the Company in a reasonably timely manner.

Transaction Testing.R :

ne.

vations: For each of open and closed claims selected for testing, RNA noted the
@%S were handled and adjudicated according to the Company’s policies and procedures
d resolved in a reasonably timely manner. Further, for each of the selected claims, RNA
verified the date the claim was reported to the Company and noted whether the claim was
resolved in a timely manner. Based upon the results of our testing, it appears that the

Company’s processes to resolve claims timely are functioning in accordance with their
policies and procedures and statutory requirements.

Recommendations None.
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Standard VII-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 is concerned with the timeliness of the Company’s response to all claim
correspondence. Pursuant to M.G.L. c. 176D, 8§ 3(9)(b), unfair claims settlement practices include
failure to act reasonably promptly upon communications with respect to claims arising under
insurance policies. M.G.L. c. 176D, 8§ 3(9)(e) considers failure to affirm or deny coverage of
claims within a reasonable time after proof of loss statements have been completed an unfair trade
practice.

of this Standard:
= Company policy is to respond to all claim correspondence in a timely m
= Refer to Standard VII-1.

Controls Assessment:  The following key observations were noted in conjunction WiL@ew

Controls Reliance: Controls tested via documentation inspection, prace 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 Co

handling processes and obtained documentation supporti

of 43 claims closed during 2003 and an additional sev that were pending as of December

31, 2003 to evaluate compliance with Company clai h ing policies and procedures. For each

of the selected claims, RNA verified the date the-Clai as reported to the Company and noted the
m%(e

personnel to understand claims
ocesses. RNA selected a sample

timeliness of the Company’s responses to clai spondence.

&

Transaction Testing Results:

Findings: None.
Observations: For ; d closed claims selected for testing, RNA noted the claims
were reported a ated according to the Company’s polices and procedures and
responses to c espondence were timely. Based upon the results of our testing, it
appears th ompany’s processes to provide timely responses to claims
correspo e functioning in accordance with their policies and procedures and are
reaso Iy.

Recommendations: None.

*
*

0 - - -

\StaMard VI11-5. Claim files are adequately documented.

Objective: The Standard is concerned with the adequacy of information maintained in the
Company’s claim records related to the decision on the claim.

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

= Claim processing guidelines require that key information be completed, signed, and
included in the file, including:
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Notice of loss with relevant date of loss, loss description, and involved parties.
Relevant reports from investigating police authorities.

Applicable medical reports and other investigative correspondence.

Other pertinent written communication.

All legal correspondence.

Documented or recorded telephone communication.

Claim activity is logged and documented in chronological order.

Claim reserve evaluations, adjustments and assessments are documented. ,%

Source correspondence and investigative reports are scanned and-<4mnaintained
electronically.

= Claims management performs periodic claims reviews to examin iance with
Company claims policies.

= Senior management periodically reviews open claims each %Iaims to evaluate
settlement issues and ensure appropriate reserves have been establi ;
I

= Claims management uses exception reports to measurf nal effectiveness and

© 0O O © © © O O ©

processing time.

corroborating inquiry appear to be sufficiently reliable ered in determining the extent of
transaction testing procedures.

Controls Reliance: Controls tested via documentation x%ﬁ:t:bn procedure observation and/or
IQ% sid

Transaction Testing Procedure: RNA inte d Company personnel to understand claims
handling processes and obtained documentation, supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an seven claims that were pending as of December
31, 2003 to evaluate compliance with €ompany claims handling policies and procedures. For each
of the selected claims RNA reviewed the,claim files and noted whether claim file documentation

was adequate.
Transaction Testing Resul@
Findings: N
éFor all open and closed claims selected for testing, RNA noted the claims

Observations

wer rted and investigated according to the Company’s polices and procedures and

c 'mdocumentation was adequate. Based upon the results of our testing, it appears
Company’s processes to document claims are functioning in accordance with their

@I ies and procedures and statutory requirements.

Recommendations: None.
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Standard V11-6. Claim files are handled in accordance with policy provisions and state law.
M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f); M.G.L. c. 175, §§ 221, 24D, 96, 97, 97A, 100, 102, 111F,
112, 112C, 193K; M.G.L. c. 139, § 3B.

Objective: The Standard is concerned with whether the claim appears to have been paid for the
appropriate amount to the appropriate claimant/payee. Pursuant to M.G.L. c. 176D, § 3(9)(d),
unfair claims settlement practices include refusal to pay claims without conducting a reasonable
investigation based upon all available information. Moreover, M.G.L. c. 176D, § 3(9)(f) considers
failure to effectuate prompt, fair and equitable settlements of claims in which liability haxﬁ%me
reasonably clear as an unfair trade practice.

M.G.L. c. 175, 8221 allows companies to retain unpaid premium due from %ﬂtlements.

Claim payments must also comply with M.G.L. c. 175, § 24D to intercept non-@i 0 payments

for past due child support. Medical reports must be furnished to injured on their attorney

pursuant to M.G.L. c. 175, 88 111F. In addition, M.G.L. c. 175, 8 1@%5 companies to
nt :of

reveal to an injured party making a claim against an insured, the the limits of said
insured’s liability coverage upon receiving a request in writing for mation.

M.G.L. c. 175, 8 96 limits the Company’s liability to the act ash-value of the insured property
when a building is totally destroyed by fire. In addition%' sured has paid premiums on a

coverage amount in excess of said actual cash value, atute states the insured shall be
reimbursed the proportionate excess of premiums paid-with interest at six percent per year.

M.G.L. c. 175 8§ 97 requires the Company to e losses to mortgagees of property upon
satisfactory proof of rights and title in accor h the insurance policy. Further, when a claim
for loss or damage to property exceeds fi and dollars, M.G.L. c. 175 § 97A requires the
Company to ensure the claimant submi Company a certificate of municipal liens from the
collector of taxes of the city or town whekein such property is located. The Company shall pay to

the city or town any amounts show
of loss. The provisions of M.G.

e certificate of municipal liens as outstanding on the date
. 175 8 97A do not apply to certain owner-occupied dwellings.

M.G.L. c. 139, § 3B prohibi
defined as “dangerous” pursuant to M.G.L. c. 143, § 6) in excess of one
aving given 10 days written notice to the building commissioner or
ppointed pursuant to the state building code, to the fire department, and to

e Company from paying claims covering loss or damage to a

thousand dollars
inspector of buil
the board of hea

M.G.L. %ﬁ 100 sets forth standards for selecting a referee if the parties to a claim fail to agree
as to unt of loss. In addition, M.G.L. c. 175 § 102 states the failure of the insured under a
fik€ po to render a sworn statement shall not preclude recovery if the insured renders a sworn
statement after receiving a written request for such sworn statement from the Company. M.G.L. c.
175, 8 102 further defines requirements related to such a request for a sworn statement made by the
Company.

M.G.L. c. 175, § 112 states that liability of any company under any policy insuring against liability
for loss or damage on account of bodily injury, death, or damage to property, shall become absolute
whenever the loss or damage for which the insured is responsible occurs, and the satisfaction by the
insured of a final judgment for such loss or damage shall not be a condition precedent to the right or
duty of the company to make payment on account of said loss or damage.
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M.G.L. c. 175, § 193K prohibits discrimination by companies in the reimbursement of proper
expenses paid to certain professions and occupations, such as physicians or chiropractors, licensed
in Massachusetts pursuant to M.G.L. ¢. 112.

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

this Standard:

Written policies and procedures govern the claims handling process.
Company policy is to handle all claims in accordance with policy provisions and stateilaw.
All claim notifications are maintained on a mainframe based automate ims

management system.
All claims investigations are handled by adjustors up to a defined dolm%ﬂt to their
settlement authority.

The Company has procedures to comply with requirements in M.G.. c. , 88 111F and
112C to furnish medical reports and/or the amount of the ins olicy limits, upon
receiving requests for such information from a claimant or the:@

The Company has procedures to comply with requirement .G.L. c. 175, § 24D to
intercept non-recurring payments for past due child % or certain defined claim

payments.

The Company has procedures to reimburse ex iums, as such situations arise,
pursuant to M.G.L. c. 175, 8 96, where insured«values exceed the actual cash value claim of
a property.

The Company has procedures to determi Ai%@rtgagees should be paid a portion of a loss
in accordance with policy terms as%ed by M.G.L c. 175 § 97. Similarly, such
procedures, determine if municipa xists where the defined claim amounts exceed
five thousand dollars to comply. requirements in M.G.L. c. 175, 8 97A.

The Company has not had situation arise whereby a referee was appointed to

comply with requiremen Y,G . €. 175, § 100.
The Company has procedures to comply with requirements in M.G.L. ¢. 175, § 102 to

ensure request of c or sworn statements related to fire losses are written.

procedures to comply with requirements in M.G.L. ¢. 139, § 3B to
ensure prop e {S given to municipal building authorities where claim amounts exceed

one thou ars covering “dangerous” buildings.
The s policy prohibits discrimination in the reimbursement of proper expenses
paid t in professions and occupations as required by M.G.L. c. 175 § 193K.

anagement can access the claims system to monitor open claims.

Qass
ga s management performs periodic claims reviews to examine compliance with

mpany claims policies.
Senior management periodically reviews open claims each month claims to evaluate
settlement issues and ensure appropriate reserves have been established.

Claims management uses exception reports to measure operational effectiveness and
processing time.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. Fﬁrther,

for each of the selected claims, RNA verified the claim was handled in accordance wi olicy
provisions, statutory and regulatory requirements, as applicable.

Transaction Testing Results: 0‘%\)

Findings: None.

Observations: For the 43 closed claims and seven open cla ted for testing, RNA
noted three claims had a written request for disclosure nsured’s liability policy
ys as required by M.G.L. C.

the municipal building authorities as required
provided such notices as required. Based upon Sults of our testing, it appears that the
Company’s processes to handle claims in o. nee with policy provisions, statutory and
regulatory requirements, are functlonlngg ance with their policies and procedures.

(& * * *

. €. 139, § 3B. The Company

Recommendations: None.

Standard VII-7. The com 1865 the reservation of rights and excess of loss letters, where
appropriate.

Objective: The St concerned with the Company’s usage of reservation of rights letters and
its procedures f ifying an insured when it is apparent that the amount of loss will exceed
policy limits

Control ssment: The following key observations were noted in conjunction with the review of

this
Aritten policies and procedures govern the claims handling process.
Company policy is to handle all claims in accordance with policy provisions and state law.

= All claims investigations are handled by adjustors up to a defined dollar limit to their
settlement authority.

s The Company uses reservation of rights and excess of loss letters when circumstances
warrant.

= Claims management can access the claims system to monitor open claims.

= Claims management performs periodic claims reviews to examine compliance with
Company claims policies.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. For each
of the selected claims RNA reviewed the claim files and noted whether reservations of rights or
excess loss letters were warranted.

Transaction Testing Results: %
Findings: None. \)
Observations: For all open and closed claims selected for testing, RNA.N e claims

were reported and investigated according to the Company’s polices @ edures and

claim file documentation was adequate. RNA noted no instances wwhere=a reservation of

rights letter or excess loss letter was used. RNA did review modef-c pondence for such

: er. Based upon the

results of our testing, it appears that the Company’s proce to utilize reservation of

rights and excess loss letters to claims are functioning in ance with their policies and
procedures.

Recommendations: None. Q% -
* * * *

Standard VI11-8. Deductible reimbursem \{psureds upon subrogation recovery is made in
a timely and accurate manner.

Objective: The Standard is conc rﬁe&u’th the Company’s timely refund of deductibles from
subrogation proceeds. %

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

= Written p procedures govern the claims handling process including subrogated

claims.
= Com iCy is to resolve all subrogated claims in a timely manner.
s Claims agement can access the claims system to monitor open claims.
management performs periodic claims reviews to examine compliance with

u
@ any claims policies.

Is Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. For each
of the selected claims RNA reviewed the claim files and noted whether subrogation recoveries were
reasonably timely and accurate.
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Transaction Testing Results:

Findings: None.

Observations: For all open and closed claims selected for testing, RNA noted no
instances where subrogation recoveries to the insured were applicable to the claim. RNA
did review the process for making subrogation recoveries, and such processes appeared fair
and reasonable. Based upon the results of our testing, it appears that the Company’s
processes to make subrogation recoveries to insureds are functioning in accordq&vith
their policies and procedures.

Recommendations: None. 0 E

\Standard VI1I-9. Company claim forms are appropriate fo@\yp’e of product.

Obijective: The Standard is concerned with the Compa%%é’ of claim forms that are proper for

the type of product
Controls Assessment: The following key observations ,Were noted in conjunction with the review of
this Standard:

= Industry standardized claims re forms are utilized which are appropriate for the
Company’s line of business. &

= Claim processing gwdelln require that key documentation be completed, signed, and

included in the file, in otlce of loss with relevant date of loss, description, and
involved parties.
s Claims manage ccess the claims system to monitor open claims.

n  Claims manag
Company cla

performs periodic claims reviews to examine compliance with
licies.

Controls Relianeg=*Controls tested via documentation inspection, procedure observation and/or
i y appear to be sufficiently reliable to be considered in determining the extent of
transacti ting procedures.

n Testing Procedure: RNA interviewed Company personnel to understand claims

of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. For each
of the selected claims RNA reviewed the claim files and noted whether the claim reporting was
appropriate.

Transaction Testing Results:

Findings: None.
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Observations: For all open and closed claims selected for testing, RNA noted the claims
were reported according to the Company’s polices and procedures and claim file
documentation was adequate. Based upon the results of our testing, it appears that the
Company’s processes to document reported claims are functioning in accordance with their
policies and procedures.

Recommendations: None.

Standard VII-10. Claim files are reserved in accordance with the company’s stablished
procedures. K)

Objective: The Standard is concerned with the adequacy of informati gtained in the
Company’s claim records related to its reserving practices. @
t

Controls Assessment: The following key observations were noted i ion with the review of

this Standard:
= Written policies and procedures govern the claims ha

= Company policy is to evaluate claims timely and
claims.

= Claim processing guidelines require that
included in the file, including:

Notice of loss with relevant date of description, and involved parties.
Relevant reports from investiqa olice authorities.

Applicable medical repor@%ﬁ er investigative correspondence.
Other pertinent writtenw ication.

All legal correspondence:
Documented% d telephone communication.

g process.
adequate reserves on all reported

ormation be completed, signed, and

Claim actiyi ged and documented in chronological order.
Claim aluations, adjustments and assessments are documented.
Sourc respondence and investigative reports are scanned and maintained

© 0 O © © 0 O O ©

e‘lxnl ally.

ims ‘management performs periodic claims reviews to examine compliance with
ny claims policies.

nior management periodically reviews open claims each month claims to evaluate
settlement issues and ensure appropriate reserves have been established.

s Claims management uses exception reports to measure operational effectiveness and
processing time.

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 to understand claims
reserving processes and obtained documentation supporting such processes. RNA selected a
sample of 43 claims closed during 2003 and an additional seven claims that were pending as of
December 31, 2003 to evaluate compliance with Company claims reserving policies and
procedures. For each of the selected claims, RNA verified the date the claim was reported to the
Company and noted that claim reserves were evaluated, established and adjusted in a reasonably
timely manner.

Transaction Testing Results:
Findings: None. 4

Observations: For each of the claims selected for testing, RNA noted thai%x\nr{serves
0

were evaluated, established and adjusted according to the Comp lices and
procedures and that the claims investigation by the Company appeared ti . Based upon
the results of our testing, it appears that the Company’s processe uate, establish and
adjust claim reserves are functioning in accordance with their,pelicies and procedures and

are reasonably timely.

Recommendations: None. QO

Standard VII-11. Denied and closed-without-pa nt claims are handled in accordance with
policy provisions and state law. M.G.L. c. 17615\§§ 9)(d), 3(9)(h) and 3(9)(n).

Objective: The Standard is concerned wit adequacy of the Company’s decision-making and
documentation of denied and closed-wit spayment claims. Pursuant to M.G.L. c. 176D, §
3(9)(d), unfair claims settlement r&t&; include refusal to pay claims without conducting a
reasonable investigation based pS%N,L available information. 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 w ve believed he or she was entitled to receive. M.G.L. c. 176D, §
3(9)(n) considers failure r%w e a reasonable and prompt explanation of the basis for denial of a
claim as an unfair clai ment practice.

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

n @policy requires that denials must include contractual basis for non-payment and
I

the claimant of their right to appeal.

| “claim notifications are maintained on a mainframe based automated claims
anagement system.

All claims investigations are handled by adjustors not to exceed a defined dollar limit to
their settlement authority.

= Claims management can access the claims system to monitor open claims.

= A written explanation of all denied claims and closed-without-payment claims is provided
to a claimant.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. Of the 50
claims selected, RNA noted 16 of the claims were closed without payment. RNA verifieﬁﬂ'&ate

the claim was reported, reviewed correspondence and investigative reports and noted whether the
Company handled the claim timely and properly before closing it.

Transaction Testing Results: ‘%\)

Findings: None.

Observations: For the 16 claims closed without payment tes
to be complete including correspondence and other do
Company’s conclusion appeared reasonable. Based up
appears that the Company’s processes do not unreasaQ

of claims. %
Recommendations: None. Q

entation appeared
ation.  Further, the
e-results of our testing, it
eny claims or delay payment

Standard VI1I-12. Cancelled benefit @aﬁd drafts reflect appropriate claim handling
practices.

Objective: The Standard is con
it relates to appropriate claim hal

r k the Company’s procedures for issuing claim checks as
ing practices.

Controls Assessment: T
this Standard:

= Written polici procedures govern the claims payment process.

is to handle all claims in accordance with policy provisions and state law.

s All (ﬁﬁ\’ investigations are handled by adjustors up to a defined dollar limit to their
%@e t authority.

@ any procedures verify the proper payee and amount and amount prior to check
uance.

ing key observations were noted in conjunction with the review of

Claims management can access the claims system to monitor open claims.

= Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
payment processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims payment policies and procedures. For each
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of the selected claims, RNA reviewed the claim files and noted whether claim payment practices
were appropriate.

Transaction Testing Results:

Findings: None.

Observations: For all claims selected for testing, RNA noted the claims were reported and
investigated according to the Company’s polices and procedures and claim payment
documentation was adequate. RNA noted no instances where claim payment j%i:es
appeared inappropriate. Based upon the results of our testing, it appears thatithe
Company’s processes to issue claim payment checks are appropriate and g&‘oﬂing in
accordance with their policies and procedures.

Recommendations: None. 0
* * * * * %b

Standard VI11-13. Claim handling practices do not compel cl ts’to institute litigation, in
cases of clear liability and coverage, to recover amou nder policies by offering
substantially less than is due under the policy. M.G.L.y%’ 88 3(9)(g) and 3(9)(h); M.G.L.
c. 175, § 28.

Objective: The Standard is concerned with whethe’r%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 contra vides for. Pursuant to M.G.L. c. 176D, 88
3(9)(g) and 3(9)(h), unfair claims settle ‘ ices include (a) compelling insureds to institute
litigation to recover amounts due und trance policy by offering substantially less than the
amounts ultimately recovered in action ught by such insureds, and (b) attempting to settle a

claim for less than the amount ich a reasonable person would have believed he or she was
entitled by reference to written inted advertising material accompanying or made part of an
application. Moreover, if er makes a practice of unduly engaging in litigation or of
unreasonably and unfairl g the adjustment or payment of legally valid claims, M.G. L. c.
175, § 28 authorizes t issioner to make a special report of findings to the general court.

Controls Assess

t=«.The following key observations were noted in conjunction with the review of

ndling guidelines require the uniform and consistent handling of claims
S nt and payment of claims.

pany policy is to contact all injured persons or, their legal representatives, within two
usiness days of receipt of a claim.

All injured persons claims are handled by claims staff dedicated to handling injury claims
in which the claimant is typically represented by an attorney.

s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

= Senior management periodically reviews open claims each month claims to evaluate
settlement issues and ensure appropriate reserves have been established.

= Claims management uses reports measuring operational effectiveness and processing times
to monitor claims processing activities.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 43 claims closed during 2003 and an additional seven claims that were pending as of December
31, 2003 to evaluate compliance with Company claims handling policies and procedures. Of the 50
claims selected, RNA noted three of the claims involved litigation in a bodily injury cIaim%l;lA
verified the date the claim was reported, reviewed correspondence and investigative reportssand

noted the whether the Company handled the claim timely and properly. é
Transaction Testing Results: 0

Findings: None. %
Observations: For the three claims selected that invol %tion, documentation
appeared to be complete including correspondence and o%o: cumentation. Further, the

Company’s conclusion appeared reasonable. Base 0 e results of our testing, it
appears that the Company’s processes do not @ nably deny claims or compel

claimants to instigate litigation. Q
Recommendations: None. Q

* * * *

Standard VI11-14. Loss statistical co ‘N mplete and accurate. M.G.L. c. 175A, § 15; 211
CMR 15.00.

Objective: The Standard is conc ea with the Company’s complete and accurate reporting of loss
statistical data to appropri ing bureaus. Pursuant to M.G.L. c. 175A, 8 15(a), insurers must
record and report their Io% ountrywide expense experience in accordance with the statistical
plan promulgated b missioner in accordance with the rating system on file with the
Commissioner an Commissioner may designate rating agency or agencies to assist her in the
compilation of su a. In accordance with 211 CMR 15.00, the Commissioner established and
fixed variou ical plans to be used in relation to homeowners insurance, and related
coverages, in a ance with M.G.L. c. 175A, § 15(a).

Cont% ssment: The following key observations were noted in conjunction with the review of
rd:

t
E Company policy is to report loss data to appropriate rating bureaus timely and with
complete and accurate loss data.

s The Company reports loss data to Insurance Services Office (1SO) in a format required by
ISO. IS0 is a nationally recognized rating bureau that provides the insurance industry with
loss data used for rate filings.

» Detailed claim data is reported quarterly to 1SO. The claim data includes loss experience
by line of business, type of loss, dollar amounts, claim counts, accident dates, territory, etc.

= Claims management personnel reconcile the underlying data for completeness and
accuracy. Exceptions reports are generated to ensure the loss data is properly reported.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand loss
statistical reporting processes and obtained documentation supporting such processes. RNA
reviewed detailed reports from 1SO showing the Company’s loss data in summary format. RNA
reviewed the ISO reports for reasonableness compared to Company statistical data for oniiarter

in 2003. RNA noted no unusual results or differences in the data.

Transaction Testing Results: \)
Findings: None. 0 E
Observations: The Company appears to report loss statistical d %ing bureaus timely

and accurately and its processes are functioning in accord their policies and
procedures, as well as statutory and regulatory requirements.

Qg{'
%Q
Q
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Recommendations: None.

62



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. RNA has made
recommendations to address various concerns related to producer licensing and underwriting and
rating.
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ACKNOWLEDGEMENT

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

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge
encompassed responsibility for the coordination and direction of the examination performed, Which
was in accordance with, and substantially complied with, those standards estab 'Wy the
National Association of Insurance Commissioners (NAIC) and the NAIC onduct
Examiners’ Handbook. This participation consisted of involvement in the plan velopment,

supervision and review of agreed-upon procedures), administration an atlon of the
comprehensive examination report.

The cooperation and assistance of the officers and employees of pany extended to all
examiners during the course of the examination is hereby acknow

Matthew C. Regan Il Q t

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

Division of Insurance

Boston, Massachusetts /\
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