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Dear Commissioner Bowler: (&\

Pursuant to your instructions accordance with Massachusetts General Laws, Chapter
175, Section 4, a compre fve €xamination has been made of the market conduct affairs
of

ITATION INSURANCE COMPANY
at its home o located at:

2 @Street
Webster, MA 01570

The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (“the Division™) conducted a comprehensive market
conduct examination of Citation Insurance Company (“the Company”) for the period January 1,
2003 to June 30, 2004. The examination was called pursuant to authority in Massachusetts General
Laws Chapter (M.G.L. c.) 175, Section 4. The market conduct examination was conducted at the
direction of, and under the overall management and control of, the market conduct examination
staff of the Division. Representatives from the firm of Rudmose & Noller Advisors, LLC (“RNA”)
were engaged to complete certain agreed upon procedures.

EXAMINATION APPROACH Ew

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

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

V1. Underwriting and Rating (&)(\

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

assessment provide
their business a
regulations an

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

The con 0ls ass sment process is comprised of three significant steps: (a) identifying controls; (b)
deterprining, T the control has been reasonably designed to accomplish its intended purpose in
iti sk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
ctioning as intended (i.e., the actual testing of the controls). For areas in which controls reliance
was established, sample sizes for transaction testing were accordingly adjusted. The form of this
report is “Report by Test,” as described in Chapter VI A. of the Handbook.




EXECUTIVE SUMMARY

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

The Division considers a substantive issue as one in which corrective action on part of the
Company is deemed advisable, or one in which a “finding,” or violation of Massachusetts insurance
laws, regulations or bulletins was found to have occurred. It also is recommended &y\pany
management evaluate any substantive issues or “findings” for applicability to potﬁ%c urrence
in other jurisdictions. When applicable, corrective action should be taken for al ictions and a
report of any such corrective action(s) taken should be provided to the Divisian.

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

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

l. COMPANY OPERATION/MANAGEMENT E L
STANDARD I-3 (PAGE 9) ,\0

Findings: None.

Observations: RN §d the work of the SIU as part of various claims standards
throughout the e n. RNA also confirmed that companywide employee hiring
requirements i estation to no felony convictions, or if he or she has, that he or she
has receive % by the Division to engage in the business of insurance. RNA also
confirme minal background checks are conducted for certain limited positions
when loyees are hired. Based upon our review of the Company’s policies and
procedures, it appears that the Company generally has antifraud initiatives in place that are

reasonably calculated to detect, prosecute, and prevent fraudulent insurance acts, although
6&0& background checks for all new employees are not conducted.

Recommendations: RNA recommends that the Company conduct criminal background
checks for all current and prospective employees.




VI.

COMPLAINT HANDLING

STANDARD |1-1 (PAGE 19)

Findings: None.

Observations: RNA noted that the Company appears to maintain proper complaint
handling procedures and a complete listing of complaints in accordance with M.G.L. c.
176D, § 3(10). The Company’s complaint log does not include whether each co int
was justified or unjustified.

Recommendations: The Company should begin compiling the final di ion for each
filed complaint, particularly whether each complaint was justified justified and
include such information as part of their complaint log. %

STANDARD |11-2 (PAGE 20)

Findings: None. QO

Observations: The Company appears to have d complaint procedures in place and
communicates such procedures to pollcy omplaint activity and information is
regularly distributed to members of the Co any s Executive Committee. Management
has stated the Executive Commlttee di es complaint matters at the Committee level on
an as needed basis.

Recommendations: The Com d consider enhancing its documentation of periodic
discussions of complaint rgatte y the Executive Committee. Possible items for such

documentation could inclu t not be limited to, common complaints made, the results
of complaint investi at nd subsequent actions taken, if any, to address specific
concerns mcludln nhancements directly related to such concerns.

UNDERW D RATING

STAIN V1-15 (PAGE 45)

s: None.

bservations: Based on the results of our testing of five sales of commercial auto policies
and 20 sales of homeowners policies, it appears that policy files adequately supported
decisions made. One homeowners application for new business was not signed by the
applicant.

Recommendations: Company underwriting personnel should ensure that applications
submitted by producers for new business are signed by the applicant.




COMPANY BACKGROUND

The Company is headquartered in Webster, Massachusetts and is a subsidiary of The Commerce
Group, Inc. a publicly traded stock company. The Company offers commercial auto and
homeowners insurance to preferred risks in Massachusetts and New Hampshire. The Company’s
statutory surplus as of December 31, 2003 is $107.4 million with statutory admitted assets of
$153.1 million. For 2003, premium earned was $26.6 million, and net income was $8.9 million.

including 500 independent agents and 160 Exclusive Representative Producers (“ERP”) a ed to
them by Commonwealth Automobile Reinsurers (“CAR™). The independent agents pr
passenger auto, commercial auto, homeowners and commercial property/liability b
business produced by ERPs is auto business produced in accordance with CAR
write exclusively for the Company and can not be terminated.

The examination was conducted concurrently with examination of Co %ﬁliate, Commerce
Insurance Company, as management, systems, processes and control ommon to operations of

both of these affiliated companies.
The commercial auto market includes the involuntary and %@ markets. The involuntary
commercial auto market is Massachusetts is highly regul haracterized by mandatory coverage

minimums, a requirement for carriers to accept all risks.a orm coverages. Further, individual
risks as determined by the carriers can be ceded Q‘ . All licensed auto carriers are also

The Company has a stable distribution channel with approximately 660 Massachusetts <rix?rs

required to participate in the CAR reinsurance facility. Each licensed auto carrier is allocated a
share of the CAR pooled operating results and_aceumulated deficit in proportion to each carrier’s
market share in the voluntary market. voluntary market covers remaining classes of
commercial coverage where rates and for e approved on an individual carrier basis by the
Division.

The key objectives of this @ere determined by the Division with emphasis on the

O
S
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l. COMPANY OPERATIONS/MANAGEMENT

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

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

Objective: This Standard is concerned with whether there is an audit program funéﬂ;»t)vat

provides meaningful information to management.
Controls Assessment: The following key observations were noted in conjunction-wi %e review of
this Standard: @
= The Company’s ultimate parent is a publicly traded entity. B %Company and its
parent are audited annually by an independent accounting firm. %
= The parent company’s Corporate Compliance Committe Audit Committee was
established over three years ago to address Securities change Commission and

Sarbanes-Oxley requirements. %

s The Company’s internal audit function conducl%?n' ic audits for compliance with
Company policies and procedures including key i controls.

s The Company responds to internal and exteQ t recommendations to correct, modify
and implement procedures.

s The Company’s claim’s function ha ims Quality Evaluation (“CQE”) department
which periodically conducts extens@ it procedures on various claim functions.

= The Company conducts periodi of producer operations to ensure that statutory and
regulatory guidelines for auto‘palicies are properly implemented.

= The Company has ado eWt procedures to screen and check data submitted to the
Company's statistical_agent, “*CAR. Participation in CAR is mandatory for all insurers
writing certain comme uto insurance in Massachusetts.

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

transaction te dures.

Transaction Testing Procedure: RNA reviewed various internal audit reports. CQE department
workpapers, and the audits of producer operations were reviewed as part of various standards
throug e examination.

Transaction Testing Results: The internal audit reports reviewed by RNA appeared to provide
detailed information on the procedures performed, audit findings and recommendations for
improvement. The results of our review of CQE department workpapers and the audits of producer
operations are included in the various standards throughout the examination.

Recommendations: None.




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

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

* * * * *

to detect, prosecute, and prevent fraudulent insurance acts.. 18 U.S.C. § 1033; Division of

Standard 1-3. The company has antifraud initiatives in place that are reasonably calﬁlated
Insurance Bulletins 98-11 and 2001-14.

Objective: This Standard is concerned with whether the Company has an antj an that is
adequate, up-to-date and in compliance with applicable statutes and is implemen %;l ropriately.

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and Law orcement Act of 1994
(“Act”), it is a criminal offense for anyone “engaged in the busin insurance” to willfully
permit a “prohibited person” to conduct insurance activity witho consent of the primary
insurance regulator. A “prohibited person” is an individual w n convicted of any felony
involving dishonesty or a breach of trust or certain other offeh%f/ who willfully engages in the
business of insurance as defined in the Act. In accordanc ision of Insurance Bulletins 98-
11 and 2001-14, any entity conducting insurance activity i sachusetts has the responsibility of
notifying the Division, in writing, of all employees s who are affected by this law. Those
individuals may either apply for an exemption f o&a law, or must cease and desist from their
engagement in the business of insurance.

this Standard:
= The Company has a writte address fraud throughout the organization.

= As part of the claims d;&r nt, the Company has a Special Investigative Unit (“SIU”)

Controls Assessment: The following K@tlons were noted in conjunction with the review of
an

which includes 43 st ated to the prevention and handling of fraudulent activities.

= TheSIU function%,p t make a distinction between claims in which the insured’s policy
is ceded to C % tained by the Company. Similarly, no distinction is made between
claims on hgsiness.produced by voluntary agents or ERPs.

s TheC ’s SIU function has extensive written policies, guidelines and procedures to
addre%pl fraud prevention. All auto theft claims are handled by the SIU.
e Co

any adheres to SIU standards established by CAR. Participation in CAR is
datory for all insurers writing certain commercial auto insurance in Massachusetts.

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

s To address claims, employee and management fraud, the Company’s parent has instituted a
whistleblower hotline where any person can call and report a potential illegal act or fraud.
If and when such reports are made, they are handled directly by the parent company’s
Corporate Compliance Committee.

= The Company’s policy is to seek approval of the Division regarding the hiring of any
“prohibited person” as noted above in instances where the Company wishes to employ such
a person.




The Company generally does not complete criminal background checks for new employees
unless the potential hire will work in the Company’s child care center or unless the position
for which the applicant is applying requires such an investigation. Criminal background
checks for three information security and one investment positions have been also
conducted by the Company. However, every new employee must attest on his or her
employment application that he or she has not been convicted of a felony, or if he or she
has, that he or she has received approval by the Division to engage in the business of
insurance.

Controls Reliance: Controls tested via documentation inspection, procedure observatioé.%j‘lor

transaction testing procedures.

corroborating inquiry appear to be sufficiently reliable to be considered in determining J%[e of

Transaction Testing Procedure:

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

Observations: RNA reviewed the work of the SI of various claims standards
throughout the examination. RNA also confir hat.-companywide employee hiring
requirements include attestation to no felony ¢ m%! or if he or she has, that he or she
has received approval by the Division to e in the business of insurance. RNA also
confirmed that criminal background ch c@e conducted for certain limited positions
when new employees are hired. Based upon our review of the Company’s policies and
procedures, it appears that the Company~generally has antifraud initiatives in place that are

reasonably calculated to detect, u@ and prevent fraudulent insurance acts, although
criminal background checks f employees are not conducted.

all current and prospective

Recommendations: RNA recom nzs that the Company conduct criminal background checks for
@Bs.

0 * * * * %

Standard 1-4. company has a valid disaster recovery plan.

No work r%ed. All required activity for this Standard is included in the scope of the statutory

financi

ination of the Company which is ongoing.

* * * * *

Standard I-5. The company adequately monitors the activities of the Managing General
Agents (MGA).

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

* * * * *
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Standard 1-6. Company contracts with MGAs comply with applicable statutes, rules and
regulations.

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

* * * * *

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

record retention requirements.

Controls Assessment: The parent company’s Corporate Compliance Committees ablished the
Company’s record retention policy and adopted an extensive Record Retention Manual. The
Manual is quite detailed by company function and by document as e.length of time each
document is to be retained. The Manual also discusses how documen&\h Id be destroyed.

0

Objective: This Standard is concerned with the organization, legibility and structur,
well as determining if the Company is in compliance with record retention require

edure observation and/or
in determining the extent of

corroborating inquiry appear to be sufficiently reliable to be ¢

Controls Reliance: Controls tested via documentation inspecti
o@e
transaction testing procedures.

Transaction Testing Procedure: RNA performed y@ocedures throughout this examination

which related to review of documentation and record retention.
Transaction Testing Results: The Compa %office record retention policies are described
for each Standard, as applicable. ,\

Recommendations: None. &

§*****

Q
S
@%\
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Standard 1-8. The company is licensed for the lines of business that are being written.
M.G.L. c. 175, 88 32 and 47.

Objective: This Standard is concerned with whether the lines being written by a Company are in
accordance with the authorized lines of business. Pursuant to M.G.L. c¢. 175, § 32, domestic
insurers must obtain a certificate authorizing it to issue policies or contracts. Additionally, M.G.L.
c. 175, 8§ 47 sets forth the various lines of business for which an insurer may be licensed.

Controls Assessment: Due to the nature of this Standard, no controls assessment was perfo&;&

Controls Reliance: Not applicable. :i\)
Transaction Testing Procedure: RNA reviewed the Certificate of Authority fo@ﬁ mpany and

compared it to the lines of business which the Company writes in the Comm%e

Transaction Testing Results: :@

Findings: None. 0

Observations: The Company is licensed for the Iiu%%siness being written.

Recommendations: None.
* '&3 *

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

Objective: This Standard is conce ith the Company’s cooperation during the course of the
examination. M.G.L. c. 175 ts-forth the Commissioner’s authority to conduct examinations

of an insurer.
Controls Assessment; &he nature of this Standard, no controls assessment was performed.

applicable.

ing Procedure: The Company’s level of cooperation and responsiveness to

Transaction Te
exami;i%ests was assessed throughout the examination.

Trans n Testing Results:

Findings: None.

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

Recommendations: None.
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Standard 1-10. The company has procedures for the collection, use and disclosure of
information gathered in connection with insurance transactions to minimize any improper
intrusion into the privacy of applicants and policyholders. Gramm-Leach-Bliley Act, Section
504(a) and 16 CFR Part 313.

Objective: This Standard is concerned with the Company’s policies and procedures to ensure it
minimizes improper intrusion into the privacy of consumers.

this Standard:
= The Company’s policy is to comply with the Gramm-Leach-Bliley Act, Secti N%Af}a) and
its related rule 16 CFR Part 313 regarding privacy requirements of nou@ ersonal

information. QW
= Company policy allows for the sharing customer and personal informa ith affiliates
and non-affiliates who provide services to the Company.

= Company policy is to disclose information only as required or.perp
regulators, law enforcement agencies, anti-fraud organizationsy-an
the Company in processing business transactions to its cusi

s The Company does not sell or share information wit@
such, policyholders have no “opt out” rights.

s Company policy requires a home office approved ‘consumer privacy notice be provided to
applicants when the application is taken an is bound.

= The consumer privacy notice is also i%ﬁ ith policy declaration pages when new and

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

ittéd by law to industry
ird parties who assist

oné for marketing purposes. As

renewal policies are delivered.

s The Company stated that they h oped and implemented information technology
security practices to safeguard personal information.

Controls Reliance: Controls t te% documentation inspection, procedure observation and/or
corroborating inquiry appear to ufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing
privacy complianc

e: RNA interviewed Company personnel with responsibility for
ewed documentation supporting privacy policies and procedures.

Transaction @esults:

ings: None.

the Company’s privacy practices minimize any improper intrusion into the privacy of
applicants and policyholders, and are disclosed to policyholders in accordance with the
Company’s policies and procedures.

@Jservaﬁons: Based upon our review of the Company’s privacy practices, it appears that

Recommendations: None.
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Standard I-11. The company has developed and implemented written policies, standards and
procedures for the management of insurance information.

The objective of this Standard was included for review in each Standard where such policy or
procedure for the management of insurance information exists or should exist.

* * * * *

Standard 1-12. The company has policies and procedures to protect the privacy of blic
personal information relating to its customers, former customers and consumers that are’not
customers. Gramm-Leach-Bliley Act, Section 504(a) and 16 CFR Part 313.

Objective: This Standard is concerned with the Company’s policies and proc@s to ensure it
protects privacy of non-public personal information.

Controls Assessment: The following key observations were noted in (%%ﬁon with the review of

this Standard:

m  The Company’s policy is to comply with the Gramm- iley Act, Section 504(a) and
its related rule 16 CFR Part 313 regarding priv requirements of nonpublic personal
information. %f

= Company policy allows for the sharing cus and personal information with affiliates

and non-affiliates who provide services to the.Company.

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

s The Company does not sell Q% information with anyone for marketing purposes. As
“Opt

such, policyholders have n<\ t” rights.

Controls Reliance: Control via documentation inspection, procedure observation and/or
corroborating inquiry app@' sufficiently reliable to be considered in determining the extent of

transaction testing pro

Transaction TestmﬁProcedure: RNA interviewed Company personnel with responsibility for
privacy compi}\?ﬁf reviewed documentation supporting privacy policies and procedures.

Transac@st g Results:
@M: None.
Observations: Based upon our review of the Company’s policies and procedures, it

appears that such policies and procedures appear to adequately protect consumer non-
public personal information.

Recommendations: None.
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Standard 1-13. The company provides privacy notices to its customers and, if applicable, to
its consumers who are not customers regarding treatment of nonpublic personal financial
information. Gramm-Leach-Bliley Act, Section 504(a) and 16 CFR Part 313.

Obijective: This Standard is concerned with the Company’s practice of providing privacy notices to
customers and consumers.

this Standard:
= The Company’s policy is to comply with the Gramm-Leach-Bliley Act, Secti rﬁ\(yl}a) and
its related rule 16 CFR Part 313 regarding privacy requirements of nou@ ersonal

information. g
= Company policy requires a home office approved consumer privacy.no e provided to

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

applicants when the application is taken and coverage is bound.
= The consumer privacy notice is also included with policy dec @ ages when new and
renewal policies are delivered.

Controls Reliance: Controls tested via documentation ins é%egwocedure observation and/or
corroborating inquiry appear to be sufficiently reliable to nsidered in determining the extent of
transaction testing procedures.

privacy compliance, reviewed documentatio orting privacy policies and procedures and

reviewed the notice for sufficiency. Q
Transaction Testing Results: (Q

Findings: None.

Transaction Testing Procedure: RNA intervie%e ompany personnel with responsibility for

Observations: our review of the Company’s privacy notice and a review of

B
e pears that the Company’s provides a sufficient privacy notice to
D

Company pract
applicants a icyholders regarding non-public personal financial information in
accordance@ Company’s policy.

Recommend - None.
* * * * *
St

ard\1°14. If the company discloses information subject to an opt out right, the company
es and procedures in place so that nonpublic personal financial information will not
be losed when a consumer who is not a customer has opted out, and the company provides
opt out notices to its customers and other affected consumers. Gramm-Leach-Bliley Act,
Section 504(a) and 16 CFR Part 313.

No work performed. The Company does not utilize opt out rights as it does not share information
with others for marketing purposes; therefore, this standard is not applicable to this examination.

* * * * *
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Standard 1-15. The company’s collection, use and disclosure of nonpublic personal financial
information are in compliance with applicable statutes, rules and regulations. Gramm-Leach-
Bliley Act, Section 504(a) and 16 CFR Part 313.

Objective: This Standard is concerned with the Company’s policies and procedures regarding
collection, use and disclosure of nonpublic personal financial information.

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

this Standard:
= The Company’s policy is to comply with the Gramm-Leach-Bliley Act, Section SQ%nd
its related rule 16 CFR Part 313 regarding privacy requirements of nonpublic personal
information.

s Company policy allows for the sharing customer and personal inform ith affiliates
and non-affiliates who provide services to the Company.

s Company policy is to disclose information only as required or permi by law to industry
regulators, law enforcement agencies, anti-fraud organizations d parties who assist
the Company in processing business transactions to its custo

= The Company does not sell or share information with a r marketing purposes. As
such, policyholders have no “opt out” rights.

= Company policy requires a home office approve umer privacy notice be provided to
policyholders when the application is taken and:co e is bound.

= The consumer privacy notice is also includQ olicy declaration pages when new and

renewal policies are delivered. g;
Controls Reliance: Controls tested via % ation inspection, procedure observation and/or

corroborating inquiry appear to be suffi iable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: interviewed Company personnel with responsibility for
privacy compliance and revi umentation supporting privacy policies and procedures.

Transaction Testing R :
Finding\i‘\;. %e.
S:

ObserN| Based upon our review of the Company’s policies and procedures, it
%r_? at such policies and procedures provide reasonable assurance to ensure that it

rly collects, uses and discloses nonpublic personal financial information.

Re mendations: None.
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Standard 1-16. In states promulgating the health information provisions of the NAIC model
regulation, or providing equivalent protection through other substantially similar laws under
the jurisdiction of the Department of Insurance, the company has policies and procedures in
place so that nonpublic personal health information will not be disclosed except as permitted
by law, unless a customer or a consumer who is not a customer has authorized the disclosure.

Objective: This Standard is concerned with the Company’s policies and procedures to ensure it

maintains privacy of nonpublic personal health information related to claims. :
Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy is to disclose nonpublic personal health information obta

claims only as required or permitted by law to industry regulators,
agencies, anti-fraud organizations, and third parties who assist %

relation to
enforcement
any in processing
business transactions to its customers.
= The Company’s procedures to protect the privacy of nonpublﬁ;}sO
are the same as those that apply to nonpublic personal fin i

al health information
rmation.

Controls Reliance: Controls tested via documentation i ctign, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to dered in determining the extent of

transaction testing procedures.
Transaction Testing Procedure: RNA intervi &mpany personnel with responsibility for
privacy compliance and reviewed document orting privacy policies and procedures.

Transaction Testing Results:

Findings: None.

Observations: Bas our review of the Company’s policies and procedures, it
appears that suc ictes and procedures provide reasonable assurance regarding the
privacy of no ic'personal health information related to claims.
Recommendatio@%ne.
* * * * *

Each licensee shall implement a comprehensive written information security
the protection of nonpublic customer information. Gramm-Leach-Bliley Act,
04(a) and 16 CFR Part 313.

Objective: This Standard is concerned with the Company’s information security efforts to ensure
that nonpublic consumer information is protected.

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

= The Company’s policy is to comply with the Gramm-Leach-Bliley Act, Section 504(a) and
its related rule 16 CFR Part 313 regarding privacy requirements of nonpublic personal
information.

17




= The Company has conducted an information systems risk assessment to consider, document
and review information security threats and controls.
= The Company has adopted a written information systems security and controls policy.

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

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

transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with res ibility for
privacy compliance and reviewed documentation supporting privacy policies and p

Transaction Testing Results: 0

Findings: None. @b

Observations: Based upon our review of the Company’s;i %ion security policies and
procedures, it appears that the Company has impleme formation security program
which provides reasonable assurance that informat':sg stems protect nonpublic personal

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 11-1. All complaints are recorded in the required format on the company complaint
register. M.G.L. c. 176D, 8 3(10). d

Objective: This Standard addresses whether the Company formally tracks complai

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

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

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

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

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

= Written policies and procedures govern the comp ing process.

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

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

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

requirements.
= The Company does not as?!ach complaint as “justified” or “unjustified”.

= The Company polic
document their fi

= The Compa @- complaint filed with the Division from January 1, 2003 to June 30,
2004 rela e% claim.

= Company personnel regularly& complaint log to ensure compliance with statutory

y respond to Division complaints within 10 business days and
accordance with Massachusetts Law and contract language.

ction testing procedures.

extenQ
action Testing Procedure: RNA reviewed the single Massachusetts complaint filed from
Janu 1, 2003 to June 30, 2004 to evaluate compliance with M.G.L. c. 176D, § 3(10). RNA

reviewed the complaint file noting the response date and the documentation supporting the
resolution of the complaint. Also, RNA compared the Company’s complaint register to the
Division’s complaint records to ensure that the Company’s records were complete.

Controls Reh&g S Controls tested via documentation inspection, procedure observation
and/or q%b;ra ng inquiry appear to be sufficiently reliable to be considered in determining the

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that the Company appears to maintain proper complaint
handling procedures and a complete listing of complaints in accordance with M.G.L. c.
176D, 8 3(10). The Company’s complaint log does not include whether each complaint
was justified or unjustified.

Recommendations: The Company should begin compiling the final disposition for each filed
complaint, particularly whether each complaint was justified or unjustified and include such
information as part of their complaint log.

* * * * *

Standard 11-2. The company has adequate complaint handling procedures m\)@ae and
communicates such procedures to policyholders. M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether (a) the Company has doc n&rocedures for
complaint handling as required by M.G.L. c. 176D, 8§ 3(10), (b) th L%ures in place are
sufficient to require satisfactory handling of complaints received as @ nducting root cause
analyses in areas developing complaints, (c) there is a method for di %i n of and obtaining and
recording response to complaints that is sufficient to allow response within the time frame required
by state law, and (d) the Company provides a telephone-qul and address for consumer

inquiries. &

Controls Assessment: Refer to Standard I1-1.

Controls Reliance: Controls tested via docume atio;i inspection, procedure observation and/or
corroborating inquiry appear to be suﬁicien% able to be considered in determining the extent of

transaction testing procedures.

Transaction Testing Procedure: R AXWed the single Massachusetts complaint filed from
January 1, 2003 to June 30, 2004 t uate this Standard. Also, RNA interviewed management
and staff responsible for compl ndling and examined evidence of the Company’s processes
and controls. In addition, ine whether or not the Company provides contact information
for consumer inquiries, of forms and billing notices sent to policyholders were reviewed
for compliance.

Transaction Testif&ults:

one.

rvations: The Company appears to have adequate complaint procedures in place and
mmunicates such procedures to policyholders. Complaint activity and information is
regularly distributed to members of the Company’s Executive Committee. Management
has stated the Executive Committee discusses complaint matters at the Committee level on

an as needed basis.

Recommendations: The Company should consider enhancing its documentation of discussions of
complaint matters by the Executive Committee. Such documentation could include, but not be
limited to, common complaints made, the results of complaint investigations and subsequent
actions taken, if any, to address specific concerns including process enhancements directly related
to such concerns.
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Standard 11-3. The company takes adequate steps to finalize and dispose of the complaint in
accordance with applicable statutes, rules and regulations and contract language.

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

Controls Assessment: Refer to Standard 11-1. 4

i extent of

Controls Reliance: Controls tested via documentation inspection, procedure obse Mnd/or
corroborating inquiry appear to be sufficiently reliable to be considered in deternﬁ

transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the single Massachusett plaint filed from
January 1, 2003 to June 30, 2004 to evaluate this Standard. ::

Transaction Testing Results:

Findings: None. {

Observations: The complaint file appear be ‘complete including correspondence,
original documentation and the Company’s plaint summary. The response appeared to
fully address the issues raised, identified properremedies and appeared to be in compliance
with Massachusetts Law and contra@ e.

Recommendations: None. (&)(\

Standard 11-4. The ti within which the company responds to complaints is in
accordance with appli utes, rules and regulations.

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

complaint. Massa tts does not have a specific time standard in the statutes or regulations.

However, th%’swn has established a practice of allowing 14 calendar days from the date that

the notice=0f complaint is sent to the insurer by the Division for the insurer to respond to the

Division. omplaints received by the Company directly, the Company policy is to diligently
t e complaint as soon as possible.

res .@
Cﬁ@ls Assessment: Refer to Standard 11-1.

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

Transaction Testing Procedure: RNA reviewed the single Massachusetts complaint filed from
January 1, 2003 to June 30, 2004 to evaluate timely response.
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Transaction Testing Results:

Findings: None.

Observations: Complaint resolution appeared to be reasonably timely and within the 14
calendar day period directed by the Division.

Recommendations: None.
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I, MARKETING AND SALES

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

Standard I11-1. All advertising and sales materials are in compliance with applicable statutes,
rules and regulations. M.G.L. c. 176D, § 3; Division of Insurance Bulletin 2001-02.

Objective: This Standard is concerned with whether the Company maintains a syste mrol

over the content, form and method of dissemination for all advertisements of its policies.*Pursuant

to M.G.L. c. 176D, 83, it is deemed an unfair method of competition to mis r falsely
a :i

advertise insurance policies, or the benefits, terms, conditions and advantages said policies.
Pursuant to Division of Insurance Bulletin 2001-02, an insurer who maintaihs ternet website
must disclose on that website the name of the company appearing on the %te of authority and
the address of its principal office. %

Controls Assessment: The following key observations were noted@n unction with the review of
this Standard:
= Advertising and sales materials are targeted t ers. Many focus on the parent
company’s CaresVan roadside emergency sery% ided in conjunction with American
Automobile Association affiliated agencies.
= All advertising and sales materials preduced:.by the parent company are reviewed by
management for approval and compli ith statutory and regulatory requirements prior
to use.
= The Company’s policy is to the parent company’s name and address on its
website.

Controls Reliance: Controls t
corroborating inquiry appear
transaction testing procedures

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

appropriate e of its name and address and general consistency with statutory and
regulatory req ents.

Transﬁtﬁ%gstinq Results:
Q Findings: None.

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

Recommendations: None.
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Standard I11-2. Company internal producer training materials are in compliance with
applicable statutes, rules and regulations.

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

Controls Assessment: The following controls were noted as part of this Standard:
= The Company has distributed general information focusing on company policies, przctices

and procedures including those relating to underwriting and rating, policyholde vice,
and claims. The Company’s producers also have access to electronic policy a W res
manuals.

= Updated electronic training manuals are provided to producers through year noting
changes in policies, practices and procedures.

Controls Reliance: Controls tested via documentation inspection, p observation and/or
corroborating inquiry appear to be sufficiently reliable to be consider% ermining the extent of

transaction testing procedures.

provided to producers for accuracy and reasonableness.

Transaction Testing Procedure: RNA reviewed gene@maﬁon and electronic manuals

Transaction Testing Results:

Findings: None. ‘%

Observations: The Company’i Q information and electronic manuals provided to

producers appear to be accurate'and reasonable.

Recommendations: None. E :
* * * * *

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

Objective: Th andard is concerned with whether the written and electronic communication
betwee ompany and its producers is in accordance with applicable statutes, rules and
regul .

C&ols Assessment: The following controls were noted as part of this Standard:

= The Company has distributed general information focusing on company policies, practices
and procedures including those relating to underwriting and rating, policyholder service,
and claims. The Company’s producers also have access to electronic training manuals.

= Updated electronic training manuals are provided to producers throughout the year noting
changes in policies, practices and procedures.

24




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

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

Transaction Testing Results:

Findings: None. 4

Observations: The Company’s communications to producers appear to B% rate and

reasonable.
* * * * * @:

Recommendations: None.

Standard I111-4. Company mass marketing of property fan bﬁsualty insurance is in

compliance with applicable statutes, rules and regulations.M.G t=c. 175, § 193R
No work performed. This Standard not covered in s amination because the Company
does not offer mass merchandising or group marketi lans as defined in statute or any affinity

group discounts.

S
g
S
N2
&
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V. PRODUCER LICENSING

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

Standard 1V-1. Company records of licensed and appointed (if applicable) producers agree
with department of insurance records. 18 U.S.C. § 1033; M.G.L. c. 175, 8§88 1621 and162S.
Division of Insurance Bulletins 98-11 and 2001-14.

Objective: The Standard is concerned with ensuring that the Company’s appointed pro rs are
appropriately licensed by the Division. M.G.L c. 175, § 162l requires all persons.who Solicit, sell

or negotiate insurance in the Commonwealth to be licensed for that line of authg
such producer shall not act as an agent of the Company unless the produce%

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

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and.-Lav orcement Act of 1994
(*Act”), it is a criminal offense for anyone “engaged in the 5 %. of insurance” to willfully
ho

urther, any
appointed by

permit a “prohibited person” to conduct insurance activity vritten consent of the primary
insurance regulator. A “prohibited person” is an individu s been convicted of any felony
involving dishonesty or a breach of trust or certain other es and who willfully engages in the
business of insurance as defined in the Act. In accor; ith Division of Insurance Bulletins 98-
11 and 2001-14, any entity conducting insurance activity in Massachusetts has the responsibility of
notifying the Division, in writing, of all producers. acting as agents who are affected by this law.
Those individuals may either apply for an tion from the law, or must cease and desist from
their engagement in the business of insur

&rvaﬁons were noted in conjunction with the review of

procedures are designed to comply with the Division’s

.G.L. c. 175, § 162S, which requires that a producer must be
appointed as agen 15 days from the date the agent’s contract is executed.

= The Comp policy is to seek approval of the Division regarding the appointment of any

“prohibi son” as noted above in instances where the Company wishes to appoint such

Controls Assessment: The followi
this Standard:

= The Company’s ap

requirements prescribe

inations, appointments and other licensing changes relating to appointed agents and

sold in Massachusetts prior to contracting with them as agents.

= Periodically notices are sent to agents as a reminder to renew their licenses and submit
appropriate documentation to the Company. Company personnel will follow up with the
agent if documentation of renewal is not received timely.

= The Company prepares a quarterly reconciliation of their agent appointment list to the
Division’s list.

= All appointed agents and ERPs are required to enter into a written contract with the
Company prior to selling business.

Q e Company verifies that producers are properly licensed for the lines of business to be
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= The Company does not conduct criminal background checks on newly appointed agents
although it provides notice to them of the requirements of 18 U.S.C. § 1033 of the Act.

= The Company requires appointed agents to maintain $1 million in E&O coverage.

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

contracting and processing of appointments. RNA selected five sales of commercial aut icies
and 20 sales of homeowners policies for the period January 1, 2003 through June 30; . "For
each of the sales, RNA verified that the selling agent was included on the Divisi of the
Company’s appointed agents at the time of sale. 0

Transaction Testing Results: Q)( ‘E

Findings: None. C
Observations: Based on the results of our testing of fi o commercial auto policies

and 20 sales of homeowners policies, RNA noted all"of the Company’s appointed
agents were listed on the Division’s list of the C appointed agents at the time of
sale. RNA noted that the Company provides:notice;to agents of the requirements of 18
U.S.C. § 1033 of the Act.

Recommendations: None. % ;
* Q* * *

Transaction Testing Procedure: RNA interviewed individuals with responsibility for pr:ducer
00

Standard 1V-2. Producers are p%i»licensed and appointed (if required by state law) in

the jurisdiction where the applic was taken. 18 U.S.C. § 1033; M.G.L. c. 175, §§ 162l
and 162S; Division of Insuranc etins 98-11 and 2001-14.
Objective: Refer to St@l.

Controls Assessme@ r to Standard 1V-1.
Controls Reli@g ;. Refer to Standard 1V-1.

Tran sting Procedure: Refer to Standard IV-1.

&a on Testing Results: Refer to Standard 1V-1.

Recommendations: Refer to Standard IV-1.

* * * * *
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Standard 1V-3. Termination of producers complies with applicable statutes regarding
notification to the producer and notification to the state, if applicable. M.G.L. c. 175, § 162T.

Objective: This Standard is concerned with whether the Company’s termination of producers
complies with applicable statutes requiring notification to the state and the producer. Pursuant to
M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the effective date
of the producer’s termination, and if the termination was for cause, must notify the Division of such

this Standard:

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

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

= The Company has a process to notify agents that they have t%
with statute and contractual requirements.

cause. %
Controls Assessment: The following key observations were noted in conjunction with t@e of

inated in compliance

Controls Reliance: Controls tested via documentation i ctign, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable t idered in determining the extent of

contracting and termination processing. R ed the listing of terminated agents and ERPs
and reviewed the Division’s list to ensure,t inated agents were removed from the Division’s
list.

transaction testing procedures.
Transaction Testing Procedure: RNA intervie &ividuals with responsibility for producer
%l’%v

Transaction Testing Results:

Findings: None. @

Observations: sults of our testing showed that the Company appears to be notifying

the Divisi agents are terminated. None of the terminations that RNA tested was
for caus ined in M.G.L. c. 175, § 162R.

Recommende%n; one.
0 * * * * *

Sta$grd IV-4. The company’s policy of producer appointments and terminations does not
result in unfair discrimination against policyholders.

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

Controls Assessment: Refer to Standards V-1 and IV-3.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA selected five sales of commercial auto policies and 20 sales
of homeowners policies for the period January 1, 2003 through June 30, 2004. For each of the
sales, RNA reviewed documentation for any evidence of unfair discrimination against
policyholders as a result of the Company’s policies regarding producer appointments and

terminations.
Transaction Testing Results: \) Yy
Findings: None. ‘%

Observations: Through our testing of five sales of commercial auk: poQ and 20 sales

of homeowners policies, no evidence of unfair discrimination policyholders was
noted as a result of the Company’s policies regarding appointments and
terminations.

Recommendations: None. QQ

Standard 1V-5. Records of terminated pré&{\"adequately document reasons for
terminations. M.G.L. c. 175, 8 162R and 162

adequately document the action tak nt to M.G.L. c. 175, 8 162T, the Company must
notify the Division within 30 days 0 ective date of the producer’s termination, and if the
termination was for cause, as defi M.G.L. c. 175, 8 162R, the Company must notify the
Division of such cause.

Controls Assessment: RGQ.& ndard 1V-3.

Controls Reliance: Is tested via documentation inspection, procedure observation and/or
corroborating inqui pear to be sufficiently reliable to be considered in determining the extent of
transaction t cedures.

Objective: The Standard is concerne@ Company’s records for terminated producers

Transac@stinq Procedure: RNA obtained a listing of terminated agents and reviewed the
reas rmination for each agent.

T&action Testing Results:

Findings: None.

Observations: Based on the testing noted above, the Company’s internal records
adequately document reasons for agent terminations. None of the terminations that RNA
tested was for cause as defined in M.G.L. c. 175, § 162R.

Recommendations: None.
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Standard 1V-6. Producer accounts current (account balances) are in accordance with the
producer’s contract with the company.

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

Controls Assessment: Due to the nature of the Standard, no controls assessment W&.%llde.
Further, nearly all of the Company’s policies are billed on a direct basis mitigating th@i ity

for excessive balances from producers. .E
Controls Reliance: Not applicable. 0

Transaction Testing Procedure: Since the Company direct bills premi %arly all instances,
debit account balances are not a significant issue. If material debit a% t balances existed, they
C

would be evaluated in the scope of the statutory financial examinat'@ ompany.

Transaction Testing Results: Not applicable.

Recommendations: None. QQ -

30




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 Y.

Iders with
B 1,
as of the

Objective: This Standard is concerned with whether the Company provides policy
sufficient advance notice of premiums due. Pursuant to M.G.L. c. 175, 88 193B a
premiums may be paid in installments with interest charged on the unpaid bal
billing date.

this Standard:

= The policyholder generally receives a renewal and billing=p
days prior to the effective date of the renewal. A poli

coverage type and limits with the applicable preg': .

policyholder.

= Billing notices are generated automatically%q
approximately 24-30 days before payments

= With regard to homeowners business, a %me of 10% of the premium is required and is

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

ice from the Company 30
claration page indicating the
is Tater sent by the agent to the

the policy administration system

usually collected by the producer and to the Company. The remaining premium is
billed through nine installments wi of $4 per installment. Consumers also can elect
the “E-Z-3” plan which requi payment in the first 180 days. Electronic funds
transfer is also available.

= With regard to commer, i%@ business, for new business, a payment of 30% of the
premium is required and‘is,usually collected by the producer and remitted to the Company.
For renewal business, is required by the renewal’s effective date. The remaining
premium is bille nine installments with a monthly charge of 1.25% on the unpaid

balance. The remium must be paid by anyone cancelled due to non-payment of
premium within:the past 24 months.

Controls ReH@Controls tested via documentation inspection, procedure observation and/or
corrobo%@mry appear to be sufficiently reliable to be considered in determining the extent of

ing procedures.

transm

T n Testing Procedure: RNA interviewed Company personnel with responsibility for
policyholder service. RNA reviewed billing notice dates for five commercial auto policies and 20
homeowners policies for the period January 1, 2003 through June 30, 2004 and reviewed
installment and interest charges on a limited basis.

Transaction Testing Results:

Findings: None.
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Observations:  Based upon our review of five commercial auto policies and 20
homeowners policies, billing notices appeared to be mailed with an adequate amount of
advance notice. Monthly service charges on installment payments appeared to be properly
applied.

Recommendation: None.

Standard V-2. Policy issuance and insured requested cancellations are timely. M.G.IA.,%?S,
8187B.

Objective: This Standard is concerned with whether the Company has cancellati edures to
ensure that such policyholder requests are processed timely. Pursuant to M.G.L. /8§ 1878, the

reasonable time. Policy issuance review is included in Underwriting a g Standard VI-16.

insurers are required to return premium upon the request to cancel byg\e cyholder in a
Return of premium testing is included in Underwriting and Rating Stapda -25.

Controls Assessment: The following key observations were noted@n' nction with the review of
cancellation and withdrawals under this Standard: %g
ili

= Auto policyholders can cancel their policy only a Form 2A-Notice of Transfer
of Coverage, proof that the vehicle has been: ta ut of service or evidence that the
policyholder has moved out of Massachusetj@g}1

= Company policy is to cancel the poli notification from the producer of the
policyholder’s request and to process pv%gm refunds in a timely manner.
= For auto policies, any unearned r@: is refunded to the policyholder on a pro-rata or

short rate basis pursuant to st d regulatory guidelines. Unearned premium for
homeowners policies is calcu using the pro-rata method.

Controls Reliance: Controls, te ;ia documentation inspection, procedure observation and/or
corroborating inquiry appeat,t fficiently reliable to be considered in determining the extent of
transaction testing proc

Transaction Testing Proeedure: RNA interviewed Company personnel with responsibility for
policyholder serv d tested five commercial auto and 20 homeowners insured-requested
cancellation e period January 1, 2003 through June 30, 2004. RNA reviewed evidence for

each of t§canc tions that the request was processed timely.

Tran@

Findings: None.

esting Results:

Observations: Based upon our testing of five commercial auto and 20 homeowners
insured-requested cancellations, such transactions appeared to be processed timely.

Recommendations: None.

32




Standard V-3. All correspondence directed to the company 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 by 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 has approximately 45 customer service representatives 0 answer
policyholders’ general questions about their policies or billing matters.

= The Company considers its producers as having the primary rel ip with the
policyholder, and since customer service representatives are not Imd producers,
endorsements and policy changes must be requested by the icyholder through the
producer. If a policyholder requests such changes throu mer service, the
policyholder can be transferred to the producer for servicing.

= The Company monitors customer service call respons@ ;/ call abandon rates and
individual customer service representatives’ time use }Q that adequate resources are

available to address customer inquiries. %
Controls Reliance: Controls tested via documentation, inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliabQ considered in determining the extent of

transaction testing procedures. %
Transaction Testing Procedure: RN ssed procedures with Company personnel and

reviewed correspondence in conjunctio& i derwriting, rating, policyholder service and claims

standards. Additionally, RNA obtai octimentation showing customer service representatives’

time use and the overall call aband(?qt'ev.

Transaction Testing Results:

Findings: No

Based upon our review of general correspondence between policyholders
any regarding underwriting, rating, policyholder service and claims, and
e above information, it appears that the Company has adequate resources and
edures to handle customer inquiries and that correspondence directed to the Company

ered in a timely and responsive manner.

R&?ﬁmendations: None.
4
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Standard V-4. Claims history and loss information is provided to insured in timely manner.

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

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

s The Company’s producers and the Company’s claims personnel have access to €laims
history and paid loss information from statewide auto claim and CLUE data for
personal lines policyholders.

= When requested by the policyholder, the Company’s policy is to provide @holder
d

or ask the producer to provide the policyholder with his or her claims hi paid loss
information.

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

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

Transaction Testing Procedure: RNA discussed with Co %personnel policy and procedures
related to how the Company responds to policyholder %ps on claims history and paid loss

information.

Transaction Testing Results: )\
Findings: None. QE
Observations: Based upon eview of underwriting and rating, claims, complaints and
policyholder service, RNA=ngted"no evidence of the Company being non-responsive to
policyholder inquiries. licies and procedures relating to how the Company responds to
policyholder inquiri ims history and paid loss information appears adequate and
reasonable.

Recommendations@

% * * * * *
Standa -5, 'Whenever the company transfers the obligations of its contracts to another
com rsuant to an assumption reinsurance agreement, the company has gained the
pri oval of the insurance department and the company has sent the required notices to

affected policyholders.

No work performed. This Standard is not applicable as the Company does not enter into assumption
reinsurance agreements.
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VI. UNDERWRITING AND RATING

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

Standard VI-1. All rates charged for the policy coverage are in accordance with filed rates (if

applicable) or the company’s rating plan.

Auto: M.G.L. c. 175E, 8 7, M.G.L. c. 175A, § 5, 211 CMR 78.00, 211 CMR 86.0 211%0@
91.00, and 211 CMR 124.00.

Property/Liability: M.G.L. c. 174A, 88 5,6 and 9; M.G.L. c. 175 88 111H a “M.G.L.
c. 175A, 88 5,6 and 9; 211 CMR 131.00.

Objective: This Standard is concerned with whether the Company is %g premiums using
properly filed rates. C

Auto Specific: Q

For commercial auto policies, M.G.L. c. 175E, § 7 and 78.00 require every insurer or
rating organization authorized to file on behalf of such insure.to file with the Commissioner every
manual of its classifications, rules and rates, rating nd modifications of any of the foregoing
not less than forty-five days before the effective date thereof. 211 CMR 86.00 requires premium

discounts for anti-theft devices, and 211 C 4.00 mandates premium discounts for certain
safety features.

reasonable margin for underwriting it and contingencies, investment income, unearned
premium reserves and loss reservi ditionally, rates shall not be excessive, inadequate or
unfairly discriminatory. 211 CMR®91:00 also prescribes requirements for the filing of rates with the

Commissioner at least 45@' r’to their effective date.
Property/Liability Spe

Pursuant to M.G. %\74A, 8 5, fire rates shall be based on past and prospective loss experience
during a peri t less than the most recent five-year period for which such experience is
available.:(n considering catastrophe hazards with respect to homeowners insurance rates, the

Pursuant to M.G.L. c. 175A, § 5, rat?%( e based on past and prospective loss experience, a

Commi shall consider catastrophe reinsurance and factors relating thereto. Fire rates also
shall ider a reasonable margin for underwriting profit and contingencies. Finally, such rates
S ot-be excessive, inadequate or unfairly discriminatory. M.G.L. c. 174A, 8 6 requires the
fili f fire rates with the Commissioner and M.G.L. c. 174A, § 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, 8 5, casualty, surety and certain commercial rates also must be based, in
part, on past and prospective loss experience, catastrophe hazards and include a reasonable margin
for underwriting profits and contingencies. Additionally, these rates should not be excessive,
inadequate or unfairly discriminatory. Casualty and surety rates must be filed with the
Commissioner as provided by M.G.L. c. 175A, 8 6 prior to use. Additionally, insurers must use
filed rates unless they obtain approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.
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Pursuant to M.G.L. c. 175, § 193R, affinity group discounts based upon experience are permitted.
M.G.L. c. 175, § 111H requires that any policy providing lead liability coverage shall be subject to
rules and regulations set forth by the Commissioner and 211 CMR 131.00 prescribes requirements
for the filing of lead liability coverage rates with the Division.

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

= The Company has written underwriting policies and procedures which are deiid to

reasonably assure consistency in classification and rating.

= Commercial auto rates are determined by CAR for those risks ceded to CAR4Such rates
are filed with the Division. Otherwise, all other commercial auto rates are fi ith the

Division for approval prior to use.

s The Company contracts for auto rating and policy issuance with a hiry. Annually,

the Company performs extensive testing to ensure that rat ges are properly
incorporated in the third party’s software. @

= The Company conducts audits of producer operations i%
regulatory guidelines for auto policies are properly imple (e

= Company policy requires that homeowners rates are based a’1SO rates, and the Company
files such rates with the Division for use to phy- with statutory and regulatory
requirements. The Company’s process for rati eléctronic and is designed to ensure
that consistent and filed rates are used when business is written.

= Homeowners rating criteria include territory; coverage amount and type, property age,

protection class, structure type as we iscounts for home and auto coverage, seniors,
new construction, security featur: ety features, multi-year renewals, and higher

deductibles. Q

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

e that statutory and

Transaction Testing P : RNA interviewed Company personnel with responsibility for the
underwriting process: RNA reviewed extensive documentation supporting the annual testing of the
third party soft ed for auto rating and rate filings made with the Division as applicable.
RNA selecte 4% s of commercial auto policies and 20 sales of homeowners policies for the
period Janua& 2003 through June 30, 2004 for testing of rate classifications and premium
discoun S For “each of the policies, RNA verified that the policy premium, discounts and
surcha wfor multiple coverages complied with statutory and regulatory requirements and
co ith rates filed with the Division.

Transaction Testing Results:

Findings: None.

Observations: The Company’s annual testing of the third party software used for auto
rating appears to be rigorous and effective. Based on the results of our testing of five sales
of commercial auto policies and 20 sales of homeowners policies for the period January 1,
2003 through June 30, 2004, it appears that policy premiums, discounts and surcharges for
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multiple coverages are calculated in compliance with statutory requirements, as well as
with the rates as filed with the Division.

Recommendations: None.

Standard VI-2. Disclosures to insureds concerning rates and coverage are accurate and
timely. M.G.L. c. 175, 8§ 99 and 99A; M.G.L. c. 175A, § 11; and M.G.L. c. 174A, § 11.

Objective: This Standard is concerned with whether all mandated disclosures f razskand
coverages are documented in accordance with statutes and regulations and provid Q%\}u’sureds

on a standard fire policy. Pursuant to M.G.L. c. 175A, § 11, and M. 74A, § 11, rating

timely.
Pursuant to M.G.L. c. 175, 88 99 and 99A numerous disclosures and requir%@st be included
organizations and insurers shall furnish to any insured rate informae nayithin a reasonable time

after receiving a written request.

Controls Assessment: The following key observations were n@Q njunction with the review of

this Standard:
s The Company has written policies and pr@ for processing new and renewal

business.

s The Company’s supervisory procedures are. designed to ensure that new business
submissions from producers are ac nd complete including use of all Company
required forms and instructions inc e requirement to provide the private passenger
auto information guide and cov ons.

= Commercial auto rates are d ined by CAR for those risks ceded to CAR. Such rates

Division for prior appro
= The Company’s |g§ policies provide disclosures as required by statutory and

are filed with the Divisionw wise, all other commercial auto rates are filed with the

regulatory guideli

= The Compa cts audits of producer operations to ensure that statutory and
regulatory-gui s for auto policies are properly implemented.

Controls Relﬁ\c Controls tested via documentation inspection, procedure observation and/or
corrobo g inaﬁiry appear to be sufficiently reliable to be considered in determining the extent of
transacti ing procedures.

T&Eac ion Testing Procedure: RNA interviewed Company personnel with responsibility for the
undé?(?vriting process. RNA selected five sales of commercial auto policies and 20 sales of
homeowners policies for the period January 1, 2003 through June 30, 2004 for testing of timely
disclosure of rates and coverages.

Transaction Testing Results:

Findings: None.
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Observations: Based upon our testing of five sales of commercial auto policies and 20
sales of homeowners policies, the Company appears to comply with the requirement to
provide required coverage disclosures to insureds upon initial application and renewal in
accordance with statutory guidelines.

Recommendations: None.

Standard VI-3. The company does not permit illegal rebating, commission cunj,%or
inducements. M.G.L. c. 175, §§ 182, 183 and 184; M.G.L. c. 176D, § 3(8).

rebating, commission cutting or inducements; and that producer commissi re to the
commission schedule. Pursuant to M.G.L. c. 175, 8§ 182, 183 and 184, the ,€om , Or any agent
thereof, cannot pay or allow, or offer to pay or allow any valuable consi or inducement not
specified in the policy or contract. Similarly, under M.G.L. c. 176D% , it is an unfair method

Objective: This Standard is concerned with ensuring that the Company does @mt illegal
ﬁl;:;z e

of competition to knowingly permit or make any offer to pay, a ive as inducement any
rebate of premiums, any other benefits or any valuable considerati ducement not specified in
the contract.

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

= The Company has procedures to pay pgc&m commissions in accordance with home
0

office approved written contracts.
= The producer contracts and home %

with provisions contained in st
special inducements and reba
Controls Reliance: Controls t

corroborating inquiry appear
transaction testing proce .

licies and procedures are designed to comply
derwriting and rating requirements which prohibit

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

cedure: RNA interviewed individuals with responsibility for commission
cer contracting. In connection with the review of producer contracts, new
ertising materials, producer training materials and manuals, RNA inspected
indications of rebating, commission cutting or inducements. RNA also selected
four ERP agencies from the Company’s list of contracted agencies. For the

Transaction Testin
processing and

Transaction Testing Results:

Findings: None.

Observations: Based on the results of our testing, it appears that the Company’s processes
to prohibit illegal acts including special inducements and rebating are functioning in
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accordance with Company policies and procedures and statutory underwriting and rating
requirements.

Recommendations: None.

Standard VI-4. Credits and deviations are consistently applied on a non-discriminatory
basis.

Auto: M.G.L.c. 175E, 8 7; M.G.L. c. 175A, § 5; CMR 211 78.00, 211 CMR 86.00, ZQ/IR
91.00 and 211 CMR 124.00.

Property/Liability: M.G.L. c. 174A, 8§ 5, 6 and 9; M.G.L. c. 175, 8§88 111H, 193& 93T;
M.G.L. c. 175A, 88 5,6 and 9; 211 CMR 131.00.

Objective: This Standard is concerned with whether unfair discriminat%s curring in the

application of premium discounts and surcharges. Q)
Auto: %

For commercial auto policies, M.G.L. c. 175E, § 7 and 211 .00 require every insurer or
rating organization authorized to file on behalf of such inStrer shall file with the Commissioner
every manual of its classifications, rules and rates, rati %&’ and modifications of any of the
foregoing not less than 45 days before the effective ereof. 211 CMR 86.00 requires premium
discounts for anti-theft devices, and 211 CMR 1 mandates premium discounts for certain

safety features. ;

Pursuant to M.G.L. c. 175A, § 5, rates ased on past and prospective loss experience, a
reasonable margin for underwriting and contingencies, investment income, unearned
premium reserves and loss reserves‘./%d' ionally, rates shall not be excessive, inadequate or
unfairly discriminatory. 211 CM so prescribes requirements for the filing of rates with the
Commissioner at least 45 days p their effective date.

Property/Liability: ‘%
Pursuant to M.G. C.Q\, 8 5, fire rates shall be based on past and prospective loss experience
during a period less than the most recent five-year period for which such experience is
available. In ring catastrophe hazards with respect to homeowners insurance rates, the
commissioner consider catastrophe reinsurance and factors relating thereto. Fire rates also
shall co@a reasonable margin for underwriting profit and contingencies. Finally, such rates
shall excessive, inadequate or unfairly discriminatory. M.G.L. c. 174A, § 6 requires the
fi of fire rates with the Commissioner and M.G.L. c. 174A, § 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, surety and certain commercial rates also must be based, in
part, on past and prospective loss experience, catastrophe hazards and include a reasonable margin
for underwriting profits and contingencies. Additionally, these rates should not be excessive,
inadequate or unfairly discriminatory. Casualty and surety rates must be filed with the
Commissioner as provided by M.G.L. c. 175A, § 6 prior to use. Additionally, insurers must use
filed rates unless they obtain approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.
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Pursuant to M.G.L. c. 175, § 193R, affinity group discounts based upon experience are permitted.
M.G.L. c. 175, § 193T prohibits rate discrimination based on blindness or partial blindness, mental
retardation or physical impairment, unless such discrimination is based on *“sound actuarial
principles or is related to actual experience.” M.G.L. c. 175, 8 111H requires that any policy
providing lead liability coverage shall be subject to rules and regulations set forth by the
Commissioner and 211 CMR 131.00 prescribes requirements for the filing of lead liability coverage
rates with the Division.

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

= Company policy prohibits unfair discrimination in the application of premium discotints
and surcharges and in the application of the general rating methodology in acicu%ée? with

statutory and regulatory requirements.

= Written underwriting guidelines are designed to reasonably assu@y sistency in
application of premium discounts and surcharges and in the ap@o of the general

rating methodology.
s Commercial auto rates are determined by CAR for those risks to CAR. Such rates
are filed with the Division. Otherwise, all other comme rates are filed with the

the Company performs extensive testing to hat rate changes are properly
incorporated in the third party’s software.

= Company policy requires that homeowners rates are based on ISO rates, and the Company
files such rates with the Division for“yse to comply with statutory and regulatory
requirements. The Company’s proce ating is electronic and is designed to ensure
that consistent and filed rates are use business is written.

= Homeowners rating criteria iaclude territory, coverage amount and type, property age,
protection class, structure :%se ell as discounts for home and auto coverage, seniors,
t

Division for prior approval.
= The Company contracts for auto rating and polic@e with a third party. Annually,

new construction, securi ures, safety features, multi-year renewals, and higher
deductibles.

= The Company condu audits of producer operations to ensure that statutory and
regulatory guideli auto policies are properly implemented.

Controls Reliance: “€ontrols tested via documentation inspection, procedure observation and/or

corroborating ingui pear to be sufficiently reliable to be considered in determining the extent of
transaction tes rocedures.
Transacti sting Procedure: RNA interviewed Company personnel with responsibility for the

t party software used for auto rating and rate filings made with the Division as applicable.
RNA"selected five sales of commercial auto policies and 20 sales of homeowners policies for the
period January 1, 2003 through June 30, 2004 for testing of credits and deviations. For each of the
policies, RNA verified that credits and deviations were consistently applied on a non-
discriminatory basis.

u& riting process. RNA reviewed extensive documentation supporting the annual testing of the

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of our testing of five sales of commercial auto policies
and 20 sales of homeowners policies, it appears that the Company applies credits and
deviations consistently and on a non-discriminatory basis.

Recommendations: None.

permitted, are based on objective criteria with usage supported by ap riate
documentation. M.G.L. c. 175A, § 5.

Standard VI-5. Schedule rating or individual risk premium modification plans, ghere

No work performed. This Standard is not covered in the scope of examina '@tause the
Company does not offer commercial policies subject to schedule rating or indi % risk premium

modification plans. C
* * * * * @

Standard VI-6. Verification of use of the filed expense m liers? the company should be
using a combination of loss costs and expense multipliers fi the Department.

No work performed. This Standard is not covered@éoope of examination because the

Company does not offer workers’ compensation mss@

Standard VI-7. Verification of preWt accuracy and the proper application of rating
factors.

No work performed. This Standa not covered in the scope of examination because the
Company does not offer wor pensation insurance.

% * * * * *

\Standard VI1-8. X@@;lr‘{on of experience modification factors.

No work pe*b% This Standard is not covered in the scope of examination because the
Compan@n toffer workers’ compensation insurance.

0 * * * * *

\StanUard V1-9. Verification of loss reporting.

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

* * * * *
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Standard VI-10. Verification of company data provided in response to the NCCI call on
deductibles.

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

* * * * *

Standard VI-11. The company underwriting practices are not unfairly discriminatdﬁg%l’he
company adheres to applicable statutes, rules and regulations and company guidelines.in‘the
selection of risks.

Auto: M.G.L. c. 175A, § 5; M.G.L. c. 175, 88 22E, 113K and 113N. 0
Property/Liability: M.G.L. c. 175, 8 4C, 95B and 193T.

Obijective: This Standard is concerned with whether unfair discrimi f%’s})ccurring with regard
to underwriting in the sale of insurance. Q

For commercial auto policies, pursuant to M.G.L. ¢. 175, %/ insurance company, and no
officer or agent thereof in its behalf, shall refuse to is néw or execute as surety a motor
vehicle liability policy or bond, or any other insurance based.on the ownership or operation of a
motor vehicle because of age, sex, race, occupation, | status, or principal place of garaging of
the vehicle. Pursuant to M.G.L. c. 175A, § 5, r e%l not be excessive, inadequate or unfairly
discriminatory. Pursuant to M.G.L. c. 175, § 1 ersons 16 years of age and older may purchase
auto insurance. Pursuant to M.G.L. c. 175, no medical exam can be required as a condition
of underwriting.

O%L. c. 175, § 4C, no insurer shall take into consideration

ew, or cancel homeowners insurance the race, color,
v age, ancestry, sexual orientation, children, marital status,
assistance or disability of the applicant or insured. M.G.L. c.
175, 8 95B notes that r shall cancel, refuse to issue or renew, or in any way make or
permit any distinctio @c imination in the amount or payment of premiums or rates charged, in
the length of co % in any other of the terms and conditions of a residential property
insurance poli ed-upon information that an applicant or policy owner, or any member of their
family, has bé% victim of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimination based

on blindness partial blindness, mental retardation or physical impairment, unless such
discri is based on “sound actuarial principles or is related to actual experience.”
Ss

&E essment: The following key observations were noted in conjunction with the review of
this ‘Standard:

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

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

For homeowners policies, pursuant
when deciding whether to proyi
religious creed, national origi
veteran status, the receipt

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected two new sales of commercial auto policies and 10 new sales
of homeowners policies for the period January 1, 2003 through June 30, 2004 for testing of
evidence of unfair discrimination in underwriting.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of our testing of two new sales of com erc%uto
policies and 10 new sales of homeowners policies, RNA noted no evi Mﬁt the

Company’s underwriting practices are unfairly discriminatory.

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

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

Auto: M.G.L. c. 175, 88 22A, 113A and 192. %’
Property/Liability: M.G.L. c. 175, 8§ 99, 99B, 111 d192; 211 CMR 131.00.

General: M.G.L. c. 175, § 2B.

Objective: This Standard is concerned wit "@policy forms and endorsements are filed with
the Division for approval.

(&/75, 88 22A and 113A, auto policy forms must be filed
rsuant to M.G.L. c. 175, 8 192, endorsements are part of
e filed with the Division for prior approval.

For auto policies, pursuant to M.
with the Division for prior apprgva
policy forms and also are requi

For property/liability § pursuant to M.G.L. c. 175, § 99 homeowners policy forms must
conform to the st ds.for policy language set forth in that section and, according to M.G.L. c.
175, 8 99B, con ium and tenant policies must be filed with the Division for prior approval.
Pursuant to €. 175, § 192, endorsements are part of policy forms and also are required to be
filed with the Diyvision for prior approval. M.G.L. c. 175, § 111H requires that any policy providing
lead lial coverage shall be subject to rules and regulations set forth by the Commissioner and
211 m‘ 1.00 requires that forms be filed with and approved by the Division for homeowners
I y coverage.

For all policies, pursuant to M.G.L. ¢. 175, § 2B, policy form language, size and content standards
must meet statutory requirements for readability and understanding.

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

= Company policy requires the use of the standard Massachusetts auto policy forms and
endorsements which are approved by the Division and the use of filed and approved forms
for homeowners policies.
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= Company policy requires that all changes to homeowners and commercial policy forms and
endorsements be filed and approved by the Division.

= Producers are required to use approved forms and endorsements as guidelines when
providing quotes to customers.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility he

underwriting process. RNA selected two sales of new commercial auto policies al sales of
new homeowners policies for the period January 1, 2003 through June 30, 2004 ing of the
use of policy forms and approved endorsements in compliance with statutory req ts.

Transaction Testing Results:

Findings: None. ¢ Q).

sales of commercial auto
cial property/liability policies, it
and endorsements in compliance

Observations: Based on the results of our testing of
policies and 10 new sales of homeowners and c
appears that the Company is using approved poli
with statutory requirements.

Recommendations: None. E Q
*

Standard VI-13. The producers N{}perly licensed and appointed (if required) in the
S

jurisdiction where the applicatior%vt en.

See Standards IV-1 and 1V-2 oducer Licensing Section.

ar inception of the coverage rather than near expiration, or following a

Standard V ﬁ:?a%erwriting, rating and classification are based on adequate information
developed at

claim.

This Standard is concerned with whether underwriting, rating and classification
ions are based on adequate information developed at or near inception of the coverage rather
than near expiration, or following a claim.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
m  Written policies and procedures are designed to reasonably assure consistency in

application of underwriting guidelines, rating classifications, premium discounts and
surcharges determined at or near the inception of coverage.
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s The Company conducts audits of producer operations to ensure that statutory and
regulatory guidelines for auto policies are properly implemented.

m  For commercial auto, underwriting practices and rates are determined by CAR for those
risks ceded to CAR. Such policies and rates are filed with the Division. Additionally, all
other commercial auto policies and rates are filed with the Division prior to use. The
Company applies such rates to information provided by the applicant at or near the
inception of coverage.

= The Company has set forth written underwriting guidelines for homeowners policies based
on information obtained at or near the inception of coverage.

s The Company files homeowners rates with the Division for use to comply with's ry
and regulatory requirements. The Company’s process for rating is electronic and is
designed to ensure that consistent and filed rates are used at or near tion of
coverage. 0

Controls Reliance: Controls tested via documentation inspection, pro bservation and/or

corroborating inquiry appear to be sufficiently reliable to be considered.imdetermining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company I with responsibility for the
underwriting process. RNA selected five sales of co rcial auto policies and 20 sales of
homeowners policies for the period January 1, 2003 th m%ﬂﬁe 30, 2004 for testing of whether
underwriting, rating and classification are based o quate information developed at or near
inception of the coverage.

Transaction Testing Results: §

Findings: None. (%
Observations: Based on,th Its of our testing of five sales of commercial auto policies
and 20 sales of homeowners,policies, it appears that the Company is using underwriting,

rating and classifi delines based on adequate information developed at or near
inception of the

Recommendations;

Standard,i-15. File documentation adequately supports decisions made.

Objective: This Standard is concerned with whether policy file documentation adequately supports
decisions made in underwriting and rating.

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

s Company policy requires that the underwriting files support underwriting and rating
decisions. Most policy source information and related documentation is maintained and
controlled by the Company, while some policy documentation may be maintained by the
producer.
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= Producers are responsible for completing the application for new business and obtaining
needed information to properly underwrite and rate the policy. Properly completing the
application includes signing of the application by the producer and the applicant.

= Underwriting personnel review the applications submitted by producers for completeness
and internal consistency.

= The Company conducts audits of producer operations to ensure that certain statutory and
regulatory guidelines for auto policies are properly implemented.

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

transaction testing procedures. %
Transaction Testing Procedure: RNA interviewed Company personnel with r ility for the
e

underwriting process. RNA selected five sales of commercial auto policies=and 20 sales of
homeowners policies for the period January 1, 2003 through June 30, 2 testing of whether
the policy files adequately support decisions made.

Transaction Testing Results: 3

Findings: None. %g
Observations: Based on the results of our tes of, five sales of commercial auto policies

and 20 sales of homeowners policies, it %1 hat policy files adequately supported
decisions made. One homeowners a‘p@i for new business was not signed by the

applicant.
Recommendations: Company underwri Qonnel should ensure that applications submitted by
producers for new business are signe he’applicant.

;! * * * *

Standard VI-16. Polici endorsements are issued or renewed accurately, timely and
completely.

Objective:  Thi dard is concerned with whether the Company issues policies and
endorsementsdi nd accurately.

Controls%;ment: The following key observations were noted in conjunction with the review of

this :
zompany policy requires the use of policy forms and endorsements which are approved by
the Division.

= Producers are required to use such forms and endorsements as guidelines when providing
guotes to customers and are to process such requests timely. Any changes in coverage
must be requested through the producer.

The Company conducts audits of producer operations to ensure that certain statutory and
regulatory guidelines for auto policies are properly implemented.

= All applications submitted by producers are reviewed by the underwriting department
either manually, or using automated tools, to ensure that they are complete and internally
consistent.
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= Company procedures include sending a renewal notice to the policyholder prior to the
policy renewal effective date. A questionnaire must be signed and returned to receive any
private passenger auto low mileage discount.

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

underwriting process. RNA selected five sales of commercial auto policies and 20 s of
homeowners policies as well as 10 endorsements for the period January 1, 2003 thro ne 30,
2004 for testing of whether new and renewal policies including endorsements werg. is imely,

accurately and completely. 0
Transaction Testing Results: C

Findings: None. C
Observations: Based on the results of our testing of ﬁ§ 0 commercial auto policies

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility :E‘r the
J

and 20 sales of homeowners policies as well as 1 dorsements, it appears that the
Company issues new and renewal policies, including endorsements timely, accurately and
completely.

Recommendations: None. Q

Standard VI-17. Audits when reunrQ %conducted accurately and timely.

No work performed. This Standa not covered in the scope of examination because the
Company does not offer polici e premium audits are conducted.

% * * * * *
Standard VI-18 pany verifies that VIN number submitted with application is valid and
that the corre | is utilized.

This ‘Standard is concerned with whether the Company verifies that the VIN submitted
ation is valid and accurate.

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

= The producer is responsible for obtaining the VIN when the application is completed.

= The Company’s underwriting system compares the VIN to its industry database to ensure
that the VIN is accurate.

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

47




Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected two new sales of commercial auto policies for the period
January 1, 2003 through June 30, 2004 for testing whether the VIN number is valid and accurate.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of our testing of two new sales of commergial auto
policies, it appears that the Company issues auto policies with VINs that a@ nd

accurate. é
Recommendations: None. 0

* * * *

Standard VI-19. The company does not engage in collusive or %/etltlve underwriting
practices. M.G.L. c. 176D, 8§ 3(4) and 3A.

anti-competitive underwriting practices. Pursuant to b . €. 176D, 8§ 3(4) and M.G.L. c.
176D, 8§ 3A, it is an unfair method of competition a unfair or deceptive act or practice in the
business of insurance to enter into any agreement or«t0 commit, or to commit, any act of boycott,
coercion or intimidation resulting in, or tendin esult in, unreasonable restraint of, or monopoly
in, the business of insurance.

Objective: This Standard is concerned with whether the C%[ has engaged in any collusive or

this Standard:

= Company policy requir

practices for all lin
collusive or anti-

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

t%’he underwriting department apply consistent underwriting
iness and that no underwriter or producer shall engage in

igned producers by CAR known as ERPs and must accept all
siness produced by them.

regu idelines for auto policies are properly implemented.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected five sales of commercial auto policies and 20 sales of
homeowners policies for the period January 1, 2003 through June 30, 2004 for testing whether any
underwriting practices appear to be collusive or anti-competitive.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of our testing of five sales of commercial auto policies
and 20 sales of homeowners policies, RNA noted no instances where the Company’s
underwriting policies and practices appear to be collusive or anti-competitive.

Recommendations: None.

company adheres to applicable statutes, rules and regulations in application ass

Standard VI-20. The company underwriting practices are not unfairly discriminatory. The
marketing plans. M.G.L. c. 175, § 193R Q

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

discounts. q
* * * * * %

minimum requirements.

Standard VI1-21. All group personal lines property and casE: ty olicies and programs meet

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

* * *

Standard V1-22. Rejections and declin@e not unfairly discriminatory.

Auto: M.G.L.c. 175, § 22E.
Property/Liability: M.G.L. c. S%C, 95B and 193T.

ned with the fairness of application rejections and declinations.

Objective: This Standard%
For auto policies, p t M.G.L. c. 175, 8 22E, no insurance company or agent thereof in its

behalf, shall refu iSSUE, renew or execute as surety a motor vehicle liability policy or bond, or
any other ins based on the ownership or operation of a motor vehicle because of age, sex,
race, occupation, ‘marital status, or principal place of garaging of the vehicle.

For p ability policies pursuant to M.G.L. c. 175, § 4C, no insurer shall take into
" when deciding whether to provide, renew, or cancel homeowners insurance the race,

consid
c gious creed, national origin, sex, age, ancestry, sexual orientation, children, marital status,
veteran status, the receipt of public assistance or disability of the applicant or insured. M.G.L. c.
175, § 95B notes that no insurer shall cancel, refuse to issue or renew, or in any way make or
permit any distinction or discrimination in the amount or payment of premiums or rates charged, in
the length of coverage, or in any other of the terms and conditions of a residential property
insurance policy based upon information that an applicant or policy owner, or any member of their
family, has been a victim of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimination based
on blindness or partial blindness, mental retardation or physical impairment, unless such
discrimination is based on “sound actuarial principles or is related to actual experience.”
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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
statutory requirements.

= Written underwriting guidelines are designed to reasonably assure appropriate acceptance
and rejection of risks for all lines of business on a consistent and fair basis.

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

Transaction Testing Procedure: RNA interviewed Company personnel with resp 'xy)for the
underwriting process and selected five commercial auto and 15 homeowners y-initiated
cancellations for the period January 1, 2003 through June 30, 2004 for Eev 0 ensure that

treatment was not unfairly discriminatory.

Transaction Testing Results: (¢ @-

Findings: None.

Observations: Based on the results of our five commercial auto and 15
homeowners company-initiated cancellatio noted no instance where the
cancellation was unfairly discriminatory. Q

Recommendations: None. %

Standard VI1-23. Cancellation/nen-renewal and declination notices comply with policy
provisions and state laws and (ﬂn guidelines. M.G.L. c. 175, 88 99, 187C and 193P.

Objective: This Standar erned with notice to policyholders for cancellation, non-renewal
and declinations, inclu ance notice before expiration for cancellation and non-renewals.

For commercial
effect cancellati
return premiu

omeowners policies, pursuant M.G.L. c. 175, § 187C any Company shall
rving written notice thereof as provided by the policy and by paying the full

For ho ners policies, pursuant to M.G.L. c. 175, § 99, any Company may cancel coverage by
givin ured five days written notice of cancellation, and to the mortgagee to whom the policy
is 20 days written notice of cancellation, except where the stated reason for cancellation is

nonpayment of premium, where 10 days written notice of cancellation is required. M.G.L. c. 175, §
193P’requires an insurer to give written notice of intent not to renew a policy to the insured at least
45 days prior to the expiration of the policy accompanied by a writing stating the specific reasons
for such decision.

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

= Company policy requires written cancellation notice be given in accordance with statutory
requirements. The Company’s practice is to give notice to the producer approximately 30
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days prior to the effective date for cancellation. The producer is responsible for
communicating the pending action to the policyholder.

= Non-renewal notice for homeowners and commercial habitational policies is given to the
producer approximately 50 days prior to the policy renewal date, and the producer is
responsible to communicate the pending action to the policyholder.

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

transaction testing procedures. %

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process and selected five commercial auto and 15 homeowners co initiated
cancellations for the period January 1, 2003 through June 30, 2004 for com;@ with notice

requirements.

Transaction Testing Results: @' )

Findings: None.

Observations: Based on the results of our testi e commercial auto and 15
homeowners company-initiated cancellations, the appears to comply with notice

requirements. QE
Recommendations: None. ; Q
* * * * *

laws, including the amount of ad tice provided to the insured and other parties to the
contract. M.G.L. c. 175, 88 99,18 d 193P.

Standard VI1-24. Cancellation/Non@gl notices comply with policy provisions and state
nce

Obijective: Refer to Stanq%( .
Controls Assessments:. @ Standard VI-23.
ngl%r to Standard VI1-23.

Transaction Testing Procedure: Refer to Standard V1-23.
Tra‘nm esting Results: Refer to Standard V1-23.

Recommendations: Refer to Standard VI-23.

Controls Reli

* * * * *
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Standard VI-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.
M.G.L. c. 175, 88 176A, 187B and 187C; 211 CMR 85.00.

Objective: This Standard is concerned with return of the correctly calculated unearned premium
when policies are cancelled in a timely manner. Pursuant to M.G.L. c. 175, § 176A, premium
refunds on cancelled policies must be paid to the policyholder within 30 days and notice of the
cancellation must be given. Pursuant to M.G.L. c. 175, § 187B, a company is required to refund the
proper amount of unearned premium upon any policy termination. Under M.G.L. c. 175, ?&E a
company canceling a policy of insurance must tender the full return premium , Wi
deductions, at the time the cancellation notice is served on the insured. Addition
211 CMR 85.00, short rate tables may be required to be used to calculate aut
depending on when the policy is cancelled.

ium refunds,

this Standard:
= Company policy requires that premium refunds be calcula erly and paid timely.
m The Company uses a pro-rata method or short rate ta ethod for auto premium refunds

depending upon when the cancellation occurred. %'
= Unearned premium for homeowners policies is%i d using the pro-rata method.

Controls Reliance: Controls tested via document ection, procedure observation and/or

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

transaction testing procedures. ‘%

Transaction Testing Procedure: RNA i ed Company personnel with responsibility for the

underwriting process and tested fi mmercial auto and 20 homeowners insured-requested
cancellations for the period Januaw 03 through June 30, 2004 for proper premium refund

Controls Assessment: The following key observations were noted in CE t; with the review of

calculation and timely payment.

Transaction Testing RequéL
Findings: @

Based on the results of our testing of five commercial auto and 20

erly’and returned timely.

Recommendations: None.

Standard VI-26. Rescissions are not made for non-material misrepresentation. M.G.L. c.
175, § 187D.

Obijective: This Standard is concerned with whether decisions to rescind and to cancel coverage are
made appropriately. M.G.L. c¢. 175, § 187D also allows the cancellation of any policy for
nonpayment of premium.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy requires compliance with underwriting guidelines in accordance with
statutory requirements.

= Written underwriting guidelines are designed to reasonably assure appropriate acceptance
and rejection of risks.

= As a general policy, the Company does not rescind policies as of the effective date of
policy inception; instead, the Company cancels policies as of the cancellation effective
date.

Controls Reliance: Controls tested via documentation inspection, procedure obse Mnd/or
corroborating inquiry appear to be sufficiently reliable to be considered in determi extent of
transaction testing procedures. 6

Transaction Testing Procedure: RNA interviewed Company personnel i%ponsibility for the
underwriting process and tested five commercial auto and 15 ho 'e%} company-initiated
% t

cancellations for the period January 1, 2003 through June 30, 2004 ]: reatment.
Transaction Testing Results:

Findings: None. &

Observations: Based on the results of ’%tes ing of five commercial auto and 15
homeowners company-initiated cancellations, stich cancellations do not appear to be made

in violation of statutory requiremenb

Recommendations: None. x
* * *

Standard VI1-27. All polim&!;\c‘grrectly coded.

Objective: This Sncerned with the accuracy of statistical coding.

he following key observations were noted in conjunction with the review of

this Standard:
" Company has written underwriting policies and procedures which are designed to
Q nably assure consistency in classification and rating.

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

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

s The Company contracts for auto rating and policy issuance with a third party. Annually,
the Company performs extensive testing to ensure that rate changes are properly
incorporated in the third party’s software.

= For commercial auto risks ceded to CAR, such underwriting practices and rates are
determined by CAR and filed with the Division. For all other commercial auto, forms and
rates are filed with and/or approved by the Division prior to use, as applicable.
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s  CAR conducts periodic audits of the Company’s compliance with CAR requirements for
auto business ceded to CAR and conducted audits for the 2002 calendar year.

= Company policy requires that homeowners rates are based on I1SO rates, and the Company
files such rates with the Division for use to comply with statutory and regulatory
requirements. The Company’s process for rating is electronic and is designed to ensure
that consistent and filed rates are used when business is written.

= Homeowners rating criteria include territory, coverage amount and type, property age,
protection class, structure type as well as discounts for home and auto coverage, seniors,
new construction, security features, safety features, multi-year renewals, and -igher
deductibles. &

s The Company conducts audits of producer operations to ensure that certain tory and
regulatory guidelines for auto policies are properly implemented.

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

transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company pers :R/ith responsibility for the
underwriting process. RNA selected five sales of comm auto policies and 20 sales of
homeowners policies for the period January 1, 2003 th% e 30, 2004 for testing of data

coding. Additionally, RNA reviewed the latest audit report CAR as well as the latest CAR
profile reports on the Company’s compliance with tistical coding requirements for key
policy determinants for auto business ceded to C also reviewed the latest reports from
ISO that summarize Company submitted premium-data.

Transaction Testing Results: (@
Findings: None. ?.'

Observations: Bas results of our testing of five sales of commercial auto policies
and 20 sales of ers policies, it appears that the Company uses proper data coding
' rd to the CAR audits of statistical reporting, the reports noted that
a reasonably effective job of ensuring that premium statistical errors are
only minimal data coding errors noted. The CAR profile reports as of
2003 showed that the Company scored well and compared favorably to the
tts industry. RNA also noted recent reports from ISO indicate Company

@med premium data was accepted with low data submission error rates.

R dations: None.

* * * * *
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VII. CLAIMS

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

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

Objective: The Standard is concerned with the timeliness of the Company’s con tmthe
claimant. Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement practice 'nwailure
to acknowledge and act reasonably promptly upon communications with respe alms arising
under insurance policies. 6

Controls Assessment: The following key observations were noted in cou%;iobwith the review of

this Standard: C
i @cess.

ically or from agents. Company
0 business days after notification
tablished, Company policy requires

= Written policies and procedures govern the claims han

s Written claim forms are received via fax, mail, e
policy requires a loss creation file be established wi
of the claim is received. Once a loss creation-file
contact with the claimant within one businez%r.

= All loss creation files are maintained on amai

ame based automated claims management

system.

= Company policy is to respond to.al ical damage claims within two business days from
the receipt of a loss report. isers are dispatched to adjudicate all physical damage
claims.

= Company policy is to ¢
the appraisal assign

= Company policy i c

p%@?physical damage appraisals within five days of the date of
t.

act all injured persons, or their legal representatives, within one

business day o faclaim.
= Claims ma @l can access the claims system to monitor open claims.
s Claims m ment periodically reviews open claims to evaluate settlement issues and
ensuz&‘ riate reserves have been established.
s

. ims ‘management uses exception reports to measure operational effectiveness and
ing time.
e Company has established a CQE department, which is charged with performing quality
ontrol audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including the timing of initial contact with a claimant. The CQE
department renders reports to senior management describing the results of its audits.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of five commercial auto and 20 homeowners claims closed during the period January 1, 2003
through June 30, 2004 to evaluate compliance with Company claims handling policies and
procedures. Based upon an evaluation of the CQE department and limited re-testing of the CQE
department’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures. For each of the selected claims including those tested by the
CQE department, RNA verified the date the claim was reported to the Company and noted the
initial response by the Company was acknowledged in a reasonably timely manner.

Transaction Testing Results:

Findings: None. ‘%\)
Nged the claims

nd that the initial
the results of our
espond to claims are
e reasonably timely.

Observations: For each of the closed claims selected for testing,
were reported according to the Company’s polices and proce
contact by the Company with the claimant was timely. B
testing, it appears that the Company’s processes to repo
functioning in accordance with their policies and procedu

Recommendations: None. %’

Standard V11-2. Timely investigations ar ed M.G.L. c. 176D, 8 3(9)(c).
Objective: The Standard is concerne timeliness of the Company’s claims investigations.
Pursuant to M.G.L. c. 176D, § 3(9 ir claims settlement practices include failure to adopt
and implement reasonable standard e prompt investigation of a claim.
Controls Assessment: The key observations were noted in conjunction with the review of
this Standard:

= Written poI| | ] procedures govern the claims handling process.

s All loss
syste

s are maintained on a mainframe based automated claims management

. Comﬁ licy is to respond to all physical damage claims within two business days from
J%ei t of a loss report. Appraisers are dispatched to adjudicate all physical damage

Q)mpany policy is to complete physical damage appraisals within five days of the date of
the appraisal assignment.

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

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

= Claims adjustors maintain a chronological diary system to ensure timely activity on claims
investigations.

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

= The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including the timeliness of claims investigations. The CQE
department renders reports to senior management describing the results of its audit‘s%

Controls Reliance: Controls tested via documentation inspection, procedure obse N}and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determi xtent of

transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company person understand claims
handling processes and obtained documentation supporting such proce selected a sample
of 20 homeowners and five commercial auto claims closed durin% riod January 1, 2003
through June 30, 2004 to evaluate compliance with Compa handling policies and
procedures. Based upon an evaluation of the CQE departme ited re-testing of the CQE
department’s audit work, RNA utilized the testing results f veral CQE audits to complement
our transaction testing procedures. For each of the select ms including those tested by the
CQE department, RNA verified the date the claim v«ﬁ% ted to the Company and noted the

investigation by the Company was conducted inar timely manner.

Transaction Testing Results: ‘%
Findings: None. '\0

Observations: For each o osed claims selected for testing, RNA noted the claims
were reported accordin Company s polices and procedures and that the claims
investigation by the y appeared timely. Based upon the results of our testing, it
appears that the S processes to report and investigate claims are functioning in
accordance WI oI|C|es and procedures and are reasonably timely.

Recommendatlo%%e

G%al: M.G.L. c. 176D, § 3(9)(f): M.G.L. c. 175, §8 28 and 112.
Auto’ M.G.L. c. 175, §§ 1130 and 191A; 211 CMR 123.00.

Objective: The Standard is concerned with the timeliness of the Company’s claims settlements.
General:
Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair claims settlement practices include failing to

effectuate prompt, fair and equitable settlements of claims in which liability has become reasonably
clear. In addition, if an insurer makes a practice of unduly engaging in litigation or of unreasonably
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and unfairly delaying the adjustment or payment of legally valid claims, M.G.L. c. 175, § 28
authorizes the Commissioner to make a special report of findings to the general court.

M.G.L. c. 175, § 112 states that liability of any company under a motor vehicle liability policy or
under any other policy insuring against liability for loss or damage on account of bodily injury,
death, or damage 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. 4

Auto Specific:
M.G.L. c. 175, 8 1130 states payments to the insured under theft or comprehensivﬁ%x{e shall
e

not be paid until a claim form has been received from the insured stating t pair work
described in an appraisal made pursuant to regulations promulgated by the.auto age appraiser
licensing board has been completed. Insurers are required to make su %ents within seven
days of receipt of the above claim form. However, direct payments \Q? ds without a claim
form may be made in accordance with a plan filed and approved b missioner. Any such
plan filed with the Commissioner must meet stated standard egard to procedures for
selecting approved repair shops, vehicle inspection, ins ntees of the quality and
workmanship used on making repairs, and prohibitions on_éi ination for selection of vehicles
for inspection. 211 CMR 123.00 sets forth procedures ommissioner’s approval of, and
op plans.

M.G.L. c. 175, § 191A requires insureds to give.ti notice of a property damage loss to the
company or its agent. Further, in the event of*theft; reporting to the police by the insured is also

aims; within 60 days after filing a proof of loss. The
statute also sets forth a process to select a.disinterested appraiser in the event the insured and the

this Standard:
= Written policies dures govern the claims handling process.
= Company pg i@ resolve all claims in a timely manner.
= All loss ion files are recorded in the claims system when reported.

" y policy is to respond to all physical damage claims within two business days from
ceipt of a loss report. Appraisers are dispatched to adjudicate all physical damage

ims
Q For non-direct payment plan physical damage claims, the Company’s policy is to make
payment within seven business days upon receipt of an appraisal in accordance with
M.G.L. c. 175, § 1130.

s The Company’s direct payment plan for physical damage claims complies with 211 CMR
123.00. Company policy is to make direct payments as required by the plan within five
days upon completion of an appraisal.

= The Company’s policy is to resolve claims in compliance with M.G.L. c. 175, § 112.

= Property damage claims are paid within 60 days of receipt of a proof of loss as required by
M.G.L. c. 175, 8 191A. Further, although very a rare occurrence, the Company’s policy is
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to abide by the statutory requirements to select a disinterested appraiser in the event the
Company and the insured fail to agree on the amount of a loss.

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

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

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

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

s Claims management uses exception reports to measure operational effectiveness ¥and

processing time.

»  The Company has established a CQE department, which is charged with pe
control audits of the Company’s claims handling processes. Such audit
the Company’s claims functional departments using numerous defined “and measurable
performance standards, including claims resolution timeliness: CQE department
renders reports to senior management describing the results o dits

orming quality

Controls Reliance: Controls tested via documentation inspe ocedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be Eodered in determining the extent of

transaction testing procedures.

Transaction Testing Procedure: RNA interview any personnel to understand claims
handling processes and obtained documentation égp ing such processes. RNA selected a sample

of 20 homeowners and five commercial au ims closed during the period January 1, 2003
through June 30, 2004 to evaluate com with Company claims handling policies and
procedures. Based upon an evaluation @E department and limited re-testing of the CQE
department’s audit work, RNA utilizq@sting results from several CQE audits to complement
our transaction testing procedures.gor each of the selected claims, including those tested by the

CQE department, RNA verifiedith e the claim was reported to the Company and noted the
claim was resolved by the C in a reasonably timely manner.

Transaction Testing R % -

For each of the closed claims selected for testing, RNA noted the claims
ndled and adjudicated according to the Company’s policies and procedures and
& ed in a timely manner. Further, for each of the selected claims, RNA verified the

te the claim was reported to the Company and noted whether or not the claim was
resolved in a reasonably timely manner. RNA verified the Company’s direct payment
complies with 211 CMR 123.00. Based upon the results of our testing, it appears that the
Company’s processes to resolve claims timely are functioning in accordance with their
policies and procedures, as well as statutory and regulatory requirements.

Recommendations: None.
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Standard VII-4. The company responds to claim correspondence in a timely manner.
M.G.L. c. 176D, § 3(9)(b) and 3(9)(e).

Objective: The Standard is concerned with the timeliness of the Company’s response to all claim
correspondence. Pursuant to M.G.L. c. 176D, 8§ 3(9)(b), unfair claims settlement practices include
failure to act reasonably promptly upon communications with respect to claims arising under
insurance policies. M.G.L. c. 176D, 8§ 3(9)(e) considers failure to affirm or deny coverage of
claims within a reasonable time after proof of loss statements have been completed an unfair trade
practice.

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

this Standard:
= Company policy is to respond to questions about claims in a timely man"l!

s Company policy is to investigate and resolve all claims according to Company performance
standards.

= Claims management performs periodic claims audits to exami e%
claims policies.

= Claims management periodically reviews open claims ea based upon an aging of
all claims to evaluate settlement issues and ens priate reserves have been

nce with Company

established.

= Claims management uses exception reports @%ﬁre operational effectiveness and

processing time.

= The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s clai ling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, incl eIiness of Company responses to claims
Q{étm

correspondence. The CQE d t renders reports to senior management describing the

results of its audits. \

Controls Reliance: Contro via documentation inspection, procedure observation and/or
corroborating inquiry ap 0 be sufficiently reliable to be considered in determining the extent of
transaction testing pro

Transaction Tesﬁn&’rocedure: RNA interviewed Company personnel to understand claims
handling prog@n?obtained documentation supporting such processes. RNA selected a sample
3

of 20 homeowners and five commercial auto claims closed during the period January 1, 2003
through e 30, 2004 to evaluate compliance with Company claims handling policies and
procsed upon an evaluation of the CQE department and limited re-testing of the CQE
de % ’s audit work, RNA utilized the testing results from several CQE audits to complement
oﬁansaction testing procedures. For each of the selected claims including those tested by the
CQE”"department, RNA verified the date the claim was reported to the Company and noted the
Company’s timely responses to claims correspondence.

Transaction Testing Results:

Findings: None.

Observations: For each of the closed claims selected for testing, RNA noted the claims
were reported and investigated according to the Company’s polices and procedures and
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responses to claims correspondence were timely. Based upon the results of our testing, it
appears that the Company’s processes to provide timely responses to claims
correspondence are functioning in accordance with their policies and procedures and are
reasonably timely.

Recommendations: None.

Standard VI1I-5. Claim files are adequately documented.

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

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

this Standard: %8
= Claim processing guidelines require that key informati % mpleted, signed, and

included in the file, including: @
Notice of loss with relevant date of loss, descripti@% volved parties.

(6]
o Relevant reports from investigating police au
o Applicable medical reports and other investigative’correspondence.
o Other pertinent written communication.
o All legal correspondence. %
o Documented or recorded telepm munication.
o Claim activity is logged an nted in chronological order.
o Claim reserve evaluations, adjustments and assessments are documented.
o Source correspond z&ﬁd investigative reports are scanned and maintained
electronically.
= Claims manage orms periodic claims reviews to examine compliance with
Company claims'poticies.

Claims m ement periodically reviews open claims to evaluate settlement issues and

. Company has established a CQE department, which is charged with performing quality

audits of the Company’s claims handling processes. Such audits are conducted on

Company’s claims functional departments using numerous defined and measurable

Q performance standards, including adequate claim file documentation. The CQE
department renders reports to senior management describing the results of its audits.

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

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 20 homeowners and five commercial auto claims closed during the period January 1, 2003

61



through June 30, 2004 to evaluate compliance with Company claims handling policies and
procedures. Based upon an evaluation of the CQE department, and limited re-testing of the CQE
department’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures For each of the selected claims including those tested by the
CQE department, RNA reviewed the claim files and noted whether claim file documentation was
adequate.

Transaction Testing Results:

Findings: None. 4

Observations: For all closed claims selected for testing, RNA noted th W were
reported and investigated according to the Company’s polices and proc d claim
file documentation was adequate. Based upon the results of our testing ars that the

Company’s processes to document claims are functioning in accordance Wwith their policies
and procedures.

Recommendations: None. §)
Q)

* * * *

Standard VII-6. Claims are properly handled in wﬂhce with policy provisions and
applicable statutes, rules and regulations. %

and 193K.
Auto: M.G.L. c. 175, §§ 113J and 1130; @
Property/Liability: M.G.L. c. 175, § 97

General: M.G.L. c. 176D, 88 3(9)(d) and 3(9%%% M.G.L. c. 175, 88§ 221, 24D, 111F, 112, 112C

R 75.00 and 133.00.
A, 100, 102; M.G.L. c. 139, § 3B.

Objective: The Standard is con;gmith whether the claim appears to have been paid for the

appropriate amount to the % e claimant/payee.

General: 0

Pursuant to M‘-'%%NGD, 8§ 3(9)(d), unfair claims settlement practices include refusal to pay
t

claims with ucting a reasonable investigation based upon all available information.
Moreover, M.G:L.7"c. 176D, 8 3(9)(f) considers failure to effectuate prompt, fair and equitable
settlem laims in which liability has become reasonably clear as an unfair trade practice.

175, § 221 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 attorney
pursuant to M.G.L. ¢. 175, § 111F. In addition, M.G.L. c. 175, § 112C requires companies to
reveal to an injured party making a claim against an insured, the amount of the limits of said
insured’s liability coverage upon receiving a request in writing for such information.

M.G.L. c. 175, § 112 states that liability of any company under a motor vehicle liability policy or

under any other policy insuring against liability for loss or damage on account of bodily injury,
death, or damage to property, shall become absolute whenever the loss or damage for which the
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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.

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. 112.

Auto Specific:
Medical reports must be furnished to injured persons or their attorney pursuant to M.G % 8
113J. M.G.L. c. 175, § 1130 prohibits payments by an insurer for theft coverage u% insured

has received notice from the appropriate police authority that a statement has be y filed.
Additionally, companies are required to report the theft or misappropriation of ehicle to a
central organization engaged in motor vehicle loss prevention. 211 CMR.75. esignates the
National Insurance Crime Bureau as the central organization to be used for.thi

211 CMR 133.00 sets forth uniform standards for repair of dama
applies when an insurer pays for the costs of repairs. The regul resses how damage and
repair costs are determined, requires like kind repair parts and sets forth methods for
determining vehicle values. It further allows vehicles dee%Y tal loss to be repaired subject to

certain requirements and limits. Lastly, the regulati res an insurer to have licensed
appraisers conduct “intensified” appraisals of at leas % all damaged vehicles for which the
damage is less than $1,000 and 75% of all damage icles for which the appraised cost of repair
is more than $4,000 for collision, limited collision, ang comprehensive claims. The “intensified”
appraisal is to determine if the repairs were accordance with the initial appraisal and any

supplemental appraisals.
Property/Liability Specific: (Q

M.G.L. c. 175, 8 96 limits the ny’s liability to the actual cash value of the insured property
when a building is totally d et by fire. In addition, if the insured has paid premiums on a

coverage amount in exc ofysaid actual cash value, the statute states the insured shall be
reimbursed the propor@ xcess of premiums paid with interest at six percent per year.

M.G.L. c. 175 requires the Company to pay fire losses to mortgagees of property upon
ights and title in accordance with the insurance policy. Further, when a claim
to property exceeds five thousand dollars, M.G.L. c. 175 8 97A requires the
Compa ensure the claimant submits to the Company a certificate of municipal liens from the
collectGr:0 es of the city or town wherein such property is located. The Company shall pay to
th town any amounts shown on the certificate of municipal liens as outstanding on the date
of lgss. The provisions of M.G.L. c. 175 § 97A do not apply to certain owner-occupied dwellings.

M.G.L. c. 139, § 3B prohibits the Company from paying claims covering loss or damage to a
building or other structure (defined as “dangerous” pursuant to M.G.L. c. 143, § 6) in excess of one
thousand dollars without having given 10 days written notice to the building commissioner or
inspector of buildings appointed pursuant to the state building code, to the fire department, and to
the board of health, in the city or town where the property located.

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

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

= Written policies and procedures govern the claims handling process.
s Company policy is to handle all claims in accordance with policy provisions and stat;law.

m All loss creation files are maintained on a mainframe based automated claims mana nt

system.

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

= The Company has procedures to comply with requirements in L. e~175, §§ 111F,
113J and 112C to furnish medical reports and/or the amount of ed’s policy limits,
upon receiving requests for such information from a claimant ir attorney.

s The Company has procedures to comply with requirem%A.G.L. c. 175, 8 24D to
intercept non-recurring payments for past due child % or certain defined claim
payments.

s The Company has procedures to comply with r
verify a police report was properly filed pri king payments for theft coverage.
Further, the Company has procedures to re stich’thefts to the National Insurance Crime

Bureau as required by 211 CMR 75.00.
= The Company’s policy prohibits disrﬂ%ﬂon in the reimbursement of proper expenses
paid to certain professions and occ @ as required by M.G.L. c. 175 § 193K.
= Claims management can acce& atms system to monitor open claims.
S

ts in M.G.L. c. 175, § 1130 to

= Claims management perfor riodic claims reviews to examine compliance with
Company claims policies.

= Claims managemen ically reviews open claims to evaluate settlement issues and
ensure appropriat e have been established.

s Claims mana@ ses exception reports to measure operational effectiveness and

processing ti

s The Co as established a CQE department, which is charged with performing quality
contr of the Company’s claims handling processes. Such audits are conducted on
the C y’s claims functional departments using numerous defined and measurable

rmance standards, including compliance with policy provisions and state law. The
epartment renders reports to senior management describing the results of its audits.

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

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 20 homeowners and five commercial auto claims closed during the period January 1, 2003
through June 30, 2004 to evaluate compliance with Company claims handling policies and
procedures. Based upon an evaluation of the CQE department and limited re-testing of the CQE
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department’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures. Further, for each of the selected claims, including those tested
by the CQE department, RNA verified the claim was handled in accordance with policy provisions,
statutory and regulatory requirements, as applicable.

Transaction Testing Results:

Findings: None.

Observations: For the 25 closed claims selected for testing, RNA ascertained wﬁ!&g or
not the claim tested had a written request for disclosure of the insured’s liability ,policy

limits. When required, the Company responded to the request within 30 ant to
M.G.L. c. 175, § 112C. Of the 25 closed claims selected for testing ascertained
whether or not the paid claims were subject to the intercept procedu omply with

requirements in M.G.L. c. 175, 8§ 24D. When required, the Comp rly verified the
claim recipient was not subject to the intercept requirement prior to.making the claim
payment.

RNA verified the Company has procedures in plac gde claimants with a list of
registered repair shops as well as those repair sh ich qualify as a referral shop as
required by 211 CMR 123.00. Further, RNA n ompany performs re-inspections
of repaired vehicles following completion of % ccording to the requirements of 211
CMR 123.00.

Based upon the results of our testin ‘%ears that the Company’s processes to handle
claims in accordance with polic isions, statutory and regulatory requirements are
functioning in accordance with cies and procedures.

Recommendations: None.

3G
S

Standard VII-7. Mpany uses the reservation of rights and excess of loss letters, where
appropriate.

Obijective. T&ndard is concerned with the Company’s usage of reservation of rights letters and
its pro :e%s,for notifying an insured when it is apparent that the amount of loss will exceed
pol'c@t

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

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

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

= The Company uses reservation of rights and excess of loss letters when circumstances
warrant.
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= Claims management can access the claims system to monitor open claims.

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

= The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including the Company’s use of reservation of rights and excess of
loss letters. The CQE department renders reports to senior management describing the
results of its audits.

Transaction Testing Procedure: RNA interviewed Company personnel to unde Wlaims
handling processes and obtained documentation supporting such processes. RNA s% sample
of 20 homeowners and five commercial auto claims closed during the peri ry 1, 2003
through June 30, 2004 to evaluate compliance with Company claims policies and

procedures. Based upon an evaluation of the CQE department, and limi esting of the CQE
department’s audit work, RNA utilized the testing results from severa!

our transaction testing procedures. For each of the selected claims,i
CQE department, RNA reviewed the claim files and noted wheth
loss letters were warranted.

Transaction Testing Results: &;
Findings: None. Q

ations of rights or excess

Observations: For all closed claim ed for testing, RNA noted the claims were

reported and investigated accordin@ Company’s polices and procedures and claim

file documentation was adequaté. noted no instances where a reservation of rights

letter or excess loss letter wa d imappropriately. Based upon the results of our testing, it

appears that the Compan % ses to utilize reservation of rights and excess loss letters
C

to claims are functionin rdance with their policies and procedures.

Recommendations: Nona%
0 * * * * *

Standard V11-8, Peductible reimbursement to insureds upon subrogation recovery is made in
a timely@_@ccyurate manner.

@) The Standard is concerned with the Company’s timely refund of deductibles from
su ation proceeds.

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

= Written policies and procedures govern the claims handling process including subrogated
claims.

= Company policy is to resolve all subrogated claims in a timely manner.

= The Company has a subrogation unit as part of its claims department. Its responsibility is
to manage salvage on total loss claims.
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= When liability or coverage issues are undisputed with another carrier, the Company
typically waives the deductible to its insured.

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

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

= The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable

performance standards, including subrogation processing. The CQE department, renders
reports to senior management describing the results of its audits.

Controls Reliance: Controls tested via documentation inspection, procedure obfs%\u)and/or

corroborating inquiry appear to be sufficiently reliable.

Transaction Testing Procedure: RNA interviewed Company person understand claims
handling processes and obtained documentation supporting such procef selected a sample

of 20 homeowners and five commercial auto claims closed durin riod January 1, 2003

through June 30, 2004 to evaluate compliance with Compa i handling policies and

procedures. Based upon an evaluation of the CQE departme ited re-testing of the CQE

department’s audit work, RNA utilized the testing results f veral CQE audits to complement

our transaction testing procedures. For each of the s% ims, including those tested by the
te

CQE department, RNA reviewed the claim files and hether subrogation recoveries were
reasonably timely and accurate.

Transaction Testing Results: ‘%
Findings: None. '\Q
For all cl (&

Observations: ims selected for testing, RNA noted the subrogation
recoveries were timely and ‘accurate according to the Company’s polices and procedures

and the claim file d tion were adequate. Further, RNA noted no instances where
subrogation reco the insured were not timely. Based upon the results of our
testing, it app the Company’s processes to make subrogation recoveries to insureds
are functio cordance with their policies and procedures.

% * * * * *

\S‘t}@ard VI11-9. Company claim forms are appropriate for the type of product.

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

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

» Industry standardized claims reporting forms are utilized which are appropriate for the
Company’s lines of business.
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= Claim processing guidelines require that key documentation be completed, signed, and
included in the file, including: notice of loss with relevant date of loss, description, and
involved parties.

= Claims management can access the claims system to monitor open claims.
s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

m  The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including use of appropriate claim forms. The CQE dep nt

renders reports to senior management describing the results of its audits. \)
s %tion and/or

Controls Reliance: Controls tested via documentation inspection, procedure 0
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company pe% to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 20 homeowners and five commercial auto claims closed ur he period January 1, 2003
through June 30, 2004 to evaluate compliance with C any claims handling policies and
procedures. Based upon an evaluation of the CQE dep %«snd limited re-testing of the CQE
department’s audit work, RNA utilized the testing res&% several CQE audits to complement
our transaction testing procedures. For each of the‘selected claims, including those tested by the
CQE department, RNA reviewed the claim files ang noted whether the claim reporting was
appropriate. ‘%

Transaction Testing Results: &

Findings: None.

Observations: For he closed claims selected for testing, RNA noted the claims
were reported ding to the Company’s polices and procedures and claim file
documentatio equate. Based upon the results of our testing, it appears that the
Company’ s to document reported claims are functioning in accordance with their
policies ocedures.

Recommendéﬁ&ns None.

S

Standard VI1-10. Claim files are reserved in accordance with the company’s established
procedures.

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

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= Written policies and procedures govern the claims handling process.

= Company policy is to evaluate claims timely and establish adequate reserves on all reported
claims.

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

Relevant reports from investigating police authorities.

Applicable medical reports and other investigative correspondence.

Other pertinent written communication. 4
All legal correspondence. \)
Documented or recorded telephone communication. ‘%

Claim activity is logged and documented in chronological order. Q

Claim reserve evaluations, adjustments and assessments are do te

Source correspondence and investigative reports ag and maintained

© © 0O © © 0 O o ©

electronically.

s Claims management performs periodic claims review@
Company claims policies.

= Claims management periodically reviews open s to evaluate settlement issues and
ensure appropriate reserves have been established.

= Claims management uses exception rep t easure operational effectiveness and

amine compliance with

processing time.

= The Company has established a CQE d'%\ent, which is charged with performing quality
control audits of the Company’s CI@ dling processes. Such audits are conducted on
the Company’s claims functio tments using numerous defined and measurable
performance standards, inclu adequate claim file documentation. The CQE department
renders reports to senior m?& nt describing the results of its audits.

Controls Reliance: Contro
corroborating inquiry app Gar
transaction testing pro

Transaction Tes |%rocedure: RNA interviewed Company personnel to understand claims
@

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

reserving precesses and obtained documentation supporting such processes. RNA selected a
sample of.20 eowners and five commercial auto claims closed during the period January 1,
2003 th@une 30, 2004 to evaluate compliance with Company claims reserving policies and
proc .#Based upon an evaluation of the CQE department and limited re-testing of the CQE

t’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures. For each of the selected claims, including those tested by the
CQE department, RNA verified the date the claim was reported to the Company and noted that
claim reserves were evaluated, established and adjusted in a reasonably timely manner.

Transaction Testing Results:

Findings: None.
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Observations: For each of the closed claims selected for testing, RNA noted that claim
reserves were evaluated, established and adjusted according to the Company’s polices and
procedures and that the claims investigation by the Company appeared timely. Based upon
the results of our testing, it appears that the Company’s processes to evaluate, establish and
adjust claim reserves are functioning in accordance with their policies and procedures and

are reasonably timely.
* * * * * %

Recommendations: None.

Standard VII-11. Denied and closed-without-payment claims are handled in nce with
policy provisions and state law. M.G.L. c. 176D, 88§ 3(9)(d), 3(9)(h) and 3(9)(n).

Objective: The Standard is concerned with the adequacy of the Comp %cision-making and
documentation of denied and closed-without-payment claims. Pursua .G.L. ¢c. 176D, 8§
3(9)(d), unfair claims settlement practices include refusal to pa without conducting a
reasonable investigation based upon all available information. nt to M.G.L. c. 176D, §
3(9)(h), unfair claims settlement practices include attemptin ¢ a claim for an amount less
than a reasonable person would have believed he or she wi ti to receive. M.G.L.c. 176D, §
3(9)(n) considers failure to provide a reasonable and pr a%ranation of the basis for denial of a
claim as an unfair claims settlement practice.

N

Controls Assessment: The following key observat
this Standard:

= Company policy requires that d i@JSt include contractual basis for non-payment and

ere noted in conjunction with the review of

management system.
= All claims investiga handled by adjustors not to exceed a defined dollar limit to

their settlement an%
s Claims manag@t n access the claims system to monitor open claims.

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

s The % ny has established a CQE department, which is charged with performing quality
entrol audits of the Company’s claims handling processes. Such audits are conducted on
ompany’s claims functional departments using numerous defined and measurable
% formance standards, including claims handling practices. The CQE department renders
Q eéports to senior management describing the results of its audits.

inform the claimant of their ri@%)| peal.
m All claim notifications Q%y intained on a mainframe based automated claims

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

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 20 homeowners and five commercial auto claims closed during the period January 1, 2003
through June 30, 2004 to evaluate compliance with Company claims handling policies and
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procedures. Based upon an evaluation of the CQE department and limited re-testing of the CQE
department’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures. Of the 25 claims selected, RNA noted four of the claims were
closed without payment. For all selected claims, including those tested by the CQE department,
RNA verified the date the claim was reported, reviewed correspondence and investigative reports
and noted whether the Company handled the claim timely and properly before closing it.

Transaction Testing Results:

Findings: None. %

Observations: For the four claims closed without payment tested, &ﬁ(a)tation
appeared to be complete including correspondence and other documentatiofi: her, the
Company’s conclusion appeared reasonable. Based upon the result testing, it

appears that the Company’s processes do not unreasonably deny claims‘er.delay payment

of claims.
Recommendations: None. §)
* * * * * Q

Standard VI1I-12. Cancelled benefit checks and fts) reflect appropriate claim handling
practices.

Objective: The Standard is concerned with any’s procedures for issuing claim checks as
it relates to appropriate claim handling prac @

Controls Assessment: The followin
this Standard:

= Written policies and pro s govern the claims payment process.
= Company policy ig'te handle all claims in accordance with policy provisions and state law.
= All claims in@ ions are handled by adjustors up to a defined dollar limit to their

e ervations were noted in conjunction with the review of

settlement

= Compan dures verify the proper payee and amount and amount prior to check
issu

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

" management performs periodic claims reviews to examine compliance with

pany claims policies.

% he Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including the Company’s use of reservation of rights and excess of
loss letters. The CQE department renders reports to senior management describing the
results of its audits.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
payment processes and obtained documentation supporting such processes. RNA selected a sample
of 20 homeowners and five commercial auto claims closed during the period January 1, 2003
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through June 30, 2004 to evaluate compliance with Company claims payment policies and
procedures. Based upon an evaluation of the CQE department, and limited re-testing of the CQE
department’s audit work, RNA utilized the testing results from several CQE audits to complement
our transaction testing procedures. For each of the selected claims, including those tested by the
CQE department, RNA reviewed the claim files and noted whether claim payment practices were
appropriate.

Transaction Testing Results:

Findings: None. 4

Observations: For all closed claims selected for testing, RNA noted th W were
reported and investigated according to the Company’s polices and proc d claim

payment documentation was adequate. RNA noted no instances wh payment
practices appeared inappropriate. Based upon the results of our testing, pears that the
Company’s processes to issue claim payment checks are appr nd functioning in

accordance with their policies and procedures.

Recommendations: None.

cases of clear liability and coverage, to reco mounts due under policies by offering
substantially less than is due under the policﬁMG . €. 176D, 88 3(9)(g) and 3(9)(h), M.G.L.
c. 175§ 28.

Standard VI11-13. Claim handling practices do& rclaimants to institute litigation, in

Objective: The Standard is concerned Mher the Company’s claim handling practices force
claimants to (a) institute litigation claim payment, or (b) accept a settlement that is

substantially less than what the, p contract provides for. Pursuant to M.G.L. ¢. 176D, 88
3(9)(g) and 3(9)(h), unfair clai ettlement practices include (a) compelling insureds to institute
litigation to recover amou der an insurance policy by offering substantially less than the
amounts ultimately reco actions brought by such insureds, and (b) attempting to settle a
claim for less than th to which a reasonable person would have believed he or she was
entitled by refere o=wWritten or printed advertising material accompanying or made part of an
application. M , if an insurer makes a practice of unduly engaging in litigation or of
unreasonably. airly delaying the adjustment or payment of legally valid claims, M.G. L. c.
175,828 futho izes the Commissioner to make a special report of findings to the general court.

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

Claims handling guidelines require the uniform and consistent handling of claims
settlement and payment of claims.

s Company policy is to contact all injured persons or their legal representatives within two
business days of receipt of a claim.

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

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

Cont%
tb% rd:
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= Claims management periodically reviews open claims each month based upon an aging of
all claims to evaluate settlement issues and ensure appropriate reserves have been
established.

= Claims management uses reports measuring operational effectiveness and processing times
to monitor claims processing activities.

= The Company has established a CQE department, which is charged with performing quality
control audits of the Company’s claims handling processes. Such audits are conducted on
the Company’s claims functional departments using numerous defined and measurable
performance standards, including claims handling practices. The CQE department rénders
reports to senior management describing the results of its audits. ‘{

Controls Reliance: Controls tested via documentation inspection, procedure ob wandlor
corroborating inquiry appear to be sufficiently reliable to be considered in deter e extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company pers understand claims
handling processes and obtained documentation supporting such processes. A selected a sample
of 20 homeowners and five commercial auto claims closed du the’ period January 1, 2003
through June 30, 2004 to evaluate compliance with Com ims handling policies and
procedures. Based upon an evaluation of the CQE depart nd limited re-testing of the CQE
department’s audit work, RNA utilized the testing result eral CQE audits to complement
|
%

our transaction testing procedures. RNA noted sev e claims tested involved litigation.
When applicable, including claims tested by the C ment, RNA verified the date the claim
was reported, reviewed correspondence and iavestigative reports and noted the whether the
Company handled the claim timely and proper)%

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

Observations: For claims selected that involved litigation, documentation appeared to
be complete incl din respondence and other documentation. Further, the Company’s

conclusion appeatget
Company’s % do not unreasonably deny claims or compel claimants to instigate
litigatio

Recommendéfnn .. None.

% * * * * *

§%MVII-14. Loss statistical coding is complete and accurate. M.G.L. c. 175A, 8§ 15(a);
211 R 15.00

Obijective: The Standard is concerned with the Company’s complete and accurate reporting of loss
statistical data to appropriate rating bureaus.

Pursuant to M.G.L. c. 175A, 8 15(a), insurers must record and report their loss and countrywide
expense experience in accordance with the statistical plan promulgated by the Commissioner in
accordance with the rating system on file with the Commissioner, and the Commissioner may
designate rating agency or agencies to assist her in the compilation of such data. In accordance
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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, §
15(a).

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

= Company policy is to report loss data to appropriate rating bureaus (i.e. 1SO) timely and
with complete and accurate loss data.

m  The Company reports loss data to 1ISO in a format required by 1SO.
xp';gnce

n  Detailed claim data is reported quarterly to ISO. The claim data includes loss e
by line of business, type of loss, dollar amounts, claim counts, accident dates, i

s Claims management personnel reconcile the underlying data for c

accuracy. Exceptions reports are generated to ensure the loss data is pro @Q
m  The Company has established a CQE department, which is charged % h performing quality
UET

tory, etc.

control audits of the Company’s claims handling processes. Su are conducted on
the Company’s claims functional departments using numerg ed and measurable
performance standards, including the completeness and accuraey
The CQE department renders reports to senior managem 3scribing the results of its
audits.

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

statistical reporting processes and obtai cumentation supporting such processes. RNA
reviewed detailed reports from ISO showi e Company’s loss data in summary format. RNA
reviewed the 1SO reports for reasoga lerigss compared to Company statistical data for the quarter

Transaction Testing Procedure: RNA @J'ewed Company personnel to understand loss

ended September 30, 2004. RNA:no unusual results or differences in the data.

Transaction Testing Resulb"~
Findings: N rQ
§

Observati The Company generally appears to report loss statistical data to rating

imely and accurately and its processes are functioning in accordance with their
d procedures, as well as statutory requirements.

dations: None.
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SUMMARY

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

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

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

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

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

Matthew C. Regan, 111 Q t

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

Division of Insurance

Boston, Massachusetts /\
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