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Dear Commissioner Burn@*

Pursuant to your inst@ and in accordance with Massachusetts General Laws,

Chapter 175, SeCti(CS comprehensive examination has been made of the market
conduct affairs o

T@MPLOYERS’ FIRE INSURANCE COMPANY

a@%ﬁce located at:

One Beacon Lane
Canton, Massachusetts 02021

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 The Employers’ Fire Insurance Company (“the Company”) for the period
January 1, 2006 to June 30, 2007. 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 procedm

EXAMINATION APPROACH \)

A tailored audit approach was developed to perform the examination of the @ny using the
guidance and standards of the 2006 NAIC Market Regulation Handbookj (“the Handbook™) the
market conduct examination standards of the Division, the Comm alth’ of Massachusetts
insurance laws, regulations and bulletins, and selected federal d regulations. All
procedures were performed under the management and contro eral supervision of the
market conduct examination staff of the Division, includi
addressed by the concurrent Division financial examinat
objectives, market conduct examination staff discussed, :
by the Division’s financial examination staff to the<extentideemed necessary, appropriate and
effective, to ensure that the objective was adequz addressed. The following describes the
procedures performed and the findings for the warkplan steps thereon.

The basic business areas that were revieweb this examination were:

I.  Company Operations/Manage
Il.  Complaint Handling

I1l.  Marketing and Sales Yy
IV. Producer Licensin
V. Policyholder Service

VI.  Underwritin ing
VIl. Claims

In addition ‘%rocesses’ and procedures’ guidance in the Handbook, the examination
included an as ent of the Company’s internal control environment. While the Handbook
approac!%gcts individual incidents of deficiencies through transaction testing, the internal
contr, ment provides an understanding of the key controls that Company management uses
togr r business and to meet key business objectives, including complying with applicable
la d regulations related to market conduct activities.

The controls assessment process is comprised of three significant steps: (a) identifying controls;
(b) determining if the control has been reasonably designed to accomplish its intended purpose in
mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
functioning as intended (i.e., the actual testing of the controls). For areas in which controls
reliance was established, sample sizes for transaction testing were accordingly adjusted. The form
of this report is “Report by Test,” as described in Chapter 15, Section A. of the Handbook.



EXECUTIVE SUMMARY

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

The Division considers a substantive issue as one in which corrective action by the Company is
deemed advisable, or one in which a “finding,” or violation of Massachusetts insuranc S,
regulations or bulletins was found to have occurred. It also is recommended t %(}mpany
management evaluate any substantive issues or “findings” for applicabili% otential
occurrence in other jurisdictions. When applicable, corrective action shoul en for all
jurisdictions, and a report of any such corrective action(s) taken should b vided to the

Division.

The following is a summary of all substantive issues found, along %&ed recommendations
and, if applicable, subsequent Company actions made, as pa comprehensive market
conduct examination of the Company. All Massachusetts la ations and bulletins cited in
this report may be viewed on the Division’s website at % gov/doi.

The comprehensive market conduct examination resulted in no findings or negative observations
with regard to company operations/management. tion results showed that the Company

is in compliance with all tested Company icies; procedures and statutory requirements
addressed in these sections.

SECTION Il - COMPLAINT }-(A% ING

STANDARD lII-

2
Findings: No %

ppears from the complaints reviewed that the Company has adequate
place to address complaints, and adequately communicates such
s to policyholders. The Company is in the process of enhancing its complaint

d trending reporting process and timely implement its use.

%lt(() g and trending capabilities.
@ mmendations: The Company should complete the enhanced complaint monitoring



SECTION Il - MARKETING AND SALES
STANDARD lII-1

Findings: None.

Observations: The results of RNA’s testing showed that the Company’s advertising and
sales materials comply with Massachusetts M.G.L. c. 176D, § 3. The standard agency
contract contains the requirement to obtain home office approval prior to use gent-
developed advertising material. The Company’s website disclosure complies with.the
requirements of Division of Insurance Bulletin 2001-02. However, the Co &was not
retained internal approval of six advertising materials used during m%a ination
period.

Recommendations: The Company should adopt a written polj % procedure which
requires that approvals from corporate communications, th epartment and the
business line manager are obtained before marketing materi e published. Further,
the written policy and procedures should require that t entation be retained by
the Company as long as the materials are in use. Q,

Subsequent Actions: The Company has imple%&rmé recommendations noted above.

SECTION IV - PRODUCER LICENSI

STANDARD IV-1 <<\1Q

Findings: None.

Observations: Based o results of RNA’s testing of six homeowners, 12 commercial
automobile, 24 ¢ multi-peril, five workers” compensation and 12 tuition refund
policies issue %ed during the examination period, all of the producers who sold
policies du @ examination period were properly licensed, and all but 12 were
e'Bivision’s list of the Company’s appointed agents at the time the policies
ubsequently, the Company appointed the 12 producers as agents.

o}!ndations: The Company should implement a control procedure during
q riting to ensure that all producers are appointed as agents prior to selling business.

rther, the Company and the Division shall complete a reconciliation of the Company’s
Q ent appointments at a mutually agreed upon date, to ensure that such appointment
records are in agreement.

Subsequent Actions: The Company states that it is now appointing all producers as agents
within the required time frame.




SECTION V -POLICYHOLDER SERVICE

STANDARD V-1

Findings: None.

Observations: The premium and billing transactions tested were processed according to
the Company’s policies and procedures. Based upon the results of testing, the
Company’s processes for mailing billing notices with adequate advance notice, and
properly applying monthly service charges on installment payments, appear to be
functioning in accordance with its policies, procedures, and statutory requirements.
RNA noted that due to computer system limitations, policies must be &@d and
rewritten in order to process homeowners billing changes.

allow homeowners billing changes without canceling and rewritj ting policies.

STANDARD V-2 03

Findings: None.

Recommendations: The Company should consider computer syszém ancements to

Observations:  The insured-requested c llations tested were processed timely
according to the Company’s policies and edures. Based upon the results of testing,
the Company’s processing of insured-requested cancellations appears to be functioning
in accordance with its policies, pro s, and statutory requirements. Computer
system limitations required the ation of one commercial multi-peril policy in order
to change a producer code. SK

allow changes in p odes and commissions without canceling and rewriting

existing policies. :

Recommendations: @ y should consider computer system enhancements to
odueer

SECTION VI - WRITING AND RATING

<

STA'@ VI-8

s: The Company non-renewed one homeowners policy of three tested with only
ays notice to the insured in violation of M.G.L. c. 175, § 193P.

Observations: Based on the results of testing, other than as noted above, the Company
generally complies with notice procedures for company initiated cancellations and non-
renewals. The homeowners’ computer system cancellation report does not identify all
company-initiated cancellations for underwriting reasons. The Company is changing its
policy writing system, which will identify all company-initiated cancellations due to
underwriting reasons.

Recommendations: The Company shall ensure that all homeowners non-renewal notices
are delivered with adequate notice in compliance with M.G.L. c. 175, 8 193P. Further,




the Company shall complete the conversion to the new policy writing system as soon as
possible.  The new system will allow the Company to enhance its tracking and
monitoring of cancellations. In the interim, the Company shall devote resources and use
all reasonable efforts to ensure that all company-initiated cancellations for underwriting
reasons are tracked and monitored to comply with statutory requirements.

STANDARD VI-26

Findings: None.

Observations: Based on the results of testing, it appears that the Company uses
proper premium data coding procedures. The Workers’ Compensati ing &
Inspection Bureau (“WCRIB”) audit dated August 10, 2006 indicated Company
generally uses proper workers’ compensations statistical data eIa@o premiums.

However, RNA’s testing of the coding of commercial automobil ium data indicated
that a driver on one policy was given fewer Safe Driver Ins n (“SDIP”) points
than merited according to information from the Mass%g Registry of Motor
Vehicles. The error did not result in an incorrect premi charged to the insured
since the SDIP point difference was minimal. Furthe us errors were noted in the
2005 CAR audit report of the Company’s 2003 a and the 2007 CAR audit report
of its 2005 activity. Some common errors we d in both years. The Company
states that it made changes to its automobile% statistical reporting methodology
due to the issues identified during 2003,%

ere reflected in the 2005 CAR audit
report; however, some of the results o hanges were not yet evident in 2005, as
documented in the 2007 CAR audi . Some of the errors noted included vehicle
premium statistical errors relat db , class and VIN, and other errors related to
policies. The Company states eompleted research to identify the root causes of the
errors, modified computer s logic as necessary, developed a self-review process to
address these errors and co training of commercial underwriters.

Recommendations:
information servi

mpany’s internal audit function, together with the business
artment, shall review and evaluate the new computer logic and
procedures to that controls over coding and statistical reporting are effectively
designed properly implemented. The Company shall periodically update the
Division; uested, on the results of these audits.

QQN}ARD VI-27

ndings: None

Observations: Based on the results of testing, it appears that policy files generally
supported the Company’s decisions. However, for three newly issued tuition refund
policies, the applications were not timely signed by the applicants at the inception of
coverage. Additionally, RNA’s review of the underwriting department’s peer reviews
indicated that, in several instances, individual commercial lines underwriters exceeded
their authority limits during the underwriting process. As a result, the Company has
provided training to all underwriters emphasizing adherence to authority limits.



Recommendations: The Company should ensure that tuition refund policy applications
are signed by the applicant at the inception of coverage. Further, the Company should
enhance controls and procedures contemporaneous with the underwriting of risks, to
ensure adherence to authority limits during the underwriting process. Such controls
could include, for example, supervisory review of underwriters’ work prior to the
approval of new risks; information technology controls which prevent underwriters from
approving risks that exceed their underwriting authorities; a risk underwriting assignment
methodology that allows management to assess and monitor adherence to authority limits
during the underwriting process, or other relevant effective controls.

Subsequent Actions: The Company states that it is now requiring that all tu% nd

applications be timely signed at the inception of coverage. ;

SECTION VII - CLAIMS

STANDARD VII-14 Q)%
P

Findings: None.

Observations: Based on the results of testing, .if appears that the Company generally
uses proper loss data coding procedures. The B audit dated August 10, 2006
indicated that the Company uses proper wo ' compensations statistical data related to
claims. However, numerous errors wi re%d in the 2005 CAR audit report of the
Company’s 2003 activity, and the 2 AR audit report of its 2005 activity. Some
common errors were reported in botf rs. The Company states that it made changes to
its automobile loss statistical -u%; ethodology due to the issues identified during
2003, which were reflected inthe 2005 CAR audit report; however, some of the results of
such changes were not yet.evident in 2005, as documented in the 2007 CAR audit report.
Some of the errors noted i ed vehicle loss statistical errors related to loss type and
accident location, and soeme'errors related to policies. The Company has identified the
root causes of the-sta al errors, and will be developing computer logic changes to
correct these e@r
Recomme% ¢ The Company shall complete the development of the computer logic
rect statistical errors noted in the CAR audit reports. Further, the

chang
Co n;t:’s internal audit function, together with the business information services
artment, shall review and evaluate the controls over coding and statistical reporting to

@r they are effectively designed and properly implemented. Lastly, the Company

all periodically update the Division, as requested, on progress of the implementation
orts, and on the results of the audits.



COMPANY BACKGROUND

The Company is a wholly-owned subsidiary of OneBeacon Insurance Company (“OneBeacon”),
a Pennsylvania domestic insurance company. OneBeacon is a wholly-owned subsidiary of
OneBeacon Insurance Group LLC (“*OBLLC”), an insurance holding company domiciled in
Delaware. OBLLC is an indirect wholly-owned subsidiary of OneBeacon Insurance Group, Ltd.
(*OB™), a publicly traded insurance holding company domiciled in Bermuda. White Mountains
Insurance Group, Ltd., also an insurance holding company domiciled in Bermuda, is the ultimate
controlling entity indirectly owning 74.5% of the outstanding common shares of OB as of
December 31, 2007, representing 96.7% of the voting power of a combined two-class common
stock structure. The One Beacon Companies are rated “A” (“Excellent”) by A.M. Bes

The Company offers homeowners, commercial automobile, commercial multi orkers’
compensation and tuition refund insurance in Massachusetts. Tuition refund i@ is written
through the Company’s 80%-owned affiliate agency, A.W.G. Dewar, in  Quincy,
Massachusetts. The policies insure schools for unpaid tuition when stu %thdraw during the
school year for medical, mental illness, disciplinary, financial, and a easons. Coverage
is available to all students that apply through the insured instituti her lines of business
including private passenger automobile coverage are sold throu tated insurance companies
within OB. The Company and OneBeacon contract wi ximately 130 independent

agencies in Massachusetts.

The Company had $107.5 million in admitted assets $ l; million in surplus as of December
31, 2006. For the year ended December 31, 20 e Company’s earned premium was $30.1
million and net income was $8.2 million. he €ompany does not directly employ any
individuals. Rather, the Company reimbur or the Company’s portion of shared services
incurred by OB including staffing costs. 6

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

following areas. Yy
&
N
S
<§0
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I 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 regulated entity has an up-to-date, valid internal, or external,audit
program.

Objective: This Standard addresses whether there is an audit program functio txtp&)vides
meaningful information to management.

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

s The Company’s statutory financial statements and OB’ ial statements are audited
annually by an independent accounting firm.

= OB’s internal audit department reports to the OB Directors’ Audit Committee.

s OB’s internal audit plan is based on prioritie@ ished by the Audit Committee, with
input from senior management. The i mmittee approves the plan for the
following year prior to year end, and Qrﬁ%plan progress and implementation results

t

periodically throughout the year.
s OB’s internal audit department periodic audits of various operational areas to

Cempany policies and procedures, and recommends
d procedures.

ensure compliance with OB
enhancements to such polici
s OB’s claim department p s monthly branch self-audits, to review and evaluate
ce to OB and Company policies and procedures. Further,
management conducts quality control audits to evaluate

processed claims for a
OB’s home offic

settlement practi eviewing bodily injury settlements, liability claims and material
damage claim

s OB’s un I department conducts quarterly peer reviews of each underwriter’s
busin dition, the home office underwriting management conducts quality control
audi 18 months.

. conducts compliance audits of its producers regarding required maintenance of

underwriting information that is retained by the producer.

e Company is subject to periodic audits by Commonwealth Automobile Reinsurers
(*CAR”) for compliance with statutes and CAR Rules of Operation (“CAR Rules”).

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums and 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.

11




Transaction Testing Procedure: RNA reviewed various internal audit reports, claims department
branch self-audits, underwriting department peer reviews and home office claims quality control
audits, to evaluate procedures performed and results obtained.

Transaction Testing Results:

Findings: None.

Observations:  The internal audit reports, claims department branch self-audits,
underwriting department peer reviews and home office claims quality control “audits
reviewed by RNA provided detailed information on the procedures performed, audit
findings and recommendations for improvement. The review of these au N?icated
that when recommendations for improvement were identified, the Com onsidered
the recommendations and implemented those which management consi cessary.

Recommendations: None. QC;O

Standard 1-2. The regulated entity has appropriate contro @Uﬁrds and procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Stan@mcluded in the scope of the ongoing
statutory financial examination of the Company. Q

Standard I-3. The regulated entity ha§§raud initiatives in place that are reasonably
calculated to detect, prosecute, and preve audulent insurance acts.

18 U.S.C. § 1033; Division of Ins ce’Bulletins 1998-11 and 2001-14.

Objective: This Standard a hether the Company has an anti-fraud plan that is adequate,
up-to-date, in complianc plicable statutes and appropriately implemented.

g33 of the Violent Crime Control and Law Enforcement Act of 1994

| offense for anyone “engaged in the business of insurance” to willfully
erson” to conduct insurance activity without written consent of the primary
insurance regu . A “prohibited person” is an individual who has been convicted of any felony
involvir@nesty or breach of trust or certain other offenses, who willfully engages in the
busi insurance as defined in the Act. In accordance with Division of Insurance Bulletins
1998- d 2001-14, any entity conducting insurance activity in Massachusetts must notify the
Division in writing of all employees and producers affected by this law. Individuals “prohibited”
under the law may apply to the Commissioner for written consent, and must not engage or
participate in the business of insurance unless and until they are granted such consent.

Pursuant to 18 U.
(“Act”), it is a cri
permit a “pr

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

= OB and the Company have a written plan to address fraud throughout the organization.

12




= OB and the Company have a Special Investigative Unit (“SIU”) within the claim
department, which is dedicated to the prevention and handling of fraudulent activities.

s The SIU has written policies, guidelines and procedures to address claim fraud
prevention.

= The SIU tracks and investigates potentially fraudulent activity with the assistance of other
departments, and reports such activity to regulators as required.

s OB’s and the Company’s policy is to seek the Division’s approval regarding the hiring of
any “prohibited person” when it wishes to employ such a person.

s The Company does not directly employ any individuals, since it reimburses OB {or its
portion of shared services including staff. Beginning in 2000, OB began ¢ ting

criminal background checks on all new employees
Controls Reliance: Controls tested via documentation inspection, procedure %tion and/or
corroborating inquiry appear to be sufficiently reliable to be considered in ﬁete nining the extent

of transaction testing procedures
Transaction Testing Procedure: RNA reviewed the anti-fraud poI %ﬁ procedures, and the
work of the SIU, as part of various claims standards.

Transaction Testing Results:

Findings: None. Q

Observations: Based upon RNA’s revie of licies and procedures, it appears that anti-
fraud initiatives are in place to dete ute, and prevent fraudulent insurance acts.

Recommendation: None. (Q\

Standard 1-4. The regulat(@@has a valid disaster recovery plan.

No work performed red activity for this Standard is included in the scope of the ongoing
statutory fmanma\ tion of the Company.

Standargd™I-5. 'Contracts between the regulated entity and entities assuming a business
functio %E

ting on behalf of the regulated entity, such as, but not limited to, MGAs, GAs,
TP d ‘management agreements must comply with applicable licensing requirements,
S es, rules and regulations.

No work performed. OB and the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable to this examination.

13




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

No work performed. OB and the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable to this examination.

Standard 1-7. Records are adequate, accessible, consistent and orderly and comply with
state record retention requirements.

Obijective: This Standard addresses the organization, legibility and structure of file a% as
the determination of the Company’s compliance with record retention requirements. 5\)

Controls Assessment: OB and the Company have established written recor on policies
and procedures for each key function and department that note the I%th of time specific

documents must be retained. %}

Controls Reliance: Controls tested via documentation inspection,.préCedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be ¢ %-o in determining the extent
of transaction testing procedures. §

Transaction Testing Procedure: RNA reviewed O
policies and evaluated them for reasonableness. Q

the Company’s record retention

Transaction Testing Results:

Findings: None. ,\Q
Observations: OB’s and tiﬁ(&pany’s record retention policies appear reasonable.

Recommendations: None.

Standard 1-8. T eg lated entity is licensed for the lines of business that are being

written.

M.G.L. c. 17%%2 and 47.

Obijective; “Lhis Standard addresses whether the lines of business being written by a Company are
ince with the authorized lines of business.

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

insurer may be licensed.

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

Controls Reliance: Not applicable.

14




Transaction Testing Procedure: RNA reviewed the Company’s Certificate of Authority, and
compared it to the lines of business which the Company writes in the Commonwealth.

Transaction Testing Results:

Findings: None.

Observations: The Company is licensed for the lines of business being written.

Recommendations: None. A{

Standard 1-9. The regulated entity cooperates on a timely basis with exami %rming

the examinations. 0

M.G.L. c. 175, § 4.

Objective: This Standard addresses the Company’s cooperatio@géj the course of the
examination.

M.G.L. c. 175, § 4 sets forth the Commissioner’s authority%%duct examinations of an insurer.
on

Controls Assessment: Due to the nature of this Stan n trols assessment was performed.

Controls Reliance: Not applicable.
Transaction Testing Procedure: The s level of cooperation and responsiveness to
e

examiner regquests was assessed thrm& he“examination.

Transaction Testing Results: Yy
Findings: None. @
tompany’s level of cooperation and responsiveness to examiner
table.

Observations
requests

Recommendations: None.

1:10. The regulated entity has procedures for the collection, use and disclosure of
on gathered in connection with insurance transactions to minimize any improper
ion into the privacy of applicants and policyholders.

Gramm-Leach-Bliley Act, §8 502, 503, 504 and 505 and 16 Code of Federal Regulations
(“CFR”) Part 313.

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

15




The Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose non-public personal information about consumers to nonaffiliated third parties. Further,
a financial institution must provide its customers with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing non-public personal
consumer information to nonaffiliated third parties, unless the institution satisfies various
disclosure and opt-out requirements and the consumer has not elected to opt out of such
disclosure.

Controls Assessment: The following key observations were noted in conjunction with the feview
of Standards 1-10 through 1-17:

= The Company’s practice is to provide the initial privacy notice on the poki ycation
to individual applicants.

s The Company’s privacy policy states that it collects certain types of n blic personal
information from third parties or other sources, and gives exam such third parties
or other sources. The privacy policy further notes that any may disclose
information as permitted by law, and consumers have a r% ccess and to correct
inaccuracies in this information.

= The Company’s privacy policy states that it does n se any non-public personal
information to any affiliate or non-affiliated thi ty for marketing purposes, and
discloses non-public personal information o e purpose of processing and
evaluating consumers’ insurance applications% s.

= The Company annually provides the priva to individual customers via mail upon
renewal.
The Company provides its privacy palicy“on its website.

The Company annually conducts formation systems risk assessment to consider,
document and review infor ecurity threats and controls. The risk assessment
evaluations have resulted in improvements to information systems security.

= Company policy requires its information technology security practices safeguard
non-public personal an h information, and communicates these practices to all staff

in training progra pliance presentations and various memoranda as needed.

Company polic quires all staff to take annual privacy training, and to sign an

acknowledger@ they have taken such training.

= Only indivi approved by Company management are granted access to the
Compan ctronic and operational areas where non-public personal and health
info is located. Access is frequently and strictly monitored.

Control@;i.ance: Controls tested via documentation inspection, procedure observation and/or
Ccorro M inquiry appear to be sufficiently reliable to be considered in determining the extent
of:itransaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and procedures.

Transaction Testing Results:

Findings: None.

Observations: It appears from RNA’s review that the Company’s privacy practices
minimize any improper intrusion into individuals’ privacy.

16



Recommendations: None.

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

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

The objective of this Standard relates to privacy matters and is included in Standards I-w I-

12 through 1-17. \)

Standard 1-12. The regulated entity has policies and procedures to prot ct @privacy of
non-public personal information relating to its customers, former cus d consumers

that are not customers g{
Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 Clﬁf;\

Objective: This Standard addresses the Company’s poli@ procedures for ensuring it

protects the privacy of non-public personal information.

The Gramm-Leach-Bliley Act, 8§ 502, 503, 50 5 and 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restgictions on a financial institution’s ability to
disclose non-public personal information abo sumers to nonaffiliated third parties. Further,
a financial institution must provide its c with an annual written notice of its privacy
policies and practices. In addition, a fi stitution is prohibited from disclosing non-public
personal consumer information to M%&hated third parties, unless the institution satisfies
various disclosure and opt-out req% s and the consumer has not elected to opt out of such

disclosure.
Controls Assessment: Se % d 1-10.

Controls Reliance: % ndard 1-10.
Transaction T ocedure: RNA interviewed Company personnel with responsibility for
privacy comp nce, and reviewed documentation supporting its privacy policies and procedures.

Tran ‘%"éstmq Results:
Q Findings: None.

Observations: It appears from RNA’s review that the Company’s policies and
procedures adequately protect consumers’ non-public personal information.

Recommendations: None.
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Standard 1-13. The regulated entity provides privacy notices to its customers and, if
applicable, to its consumers who are not customers regarding treatment of non-public
personal financial information.

Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313.

Objective: This Standard addresses the Company’s practice of providing privacy notices to
customers and consumers.

requirements for proper notice to consumers, and restrictions on a financial institution ity to
disclose consumers’ non-public personal information to nonaffiliated third parties: rther, a
financial institution must provide its customers with an annual written no Q\‘ its privacy
policies and practices. In addition, a financial institution is prohipited “from disclosing
consumers’ non-public personal information to nonaffiliated third parti %ess the institution
satisfies various disclosure and opt-out requirements, and the consu %\ t elected to opt out
of such disclosure.

Controls Assessment: See Standard 1-10. 0

Controls Reliance: See Standard 1-10. Q

Transaction Testing Procedure: RNA interviewed«Company personnel with responsibility for
privacy compliance, and reviewed documentation its supporting privacy policies and procedures.

Transaction Testing Results: (Q\Q

Findings: None.
Observations: Base@zRNA’s review of the Company’s privacy notice and its
a r

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 31%, &rth

privacy practices,i s that the Company has a process for providing a sufficient

privacy notice.-tQ ividual applicants and policyholders regarding its collection and
disclosure %a lic personal financial information. The Company primarily writes
commerci erage, and is not required to provide privacy notices to commercial

custo

Recomm@: None.

ard 1-14. If the regulated entity discloses information subject to an opt out right, the
company has policies and procedures in place so that non-public personal financial

information will not be disclosed 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, 88 502, 503, 504 and 505 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 regulated entity’s collection, use and disclosure of non-public personal
financial information are in compliance with applicable statutes, rules and regulations.

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

Objective: This Standard addresses the Company’s policies and procedures regarding collection,
use and disclosure of non-public personal financial information.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313, set'forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose consumers’ non-public personal information to nonaffiliated third partie &gpher, a
financial institution must provide its customers with an annual written notics'%s privacy
policies and practices. In addition, a financial institution is prohibite disclosing
consumers’ non-public personal information to nonaffiliated third parties,~un he institution
satisfies various disclosure and opt-out requirements and the consumer % elected to opt out

of such disclosure.
Controls Assessment: See Standard 1-10. 0 :

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure: RNA interviewe ny personnel with responsibility for
privacy compliance, and reviewed documentation sugporting its privacy policies and procedures.
Based upon underwriting and claims testing procedures, RNA looked for any evidence that the
Company improperly collected, used or dis@ non-public personal financial information.

Transaction Testing Results: (ﬁ\

Findings: None.

Observations: It-appears from RNA’s review that the Company’s policies and
procedures provide:rea
personal financial information.

discloses no %
Recommendaff\@(%%n:\_e.

e jurisdiction of the Department of Insurance, the regulated entity has policies and
procedures in place so that non-public 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 addresses the Company’s policies and procedures for ensuring it
maintains the privacy of non-public personal health information related to claims.
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Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and procedures
related to claims. In conjunction with claims testing, RNA looked for evidence of improper use
and maintenance of non-public personal health information.

Transaction Testing Results: A{
Findings: None. 5\)

Observations: Based upon RNA'’s review of the Company’s polici dures and
liability claims, it appears that such policies and procedures provide re ble assurance
that the Company maintains the privacy of non-public personal information related
to claims.

Recommendations: None. 03

Standard 1-17. Each licensee shall implement a comprehgnsive written information security
program for the protection of non-public custom formation.

Gramm-Leach-Bliley Act, §8 502, 503, 504 an’8\50 nd 16 CFR Part 313.

Objective: This Standard addresses th a;y’s information security efforts to ensure that
non-public consumer information is p& :

, 503, 504 and 505 and 16 CFR Part 313, set forth
umers, and restrictions on a financial institution’s ability to
rsonal information to nonaffiliated third parties. Further, a
financial institution ide its customers with an annual written notice of its privacy
policies and practi %I addition, a financial institution is prohibited from disclosing
consumers’ non- i sonal information to nonaffiliated third parties, unless the institution

The Gramm-Leach-Bliley Act, 8§
requirements for proper noti
disclose consumers’ non-

satisfies vario ure and opt-out requirements and the consumer has not elected to opt out
of such discldx
Contr, sment: See Standard 1-10.

&0 eliance: See Standard 1-10.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and procedures.

Transaction Testing Results:

Findings: None.
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Observations: Based upon RNA’s review of the Company’s information security
policies and procedures, it appears that the Company has implemented an information
security program which provides reasonable assurance that its information systems
protect non-public customer 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 regulated entity
complaint register.

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tracks aints or
grievances as required by statute.

Pursuant to M.G.L. c. 176D, 8 3(10), an insurer is required to maintain m@ record of all
complaints it received from the date of its last examination. The reco ' indicate the total
number of complaints, the classification of each complaint by line of i brance, the nature of each
complaint, the disposition of each complaint and the time to procQ omplaint.

Controls Assessment: The following key observations were
of Standards I1-1 through I1-4:

conjunction with the review

= The Company logs all written complaints in‘the complaint register in a consistent format.

= The complaint register includes the d ceived, the date closed, the person making the
complaint, the insured, the policy r, state of residence, the nature of the complaint
and the complaint disposition.

= The Company’s policy is to resp o0 Division complaints within 14 calendar days of
receipt when possible, and_in a timely manner once it receives and evaluates all required

= Written Company policies and procedures% the complaint handling process.
n

information.
= The Company provide
consumer inquirie
= The Company

lephone number and address in its written responses to
ts web site.
monitors complaint activity and trends.

Controls Reliance?
corroborating ingui
of transactio

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

esting Procedure: RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
R% viewed four Massachusetts complaint files from the examination period to evaluate the
Company’s compliance with M.G.L. ¢. 176D, 8 3(10), and noted the response date and the
documentation supporting the resolution of each complaint. RNA also compared the Company’s
complaint register to the Division’s complaint records to ensure that the Company’s records were
complete.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted that the Company’s format for recording the complaints
reviewed included all necessary information. Based upon the results of testing, it appears
that the Company’s processes for recording complaints in the required format are
functioning in accordance with its policies, procedures, and statutory requirements.

Recommendations: None. )«

Standard 11-2. The regulated entity has adequate complaint handling proce@)ﬁ place
and communicates such procedures to policyholders.

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company has %\gé complaint handling
procedures and communicates those procedures to policyholders.

M.G.L. c. 176D, 8 3(10) requires that (a) the Company h c ented procedures for complaint
handling (b) the procedures in place are sufficient to e isfactory handling of complaints
received as well as to conduct root cause analyses i eveloping complaints; (c) there is a
method for distribution of and obtaining and recor responses to complaints that is sufficient
to allow response within the time frame required.by state law, and (d) the Company provides a
telephone number and address for consume@

Controls Assessment: See Standard I}Q\
Controls Reliance: See Standard I%

%~ RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
achusetts complaint files from the examination period to evaluate the
with M.G.L. c. 176D, 8 3(10). RNA also reviewed the Company’s
website, and vari rms sent to policyholders, to determine whether the Company provides
contact mfor i r consumer inquiries as required.

Trans stlnq Results:

Findings: None.

Observations: It appears from the complaints reviewed that the Company has adequate
procedures in place to address complaints, and adequately communicates such
procedures to policyholders. The Company is in the process of enhancing its complaint
monitoring and trending capabilities.

Recommendations: The Company should complete the enhanced complaint monitoring and
trending reporting process and timely implement its use.
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Standard 11-3. The regulated entity takes adequate steps to finalize and dispose of the
complaint in accordance with applicable statutes, rules and regulations and contract
language.

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

Controls Assessment: See Standard I1-1. \)
Controls Reliance: See Standard I1-1. ‘%

Transaction Testing Procedure: RNA interviewed management and
complaint handling, and examined evidence of the Company’s relate
RNA reviewed four Massachusetts complaint files from the exami
Company’s actions related to complaint disposition.

ta spon3|ble for
ses and controls.
1od, to evaluate the

Transaction Testing Results: 0

Findings: None Q
Observations: RNA noted that the C m@ ully addressed the issues raised in the

complaints reviewed. Documentatio the” complaints appeared complete, including
the original complaint, related c ndence and the Company’s complaint register
information. RNA is not awar omplainants with similar fact patterns that were

not treated consistently and r@&
Recommendations: None. Yy

Standard 11-4. The ti e within which the regulated entity responds to complaints is
in accordance with.a Ie statutes, rules and regulations.

Objective: \gﬁdard addresses the time required for the Company to process each
complaint.

Massachu does not have a specific complaint processing time standard in the statutes or

C aints from the Division within 14 calendar days from the date they receive a notice of

regulations.” However, the Division has established a practice of requiring that insurers respond to
o%
complaint.

Controls Assessment: See Standard I1-1.

Controls Reliance: See Standard I1-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
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RNA reviewed four Massachusetts complaint files from the examination period to evaluate the
Company’s complaint response times.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, the Company addressed each of the
complaints within 14 days. It appears that the Company’s processes for responding to
complaints in a timely manner are functioning in accordance with its icies,
procedures, and statutory requirements.
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1. MARKETING AND SALES

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

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

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

Objective: This Standard addresses whether the Company maintains a system of ¢ wer the
content, form and method of dissemination for all advertisements of its policies. ‘%
Pursuant to M.G.L. c. 176D, 8§ 3, it is deemed an unfair method of competiti |srepresent or
falsely advertise insurance policies, or the benefits, terms, condition dvantages of said
policies. Pursuant to Division of Insurance Bulletin 2001-02, an..l who maintains an
Internet website must disclose on that website the name of t % ny appearing on the
certificate of authority, and the address of its principal office. 6

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

manager collaboratively develop ad and sales materials targeted to consumers
and producers.

= OB and the Company permi ?gs to develop advertising material. The standard
agency contract requires agents, to” obtain home office approval prior to use of such

material.
s OB’s policy is to dis

= The corporate communications departg legal department and the business line

itssname and address on its website.

Controls Reliance: Con
corroborating |an|r 3
of transaction tes

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

Transaction festing Procedure: RNA interviewed Company personnel with responsibility for
advertising,and sales materials, and reviewed nine pieces of advertising and sales materials used
durin ination period, for compliance with statutory and regulatory requirements. RNA
als d the standard agency contract for the requirement to obtain home office approval
p% e of agent-developed advertising material. Finally, RNA reviewed the OB website for
appropriate disclosure of its name and address, and general compliance with statutory and
regulatory requirements.

Transaction Testing Results:

Findings: None.

Observations: The results of RNA’s testing showed that the Company’s advertising and
sales materials comply with Massachusetts M.G.L. c. 176D, § 3. The standard agency
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contract contains the requirement to obtain home office approval prior to use of agent-
developed advertising material. The Company’s website disclosure complies with the
requirements of Division of Insurance Bulletin 2001-02. However, the Company has not
retained internal approval of six advertising materials used during the examination
period.

Recommendations: The Company should adopt a written policy and procedure which requires
that approvals from corporate communications, the legal department and the business line
manager are obtained before marketing materials are published. Further, the written policy and
procedures should require that this documentation be retained by the Company as long“as the
materials are in use.

Subsequent Actions: The Company has implemented the recommendations noted‘g@)

Standard 111-2. Regulated entity internal producer training mate 'Llsre in compliance
with applicable statutes, rules and regulations. 6*

Obijective: This Standard addresses whether all of the Company gpcer training materials are
in compliance with state statutes, rules and regulations.

Controls Assessment: The following controls were %&p&rt of this Standard and Standard

11-3: Q
= The Company has distributed produceﬁging materials focusing on Company policies,

practices and procedures, inch@ ose relating to underwriting and rating,
policyholder service, and claims:

= The Company’s producers e access to electronic policy and procedure manuals
through the Company’s agWe portal.

Controls Reliance: Contrg
corroborating inquiry ap Q:

of transaction test Ures.

Transaction Testi ocedure: RNA interviewed Company personnel with responsibility for
developing istributing producer training materials, and reviewed such materials in use
during the.examination period for accuracy and reasonableness.

Tra_n@) esting Results:

Findings: None.

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

Observations:  The Company’s producer training materials appear accurate and
reasonable.

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

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

Controls Assessment: See Standard 111-2.

Controls Reliance: See Standard I11-2.

Transaction Testing Procedure: RNA interviewed Company personnel with res WW for
developing and circulating written producer communications, and review I such
[)

communications to producers during the examination period for accuracy and r leness.
Transaction Testing Results: %
Findings: None. §)
Observations: The Company’s communicatio)@ cers appear accurate and
reasonable.

Recommendations: None. @

Standard I11-4. Regulated entity mass ting of property and casualty insurance is in
compliance with applicable statutes, r and regulations.

No work performed. This Standard isspot covered in the scope of examination because the
Company does not mass marke& and casualty insurance in Massachusetts.

S
Q)
S
&
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IV.  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. Regulated entity records of licensed and appointed (if applicable)
producers agree with department of insurance records.

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bulleti s%&-ll
and 2001-14. JK)

Objective: The Standard addresses licensing and appointment of the Company S:icers.

M.G.L c. 175, § 162l requires that all persons who solicit, sell or insurance in the
Commonwealth be licensed for that line of authority. Further, any raducer shall not act as
an agent of the Company unless the producer has been appoint % Company pursuant to
M.G.L c. 175, § 162S. 6

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Contfol and-Law Enforcement Act of 1994
(“Act”), it is a criminal offense for anyone “engaged in-the, business of insurance” to willfully
permit a “prohibited person” to conduct insurance aetivi ithout written consent of the primary
insurance regulator. A “prohibited person” is an i@ual who has been convicted of any felony
involving dishonesty or a breach of trust or certain other offenses, who willfully engages in the
business of insurance as defined in the A accordance with Division of Insurance Bulletins
1998-11 and 2001-14, any entity co % insurance activity in Massachusetts has the
responsibility of notifying the Divisian, in writing, of all employees and producers acting as
agents who are affected by this | dividuals prohibited under the law may apply to the
Commissioner for written consent, ust not engage or participate in the business of insurance

unless and until they are granted consent.

Controls Assessment: @vwing key observations were noted in conjunction with the review

of this Standard:

= The y’s appointment procedures are designed to comply with statutory
requir ts, which state, in part, that insurers seeking to appoint a licensed producer as
must do so within 15 days from the date the producer’s contract is executed, or

the first policy application is received.

e Company’s policy is to seek the Division’s approval regarding the appointment of
any “prohibited person” as noted above when it wishes to appoint such a person.

= The Company maintains an automated producer database that tracks all terminations,
appointments and other licensing changes related to its appointed agents.

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

= All appointed agents are required to enter into a written contract with the Company prior
to selling business. Standard contract terms and conditions address authorities and
responsibilities, producer licensing, maintenance of records, ownership of business,
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privacy requirements, binding authority, commission rates, premium accounting,
advertising, and termination/suspension provisions.

= The Company requires its appointed agents to maintain $1 million of E&O coverage.
= The Company’s producer compensation policies are disclosed on the OB website.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for ucer
contracting and processing of agent appointments. RNA reviewed evidence., of . agent

appointments in conjunction with testing of six homeowners, 12 commercial e, 24
commercial multi-peril, five workers’ compensation and 12 tuition refund pelicies issued or
renewed during the examination period. RNA verified that the sales agent f policy was
included on the Division’s list of the Company’s appointed agents at the ti f sale

Findings: None.

Transaction Testing Results: C@

automobile, 24 commercial multi-peril, five ompensation and 12 tuition refund
policies issued or renewed during the ex period, all of the producers who sold

policies during the examination peri% were. properly licensed, and all but 12 were
p

Observations: Based on the results of RNA’s t ix homeowners, 12 commercial
\Agr%

included on the Division’s list of the ny’s appointed agents at the time the policies
were issued. Subsequently, the C(@w appointed the 12 producers as agents.

Recommendations: The Company & plement a control procedure during underwriting to
ensure that all producers are appoi gents prior to selling business. Further, the Company

and the Division shall com g onciliation of the Company’s agent appointments at a
t

mutually agreed upon date, at such appointment records are in agreement.

Subsequent Actions: T, any states that it is now appointing all producers as agents within
the required time f

Standard I\)/X? he producers are properly licensed and appointed (if required by state
law) in risdiction where the application was taken.

% 8 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bulletins 1998-11
001-14.

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

M.G.L. c. 175, 8§ 162R and 162T.

Objective: This Standard addresses the Company’s termination of producers in accordance with
applicable statutes requiring notification to the state and the producer.

Pursuant to M.G.L. c. 175, 8 162T, the Company must notify the Division within 30 days of the
effective date of a producer’s termination, and if the termination was “for cause” as. definegd in
M.G.L. c. 175, 8 162R, the Company must notify the Division of such cause. Furt N}L C.
175, § 162R provides the reasons for which the Company may terminaté%v ducer’s
appointment as agent, and the reasons for which the Division may terminate a c@ ’s license.

Controls Assessment: The following key observations were noted in cc@n with the review

of this Standard: :
n of agent terminations as

ivision of the reason for agent

= The Company’s policy and practice is to notify the
required by statute.

= The Company’s policy and practice is to noti
terminations when the termination is “for cause.”

= The Company has a process for noti iﬁ%%e ts that their appointments have been
terminated which complies with statutory~and eontractual requirements.

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

Transaction Testing Proced A interviewed individuals with responsibility for producer

contracting and terminati essing. RNA selected three terminated agents from the
Company’s termination and the Division’s termination records, and compared the
termination inform th listings.

Transaction Testi

ults:

Q dings: None.
( E?Q ervations: The results of RNA’s testing showed that the Company appears to be

Q otifying the Division when it terminates agent appointments.

Recommendation: None.

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

Objective: ~ This Standard addresses the Company’s policy for ensuring that producer
appointments and terminations do not unfairly discriminate against policyholders.
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Controls Assessment: See Standards 1V-1 and IV-3.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting, appointments and terminations. In conjunction with testing of six homeowners, 12
commercial automobile, 24 commercial multi-peril, four workers’ compensation and 12 tuition
refund policies issued or renewed during the examination period, RNA reviewed documentation
for any evidence of unfair discrimination against policyholders resulting from the CWy’s

policies regarding producer appointments and terminations.

Transaction Testing Results: ‘é/

Findings: None.

Observations: Through RNA’s testing of six homeowners, ercial automobile,
24 commercial multi-peril, four workers’ compensation and ion refund policies, no
evidence of unfair discrimination against policyholdemh oted as a result of the
Company’s policies regarding producer appointment; inations.

Recommendations: None. &

Standard IV-5. Records of terminated p‘l@e?r adequately document the reasons for

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

Obijective: The Standard addres e%ompany’s documentation of producer terminations.

Pursuant to M.G.L. c. 17 the Company must notify the Division within 30 days of the
effective date of a pro rmination, and if the termination was “for cause” as defined in
M.G.L. c. 175, § 16 @ ompany must notify the Division of such cause. Further, M.G.L. c.
175, 8 162R prz% e reasons for which the Company may terminate a producer’s

appointment a ;:and the reasons for which the Division may terminate a producer’s license.

Controls Assessment: See Standard 1V-3.

Controls Reliance: See Standard 1V-3.

T&action Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and termination processing, and selected three terminated agents from the Company’s
termination listing to review the reasons for each termination.

Transaction Testing Results:

Findings: None.
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Observations: Based on RNA’s testing, the Company’s internal records adequately
document reasons for agent terminations. None of the terminations that RNA tested was
“for cause” as defined by statute.

Recommendations: None.

Standard 1V-6. Producer account balances are in accordance with the producer’s contract
with the insurer.

No work performed. This Standard is not covered in the scope of examination ec;aﬁs(he
Company direct bills most premium, thus excessive debit account balances are no ignificant
issue. If material debit account balances existed, they would be evaluated in of the

statutory financial examination of the Company. Q
&
QO
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V. POLICYHOLDER SERVICE

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

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

M.G.L. c. 175, 88 193B and 193B %.

Objective: This Standard addresses efforts to provide policyholders with s % advance
notice of premiums due, and notice of cancellation due to non-payment. 6

Pursuant to M.G.L. c. 175, 88 193B and 193B %2, motor vehicle premi may be paid in
installments, with interest charged on the unpaid balance due as of th ate.

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

= The Company directly bills policyholders,% ceive a billing notice from the
Company approximately 20 days prior to um due date. The Company receives
premium payments by electronic funds transfer.or check.
= Company policy generally requw 0% premium down payment at the time a
homeowners application is take a 25% premium down payment at the time a
commercial application is tak g
e

= All billing notices contain d s regarding grace periods and policy cancellation for
non-payment of premiu

= Some commerC|aI re agency billed, whereby the Company bills the agent
monthly for pre ity, or the agent provides the Company monthly activity using
a policy Ilstm tfrom the agent is due in 45-50 days after billing.

Controls Reliance; ontrols tested via documentation inspection, procedure observation and/or
corroborating&"§ ity appear to be sufficiently reliable to be considered in determining the extent
t

of transaction g procedures.

Transacti esting Procedure: RNA interviewed Company personnel with responsibility for
p older service. RNA also reviewed billing notice dates for policies issued or renewed
g the examination period, and reviewed installment and interest charges on a limited basis.

Transaction Testing Results:

Findings: None.

Observations: The premium and billing transactions tested were processed according to
the Company’s policies and procedures. Based upon the results of testing, the
Company’s processes for mailing billing notices with adequate advance notice, and
properly applying monthly service charges on installment payments, appear to be
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functioning in accordance with its policies, procedures, and statutory requirements.
RNA noted that due to computer system limitations, policies must be cancelled and
rewritten in order to process homeowners billing changes.

Recommendations: The Company should consider computer system enhancements to allow
homeowners billing changes without canceling and rewriting existing policies.

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

M.G.L. c. 175, § 187B.

Objective: This Standard addresses the Company’s procedures to ensure custo ellation
requests are processed timely. Objectives pertaining to policy issuanc included in
Underwriting and Rating Standard VI1-6. Return of premium testing is ir}Eud 1 Policyholder

Service Standard V-7. %
Pursuant to M.G.L. c. 175, § 187B, insurers are required to re earned premium in a
reasonable time upon receipt of the policyholder’s request to can

Controls Assessment: The following key observations w oted in conjunction with the review
of cancellation and withdrawals under this Standard: Q

policyholder’s request, and to proces ium refunds in a timely manner.

= The Company refunds unearned ' to policyholders on a pro-rata or short rate
basis, pursuant to statutory and-fegutatery guidelines.

Controls Reliance: Controls test ??, ocumentation inspection, procedure observation and/or

corroborating inquiry appear}@ iciently reliable to be considered in determining the extent

of transaction testing proc%u

Transaction Testing Rro e: RNA interviewed Company personnel with responsibility for
policyholder service tested seven homeowners, five commercial automobile and five
commercial multi*peril cancellations processed during the examination period, for evidence that
each cancella"&re est was processed timely.

= Company policy is to cancel polici;; upon. notification from the producer of the

Trans sting Results:

Q indings: None.

Observations:  The insured-requested cancellations tested were processed timely
according to the Company’s policies and procedures. Based upon the results of testing,
the Company’s processing of insured-requested cancellations appears to be functioning
in accordance with its policies, procedures, and statutory requirements. Computer system
limitations required the cancellation of one commercial multi-peril policy during the
examination period in order to change a producer code.

Recommendations: The Company should consider computer system enhancements to allow
changes in producer codes and commissions without canceling and rewriting existing policies.
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Standard V-3. All correspondence directed to the regulated entity is answered in a timely
and responsive manner by the appropriate department.

Objective:  This Standard addresses the Company’s procedures for providing timely and
responsive information to customers by the appropriate department. Complaints are covered in
the Complaint Handling section. Claims are covered in the Claims section.

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

of this Standard: \)

= Customer service representatives answer policyholders’ general questi about their
policies or billing matters.

= The Company considers its producers as having the primar, %tionship with the
policyholder. Since customer service representatives are icensed producers,
policyholders must request endorsements and policy ch rough the producer.

Policyholders who request such changes through custo ce can be transferred to
the producer for servicing.

= The Company’s Key Performance Indicators (* ”Ysaccumulate monthly information
regarding policyholder service performance, an Its are monitored.

Controls Reliance: Controls tested via docume t%inspection, procedure observation and/or
corroborating inquiry appear to be sufficientl iable’to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: )\gscussed correspondence procedures with Company
personnel, and reviewed correspondence,in conjunction with underwriting, rating, policyholder
service and claims standards testin NA also obtained and reviewed documentation showing
customer service KPlIs. @

Transaction Testing R

Findin % :

s: Based upon a review of general correspondence between policyholders
ompany regarding underwriting, rating, policyholder service and claims, and

th
‘%W of the above information, it appears that the Company handles customer inquiries
@d correspondence directed to it in a timely and responsive manner.

R&mendations: None.

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

No work performed. The Company does not enter into assumption reinsurance agreements.
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Standard V-5. Policy transactions are processed accurately and completely.

Obijective: This Standard addresses procedures for the accurate and complete processing of policy
transactions. Objectives pertaining to policy issuance, renewal and endorsements are included in
Underwriting and Rating Standard VI-6. Return of premium testing is included in Policyholder
Service Standard V-7. Billing transactions are reviewed in Policyholder Service Standard V-1,
and insured-requested cancellations are tested in Policyholder Service Standard V-2. Company
cancellations and non-renewals are tested in Underwriting and Rating Standard VI-7 and&

Standard V-6. Reasonable attempts to locate missing policyholders orWﬁes are
made.

M.G.L. c. 200A, 881, 2, 7-7B, 8A and 9.

to comply with escheatment and reporting requirements.

Objective: This Standard addresses efforts to locate missing po@& or beneficiaries, and

M.G.L. c. 200A, 88 1, 2, 7-7B, 8A and 9 state that amou
presumed abandoned if unclaimed for more than three after the funds become payable.
Annual reporting to the State Treasurer’s Office % ing efforts to locate owners is required,

and the statutes require payments to the State Treasurer’s Office for escheated property.
Controls Assessment: The following contr@éﬁ noted in review of this Standard:
= Company policy requires th %;s ed checks, including claims and premium refunds,
be reported and escheated when the owner can not be found.
=  The Company has impl procedures for locating lost owners via Company records
and public database ompany conducts further research on uncashed checks, and
sends a letter to t st.Known address in an attempt to locate the owner.
reports escheatable funds to the State Treasurer by November 1st

=  The Company
as required rior to escheatment of funds, a final attempt is made to locate the
owner.

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

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

licyholders or beneficiaries are

action Testing Procedure: RNA discussed the Company’s procedures for locating missing
policyholders and escheatment of funds with Company personnel, and reviewed supporting
documentation.

Transaction Testing Results:

Findings: None.

Observations: The Company appears to have processes for locating missing
policyholders and claimants, and appears to make reasonable efforts to locate such
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individuals. The Company appears to report unclaimed items and escheat them as
required by law.

Recommendations: None.

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

General: M.G.L. c. 175, 88 187B and 187C.
Automobile: M.G.L. c. 175, 88 113A and 176A; 211 CMR 85.00.

Objective: This Standard addresses timely return of the correctly calculated un@émium
when policies are cancelled.

Pursuant to M.G.L. c¢. 175, § 187B, a company is required to refu %nroper amount of
unearned premium upon any policy termination. Under M.G.L. % 187C, a company
canceling a policy of insurance must tender the full return premiur%, ithout deductions, at
the time the cancellation notice is served on the insured.

the insured or the company, insureds that paid the pr in full are entitled to a return of
premium calculated on a pro rata basis. Pursuant to L. €. 175, § 176A, premium refunds on
cancelled policies must be paid to the policyholde 30 days, and notice of the cancellation
must be given. Pursuant to 211 CMR 85.00, short’rate tables may be required to calculate
automobile premium refunds, depending o policy is cancelled.

Controls Assessment: The following N
of this Standard:

M.G.L. c. 175, § 113A provides, in part, that when a mo%' le policy is cancelled by either

ations were noted in conjunction with the review

= Company policy i cel policies upon notification from the producer of the
policyholder’s re t, to process premium refunds in a timely manner.
= The Compan s unearned premium to policyholders on a pro-rata or short rate

basis, purS)Q atutory and regulatory guidelines.

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

Trans n Testing Procedure: RNA interviewed Company personnel with responsibility for
the “‘underwriting process. RNA selected seven homeowners, five commercial automobile and
five commercial multi-peril cancellations processed during the examination period, to test for
timely payment of properly calculated refunds.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, premium refunds appear to be calculated
properly and returned timely.
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Recommendations: None.

Standard V-8. Claims history and loss information is provided to insured in timely manner.

Objective: This Standard addresses the Company’s procedures for providing claims history and
loss information to insureds in a timely manner.

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

of this Standard:

m The Company’s producers and its claims personnel have access to po@lders’ claims
history and paid loss information from a private Comprehensive LosS Underwriting
Exchange database.

= The Company’s policy is to ask the producer to provid icyholder their claims
history and paid loss information upon request.

Controls Reliance: Controls tested via documentation i
corroborating inquiry appear to be sufficiently reliablﬁ

, procedure observation and/or
sidered in determining the extent

of transaction testing procedures.

procedures for responding to policyhold es regarding claims history and paid loss
information.

Transaction Testing Results: (Q\

Findings: None.

Transaction Testing Procedure: RNA discus%ed th Company personnel its policies and

Observations: %\ sting of underwriting and rating, claims, complaints and
policyholder erstandards noted no evidence of the Company failing to respond to
policyholder i ies on claims history and paid loss information.
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VI. UNDERWRITING AND RATING

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

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

General: M.G.L.c. 175, § 193R.
Property/Liability: M.G.L.c. 174A,885,6 and 9; M.G.L.c. 175 § 111H; 211 CM%?} .
00

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, 8§85, 6

Commercial Automobile: M.G.L.c. 175E, § 7; 211 CMR 78.00, 86.00, 91.00

Commercial Multi-peril: M.G.L. c. 174A, 885, 6 and 9. Q

Workers’ Compensation: M.G.L. c. 152, § 53A; 211 CMR 110.00, 211.€M 3.00 and 211
CMR 115.00. &\

Obijective: This Standard addresses whether the Company is ch %X%ﬂums using properly

filed rates. 6

M.G.L. c. 175, § 193R permits affinity group discounts.dased*en experience for motor vehicle

and homeowners policies. Pursuant to M.G.L. c. 174A; e rates shall be based on past and

prospective loss experience during a period of no'ﬁ han the most recent five-year period for
S

which such experience is available. In considering catastrophe hazards with respect to
homeowners’ insurance rates, the Commission Il consider catastrophe reinsurance and
factors relating thereto. Fire rates shall als idér a reasonable margin for underwriting profit
and contingencies.  Finally, such r not be excessive, inadequate or unfairly
discriminatory. M.G.L. c. 174A, 8 6 he filing of fire rates with the Commissioner, and
M.G.L. c. 174A, 8 9 requires insurers to:use such filed rates, unless the insurer obtains approval
from the Commissioner for a rate d ion.

M.G.L. c. 175, 8§ 111H r
rules and regulations
requirements for the f
Pursuant to M %175A, 8 5, rates for commercial automobile and multi-peril policies shall
be based on &n prospective loss experience, a reasonable margin for underwriting profit and

contingeneies, investment income, unearned premium reserves and loss reserves. Rates shall not
be eadequate or unfairly discriminatory, and must be filed with the Commissioner as
i

at any policy providing lead liability coverage be subject to
by the Commissioner, and 211 CMR 131.00 prescribes
ead liability coverage rates with the Division.

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

pr

For commercial automobile policies, M.G.L. c. 175E, 8 7 and 211 CMR 78.00 require every
insurer, or rating organization authorized to file on behalf of such insurer, to file with the
Commissioner its classifications, rules and rates, rating plans and modifications of any of the
foregoing not less than 45 days before the effective date thereof. 211 CMR 86.00 requires
premium discounts for anti-theft devices, and 211 CMR 124.00 mandates premium discounts for
certain safety features. Finally, 211 CMR 91.00 also prescribes requirements for the filing of rates
with the Commissioner at least 45 days prior to their effective date.
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Pursuant to M.G.L. c. 174A, 8 5, fire rates for commercial multi-peril policies, shall be based on
past and prospective loss experience during a period of not less than the most recent five-year
period for which such experience is available, and shall consider a reasonable margin for
underwriting profit and contingencies. Finally, such rates shall not be excessive, inadequate or
unfairly discriminatory. M.G.L. c. 174A, § 6 requires the filing of fire rates with the
Commissioner, and M.G.L. c. 174A, 8 9 requires insurers to use such filed rates, unless the
insurer obtains approval from the Commissioner for a rate deviation.

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers’ compensation policies which uses experience rating credits and payroll caps to @nsure

equitable distribution of premium based on wage differentials. Further, rates and p er
commissions for business ceded to the Commonwealth reinsurance pool are deter d by the
Division. 211 CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide gui on rate

filing procedures, premium credit filings and the conduct of rate hearings.

Controls Assessment: The following key observations were noted in c@n with the review

of this Standard and Standard VI-10:
l;nd procedures which are

and rating.

s The Company has written underwriting and rating
designed to reasonably assure consistency in classifi

s The Company conducts compliance audits its”"producers regarding required
maintenance of certain underwriting informal@:}a is retained by the producer.

s Company policy prohibits unfair discrimi n“in"the application of premium discounts
and surcharges, and in the application of the*general rating methodology, in accordance

with company policies and procedures:

= Commercial automobile rates ar % ned by CAR for those risks ceded to CAR, and
such rates are filed with the 7 After 2006, the Company was no longer ceding
risks to CAR. All other co ial automobile rates are based on experience, and are
filed with the Division val prior to use.

s Commercial multi-p are based on a combination of experience and Insurance
Services Office ates. The Company files such rates with the Division prior to
use to compl atutory and regulatory requirements. Property coverage rating
criteria incluc ritory, coverage amount and type, property age, protection class and

iability coverage rates are generally based on the type of business,

structure .
numbﬁ% loyees, payroll and annual revenue.
s The files workers’ compensation rates with the Division on behalf of its member
panies, and such rates must be approved by the Division before any company may
em.

ition refund rates are filed with the Division prior to use.

The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premium rates.

=

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, and reviewed other rating information. RNA selected three
homeowners, seven commercial automobile, six commercial multi-peril, five workers’
compensation and 12 tuition refund policies issued or renewed during the examination period, to
test rate classifications and premiums charged. RNA verified that each policy’s premium,
discounts and surcharges complied with Company policies and procedures.

Transaction Testing Results:

Findings: None. %
Observations: Based on the results of testing, it appears that the Comp alculates
policy premiums, discounts and surcharges in compliance with i icies and
procedures.

Recommendations: None. QC;O

Standard VI-2. All mandated disclosures are docume in accordance with

applicable statutes, rules and regulations.

174A, § 11.
Commercial Automobile and Commercial Multi il"M.G.L. c. 175A, § 11.
Workers’ Compensation: M.G.L. c. 152, § 2579\:\ 21¥CMR 113.00 and 115.00.

Property/Liability and Commercial Multi-Peril: I\%A =175, 88 99 and 99A; M.G.L. c.

Objective: This Standard addresses Wh ;andated disclosures for rates and coverage are

documented in accordance with statu egulations and timely provided to insureds.

Pursuant to M.G.L. c¢. 175, § 9%&;1 99A, numerous disclosures and requirements must be
included on a standard fire poli ursuant to M.G.L. c. 174A, 8 11, rating organizations and
insurers shall furnish rate.i ion to any insured within a reasonable time after receiving a
written request.

Q,requires rating organizations and insurers to furnish commercial
i-peril rate information to any insured within a reasonable time after
request.

M.G.L. c. 175
automobile a

receiving a V\&

Pursu.G.L. c. 152, 8 25A, each workers compensation insurer must offer policy
dedu s, including reasonable small deductibles optional to the policyholder, which shall be
elosed to prospective policyholders in writing. 211 CMR 113.00 and 211 CMR 115.00
provide additional guidance on deductibles.

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

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

= The Company’s insurance policies provide rate and coverage disclosures as required by
Company policies and procedures.

s The Company conducts compliance audits of its producers regarding required
maintenance of certain underwriting information that is retained by the producer.

corroborating inquiry appear to be sufficiently reliable to be considered in determining t ent

\

responsibility for

Controls Reliance: Controls tested via documentation inspection, procedure observation -and/or
)4§t

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel wit
the underwriting process. RNA also selected six homeowners, 12 commercig tomobile, 24
commercial multi-peril, five workers’ compensation and 12 tuition ref policies issued or
renewed during the examination period, to test for timely disclosure of xat coverages.

Transaction Testing Results: Q

Findings: None
Observations: Based upon testing, the Com@:\;ears to provide required coverage
disclosures to insureds upon initial apr nd renewal in accordance with its

policies and procedures.
Recommendations: None. Q%

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

M.G.L. c. 175, §§ 182, ndy184; M.G.L. c. 176D, § 3(8).
Workers’ Compens .G.L.c. 152, § 53A.

Objective: This St ard addresses illegal rebating, commission cutting and inducements, and
requires that commissions adhere to the commission schedule.

Pursuan% .L.c. 175, 88 182, 183 and 184, the Company, or any agent thereof, cannot pay
or al ffer to pay or allow, any valuable consideration or inducement not specified in the
poli ontract. Similarly, under M.G.L. c. 176D, 8§ 3(8), it is an unfair method of competition
to wingly permit or make any offer to pay, allow or give as inducement any rebate of
premiums, any other benefits or any valuable consideration or inducement not specified in the
contract. M.G.L. c. 152, § 53A requires the Division to determine producer commissions for
workers’ compensation business ceded to the Commonwealth reinsurance pool.

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

= The Company has procedures for paying producers’ commissions in accordance with
home office approved written contracts.
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= The Company’s producer contracts, and its home office policies and procedures, are
designed to comply with statutory underwriting and rating requirements that prohibit
special inducements and rebates.

= The Company’s producer compensation policies are disclosed on the OB website.

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

Transaction Testing Procedure:  RNA interviewed individuals with responsibjﬁ%'for
commission processing and producer contracting. In connection with the review af producer
contracts, RNA inspected new business materials, producer training materials and Is for
indications of rebating, commission cutting or inducements. RNA also evaluat empany’s
response to the Division’s survey on broker activities. Finally, RNA selected Omeowners,
three commercial automobile, six commercial multi-peril, one workers’ perisation and three
tuition refund policies issued or renewed during the examination perio commissions paid
to producers and to look for indications of rebating, commission cutti inducements.

Transaction Testing Results:

Findings: None. »@

Observations: Based on the results of tesj'% review of the Company’s response to

the Division’s survey on broker activities, it appears that the Company’s processes for
prohibiting illegal acts, incIuding@n ucements and rebates, are functioning in

accordance with its policies, proce nd statutory requirements.

Recommendations: None. (Q\

Standard _VI-4. The d entity underwriting practices are not unfairly
discriminatory. The co dheres to applicable statutes, rules and regulations and
regulated entity guid@ he selection of risks.

M.G.L. c. 175, .
Property/Liabili .G.L.c. 175, 8§ 4C, and 95B.
i obile: M.G.L.c. 175, § 22E.
Comg%%‘afomobile and Commercial Multi-peril: M.G.L. c. 175A, §5.

ulti-peril: M.G.L. c. 174A, §5.

O&c;tive: This Standard addresses whether unfair discrimination is occurring in insurance
underwriting.

M.G.L. c. 175, § 193T prohibits discrimination in underwriting or in rates charged for all policies
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.”

Pursuant to M.G.L. c. 175, § 4C, no insurer shall take into consideration when deciding whether

to provide, renew, or cancel homeowners’ insurance the race, color, religious creed, national
origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of
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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.

Pursuant to M.G.L. ¢. 175, 8 22E, no insurance company, and no officer or agent thereof on its
behalf, shall refuse to issue, renew or execute as surety a commercial motor vehicle liability
policy or bond, or any other insurance based on the ownership or operation of a motor véhicle,
because of age, sex, race, occupation, marital status, or principal place of garaging of the vehicle.

Pursuant to M.G.L. c. 175A, 8 5, rates for commercial automobile and multi-peri icies shall
be based on past and prospective loss experience, a reasonable margin for und i profit and
contingencies, investment income, unearned premium reserves and loss res rvmates shall not
be excessive, inadequate or unfairly discriminatory. C%

Pursuant to M.G.L. c. 174A, § 5, fire rates for commercial multi-p %’n}ies shall be based on
past and prospective loss experience during a period of not le e most recent five-year
period for which such experience is available, and shall a reasonable margin for
underwriting profit and contingencies. Finally, such rate not be excessive, inadequate or

unfairly discriminatory. ;
Controls Assessment: The following key observatQ noted in conjunction with the review
of this Standard:

= Company policy and practic blts unfair discrimination in underwriting in
accordance with statutory requirements.

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

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

Transaction Iesk rocedure: RNA interviewed Company personnel with responsibility for

the underwri \;process. RNA selected six homeowners, 12 commercial automobile, 24

comme multi-peril, five workers’ compensation and 12 tuition refund policies issued or

renev@ ing the examination period, to test for evidence of unfair discrimination in
ng.

u
Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, RNA noted no evidence that the
Company’s underwriting practices are unfairly discriminatory.

Recommendations: None.
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Standard VI-5. All forms including contracts, riders, endorsement forms and certificates
are filed with the Department of Insurance (if applicable).

General: M.G.L. c. 175, § 2B and 192.

Property/Liability: M.G.L. c. 175, 8§ 99, 99B, and 111H; 211 CMR 131.00.
Commercial Automobile: M.G.L. c. 175, 88 22A and 113A.

Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses whether policy forms and endorsements are filed ‘@the

Division for approval prior to use. \)
Pursuant to M.G.L. c. 175, § 2B, policy form language, size and content standardﬁﬁll policies

must meet statutory requirements for readability and understanding. Pursuant c. 175, §
192, endorsements are part of policy forms and must be filed with the Dionn pproval prior

to use.

Pursuant to M.G.L. c. 175, 8 99 homeowners’ policy forms must %%to the standards for
policy language set forth in that section and, according to M.G 5, § 99B, condominium
and tenant policies must be filed with the Division for appraval prior to use. M.G.L. c. 175, §
111H requires that any policy providing lead liability coverage b subject to rules and regulations
set forth by the Commissioner, and 211 CMR 131.00-reguires that forms be filed with and

Pursuant to M.G.L. c. 175, 88§ 22A and 113A, con ial automobile policy forms must be filed
with the Division for approval prior to-use, "M.G.L. c¢. 152, § 53A requires workers’
compensation policy forms to be filed wi h ivision.

Controls Assessment: The followi g(lgw servations were noted in conjunction with the review
of this Standard and Standard V. 2??5,

m  Company policy.4€equires the use of standard policy forms and endorsements which are
by the Division.

filed with and
= Producers r%ired to use approved forms and endorsements as guidelines when
providin S to customers.

Control@: Controls tested via documentation inspection, procedure observation and/or
ion

corr nquiry appear to be sufficiently reliable to be considered in determining the extent
0

testing procedures.
Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected six homeowners, 12 commercial automobile, 24
commercial multi-peril, five workers’ compensation and 12 tuition refund policies issued or
renewed during the examination period, to test for the use of acceptable policy forms and
endorsements in compliance with Company policies and procedures.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of testing, it appears that the Company is using
acceptable policy forms and endorsements in compliance with policies and procedures.

Recommendations: None.

Standard VI1-6. Policies, riders and endorsements are issued or renewed accurately, timely
and completely.

Objective: This Standard addresses whether the Company issues policies and eg@pnts

timely and accurately %
Controls Assessment: The following key observations were noted in conjuncti@ the review
of this Standard:

= The Company has written underwriting and rating polici ocedures, which are
designed to reasonably assure consistency in classmcatlm ing.

= Company policy prohibits unfair discrimination in t tion of premium discounts

and surcharges, and in the application of the ge g methodology, in accordance
with company policies and procedures.

= Any changes in policy coverage must be ested through the producer, who must
timely process such requests.

= Applications submitted by producer reviewed by the underwriting department to
ensure that they are complete and i | Iy consistent.

= The Company conducts co audlts of its producers regarding required

maintenance of certain underixiting-information that is retained by the producer.

= OB’s underwriting depar t conducts quarterly peer reviews of each underwriter’s
business. In addition, t office underwriting management conducts quality control
audits every 18 mon

=  The Company is%ﬂ 0 periodic audits by CAR for compliance with statutes and CAR

Rules. Q

= The WC ucts an audit every three years of the Company’s compliance with
workers. ensation statistical reporting requirements including those related to
pre

Contr. Q'ﬁ'rmce: Controls tested via documentation inspection, procedure observation and/or
cor. @ﬂg inquiry appear to be sufficiently reliable to be considered in determining the extent
tion testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected six homeowners, 12 commercial automobile, 24
commercial multi-peril, five workers’ compensation, 12 tuition refund policies and six policy
endorsements for the examination period, to test whether new and renewal policies and
endorsements were issued timely, accurately and completely.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company generally
issues new and renewal policies and endorsements timely, accurately and completely.

Recommendations: None.

Standard VI1-7. Rejections and declinations are not unfairly discriminatory.

General: M.G.L.c. 175, § 193T. ,%l\/

Property/Liability: M.G.L. c. 175, 88 4C and 95B
Commercial Automobile: M.G.L. c. 175, 88 22E and 113D.

Objective: This Standard addresses the fairness of application rejecti @@clinaﬁons.

M.G.L. c. 175, § 193T prohibits discrimination based on blindness artial blindness, mental
retardation or physical impairment, unless such discriminatio based on “sound actuarial

principles or is related to actual experience.” %
Pursuant to M.G.L. c. 175, § 4C, no insurer shall t into;consideration when deciding whether

to provide, renew, or cancel homeowners’ insur the race, color, religious creed, national
origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of
public assistance or disability of the appli sured. M.G.L. c. 175, § 95B notes that no
insurer shall cancel, refuse to issue or in any way make or permit any distinction or
discrimination in the amount or paym miums or rates charged, in the length of coverage,
or in any other of the terms and conﬂg of a residential property insurance policy based upon
information that an applicant or,.p
of domestic abuse.

wner, or any member of their family, has been a victim

Pursuant to M.G.L. c. 1 E, no insurance company or agent thereof on its behalf, shall
refuse to issue, renew ute as surety a motor vehicle liability policy or bond, or any other
insurance based g=gwnership or operation of a motor vehicle, because of age, sex, race,
occupation, marit us, or principal place of garaging of the vehicle. In addition, M.G.L. c.
175,8 113D t any person aggrieved by the refusal of any company or an agent thereof to
issue suc ?Sffy may file a written complaint with the commissioner within 10 days after such

refusa

tr ssessment: The following key observations were noted in conjunction with the review
of this Standard:

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

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

= Company policy allows for cancellation of homeowners’ policies when the nature of the
risk at inception changes to an unacceptable risk during the coverage period.
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s The Company’s underwriting department conducts quarterly self-audits to evaluate
compliance with statutory requirements for homeowners cancellations and non-renewals.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 22 company-initiated cancellations, non-reneEmd

declinations processed during the examination period, to ensure that cancellations were not
unfairly discriminatory.

Transaction Testing Results: ‘%\)

Findings: None.
Observations: Based on the results of testing, company-initi ;cellations and non-
renewals do not appear to be unfairly discriminatory.

Recommendations: None. QQ

a

Standard VI1-8. Cancellation/non-renewal, disco hwtz_i)ce and declination notices comply
with policy provisions and state laws and regulated entity guidelines.

General: M.G.L.c. 175, § 187C.

Property/Liability: M.G.L. c. 175, §8 99 w 3

Commercial Automobile: M.G.L. 75;.88113A and 113F.
Workers’ Compensation: M.G.L. c. , 88 55A and 65B.

Objective: This Standard notice to policyholders for cancellation, non-renewal and
declinations, including a tice before expiration for cancellation and non-renewals.

Pursuant to M.G.L. % 8 187C any Company shall effect cancellation of any policy by
serving written n of as provided by the policy, and by paying the full return premium

due.

Pursuant tg I\hL c. 175, § 99, any Company may cancel property/liability coverage by giving
the insuy ed five days written notice of cancellation, and 20 days written notice of cancellation to
the agee to whom the policy is payable, except when the stated reason for cancellation is

ment of premium, when 10 days written notice of cancellation is required. M.G.L. c. 175,
81 requires an insurer to give written notice of intent to non-renew a policy to the insured at
least 45 days prior to the expiration of the policy, accompanied by a written statement specifying
reasons for such decision.

Pursuant to M.G.L. c. 175, § 113A, no cancellation of the policy shall be valid unless written
notice of the specific reason or reasons for such cancellation is given at least 20 days prior to the
effective date thereof, which date shall be set forth in the notice. M.G.L. c. 175, § 113F states
that any Company which does not intend to issue, extend or renew a motor vehicle liability
policy, shall give written notice to the insured (or agent in certain circumstances) of its intent 45
days prior to the termination effective date. Such notice also must be sent to the Registry of
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Motor Vehicles. Every insurance agent or broker receiving such a notice from a company shall,
within 15 days of its receipt, send a copy of such notice to the insured, unless another insurer has
issued a motor vehicle policy covering that insured’s vehicles.

M.G.L. c. 152 § 65B requires that any insurer canceling a workers’ compensation policy shall
give notice in writing to the rating organization and the insured of its desire to cancel. Such
cancellation shall be effective unless the employer, within ten days after the receipt of such
notice, files an objection with the Division. M.G.L. ¢. 152 § 55A allows mid-term notice of
cancellation of a workers’ compensation policy only if based on nonpayment of premium; fraud
or material misrepresentation affecting the policy or insured; or a substantial increase i%isk
hazard.

Controls Assessment: The following key observations were noted in conjunction.wi \/review
of this Standard and Standard VI-9: Q

= Company policy requires that a written cancellation notice n to homeowners
policyholders in accordance with statutory requirements. ompany’s practice is to
give at least 20 days written notice to the policyholder pri effective date for such
i i

cancellations. The Company’s general practice is to e to the producer, who is
responsible for timely communicating the pending a e policyholder.

= Company policy requires that a written non-r tice be given to homeowners’
policyholders in accordance with statutory requi ts. Company policy requires that
such policyholders be given at least 45 da rior to non-renewal. The Company’s
general practice is to give notice téthe oducer, who is responsible for timely

communicating the pending action to icyholder.

m  The Company generally does not commercial policies after the first 60 days of
coverage, nor do they rescind erage. However, when the Company elects to cancel
such coverage, its practice i give notice to the producer at least 20 days prior to the

el

effective date of the ion,  Producers are then responsible for timely
communicating the pending'action to the policyholder.
= Company policy requi at written non-renewal notices for commercial policies be

given to policy syat least 45 days prior to the effective date. The Company’s
general practi give such notice to the producer, who is responsible for timely
communi g:the pending action to the policyholder.

= Incas the producer has terminated his or her contract with the Company, the
produgcer. often will replace an insured’s coverage with a new carrier upon policy
expiration. In these cases, the producer generally does not provide a notice of non-

| to the insured, since the producer has found a new carrier to provide coverage to
q sured with no coverage lapse when the existing policy expires.
e

Company’s generally does not rescind any type of coverage.

% The Company’s underwriting department conducts quarterly self-audits to evaluate
compliance with statutory requirements for homeowners cancellations and non-renewals.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected ten company-initiated homeowners cancellations, three
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homeowners non-renewals, one commercial automobile non-renewal, one company-initiated
commercial multi-peril cancellation, one commercial multi-peril non-renewal and one tuition
refund non-renewal processed during the examination period, to test compliance with cancellation
and non-renewal notice procedures.

Transaction Testing Results:

Findings: The Company non-renewed one homeowners policy of three tested with only
43 days notice to the insured in violation of M.G.L. c. 175, § 193P.

Observations: Based on the results of testing, other than as noted above, th
generally complies with notice procedures for company initiated cancellatigns,ang non-
renewals. The homeowners’ computer system cancellation report does i
company-initiated cancellations for underwriting reasons. The Comp i
policy writing system, which will identify all company-initiated, ca tions due to

underwriting reasons. )%%

Recommendations: The Company shall ensure that all homeow% -renewal notices are
delivered with adequate notice in compliance with M.G.L. c. 17 . Further, the Company
shall complete the conversion to the new policy writing sy oon as possible. The new
system will allow the Company to enhance its tracking nitoring of cancellations. In the
interim, the Company shall devote resources and usef nable efforts to ensure that all

company-initiated cancellations for underwriting reasens “are tracked and monitored to comply
with statutory requirements.

Standard VI1-9. Rescissions are not m@ﬁbn-material misrepresentation.

General: M.G.L.c. 175, § 187D.

Objective: This Standard addre ahether decisions to rescind and to cancel coverage are made
appropriately. 3

U\

M.G.L. c. 175, § 187C

Controls Asse&&%see Standard VI-8.

ControlsReliance: See Standard VI-8.

S the cancellation of any policy for nonpayment of premium.

Tran@ Testing Procedure: RNA interviewed Company personnel with responsibility for
t writing process. RNA selected 22 company-initiated cancellations, non-renewals and
declimations processed during the examination period to test for evidence of improper rescission.

Transaction Testing Results:

Findings: None.

Observations: None of the policies tested were rescinded, and RNA noted no improper
rescission in conjunction with other underwriting tests.
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Recommendations: None.

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

General: M.G.L.c. 175, § 193R.

Property/Liability and Commercial Multi-Peril: M.G.L. c. 174A, 88 5, 6 and 9; M.G.L. c.
1758 111H; 211 CMR 131.00.

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, 8§85, 6 and 9.
Commercial Automobile: M.G.L. c. 175E, 8§ 7; 211 CMR 78.00, 86.00, 91.00 and 124.00:
Commercial Multi-peril: M.G.L. c. 174A, 885, 6 and 9.

Workers’ Compensation: M.G.L. c. 152, § 53A; 211 CMR 110.00, 113.00 and‘é& .

Obijective: This Standard addresses whether unfair discrimination is occug’ngQwe application

of premium discounts and surcharges.
M.G.L. c. 175, 8 193R permits affinity group discounts based upon%%me for motor vehicle
and homeowners policies. Pursuant to M.G.L. c. 174A, 8 5, fire rates'shall be based on past and
prospective loss experience during a period of not less than ost recent five-year period for
which such experience is available. In considering astrophe hazards with respect to
homeowners’ insurance rates, the Commissioner s %der catastrophe reinsurance and
factors relating thereto. Fire rates shall also consid easonable margin for underwriting profit
and contingencies.  Finally, such rates shall”*ngt be excessive, inadequate or unfairly

discriminatory. M.G.L. c. 174A, 8 6 requires_the.filing of fire rates with the Commissioner, and
M.G.L. c. 174A, § 9 requires insurers to us& d rates, unless it obtains the Commissioner’s

approval for a rate deviation.

rules and regulations set for e Commissioner, and 211 CMR 131.00 prescribes
requirements for the filing of lead ility coverage rates with the Division.

M.G.L. c. 175, § 111H requires tQa@}élicy providing lead liability coverage be subject to

Pursuant to M.G.L. c. A=8-5, rates for commercial automobile and multi-peril policies shall
be based on past and prospective loss experience, a reasonable margin for underwriting profit and
contingencies, investment<income, unearned premium reserves and loss reserves. Rates shall not
be excessive, i e or unfairly discriminatory, and must be filed with the Commissioner as
provided by&%9 .'Cc. 175A, § 6 prior to use. Insurers must also use filed rates, unless they
v a rate deviation, as set forth in M.G.L. c. 175A, 8 9.

obtain a@(
For @ cial automobile policies, M.G.L. c. 175E, § 7 and 211 CMR 78.00 require every

i =0r rating organization authorized to file on behalf of such insurer, to file with the
Commmissioner its classifications, rules and rates, rating plans and modifications of any of the
foregoing not less than 45 days before the effective date thereof. 211 CMR 86.00 requires
premium discounts for anti-theft devices, and 211 CMR 124.00 mandates premium discounts for
certain safety features. Finally, 211 CMR 91.00 also prescribes requirements for the filing of rates
with the Commissioner at least 45 days prior to their effective date.

For workers’ compensation policies, M.G.L. c. 152, § 53A specifies a rate filing process and
statistical reporting requirements using experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
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commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide guidance on rate
filing procedures, premium credit filings and the conduct of rate hearings.

Controls Assessment: See Standard VI-1.

Controls Reliance: See Standard VI-1.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and reviewed other rating information. RNA selected” three

homeowners, seven commercial automobile, six commercial multi-peril, five rs’
compensation and 12 tuition refund policies issued or renewed during the examinati eriod, to
test rate classifications and premiums charged. RNA verified that each policy’s..credits and
deviations were consistently applied on a non-discriminatory basis. Q

Transaction Testing Results:

Findings: None. §)

Observations: Based on the results of testing, it ap the Company consistently
applies credits and deviations on a non-discrimin Sis

Recommendations: None. Q

Standard VI-11. Schedule rating or in'wb risk premium modification plans, where
permitted, are based on objectiv with usage supported by appropriate

documentation. (g
Commercial Automobile and Co ial Multi-peril: M.G.L. c. 175A, 8 5.
Workers’ Compensation: M.GiL.¢. 152, § 53A; 211 CMR 110.00 and 211 CMR 113.00.

Objective:  This Standa ddresses whether schedule rating or individual risk premium

ed’on objective criteria and appropriately documented.

modification plans are

Pursuant to M .%175A, 8 5, casualty, surety and certain commercial rates for commercial
automobile dx ulti-peril policies must be based, in part, on past and prospective loss
experience.. an tastrophe hazards, and must include a reasonable margin for underwriting
profit ntingencies. Risks may be grouped by classifications to establish rates and
mini premiums. Classification rates may be modified to produce rates for individual risks in
e with rating plans, which establish standards for measuring variations in hazards or
e provisions, or both. Such standards may measure any differences among risks that
demonstrate a probable effect upon losses or expenses.

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00 provides guidance on rate filing procedures and the conduct of
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hearings. 211 CMR 113.00 requires premium credits to be filed with the Division by the
WCRIB.

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

= The Company has written policies and procedures for determining schedule rating and
individual risk premium modification plans.

= Underwriting personnel are required to approve schedule rating and individual risk
premium maodification plans, and ensure that such decisions are document the

underwriting files.
= The WCRIB conducts an audit every three years of the Company’s ¢ ianee with

workers’ compensation statistical reporting requirements, includin related to
premiums.
Controls Reliance: Controls tested via documentation inspection, pregce bservation and/or
corroborating inquiry appear to be sufficiently reliable to be consid etermining the extent

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Com ersonnel with responsibility for
the underwriting and rating process. RNA selecte% rs’ compensation and 12 tuition
on
e

refund policies issued or renewed during the exami iod to test whether schedule rating
and individual risk premium modification plans ar ive and properly documented.

Transaction Testing Results: ‘%

Findings: None.

Observations: Based upo % the Company appears to objectively use and properly
document schedule rati d|V|duaI risk premium modification plans.

Recommendations: Nof&

Standard VI- Wification of use of the filed expense multipliers; the regulated entity
should be a combination of loss costs and expense multipliers filed with the

Depart% surance
Woarkers? Compensation: M.G.L. c. 152, § 53A and 211 CMR 110.00.

O?gm ive: This Standard addresses the use of loss costs and expense multipliers filed with the
Division.

M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, the Division determines
rates and producer commissions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provides guidance on rate filing procedures and the conduct of hearings.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has written policies and procedures for the use of loss costs and expense
multipliers.

= The WCRIB approves the use of loss costs and expense multipliers, and such deviations
are filed with the Division.

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums. »&

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

Transaction Testing Procedure: RNA interviewed Company perso ith responsibility for
the underwriting and rating process, and reviewed the WCRIB’s m t audit report. RNA
selected five workers’ compensation policies issued or renewed e examination period, to
test the use of loss costs and expense multipliers as filed with ion.

Findings: None.

Transaction Testing Results: Q

appears to properly use loss costs an nse multipliers as filed with the Division.

Recommendations: None. \ &

Observations: Based upon testing of the WCRIB’s audit report, the Company
nd expe

Standard VI-13. Verifi %n‘:bf premium audit accuracy and the proper application of
rating factors. %’

Objective: This %)addresses the performance of premium audits to verify proper rating
factors.

Controls@!s%’ent: The following key observations were noted in conjunction with the review

of this Standard:
%6

The Company has written policies and procedures for conducting premium audits to
verify rate factors.

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

s The Company conducts compliance audits of its producers regarding required
maintenance of certain underwriting information that is retained by the producer.

s Company policy prohibits unfair discrimination in the application of premium discounts
and surcharges, and in the application of the general rating methodology, in accordance
with company policies and procedures.
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s The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.

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.

the underwriting and rating process. RNA selected 12 commercial automobile, 24 co rcial
multi-peril and five workers’ compensation policies issued or renewed during the examination
period to look for evidence that the Company conducted premium audits to verifésgv?fctors,

Transaction Testing Procedure: RNA interviewed Company personnel with responsibiligy for

when applicable.
Transaction Testing Results: %0
Findings: None. Q)
X

Observations: Based upon testing, the Company app operly conduct premium
audits and verify rate factors.

Recommendations: None. Q

Standard VI1-14. Verification of experience@fication factors.

Workers’ Compensation: M.G.L. c.).& A and 211 CMR 110.00.

Objective: This Standard addresse % of experience modification factors.

M.G.L. c. 152, § 53A speci ate filing process and statistical reporting requirements for
workers’ compensation ies~that uses experience rating credits and payroll caps to ensure
equitable distribution ium based on wage differentials. Further, the Division determines
rates and producer, ions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provi uidance on rate filing procedures and the conduct of hearings.

Controls Asses
of this

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

'% The Company has written policies and procedures for verifying experience modification
factors.

s The WCRIB approves experience modification factors, and such deviations are filed with
the Division.

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting and rating process, and reviewed the WCRIB’s most recent audit report. RNA
selected five workers’ compensation policies issued or renewed during the examination period, to
test the use of experience modification factors as filed with the Division.

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

Observations: Based upon testing and review of the WCRIB’s audit r Company
appears to properly use experience modification factors as filed with th ision.

Recommendations: None. @

Standard VI1-15. Verification of loss reporting.

Obijective: This Standard addresses the maintenanc @i;icaﬁon of accurate loss histories.

Controls Assessment: The following key obsg@n ere noted in conjunction with the review

of this Standard: Q

= The Company has written po& d procedures for the maintenance and verification of
accurate loss histories.

= The WCRIB conducts it every three years of the Company’s compliance with
workers’ compensa tistical reporting requirements, including those related to
premiums.

Controls Reliance; le tested via documentation inspection, procedure observation and/or
corroborating inqui pear to be sufficiently reliable to be considered in determining the extent

of transactiop\ rocedures.
Transae@,lestinq Procedure: RNA interviewed Company personnel with responsibility for

the iting and rating process, and reviewed the WCRIB’s most recent audit report. RNA
59%a e workers’ compensation policies issued or renewed during the examination period, to
S

te intenance and verification of accurate loss histories.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing and review of WCRIB’s audit report, the Company
appears to maintain and verify accurate loss histories.
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Recommendations: None.

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

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

Standard VI-17. Underwriting, rating and classification are based on adequate i formation
developed at or near inception of the coverage rather than near expiration, or&%ﬂ@hing a
claim.

Objective: This Standard addresses whether underwriting, rating and classifica decisions are
based on adequate information developed at or near inception of the % , rather than near

expiration or following a claim. :
Controls Assessment: The following key observations were no @ njunction with the review
of this Standard:

= Written Company policies and procedures arégés?'z;d to reasonably assure consistency

in the application of underwriting guideli g classifications, premium discounts
and surcharges determined at or near the‘inception of coverage.

s Company policy and practic ItS~ unfair discrimination in underwriting in
accordance with statutory requir

= Written Company underwriting guidelines are designed to reasonably assure appropriate

acceptance and rejection o§ risk a proper, consistent and fair basis.

ia

Controls Reliance: Control documentation inspection, procedure observation and/or
corroborating inquiry app%g sufficiently reliable to be considered in determining the extent
S.

of transaction testing [@

Transaction Testing«Procedure: RNA interviewed Company personnel with responsibility for
the underwrj#* ess. RNA selected six homeowners, 12 commercial automobile, 24
ing

commercial i=peril, five workers’ compensation and 12 tuition refund policies issued or
renewe e examination period to test whether underwriting, rating and classification are
base ate information developed at or near inception of coverage.

@u&ction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company is using
underwriting, rating and classification guidelines based on adequate information
developed at or near inception of coverage.

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

See Standard VI-13 for premium audits and Standard I-1 in Company Operations/Management
for audits by external and internal auditors.

discriminatory. The company adheres to applicable statutes, rules and regulati and

Standard VI-19. The regulated entity underwriting practices are not uggairly
regulated entity guidelines in the selection of risks.

See Standard VI-4 for testing of this standard.

O

Standard VI1-20. All forms and endorsements, forming a part of c n act are listed on
the declaration page and should be filed with the Department of e (if applicable).

General: M.G.L. c. 175, § 2B and 192. Q
Property/Liability: M.G.L. c. 175, 8§ 99, 99B, and 111H; R 131.00.
Commercial Automobile: M.G.L. c. 175, 88 22A and

Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses whether Ilgprms and endorsements are filed with the
Division for approval. %

Pursuant to M.G.L. c. 175, § 2B, poli guage, size and content standards for all policies
must meet statutory requirements for<%’5 ity and understanding. Pursuant to M.G.L. c. 175, 8§
192, endorsements are part of poI| ormis and must be filed with the Division for approval prior
to use.

Pursuant to M.G.L. c. 175, @ eowners’ policy forms must conform to the standards for
policy language set fort that section and, according to M.G.L. c. 175, § 99B, condominium
and tenant policies mu ed with the Division for approval prior to use. M.G.L. c. 175, §
111H requires that an cy providing lead liability coverage be subject to rules and regulatlons
set forth by the
approved by

ision for homeowners’ lead Iiability coverage.

Pursua M.G.L. c. 175, 88 22A and 113A, commercial automobile policy forms must be filed
with ivision for approval prior to use. M.G.L. c. 152, 8 53A requires that workers’
c ion policy forms be filed with the Division.

Controls Assessment: See Standard VI-5.

Controls Reliance: See Standard VI-5.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected six homeowners, 12 commercial automobile, 24
commercial multi-peril, five workers’ compensation and 12 tuition refund policies issued or
renewed during the examination period, to test for the use of policy forms and approved
endorsements in compliance with statutory requirements.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company is using
approved policy forms and endorsements in compliance with statutory requirements.

Recommendations: None.

Standard VI-21. The company does not engage in collusive or antiscompetitive
underwriting practices. ‘%

M.G.L. c. 176D, 88 3(4) and 3A. Q

Objective: This Standard addresses whether the Company has eng %;y collusive or anti-
competitive underwriting practices. %

competition, and an unfair or deceptive act or practice i ness of insurance, to enter into
any agreement, or to commit any act of boycott, coerci imidation resulting in, or tending
to result in, unreasonable restraint of, or monopolyi% iness of insurance.

Pursuant to both M.G.L. c. 176D, § 3(4) and M.G.L. c’;@g, it is an unfair method of
Busi
b

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

= Company policy requires tha(%u derwriting department apply consistent underwriting
practices, and that no UW ter or producer shall engage in collusive or anti-

competitive practices.
= The Company compliance audits of its producers regarding required
derwriting information that is retained by the producer.

maintenance of
= Company p ibits unfair discrimination in the application of premium discounts

and surc , and in the application of the general rating methodology, in accordance
with ¢ olicies and procedures.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected six homeowners, 12 commercial automobile, 24
commercial multi-peril, five workers’ compensation and 12 tuition refund policies issued or
renewed during the examination period, to determine whether any underwriting practices
appeared collusive or anti-competitive.
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Transaction Testing Results:

Findings: None.

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

Recommendations: None.

Standard VI-22. The regulated entity underwriting practices are no mly
discriminatory. The regulated entity adheres to applicable statutes, rules and ra& tions in

application of mass marketing plans.

No work performed. This Standard is not covered in the scope of e inga because the
Company does not offer mass marketing plans. )Q)fjo

Standard VI1-23. All group personal lines property and c@wjpolicies and programs
meet minimum requirements.

No work performed. This Standard is not covered in%cope of examination because the
Company does not offer group products. Q

Standard VI1-24. Cancellation/non-rene \G;ices comply with policy provisions and state
laws, including the amount of advan provided to the insured and other parties to
the contract.

General: M.G.L. c. 175, § 187 2&
Property/Liability: M.G.L.¢. 1 § 99 and 193P.

Commercial AutomobilersM: .C. 175,88 113A and 113F.

Workers’ Compensa@ ‘G.L. c. 152, 88 55A and 65B.

See Standard VI esting of this standard.

Standa ;}? Regulated entity verifies that VIN number submitted with application is
validand the correct symbol is utilized.

Objective: This Standard addresses whether the Company verifies that the VIN submitted with
the application is valid and accurate.

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

= The producer is responsible for obtaining the VIN and symbol when the application is
completed.
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= Company policy and procedures require that pre-insurance inspections of vehicles be
conducted to verify the VIN and symbol numbers.

= The Company’s underwriting system compares the VIN and symbol to its industry
database to ensure that both are 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.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 12 commercial automobile policies issued or renewed
during the examination period, to determine whether the Company verifies the VIN é&ybol.

Transaction Testing Results: 0

Findings: None. %)%

Observations: Based on the results of testing, it appea% the Company issues
automobile policies with VINs that are valid and symbol accurate.

Recommendations: None.

Standard VI1-26. All policies are correctly coded.

Objective: This Standard addresses the ac@vf statistical coding.

Controls Assessment: The followmg& ervations were noted in conjunction with the review
of this Standard:

s The Company h ndenertmg policies and procedures which are designed to
reasonably as tency in classification and rating.

= Company to timely report complete and accurate premium data in the required
formats -{o*@ppropriate rating bureaus such as the Automobile Insurers Bureau of
ts' (“AlB”), CAR, ISO or the WCRIB.

any monthly reports commercial automobile premium data to CAR in the
format.

Q\ Company reconciles underlying quarterly and annual premium data with data
bmitted to CAR.

Q The Company reports quarterly premium data to 1SO for all lines except commercial
automobile. 1SO then provides the workers’ compensation data to the WCRIB.

= The Company reports workers’ compensation premium data to the WCRIB 20 months
after policy effective dates.

= The Company has a process for correcting data coding errors and making subsequent
changes, as needed.

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.
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= The Company is subject to periodic audits by CAR for compliance with statutes and CAR
Rules, including statistical coding requirements related to premiums.

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 six homeowners, 12 commercial automobis, 24
S 0

commercial multi-peril and five workers’ compensation policies issued or renewed during the

examination period, to test data coding. RNA reviewed the latest CAR audit report

most recently completed triennial audit of the Company’s compliance with the
coding requirements.

Transaction Testing Results: Q)%

Findings: None.

Observations: Based on the results of testing, it app that'the Company generally uses
proper premium data coding procedures. The RIB audit dated August 10, 2006
indicated that the Company generally uses pr ers’ compensations statistical data
related to premiums. However, RNA’s testi f the coding of commercial automobile
premium data indicated that a driver,on*gne policy was given fewer Safe Driver

Insurance Plan (“SDIP”) points t erited, according to information from the
Massachusetts Registry of MotorVehicles. The error did not result in an incorrect
premium charged to the insuredssice the SDIP point difference was minimal. Further,
nuUMerous errors were note 2005 CAR audit report of the Company’s 2003

activity, and the 2007 CAR au
reported in both years

eport of its 2005 activity. Some common errors were

ompany states that it made changes to its automobile

premium statistical methodology due to the issues identified during 2003,

which were refle e 2005 CAR audit report; however, some of the results of such

changes wer vident in 2005, as documented in the 2007 CAR audit report.
othe

Some of th oted included vehicle premium statistical errors related to age, class

and VI r errors related to policies. The Company states that it completed

resear identify the root causes of the errors, modified computer system logic as

nece‘sﬁﬁr,e eveloped a self-review process to address these errors and conducted training
mmeércial underwriters.

50
Repo@w ations: The Company’s internal audit function, together with the business
0

im n services department, shall review and evaluate the new computer logic and
procedures to ensure that controls over coding and statistical reporting are effectively designed
and properly implemented. The Company shall periodically update the Division, as requested, on
the results of these audits.
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Standard VI-27. Application or enrollment forms are properly, accurately and fully
completed, including any required signatures, and file documentation supports
underwriting decisions made.

Objective: This Standard addresses 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: 4

= Company policy requires that the underwriting files support its underwriti wrating

information needed to properly underwrite and rate the policy.

= Underwriting personnel review the applications submitted b
and internal consistency.

m  The Company conducts compliance audits of its@ cers regarding required
maintenance of certain underwriting information tha ed by the producer.

decisions.
= Producers are responsible for completing applications for new bEsir@nd obtaining

s for completeness

Controls Reliance: Controls tested via documentati i%n, procedure observation and/or
corroborating inquiry appear to be sufficiently reli considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA in ~ d Company personnel with responsibility for
the underwriting process. RNA selg¢ted homeowners, 12 commercial automobile, 24
commercial multi-peril, five workers* compensation and 12 tuition refund policies issued or
renewed during the examination p%i@, test whether the policy files adequately support the

Company’s decisions.
Transaction Testing Resu%

Findings:
Observatiens:” Based on the results of testing, it appears that policy files generally
suppo he Company’s decisions. However, for three newly issued tuition refund

icies, the applications were not timely signed by the applicants at the inception of

ge. Additionally, RNA’s review of the underwriting department’s peer reviews

icated that, in several instances, individual commercial lines underwriters exceeded

Q their authority limits during the underwriting process. As a result, the Company has
provided training to all underwriters emphasizing adherence to authority limits.

Recommendations: The Company should ensure that tuition refund policy applications are signed
by the applicant at the inception of coverage. Further, the Company should enhance controls and
procedures contemporaneous with the underwriting of risks, to ensure adherence to authority
limits during the underwriting process. Such controls could include, for example, supervisory
review of underwriters’ work prior to the approval of new risks; information technology controls
which prevent underwriters from approving risks that exceed their underwriting authorities; a risk
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underwriting assignment methodology that allows management to assess and monitor adherence
to authority limits during the underwriting process, or other relevant effective controls.

Subsequent Actions: The Company states that it is now requiring that all tuition refund
applications be timely signed at the inception of coverage.
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VIl. CLAIMS

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

Standard VI1I-1. The initial contact by the regulated entity with the claimant is within the
required time frame.

M.G.L. c. 176D, § 3(9)(b) and M.G.L. c. 152, § 7.

Objective: The Standard addresses the timeliness of the Company’s initial cos\y“lh the
claimant.

Pursuant to M.G.L. ¢. 176D, § 3(9)(b), unfair claim settlement pract de failure to
acknowledge and act reasonably promptly upon communications wit to claims arising
under insurance policies.

M.G.L. c. 152, § 7 requires the insurer to either commence payﬂ@ eekly benefits within 14
days of an insurer’s receipt of an employer’s first report of 4 an initial written claim for
weekly benefits, or to notify the Department of Industria ts (“DIA™), the employer, and,
the employee of its refusal to commence payment. ce shall specify the grounds and
factual basis for the refusal to commence payment, e delivered by certified mail.

Controls Assessment: The following key obs ions'were noted in conjunction with the review
of Standards V1I-1 through VI1I-13:

= Written Company policies ar@dures govern the claims handling process.

= A majority of claims are r through one of the Company’s agents. Written claim
forms are received via ec ronlcally or through the 800 customer service telephone
number. Compa requires that a claim file be established and a claims
representative b d within 24 hours of receipt of a claim.

= Company pol claim handling procedures do not distinguish between claims on
policies ¢ AR or those retained by the Company.

s Com y is to respond to automobile physical damage claims within two business
days’\! receiving a loss report, as required by CAR standards. Appraisers are
iSpatched to adjudicate all automobile physical damage claims during that time.

any policy is to complete automobile physical damage appraisals within five days
the date of the appraisal assignment, as required by CAR standards.
The Company’s general policy is to acknowledge claims within 24 hours.

= The Company’s policy is to accept or reject all workers’ compensation claims within 14
days of the claim filing, in compliance with DIA regulatory requirements.

= OB’s claim department performs monthly branch self-audits to review processed claims
for adherence to OB and Company policies and procedures. Further, OB’s home office
claims management conducts quality control audits to evaluate settlement practices by
reviewing bodily injury settlements, liability claims and material damage claims.

= Claims management periodically reviews open claims to evaluate settlement issues and
ensure appropriate reserves have been established.
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= Company policy is to pay claims upon receiving a proof of a claim.
= Claims management uses exception reports to measure operational effectiveness and
claim processing time.

= The Company periodically surveys claimants to ask about their experience when filing a
claim. The results are compiled and analyzed, and necessary follow-up on specific
comments is performed by claims department management.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining t‘h‘ﬁent

of transaction testing procedures.

handling processes, and obtained documentation supporting such processes. elécted five
homeowners, two commercial automobile, two commercial multi-per o workers
compensation and four tuition refund claims processed during the examination pefiod, to evaluate
the Company’s compliance with its claim handling policies and pro es./ RNA verified the
date each selected claim was reported to the Company, and noted ther its initial contact with
the claimant was timely acknowledged.

Transaction Testing Results:

Findings: None. Q

Observations: The claim transactio§ tested were processed according to the

Company’s policies and procedures, e Company’s initial contact with claimants
was timely. Based upon the resum ting, it appears that the Company’s processes

for making initial contact with ASM s are functioning in accordance with its policies,
procedures, and statutory reqﬂ% S.

Recommendations: None. Yy

Standard V1I-2. Tirr@??stigations are conducted.

M.G.L.c. 176D,‘§$@(c).

.G.L. c. 176D, 8 3(9)(c), unfair claims settlement practices include failure to adopt
ent reasonable standards for the prompt investigation of a claim.

Objective: TN ndard addresses the timeliness of the Company’s claims investigations.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed during the examination period, to evaluate
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the Company’s compliance with its claim handling policies and procedures, and to verify that it
conducts timely investigations.

Transaction Testing Results:

Findings: None.

Observations: Based upon the results of testing, it appears that the Company’s processes
for investigating claims are functioning in accordance with its policies, procedures and
statutory requirements.

Recommendations: None. \A){

Standard VI1I-3. Claims are resolved in a timely manner.

Automobile: M.G.L.c. 175,88 1130 and 191A; 211 CMR 123.0
Workers’ Compensation: M.G. L.c. 152, 87.

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

Objective: The Standard addresses the timeliness of the Q@%y’s claim settlements.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair c Q\t ement practices include failing to
effectuate prompt, fair and equitable settlemen% claims in which liability has become
reasonably clear. In addition, if an insurer makes-a practice of unduly engaging in litigation or of
unreasonably and unfairly delaying the ad'n or payment of legally valid claims, M.G.L. c.

175, § 28 authorizes the Commissioner t a‘special report of findings to the General Court.
M.G.L. c. 175, § 112 states that Iiabiﬁ&g ny company under a motor vehicle liability policy, or

under any other policy insuring.ag liability for loss or damage on account of bodily injury,
death, or damage to propert come absolute whenever the loss or damage for which the
insured is responsible occ the satisfaction by the insured of a final judgment for such loss

or damage shall not be a ition precedent to the right or duty of the company to make payment
on account of said Ios

age.
Automobile C@

M.G.L. @ 1130 states payments to the insured under theft or comprehensive coverage
ot

shall n id until a claim form has been received from the insured, stating that the repair

ribed in an appraisal made pursuant to regulations promulgated by the automobile
age=dppraiser licensing board has been completed. Insurers are required to make such
ments within seven days of receipt of the above claim form. However, direct payments to
insureds without a claim form may be made in accordance with a plan filed and approved by the
Commissioner. Any such plan filed with the Commissioner must meet stated standards for
selecting approved repair shops, vehicle inspection, insurer guarantees of the quality and
workmanship used on making repairs, and prohibitions on discrimination for selection of vehicles
for inspection. 211 CMR 123.00 sets forth procedures for the Commissioner’s approval of, and
minimum requirements for, direct payment and referral repair shop plans.
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M.G.L. c. 175, 8 191A requires insureds to give timely notice of a property damage loss to the
company or its agent. Further, insureds must also report automobile theft to the police, and the
Company must pay such claims within 60 days after a proof of loss is filed. The statute also sets
forth a process for selecting a disinterested appraiser in the event the insured and the company fail
to agree on the amount of loss.

Workers” Compensation Claims:

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of its receipt of an employer’s first report of injury or an initial written claim for weekly
benefits, or to notify the DIA, the employer, and the employee of its refusal to co nce
payment. The notice shall specify the grounds and factual basis for the refusal mpmence
payment, and must be delivered by certified mail.

Controls Assessment: See Standard V1I-1. Q

Controls Reliance: See Standard VII-1. 3

Transaction Testing Procedure: RNA interviewed Company ;@% to understand its claim
handling processes, and obtained documentation supporting cesses. RNA selected five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed e examination period, to verify
that claim resolutions were timely.

Transaction Testing Results: % >\«
Findings: None. Q
Observations: Based upon therestlts of testing, it appears that the Company resolves

claims timely in comp e “with Company policies, procedures and statutory
requirements.

Recommendation: None%

Standard VII-Z(\Ve regulated entity responds to claim correspondence in a timely
manner.

M.G.L. , 88 3(9)(b) and 3(9)(e).
Worker mpensation: M.G. L. c. 152, § 7.

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

Pursuant to M.G.L. c. 176D, 88 3(9)(b) and 3(9)(e), respectively, unfair claim settlement
practices include failure to promptly address communications for insurance claims, and failure to
affirm or deny coverage within a reasonable time after the claimant has given proof of loss.

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of its receipt of an employer’s first report of injury or an initial written claim for weekly
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benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed during the examination pe 'N}verify
that claims correspondence was answered timely.

Transaction Testing Results: : Q

Findings: None.

Observations: RNA noted that correspondence for t;d claims was answered

timely. Based upon the results of testing, it appears!@frl e-Company timely responds to
oli

claim correspondence, in compliance with i ies, procedures and statutory
requirements.

Recommendations: None. Q

Standard VI1-5. Claim files are adeq@gumented.

Objective: The Standard addresse adequacy of information maintained in the Company’s
claim records.

Controls Assessment: Q%'I
I-1.

Controls Reliance?

Transaction*ls' Procedure: RNA interviewed Company personnel to understand its claim
handlin cesses, and obtained documentation supporting such processes. RNA selected five
home two commercial automobile, two commercial multi-peril, two workers’
co %i n and four tuition refund claims processed during the examination period, to verify
t alm files were adequately documented.

Transaction Testing Results:

Findings: None.
Observations: RNA noted that the files for tested claims were adequately documented.

Based upon the results of testing, it appears that the Company’s processes for
documenting claim files are functioning in accordance with its policies and procedures.
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Recommendations: None.

Standard VI1I-6. Claims are properly handled in accordance with policy provisions and
applicable statutes (including HIPAA), rules and regulations.

M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f); M.G.L. c. 175, 8§88 22I, 24D, 24E, 24F, 111F, 112,
112C and 193K.

Property/Liability: M.G.L. c. 175, §8 96, 97, 97A, 100, 102; M.G.L. c. 139, § 3B.
Commercial Automobile;: M.G.L.c. 175, 88 113J and 1130; 211 CMR 75.00 and 133.00.
Workers’ Compensation: M.G. L. c. 152, 887, 8, 29, 31, 33, 34, 34A, 35, 36, 36A, an

Objective: The Standard addresses whether appropriate claim amounts have b%yto the
appropriate claimant/payee. Q

Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f), respectively, unfair clai ttlement practices
include refusal to pay claims without conducting a reasonable inv on based upon all
available information; and unfair trade practices include failure t(% uate prompt, fair and
equitable settlements of claims in which liability has become rea clear.

ium due from claim settlements.
24D to intercept non-recurring

M.G.L. c. 175, 8 221 allows companies to retain unpai
Claim payments must also comply with M.G.L. ¢
payments for past due child support. M.G.L. c. , requires the insurer to exchange
information with the Commonwealth not less than usiness days prior to making payment to a
claimant who has received public assistance“benefits. M.G.L. ¢. 175, 8§ 24F requires
communication with the Commonwealth .regarding unpaid taxes. Medical reports must be
furnished to injured persons or their at @a rsuant to M.G.L. c. 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 ff&n ured’s liability coverage upon receiving a request in

writing for such information.
M.G.L. c. 175, 8 112 state %&Iity of any company under a motor vehicle liability policy, or

h
under any other policy ~i-ng against liability for loss or damage on account of bodily injury,
death, or damage to.p ; shall become absolute whenever the loss or damage for which the

insured is responsible-oeedrs, and the satisfaction by the insured of a final judgment for such loss
or damage sha pe.a condition precedent to the right or duty of the company to make payment
on account M‘i 0Ss or damage.

M.G. %6 8§ 193K prohibits discrimination by companies in the reimbursement of proper
paid to certain professions and occupations, such as physicians or chiropractors.

expe %
P&ty/uability Claims:

M.G.L. c. 175, § 96 limits the Company’s liability to the actual cash value of the insured property
when a building is totally destroyed by fire. In addition, if the insured has paid premiums on a
coverage amount in excess of said actual cash value, the statute states the insured shall be
reimbursed the proportionate excess of premiums paid with interest at six percent per year.

M.G.L. c. 175 § 97 requires the Company to pay fire losses to mortgagees of property upon
satisfactory proof of rights and title in accordance with the insurance policy. Further, when a
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claim for loss or damage to property exceeds five thousand dollars, M.G.L. c. 175 § 97A requires
the Company to ensure that the claimant submits to them a certificate of municipal liens from the
collector of taxes of the city or town wherein such property is located. The Company shall pay
to the city or town any amounts shown on the certificate of municipal liens as outstanding on the
date of loss. The provisions of M.G.L. ¢. 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 departm nd

to the board of health, in the city or town where the property is located. \)
%aim fail to

M.G.L. c. 175, 8 100 sets forth standards for selecting a referee if the partie
agree on the amount of loss. In addition, M.G.L. c. 175 § 102 states the failure of the insured

under a fire policy to render a sworn statement shall not preclude recovery'i insured renders a
sworn statement after receiving a written request for such sworn sta om the Company.
M.G.L. c. 175, § 102 further defines requirements related to such a or a sworn statement

made by the Company. 0

Commercial Automobile Claims:

Medical reports must be furnished to injured personsé%ir attorney pursuant to M.G.L. c. 175,
§ 113J. M.G.L. c. 175, § 1130 prohibits paym by“an insurer for theft coverage, until the
insured has received notice from the appropriate pelice authority that a statement has been
properly filed. Additionally, companies are_feqtired to report the theft or misappropriation of a
motor vehicle to a central organization @ d”in motor vehicle loss prevention. 211 CMR
75.00 designates the National Insuran "' Bureau as the central organization to be used for
this purpose.

r%fstandards for repair of damaged motor vehicles, but only

osts of repairs. The regulation addresses how damage and
ires that like kind repair parts be used, and sets forth methods for
further allows vehicles deemed a total loss to be repaired subject to

determining vehicle v%
certain requiremel%ﬁ imits. Lastly, the regulation requires an insurer to have licensed
1

211 CMR 133.00 sets forth un
applies when an insurer p
repair costs are determin

appraisers cond tensified” appraisals of at least 25% of all damaged vehicles for which the
damage is | ,000, and 75% of all damaged vehicles for which the appraised cost of
repair is g&b n $4,000 for collision, limited collision, and comprehensive claims. The
“intensi%ppraisal is to determine if the repairs were made in accordance with the initial
appr any supplemental appraisals.

Workers” Compensation Claims:

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of an insurer’s receipt of an employer’s first report of injury or an initial written claim for
weekly benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

M.G.L. c. 152, § 8 allows an insurer to terminate or modify payments without penalty at any time
within 180 days of commencement of disability, if such change is based on the actual income of
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the employee, or if it gives the employee and the Department at least seven days written notice of
its intent to stop or modify payments and to contest any claim filed. The notice shall specify the
grounds and factual basis for stopping or modifying payment of benefits, and state the insurer’s
intention to contest.

Pursuant to M.G.L. c. 152, § 29, no compensation shall be paid for any injury which does not
incapacitate the employee from earning full wages for a period of five or more calendar days. If
incapacity extends for a period of 21 days or more, compensation shall be paid from the date of
onset of incapacity. If incapacity extends for a period of at least five but less than 21 days,
compensation shall be paid from the sixth day of incapacity. Generally, no compensation shall be
paid for any period for which any wages were earned.

Pursuant to M.G.L. c. 152, § 31, if death results from the injury, the i MI pay
compensation to dependents of the employee who were wholly dependent”tipon, his or her
earnings for support. M.G.L. c. 152, § 33 requires the insurer to pay the reasonable expenses of
burial not exceeding $4,000.

Pursuant to M.G.L. c. 152, § 34, while incapacity is total, during %ek of incapacity the
insurer shall pay the injured employee compensation equal to 60 ‘percent of his or her average
weekly wage before the injury, subject to defined limits otal number of weeks of
compensation due the employee shall not exceed 156 wee rsuant to M.G.L. c. 152, § 34A,
when the injury is both permanent and total, the in pay to the injured employee,
following payment of compensation provided in % c. 152, 88 34 and 35, a weekly
compensation equal to two-thirds of the average% wage before the injury, subject to
defined limits.

shall pay the injured employee a we pensation equal to 60 percent of the difference
between the average weekly wage b injury, and the weekly wage he or she is capable of

Pursuant to M.G.L. c. 152, § 35, when inju tial, during each week of incapacity the insurer
t
earning after the injury, but not W!;an 75 percent of what the employee would receive if
S

—

eligible for total incapacity ben n insurer may reduce the amount paid to an employee to
the amount at which the e s combined weekly earnings and benefits are equal to two
times the average weekl the Commonwealth at the time of such reduction.

Pursuant to M.G.Ls ¢. , 8 36, additional sums are designated for specific injuries, provided
that the employ not died from any cause within 30 days of such injury. M.G.L. c. 152, §
36A states t e any loss is a result of an injury involving brain damage, a lump sum
payment resul rom brain damage shall not exceed an amount equal to the average weekly
wage inf%mmonwealth at the date of injury, multiplied by 105. Payments shall not be made
wher@t ccurs within 45 days of the injury.

Pursuant to M.G.L. c. 152, § 50, if payments are not made within 60 days of being claimed by an
employee, dependent or other party, interest at the rate of 10% per annum of all sums due from
the date of the receipt of the notice of the claim by the DIA, to the date of payment, shall be
required. Whenever such sums include weekly payments, interest shall be computed on each
unpaid weekly payment.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed during the examination period, to verify
that claims were handled in accordance with applicable policy provisions, and statutory and
regulatory requirements.

Transaction Testing Results:

Findings: None. A{

Observations: RNA noted that the tested claims were reported accordi 0 the
Company’s policies and procedures, and that the claim files were han cordance
with policy provisions. For the tested claims, RNA noted no reque n insured’s

policy limits, pursuant to M.G.L. c. 175, § 112C. When required,the pany properly
verified that claim recipients were not subject to the intercept %ﬁents in M.G.L. c.
175, 88 24D, 24E and 24F, prior to making the claim paym % er, RNA noted that
the Company performs re-inspections of repaired vebhi
repairs, as required by 211 CMR 123.00.

Based upon the results of testing, it appears th %mpany’s processes for handling
claims in accordance with policy provisions,, st y and regulatory requirements are
functioning in accordance with its policiesq dures.

Recommendations: None. ,%

owing completion of

Standard VI1I-7. Regulated entity @ms are appropriate for the type of product.

M.G.L.c.152,8§7.

Objective: The Standard@s the Company’s use of claim forms that are proper for the type
of product.

M.G.L. c. 152, uires the use of specific DIA-developed forms for workers’ compensation

claims.
Controls@s&ent: See Standard VII-1.

Cont@eliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed during the examination period, to note
whether claim forms were appropriate for the type of product.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that claim forms for the tested claims were appropriate and
used in accordance with the Company’s policies and procedures.

Recommendations: None.

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

Objective: The Standard addresses the adequacy of information maintained in the ofr%y’s
claim records related to its reserving practices. é

Controls Assessment: See Standard VI1I-1. Q

Controls Reliance: See Standard VII-1. Qi:v

Transaction Testing Procedure: RNA interviewed Company pers% understand its claim
handling processes, and obtained documentation supporting suc ses. RNA reviewed five
homeowners, two commercial automobile, two com ia ulti-peril, two workers’
compensation and four tuition refund claims processed ingsthe examination period, to note
whether claim reserves were evaluated, established aan&B in a reasonably timely manner.

Transaction Testing Results:

Findings: None. ‘$

Observations: RNA noted t reserves for the tested claims were evaluated,
established and adjusted accor ing to the Company’s policies and procedures. Based

upon the results of testing,*it- appears that the Company’s processes for evaluating,
establishing and adjusting.claim reserves are functioning in accordance with its policies

and procedures, a%a sonably timely.
Recommendations

Standard V%: benied and closed without payment claims are handled in accordance with
policy previsions and state law.

M@@ geo, §8 3(9)(d), 3(9)(h) and 3(9)(n).

Compensation: M.G.L. c. 152, § 8, 29, 34, 34A, 35, 36A.

Objective: The Standard addresses the Company’s decision-making and documentation of denied
and closed-without-payment claims.

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

Workers” Compensation Claims:

M.G.L. c. 152, § 8 allows an insurer to terminate or modify payments at any time within 180 days
of commencement of disability without penalty, if such change is based on the actual income of
the employee, or if it gives the employee and the Department at least seven days written notice of
its intent to stop or modify payments and to contest any claim filed. The notice shall specify the
grounds and factual basis for stopping or modifying payment of benefits, and the insurer’s
intention to contest.

Pursuant to M.G.L. ¢. 152, § 29, no compensation shall be paid for any injury.whi oes not
incapacitate the employee from earning full wages for a period of five or mor, ar days. If
incapacity extends for a period of 21 days or more, compensation shall be a@m the date of
onset of incapacity. If incapacity extends for a period of at least fiv %ess than 21 days,
compensation shall be paid from the sixth day of incapacity. Generally; pensation shall be
paid for any period for which any wages were earned.

Pursuant to M.G.L. c. 152, § 34, while incapacity is total, ch week of incapacity the
insurer shall pay the injured employee compensation eq 0 percent of his or her average
weekly wage before the injury, but not more than the maxi eekly compensation rate, unless
the average weekly wage of the employee is less than‘ﬁ%j imum weekly compensation rate, in
which case said weekly compensation shall be is average weekly wage. The total
number of weeks of compensation due the employeésshall not exceed 156 weeks. Pursuant to
M.G.L. c. 152, § 34A, when the injury is bgth:permanent and total, the insurer shall pay to the
injured employee, following payment f ensation provided in 88 34 and 35, a weekly
compensation equal to two-thirds of t e weekly wage before the injury, but not more than
the maximum weekly compensation g% ess than the minimum weekly compensation rate.

Pursuant to M.G.L. c. 152, § 35, hg; injury is partial, during each week of incapacity the insurer

shall pay the injured emp eekly compensation equal to 60 percent of the difference
between the average we e before the injury and the weekly wage he or she is capable of
earning after the inju ot more than 75 percent of what the employee would receive if

eligible for total inca benefits. An insurer may reduce the amount paid to an employee to
the amount at which:the employee’s combined weekly earnings and benefits are equal to two
|

y wage in the Commonwealth at the time of such reduction.

times the ave&
M.G.L. 36A states that where any loss is a result of an injury involving brain damage, a
lum ment resulting from brain damage shall not exceed an amount equal to the average

ge in the Commonwealth at the date of injury, multiplied by 105. Payments shall not
be made where death occurs within 45 days of the injury.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected three
homeowners, one commercial automobile, one commercial multi-peril and one tuition refund
claim denied or closed without payment during the examination period for testing. RNA
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reviewed the claim correspondence and investigative reports, and noted whether the Company
handled the claims timely and properly before closing them.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the files for the denied or closed without payment claims
tested appeared complete, including correspondence and other documentation. Further,
the Company’s conclusions appeared reasonable. Based upon the results of testing, it
appears that the Company’s processes do not unreasonably deny or delay pay of

claims.
Recommendations: None. 0%

Standard VII-10. Cancelled benefit checks and drafts reflect @}Me claim handling
practices.

Objective: The Standard addresses the Company’s proced issuing claim checks as they
relate to appropriate claim handling practices.

Controls Assessment: See Standard VII-1. @

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA .i ed Company personnel to understand its claim
handling processes, and obtained docdmentation supporting such processes. RNA reviewed five
homeowners, two commercial ﬁuto bile, two commercial multi-peril, two workers’

compensation and four tuition gef laims processed during the examination period, to note
whether claim payment prau@* e appropriate and whether there were inappropriate releases

of Company liability. %
Transaction Testinqﬁm:

RNA noted that each claim selected for testing was recorded according

Company’s policies and procedures, and that claim payment documentation was

equate.  RNA noted no instances where claim payment practices appeared

‘% appropriate. Based upon the results of testing, it appears that the Company’s processes

for issuing claim payment checks are appropriate and functioning in accordance with its
policies and procedures.

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

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

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

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claims settlement practic S%I)de @)
compelling insureds to initiate litigation to recover amounts due under an ins licy by
offering substantially less than the amounts ultimately recovered in actio t by such
insureds, and (b) attempting to settle a claim for less than the amount ' a reasonable
person would have believed he or she was entitled by reference to wri rinted advertising
material accompanying or made part of an application. Moreover, i insurer makes a practice
of unduly engaging in litigation, or of unreasonably and unfairl ng the adjustment or
payment of legally valid claims, M.G. L. c. 175, § 28 authori ommissioner to make a

special report of findings to the General Court.
Controls Assessment: See Standard VI1I-1. Q

Controls Reliance: See Standard VII-1.

handling processes, and obtained docu upporting such processes. RNA reviewed five
homeowners, two commercial a ”J%; , two commercial multi-peril, two workers’
compensation and four tuition refun ims processed during the examination period, to note

whether claim reserves were ey, Iu%d,established and adjusted in a reasonably timely manner.
When applicable, RNA veri% ate the claims were reported, reviewed correspondence and
e

Transaction Testing Procedure: RNA inr%‘ ed Company personnel to understand its claim
I

investigative reports, and hether the Company handled the claims timely and properly.

Transaction Testing Resu

Documentation for the selected claims involving litigation appeared

te, including correspondence and other documentation. Further, the Company’s

Q lusions appeared reasonable. Based upon the results of testing, it appears that the

Q ompany’s processes do not unreasonably deny claims or compel claimants to initiate
litigation.

Recommendations: None.
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Standard V11-12. Regulated entity uses the reservation of rights and excess of loss letters,
when appropriate.

Objective: The Standard addresses the Company’s usage of reservation of rights letters and its
procedures for notifying an insured when the amount of loss will exceed policy limits.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1. A{

Transaction Testing Procedure: RNA interviewed Company personnel to unders WClaim

handling processes, and obtained documentation supporting such processes. RN iewed five
homeowners, two commercial automobile, two commercial multi-per workers’
compensation and four tuition refund claims processed during the examinati riod, to note

whether reservations of rights or excess loss letters were warranted. @
Transaction Testing Results: %

Findings: None. QQ
Observations: RNA noted that the tested %Were reported according to the
Company’s policies and procedures, and no 0 instances where a reservation of rights

or excess loss letter was used inappropriately. Based upon the results of testing, it
appears that the Company’s processe;ﬂ%;ti zing reservation of rights and excess loss
I

letters are functioning in accordanc policies and procedures.

Recommendations: None. (ﬁ\

Standard VI1-13. Deductibl bursement to insureds upon subrogation recovery is
made in a timely and accukate manner.

Objective: The Sta esses the Company’s timely refund of deductibles from subrogation
proceeds.
Controls As@ See Standard VII-1.

Contrels.| ce: See Standard VII-1.

%ﬁl on Testing Procedure: RNA interviewed Company personnel to understand its claims
handling processes, and obtained documentation supporting such processes. RNA reviewed five
homeowners, two commercial automobile, two commercial multi-peril, two workers’
compensation and four tuition refund claims processed during the examination period, to note
whether subrogation recoveries were reasonably timely and accurate.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that the tested claims were accurately recorded according to
the Company’s policies and procedures, and noted no instances where subrogation
recovery was not made in a timely and accurate manner. Based upon the results of
testing, it appears that the Company’s processes for making subrogation recoveries to
insureds are functioning in accordance with its policies and procedures.

Recommendations: None.

Standard VI11-14. Loss statistical coding is complete and accurate.

M.G.L. c. 175A, § 15(a); 211 CMR 15.00 and 211 CMR 115.00.

Objective: The Standard is addresses the Company’s complete and accurat@ﬁng of loss
statistical data to appropriate rating bureaus.

Pursuant to M.G.L. c. 175A, 8§ 15(a), insurers must record and repo Ss and countrywide
expense experience in accordance with the statistical plan promulgal e Commissioner and
the rating system on file with the Commissioner, and the Com@ r may designate a rating
agency or agencies to assist her in the compilation of such . accordance with 211 CMR
15.00, the Commissioner established and fixed various statistical plans to be used in relation to
homeowners’ insurance and related coverages, in accor %ﬂth M.G.L. c. 175A, § 15(a). 211

CMR 115.00 requires insurers to report workers’ co sation losses and expenses for statistical
purposes.
Controls Assessment: The following key o s were noted in conjunction with the review

of this Standard:

(%port complete and accurate loss data in the required

reaus such as the AIB, CAR, ISO or the WCRIB. The
e by line of business, type of loss, dollar amount, claim

= Company policy is to ti
formats to appropriate rati
data includes loss

counts, accident s, territory, etc.
s The Compan;@ y reports commercial automobile loss data to CAR in the required
format.

= TheC %reconciles underlying quarterly and annual loss data with data submitted to

CAR\
. Company reports quarterly loss data to 1SO for all lines except commercial
bile. 1SO then provides the workers’ compensation data to the WCRIB.

e Company reports workers’ compensation loss data to the WCRIB 20 months after
policy effective dates.

s The Company has a process for correcting data coding errors and making subsequent
changes, as needed.

s The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
claims.

= The Company is subject to periodic audits by CAR for compliance with statutes and CAR
Rules, including statistical coding requirements related to claims.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its loss
statistical reporting processes, and obtained documentation supporting such processes. RNA
reviewed the latest CAR audit reports on the Company’s compliance with CAR statistical coding
requirements. Finally, RNA reviewed the most recently completed triennial audit of the
Company’s compliance with the WCRIB statistical coding requirements.

Transaction Testing Results: '{
Findings: None. l%\)

Observations: Based on the results of testing, it appears that th C@ny generally
uses proper loss data coding procedures. The WCRIB audit, dated. August 10, 2006
indicated that the Company uses proper workers’ compensations statistical data related to
claims. However, numerous errors were noted in the 2005.CAR audit report of the
Company’s 2003 activity, and the 2007 CAR audit reg s 2005 activity. Some
common errors were reported in both years. The Co ates that it made changes to
its automobile loss statistical reporting methodol e to the issues identified during
. however, some of the results of
such changes were not yet evident in 2005, a nted in the 2007 CAR audit report.
Some of the errors noted included vehicleQ; tistical errors related to loss type and
to'po

accident location, and some errors rela licies. The Company has identified the
root causes of the statistical errors, a ill be developing computer logic changes to
correct these errors. x‘ )

Recommendations: The Company srﬁ% plete the development of the computer logic changes
to correct statistical errors noted in R audit reports. Further, the Company’s internal audit
function, together with the business,information services department, shall review and evaluate
the controls over coding a tistical reporting to ensure they are effectively designed and
properly implemented. L e Company shall periodically update the Division, as requested,
on progress of the im tion efforts, and on the results of the audits.
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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 2006 NAIC
Market Regulation Handbook, the market conduct examination standards of the Division, and the
Commonwealth of Massachusetts insurance laws, regulations and bulletins. We have made
recommendations to address various concerns in the areas of marketing and sales, producer
licensing, policyholder service, underwriting and rating and claims.
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ACKNOWLEDGEMENT

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

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge
encompassed responsibility for the coordination and direction of the examination per d,
which was in accordance with, and substantially complied with, those standards ished by
the National Association of Insurance Commissioners (“NAIC”) and the 200 arket

planning

Regulation Handbook.  This participation consisted of involvementmz
(development, supervision and review of agreed-upon procedures),. a stration and
%igned, Dorothy K.

preparation of the comprehensive examination report. In addition to the
i ination and in the

Raymond of the Division’s Market Conduct Section participated i

nt
preparation of the report. %

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

N

Matthew C. Regan, IlI
Director of Market Conduct &

Examiner-In-Charge Q
Commonwealth of Massachusetts (ﬁ\

Division of Insurance

Boston, Massachusetts ? Yy

Q
Q
@}
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