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Commissioner of Insurance
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Dear Commissioner Burnes: ‘%

Pursuant to your instructions and in acc ith Massachusetts General Laws, Chapter 175,

Section 4, a comprehensive examinatiorNgas Been made of the market conduct affairs of

BUN ;EL INSURANCE COMPANY

at its home office Iocal@ % ~
695 Atlantic Ave &
Boston, MA

The foll@e ort thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division (the “Division”) conducted a comprehensive market conduct
examination of Bunker Hill Insurance Company (“Bunker Hill” or “Company”) for the period
January 1, 2007 through December 31, 2007. The examination was called pursuant to authority in
Massachusetts General Laws Chapter (M.G.L. ¢.) 175, Section 4. The current 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 Eide Bailly,
LLP (“Eide”) were engaged to complete certain agreed-upon procedures. 1

EXAMINATION APPROACH ;x)

A tailored audit approach was developed to perform the examination of @any using the
guidance and standards of the NAIC Market Regulation Handbook, (“t book™) the market
conduct examination standards of the Division, the Commonwealth chusetts insurance
laws, regulations and bulletins, and selected federal laws and reguhats All procedures were
performed under the management, control and general sup of the market conduct
examination staff of the Division. The following describe cedures performed and the

findings for the workplan steps thereon. %
The basic business areas that were reviewed unde; t&amination were:

I.  Company Operations/ManagemerQ
Il.  Complaint Handling \
I1l.  Marketing and Sales &

IV. Producer Licensing

V. Policyholder Servi

VI. Underwriting am%t_i(
VII. Claims Q
In addition to thé %ﬁses’ and procedures’ guidance in the Handbook, the examination included
an assessme Company’s internal control environment. While the Handbook approach
incidents of deficiencies through transaction testing, the internal control

detects indivi
assessm@wdes an understanding of the key controls that Company management uses to run
their and to meet key business objectives, including complying with applicable laws and

ra% related to market conduct activities.

The Controls assessment process is comprised of three significant steps: (a) identifying controls; (b)
determining if the control has been reasonably designed to accomplish its intended purpose in
mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
functioning as intended (i.e., the actual testing of the controls). For areas in which controls reliance
was established, sample sizes for transaction testing were accordingly adjusted. The form of this
report is “Report by Test,” as described in Chapter 15 Section 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 pany
is deemed advisable, or one in which a “finding,” or violation of Massachusetts insuyance S,
regulations or bulletins was found to have occurred. It also is recommended t &c)npany
management evaluate any substantive issues or “findings” for applicability to pota%c urrence
in other jurisdictions. When applicable, corrective action should be taken for al tions and a
report of any such corrective action(s) taken should be provided to the Divisi

%d recommendations

The following is a summary of all substantive issues found, along
and, if applicable, subsequent Company actions made, as part oft en5|ve market conduct

examination of the Company.
; report may be viewed on the

All Massachusetts’ laws, regulations and bulletins cit
Division’s website at www.state.ma.us/doi.

STANDARD I-3 &
Transaction Testing Results: Y»

Findings: None.

Observatlons noted that the Company may not have performed a criminal

backgroun n some employees hired prior to 2003. The Company began conducting
backgro ecks in 2003, but did not perform them retrospectively. Eide note that the
Com not currently perform background checks on producers.

Recom ations: Eide recommends that the Company conduct criminal background checks on
all cu@ prospective Company employees and producers.

<



SECTION IV -PRODUCER LICENSING

STANDARD 1V-1

Transaction Testing Results:

Findings: None.
Observations: Eide noted that the Company does not currently perform backgrourﬂ%ecks

on producers
Recommendations: Eide recommends that the Company conduct criminal backg ‘%écks on
all current and prospective producers. @

STANDARD 1V-2 Q) )

o0 this standard.

Refer to Standard 1\VV-1 for discussion and recommendations also a

SECTION VII - CLAIMS &'

STANDARD VI1I-6

Transaction Testing Results:

Findings: The file for one clal I e tested did not contain documentation that the
Company contacted a bU|Id|n or other authority on damage in excess of $1,000

caused by fire.

Observations: Eide @Z other violations of this statute during the remainder of the

testing.

Recommendations: Ei(l % mends that the Company reiterate its record retention and claim

documentation rulaQ staff who handle complaints.

&



COMPANY BACKGROUND

The Company is headquartered in Boston, Massachusetts and is a subsidiary of the Plymouth Rock
Group. The Company offers only homeowners coverage in Massachusetts. The Company’s
statutory surplus as of December 31, 2007 was $20 million, with statutory admitted assets of $41.6
million. Premium earned was $20.8 million, and the net income was $0.9 million for 2007. The
Company’s A.M. Best rating was B+ (Very Good) as of December 31, 2007. The Company
contracted with approximately 140 Massachusetts independent agencies as of December 31%%)2

I th

Rock Assurance Corporation and Pilgrim Insurance Company as certain systems, s and

controls are common to operations of one or more of these affiliated companies.

i iz@ne Handbook.

as defined by the

The examination was conducted concurrently with examinations of Company affiliatﬁ Ply

The key objectives of this examination were determined by the Division
The remainder of this report outlines the testing results by each major rj

Handbook. :



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 1-1. The regulated entity has an up-to-date, valid internal or external audit

program. L

oy

Objective: This Standard is concerned with whether there is an audit program tign that
provides meaningful information to management.

Controls Assessment: The following key observations were noted in conjunc 'on@ the review of
this Standard:

= The Company has an internal audit function, and is also audit %Iy by an independent
accounting firm.

= The Internal Audit Department (IAD) of Plymouth @surance Group performs all
internal audit related functions of the Company.

= The IAD reports to the Chief Financial Offic
Audit Committee and holds periodic exec
discuss the audit plan and any potential issue

5 a direct line of reporting to the
sgsSions with the Audit Committee to

= All businesses, functions, and geograpRicaNocations of the Company are subject to review
by the IAD.
= The IAD solicits input from the ’s external auditors to assist in properly evaluating

the Company’s overall risks.

= The IAD annually examinefstQe cdmpany’s accounting and claim functions, and prepares a

risk based audit plan e”company’s other business areas. The frequency of the
Company’s audits is on IAD’s overall risk and control assessment.

= The Company re internal and external audit recommendations to correct, modify,

and implemen res.
= The Com B nuously audits its independent agencies.

= Audit n the agencies covers many of the Handbook areas including:
0& of approved marketing materials
%' ommunication of mandated disclosures
Q New business procedures
0 Product suitability
o0 Licensing requirements

0 General supervision

= Upon completion of the audit, the auditor produces a report of audit findings and
appropriate corrective actions, and discusses the report with Company management, the
agency manager and the agency.




Controls Reliance: Controls tested via document 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: Due to the nature of this Standard, no transaction testing was
performed.

Transaction Testing Results:

Findings: None. &
Observations: None ‘:\x)
Recommendations: None. Q

Standard 1-2. The regulated entity has appropriate controls, saf w‘gnd procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Standard ISQ\Q in the scope of the ongoing
statutory financial examination of the Company.

Standard 1-3. The regulated entity has anti ra n|t|at|ves in place that are reasonably
calculated to detect, prosecute, and prevent lent insurance acts.

18 U.S.C. § 1033; Division of Insurance@ letjns 1998-11 and 2001-14.

Objective: This Standard is conc n(egyrth whether the Company has an antifraud plan that is
adequate, up-to-date, in complia e%wapplicable statutes and implemented appropriately.

iolent Crime Control and Law Enforcement Act of 1994, it is a
criminal offense for anyQy aged in the business of insurance” to willfully permit a “prohibited
person” to conduct i e activity without written consent of the primary insurance regulator. A
“ i i dividual who has been convicted of any felony involving dishonesty or a
in other offenses, who willfully engages in the business of insurance as
. In accordance with Division Bulletins 1998-11 and 2001-14, any entity
conductingyinsulnce activity in Massachusetts has the responsibility of notifying the Division, in
writin %-employees and producers who are affected by this law. Individuals “prohibited” under
the I@ apply to the Commissioner for written consent, and must not engage or participate in

t ss of insurance unless and until they are granted such consent

Pursuant to 18 USC § 10

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

= The Company has a written antifraud plan.

= The Company has a Special Investigative Unit (SIU) dedicated to the prevention and
handling of fraudulent activities.




= The SIU holds periodic meetings with representatives from various departments at the
Company including claims, compliance, internal audit, underwriting, sales and customer
service to identify potentially fraudulent activity.

= The SIU tracks and investigates potentially fraudulent activity with the assistance of other
departments when required by statute. Such activity is reported to regulators as necessary.

= The SIU works with the Massachusetts Insurance Fraud Bureau to investigate and properly
handle potential fraud.

s The Company’s claims and underwriting personnel take part in ongoing continuing
education, focused on identification and proper treatment of potentially fraudulent actiyity.

= The Company has performed criminal background checks for all new and prds%ive
employees since 2003.

Controls Reliance: Controls tested via documentation inspection, procedure -: and/or
corroborating inquiry appear to be sufficiently reliable to be considered in deter wg e extent of

transaction testing procedures. C
Transaction Testing Procedure: Eide interviewed individuals with r %}i ity for ensuring that
8

the Company does not employ prohibited persons as defined in 1033, and reviewed
procedures followed by the Company to ensure compliance.

Transaction Testing Results: &3»

Findings: None.

Observations:  Eide noted that the C %y may not have performed a criminal
background check on some employgesiixed prior to 2003. The Company began conducting
background checks in 2003, but iperform them retrospectively. Eide noted that the
Company does not currently @ckground checks on producers.

Recommendations: Eide reco Wat the Company conduct criminal background checks on
all current and prospective Comp ployees and producers.

\Standard 1-4. The rﬁg@m%ntity has a valid disaster recovery plan.
-~

Eide obtained
All required ﬁt
financia@n'i

the Company’s disaster recovery plan and reviewed it for reasonableness.
or this Standard is otherwise included in the scope of the ongoing statutory
on of the Company.

I-5. Contracts between the regulated entity and entities assuming a business
func¥ion or acting on behalf of the regulated entity, such as, but not limited to, MGAs, GAs,
TPAs and management agreements must comply with applicable licensing requirements,
statutes, rules and regulations.

No work performed. The Company does not utilize MGA's; therefore this standard in not applicable
to this examination.

10




Standard 1-6. The regulated entity is adequately monitoring the activities of any entity that
contractually assumes a business function or is acting on behalf of the regulated entity.

No work performed. The Company does not utilize MGA's; therefore this standard in not applicable
to this examination.

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

Objective: This Standard is concerned with the organization, legibility and structure o ﬁ@s K/ell
as with determining if the Company is in compliance with the Commonwealth’s tention
requirements. The objective of this Standard was included for review in each S where such
policy or procedure for the retention of records exists or should exist. @

Controls Assessment: The Company’s home office record retention polii %described for each
Standard, as applicable. In addition:

insurance transactions.

» The Company’s standard producer contract requi
and accounts current and identifiable.

=  The Company’s standard producer contract%ﬁ intains the Company’s right to examine

producers’ accounts and records of all igsur. transactions for as long as the Company
deems reasonable, including a reasona e

fter the termination of a producer contract.
Controls Reliance: Controls tested vi @ntation inspection, procedure observation and/or

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

= Company policy requires that its producers keep cecords and accounts of all

ducer to keep insurance records

Transaction Testing Proced performed various procedures throughout this examination
which related to review of dgc tation and record retention. Such testing results are noted in the
various examination a@ ¥ any exceptions noted in the Executive Summary along with the

applicable standard.
Transaction Te@eults:
idi None.

rvations: None
R&B

mendations: None.

11




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

M.G.L. c. 175, 8§ 32 and 47.

Objective:  This Standard is concerned with whether the Company is operating within the
requirements of its Certificate of Authority.

According to M.G.L. c. 175, § 32, a company must first obtain a certificate of authority from the
Commissioner before any contracts or policies may be issued. A company may issue polici¢s and
contracts for lines of business allowed by M.G.L. c. 175, § 47.

Controls Assessment: The following key observations were noted in conjunctlon wi Mew of
this Standard:

= The Company’s policy is to operate within the lines of business ap der its existing
Certificate of Authority.

Controls Reliance: Controls tested via documentation inspecti cgdure observation and/or
corroborating inquiry appear to be sufficiently reliable to be co % |n determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide reviewed th C y’s Certificate of Authority, and
compared it to the lines of business it writes in the C ealth

Transaction Testing Results:

Findings: None.

Observations: The Compg rates within the lines of business approved under its

existing Certificate o
Recommendations: None, é;&

Standard 1-9. T Med entity cooperates on a timely basis with examiners performing
the examinati

M.G.L. g=75,

;; his Standard is concerned with the Company’s cooperation during the course of the

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 performed.

Controls Reliance: Not applicable.

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

12




Transaction Testing Results:

Findings: None.

Observations: The Company’s level of cooperation and responsiveness to examiner
requests was acceptable.

Recommendations: None.
A y

Standard 1-10. The regulated entity has procedures for the collection, use and 'Mre of
information gathered in connection with insurance transactions so as iMimize any
improper intrusion into the privacy of applicants and policyholders.

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505; 16 Code of F %egulations (CFR)
Part 313. AX)

v

Objective: This Standard is concerned with the Company’s p Ia d procedures to ensure it
minimizes improper intrusion into the privacy of applicants an@ yholders.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 a and 16 CFR Part 313, set forth
requirements for proper notice to consumers and r jons on a financial institution’s ability to
disclose non-public personal consumer inform t&) nonaffiliated third parties. Further, a
financial institution must provide its custome {th & written notice of its privacy policies and
practices. In addition, a financial institutieR ¥g prohibited from disclosing nonpublic personal
consumer information to nonaffiliated thi , unless the institution satisfies various disclosure
and opt-out requirements, and the con not elected to opt out of such discussion.

Various aspects of privacy requir m%,are addressed in Standards 1-10 through 1-17.

—*

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

= Company

regulators

the

I o disclose information only as required or permitted by law to industry
Nawy enforcement agencies, anti-fraud organizations, and third parties who assist
in processing business transactions for its policyholders.

olicy requires that a consumer privacy notice be provided to policyholders at the

[ pal
%ﬂ application is taken. Annual disclosure notices also are provided to policyholders
andard mail.

Q e Company stated that it has developed and implemented information technology
security practices to safeguard customer, personal and health information.

= The Company’s internal audit function has conducted reviews of privacy policies and
procedures.

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

13




Transaction Testing Procedure: The examiners interviewed Company personnel with responsibility
for policyholder services, and reviewed its privacy notice.

Transaction Testing Results:

Findings: None.

Observations:  Based upon Eide’s review of the Company’s privacy notice, it appears that
the Company’s privacy policy minimizes any improper intrusion into the privgcy of
applicants and policyholders, and is disclosed to policyholders in accordance \m}&?eir
policies and procedures. The Company also appears to have proper docurmgentatiowr to
support any adverse underwriting decisions it makes. K)

Recommendations: None. Q

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

Gramm-Leach-Bliley Act, §§ 502, 503, 504 and 505; 16 CFRPRM313.

Objective: This Standard is concerned with the Compa olicies and procedures to ensure it
properly manages insurance information. %

The Gramm-Leach-Bliley Act, 88 502, 503,504 afd 505, and 16 CFR Part 313, set forth
requirements for proper notice to consumeys restrictions on a financial institution’s ability to
disclose non-public personal consumeri ion to nonaffiliated third parties. Further, a
financial institution must provide its S with a written notice of its privacy policies and
practices. In addition, a financial Ihstiytion is prohibited from disclosing nonpublic personal
consumer information to nonaffi 'aat%?rd parties, unless the institution satisfies various disclosure
and opt-out requirements, and.th mer has not elected to opt out of such discussion.

The objective of this St&d, as included for review in each Standard where such policy or
procedure for the man of insurance information exists or should exist.

Controls Assessm %he following key observations were noted in conjunction with the review of
this Standar

‘%@mpany has a policy for informing and training its employees regarding its practices
ndling and maintaining the privacy of personal information of applicants and

I|cyholders
The Company’s policy is to provide written notice of its privacy policy to each applicant
and policyholder at the time of application for or renewal of a policy.

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.

14




Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for
securing personal information about applicants and policyholders. Insurance information
management standards were tested in each section on this examination.

Transaction Testing Results:

Findings: None.

statutes and regulations.

Recommendations: None. ‘:\x)

Observations: Per Eide’s review, the Company appears to be in compliance with appgcable

Standard 1-12. The regulated entity has policies and procedures to tect=the privacy of
nonpublic personal information relating to its customers, former ¢ €ys and consumers

that are not customers. C
Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505; 16 CFRR@ .

Objective: This Standard is concerned with the Compa %cies and procedures to ensure it
maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 88 502, 503,

%ﬂ 505, and 16 CFR Part 313, set forth
requirements for proper notice to consumers 3

estrictions on a financial institution’s ability to
disclose non-public personal consumer infeghatioh to nonaffiliated third parties. Further, a
ith a written notice of its privacy policies and

financial institution must provide its cu o%

practices. In addition, a financial i {ﬁ}q is prohibited from disclosing nonpublic personal
consumer information to nonaffiliated‘th arties, unless the institution satisfies various disclosure
and opt-out requirements, and th c%wer has not elected to opt out of such discussion.

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

this Standard:

Qicy is to comply with the Gramm-Leach-Bliley Act, and its related rule
16 CFR , regarding privacy requirements of nonpublic personal information.

s The any stated that it does not sell personal information to third parties.

" pany’policy is to disclose information only as required or permitted by law to industry
ors, law enforcement agencies, anti-fraud organizations, and third parties who assist
% ompany in processing business transactions for its policyholders.

s The Com

ompany policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.

= The Company stated that it has 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.

15




Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice.

Transaction Testing Results:

Findings: None.

privacy policy minimizes any improper intrusion into the privacy of policyholder. mer

Observations: It appears from Eide’s review of the Company’s privacy notice that its
z.tti&r
policyholders and consumers that are not policyholders, and is disclosed to poli@e in

accordance with their policies and procedures.

Recommendations: None. Q E

ya

Standard 1-13. The regulated entity provides privacy notice It$ customers and, if
applicable, to its consumers who are not customers regarding t ¥of nonpublic personal
financial information. 6

Gramm-Leach-Bliley Act, §§ 502, 503, 504 and 505; 16 %t 313.

e

Objective: This Standard is concerned with the C policies and procedures to ensure it
maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 88 502,
requirements for proper notice to consuge d restrictions on a financial institution’s ability to
disclose non-public personal consu ormation to nonaffiliated third parties. Further, a
financial institution must provide jts'c ers with a written notice of its privacy policies and
practices. In addition, a finangia itution is prohibited from disclosing nonpublic personal
consumer information to nonaffi third parties, unless the institution satisfies various disclosure

and opt-out requirements% nsumer has not elected to opt out of such discussion.

|and 505, and 16 CFR Part 313, set forth

Controls Assessment; @0 owing key observations were noted in conjunction with the review of
this Standard:

= The ‘%V’s policy is to comply with the Gramm-Leach-Bliley Act, § 504 (a), and its
related 16 CFR Part 313, regarding privacy requirements of nonpublic personal
tion.
e

ompany stated that it does not sell personal information to third parties.

Qlompany policy is to disclose information only as required or permitted by law to industry
regulators, law enforcement agencies, anti-fraud organizations, and third parties who assist
the Company in processing business transactions for its policyholders.
= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.
= The Company stated that it has developed and implemented information technology
security practices to safeguard nonpublic personal information.

16




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: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice.

Transaction Testing Results:

Findings: None. &

Observations: Based upon Eide’s review of the Company’s privacy notice,
with Company personnel, it appears that the Company disclosed privzf

policyholders in accordance with its policies and procedures.

Recommendations: None. Q)%

Standard 1-14. If the regulated entity discloses information subj rto an opt-out right, the
regulated entity has policies and procedures in place s npublic personal financial
information will not be disclosed when a consumer w ndya customer has opted out, and
the regulated entity provides opt out notices to its cu h%'nd other affected consumers.

Gramm-Leach-Bliley Act, 88 502, 503 504 and 50&6 R Part 313.

Y
Objective: This Standard is concerned wi %ﬁpany’s policies and procedures to ensure it
maintains privacy of consumer informatigg.

requirements for proper notice ers and restrictions on a financial institution’s ability to
disclose non-public personal canguwer information to nonaffiliated third parties. Further, a
financial institution must ifs customers with a written notice of its privacy policies and
practices. In addition, ial institution is prohibited from disclosing nonpublic personal
consumer information @1 iliated third parties, unless the institution satisfies various disclosure
and opt-out requir d the consumer has not elected to opt out of such discussion.

The Gramm-Leach-Bliley Act, § @ 3, 504 and 505, and 16 CFR Part 313, set forth
c?m

Controls Assegs ~ The following key observations were noted in conjunction with the review of

this Standgrd:
-®§ompany’s policy is to comply with the Gramm-Leach-Bliley Act, and its related rule
CFR Part 313, regarding privacy requirements of nonpublic personal information.

% The Company stated that it does not sell personal information to third parties.

= Company policy is to disclose personal information only as required or permitted by law to
industry regulators, law enforcement agencies, anti-fraud organizations, and third parties
who assist the Company in processing business transactions for its policyholders.

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.

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

17




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: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice.

Transaction Testing Results:
Findings: None. S} Yy
Observations: It appears from Eide’s review of the Company’s priyasy metice, and

discussion with Company personnel, that the Company provides
information to business partners or other third parties only to help previd
to the consumer, and therefore is not required to provide an opt o

Recommendations: None. %

Q

al consumer
essential services

Standard 1-15. The regulated entity’s collection, use a;closure of nonpublic personal
financial information are in compliance with applica es, rules and regulations.

Gramm-Leach-Bliley Act, §8 502, 503, 504 andISOQG FR Part 313.

Y
Objective: This Standard is concerned wi %ﬁpany’s policies and procedures to ensure it
maintains privacy of consumer informatigg.

requirements for proper notice ers and restrictions on a financial institution’s ability to
disclose non-public personal canguwer information to nonaffiliated third parties. Further, a
financial institution must ifs customers with a written notice of its privacy policies and
practices. In addition, ial institution is prohibited from disclosing nonpublic personal
consumer information @1 iliated third parties, unless the institution satisfies various disclosure
and opt-out requir d the consumer has not elected to opt out of such discussion.

The Gramm-Leach-Bliley Act, § @ 3, 504 and 505, and 16 CFR Part 313, set forth
c%ym

Controls Assegs ~ The following key observations were noted in conjunction with the review of

this Standgrd:
-®§ompany’s policy is to comply with the Gramm-Leach-Bliley Act, and its related rule
CFR Part 313, regarding privacy requirements of nonpublic personal information.

% The Company stated that it does not sell personal information to third parties.

= Company policy is to disclose personal information only as required or permitted by law to
industry regulators, law enforcement agencies, anti-fraud organizations, and third parties
who assist the Company in processing business transactions for its policyholders.

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.

s The Company stated that it has developed and implemented information technology
security practices to safeguard nonpublic personal information.
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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: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice. The financial examination team conducted a
review of the Company’s privacy policies, which provided additional information to the market

conduct examiners.
Transaction Testing Results: x} Yy
Findings: None. ‘%

Observations: Based upon Eide’s review of the Company’s privacy*oti®es=and discussion
with Company personnel, it appears that the Company’s privacy nd procedures are
adequate to protect nonpublic personal financial information. :

Recommendations: None.

Standard 1-16. In states promulgating the health i n provision of the NAIC model
regulation, or providing equivalent protection thr, ojher substantially similar laws under
the jurisdiction of the Department of Insu a&ﬂt e regulated entity has policies and
procedures in place so that nonpublic personal kealth information will not be disclosed except

as permitted by law, unless a customer o er, who is not a customer, has authorized
the disclosure.

Health Insurance Portability and &bility Act of 1996 (HIPAA); Public Law 104-191;

45 CFR Parts 160 and 164.
)

ed with ensuring that the Company’s policies and procedures
th information are in compliance with applicable statutes.

Objective: This Standard j
regarding nonpublic pers

The Health Insurange ility and Accountability Act of 1996 (HIPAA); Public Law 104-191: 45
CFR Parts 160 & sets proper procedure for inquiry, release, disclosure and maintenance of
nonpublic pergo alth information.

Control ment: The following key observations were noted in conjunction with the review of
this %

The Company stated that it does not sell any personal consumer information to third parties.

= Company policy is to disclose personal information only as required or permitted by law to
industry regulators, law enforcement agencies, anti-fraud organizations, and third parties
who assist the Company in processing business transactions for its policyholders.

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.

= The Company stated that it has developed and implemented information technology
security practices to safeguard nonpublic personal information.
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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: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice.

Transaction Testing Results:
Findings: None. Yy
Observations: It appears from Eide’s review of the Company’s priya

discussion with Company personnel, that the Company’s privacy polic
are adequate to protect nonpublic personal health information.

Recommendations: None. :@:

and’ procedures

Standard 1-17. Each licensee shall implement a compreheQMitten information security
0

program for the protection of nonpublic customer infor%'
Gramm-Leach-Bliley Act, §8 502, 503, 504 and 5054 B Part 313.

-

Objective: This Standard is concerned with ompany’s policies and procedures to ensure it
maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 88 ) ~ 504 and 505, and 16 CFR Part 313, set forth
requirements for proper notice to consumgrs and restrictions on a financial institution’s ability to
disclose non-public personal ¢ n%v information to nonaffiliated third parties. Further, a
itsycustomers with a written notice of its privacy policies and

institution is prohibited from disclosing nonpublic personal
jMated third parties, unless the institution satisfies various disclosure
he consumer has not elected to opt out of such discussion.

financial institution must prow
practices. In addition, a
consumer information to
and opt-out requireme

Controls Assessm %he following key observations were noted in conjunction with the review of
this Standar

‘%&mpany s policy is to comply with the Gramm-Leach-Bliley Act, 8§ 502, 503, 504
05, and its related rule 16 CFR Part 313, regarding privacy requirements of nonpublic

rsonal information.
The Company has written policies and procedures in place for security of nonpublic
policyholder and consumer information.

= The Company stated that it does not sell personal information to third parties.

= Company policy is to disclose personal information only as required or permitted by law to
industry regulators, law enforcement agencies, anti-fraud organizations and third parties
who assist the Company in processing business transactions for its policyholders.

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. Annual disclosure notices also are provided to policyholders via
standard mail.
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= The Company stated that it has 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: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice. The financial examination team conducted a
review of the Company’s privacy policies, which provided additional information to t rket

conduct examiners. \)
Transaction Testing Results: Qé ™
Findings: None.

Observations: It appears from Eide’s review of the Compa &)@cy notice that it has
adequate and properly documented policies and procedur protection of nonpublic
policyholder and consumer information.

Recommendations: None. &"»
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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 are recorded in the required format on the regulated entity

complaint register. 1
M.G.L. c. 176D, § 3(10). A

Obijective: This Standard addresses whether the Company formally tracks compl@iev&nces.

Pursuant to M.G.L. c. 176D, 8§ 3(10), an insurer must maintain a complete record of*all complaints it
received since the date of its last examination. The record must ingiCgte the total number of
complaints, the classification of each complaint by line of insurance, %)ve of each complaint,
the disposition of each complaint and the time it took to process ea int

Controls Assessment: The following key observations WereQ conjunction with the review
of this Standard:

process.
=  The Company records all complalnts i istent format in the complaint log.
= The Company’s definition of co % mllar to the statutory definition.

(

= The Company has written policies and % urgs governlng the complaint handling
S

= The Company has a consumer m to receive and respond to complaints.

= The Company reviews aII nts from the Division, and forwards them to the
appropriate manager for 'nv tion and response.

Controls Reliance: Cont
corroborating inquiry apRe
transaction testing ‘

p: s

Transaction Testin cedure: Eide obtained complete complaint lists from the Company and the

Division for%xa ination period, and found that both lists logged three complaints about the
d

adeVe' the Division during the examination period. All complaints were reviewed to
ensure were handled in accordance with M.G.L. ¢.176, § 3(10).

d via documentation inspection, procedure observation and/or
e sufficiently reliable to be considered in determining the extent of

hese findings and a planning risk assessment, Eide performed detail testing on claim
jng and underwriting as outlined later in this report.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that the Company appears to maintain complaint handling
procedures, and a complete listing of complaints, in accordance with M.G.L. ¢. 176D, §
3(10).
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Recommendations: None.

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

M.G.L. c. 176D, § 3(10).

Objective:  This standard addresses whether the Company has adequate complaintﬁ%ng
procedures, and communicates those procedures to policyholders.

Company has documented procedures for complaint handling as required by thg iSion, (b) the
procedures in place are sufficient to enable satisfactory handling of complaffts reCeived as well as
to conduct root cause analysis of complaints, (c) there is a method for djgfrjbutign of and obtaining
and recording response to complaints that is sufficient to allow re ithin the time frame
required by state law, and (d) the Company provides a telephone @% d address for consumer

Pursuant to M.G.L. c. 176D, § 3(10), the Company must be able to demo

inquiries.

Controls Assessment: Refer to Standard I1-1. ,»

Controls Reliance: Controls tested via documentgtigNingbection, procedure observation and/or
corroborating inquiry appear to be sufficiently reljabl®&go be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide reyi

files from both the Company and the iS1Q
and to ensure that the Company perform

complete list of three Massachusetts complaint
or the examination period to evaluate this Standard,
ot cause analysis of complaints. Eide also interviewed

management and staff respongib complaint handling, and examined evidence of the
Company’s complaint handli ses and controls. A sample of forms and billing notices was
reviewed to determine whe&e ompany provides contact information for consumer inquiries.

Transaction Testing R€suM;
\

The Company appears to have adequate complaint procedures in place,
jng root cause analysis, and communicates such procedures to policyholders.

dations: None.

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

Objective: This Standard addresses whether the Company response to the complaint fully addresses
the issues raised.

Controls Assessment: Refer to Standard I1-1.
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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: Eide reviewed three Massachusetts complaint files from both the
Company and the Division for the examination period to evaluate this Standard. Eide also
interviewed management and staff responsible for complaint handling, and examined evidence of
the Company’s complaint handling processes and controls. 1

Transaction Testing Results:

Findings: None :‘é)

Observations: Eide noted that the Company responded to the eswafsed in all the
complaints tested in an appropriate and complete manner thrg % formal complaint
process. The Company further appears to treat complainants % ar fact patterns in a
consistent manner, and adequately documents its complair&%

O

Recommendations: None

Standard 11-4. The time frame within which the r, ‘&Q@j’entity responds to complaints is in
accordance with applicable statutes, rules and regigtions.

Objective: This Standard is concerned Wi@ time required for the Company to process each

regulations. However, establis jsion practice requires insurers to respond to the Division

complaint. x
Massachusetts does not have a speci omplaint handling time standard in the statutes or
ds%'
within 14 days of the date it rece y complaint from the Division.

Controls Assessment: Re

Is tested via documentation inspection, procedure observation and/or
pear to be sufficiently reliable to be considered in determining the extent of
cedures.

Controls Reliance:
corroborating indu
transaction tegti

Transa%estinq Procedure: Eide reviewed all three Massachusetts complaint files from the
Divi he examination period to evaluate this Standard, and determined the reason for delay
phich exceeded the 14 day response time required by the Division.

f
TranSaction Testing Results:

Findings: None.
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Observations: Eide noted that the Company responded to the issues raised in all the
complaints tested in an appropriate and timely manner through its’ formal complaint
process. The Company further appears to treat complainants with similar fact patterns in a
consistent manner, and adequately documents its complaint files. All complaints reviewed
were handled within 14 days as required by the Division.

Recommendations: None.
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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. 175C, § 3; M.G.L. c. 175, § 18; M.G.L c. 176D, § 3; Division of In;&metin

Standard I11-1. All advertising and sales materials are in compliance with applicable%utes,

2001-02. N\
A\

Objective: This Standard is concerned with whether the Company mai a% system of control
over the content, form and method of dissemination of its advertisemenf ¢

Pursuant to M.G.L. ¢. 176D, 8§ 3, it is deemed an unfair method
falsely advertise insurance policies, or the benefits, terms, Y
policies. Pursuant to Division Bulletin 2001-02, an insurer w0
disclose on that website the name of the Company appe §
address of its principal office. M.G.L. c. 175C, § 3 nsurers from directing producers to
not solicit business through the property joint under sociation. M.G.L. c. 175, § 18 requires

companies to conduct business only in the name4Qn tfjr license, and notes that any publication of
the Company’s assets must also include liabilitf surplus.

Controls Assessment: The following ke Qtions were noted in conjunction with the review of
this Standard:

= The Company has Wrigs%'%ies and procedures governing the advertising and sales
al

tition to misrepresent or
Qitigns and advantages of said
aintains an internet website must
e certificate of authority, and the

material approval pr

= All advertising materials produced by the Company are reviewed by its legal
department for@ and compliance with statutory and regulatory requirements prior to
use. %ﬁ

nd sales materials produced by the Company’s independent producers must

= All adveriisj
be re)gﬁJ nd authorized by the Company’s legal department prior to use.
Co

s T any has a website designed for use by consumers and producers which complies
ivision Bulletin 2001-02.

@e Company discloses its history and facts such as contact and individual policy
Q Information on its website.

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: Eide reviewed direct advertising and sales materials produced by
the Company and used during the examination period, for compliance with statutory and regulatory
requirements. Eide also reviewed the Company’s website for appropriate disclosure of its name and
address, and compliance with statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.
Observations: The results of Eide’s testing showed that the Company’s adver%nd
B

sales materials comply with Massachusetts M.G.L. c. 176D, § 3, and with Division Bul¥etin
2001-02. fé‘\)
Recommendations: None. Q
ya
Standard I11-2. Regulated entity internal producer training mate 'w‘fn compliance with
applicable statutes, rules and regulations. ,\Cﬁ"
Y

Objective: This Standard is concerned with whether all the Cogpaly’s producer training materials

lations.

= The Company has distributed a gengraNinfarmation packet to producers focusing on

products, underwriting, rating and itswghb\pay application.
=  The Company posts bulletins on4 ite throughout the year noting changes in policies,
practices and procedures.

Controls Reliance: Controls t
corroborating inquiry appear
transaction testing proced

18 documentation inspection, procedure observation and/or
iciently reliable to be considered in determining the extent of

Transaction Testings Rrocgdure: Eide performed no transaction testing beyond inquiry and
observation. K
Transaction ﬂ%hsq Results:

s: None.

Q bservations: None

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

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

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

= The Company periodically communicates information to agents via bulletins noting%ges

in policies, practices and procedures. x)

Controls Reliance: Controls tested via documentation inspection, procedure ation and/or

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

transaction testing procedures. ( ;

Transaction Testing Procedure: Eide conducted interviews with mpany personnel to
determine the type of communications with producers that genera up, ‘and reviewed examples
of communications that occurred during the examination perion

Transaction Testing Results: &,

Findings: None.

Observations:  The Company’s co@c;ions to producers appear accurate and

reasonable.

Recommendations: None. (&\

Standard 111-4. Regulated @yﬁass marketing of property and casualty insurance is in

compliance with applica@ es, rules and regulations.

No work performed dard not covered in scope of examination because the Company does
not offer mass m ng or group marketing plans as defined in statute, or any affinity group
discounts.

&
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V. PRODUCER LICENSING

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

agree with Department of Insurance records.

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bu@%g%-ll

and 2001-14 I\

Standard 1V-1. Regulated entity records of licensed and appointed (if applicable) proiucers

7

Objective: The Standard is concerned with ensuring that the Company’s @nted producers are

appropriately licensed by the Division.

Enbgotiate insurance in the
Commonwealth are required to be licensed for that line of auth ther, producers shall not act
as a producer of the Company unless they have been appoint them pursuant to M.G.L c. 175, §
162S. Pursuant to 18 USC § 1033, the Violent Crime Coi aw Enforcement Act of 1994, it

Pursuant to M.G.L c. 175, § 162, all persons who solicit, s

is a criminal offense for anyone “engaged in the bysindgsYef insurance” to willfully permit a

“prohibited person” to conduct insurance activity wj itten consent of the primary insurance
regulator. A “prohibited person” is an individualwhOpas been convicted of any felony involving

dishonesty or a breach of trust or certain oth ses, who willfully engages in the business of
insurance as defined in the Act. In accord ith Division Bulletins 1998-11 and 2001-14, any
entity conducting insurance activity i chusetts has the responsibility of notifying the
Division, in writing, of all employe roducers who are affected by this law. Individuals
“prohibited” under the law may ap Commlssmner for written consent, and must not engage
or participate in the business of i unless and until they are granted such consent

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

this Standard:

= The Co alntalns an automated producer database that interfaces with its
underviti licyholder service and producer compensation systems.
= Al ers are required to enter into a written contract with the Company prior to their

int .
" %ﬂmpany does not perform background checks on new producers.
-Qe Company requires appointees to provide a copy of their corporate and individual
enses during the appointment process.

The Company uses the Division’s OPRA website as a second check that the agent’s
corporate license is active.

= Agency contracts require them to report producer hirings and departures to the Company in
writing.

= Agencies must annually notify the Company of changes to the producer listing upon license
renewal.

= The Company’s appointment procedures are designed to comply with M.G.L. c. 175, 8
162S, which requires that a producer be appointed by the Company within 15 days from the
date their contract is executed, or from the date the first coverage application is submitted.
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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: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments, and reconciled the Division’s producer listing to the
Company’s producer listing.

Transaction Testing Results: &
Y

Findings: None. %
Observations: Eide noted that the Company does not currently perform und checks

on producers.
Recommendations: Eide recommends that the Company conduct crimi round checks on
all current and prospective producers. %

Q

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

18 U.S.C. § 1033; M.G.L. c. 175, 88 162l and 1®Dlvision of Insurance Bulletins 1998-11
and 2001-14

Refer to Standard V-1 for discussion anndations also applicable to this standard.

Standard 1V-3. Terminationgof ucers complies with applicable standards, rules and
regulations regarding notifigati the producer and notification to the state, if applicable.

M.G.L. c. 175, 88 162

Objective: This is concerned with whether the Company’s termination of producers
complies with )@ statutes requiring notification to the Commonwealth and to the producer.

the e te of a producer’s termination, and of the cause of any “for cause” termination.
M.G. 5, 8 162R defines the reasons for which the Division may terminate a producer’s
i

Pursuant Ql\h c. 175, § 162T, the regulated entity must notify the Division within 30 days of

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

= Agency contracts require them to report producer hirings and departures to the Company in
writing.

= Marketing representatives, who visit each agency monthly, inquire about any changes in
personnel to ensure they are notifying the Company of any hiring or departures.
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= Agencies are required to notify the Company annually of changes to the producer listing
when the licensing renewal process is being completed.

= The Company notifies the Division of producer terminations on an as needed basis through
OPRA.

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: Eide requested and reviewed documentation of the Com%y’s
reporting of all producer terminations from the examination period to the Division. x}

S

Findings: None. C
Observations: Eide noted that the Company notifies termi rpducers using a letter
whose contents have been approved by the Division. Whel rMination is “for cause”,

Transaction Testing Results:

the Company sends the notice to the producer via certifig return receipt requested.
The Company notifies the Division of the terminatioQ stent with statutory guidelines

and procedures established by the Division. %

Recommendations: None.

AN

Standard IVV-4. The regulated entity’s poli ducer appointments and terminations does
not result in unfair discrimination agaigs{po olders.

Objective: The Standard is conce nm\ the Company has a policy for ensuring that producer
appointments and terminations d n%!alrly discriminate against policyholders.
Controls Assessment: Re@rds IV-1and IV-3.

y

tested via documentation inspection, procedure observation and/or

Transactign Te , Procedure: Eide reviewed documentation, such as zip codes, from all sales
selecte examination period for evidence of unfair discrimination against policyholders
resul@ the Company’s policies regarding producer appointments and terminations.

TranSaction Testing Results:

Findings: None.
Observations: Eide’s testing noted no evidence of unfair discrimination against

policyholders resulting from the Company’s policies regarding producer appointments and
terminations.
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Recommendations: None.

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

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

Objective: The Standard is concerned that the Company’s records for terminated progucers
adequately document the action taken.

Pursuant to M.G.L. c. 175, § 162T, the Company must notify the Division withi wof the
effective date of a producer’s termination, and of the cause for any such terminasi@™as tefined in
M.G.L. c.175, § 162R.

Controls Assessment: Refer to Standard 1V-3. %): )
u

Controls Reliance: Controls tested via documentation inspectig - pdure observation and/or
corroborating inquiry appear to be sufficiently reliable to be confr 4 IR determining the extent of

transaction testlng procedures

Transaction Testing Procedure: Eide obtained a_li producers terminated during the
examination period, and reviewed the reasons for ea ipation.

Transaction Testing Results: ~ E

Findings: None.

Observations: Based o \s’lng noted above, the Company’s internal records

adequately document r r producer terminations. None of the terminations tested
were for cause as def ne G L. c. 175, § 162R. The Company has procedures in place
for notifying the terminations whether “for cause” or “not for cause”.

Recommendations: N

\

Standard | roducer account balances are in accordance with the producer’s contract
with the j »

No §ormed. All required activity for this Standard is included in the scope of the ongoing
S nancial examination of the Company.
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V. POLICYHOLDER SERVICE

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

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

M.G.L. c. 175, §§ 193B and 193B %. A \)

Objective: This Standard is concerned with whether the Company provides po¥ Iders with
sufficient advance notice of premiums due.

Pursuant to M.G.L. c. 175, 8§ 193B and 193B Y%, premiums may b d:a installments with
interest charged on the unpaid balance due as of the billing date.

Controls Assessment: The following key observations were no @njunction with the review of
this Standard:

» The policyholder receives a renewal notice frgfnthe)Company prior to the effective date of
the renewal, asking the policyholder to re ahy changes in coverage or endorsements
prior to the renewal date.

= Billing notices for renewal polici e ygenerated automatically through the policy
administration system approxima f@i ys before policy expiration.

= Most policyholders elect dir i on a monthly or annual basis. Other policyholders

elect to pay through payroll uction with participating employers, which occurs
r policyholders elect mortgagee billing where the bill is
ent at the request of the policyholder.

e a monthly service fee for installment payments.

sent to the mortgageeor
= Company policy igt®c

Controls Reliance: Is tested via documentation inspection, procedure observation and/or
corroborating in%’ ppear to be sufficiently reliable to be considered in determining the extent of

edures.

transaction tex
Transaci{O§ Testing Procedure: Eide interviewed Company personnel with responsibility for

v

policytreld8g Service. In conjunction with the underwriting and rating testing, Eide reviewed billing
ns, fees and interest charges for 25 policies issued or renewed during the examination
A

p . For each renewed policy, the date the renewal letter was sent to the policyholder, as tracked
in th'Company’s database, was compared with the policy’s effective renewal date.

Transaction Testing Results:

Findings: None.

Observations: Eide’s review of the 25 tested policies issued or renewed during the
examination period showed that billing notices for renewal policies were mailed 35 days
prior to the policy expiration date.
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Recommendations: None.

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

M.G.L. c. 175, § 187B.

requests are processed timely.

Pursuant to M.G.L. c. 175, § 187B, insurers are required to return unearned premium@ﬁ&nable

Objective: This Standard addresses the Company’s procedures to ensure customer cancﬂlation

time upon receipt of the policyholder’s request to cancel.

Objectives pertaining to policy issuance are included in Underwriting an at@tandard VI-6.
Return of premium testing is included in Underwriting and Rating Stand% .
tion with the review of

Controls Assessment: The following key observations were noted }
cancellation and withdrawals under this Standard:

policyholder’s request, and to process premiu in a timely manner.

=  The Company refunds unearned premium td\ggdlicyholders on a pro-rata or short rate basis,
pursuant to statutory and regulatory guidehpes.

= Company policy is to cancel policies upon #sation from the producer of the
mQ;f;D

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

Transaction Testing Procedu
section, any cancellations

and that any unearned.Qregm
unearned premium i .‘%\

ring Eide’s review of 25 policies in the underwriting and rating
gstigated to ensure that proper notice of cancellation was given
was returned within a reasonable time period. Calculation of
red in the financial examination.

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

< %; rvations: The insured-requested cancellations tested were processed timely according
Q the Company’s policies and procedures. Based upon the results of testing, the

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

Objective: This Standard is concerned with whether the Company provides timely and responsive
information to policyholders and claimants from the appropriate department. For discussion of
written complaint procedures, see the Complaint 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 &g}about
policy, billing or claims matters. Customer service representatives can aI mailing
address or name changes to policies.
= The Company considers its agents as having the primary relatlonshl% policyholder.
q

Since customer service representatives are not licensed agents Iders must request
endorsements and policy changes through the agent. If a polic uests such changes
through customer service, the policyholder will be transferred gent for servicing.

Controls Reliance: Controls tested via documentation insp =pgrocedure observation and/or
corroborating inquiry appear to be sufficiently reliable to nsiglered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide discus e%rrespondence procedures with Company
personnel, and reviewed actual correspondegceN\betWeen policyholders and the Company, in
conjunction with review of the underwriting 1Ny, policyholder service and claim standards.

Transaction Testing Results: (&\

Findings: None.

appears that dsPondence directed to the Company is answered in a timely and

responsive by the appropriate department, in accordance with their policies and
proceduré complaint testing performed also supports the timeliness of the Company’s
respogs orrespondence.

Recom@%tigns: None.

AQ

Sta%grd V-4. Whenever the regulated entity transfers the obligations of its contracts to
another regulated entity pursuant to an assumption reinsurance agreement, the regulated
entity has gained the prior approval of the insurance department and the regulated entity has
sent the required notices to affected policyholders.

No work performed. The Company did not enter into assumption reinsurance agreements during the
examination period.
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Standard V-5: Policy transactions are processed accurately and completely.

Objective: This Standard is concerned with whether the Company processes insured’s requests
accurately and completely from the information they receive.

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

s The Company has a variety of ways in which an insured may submit claims, including
calling the Company, submitting a claim document to the company or notifyifig the
producer of the claim.

m Issues that require additional review are handled separately from those that re cﬁﬁt)ndard
responses. A “standard” response includes when the policyholder inqui policy
effective dates, status of their claim check, and other general informatio that could
require additional review include when a policyholder disputes the a§ t of a claim
payment after it has been adjusted, or has a formal complaint abou Company’s actions
related to any area from sales and underwriting, to processing a c&aim.

= Changes to existing policies are usually done through the inglre gent. Minor changes
may be made by the Company via direct inquiry. Mortgag sts made directly to the
Company on behalf of the mortgagee are handled by the

s The Company’s policy is to contact an insured wi |
inquiry or voice message, and phone calls are igffiqetiia
hours.

Controls Reliance: Controls tested via docum t& inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently@e 0 be considered in determining the extent of

transaction testing procedures.

any.
4 hours of receiving any written
¥y responded to during business

Transaction Testing Procedure: E(@cussed endorsements, cancellations and change in
information procedures with Company Pgrsonnel, and reviewed actual correspondence between
policyholders and the Company in%ﬁunction with review of the 25 policies in the underwriting
and rating section.

Transaction Testing Re%%

Findings;

Obs iQns: Based upon Eide’s review of general correspondence between policyholders,

ts, O 'mortgagors and the Company with regard to policy changes, it appears that the
%ﬁﬂy accurately and completely processes policy transactions.

Rfogdations: None.
A

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

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

Objectives: This standard is concerned with whether the Company makes reasonable attempts to
locate missing policyholders or beneficiaries when necessary.
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Pursuant to M.G.L. c. 200A, 88 7-7B, 8A and 9 the amounts due to policy holders or beneficiaries
are presumed abandoned if unclaimed for more than three years after the funds become payable.
Annual reporting to the State Treasurer’s Office regarding efforts to locate owners is required, and
the statutes require payments to the State Treasurer’s Office for escheated property.,

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

beneficiaries.

= The Company has formal procedures in place to contact missing policyholwmd
»  The Company has a formal process for resolving returned mail. x)

Controls Reliance: Controls tested via documentation inspection, procedure gtysghvation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in deter %3 the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide discussed endorsements, C ions and change in
information procedures with Company personnel, and reviewe ual Jcorrespondence between
policyholders and the Company, in conjunction with review 0% olicies and 12 claims in the

policyholder service, underwriting and rating, and claims sectjo

Transaction Testing Results: Q

Findings: None.

Observations: Based upon Eide’s r
agents, or mortgagors and the
Company accurately and compfgte

Recommendations: None. § Y’V
Ve

general correspondence between policyholders,
with regard to policy changes, it appears that the

IWprocesses policy transactions.

Obijectivi T%tandard is concerned with whether the Company refunds unearned premium from
cance %v

m a timely manner and in accordance with the statutes of the Commonwealth.

P% 0 M.G.L. c. 175, § 187C written notices of cancellations are required from insurers.
PursBant to M.G.L. c. 175, § 187D insurers have the right to cancel a policy for non-payment of
premium.

Controls Assessment: Refer to Standard V-4.

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: During Eide’s review of the 25 policies in the underwriting and
rating section, any cancellations were investigated to ensure that proper notice of cancellation was
given and that any unearned premium was returned within a reasonable time period. Calculation of
unearned premium is also covered in the financial examination.

Transaction Testing Results:

Findings: None.

Observations: Based upon Eide’s review of the selected policies, the Company am%: to
be providing proper notice to policyholders regarding cancellations due to ngn-payment.
Eide noted no instances where the unearned premium from a cancellation wa WUrned

ok Unearned
Recommendations: None. Q)%

Standard V-8: Claims history and loss information is providedto &insured in timely
manner.

)y
Objective: This Standard is concerned with whether t ny responded to insured’s requests
accurately, completely, and within a reasonable timeQ :

Controls Assessment: Refer to Standard V-5. S

i ntation inspection, procedure observation and/or

Controls Reliance: Controls tested vi
corroborating inquiry appear to be suffigienty reliable to be considered in determining the extent of
transaction testing procedures.

ing testing of 12 claims in the claims section, Eide examined
properly handled all insured requests for claim history and loss

Transaction Testing Proced

whether the Company ti
information.

Transaction Testi

Fin one.

ations: Based on Eide’s review of 25 policy inquiries and 12 claims filed during the
amination period, the Company timely responded to policyholder and claimant inquiries.

R&mendations: None.
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VI. UNDERWRITING AND RATING

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

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

M.G.L. c. 174A, 88 5, 6 and 9; M.G.L. c. 175, § 111H; M.G.L. c. 175A, §§ 5@’5; 211

CMR 131.00. AN

7

Objective: This Standard is concerned with the accuracy of the Company’ icy premiums, i.e.,
whether proper premiums are charged using proper rates.

Pursuant to M.G.L. c. 174A, § 5, fire rates shall be based on pas rhspective loss experience
during a period of not less than the most recent five-year pgi r which such experience is
available. In considering catastrophe hazards with respect t,homeowners insurance rates, the
Commissioner shall consider catastrophe reinsurance a relating thereto. Fire rates also
shall consider a reasonable margin for underwriting pro contingencies. Finally, such rates
shall not be excessive, inadequate or unfairly discrim% M.G.L. c. 174A, § 6 requires the filing

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

Under M.G.L. c. 175A, § 5, casualty y rates also must be based, in part, on past and
prospective loss experience and cata@% hazards, and must include a reasonable margin for
underwriting profits and continggaciesy- Additionally, these rates should not be excessive,
inadequate or unfairly discrimina Casualty and surety rates must be filed with the
Commissioner as provided b . ¢. 175A, § 6 prior to use. Additionally, insurers must use
filed rates unless they obt$ al for a rate deviation, as set forth in M.G.L. c. 175A, 8 9.

M.G.L.c. 175, 8 11 gyires that any policy providing lead liability coverage shall be subject to
rules and regulati orth by the Commissioner, and 211 CMR 131.00 prescribes requirements
for the filing o ility coverage rates with the Division.

Controls Qs%ent: The following key observations were noted in conjunction with the review of

this Sif
e 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, and requires that
Company rates be filed with the Division for approval prior to use to comply with statutory
and 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 automobile coverage, new construction,
security features and claim free accounts.

= The Company uses an electronic process for rating to ensure it uses consistent and filed
rates 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: Eide interviewed the Company’s underwriting personnel to gain
understanding of the underwriting process. Eide selected a sample of 25 home owner policies issued
or renewed during the examination period to test rates, classifications and premium discounts. Eide
verified that each policy’s premium, discounts and surcharges for multiple coverages complia with
derw

statutory and regulatory requirements, and had documentation to support the disc and
surcharges given. Eide also reviewed the underwriting file to ensure that sufficient ing
information was available at the time of the underwriting decision. u\)

Transaction Testing Results: Q

Findings: None. Q?

Observations: Eide believes from its review of available entation of rates and
surcharges given that the Company applies rates and s according to statutory
requirements and regulatory information.

Recommendations: None. &'

Standard VI-2. All mandated disclosures are thacumented and in accordance with applicable
statutes, rules and regulations.

M.G.L c. 174A, §11; M.G.L. c. 175, @ and 102D
< y

Objective: This Standard is
coverage’s are timely provided t

n%\gd with whether all mandated disclosures for rates and
siyreds in accordance with statutes and regulations.

Pursuant to M.G.L. c. 11, the insurer will furnish to the insured any requested rate
information in a timel@m r. Pursuant to M.G.L. c. 175, 88 99 and 99A, numerous disclosures
and requirements Jgu included on a standard fire policy. M.G.L. c. 175, 8 102D requires

companies to dis¢ eir participation in the National Flood Insurance Program.

Controls Asses
this Stal :

q mpany policy requires that policies include required statutory rate and other disclosures.

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

The Company has written policies and procedures for processing new and renewal business.

= 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.

s The Company sends a letter to the agent if information or forms are missing from new
business applications.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and reviewed the information guides utilized for new business.

Transaction Testing Results:

Findings: None. &

Observations: Based upon Eide’s inquiries and examination of policies, \?)npany
appears to provide required coverage disclosures to insureds upon inii iCation in
accordance with statutory and regulatory guidelines.

Recommendations: None. Q)%

Standard VI-3. Regulated entity does not permit illegal rebat Q,/commission cutting or
inducements.

M.G.L. c. 175, 8§ 177, 182, 183 and 184; M.G.L. c. 1;66&83.

Objective: This Standard is concerned with en uﬂthat the Company does not permit illegal
rebating, commission cutting or inducemenis; aqd that producer commissions adhere to the
commission schedule.

Pursuant to M.G.L. c. 175, 8§ 182, 18 % , the Company, or any producer thereof, cannot pay
or allow, or offer to pay or allow, any able consideration or inducement not specified in the

policy or contract. Similarly, un rw. c. 176D, § 3(8), it is an unfair method of competition to
knowingly permit or make an 0 pay, allow or give as inducement any rebate of premium,
any other benefits or an Ie consideration or inducement not specified in the contract.
M.G.L. c. 175, 8 177 pr surers and producers from compensating unlicensed entities, but

permits paying referrat nlicensed employees of licensed producers.

Controls Assessmert:-NJ he following key observations were noted in conjunction with the review of
this Standard.

" mpany’s producer contracts and home office policies and procedures are designed to
ly with statutory underwriting and rating requirements that prohibit special

ucements and rebates.
The Company reviews all applications to determine that only appropriate discounts have
been allowed.

= The Company performs monthly audits of randomly selected producers’ underwriting and
commission payment procedures, to ensure adherence with Company policies and
applicable laws.

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: Eide reviewed new business materials including advertising,
producer training materials and manuals used during the examination period, for indications of
rebating, commission cutting or inducements. Eide selected a sample of 25 policies issued or
renewed during the examination period, and reviewed the underwriting notes and documentary
evidence for existence of illegal rebates, commission cutting or special inducements.

Transaction Testing Results:

Findings: None. &

Observations: Based on the results of Eide’s testing, it appears that t &g%any’s
processes for prohibiting illegal acts, including special inducements tes, are
functioning in accordance with Company policies and procedu statutory
underwriting and rating requirements.

Recommendations: None. :@:

Standard VI-4. The regulated entity underwriting practi re=r{ot unfairly discriminatory.
The regulated entity adheres to applicable statutes, rul gulations and regulated entity
guidelines in the selection of risks

M.G.L. c. 175, §8 4C, 22, 95, 95B and 193T; M,GQ. 175C, § 4.

Y
Obijective: This Standard is concerned With@%er‘unfair discrimination is occurring in the sale of

provide, renew, or cancel homegw insurance the race, color, religious creed, national origin,
sex, age, ancestry, sexual origntah children, marital status, veteran status, the receipt of public
assistance or disability of icant or insured. M.G.L. ¢c. 175, § 22 states that insurance
companies may not issu which limit the jurisdiction of the courts of the Commonwealth.
M.G.L.c. 175,895 st insurance companies may not issue fire policies with limits in excess
of the property’s chwdlue. M.G.L. c. 175, § 95B notes that no insurer shall cancel, refuse to
issue or renew, OININ\gny way make or permit any distinction or discrimination in the amount or
payment of or rates charged, in the length of coverage, or in any other of the terms and
conditiong_of a%sgdidential property insurance policy based upon information that an applicant or
policy n@r any member of their family, has been a victim of domestic abuse. M.G.L. c. 175, §

IBits discrimination based on blindness or partial blindness, mental retardation or physical

193T

i t, unless such discrimination is based on “sound actuarial principles or is related to actual
exp8gi

of th

insurance. x
Pursuant to M.G.L. c. 175, § 4C, n% ins hall take into consideration when deciding whether to

ience.” M.G.L. c. 175C, § 4 requires direct writers of basis property insurance to be members
joint underwriting association.

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 with M.G.L.
c. 175,84; M.G.L. c. 175, 88 4C, 95B and 193T.
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= Written Company underwriting guidelines are designed to reasonably assure appropriate
acceptance and rejection of risks on a consistent and fair basis.

= The Company is a member of the Massachusetts Property Insurance Underwriting
Association.

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: Eide interviewed the Company’s marketing and u dﬁ&ing
departments regarding risk acceptance and treatment of policyholders. Eide selected 18 of 25
policies issued or renewed during the examination period, and reviewed the poli writing
notes, and supporting documentation for evidence of discriminatory treatment. Q

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

Observations: Based on the results of Eide’s test)% pears that the Company’s

processes for prohibiting discrimination are fungti in accordance with Company
policies and procedures, and statutory underwriti ing requirements.

Recommendations: None. Q

Standard VI-5. All forms, including co ,\riders, endorsement forms and certificates are
filed with the Division of Insurance, i able.

M.G.L.c. 175, 88 2B, 99, 99B, 111%9 92; 211 CMR 131.00.

Objective: This Standard is d with whether policy forms and endorsements are filed with
the Division for approval

é 2B policy form language, size and content standards for all policies
uirements for readability and understanding. Pursuant to M.G.L. c. 175, §
99, homeown forms must conform to the standards for policy language set forth in that
section and, acéQrying to M.G.L. c. 175, § 99B, condominium and tenant policies must be filed with
the Div' for Prior approval. Pursuant to M.G.L. c. 175, 8 192, endorsements are part of policy
formgrangd LISt also be filed with the Division for prior approval. M.G.L. c. 175, § 111H requires
I|cy providing lead liability coverage shall be subject to rules and regulations set forth by
th&Commissioner, and 211 CMR 131.00 requires that forms be filed with and approved by the
Diviston for homeowners lead liability coverage.

Pursuant to M.G.L
must meet statut

Controls Assessment:

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

m  Company policy requires that all changes to policy forms and endorsements be filed with
and approved by the Division.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected 25 homeowners’ policies issued or renewed during the
examination, period to test for the use of Company and Division approved policy forms and

endorsements.
Transaction Testing Results: Yy

Findings: None. ;‘@)

Observation: The Company appears to be filing all policy form s, certificates,

endorsements and riders with the DOI as required. %
Recommendations: None. %

O

Standard VI-6. Policies, riders and endorsements ar Mr renewed accurately, timely
and completely.

Objective: This Standard is concerned with whet eQCompany issues policies and endorsements
timely and accurately.

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

= Company policy requir t%e of Company policy forms and endorsements which are
approved by the Divisio

= Agents are requi% such forms and endorsements as guidelines when providing

quotes to consymg
=  Company s r review all applications completed by agents to ensure that they are
tefnally consistent.

edures include mailing renewal notices to policyholders 21-45 days prior to
newal effective date.

Cont nce: Controls tested via documentation inspection, procedure observation and/or
c% ra ng inquiry appear to be sufficiently reliable to be considered in determining the extent of

trangaction testlng procedures

Transaction Testing Procedure: Eide selected a sample of 25 policies issued or renewed during the
examination period, to test whether all policies, riders and endorsements were handled accurately,
timely and completely.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of Eide’s testing, it appears that the Company processes
policies, endorsements, and riders in accordance with Company policies and procedures,
and statutory underwriting and rating requirements.

Recommendations: None.

Standard VI-7. Rejections and declinations are not unfairly discriminatory.

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

Y
Objective: This Standard is concerned with the fairness of application rejections an eWons.

Pursuant to M.G.L. c. 175, § 4C, no insurer shall take into consideration when @'x whether to
provide, renew, or cancel homeowners insurance the race, color, religiougtreed; national origin,
sex, age, ancestry, sexual orientation, children, marital status, veteran %&t receipt of public

assistance or disability of the applicant or insured. M.G.L. c. 175, § 98 that no insurer shall
cancel, refuse to issue or renew, or in any way make or permit an , Q on or discrimination in
the amount or payment of premiums or rates charged, in the le cbverage, or in any other of
the terms and conditions of a residential property insurance p@ z5ed upon information that an
applicant or policy owner, or any member of their famil en a victim of domestic abuse.
M.G.L. c. 175, 8§ 193T prohibits discrimination base dness or partial blindness, mental
retardation or physical impairment, unless such ation is based on “sound actuarial
principles or is related to actual experience.”

Controls Assessment: The following key o ;:wn‘s were noted in conjunction with the review of
this Standard:

= Company policy prohibits n@minaﬁon in underwriting in accordance with M.G.L.
c. 175, 88 4C, 95B and

d declinations, and selected a sample of 25 policies issued or renewed during the

Transac%’” ing Procedure: Eide interviewed the underwriting department regarding
perlod to review the pollcy, underwrltlng notes, and supporting documentation for

Transaction Testing Results:

Findings: None.
Observations: Based on the results of Eide’s testing, it appears that the Company’s

processes for prohibiting discrimination are functioning in accordance with Company
policies and procedures, and statutory underwriting and rating requirements.
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Recommendations: None.

Standard VI-8. Cancellation/Nonrenewal, discontinuance and declination notices comply with
policy provisions, state laws and regulated entity guidelines.

M.G.L. c. 175, 8§ 99, 187C and 193P.

Objective: This Standard is concerned with notice to policyholders for cancellations, non-reqewals
and declinations, including advance notice before expiration for cancellation and non-rene

written notice of cancellation, and 20 days written notice of cancellation to the ;
the policy is payable, except where the stated reason for cancellation is nonpa of premium,
where 10 days written notice of cancellation is required. M.G.L. c. 175, § P reg
to give written notice of its intent to non-renew a policy to the insured ast 45 days prior to the
expiration of the policy, including stating the specific reasons for suc %pﬁ Pursuant to M.G.L.
c. 175, 8 187C any Company shall effect cancellation by serving

by the policy and by paying the full return premium due.

ice thereof as provided

Controls Assessment: The following key observations wer@n conjunction with the review of

this Standard: Q
= Company cancellation policy requires h&vritten notice be given to the insured in
accordance with statutory requirement

= Company policy requires that notL@ on-renewal be given to the insured at least 45

days in advance of the terminat(iogi} ve date.

Controls Reliance: Controls test ia Bocumentation inspection, procedure observation and/or
corroborating inquiry appear to ifg soffi¢iently reliable to be considered in determining the extent of
transaction testing procedure

Transaction Testing P 7 Eide interviewed Company personnel with responsibility for the
underwriting process, Selected a sample of 25 policies issued or renewed during the
examination peri @Yu derwriting testing. Cancelled policies were examined to ensure that the
reasons for ca jor, and the prior notice of cancellation, complied with statutory requirements.
The reason ch policy’s cancellation or non-renewal was compared to the Company’s
underwrj%‘écja ellation policy guidelines. Eide verified that the cancellation form used was the

standaxd ved form, and that the date of the cancellation letter, when compared to the
c effective date, showed that timely notice was given within statutory guidelines.

Tran¥action Testing Results:

Findings: None.

Observations:  The Company appears to utilize standard approved forms for all
cancellation notices, and to comply with statutory guidelines for timely notification to
insureds.

Recommendations: None.
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Standard VI-9. Rescissions are not made for non-material misrepresentation.

M.G.L. c. 175, § 187D.

Objective: This Standard is concerned with whether decisions to rescind and to cancel coverage 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 w @ﬁew of

this Standard:

s Company policy requires compliance with underwriting guideli cordance with
M.G.L. c. 175, § 187D.

»  Written Company underwriting guidelines are designed to y assure appropriate
acceptance and rejection of risks.
= The Company does not rescind policies, but instead c m as of the date on which it

determines rescission is approprlate

Controls Reliance: Controls tested via documenta tlon procedure observation and/or
corroborating inquiry appear to be suff|C|entIy relia con5|dered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide inte Company personnel with responsibility for the
underwriting process, and selected a 25 policies from all lines of business issued or
renewed during the examination pefioth fo?”underwriting and rating testing. Eide reviewed the

reason for cancellation of each o sélected cancelled policies, to ensure that it was within
statutory guidelines.

Transaction Testing Resul%

Findings:
Obse :”Based on the results of Eide’s testing of cancellations, it was noted that the
Comp oes not rescind policies, but instead cancels them as of the date on which it

%n'm s that rescission is appropriate.
efdations: None.

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

M.G.L. c. 174A, 88 5,6 and 9; M.G.L. c. 175, § 111H; M.G.L. c. 175A, 88 5, 6 and 9; 211 CMR
131.00.

Objective: This Standard is concerned with whether unfair discrimination is occurring in the
application of credits and deviations.
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Pursuant to M.G.L. c. 174A, § 5, fire rates shall be based on past and prospective loss experience
during a period of not less than the most recent five-year period for which such experience is
available. In considering catastrophe hazards with respect to homeowners insurance rates, the
commissioner shall consider catastrophe reinsurance and factors relating thereto. Fire rates shall
also consider a reasonable margin for underwriting profit and contingencies. Finally, such rates shall
not be excessive, inadequate or unfairly discriminatory. M.G.L. c. 174A, 8 6 requires the filing of
fire rates with the Commissioner, and M.G.L. ¢. 174A, 8 9 requires insurers to use such filed rates,

unless the insurer obtains approval from the Commissioner for a rate deviation.

Under M.G.L. c. 175A, § 5, casualty and surety rates must also be based, in part, né’and
prospective loss experience and catastrophe hazards, and should include a reasona Min for
underwriting profits and contingencies. Additionally, these rates should not be exc =adequate
or unfairly discriminatory. Casualty and surety rates must be filed with th issioner as

provided by M.G.L. c. 175A, § 6 prior to use. Insurers must use filed rates
approval for a rate deviation, as set forth in M.G.L. c. 175A, 8§ 9. %2
a

M.G.L. c. 175, § 111H requires that any policy providing lead liabi i% ge shall be subject to
rules and regulations set forth by the Commissioner, and 211 CM 00 prescribes requirements

for the filing of lead liability coverage rates with the Division.

Controls Assessment: The following key observations @m in conjunction with the review of

s they obtain

this Standard:

= Company policy prohibits unfair discrigin ion;n the application of premium discounts and
surcharges in accordance with M.G. ,89and M.G.L. c. 175A, §5.

s The Company has written unde 0
reasonably assure consistencyAQ classification and rating.

= Company policy requires W eowners rates be based on ISO rates, and requires that

Company rates be file he Division prior to use to comply with statutory and
regulatory requirem

new constr, curity features and claim free accounts.
s The C% ses an electronic rating process that is designed to ensure that consistent and

filed& used when business is written.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected a sample of 25 policies from all lines of business issued or
renewed during the examination period, for underwriting and rating testing. Eide compared the
credits and debits applied to the policies across the sample to ensure they were applied consistently
on a non-discriminatory basis.
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Transaction Testing Results:

Findings: None.
Observations: Based on the results of Eide’s testing of policies issued or renewed during

the examination period, credits and debits are applied consistently based on objective
criteria.

Recommendations: None.
A y

Standard VI-11. Schedule rating or individual risk premium modification plans! %W

documentation.

permitted, are based on objective criteria with usage supported by appropri?b

Company does not offer commercial policies subject to schedule rati inglividual risk premium

No work performed. This Standard is not covered in the scope o%l ation because the
modification plans. The Company also does not offer workers’ co

insurance.

Standard VI-12. Verification of use of the filed expens
should be using a combination of loss costs and expegse
of Insurance. Pa)

iers; the regulated entity
ipliers filed with the Department

No work performed. This standard is not covereghi ‘é’cope of the examination because the
Company does not offer workers’ compensa@ rance.

&N

factors. \

Standard VI1-13. Verification of pw\ audit accuracy and the proper application of rating
) 4

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

Company does not Oﬁﬁ ’ compensation insurance

A
| Standard Vlyiﬂﬁfication of experience modification factors.

y
No wor fhd. This standard is not covered in the scope of the examination because the
Com not offer workers’ compensation insurance.

e

| S’t&arvd VI-15. Verification of loss reporting.

No work performed. This standard is not covered in the scope of the examination because the
Company does not offer workers’ compensation insurance.
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Standard VI-16 Verification of regulated entity data provided in response to the NCCI call
on deductibles.

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

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

b4
Objective: This Standard is concerned with whether underwriting, rating and Mn are
based on adequate information developed at or near inception of the coverag than near
expiration or following a claim.

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

s The Company has written underwriting policies and
reasonably assure consistency in classification and rgtirns

)

res which are designed to

= Property insurance rating criteria include territory Cagekage amount and type, property age,
protection class and structure type, as well as d@\ for home and automobile coverage,
new construction, security features and claiu%q ounts.
S

= The Company uses an electronic rating pfocess ¥hat is designed to ensure that consistent and
filed rates are used when business is

Controls Reliance: Controls tested %?umentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiggtly reliable to be considered in determining the extent of
transaction testing procedures. %

Transaction Testing Proceeres

ide interviewed Company personnel with responsibility for the
underwriting process. sclected 25 homeowners policies issued or renewed during the
examination period, Yhether underwriting, rating and classification are based on adequate
information develpfggha®er near the inception of coverage.

underwriting, rating and classification guidelines based on adequate information developed
at or near inception of the coverage

Q servations: Based on the results of testing, it appears that the Company is using

Recommendations: None.
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| Standard VI-18. Audits, when required, are conducted accurately and timely.

No work performed. This Standard is not covered in the scope of the examination because the
Company does not offer policies where premium audits are conducted.

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

M.G.L. c. 175, 88 2B, 22A, 99, 99B, 111H and 192; 211 CMR 131.00.

b4
Objective: This Standard is concerned with whether policy forms and endorseme \&j with
the Division for approval. Q

M.G.L. c. 175, 8 2B describes policy form language, and requires that all ite rming a part of the
contract be listed on the declaration page and filed with the Division. L& 175, 8 22A states
that such policy forms must be filed with the Division for approval. Pgrsu M.G.L. c. 175, 8§ 99
homeowners policy forms must conform to the standards for policytag e set forth in that section
and, according to M.G.L. c. 175, § 99B, condominium and tepg/y icies must be filed with the
Division for prior approval. Pursuant to M.G.L. c. 175, § 19 ersements are part of policy forms
and must also be filed with the Division for prior approva}: ”c. 175, 8 111H requires that any
policy providing lead liability coverage be subject 4o and regulations set forth by the
Commissioner, and 211 CMR 131.00 requires that f led with and approved by the Division
for homeowners lead liability coverage. Q

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

= Company policy requires t t(%(s use one of the Company’s approved policy forms and
i%&q
al

endorsements when proyd uote to consumers.
»  Company policy requg I changes to policy forms and endorsements be filed with
and approved by iWsion

Is tested via documentation inspection, procedure observation and/or
ppear to be sufficiently reliable to be considered in determining the extent of
edures.

Controls Reliance;

corroborating ing&r
transaction tex
T

Transaci esting Procedure: Eide interviewed Company personnel with responsibility for the
undepm process and selected a sample of 25 policies issued or renewed during the examination
p est for the use of standard policy forms and approved endorsements in compliance with
s&ﬁry requirements. The standard forms used for each policy, along with all endorsements
effective on the policy, were compared to the forms approved by the Division. Eide ensured that all
relevant aspects of the contract were listed on the policy declaration page.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of Eide’s testing, it appears that the Company is using
the standard policy forms and endorsements approved by the Division, in compliance with
statutory requirements.

Recommendations: None.

Standard VI-20. Regulated entity verifies that VIN number submitted with application is
valid and that the correct symbol is utilized. A

No work performed. This Standard is not covered in the scope of examination %s>the

Company does not offer automobile policies. E

Standard VI-21. The regulated entity does not engage in collusi r anti-competitive
underwriting practices.

M.G.L. c. 176D, 88 3(4) and 3A f\¢\)

Objective: This Standard is concerned with whether the Cos@ﬁas engaged in any collusive or

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

competition, and an unfair or deceptive act or pragticeNg the business of insurance, to enter into any
agreement, or to commit any act of boycott, jon or intimidation resulting in, or tending to
result in, unreasonable restraint of, or mono@ he business of insurance.

Controls Assessment: The following @rvaﬂons were noted in conjunction with the review of

this Standard: ‘

= The Company has nderwriting policies and procedures which are designed to

reasonably assure€oRsistency in classification and rating.

= Property insur@ ing criteria include territory, coverage amount and type, property age,
protection gla structure type, as well as discounts for home and automobile coverage,
new con {0N, security features and claim free accounts.

= The Gx?any uses an electronic rating process that is designed to ensure that consistent and
filgd rat

are used when business is written.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected a sample of 25 policies issued or renewed during the
examination period to test for evidence of anti-competitive language or collusive trends in the
underwriting process.
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Transaction Testing Results:

Findings: None.

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

Recommendations: None.

discriminatory. The company adheres to applicable statutes, rules and reé jons in
application of mass marketing plans.

Standard _VI-22. The regulated entity’s underwriting practices are nof unf§r|y

Y
No work performed. This Standard is not covered in the scope of the e ig?n because the
Company does not offer group products. Q)
Standard VI1-23. All group personal lines property and ca icies and programs meet

minimum requirements.

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

Standard VI-24. Cancellation/nonrene Bgces comply with policy provisions and state
laws, including the amount of adva% provided to the insured and other parties to the

contract.

M.G.L. c. 175, 88 99, 187C an

Refer to Standard VI-8 fo@' ssessments, testing procedures and testing results.

A
Standard VI-ZSAMJT&es are correctly coded.
Y

Obijective: Tkgdard is concerned with the accuracy of statistical coding.

Cont sment: The following key observations were noted in conjunction with the review of

The Company has written underwriting policies and procedures that are designed to assure
reasonable consistency in classification and rating.

= The Company’s policies and procedures require that Company personnel confirm that the
coding reported by the producer is correct and current.

= The Company has a process for correcting data errors and making any changes needed.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, to determine whether there are sufficient controls to ensure accurate and
timely completion of statistical reports. Eide randomly sampled 25 policies issued or renewed
during the examination period to test the accuracy of statistical coding, and timely completion of

statistical reports.

Transaction Testing Results: x} Yy
Findings: None. ‘%
Observations:  Through testing performed on the selected p e Company’s
statistical coding appears accurate. %

Recommendations: None. %

Standard VI-26: Application or enrollment forms are 3{ accurately and fully

completed, including any required signatures, and fi ntation supports decisions

made. ~

Objective: This standard is concerned with I ‘zgﬂ’s and enrollment forms to ensure they are
fully completed, signed, and the file docume@ supports the decision.

Controls Assessment:

= Company policy requir ?m of Company policy forms and endorsements which are
approved by the Divigj

= Agents are requ e such forms and endorsements as guidelines when providing
quotes to con

=  Company rs review all applications completed by agents to ensure that they are
hternally consistent.

compli'%
i Y Controls tested via documentation inspection, procedure observation and/or

action Testing Procedure: Eide verified that the application and enrollment forms in use
durlr(g the examination period were properly completed, including any required signatures, and that
file documentation supported the company’s decisions.

Transaction Testing Results:

Findings: None.
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Observations: EB noted that application and enrollment forms were accurately and fully
completed, and file documentation properly supported the Company’s decisions.

Recommendations: None.
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VIlI. 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 VI1I-1. The initial contact by the regulated entity with the claimant is within the

required time frame. 1
M.G.L. c. 176D, 8§ 3(9)(b). A

\

Objective: This Standard is concerned with the timeliness of the Company’s init@@l with the
claimant.

Pursuant to M.G.L. c. 176D, 8 3(9)(b), unfair claim settlement pgaCtices include failure to
acknowledge and act reasonably promptly upon communications vy spect to claims arising
under insurance policies.

Controls Assessment: The following key observations were no@njunction with the review of
this Standard:

= Written company policies and procedures g@claims handling process.
al

= Written claim forms received via fax o e acknowledged in writing within two or
three business days after receipt.

= All claim notifications are maint mainframe based automated claims management

system.

= Company policy is to contac@j red persons, or their legal representatives, within two
or three business days of e? a claim.

= Claims management gan the claims system to monitor open claims.

= Claims manage & orms periodic claims reviews to examine compliance with
Company claimsRoNg

S.

= Senior ma periodically reviews open claims to evaluate settlement issues and
ensure a iate reserves have been established.
s Clai ement uses exception reports to measure operational effectiveness and claim

proces ime.

Contfols ance: Controls tested via documentation inspection, procedure observation and/or
cafr Ing inquiry appear to be sufficiently reliable to be considered in determining the extent of
tion testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel to understand the claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 12 claims paid or closed without payment during the examination period, to test the timeliness of
the Company’s initial contact with claimants. Eide verified the date each selected claim was first
reported to the Company, and noted whether the Company’s initial response was made in a timely
manner according to applicable statutes and Company procedures.

56




Transaction Testing Results:

Findings: None.

Observations: Eide noted that each of the 12 tested claims was reported and investigated
according to the Company’s policies and procedures, and that responses to claims
correspondence were timely. Based upon the results of Eide’s testing, it appears that the
Company’s processes for timely responding to claims correspondence are functioning in

accordance with their policies and procedures.
Recommendations: None. x} Yy
Standard VI1I-2. Timely investigations are conducted. Y
M.G.L. c. 176D, § 3(9)(c). [\C\)

Objective: The Standard is concerned with the timeliness of the Cﬁ%ﬁim investigations.

ices include failure to adopt

Pursuant to M.G.L. c. 176D, § 3(9)(c), unfair claims settlem@
n OFclaims.

and implement reasonable standards for the prompt investi

Controls Assessment: Q

= Company policy is to investigate all cl a timely manner.

s Refer to Standard VII-1 for addit@ ol assessments.
do

Controls Reliance: Controls tested Vi mentation inspection, procedure observation and/or
corroborating inquiry appear to be s'?@ tly reliable to be considered in determining the extent of

transaction testing procedures.

Transaction Testing Pro e: HEide interviewed Company personnel with responsibility for claim
handling processes, and O{dped documentation supporting such processes. Eide selected a sample
of 12 claims paid h without payment during the examination period, to evaluate the
Company’s comphah€e with its claims handling policies and procedures. Eide verified the date that
each selecte ‘% as reported to the Company, and noted whether its investigation was
conducted in%@

nable and timely manner.
indings: None.

Observations: Eide noted that in each of the 12 claims tested, the Company’s processes for
timely reporting and investigating claims functioned in accordance with their policies and
procedures.

Recommendations: None.
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Standard VI1I-3. Claims are resolved in a timely manner.

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

Objective: The Standard is concerned with the timeliness of the Company’s claim settlements.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair claim settlement practices include failing to effectuate
prompt, fair and equitable settlement of claims in which liability has become reasonably clear. In
addition, if an insurer makes a practice of unduly engaging in litigation, or of unreasonabdy and
unfairly delaying the adjustment or payment of legally valid claims, M.G.L. c. 175, § 28 ad%igzes
the Commissioner to make a special report of such findings to the General Court. M.G4,. c..175, §
112 states that the liability of any company under a motor vehicle liability policy, or under other
policy insuring against liability for loss or damage on account of bodily injury, 0'@ or tdamage to
S 0

property, shall become absolute whenever the loss or damage for which the in IS responsible
occurs, and the satisfaction by the insured of a final judgment for such loss amage shall not be a
condition precedent to the right or duty of the company to make paymer]%cc unt of said loss or

damage. C

Controls Assessment:

= Company policy is to investigate all claims in a ti ner.

s Refer to Standard VII-1for additional control ssyents.

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

Transaction Testing Procedure: Ei@viewed Company claims personnel to understand its
claims handling processes, and obt3 cumentation supporting such processes. Eide selected a
total sample of 12 claims paid o %ithout payment during the examination period, to evaluate
the Company’s compliance laim handling policies and procedures. Eide verified the date
each selected claim was tety; and noted whether it was timely and reasonably resolved by the
Company.

Transaction Testifg Results:

Findin}g:;\done.

vations: Eide noted that each tested claim was handled timely according to the
mpany’s policies and procedures. Based upon the results of Eide’s testing, it appears that

Q the Company’s processes for timely resolving claims are functioning in accordance with
their policies and procedures, as well as statutory and regulatory requirements.

Recommendations: None.
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Standard VI1I-4. The regulated entity 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, § 3(9)(b), unfair claims settlement practices include failure to act
reasonably promptly upon communications with respect to claims arising under insurance paficies.
M.G.L. c. 176D, § 3(9)(e) considers failure to affirm or deny coverage of claims within a r&%ble
time after proof of loss statements have been completed an unfair trade practice.

this Standard:

Controls Assessment: The following key observations were noted in conjunction@%review of
= Company policy is to resolve all claims in a timely manner. Q): )

s Refer to Standard VII-1for additional control assessments

ocedure observation and/or
dered in determining the extent of

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

transaction testing procedures.
Transaction Testing Procedure: Eide interviewe Qﬂy personnel to understand its claim
p -
in

handling processes, and obtained documentation gu ting such processes. Eide selected a sample
of 12 claims paid or closed without paym the examination period, to evaluate the
Company’s compliance with its claim handm j

cies and procedures. Eide verified the date each
selected claim was reported to the Cg and noted whether it timely responded to claim
correspondence.

Transaction Testing Results: Y’V
Findings: None. $§‘y§
Observation % oted that all of the 12 claims tested were reported and investigated
accordin Company’s policies and procedures, and responses to claims
corres i;

were timely. Based upon the results of Eide’s testing, it appears that the

Co s processes for providing timely responses to claims correspondence are
furgtio in accordance with their policies and procedures.

Reco tions: None.

\Standard VII-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 claim decisions.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= Claim processing guidelines require that key information be completed, signed, and
included in the file, including:

o Notice of loss with relevant date of loss, loss description, and involved parties.

o Relevant reports from investigating police authorities.

o Applicable medical reports and other investigative correspondence.

o Other pertinent written communication.

o All legal correspondence.

o Documented or recorded telephone communication. &

o Claim activity is logged and documented in chronological order.

o Claim reserve evaluations, adjustments and assessments are documente x)

o Source correspondence and investigative reports are scanne maintained

Company claims policies.
= Senior management periodically reviews open claims t
ensure appropriate reserves have been established.

= Claims management uses exception reports to measu erational effectiveness and claim
processing time.

electronically.
= Claims management performs periodic claims reviews to §)'% compliance with

settlement issues and

Controls Reliance: Controls tested via documen Qpection, procedure observation and/or
corroborating inquiry appear to be sufficiently reg' bleNg be considered in determining the extent of

transaction testing procedures.

claim handling processes, and obtain entation supporting such processes. Eide selected a
sample of 12 claims paid or closedwithodt payment during the examination period, to evaluate the
Company’s compliance with its ndling policies and procedures. Eide reviewed the file for
each selected claim, and not its documentation was adequate.

Transaction Testing R%&

Findings;

Transaction Testing Procedure: Eide j @/ed Company claim personnel to understand their
&oi@m

Eide noted that claims were reported and investigated according to the
pany’s policies and procedures, and that claim file documentation was adequate.

Recolpmendations: None.

AY

Standard VII1-6. Claims are properly handled in accordance with policy provisions and
applicable statutes (including HIPPA), rules and regulations.

M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f); M.G.L. c. 175, 88 221, 24D, 24E, 24F, 96, 97, 97A, 100,
102, 111F, 112, 112C, 186 and 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.
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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 has become reasonably clear an unfair trade practice.

M.G.L. c. 175, 8 22| allows companies to retain unpaid premium due from claim settlements.
Claim payments must also comply with M.G.L. c. 175, § 24D to intercept non-recurring payments
for past due child support. Medical reports must be furnished to injured persons or their agorney
pursuant to M.G.L. c. 175, § 111F. M.G.L. c. 175, 8 24E requires an insurer to ﬂ‘%r;ge

information with the Commonwealth not less than 10 business days prior to making pgymento a

communicate with the Commonwealth regarding claimants with unpaid taxes. In4
c. 175, § 112C requires companies to reveal to an injured party making a claim ast’an insured,
the amount of the limits of said insured’s liability coverage upon receiving c\—:e Bst in writing for

when a building is totally destroyed by fire. In addition, if the has paid premiums on a
coverage amount in excess of said actual cash value, th states the insured shall be
reimbursed the proportionate excess of premiums paid with%’ t six percent per year.

I

M.G.L. c. 175, § 97 requires the Company to pa
satisfactory proof of rights and title in accordance nsurance policy. Further, when a claim
for loss or damage to property exceeds $5,000,W1.G.¥. c. 175, § 97A requires the Company to
ensure the claimant submits to the Compan icate of municipal liens from the collector of
taxes of the city or town wherein such pr @f ocated. The Company shall pay to the city or
town any amounts shown on the certi % unicipal liens as outstanding on the date of loss.
The provisions of M.G.L. c. 175, 89 ndt apply to certain owner-occupied dwellings.

such information. Qg
M.G.L. c. 175, § 96 limits the Company’s liability to the actual ca:E%e f the insured property

sses to mortgagees of property upon

M.G.L. c. 139, 8 3B prohibits
building or other structure
thousand dollars withou
inspector of buildings @ppe
the board of health,4 %

Eo!mpany from paying claims covering loss or damage to a
5 “dangerous” pursuant to M.G.L. c. 143, 8 6 in excess of one

iny given 10 days written notice to the building commissioner or
d pursuant to the state building code, to the fire department, and to
y or town where the property located.

M.G.L. c. 17 ets forth standards for selecting a referee if the parties to a claim fail to agree
as to the amou&} loss. In addition, M.G.L. c. 175, § 102 states the failure of the insured under a
fire poli&y/ Yo render a sworn statement shall not preclude recovery if the insured renders a sworn
statente I receiving a written request for such sworn statement from the Company. M.G.L. c.
1 urther defines requirements related to such a request for a sworn statement made by the

Condpany.

M.G.L. c. 175, § 186 states that a misrepresentation by an insured must have the intent to deceive or
increase an insurer’s risk of loss to void a policy.

M.G.L. c. 175, 8 112 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. c. 175, § 112.

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

= Company policy is to handle all claims in accordance with policy provisions and st W

= Written company policies and procedures govern the claims handling process.
na e%ent

system.

= All claims investigations are handled by adjustors up to a defined d@

= All claim notifications are maintained on a mainframe based automated claim
h:m' it to their

settlement authority.

= The Company has procedures for complying with requirements j %_ c. 175, 88 111F

and 112C to furnish medical reports, and/or the amount of the % policy limits, upon
receiving requests for such information from a claimant or the% ey.

m  The Company has procedures for complying with requirefgent§ M M.G.L. c. 175, § 24D, to
intercept non-recurring payments for past due chil ppeft for certain defined claim

payments.
= The Company has procedures for reimbursing% emiums pursuant to M.G.L. c. 175,
8 96, when insured values exceed the actual e claim on a property.

= The Company has procedures for determipingNf mortgagees should be paid a portion of a
loss in accordance with policy terms %ired by M.G.L c. 175, 8 97. Similarly, such
procedures determine if municipa xist where the defined claim amounts exceed
$5,000, to comply with the requi in M.G.L. c. 175, § 97A.

s The Company did not have during the examination period where a referee was
appointed to comply with régairerents in M.G.L. c. 175, § 100.

= The Company has proceye§ for complying with requirements in M.G.L. c. 175, § 102 to
ensure claimants fq s provide sworn statements upon request.

= The Company h3g ures for complying with requirements in M.G.L. c. 139, § 3B to
ensure propey Qotide K given to municipal building authorities where claim amounts exceed
one thous OMar's covering “dangerous” buildings.

prohibits discrimination in the reimbursement of proper expenses paid to
ssions and occupations as required by M.G.L. c. 175, § 193K.

certa%
" yms mManagement can access the claims system to monitor open claims.
.@%{ management performs periodic claims reviews to examine compliance with
mpany claims policies.
Senior management periodically reviews open claims to evaluate settlement issues and
ensure appropriate reserves have been established.

= Claims management uses exception reports to measure operational effectiveness and claim
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: Eide interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 12 claims paid or closed without payment during the examination period, to evaluate the
Company’s compliance with its claim handling policies and procedures.

Transaction Testing Results:

Findings: The file for one claim of twelve tested did not contain documentation that the
Company contacted a building inspector or other authority on damage in excess of $1,000
caused by fire.

Observations: Eide noted no other violations of this statute during the re%wof the

testing.

Recommendations: Eide recommends that the Company reiterate its recoerd refeation and claim
documentation rules to all staff who handle claims. Q)

\Standard VII-7. Regulated entity claim forms are appropriatAef:)mB'fype of product.

Objective: The Standard is concerned with the Company: XF claim forms that are proper for
the type of product.

Controls Assessment: The following key observa io&ere noted in conjunction with the review of
this Standard:

= The Company uses industry stan claims reporting forms which are appropriate for

the Company’s lines of busines§.
= Company claim processingguideNgpes require that key documentation be completed, signed,

u
and included in the file, 'n%g: notice of loss with relevant date of loss, description of
loss, and names of inygl rties.
= Claims managem amaccess the claims system to monitor open claims.

= Claims mana performs periodic claims reviews to examine compliance with
Company cldi licies.

Controls Relj =aControls tested via documentation inspection, procedure observation and/or
corroborating iy appear to be sufficiently reliable to be considered in determining the extent of
transactignYesting procedures.

Tramdgctign Testing Procedure: Eide interviewed Company personnel to understand its claim
hahgling processes, and obtained documentation supporting such processes. Eide selected a sample
of 12 claims paid or closed without payment during the examination period, to evaluate the
Company’s compliance with its claim handling policies and procedures. Eide reviewed the file for
each selected claim, and noted whether its claim reporting was appropriate.

Transaction Testing Results:

Findings: None.
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Observations: Eide noted that all paid or closed without payment claims selected for testing
were reported according to the Company’s policies and procedures, and that claim file
documentation was adequate. Based upon the results of Eide’s testing, it appears that the
Company’s processes for documenting reported claims are functioning in accordance with
their policies and procedures.

Recommendations: None.

A
Standard VI11-8. Claims are reserved in accordance with the regulated entity’s establishak
procedures. A
Objective: The Standard is concerned with the Company’s process for establishj onitoring

claim reserves for reported losses.

Controls Assessment: The following key observations were noted in co%;lobwith the review of

this Standard: C(
= Written company policies and procedures govern the claj % INg process.

= Company policy is to timely evaluate and establish aete reserves on all reported claims.
¢ following key information be

»  Company claim processing guidelines requ

completed, signed, and included in claim files:

Notice of loss with relevant date of 16 %ription, and involved parties.
Relevant reports from investigatigpelice authorities.

Applicable medical reports % investigative correspondence.

Other pertinent written c nigation.

All legal correspond noz»
Documented or ragor lephone communication.
Claim activity% d and documented in chronological order.

Claim res uations, adjustments and assessments are documented.

Sourc ondence and investigative reports are scanned and maintained
electronjcaly.

n Clai agement performs periodic claims reviews to examine compliance with
pany claims policies.

© 0 0O 0 © © O O ©

Claims management uses exception reports to measure operational effectiveness and claim
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.

Transaction Testing Procedure: Eide interviewed Company personnel to understand its claims
reserving processes, and obtained documentation supporting such processes. Eide selected a sample
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of 12 claims paid and closed during the examination period, to evaluate compliance with Company
claim reserving policies and procedures. Eide verified the date each selected 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.

Observations: Eide noted that claim reserves for each selected claim tesm%vyere
evaluated, established and adjusted according to the Company’s policies and.groced®res,
and that the claims investigation by the Company appeared timely. Based u&?}

of testing, it appears that the Company’s processes for evaluating, establishing.ar®

claim reserves are functioning in accordance with their policies and
reasonably timely.

Recommendations: None. :%:

esults
djusting
res, and are

Standard VI11-9. Denied and closed-without-payment clai re=tandled in accordance with
policy provisions and state law.

M.G.L. c. 176D, 88 3(9)(d), 3(9)(h) and 3(9)(n). AQ

documentation of denied and closed-withou ent claims.

Objective: The Standard is concerned Witr@y of the Company’s decision-making and
a

Pursuant to M.G.L. c. 176D, § 3(9) % claims settlement practices include refusal to pay
claims without conducting a reasonable | tigation based upon all available information. Pursuant
to M.G.L. c. 176D, 8 3(9)(h), u a%ﬂm settlement practices include attempting to settle a claim
for an amount less than a reasonddle erson would have believed he or she was entitled to receive.

M.G.L. c. 176D, § 3(9)(n) rs failure to provide a reasonable and prompt explanation of the
basis for denial of a clai ir claim settlement practice.

Controls Assessmea: Qollowing key observations were noted in conjunction with the review of
this Standard:

rm the claimant of their right to appeal.

Q aim notifications are maintained on a mainframe based automated claims management
stem.

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

= A written explanation of all denied and closed-without-payment claims is provided to a
claimant.

" ngpa olicy requires that claim denials include the contractual basis for non-payment
|

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: Eide interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 12 claims paid or closed without payment during the examination period, to evaluate the
Company’s compliance with its claim handling policies and procedures. Eide verified the date each
claim was reported, reviewed correspondence and investigative reports and noted whether the
Company handled each claim timely and properly before closing or denying it.

Transaction Testing Results:

Findings: None. &

Observations: Eide noted that each tested claim was handled according to t any’s
policies and procedures. It appears that the Company’s claim handling a ractices
are appropriate and comply with applicable statutes and Company polic

Recommendations: None. Q)%

Standard VI11-10. Cancelled benefit checks and drafts refl@b‘fopnate claim handling
practices.

Objective: The Standard is concerned with the Comp dures for issuing claim checks as it
relates to appropriate claim handling practices.

Controls Assessment: The following key obser ere noted in conjunction with the review of
this Standard:

= Written policies and procedu he claims payment process.
= Company policy is to han ms in accordance with policy provisions and state law.

= All claim investigation dled by adjustors up to a defined dollar limit to their
settlement authority.

= Company proced indtude verifying the proper payee and check amount prior to check
issuance.

s Claimsm can access the claims system to monitor open claims.

= Claimg ment performs periodic claim reviews to examine compliance with

Con&écial‘tms policies.

sting Procedure: Eide interviewed Company personnel to understand its claim
nt Qracesses, and obtained documentation supporting such processes. Eide selected a sample
ims paid or closed without payment during the examination period, to evaluate the
ny’s compliance with its claim payment policies and procedures. Eide reviewed the file for
each selected claim, and noted whether claim payment practices were appropriate.

Tran

Transaction Testing Results:

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

Recommendations: None.

substantially less than is due under the policy. Q
C

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

Objective: The Standard is concerned with whether the Company’s ghai dling practices force
claimants to (a) institute litigation for the claim payment, or@ t a settlement that is

substantially less than what the policy contract provides for.

Pursuant to M.G.L. c. 176D, 8§ 3(9)(g) and 3(9)(h), unfai %settlement practices include (a)

compelling insureds to institute litigation to recover am due under an insurance policy by

offering substantially less than the amounts uIti% rgcovered in actions brought by such
S

insureds, and (b) attempting to settle a claim for less%an the amount to which a reasonable person
would have believed he or she was entitled by reference to written or printed advertising material
accompanying or made part of an applicati oreover, if an insurer makes a practice of unduly
engaging in litigation or of unreasonably n%'rly delaying the adjustment or payment of legally
valid claims, M.G. L. c. 175, § 28 al % e Commissioner to make a special report of such
findings to the general court.

Controls Assessment: The fo@ ey observations were noted in conjunction with the review of

this Standard:
s Claims handlin %ines require the uniform and consistent handling of claim settlements

and paymen
= Compan y 1S to contact all injured persons or, their legal representatives, within two
busin receipt of a claim.

jury claims are handled by claims staff specially trained for such claims.
management performs periodic claims reviews to examine compliance with

u
Q}Eany claims policies.
nior management 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 claim processing
times to monitor claims handling activities.

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: Eide interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 12 claims paid or closed without payment during the examination period, to evaluate the
Company’s compliance with its claims handling policies and procedures. Eide verified the date the
tested claim was reported, reviewed related correspondence and investigative reports, and noted
whether it was handled timely and properly.

Transaction Testing Results:

Findings: None. &

Observations: Eide noted that documentation of tested claims involving litig
complete, and supported the Company’s conclusions. Based upon the €
testing, it appears that the Company’s processes do not unreasona
compel claimants to initiate litigation.

Recommendations: None. :%:

f Eide’s
claims or

Standard VI11-12. The regulated entity uses the reservatio %h{s and excess of loss letters,
when appropriate.

P

e

Objective: The Standard is concerned with the Co ’s use of reservation of rights letters, and
its procedures for notifying an insured when it is appaxgnt that the amount of loss will exceed policy
limits.

this Standard:
= Written policies and proced%a'{’6 ern the claims handling process.
le I

S
= Company policy is to ha aims in accordance with policy provisions and state law.
= All claims investi a@& handled by adjustors up to a defined dollar limit to their
settlement authoné’ :%
= The Compan q ervation of rights and excess of loss letters when warranted.
ghts letters are used very rarely; only under circumstances where the

s payment has come into question.
s Clai agement performs periodic claims reviews to examine compliance with
pany claims policies.

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

n Testing Procedure: Eide interviewed Company personnel to understand its claims

of 12°claims paid or closed without payment during the examination period, to evaluate compliance
with Company claims handling policies and procedures. Eide reviewed the file for each selected
claim, and noted whether reservations of rights or excess loss letters were warranted.

Transaction Testing Results:

Findings: None.
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Observations: Eide noted that each claim selected for testing was reported and
investigated according to the Company’s policies and procedures, and claim file
documentation was adequate. Eide noted no instances where a reservation of rights letter or
excess loss letter was used. Eide reviewed model correspondence for such letters, which
appeared accurate and proper. Based upon the results of testing, it appears that the
Company’s processes for utilizing reservation of rights and excess loss letters for claims are
functioning in accordance with their policies and procedures.

Recommendations: None.
A y

Standard V11-13. Deductible reimbursement to insured’s upon subrogation recoveg\yhade

in a timely and accurate manner.
Y
Objective: The Standard is concerned with the Company’s timely and accu, g%ursement of a
collected deductible when subrogation recoveries are made.

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

= The Company’s written claim handling policies an%%ures address subrogated claims.
i

= Company policy is to resolve all subrogated cIa@ imely manner.
= Claims management can access the claims s?: monitor open claims.
clai

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

Transaction Testing Procedure: Ei %uewed Company personnel to understand its claims
handling processes, and obtained dQcumentation supporting such processes. Eide selected a sample
of 12 claims paid, denied or closgd
Company’s compliance with j i

each selected claim, and r@
Transaction Testing R@
N

jons: Based upon the results of our testing, it appears that the Company’s
es for making subrogation recoveries to insureds are functioning in accordance with
IPpolicies and procedures.

R&mendations: None.

ut payment during the examination period, to evaluate the
andling policies and procedures. Eide reviewed the file for
ther subrogation recoveries were reasonably timely and accurate.

Standard V11-14. Loss statistical coding is complete and accurate.

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

Objective: The Standard is concerned with the Company’s complete and accurate reporting of loss
statistical data to appropriate rating bureaus.
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Pursuant to M.G.L. c. 175A, § 15(a), insurers must record and report their loss and countrywide
expense experience in accordance with the statistical plan promulgated by the Commissioner, and
the rating system on file with the Commissioner. The Commissioner may designate a rating agency
or agencies to assist her in the compilation of such data. In accordance with 211 CMR 15.00, the
Commissioner established and fixed various statistical plans to be used in relation to homeowners’
insurance and related coverages, in accordance with M.G.L. c. 175A, 8§ 15(a).

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

bureaus.

= The Company reports loss data to the Insurance Services Office (ISO) i@
by ISO. 1SO is a nationally recognized rating bureau that providegthe i
with loss data used for rate filings.

m  The company reports detailed claim data quarterly to 1SO. e m data includes loss
experience by line of business, type of loss, dollar amouptsnC counts, accident dates,
territory, etc.

= Claims management personnel reconcile the upderNing data for completeness and
accuracy, and generate exception reports to ensurs( data is properly reported.

rmat required

= Company policy is to timely report complete and accurate loss data to app% rating
rance industry

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

Transaction Testing Procedure: E‘?@wed Company personnel to understand its loss
ifed

statistical reporting processes, and ob cumentation supporting such processes.

Transaction Testing Results: § E )
Findings: None. %
Observatio Company appears to timely and accurately report loss statistical data to
rating b , and its processes are functioning in accordance with their policies and
proce,

; ell as statutory and regulatory requirements.

Recom@atio S: None.
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SUMMARY

Based upon the procedures performed in this comprehensive examination, Eide 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 Handbook, the
market conduct examination standards of the Division, and the Commonwealth of Massachusetts
insurance laws, regulations and bulletins. Eide has made recommendations to address concerns in
the areas of Company Operations / Management, Producer Licensing and Claims.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualified and that, in conjunction with Eide Bailly
LLP, applied certain agreed-upon procedures to the corporate records of the Company in order for
the Division 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, avhich
was in accordance with, and substantially complied with, those standards established.&;[he
National Association of Insurance Commissioners (NAIC) and the Handbook. This garticipation
consisted of involvement in the planning (development, supervision and review o -upon
procedures), administration and preparation of the comprehensive examination reQox addition,
Dorothy K. Raymond and James Wright of the Division’s Market Conduct Seo
the examination, and in the preparation of this report.

The cooperation and assistance that the officers and employees of % any extended to all
examiners during the course of the examination is hereby acknowleijf

&

Matthew C. Regan Il b4

Director of Market Conduct and \Q
Examiner-In-Charge &
Commonwealth of Massachusett

Division of Insurance

Boston, Massachusetts
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