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Dear Commissioner Burnes: Q%

Pursuant to your instructio accordance with Massachusetts General Laws,

Chapter 175, Section 4, a compr sive examination has been made of the market

§

conduct affairs of
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% 175 Berkeley Street, Boston, MA 02117.

The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (“Division™) conducted a comprehensive market
conduct examination of Liberty Life Assurance Company of Boston (“Liberty Life” or “Company”)
for the period January 1, 2004 through December 31, 2004. The examination was called pursuant
to authority in Massachusetts General Laws Chapter 175, Section 4. The current market conduct
examination was conducted at the direction of, and under the overall management and control of,
the market conduct examination staff of the Division. Representatives from the firm of Eide Bailly,
LLP (“Eide”) were engaged to complete certain agreed-upon procedures.

EXAMINATION APPROACH %

A tailored audit approach was developed to perform the examination of ng the
guidance and standards of the National Association of Insurance Commissione arket Conduct
Examiners Handbook (“Handbook™), the market conduct examination standards, of' the Division,
and the Commonwealth of Massachusetts insurance laws, regulations and E%ns. All procedures

were performed under the management and control of the market conduct ination staff of the
Division. The following describes the procedures performed and the fi gs for the workplan
steps thereon.

The basic business areas that were reviewed under this exami %Were:

I.  Company Operations/Management Q@
Il.  Complaint Handling
I1l.  Marketing and Sales Q

IV. Producer Licensing

V. Policyholder Service (&)'\
VI. Underwriting and Rating ?»
VII. Claims

?%9 and procedures’ guidance in the Handbook, the examination
prmpany’s policies and procedures regarding compliance with 18 U.S.C.
8§ 1033 and 1034,as as an assessment of the Company’s internal control environment. While
the Handbook approach detects individual deficiencies through transaction testing, the internal
control assessiment provides an understanding of the key controls that Company management uses
to run their busineéss and to meet key business objectives, including complying with applicable
laws, re ions and bulletins related to market conduct activities.

In addition to the p
included a review of th

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



EXECUTIVE SUMMARY

The comprehensive examination was conducted concurrently with the Division’s statutory
financial examination of Liberty.

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

The Division considers a substantive issue as one in which corrective acti x{of the
Company is deemed advisable, or one in which a “finding”, or violation of Massgchusetts insurance
laws, regulations or bulletins was found to have occurred. It is also recomme % hat Company
management evaluate any substantive issues or “findings” for applicabili tential occurrence
in other jurisdictions. When applicable, the Company should taket.c ive action for all
jurisdictions, and provide a report of any such corrective action(s):t 0 the Division. Any
corrective action requires agreement of both the Compa the Division prior to
implementation.

All Massachusetts insurance laws, regulations
viewed on the Division’s website at www.mass.gov/doi:, Fhe following is a summary of all
substantive issues found, along with related re ations and, if applicable, Company
corrective actions taken, as part of the comprehe;i\ﬂprket conduct examination of Liberty.

ins cited in this report may be

SECTION I - COMPANY OPER@NS/ MANAGEMENT

STANDARD I-3 ?&

Findings: The C a as procedures in place to perform criminal background checks
0 such process is in place for existing employees.

on new emplog
ions’ e noted that the Company does not perform criminal background checks
isti loyees.

Rsomndations: Eide recommends that the Company conduct criminal background
6 for all current and prospective employees of the Company.

S&ION I - COMPLAINT HANDLING
STANDARD lI-4

Findings: The Company did not respond to one complaint filed during the examination
period within 14 days of receipt as required by the Division. The Company did respond to
the complaint within 14 days of its receipt by the Presidential Service Team (“Service
Team?”), after the complaint was initially received and forwarded by the Company’s central
mail processing facility.


http://www.mass.gov/doi

Observations: For the single complaint tested, Eide noted that the Company responded to
the issues raised through the formalized complaint process in a complete manner.
There was adequate documentation to support complaint handling, and complaint files
were adequately documented for review purposes.

Recommendations: The Division recommended that the Service Team, which receives and
distributes the complaints, establish a method of preferred contact with the Division. This
should eliminate the response lag time sometimes caused by the central mailroom’s initial
receipt and forwarding of the complaints. The Company complied with this request and

the Division has the contact information. &
SECTION VII - CLAIMS \5\)

STANDARD VI11-5 Q Y
axes and back child

Findings: Eide found that documentation of the search for

support owed by claimants was not timely in ten of 58 files=tested; The search page in
these ten files was printed and put in the file months afte %I imant was paid. Eide
concluded that it was likely that the searches were done ai e each check was written,
considering that the searches for the other 48 tested files had been done on the same day
the check was written. Further, new searches pri ndsput in the file all came back with
nothing owed by the claimant. However, the did not print and retain the search
page in the file at the time of the initial sear

Rtg it appears the Company’s claim file

nce with Company policies and procedures.
Eide discussed this problem wit ompany, which had previously identified the
problem, and in March ZOOS&I;} ed a checklist to rectify it. This checklist of all the

Observations: Based on the testin
documentation is not functioning i

items to be included in the_fi be signed by a manager before the file can be closed.
Eide performed a walkthr or 10 policies to test the new procedures, and found

evidence of their imple

tation.

Recommendatio Company should regularly monitor the corrective actions it
implemented i 2005 to adequately document the search for back taxes and back
child suppeit y claimants.




COMPANY BACKGROUND

The Company is a part of the Liberty Mutual Insurance Group (”Group™), a diversified global
insurance organization principally engaged in the sale of domestic property/casualty, life/health and
international property/casualty insurance, as well as loss control and other services. Through its
traditional direct agency force, independent agents in its Regional Agency Markets business unit
and captive agents in its Personal Market business unit, the Group’s domestic insurance operations
offer a full array of personal and commercial insurance coverage.

The Company is a stock insurance company 90% owned by Liberty Mutual Insurance pany
and 10% owned by Liberty Mutual Fire Insurance Company. The Company’s operatio re
integrated with its parent’s operations via an administrative services agreement, with oyees
maintained at Liberty Mutual Insurance Company.
b

The Company primarily provides traditional life, structured settlements, and, di y products to
individuals and institutions through its exclusive direct agents, banks %okers, making up
approximately 3% of the Group’s consolidated revenues.

The Company’s Individual Business Unit markets life and annui %cts including traditional,
term, universal, single premium, whole life and variable univer, middle-income consumers.
The Individual Business Unit also markets structured se ts and other individual annuity
products. The Group’s personal lines property/casu y force markets individual life
insurance and annuity products as a supplement roperty/casualty coverage offered.
Increases in the independent producer force and financial institution relationships will

provide additional future marketing channels for%e Company.

The Company’s Group Business Unit % ng and short-term disability and life products
primarily to employers with over 500 employees through a growing sales and service force
countrywide. This business builds

parent company’s employer relationships and its
expertise in occupational disabilit nagement. The Company’s focus on group operations has
enabled it to maintain its long t isability product line, which insures over 1.1 million covered
lives.

"

)

The Company’s natio %ut by line of business for direct written premium during 2004 is
shown below:

QS

Business Production and Profitability ($000)

‘ Premium Written

Product Line Direct Net + Deposits % of Total NPW
Ordinary Life 231,884 212,258 41.2%
Group Life 129,182 117,465 22.8%
Individual Annuities 116,762 170,533 33.1%
Group Annuities 11 15,788 3.1%
Individual A & H 168 -483 -0.1%
Group A &H 241,809 27 0.0%
Totals 719,816 515,588 100.0%



The Company is rated A- (Excellent) by AM Best Company and ratings were stable over the
examination period.

The key objectives of this examination were determined by the Division utilizing the Handbook.
The remainder of this report outlines the testing and results by each major risk area defined by the
Handbook.



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 company has an up-to-date, valid internal or external audit program.

Objective: This Standard is concerned with whether the Company has an audit progr m%ion
that provides meaningful information to management. g&)

Controls Assessment: The following key observations were noted in conjunctior@ review of

this Standard:
INTERNAL AUDITS ; )
s The Company has a well-established internal audit departm@ erforms reviews of a
variety of operational functions throughout the Company. Q

= Audit reports are distributed to all relevant operatio anagement personnel. The
reports contain a summary of control enhanceme management has implemented

or agreed to implement as a result of the audit.
= The status of significant audits and finding eported to the Board of Directors’ Audit

Committee at the regularly scheduled me ti&

Fil AUDITS
m The internal audit department @ periodic audits as necessary on each of the
Massachusetts field offices ased ‘tipon prior audit results, complaint activity and
enforcement activity. Audit top ver many of the Handbook areas including:

o O O © ©0 O O

es illustration requirements
@ General supervision
A formal report is issued to both the home office department and the field office at the end
of each field office audit.

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 Procedures: Due to the nature of this Standard, no transaction testing was
performed.




Transaction Testing Results: Not applicable.

Recommendations: None.

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

No work performed. All required activity for this Standard is included in the scope of the‘b&oing
statutory financial examination of the Company. :

Standard 1-3. The company has antifraud initiatives in place that are rea@ly calculated
to detect, prosecute, and prevent fraudulent insurance acts.

18 U.S.C. § 1033; Division of Insurance Bulletins 1998-11 and 200{-‘%4.

Objective: This Standard is concerned with whether the

any has an antifraud plan that is
adequate, up-to-date, in compliance with applicable statutes i

plemented appropriately.

Pursuant to 18 U.S.C. § 1033 of the Violent Crime rol-and Law Enforcement Act of 1994, it is
a criminal offense for anyone “engaged in the business of insurance” to willfully permit a
“prohibited person” to conduct insurance actiw'%lhout written consent of the primary insurance
regulator. A “prohibited person” is an ind@J ho has been convicted of any felony involving
dishonesty or a breach of trust or certaj ffenses, who willfully engages in the business of
insurance as defined in the Act. In-<@ecordance with Bulletins 1998-11 and 2001-14, any entity
conducting insurance activity in achusetts has the responsibility of notifying the Division, in
writing, of all employees and who are affected by this law. Individuals “prohibited”

under the law may apply t missioner for written consent, and must not engage in the
til such consent is granted.

business of insurance unl@
Controls Assessment:- ollowing key observations were noted in conjunction with the review of
this Standard:

= The Company has a written antifraud plan.

" %ﬂmpany has a Special Investigation Unit (“SIU”) dedicated to the prevention and
Qn ing of fraudulent activities.

Q e SIU holds periodic meetings with representatives from various departments at the

Company including claims, compliance, internal audit, underwriting, sales and customer

Service.

= Potentially fraudulent activity is tracked by the SIU and investigated with the assistance of
other departments as necessary. Such activity is reported to the regulators when required by
statute.

= The Company’s SIU works with the Massachusetts Insurance Fraud Bureau to investigate
and properly handle possible fraud.

= The Company’s claims and underwriting personnel take part in ongoing continuing
education focused on identification and proper treatment of suspected fraudulent activity.
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»  The Company performs criminal background checks for all new employees.

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 Procedures: Eide interviewed individuals with responsibility for ensuring the
Company does not employ prohibited persons as defined in 18 U.S.C. § 1033, and reviewed
procedures followed by the Company to ensure compliance.

Transaction Testing Results: »&

Findings: The Company has procedures in place to perform criminal backg?gu hecks
on new employees, but no such process is in place for existing employee@

Observations: Eide noted the Company does not conduct crimina und checks on

existing employees.

Recommendations: Eide recommends that the Company conduc@%ﬁ ackground checks for

all current and prospective employees.

Standard 1-4. The company has a valid disaster rec vﬁ&

statutory financial examination of the Com

No work performed. All required activity for)%@n;jard is included in the scope of the ongoing

Standard I-5. The company i adehdately monitoring the activities of any entity that

contractually assumes a business on or is acting on behalf of the company.
No work performed. pany does not utilize managing general agents or third party
administrators in M etts.

Standard I-6. Mrds are adequate, accessible, consistent and orderly and comply with state

record [{%tio requirements.

Objective: This Standard is concerned with the organization, legibility and structure of files, as
well as with determining if the Company is in compliance with state record retention requirements.
The objective of this Standard was included for review in each Standard where such policies or
procedures for the retention of records exists or should exist.

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

= Company policy requires that its producers keep complete records and accounts of all
insurance transactions.

11



= The Company’s standard producer contract requires that insurance records and accounts be
kept current and identifiable.

= The Company’s standard producer contract also maintains the Company’s right to examine
producers’ accounts and records of all insurance transactions for as long as the Company
deems reasonable, including a reasonable time after the termination of a producer contract.

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 Procedures: Eide performed various procedures throughout this exa%on
which related to review of documentation and record retention.

Transaction Testing Results: Such testing results are noted in the various exa 'ﬁreas, and
include exceptions noted in the Executive Summary. r@

b 4
Recommendations: Such recommendations are noted in the various exa S‘:@ areas, and include
exceptions noted in the Executive Summary. C

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

M.G.L. c. 175, 88 32, and 47.

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

According to M.G.L. c. 175, 8§ 32, a N must first obtain a certificate of authority from the
commissioner before it may issue gny contracts or policies. A company may issue policies and

contracts for lines of business allow M.G.L. c. 175, § 47.

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

= The Co &gperates within the lines of business approved under its existing Certificate
of Al i

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

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

Transaction Testing Results:

Findings: None.

Observations: The Company operates within the lines of business approved under its
existing Certificate of Authority.

12



Recommendations: None.

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

M.G.L. c. 175, 88 32 and 47.

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

commissioner before any contracts or policies may be issued. A company may olicies and

According to M.G.L. c. 175, § 32 a company must first obtain a certificate of au;@rgm the
contracts for lines of business allowed by M.G.L. c. 175, § 47. ¥

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

this Standard: C

m  The Company operates within the lines of business a Q.mder its existing Certificate
of Authority.

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

corroborating inquiry appear to be sufficiently reliable.to be considered in determining the extent of
transaction testing procedures. ?
Transaction Testing Procedure: Eide the Company’s Certificate of Authority, and
compared it to the lines of business it}@ e Commonwealth.
Transaction Testing Results: Yy

Finding(s): None, @

,;Company operates within the lines of business approved under its
of Authority.

Observation
existing Cefti

Recommendatio one.

M. The company cooperates on a timely basis with examiners performing the
ninations.

M.G.L.c. 175, § 4.

Objective: This Standard is concerned with the Company’s cooperation during the course of the
examination.

M.G.L. c. 175, 8§ 4 sets forth the Commissioner’s authority to conduct examinations of an insurer.

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

13




Controls Reliance: Not applicable.

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

Transaction Testing Results:

Findings: None.

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

Recommendations: None. %\)

Standard 1-10. The company has procedures for the collection; sg }nd disclosure of
information gathered in connection with insurance transacti s to minimize any
improper intrusion into the privacy of applicants and policyho

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

Objective: This Standard is concerned with th C&any’s policies and procedures to ensure it
maintains privacy of consumer information. %

The Company must have policies and es to ensure it minimizes improper intrusion into
consumers’ privacy as required by M.GiL.. c#1751, 88 1-22. 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 non-public personal consumer information
to nonaffiliated third parties: r, a financial institution must provide its customers with a
written notice of its privo icies and practices. In addition, a financial institution is prohibited
from disclosing nonpubtie, personal consumer information to nonaffiliated third parties, unless the
institution satisfies

to opt out of suc

Various aspe'(N

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

rivacy requirements are addressed in Standards 1-11 through I-17.

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

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. The Company provides annual disclosure notices to policyholders
using standard mail.

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

14




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

= The Company has procedures in place to comply with M.G.L. c. 1751, 8§ 1 - 22.

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.

policyholder services, and reviewed its privacy notice. The Division’s financial examination, team
conducted a review of the Company’s privacy policies, which provided additional co% he

market conduct examiners. ;

Transaction Testing Results: 0 Y

Findings: None. %f%

Observations: Based upon Eide’s review of the Compan notice, it appears that
the Company’s privacy policy minimizes any impros rgsion into the privacy of

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for

applicants and policyholders, and is disclosed to p rs in accordance with their
policies and procedures. No violations of M.G.I,% I, 88 1 - 22 were noted during
testing.

Recommendations: None. Q

Standard 1-11. The company had dev @nd implemented written policies, standards and
procedures for the management of insur information.

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

e~policies and procedures to ensure it minimizes improper intrusion into
consumers’ pri quired by M.G.L. c. 1751, 88 1-22. The Gramm-Leach-Bliley Act, 8§ 502,
503, 504 andﬁ{;,mand 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 consumer information
to no third parties. Further, a financial institution must provide its customers with a

osing nonpublic personal consumer information to nonaffiliated third parties, unless the
ion satisfies various disclosure and opt-out requirements, and the consumer has not elected
to opt out of such discussion.

Various aspects of privacy requirements are addressed in Standards I1-11 through I-17.

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

15




s The Company has procedures in place for each division regarding the management of
insurance information.

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

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for
management of insurance information. The standard of insurance information management was
tested with each individual section on this exam.

Transaction Testing Results: g\)

Findings: None. Q‘/
Observations: Based upon Eide’s review of the Company’s i tion management
policies and procedures, the Company appears to be oper, ithin the Handbook
standards.

Recommendations: None. QQ

personal information relating to its customers, former customers and consumers that are not

Standard 1-12. The company has policies and p%@ o protect the privacy of nonpublic
customers.

M.G.L. c. 1751, §§8 1-22; Gramm-Leac ct, 88 502, 503, 504 and 505 and 16 CFR Part
313.

Objective: This Standard is co rzd with the Company’s policies and procedures to ensure it
maintains privacy of consume ation, and to comply with the Gramm-Leach-Bliley Act.

The Company must ha %‘cies and procedures to ensure it minimizes improper intrusion into
consumers’ privacy:as.required by M.G.L. c. 1751, 88 1-22. The Gramm-Leach-Bliley Act, 8§ 502,
503, 504 and 505, 6 CFR Part 313, set forth requirements for proper notice to consumers and
restrictions on a cial institution’s ability to disclose non-public personal consumer information
to nonaffiliate rd parties. Further, a financial institution must provide its customers with a
written r%pf its privacy policies and practices. In addition, a financial institution is prohibited
from ing nonpublic personal consumer information to nonaffiliated third parties, unless the
i lion' satisfies various disclosure and opt-out requirements, and the consumer has not elected
to out of such discussion.

Various aspects of privacy requirements are addressed in Standards I-11 through I-17.

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

s The Company’s policy is to comply with the Gramm-Leach-Bliley Act regarding privacy
requirements of nonpublic personal information.

16




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

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

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. The Company provides annual disclosure notices to policyholders
using standard mail.

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

%/or

corroborating inquiry appear to be sufficiently reliable to be considered in determinin ent of

Controls Reliance: Controls tested via documentation inspection, procedure observw
transaction testing procedures.

h g

Transaction Testing Procedures: Eide interviewed Company personnel 'h@ponsibility for
policyholder services, and reviewed its privacy notice. The Division’s financial examination team
conducted a review of the Company’s privacy policies, which provi ional comfort to the
market conduct examiners.

Transaction Testing Results: Q
Findings: None. Q';

Observations: Based upon Eide’s reweg of Company s privacy notice, it appears that

the Company’s privacy policy mini any improper intrusion into the privacy of
i consumers that are not policyholders, and is

policyholders, former policyholde
disclosed to policyholders in a(c§ with their policies and procedures.
Recommendations: None. Y’V

Standard 1-13. The co Wrovides privacy notices to its customers and, if applicable, to
its consumers Who stomers regarding treatment of nonpublic personal financial
information. %

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

This Standard is concerned with the Company’s policies and procedures to ensure it
fains privacy of consumer information, and complies with the Gramm-Leach-Bliley Act.

The Company must have policies and procedures to ensure it minimizes improper intrusion into
consumers’ privacy as required by M.G.L. c. 1751, 88 1-22. 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 consumer information
to nonaffiliated third parties. Further, a financial institution must provide its customers with a
written notice of its privacy policies and practices. In addition, a financial institution is prohibited
from disclosing nonpublic personal consumer information to nonaffiliated third parties, unless the

17



institution satisfies various disclosure and opt-out requirements, and the consumer has not elected
to opt out of such discussion.

Various aspects of privacy requirements are addressed in Standards I-11 through I-17.

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

s The Company’s policy is to comply with the Gramm-Leach-Bliley Act regarding privacy
requirements of nonpublic personal information.

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

s Company policy is to disclose information only as required or permitted by | i
regulators, law enforcement agencies, anti-fraud organizations, and third®

ustry

assist
the Company in processing business transactions to its policyholders. Y

= Company policy requires that a consumer privacy notice be provide%o cyholders when

a policy is delivered. The Company also provides an losure notices to
policyholders using standard mail.

erment

Jion,

s The Company stated that it has developed and impl
security practices to safeguard nonpublic personal inform
ion, procedure observation and/or
onsidered in determining the extent of

information technology

Controls Reliance: Controls tested via documentati
b

corroborating inquiry appear to be sufficiently reliable
transaction testing procedures.

Transaction Testing Procedures: The
responsibility for policyholder services, anc

team conducted a review of the Comp&

ers interviewed Company personnel with
ed its privacy notice. The financial examination
acy policies, which provided additional comfort to

the market conduct examiners.

Transaction Testing Results:

Findings: Non

polic&

Recom ions: None.

<

Qed upon Eide’s review of the Company’s privacy notice and discussion
personnel, it appears that the Company disclosed privacy information to
ers in accordance with their policies and procedures.
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Standard I-14. If the company discloses information subject to an opt out right, the company
has policies and procedures in place so that nonpublic 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.

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

Objective: This Standard is concerned with the Company’s policies and procedures to pfovide
consumers with an opt-out option as required in the Gramm-Leach-Bliley Act.

The Company must have policies and procedures to ensure it minimizes improp 'Nn into
consumers’ privacy as required by M.G.L. c. 175l, 88§ 1-22. The Gramm-Leach-Bliley Act, 8§ 502,

503, 504 and 505, and 16 CFR Part 313, set forth requirements for proper notice ‘ﬁsumers and
restrictions on a financial institution’s ability to disclose non-public person sumer information
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 finaneiak.institution is prohibited
from disclosing nonpublic personal consumer information to nonaffiliated third parties, unless the
institution satisfies various disclosure and opt-out requireme e consumer has not elected

to opt out of such discussion.

Various aspects of privacy requirements are addressed j@%rds I-11 through 1-17.

Controls Assessment: The following key observ;io&ere noted in conjunction with the review of

this Standard:

= The Company’s policy is to ¢ h the Gramm-Leach-Bliley Act regarding privacy
requirements of nonpublic pe | information.
= The Company stated that it ot sell personal information to third parties.

= Company policy is t
regulators, law en

information only as required or permitted by law to industry
t agencies, anti-fraud organizations, and third parties who assist
ing business transactions to its policyholders.

the Company in-p
= Company uires that a consumer privacy notice be provided to policyholders when

a policy<i1sdelivered. The Company also provides annual disclosure notices to
polic sing standard mail.
s The ny stated that it has developed and implemented information technology

ractices to safeguard nonpublic personal information.

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

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice. The Division’s financial examination team
conducted a review of the privacy policies of the Company, which provided additional comfort to
the market conduct examiners.
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Transaction Testing Results:

Findings: None.

Observations: Based upon Eide’s review of the Company’s privacy notice and discussion
with Company personnel, it appears that the Company provides consumer information to
business partners or other third parties only to help provide essential services to the
consumer, and therefore is not required to provide an opt out option.

Recommendations: None. %

Standard 1-15. The company’s collection, use and disclosure of nonpublic pe@ﬁancial
information are in compliance with applicable statutes, rules and regulationQ y

M.G.L. c. 175I, 88 1-22; Gramm-Leach-Bliley Act, 8§ 502, 503, 504 an(%a 16 CFR Part

313.

Objective: This Standard is concerned with the Company’s and procedures to ensure it
maintains privacy of consumer information, and complies wit amm-Leach-Bliley Act.

The Company must have policies and procedures to %& minimizes improper intrusion into

consumers’ privacy as required by M.G.L. c. 175I, he Gramm-Leach-Bliley Act, 8§ 502,
503, 504 and 505, and 16 CFR Part 313, set forth ri%ements for proper notice to consumers and
restrictions on a financial institution’s ability te.diselose non-public personal consumer information
to nonaffiliated third parties. Further, a financial institution must provide its customers with a
written notice of its privacy policies and-practices. In addition, a financial institution is prohibited
from disclosing nonpublic personal cofisu 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 discussion.

Various aspects of privacy, ents are addressed in Standards 1-11 through 1-17.

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

= TheC ny’s policy is to comply with the Gramm-Leach-Bliley Act regarding privacy
ﬁ%ire ents of nonpublic personal information.
Q ompany stated that it does not sell personal information to third parties.
mpany policy is to disclose information only as required or permitted by law to industry

Q regulators, law enforcement agencies, anti-fraud organizations, and third parties who assist
the Company in processing business transactions to its policyholders.

= Company policy requires that a consumer privacy notice be provided to policyholders when
a policy is delivered. The Company also provides annual disclosure notices to
policyholders using standard mail.

s The Company stated that it has developed and implemented information technology
security practices to safeguard nonpublic personal information.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice. The Division’s financial examination team
conducted a review of the Company’s privacy policies, which provided additional information to
the market conduct examiners.

Transaction Testing Results: %
Findings: None. 5\)

Observations: Based upon Eide’s review of the Company’s privacy noticesand discussion
with Company personnel, it appears that the Company has adequate’ policies and
procedures to protect nonpublic personal financial information.

Recommendations: None. (¢ :@

Standard 1-16. In states promulgating the health information provision of the NAIC model

regulation, or providing equivalent protection throug ubstantially similar laws under
the jurisdiction of the Department of Insurance, thé.co ny has policies and procedures in
place so that nonpublic personal health informa not be disclosed except as permitted

by law, unless a customer or a consumer who is.not a-customer has authorized the disclosure.

M.G.L. c. 1751, 8§ 1-22; Gramm-Leach- t, 88 502, 503, 504 and 505 and 16 CFR Part
313.

Objective: This Standard is coneerned with the Company’s policies and procedures to ensure it
maintains privacy of consumerj ation, and complies with the Gramm-Leach-Bliley Act.

The Company must h icies and procedures to ensure it minimizes improper intrusion into
consumers’ privac red by M.G.L. c. 175I, 88 1-22. The Gramm-Leach-Bliley Act, 88 502,
503, 504 and 50 ,%6 CFR Part 313, set forth requirements for proper notice to consumers and
restrictions o 1al institution’s ability to disclose non-public personal consumer information
to nonaffiliat;N' d parties. Further, a financial institution must provide its customers with a
written e of’its privacy policies and practices. In addition, a financial institution is prohibited
from ing nonpublic personal consumer information to nonaffiliated third parties, unless the

i satisfies various disclosure and opt-out requirements, and the consumer has not elected
to opt out of such discussion.

Various aspects of privacy requirements are addressed in Standards I1-11 through I-17.

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

s The Company stated that it does not sell any personal consumer information to third
parties.
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= Company policy is to disclose personal information only as required or permitted by law to
industry regulators, law enforcement agencies, anti-fraud organizations, and third parties
who assist the Company in processing business transactions for its policyholders.

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

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

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

Transaction Testing Procedures:  The examiners interviewed Companr?énnel with
responsibility for policyholder services, and reviewed its privacy notice. The*finaneial examination
team conducted a review of the Company’s privacy policies, which provite itional comfort to

the market conduct examiners. :

Transaction Testing Results:

Findings: None. I%L

Observations: Based upon Eide’s review o pany’s privacy notice and discussion
with Company personnel, it appears that%the Company has adequate policies and
procedures to protect nonpublic perso Ith’information.

Recommendations: None. ,\Q

Standard 1-17. Each licensee sha lement a comprehensive written information security
program for the protection.ef n blic policyholder information.

M.G.L. c. 1751, 88 1—%,‘%7m—Leach—Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part
313.

Obijective: i ndard is concerned with the Company’s policies and procedures to ensure it
maintair)%ivgc of consumer information, and complies with the Gramm-Leach-Bliley Act.

Th a y must have policies and procedures to ensure it minimizes improper intrusion into
o

c ers’ privacy as required by M.G.L. c. 1751, 88 1-22. The Gramm-Leach-Bliley Act, §§ 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 consumer information
to nonaffiliated third parties. Further, a financial institution must provide its customers with a
written notice of its privacy policies and practices. In addition, a financial institution is prohibited
from disclosing nonpublic personal consumer information to nonaffiliated third parties, unless the
institution satisfies various disclosure and opt-out requirements, and the consumer has not elected
to opt out of such discussion.

Various aspects of privacy requirements are addressed in Standards I1-11 through I-17.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= The Company’s policy is to comply with the Gramm-Leach-Bliley Act regarding privacy
requirements of nonpublic personal information.

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

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

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

= Company policy requires that a consumer privacy notice be provided to policég when

a policy is delivered. Annual disclosure notices also are provided to p ers using
standard mail. Y

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

rocedure observation and/or
in determining the extent of

Controls Reliance: Controls tested via documentation inspecti
corroborating inquiry appear to be sufficiently reliable to be copsi
transaction testing procedures.

Transaction Testing Procedures:  The examine%r iewed Company personnel with
responsibility for policyholder services, and reviev% Ivacy notice. The Division’s financial
examination team conducted a review of the' Company’s privacy policies, which provided
additional comfort to the market conduct exa

Transaction Testing Results: (ﬂ\

Findings: None.

Observations: Ba ide’s review of the Company’s written documentation of its
privacy notice, it that the Company has adequate policies and procedures for the
protection of ic policyholder and consumer information.

Recommendatio %ﬂe.
Q}%
S
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Il. COMPLAINT HANDLING

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

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

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tracks complaiﬂ&e)vances
as required by statute. Yy

Pursuant to M.G.L. c. 176D, 8§ 3(10), an insurer is required to maintai plete record of all
complaints it received since the date of its last examination. The r t indicate the total
number of complaints, the classification of each complaint by line o% ce, the nature of each
complaint, the disposition of each complaint and the time it took t each complaint.

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

= Written Company policies and procedure g&wn the complaint handling process.

= The Company records all complaints i sistent format in the complaint log.

= The Company’s definition of co imilar to the statutory definition.

= The Company has a variety okﬁéwws through which a consumer can file a complaint.

= The Company’s Presidenti% ce Team (“Service Team”) receives all complaints, and
directs them to the appropriate department for handling.

Controls Reliance: Ceon sted via documentation inspection, procedure observation and/or
corroborating inquiry-appear to be sufficiently reliable to be considered in determining the extent of
transaction testin ’&e res.

Transaction 1‘0@&% Procedures: Eide obtained complete complaint listings from the Company and
for*the examination period, and found that both lists logged one complaint about

the Divisi
Liberty the Division. Eide reviewed the complaint received by the Division and recorded
o any log, to ensure that it was handled in accordance with M.G.L. c. 176 § 3(10).
Basetl on these findings, coupled with a planning risk assessment, Eide performed detail testing on
claims handling and underwriting as outlined later in this report.

Transaction Testing Results:

Findings: None.

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

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

M.G.L. c. 176D, § 3(10).

Objective:  This Standard addresses whether the Company has adequate complaint handling
procedures, and communicates those procedures to policyholders.

Pursuant to M.G.L. ¢. 176D, § 3(10), an insurer is required to maintain a cor
complaints it received since the date of its last examination. The record mus
number of complaints, the classification of each complaint by line of insurance,
complaint, the disposition of each complaint and the time it took to process €ach complalnt

Controls Assessment: Refer to Standard I1-1.

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

transaction testing procedures
Transaction Testing Procedures: Eide reviewed a %Ilstmg of the Massachusetts complaint
files from both the Company and the Division foEt amination period to evaluate this Standard.

In addition, Eide interviewed management responsible for complaint handling, and
examined evidence of the Company’s reI esses and controls. A sampling of forms and
billing notices sent to policyholders wa - to determine whether the Company provides
contact information for consumer inq

Transaction Testing Results: ?&

Findings: None. '\:V&
: mpany appears to have adequate complaint procedures in place, and
procedures to policyholders.

Recommendations; None.

St rdil-3. The company takes adequate steps to finalize and dispose of the complaint in
ce with applicable statutes, rules and regulations and contract language.

Objective: This Standard addresses whether the Company’s response to complaints fully addresses
the issues raised.

Controls Assessment: Refer to Standard I1-1.

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

25




Transaction Testing Procedures: Eide reviewed a complete listing of the Massachusetts complaint
files from the examination period to evaluate this Standard. Each complaint was reviewed to
determine if the Company’s response was given beyond the 14 days required by the Division.

Transaction Testing Results:

Findings: None.

Observations: For the single complaint tested, Eide noted that the Company responded to
the issues raised through the formalized complaint process in a complete manner. .Based
on the review of the Company’s complaint log, the Company appears to treat comﬂ%nts
with similar fact patterns in a consistent manner, and adequately documents i@p int
files.

Recommendations: None. 0 Y

Standard 11-4. The time frame within which the company r (Ms)to complaints is in
accordance with applicable statutes, rules and regulations.

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

regulations. However, established Division requires insurers to respond to the Division
within 14 days of its receipt of any complai@ he Division.

Controls Assessment: Refer to Standwﬂll

Massachusetts does not have a specific compEint cessing time standard in the statutes or

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

Transaction Testing.Procedures: Eide reviewed a complete listing of the Massachusetts complaint

files from the ex ion period to evaluate this Standard. Eide also reviewed each complaint to
determine the or delay for any which exceeded the 14 day response time required by
Division. \

Tran sting Results:

Q indings: The Company did not respond to one complaint filed during the examination

period within 14 days as required by the Division. The Company did respond to the
complaint within 14 days of its receipt by the Presidential Service Team (“Service Team”),
after the complaint was initially received and forwarded by the Company’s central mail
processing facility.

Observations: For the single complaint tested, Eide noted that the Company responded to
the issues raised through the formalized complaint process in a complete manner. There
was adequate documentation to support complaint handling, and complaint files were
adequately documented for review purposes.
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Recommendations: The Division recommended that the Service Team, which receives and
distributes the complaints, establish a method of preferred contact with the Division. This should
eliminate the response lag time sometimes caused by the central mailroom’s initial receipt and
forwarding of the complaints. The Company complied with this request and the Division has the
contact information.
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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 I11-1. All advertising and sales materials are in compliance with applicable statutes,
rules and regulations.

M.G.L. c. 175, 88 18, 121, 129, 174J; M.G.L. c. 176D, § 3; Division of Insuranceﬁ%ﬁn
2001-02.

Objective: This Standard is concerned with whether the Company maintains a@e?ﬁ of control
over the content, form and method of dissemination for all its advertisement%

M.G.L. c. 175, § 18 states that all material created by the Compan state the Company’s
corporate name, and any material publishing its assets must alsopubklish’its liabilities. M.G.L. c.
175, § 121 requires insurers to limit offers to those plainly
insurers from offering securities as an inducement. M.G.L.
policy to contain in bold letters a plain description @
Pursuant to M.G.L. c. 175, § 174), a separate no' e e prospective insured is required
disclosing the broker and controlled insurer relatl ».Pursuant to M.G.L. c. 176D, § 3, it is
deemed an unfair method of competition to misr. re or falsely advertise insurance policies, or
the benefits, terms, conditions and advantage policies. Pursuant to Division of Insurance
Bulletin 2001-02, an insurer who mamtaln net WebS|te must disclose on that site the name

of the company appearing on the cert@ hority, and the address of its principal office.
s

8..p0 |cy and any dividend features.

Controls Assessment: The followi
this Standard:

ervations were noted in conjunction with the review of

= Written Compa icies and procedures govern the advertising and sales material
approval proc

= All adverti sales materials produced by the Company are reviewed by management
compliance with statutory and regulatory requirements prior to use.

ny has a website designed for use by consumers.

pany discloses their history and pertinent facts for use by consumers on their

te
Qe Company completed an Insurance Marketplace Standards Association, (hereafter
“IMSA”) assessment which found no violations.

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 Procedures: Eide reviewed the IMSA report, and cross-referenced its
procedures to the standards in the NAIC Handbook. Eide verified that coverage of the IMSA
assessment satisfied the standards outlined in the Handbook, and selected 17 advertising items, and
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52 underwriting files, to test for compliance with M.G.L. c. 176D, § 3. (Refer to Standards VI-1
and VI-5 for testing performed). Eide also reviewed the Company’s website for appropriate
disclosure of its name and address, and consistency with statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.

Observations: The IMSA report showed that the Company’s process for approving
advertising and sales material prior to use was functioning in accordance with Company
policies and procedures. Eide tested compliance with Massachusetts M.G.L. c. 116&? 3
and found compliance. The Company’s website disclosure complies with the reguirements
of Division of Insurance Bulletin 2001-02. The Company’s advertising mate F%Viluded
proper disclosures of the products and the company underwriting the pro@ y

Recommendations: None. C

Standard 111-2. Company internal producer training materi e in compliance with
applicable statutes, rules, and regulations.

Objective: This Standard is concerned with whether th@;ny’s producer training materials are
in compliance with state statutes, rules and regulati

Controls Assessment: The following controls v%nted as part of this Standard:

= Written Company policies x dures govern the advertising and sales material
approval process.

= The Company regularl %temal training for their producers to ensure they are
operating in compliance pplicable statutes, rules, and regulations.

= The Company tr t gh a communications log email updates it sends to producers
between traini@p s on law changes, new interpretations, and emerging bulletins.

= The Comp rocesses in place to ensure that all producer training materials are in
complia h the applicable statutes, rules, and regulations.

= The y’s producers do not have the authority to launch their own marketing
campai

Com@(;iance: Controls tested via documentation inspection, procedure observation and/or
C(%)C ing inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for
producer training materials. Eide also reviewed the IMSA report, and found no violations with
regard to producer training materials.
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Transaction Testing Results:

Findings: None.

Observations: The Company’s internal producer training materials appear adequate and in
compliance with its training policy.

Recommendations: None.

Standard 111-3. Company communications to producers are in compliance wi p icable
statutes, rules and regulations.

Y

Objective: This Standard is concerned with whether the written and el nic communication
between the Company and its producers is in accordance with ap ble .statutes, rules and
regulations.

Controls Assessment: See Standard 111-2. 0

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

Controls Reliance: Controls tested via documentation 4 ion, procedure observation and/or
/UQ b?)c
transaction testing procedures.

Transaction Testing Procedures:  Due t@%broad nature of Company-wide producer
communications, and Eide’s review of s@ munications in Standards I11-1 and I11-2, no
detailed transaction testing was deeme y for this Standard. Eide reviewed the Company’s
communications log to determine wh it‘adequately documented the communication of policies

and procedures to producers. ?»

Transaction Testing Results

Findings: No

Observatio

its ¢
polic'x(

Recomme| ons: None.

: ;de found the Company’s communications log to be comprehensive and
ications to producers in compliance with the Company’s communications

Standard 111-4. Company rules pertaining to producer requirements in connection with
replacements are in compliance with applicable statutes, rules and regulations.

M.G.L. c. 175, § 204; and 211 CMR 34.04-34.06.

Objective: This Standard is concerned with appropriate replacement handling by the agent and the
Company, including identification of replacement transactions on applications, use of appropriate
replacement related forms, and timely notice of the replacement to existing insurers.
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M.G.L. c. 175, § 204 addresses the promulgation of regulations governing the replacement of life
insurance and annuities.

For life insurance and annuities, 211 CMR 34.04-34.06 requires the agent or broker to submit to the
insurer as a part of the application: (a) a statement signed by the applicant as to whether the
transaction involves replacement of existing life insurance or annuities; and (b) a signed statement
as to whether the agent or broker knows replacement is or may be involved in the transaction.
Furthermore, where a transaction involves replacement, a copy of the replacement notice must be
provided to the applicant at a time not later than the time of taking the application, and the producer
shall submit a copy of the replacement notice to the replacing insurer within seven (7) working days
of the date of the application. The replacing insurer is also required to send the existing%r a
policy summary and a written communication advising of the replacement propased
replacement.

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

this Standard: C

= The Company’s policy is to comply with requirements to disclosure notices to
policyholders and replaced carriers in accordance with 21 4.04-34.06.

= Written Company policies and procedures govern the nt handling process.
m  The Company has completed an IMSA assess progess, which found no violations
related to its replacement policies and procedu%

corroborating inquiry appear to be sufficiently e to be considered in determining the extent of
transaction testing procedures. Q

Transaction Testing Procedures: E%m iewed the IMSA report, and cross-referenced its
procedures to the standards in thezHandbook. Eide selected all 14 replacements that occurred
during the examination period t Company’s compliance with its replacement policies and
procedures, and related reg uirements. Eide also performed replacement testing on the
entire sample at Standard

Controls Reliance: Controls tested via documétatl inspection, procedure observation and/or

Transaction Testing.R :

Findi

ervations: Eide found one instance where inadequate documentation existed in the file

%onstrate that the previous insurer was adequately informed that a replacement policy

Q being issued by the Company. Eide noted that all files, other than the isolated incident

Q iscussed above, were complete. Eide reviewed the Company’s replacement policies and
procedures, and found them to be adequate to ensure compliance with 211 CMR 34.04 —
34.06. The single error appears to have been an isolated incident where the necessary
documentation did not reach the file.

Recommendations: None.
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Standard 111-5. Company rules pertaining to company requirements in connection with
replacements are in compliance with applicable statutes, rules and regulations.

M.G.L. c. 175, § 204, and 211 CMR 34.04-34.06.

Objective: This Standard is concerned with appropriate replacement handling by the agent and the
Company, including identification of replacement transactions on applications, use of appropriate
replacement related forms, and timely notice to existing insurers of the replacement.

M.G.L. c. 175, § 204 addresses the promulgation of regulations governing the replacemﬁﬁ%ife
insurance and annuities based upon the model regulation developed by the NAIC. It reguires‘that
the regulation include the delivery of a notice stating the replacement of a life ins e palicy or

annuity contract.

SN
Pursuant to 211 CMR 34.04-34.06, the agent or broker must submit to the insurer as a part of a life
insurance or annuity application: (a) a statement signed by the applicant as to whether the
transaction involves replacement of existing life insurance or annuities; a signed statement
as to whether the agent or broker knows the transaction may invelve replacement. Furthermore,
where a replacement is involved, a copy of the replacemeag 2 must be provided to the

applicant at a time not later than the time of taking the applic and the producer shall submit a
copy of the replacement notice to the replacing insurer wi even (7) working days of the date of
the application. The insurer is also required to send the existing insurer a policy summary and a
written communication advising of the replacement.

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

this Standard: Q

= The Company’s policy is to é%é ith requirements to provide replacement disclosure
aced carriers in accordance with 211 CMR 34.04-34.06.

notices to policyholder and
= Written Company polici procedures govern the replacement handling process.
ed an IMSA assessment process, which found no violations
related to its reEf

policies and procedures.
Controls Reliance; “Controls tested via documentation inspection, procedure observation and/or
corroborating&@k pear to be sufficiently reliable to be considered in determining the extent of
r

transaction testi ocedures.

esting Procedures: Eide reviewed the IMSA report and cross-referenced its
res to the replacement standards in the Handbook. Eide selected all 14 replacements that
ed during the examination period, to test the Company’s compliance with its replacement
policiés and procedures, and regulatory requirements. Eide also performed replacement testing on
the entire sample at Standard V-2.

Transaction Testing Results:

Findings: None.

Observations: Eide found one instance where inadequate documentation existed in the file
to demonstrate that the previous insurer was adequately informed that a replacement policy
was being issued by the Company. Eide noted that all files, other than the isolated incident
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discussed above, were complete. Eide reviewed the Company’s replacement policies and
procedures, and found them to be adequate to ensure compliance with 211 CMR 34.04 —
34.06. The single error appears to have been an isolated incident, where the necessary
documentation did not reach the file.

Recommendations: None.

Standard 111-6. An illustration used in the sale of a policy contains all required information
and is delivered in accordance with statutes, rules and regulations. )&

211 CMR 31.05 and 95.11.

Obijective: This Standard is concerned with ensuring that policy illustrations, po@.‘%maries and
buyer’s guides contain all required information, are provided to policyholders, and maintained in
Company records.

0)

Pursuant to 211 CMR 95.11, insurers must provide the applicant f
illustration of benefits payable at or before the time an applicatio
CMR 31.05, non-variable life insurance marketed through Q
applicants with buyer’s guides and preliminary policy summariesbefore the application is signed,
and policy summaries before accepting premium. H

contains an unconditional refund offer, the policy s

able life product with an
S executed. Pursuant to 211

may be delivered with the policy.

Controls Assessment: The following key obseu@s ere noted in conjunction with the review of

this Standard: Q
S

= Written Company policies anég% ures govern the replacement handling process.
= The Company has complete SA assessment process.

Controls Reliance: Con
corroborating inquiry ap

ols d via documentation inspection, procedure observation and/or
ear.10"be sufficiently reliable to be considered in determining the extent of

transaction testing %

Transaction 'DO&@ rocedures: Eide reviewed the IMSA report and cross-referenced its
procedures tcﬁ%»%tandards in the Handbook. Eide also performed testing regarding 211 CMR
95.11 at Standard VI-2. Eide further selected all 17 marketing materials in use during 2004, and
revie for compliance with statutory and regulatory requirements.

T action Testing Results:

Findings: None.

Observations: Eide noted no findings related to this standard in the testing it performed.

Recommendations: None.
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Standard 111-7. The company has suitability standards for its products when required by
applicable statutes, rules and regulations.

211 CMR 34.04 - 34.06.

Objective: This Standard is concerned with whether the Company maintains suitability or needs
assessment standards for its products.

211 CMR 34.04-34.06 details the duties of the agent or broker during the policy application and
replacement process.

Controls Assessment: The following key observations were noted in conjunction wﬁ@%ew of
this Standard: N

= The Company’s policy is to comply with the requirement to pr '%closure notices to
policyholder and replaced carriers in accordance with 211 CMR%— 4.06.
= Written Company policies and procedures govern the repla ndling process.

= The Company has completed an IMSA assessment proc

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

Transaction Testing Procedures: Eide revieWR%IMSA report and cross-referenced procedures
to the standards in the Handbook. Eide alsc d the 17 marketing materials used during 2004,

and tested them for compliance with ap ble-statutory and regulatory requirements.

Transaction Testing Results:&

Findings: None.
Observations:@ ed no findings related to this standard in the testing it performed.

Recommendatio%&one.

Standa 1-8. Pre-need funeral contracts or pre-arrangement disclosures and
adve ts are in compliance with statutes, rules, and regulations.

N%)rk performed. The Company does not offer such products anywhere it is licensed.

Standard 111-9. The company’s policy forms provide required disclosure material regarding
accelerated benefit provisions.

Obijective: This Standard is concerned with whether the Company provides required disclosures for
accelerated benefits.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Written Company policies and procedures govern the disclosure of accelerated benefit
provisions.

= The Company has completed an IMSA assessment process.

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 Procedures: Eide reviewed the IMSA report and cross-referenced its
procedures to the standards in the Handbook. Eide also selected the 17 marketi aterials used
during 2004, and tested them for compliance with applicable statutory and re%ul equirements.

Transaction Testing Results: @

Findings: None.

Observations: Eide noted no findings related to this ard’in the testing it performed.

Recommendations: None. Q%

Standard 111-10. Policy application forms y depository institutions provide required
disclosure material regarding insurance r@

211 CMR 34.04-34.06.

Objective: This standard is.€on d with ensuring that the policy applications forms used by
depository intuitions prov@ closure material needed.

211 CMR 34.04-3 l‘% ils the duties of the agent or broker during the application and
replacement proc:

Controls Ass&\ t: The following key observations were noted in conjunction with the review of
this Stan

Ge Company’s policy is to comply with requirement to provide disclosure notices to
policyholders and replaced carriers in accordance with 211 CMR 34.04-34.06.
= Written Company policies and procedures govern the replacement handling process.

= The Company has completed an IMSA assessment process.

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 Procedures: Eide reviewed the IMSA report, and cross-referenced its
procedures to the standards in the Handbook. Eide also performed replacement testing at Standard
V-2.

Transaction Testing Results:

Findings: None.

Observations: Eide noted no findings related to this standard in the testing it performed.

Recommendations: None. %
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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. Company records of licensed and appointed (if applicable) producers agree
with Division of Insurance records.

M.G.L. c. 175, §§ 1621 and 162S.

Objective: The Standard is concerned with ensuring that the Company’s appoi ‘%ucers are
appropriately licensed by the Division.

M.G.L c. 175, § 162l requires that all persons who solicit, sell or e %k insurance in the
Commonwealth be licensed for that line of authority. Further, any s cer shall not act as a
producer of the Company unless they have been appointed by th ny pursuant to M.G.L c.
175, § 162S. @

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

= The Company has a centralized Iicen%’ g artment charged with ensuring that all
S

producers are licensed and appointed

= The producer’s manager or emp * ponsible for notifying the Company’s central
licensing unit of any employm ge using the required protocol.

» Notification to the central lic nit of a change to a producer’s name or address is not
required.

ision of producer terminations on a weekly basis through the
pointment website, (hereafter “OPRA”).
inted or terminated, the required information is entered into the
atabase system. A member of the Company’s central licensing unit

Company’s li
will analy% ormation for completeness and accuracy. Upon verification that the

Division’s online pr
=  When a produce

n active license, the analyst will use OPRA to notify the Division of the
ointment, and will input the relevant data into the Company’s licensing

" Company’s appointment procedures are designed to comply with M.G.L. c. 175, §

1625, which requires that a producer be appointed by the Company as producer within 15

s from the earlier of the date the producer’s contract is executed, or the first coverage
Q application is submitted.

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, with the exceptions noted below.

Transaction Testing Procedures: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments, and selected a sample of 86 sales during the
examination period for testing. Eide verified that the Company’s producer for each of the sales was
included on the Division’s list of the Company’s appointed producers. Eide also eliminated all
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exceptions that were for simple name or address changes, and tested an additional 23 producers for
evidence of licensure and appointment.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing of new and renewal business written
during the examination period, no violations of M.G.L. c. 175, §8 162l and 162S were
noted, as all sales were produced by properly licensed producers. &

Recommendations: None. 4\)

Standard 1V-2. Producers are properly licensed and appointed (if requir@ state law) in
the jurisdiction where the application was taken.

M.G.L. c. 175, 8§ 162I, and 162S.

Objective: The Standard is concerned with ensuring that the%p;ny’s appointed producers are
appropriately licensed by the Division.

sell or negotiate. Further, any such producer shall not'act as a producer of the Company unless they

M.G.L c. 175, § 1621 requires that producers be “C% each line of authority that they solicit,
producer have been appointed by the Compan antto M.G.L c. 175, 8 162S.

Controls Assessment: The followmg ke tlons were noted in conjunction with the review of
this Standard:

producers are licens pointed.

» The producer’s manager-or employer is responsible for notifying the Company’s central
licensing unit ¢ employment change using the required protocol.

" NOtIflca'[I entral licensing unit of a change to a producer’s name or address is not

required.
= The d%y notifies the Division of producer terminations through OPRA weekly.
" When ducer is appointed or terminated, the required information is entered into the
pany’s licensing database system. A member of the Company’s central licensing unit

nalyzes the information for completeness and accuracy. Upon verification that the
Q ducer has an active license, the analyst will use OPRA to notify the Division of the

= The Company has a @tr lized licensing department charged with ensuring that all

producer’s appointment, and will input the relevant data into the Company’s licensing
database.

= The Company’s appointment procedures are designed to comply with M.G.L. c. 175, §
162S, which requires that a producer be appointed by the Company as producer within the
earlier of 15 days from the date the producer’s contract is executed or the first coverage
application is submitted.

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, with the exceptions noted below.
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Transaction Testing Procedures: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments, and selected a sample of 86 sales during the
examination period for testing. Eide verified that the Company’s producer for each of the sales was
included on the Division’s list of the Company’s appointed producers. Eide also eliminated all
exceptions that were for simple name or address changes, and sampled records for an additional 23
producers for evidence of licensure and appointment.

Transaction Testing Results:

Findings: None. »&

Observations: Based on the results of Eide’s testing of 86 new and renewal ‘*2% sales
from the examination period, no violations of M.G.L. c. 175, §8 16 S were
noted, as all sales were produced by properly licensed producers.

Recommendations: None. Q)’ )

producer and notification to the state, if applicable.

M.G.L. c. 175, § 162T. &

Standard 1V-3. Termination of producers complies with S%r)garding notification to the

Objective: This Standard is concerned wit er the Company’s termination of producers
complies with applicable statutes requiring ication to the state and the producer.

Pursuant to M.G.L. c. 175, § 162T, &)‘ any must notify the Division within 30 days of the
effective date of the producer’s termination, and if the termination was for cause, must notify the
Division of such cause.

Controls Assessment: Rej% dard 1V-2.

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

Transa sting Procedures: Eide selected all producers from the Company’s records that
were ted during the examination period, and requested documentation supporting the
rg% of the terminations to the Division.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that the Company notifies terminated producers using a letter
whose contents have been approved by the Division. When the termination is “for cause”
the Company sends the notice to the producer via certified mail, return receipt requested.
The Company notifies the Division of the termination consistent with procedures
established by the Division.
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Recommendations: None

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

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

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

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

e examination period
of unfair discrimination

Transaction Testing Procedures: Eide selected a sample of 86 sales duri
for testing. Eide reviewed documentation for each sale for any evidenc

terminations.

Transaction Testing Results: Qk
Findings: None. Q

Observations: Eide noted no evi f unfair discrimination against policyholders
resulting from the Company’s po& garding producer appointments and terminations.

Recommendations: None. Y

Standard 1V-5. Reco %terminated producers adequately document reasons for

terminations.
M.G.L.c. 175, §,§ ;d 162T.

%Standard is concerned that the Company’s records for terminated producers
ument the action taken.

Objectiv
adeq

P%/ to M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the
effective date of the producer’s termination, and of the cause for any termination as defined in
M.G.L. c. 175, § 162R.

Controls Assessment: Refer to Standard IV-3.

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 Procedures: Eide obtained a listing of producers terminated during the

examination period and reviewed the reasons for each termination.

Transaction Testing Results:

Findings: None.

Observations: Based on the testing noted above, the Company’s internal records
adequately document reasons for producer terminations. None of the terminations tested
were for cause as defined in M.G.L. ¢. 175, 8§ 162R. The Company has procedures in place
to notify the Division of terminations whether “for cause” or “not for cause” ceﬁ%ng
with M.G.L. c. 175, § 162T.

Recommendations: None. %\)

Standard 1V-6. Producer accounts current (account balances) ar ccordance with the
producer’s contract with the company.

No work performed. All required activity for this Standard i ;d in the scope of the ongoing

statutory financial examination of the Company. Q

<
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V. POLICYHOLDER SERVICE

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

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

M.G.L. c. 175, §§ 110B, and 146A.

Objective: This Standard is concerned with whether the Company provides poli ;golders with
sufficient advance notice of premiums due, and disclosure of the risk of lapse.

Pursuant to M.G.L. c. 175, 8 110B, no life policy shall terminate or | onpayment of any
premium until the expiration of three months from the due date of s premium, unless the
company within not less than ten, nor more than forty-five days prier {0 said due date, shall have
mailed a notice showing the amount of such premium and i ate. The notice shall also
contain a statement as to the lapse of the policy if no payment.is made as provided in the policy.
M.G.L. c. 175, § 146A requires that a notice be sent to i ial life policyholders in default on
premium informing them of non forfeiture benefits.

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

= The Company generates a pre Qng notice for traditional life policies 30 days prior
to the premium due date. Tﬁ&g pany generates scheduled payment notices for VUL
(“Variable Universal Life UL (“Universal Life”) policies 20 days prior to the
scheduled payment date. ompany mails these notices to the policyholder within one
business day after th nerated.

= If premiums are ceived as required, the Company mails an overdue premium notice
20 days after t ium due date, and again 45 days after the due date.

= For univer fe_policies, scheduled payments are flexible within policy limits and may

vary. T pany sends a scheduled payment notice to the policyholder 20 days prior to

the dx r the chosen billing mode (monthly, quarterly, semi-annually or annually).

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

t%

Transaction Testing Procedures: Payment notices for individual policies were examined for
compliance with Company policy and statutory requirements. Due to the nature of group policies,
no detailed testing was performed. However, Eide reviewed examples of billing notices and
exception reports.
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Transaction Testing Results:

Findings: None.
Observations: Based upon Eide’s review, life premium notices and billings generally

appear clear, are mailed with adequate advance notice and include disclosure of potential
lapse for non-payment.

Recommendation: None. &

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

M.G.L. c. 175, 88 134A, 187C, 187D, and 187H; 211 CMR 34.06. d

Objective: This Standard is concerned with whether the Company h %}‘\ation and withdrawal
procedures to ensure that such policyholder requests are processed,ti

Company processes must be in compliance with M.G.L. c. 1% H regarding free looks, and
with the Division’s policy to require 10 day free looks lifeé policies and annuity contracts,
with 211 CMR 34.06 regarding 20 day free looks on repla ts, and with M.G.L. c. 175, § 187C
regarding written notice for Company cancellati G.L. c. 175, § 134A defines notice
requirements and timing of such notices to ri&#{e—holders of group policies eligible for
conversion to another policy. M.G.L. c. 175 D states that a policy can be cancelled by an
insurer for nonpayment of premium. Policyyi e review is included in Standard V1-9.

Controls Assessment: The following }Gprvations were noted in conjunction with the review of
cancellation and withdrawals under.this dard:

=  When a customer re@m a life policy be cancelled, written and signed authorization
must be provide hesowner. Once the authorization is received, the Company allows a

maximum of fjvesusiness days for conservation. On all products, the effective date of the
cancellatio ate of receipt of the authorization. The Company sends a check for the
value of olicy on the cancellation effective date within one business day after the
uest is processed.

ny’s goal is to process 97% of insured requested cancellations within 7 business

canc

= The %

for‘traditional life and UL, and within 4 business days for VUL. This benchmark is
ored monthly.

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

Transaction Testing Procedures: Eide discussed policy issuance and cancellation procedures with
Company personnel, reviewed documentation and exception reports and conducted a transaction
walkthrough to corroborate information received regarding the Company’s policies and procedures
on free looks, insured requested cancellations and Company cancellations.
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Transaction Testing Results:

Findings: None.

Observations: The Company appears to have reasonable procedures to process insured
requested cancellations, free looks and Company cancellations, and such transactions
appear to be processed timely in compliance with statutory requirements. When a
Company cancellation occurs, written notice is provided to the policyholder.

Recommendations: None. &

Standard V-3. All correspondence directed to the company is answered in aEM and
responsive manner by the appropriate department.

Objective: This Standard is concerned with whether the Company provi %ely and responsive
information to policyholders and claimants.

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

= The Company has a central customer call % its Service Office to respond to
policyholders’ and agents’ questions.

= For life policies, the Company receives, approximately 9,500 calls per month and has
approximately 24 call center employe%andle such calls. The employees have access
to Company systems to view poli ry and values. Requests for address changes,
loans, surrenders, and VUL fun s are handled directly by the call center employee.
Certain employees have the D (*National Association of Securities Dealers”) licensed
Series 6 designation, and those licensed individuals handle fund transfers. Service
results are benchmark %’tracked monthly by the Company’s customer service
operations.

= The Company a“customer contact process, which utilizes surveys mailed to
policyholders tside vendor to ask about their understanding of purchased life

insurance ompany documents and the service provided by Company sales

represen &Y Distribution management and Individual Life Compliance personnel

follo ith customers and appointed producers to review issues identified on these

surve

For dl@%ﬂf written complaint procedures, refer to the Section Il - Complaint Handling.
%o eliance: 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 Procedures: Eide discussed correspondence procedures with Company
personnel, and reviewed documentation and exception reports to corroborate information received.

Transaction Testing Results:

Findings: None.
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Observations:  Based on Eide’s conversations with Company personnel, company
procedures meant to ensure that all correspondence directed to the Company is answered in
a timely and responsive manner by the appropriate department appear to be working
correctly.

Recommendations: None.

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

provisions. )&
M.G.L. c. 175, §8§ 132(11), and 187G.

Objective:  This Standard is concerned with whether the Company contl‘§ processes
reinstatements that comply with policy provisions. %

Pursuant to M.G.L. c. 175, § 132(11), life policies must include a provisi at the policyholder is

certain life insurance policies during strike of agents must be reinsta
Controls Assessment: The following key observations we @n conjunction with the review of

this Standard:

entitled to have the policy reinstated, with certain limitations. M. , 8 187G states lapse of
dled

= For life policies:

o All life reinstatement requests re with payment for the lapsed premium within
seven business days of lapse are atically reinstated.

0 Reinstatement requests received after seven business days, but before 180 days after
the lapse date, require_completion of a health statement form. The Company will
automatically reinstate insured(s) had no health changes. Reinstatement requests
reporting a change i h are reviewed by the underwriting department.

0 Reinstateme quests received after 180 days, but before 60 months after the lapse
date, requ'@ tion of a reinstatement application that goes through underwriting.

ntrols tested via documentation inspection, procedure observation and/or
appear to be sufficiently reliable to be considered in determining the extent of
rocedures.

corroborating4n
transactio tg%
Tran{aaﬁokTestinq Procedures:  Eide discussed reinstatement procedures with Company
p@qﬂ) and reviewed documentation and detailed summary reports to corroborate Company
olici

policies and procedures.

Transaction Testing Results:

Findings: None.

Observations:  Eide noted no evidence of life reinstatement requests being denied in
violation of Company policy, contractual obligations or M.G.L. c. 175, 8 132(11). The vast
majority of reinstatement requests are processed with little or no underwriting. According
to Company underwriting records, the number of reinstatements requiring full underwriting
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are minimal, and these requests are subject to the underwriting processes and controls noted
in the Underwriting and Rating Standards in this report.

Recommendations: None.

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

M.G.L. c. 175, §8 123, 126, 139, 140, and 142; 211 CMR 95.08(12).

beneficiary and ownership changes, conversions and policy loans to ensure that t curate,
complete and in compliance with applicable laws. Q y
9,

Obijective: This Standard addresses the Company’s procedures for processing trans@ng

M.G.L. c. 175, § 123 requires a witness for beneficiary changes. M.G.L. 139 limits face
amounts of conversions for rewritten policies with an effective date ,prior to the exchange
application date. M.G.L. c. 175, § 142 governs loan interest rates -variable whole life
policies, and 211 CMR 95.08(12) governs policy loans on variable=life policies. M.G.L. c. 175, §
140 defines divisible surplus for purpose of paying dividend ipating policies. M.G.L. c.

175, § 126 defines limitations on beneficiary changes wher policy beneficiary is a married
woman.

Controls Assessment: The following key observati Q‘xoted in conjunction with the review of
this Standard:

changes within seven business ese benchmarks are tracked monthly.
= Company practices for owners d beneficiary changes are designed to comply with
M.G.L. c. 175, § 123.
= Conversions are contractu
M.G.L. c. 175, § 139
an effective date priol

= The Company’s goal is to accurc ss 97% of life policy beneficiary and ownership
ip_an

a1y permitted, and Company policy is designed to comply with

h limits face amounts of conversions for rewritten policies with

e conversion application date.

= When a cust eguests a life policy loan, written and signed authorization must be
provided erawner. On traditional and UL policies, the effective date of the transaction
is the d transaction is processed. For VUL policies, the effective date of a
transact he date of receipt of the authorization. The Company sends the policyholder
a checktis.sent within one business day after such transactions are processed.

" %mpany’s practices on interest rates on non-variable life policy loans are designed to

ly with M.G.L. c. 175, § 142.
e Company’s practices for VUL policy loans are designed to comply with the

requirements in 211 CMR 95.08(12).

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

Transaction Testing Procedures: Eide discussed policy transaction procedures with Company
personnel, and completed a transaction walkthrough including review of supporting documentation
and summary reports, to corroborate beneficiary changes or loan interest rates. None of the policies
selected through Eide’s new business testing were conversions. Eide reviewed the Company’s
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variable life prospectuses for proper disclosure of loan information in compliance with 211 CMR
95.08(12).

Transaction Testing Results:

Findings: None.

Observations: The Company has implemented procedures for processing transactions
including beneficiary and ownership changes, and appears to process these accurately,
completely and in compliance with M.G.L. c. 175, § 123. Interest rates on policy loans on
non-variable whole life policies are in compliance with M.G.L. c. 175, § 142. It%red
from reviewing variable life prospectuses that notice of variable life policy loaniprovisions,
including interest rates, is properly given in the prospectus provided to the‘@ der at
the application date, in accordance with 211 CMR 95.08(12). 0 y

<

Recommendations: None.

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

M.G.L. c. 175, 88 143, 144, 144A, and 146; Division ef Insurance Bulletin 2000-02.

Objective: This Standard is concerned with pany’s notification to life policyholders and
annuity contract holders regarding non- '@ options, and that these options are applied in
accordance with the policy contract.

M.G.L. c. 175, § 143 states that_li

Pursuant to M.G.L. c. 175,
surrender the policy and rece

W annuity contracts are subject to laws limiting forfeitures.
ife policyholders may, in the event of a default, elect to (a)
its value in cash, or (b) take a specified paid-up non-forfeiture
benefit effective from th of the premium in default. In lieu of such specified paid-up non-
forfeiture benefit, the ,%‘ may substitute an actuarially equivalent alternative paid-up benefit
that provides a greater amount or longer period of death benefits. M.G.L. c. 175, § 144A provides
similar options fo ity contracts. M.G.L. c. 175, § 146 makes § 144 apply to all industrial life
polices, and ifically states that cash surrender value provisions apply to all industrial life
polices where premiums have been paid for 5 years. Finally, no-lapse guarantees on variable whole
life and@e universal life policies are addressed by Division of Insurance Bulletin 2000-02.

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

= Life policy lapses contractually occur 60 days after non-payment of premium on direct
bill policies and, as an administrative practice, after 120 days on payroll deduction
policies. The Company notifies the policyholder and the producer of the lapse in
writing.

= |n certain cases, an automatic premium loan (APL) may be taken to cover the premium
if the cash value or accumulated dividends in the policy support the premium payment.
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A notice is sent to the insured when an APL is initiated. In other cases, the paid-up
benefit is granted to the policyholder in compliance with M.G.L. c. 175, § 144.

= No-lapse option guarantees on variable universal life contracts are designed to comply
with Division of Insurance Bulletin 2000-02. The Company does not offer variable
whole life policies in Massachusetts.

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 Procedures: Eide discussed non-forfeiture procedures wit (%any
personnel, and completed a transaction walkthrough supporting the application of theg orfeiture

benefit. Eide reviewed the product prospectuses to ensure that non-forfeiture ben o-lapse
guarantees are communicated to the policyholder at the application date. Y
Transaction Testing Results: Q)%

Findings: None. %

Observations: Based upon Eide’s review, the Co pears to communicate non-

forfeiture options to policyholders, and appears tocapplyysuch options in accordance with
the policy contract. In addition, the Comp procedures appear to ensure that the
payment of cash surrender values complies with:contractual obligations and M.G.L. c. 175,
88 144 and 144A. Finally, no-lapse option guarantees on variable universal life contracts
are communicated in compliance with Bulletin-2000-02.

Recommendations: None. ,\Q

Standard V-7. Reasonable att ;%ﬁ locate missing policyholders or beneficiaries are made.

M.G.L. c. 175, 88 119A, and ; M.G.L. c. 200A, 8§ 5A, 5B, 6D 7-7B, 8A and 9.

missing polic and beneficiaries, and to comply with escheatment and reporting
requirements:

Obijective: This ;#%@s concerned with the adequacy of the Company’s processes for locating

M.G. %% 119A and 149D, and M.G.L. c. 200A, 88 5A, 5B, 6D 7-7B, 8A and 9 outline the
leg Iir ments regarding this Standard. These statutes state that a matured life policy or
a«% sontract is presumed abandoned if unclaimed and unpaid for more than three years after the
funds-became due and payable. They provide for the annual reporting to the State Treasurer’s
Office of the required attempts to find the owner of the abandoned property, and the retaining of

documentation supporting such attempts. Finally, the statutes specify payment requirements to the
State Treasurer’s Office for escheated property.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= The Company has processes for locating lost policyholders via company records, the
internet, sales offices and social security databases.

= Company policy requires that life policy funds be reported and escheated as required by
state law when no owner can be found.

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.

policyholders and beneficiaries with Company personnel, and reviewed document and
exception reports to corroborate information received. Eide reviewed the procedures ormed by
the Division’s financial examination staff during the financial examination to asses pany’s
compliance with escheatment and reporting requirements. N

Transaction Testing Procedures: Eide discussed the Company’s procedures for locating ggssing

Transaction Testing Results:

Findings: None. Q)

Observations: The Company appears to have procesQ;@nating lost policyholders via
r

Company records, the internet, sales offices, social Ity databases and audit reports,
and escheats life policy funds as required by stateQ no owner can be found.

Recommendation: None. Q

Standard V-8. The company provides \s;,olicy owner with an annual report of policy
values in accordance with statute, e d regulations and, upon request, an in-force
illustration or contract policy sumn&

211 CMR 95.13.

Obijective: This Stand %ﬁﬁcerned that the Company discloses certain required information to
policyholders.

211 CMR 95.
to variable li

%s that certain reports, with certain disclosures contained therein, be provided
icyholders including (a) an annual report (including cash surrender value, cash
value, d benefit, any partial withdrawal, partial surrender or policy loan, any interest charge,
and %’ﬁal payments allowed), and (b) a summary financial statement of each separate
ac @n luding net investment return information, a listing of investments held, expenses

0 the account, and any change in investment objectives). The regulation further requires
that the Company maintain specimen copies of reports distributed to policyholders. Illustration
requirements are addressed in Standard I11-6, and contract summary requirements are addressed in
Standard V1-2.

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

= The Company provides annual reports to all life insurance policy owners using standard
mail.
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= VUL statements disclose account balances, sub-account balances, cash surrender value,
recent performance and the current death benefit, in compliance with 211 CMR 95.13.

= The Company’s policy is to provide illustrations and policy summaries to policyholders
when requested.

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 Procedures: Eide discussed policy annual statement procedures, with
Company personnel, and completed a transaction walkthrough supporting the processes, for ing

annual statement disclosures, and responding to policyholder requests for iIIustratio;Wolicy

summaries.
- - y
Transaction Testing Results:

Findings: None. @3

Observations:  The Company appears to have re @procedures to provide
policyholders with timely annual statements that c ith 211 CMR 95.13. The
Company also timely provides illustrations and %ummaries to policyholders when

requested. Q
Recommendations: None. Q

Standard V-9. Unearned premium éﬁm’rectly calculated and returned to appropriate
party in a timely manner and in ac ance with applicable statutes, rules and regulations.

M.G.L. c. 175, §§ 1198, 119C, &7&1’870 and 187D.

Objective: This Standicerned with the accuracy of calculated unearned premiums and the

timeliness of their he policyholder.

Pursuant to l&) c. 175, § 119B, the proceeds payable under any life policy (except single-

palicies) shall include premiums paid for any period beyond the end of the policy month
ich “death occurred. M.G.L. c. 175, 8 119C requires that interest be paid on all proceeds
(in % excess premiums paid), beginning 30 days after the death of the insured. M.G.L. c. 175,
5% B-and 187C provide that the full return premium payable on a policy be tendered without
dedugtions upon cancellation in accordance with its terms. M.G.L. c¢. 175, § 187D precludes
payment of unearned premiums if the insured has not actually paid the premium.

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

= The Company’s policy administration systems automatically calculate the unearned
premium remaining on a cancelled policy, and process a payment to the policyholder in
accordance with M.G.L. c. 175, § 187C.
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= The Company’s policy administration systems automatically calculate the amount of return
premium after death of the insured, in accordance with M.G.L. c. 175, § 119B.

= Company policy is to process all death claims within five days. If a death claim including
all required documentation is not paid within 30 days after the death of the insured, interest
is paid to the beneficiary in accordance with M.G.L. c. 175, 8 119C. Further, the Company
noted that its policy is to pay interest on claims as of the date of death.

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

transaction testing procedures.

Transaction Testing Procedures: Eide discussed return premium procedures '%(ynpany
personnel, and completed a transaction walkthrough supporting the Company’s rel cies and
procedures. Eide reviewed procedures and tested claims to corroborate the C y’s policy of

paying interest on claims as of the date of death. The Division’s financial.ex ers tested the
policy administration systems that calculate unearned premium. .

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

Observations: The Company appears to cal earned premiums correctly and
returns premium in a timely manner in rdance with statutory guidelines. The
Company appears to comply with M.G.L. ¢:175,"§ 119C regarding interest on claims, and
with its own claims interest policy. T ivision’s financial examiners have determined
that the Company’s policy administra stems properly calculate unearned premium
amounts.

Recommendations: None. (&)'\

Standard V-10. Wheneve )fnpany transfers the obligations of its contracts to another
company pursuant to ption reinsurance agreement, the company has gained the
prior approval of the ce department and the company has sent the required notices to
its affected policyhol

the exa ion period.

No work gerﬁi. The Company did not enter into assumption reinsurance agreements during

Sta&grd V-11. Upon receipt of a request from policyholder for accelerated benefit payment,
the company must disclose to policyholder the effect of the request on the policy’s cash value,
accumulation account, death benefit, premium, policy loans and liens. Company must also
advise that the request may adversely affect the recipient’s eligibility for Medicaid or other
government benefits or entitlements.

Refer to standard VII — 12 for testing performed.
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V1. UNDERWRITING AND RATING

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

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

M.G.L. c. 175, § 190B; M.G.L. c. 176D, § 3(7).

Obijective: This Standard is concerned with whether the Company charges prop@e%iums based
on accurate rates.

Pursuant to M.G.L. c. 175, § 190B, insurance costs for mass m Qc}roducts must not be
unreasonable.

Pursuant to M.G.L. c. 176D, § 3(7), it is deemed an unfair method of competition to unfairly
discriminate between individuals of the same class and e tation of life in the rates charged
for any contract of life insurance, or of life annuity, orA%7 ly discriminate between individuals
of the same class and of essentially the same hazar h ount of premium, policy fees, or rates

charged for any policy or contract of accident or éalt insurance.

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

this Standard: &

= The Company automati alkvnmputes rates based on applicant information and rating

classifications assig underwriter.
s The Company written underwriting policies and procedures designed to assure
reasonable consi n classification and rating.

e issued standard or preferred, 9% were issued in the nine classes under

m There are % classes, and for policies underwritten and issued/declined in 2004, 88%
ici r
% were denied.

s TheC ny has a process to log and document Division approval of all rates to comply
ovisions contained in statutory underwriting and rating requirements.

(%@Reliance: Controls tested via documentation inspection, procedure observation and/or
corr

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

Transaction Testing Procedures: Eide interviewed Company personnel with responsibility for
determining rate classes as part of the underwriting process. Eide selected 85 policies written
during the examination period, of which 52 were new business sales and 33 were declined or
incomplete applications. The 52 new business sales were used to test the Company rate
classifications as part of the underwriting processes. Such sales included products for which
actuarial rate setting documentation was required to be filed with the Division. For each of the
selected sale transactions, Eide verified that the Company rate classifications complied with

52




statutory requirements. Related product filings, including rate-setting processes, were reviewed for
evidence that they were submitted to the Division.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing, it appears that the Company’s rate
classification process complies with statutory requirements, and that it submitted related
product filings, including rate-setting processes, to the Division, as required. %

Recommendations: None. \)

Standard VI-2. All mandated disclosures for individual insurance are d@eﬁ’ted and in
accordance with applicable statutes, rules and regulations. C

211 CMR 31.05; CMR 95.11.

da;d disclosures for individual

lations and Company policy.

Objective: This Standard is concerned with whether all
insurance policies are documented in accordance with sta

agent requires that the insurer provide the applicant with a Buyer’s Guide and Preliminary Policy
Summary before the application is signed, and.with.a signed Policy Summary before accepting any
premium. This policy summary is simila illustration provided to buyers of variable life
policies. Pursuant to 211 CMR 95.11, il ns are to be provided for variable life sales. Refer
to Marketing and Sales Standard 111-6 ]\9"9 of this requirement.

Pursuant to 211 CMR 31.05, non-variable life in;% at is marketed through an insurance

Controls Assessment: The follo %eyobservatlons were noted in conjunction with the review of
this Standard:

s The Company dures are designed to ensure that new business submissions from
producers ate and complete, including use of all Company required forms and
instructi

. has written policies and procedures for new business processing.

Q; Company closely reviews applications to determine that all applicable questions are
C

d, and that required information is filed and consistent.

ompany sends a letter to the producer to request any missing forms or information.

utstanding information or open items are tracked for completion. A policy will not be
issued until all outstanding information and open items are completed.

The Company has documented disclosures for individual life insurance for both non-
variable and variable universal life insurance policies.

s The Company produces a Buyer’s Guide and Policy Summary that is provided to the
policyholder when the application is signed, and when a non-variable life policy is
delivered.

= The Company has a review process to monitor whether producers obtain required variable
universal life insurance disclosure documents signed by the policyholder.
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s The Company has a customer contact process, which utilizes surveys mailed to
policyholders by an outside vendor to ask about their level of understanding of purchased
life insurance policies, Company documents and the service provided by Company sales
representatives.  Distribution management and Individual Life Compliance personnel
follow up with customers and appointed producers to review issues identified on these
surveys.

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 Procedures: Eide interviewed company personnel with resp ia&for
underwriting and new business processing, and selected 52 new business sales for the:‘;g ation
period for testing. Eide verified that the application submitted was signed@ plete in

compliance with 211 CMR 31.05, and that a Buyer’s Guide was provided. Y

Transaction Testing Results: Q)%
Findings: None. %
Observations:  Based on the results of Eide’s tesh’@ye pears that the Company is

making all the required disclosures for individual igsurange, and all new polices are issued
in accordance with applicable statutes, rules, regutat and Company policies.

Recommendations: None. Q

Standard VI-3. All mandated discl L@for group insurance are documented and in
accordance with applicable statutes,£ules:and regulations.

M.G.L. c. 175, §§ 136, 132A; 211 GMR 3105, and CMR 95.11.

Objective: This Stand cerned with whether all mandated disclosures for group insurance
policies are docume % ordance with statutes, regulations and Company policy.

M.G.L. c. 175 uires that any equity in a group life contract be used to purchase additional
paid up insurapce, or other benefits for employees in the event of premium default, and exempts
policy loan,provisions allowing for offset. M.G.L. c. 175, § 132A defines a group annuity contract
and certain terms used in connection with such contracts. This Policy Summary is similar to an
illu @ provided to buyers of variable life policies. Pursuant to 211 CMR 31.05, non-variable
I urance that is marketed through an insurance agent requires that the insurer provide the
appligant with a Buyer’s Guide and Preliminary Policy Summary before the application is signed,
and with a signed Policy Summary before accepting any premium. Pursuant to 211 CMR 95.11,
illustrations must be provided for variable life sales. Refer to Standard I11-6 for testing of this
requirement.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= The Company’s procedures are designed to ensure that new business submissions from
producers are accurate and complete, including use of all Company required forms and
instructions.

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

= The Company closely reviews applications to determine that all applicable questions are
answered, and that required information is filed and consistent.

= The Company sends a letter to the producer requesting any missing forms or information.

= The Company tracks outstanding information or open items for completion. A poliey will
not be issued until all outstanding information and open items are completed.

Controls Reliance: Controls tested via documentation inspection, procedure o x)andlor
corroborating inquiry appear to be sufficiently reliable to be considered in deter ‘the extent of
transaction testing procedures.

Transaction Testing Procedures: Eide interviewed company personnel»with responsibility for
underwriting and new business processing, and selected 52 new busi s for the examination
period for testing.

Transaction Testing Results: Q
Findings: None. Q };

Observations:  Based on the results of Eide’s testing, it appears that the Company is
making all the required disclosures p insurance, and that all new polices are in
accordance with applicable statute wregulations and Company policies.

Recommendations: None. (Q\

Standard VI-4. All man \pﬁ%closures for credit insurance are documented and in
accordance with applica@ es, rules and regulations.

211 CMR 143.00.

No work perf%%. The Company does not sell credit products anywhere it is licensed.

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

Inaducements.

M.G.L.c. 175, 88 162B, 177, 182, 183, and 184; M.G.L. c. 176D, § 3(8).

Objective: This Standard is concerned with whether (a) Company correspondence to producers and
advertising/marketing materials have any indication of illegal rebating, commission cutting or
inducements; (b) producer commissions adhere to the commission schedule; and (c) the Company
makes required filings.
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M.G.L. c. 175, § 162B allows producers to accept installment premiums. Pursuant to M.G.L. c.
175, § 177, payment of commissions to unlicensed producers is illegal. Pursuant to M.G.L. c. 175,
88 182, 183 and 184, the Company, or any agent thereof, cannot pay or allow, or offer to pay or
allow any valuable consideration or inducement not specified in the policy or contract, or any
special favor or advantage in the dividends or other benefits to accrue thereon.

Similarly, under M.G.L. c. 176D, § 3(8), it is an unfair method of competition to make or offer to
make an insurance contract for life insurance, life annuity or accident and health insurance other
than as expressed in the insurance contract, or to pay, allow or give as inducement to purchase such
insurance or annuity any rebate of premiums or any special favor or advantage in the dividends or
other benefits, or any valuable consideration or inducement whatsoever not specifie&the

contract. \)

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

this Standard: C
= The Company has procedures to pay producers’ commissic@j%a%cordance with home

office approved written contracts.

= The Company’s producer contracts, and its home .gffi licies and procedures, are
designed to comply with provisions contained utory underwriting and rating
requirements that prohibit special inducements a %es

Controls Reliance: Controls tested via docume t% 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 Procedures: Eid #&}Qved individuals with responsibility for commission
processing and producer contracting. connection with the review of producer contracts, Eide
inspected new business materia ising materials, producer training materials and manuals
for indications of rebating, com ion cutting or inducements. Eide also completed 1 transaction
walkthrough of commissio ng for individual policies, and 10 transaction walkthroughs for
group policies, as group ad considerably larger commissions.

Transaction Testi

@ne.
Observﬁ%; ased on the results of Eide’s testing, it appears that the Company’s processes for
prohi iHegal acts including special inducements and rebating, are functioning in accordance
v\g licies and procedures, and with statutory underwriting and rating requirements.
R

ecommendations: None.
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Standard VI-6. All forms including contracts, riders, endorsement forms and certificates are
filed with the department of insurance, if applicable.

M.G.L. c. 175, 88 2B, 22, 22B, 24, 132, 132B, 132G, 134, 139, 192A, 193F, and 193H; 211 CMR
95.08, 95.12, and 98.17; Division of Insurance Bulletins 2001-05 and 2003-01.

Objective: This Standard is concerned with the appropriate filing of all forms and endorsements.

delivery to more than 50 policyholders in the Commonwealth, until a copy of the policy has
within the
it'eomplies

Pursuant to M.G.L. c. 175, § 2B, no policy form of insurance shall be delivered or iss;ﬁd for

been on file with the Commissioner for 30 days, or the Commissioner approves the fo
30 day time frame. No life, endowment or annuity policy form may be delivered u
with a variety of readability guidelines. M.G.L. c. 175, § 22 sets forth u rized policy
provisions, 8 22B prohibits waiver provisions in insurance contracts except as sly provided.
M.G.L. c. 175, § 24 permits insurers to provide accidental death and disabi enefits. M.G.L. c.
175, § 132 sets forth a 30 day filing requirement, and identifies certain’mandated provisions that
must be contained within life, endowment and annuity policy forms-b they are delivered.
M.G.L. c. 175, 8§ 132B, 132G, and 134 require policy forms to be 't the Commissioner for
at least 30 days prior to use, and defines required contents of ms including grace periods,
Q 97d
0

contestability, dividend participation, etc. M.G.L. c¢. 175 efines conditions in which
policies maybe re-written or altered. M.G.L. c. 175, 8§ 1 s loose leaf policies. M.G.L. c.
175, 8§ 193F allows extensions of time to approveg%‘i orms, and 8§ 193H sets forth the
procedures for withdrawal of approval of policy for Division, and the procedure to appeal
such withdrawals. Q

211 CMR 95.08 sets forth the policy form ree ents for variable life products, and 211 CMR
95.12 outlines the items that should be ¢ within an application for a variable life insurance
policy. 211 CMR 98.17 sets forthé.equity-indexed advertising and disclosure requirements.
Division of Insurance Bulletin 2001-05 reguires that all policy form filings for life and annuities be
accompanied by a fully-completed -filing checklist. Finally, Division of Insurance Bulletin
2003-01 clarifies actuarial equiv on annuity non-forfeiture benefits.

Controls Assessment:
this Standard:

s The N develops forms, rates, contract riders, endorsement forms, and illustrations

ing key observations were noted in conjunction with the review of

by us ulti-disciplined teams from its actuarial, marketing, legal, compliance and

J%at on technology departments.
@ en Company underwriting guidelines are designed to reasonably assure consistency in
ssification of risks.
The Company has a process to log and document Division approval of all such forms,
policy riders, endorsement forms and illustrations to comply with provisions contained in
statutory underwriting and rating requirements.

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 Procedures: Eide interviewed individuals with responsibility for preparing
forms, contracts, riders, endorsement forms, and illustrations. Eide selected 85 policies written
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during the examination period, of which 52 were new business sales and 33 were declined or
incomplete applications. For each of the selected sale transactions, Eide verified that the policy
forms, contract riders, endorsement forms and illustrations were approved by the Division.

Transaction Testing Results:

Findings: None.

Observations: Based upon the testing performed, the Company utilized policy forms,
contract riders, endorsement forms and illustrations approved by the Division. %

&

Recommendations: None.

Standard VI-7. The company underwriting practices are not to be unfairly d (f’riminatory.
The company adheres to applicable statutes, rules and regulations, and p guidelines in
selection of risks.

M.G.L. c. 175, 88 24A, 120, 120A -120E, 122, 128, 130, and 19 Q& c. 176D, 8 3(7); 211
CMR 32.00. et seq.

Objective: This Standard is concerned with whether (a) th documentation adequately supports
decisions made; (b) the Company is following und ing guidelines that both conform to state
laws and have been filed where applicable; a %hat no unfair discrimination is occurring
according to the state’s definition of unfair disceimination.

M.G.L. c. 175, § 24A prohibits sex as criteria for refusing to issue or limit coverage.

Pursuant to M.G.L. c¢. 175, § 120, n@g’d ny may discriminate between insureds of the same
class and equal life expectancy with re to premiums or rates charged for life or endowment
insurance, or annuities, or on the:di s or other benefits payable thereon. The Commonwealth
specifically prohibits discrimi in the issuance of policies to mentally retarded persons
(M.G.L. c. 175, § 120A), blind.persons (M.G.L. c. 175, § 120B), individuals with DES exposure
(M.G.L. c. 175, § 120
tests (M.G.L. c. 175
its rates between
who have reac

ictims (M.G.L. c. 175, § 120D), as well as on the basis of genetic
). M.G.L. c. 175, § 122 prohibits insurers from making a distinction on
s and African American persons. M.G.L. c. 175, § 128 defines minors
5 as competent to contract for life insurance for defined situations. M.G.L.
c. 175, § 13@%l at no policy of life or endowment insurance shall be issued if it is dated or
takes effeet. more:than six months before the date of the original application. M.G.L. c. 175, § 193T
prohibi %&'mina‘tion based on blindness, mental retardation, or physical impairment.

0 M.G.L. c. 176D, § 3(7), it is an unfair method of competition to engage in unfair
discrimination, which is defined as: “(a) making or permitting any unfair discrimination between
individuals of the same class and equal expectation of life in the rates charged for any contract of
life insurance or of life annuity or in the dividends or other benefits payable thereon, or in any other
of the terms and conditions of such contract; or (b) making or permitting any unfair discrimination
between individuals of the same class and of essentially the same hazard in the amount of premium,
policy fees, or rates charged for any policy or contract of accident or health insurance or in the
benefits payable thereunder, or in any of the terms or conditions of such contract, or in any other
manner whatsoever.” Mortality tables must conform to the requirements set forth in 211 CMR
32.00.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy prohibits unfair discrimination in underwriting in accordance with M.G.L.
c. 175, 8§ 120, 120A-120E and M.G.L. c. 176D, § 3(7).

= The Company’s policy is to utilize mortality tables that conform to the requirements set
forth in 211 CMR 32.00.

= Written Company underwriting guidelines are designed to reasonably assure consistency in
classification and rating of risks.

= The Company has a process to log and document Division approval of all su rms,
policy riders, endorsement forms and illustrations to comply with provisions contained i
statutory underwriting and rating requirements. K)

Controls Reliance: Controls tested via documentation inspection, procedure v%ftion and/or

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

Transaction Testing Procedures: Eide interviewed individuals wi ibility for underwriting
and classification of risks. Eide selected 85 policies Writtené the examination period, of
de

which 52 were new business sales and 33 were declined or in lete"applications. For each of the
selected sale transactions, Eide verified that the Company? riting practices are not unfairly
discriminatory, and that the Company complies with thﬁ{&ﬁ , rules and regulations noted above.

Findings: None.

Transaction Testing Results: ; Q

Observations: Based upon stmg, the Company’s underwriting practices do not
appear to be unfairly discri |nat , and the Company appears to comply with the statutes,
rules and regulations no d'%ve

Recommendations: None

Standard VI-8 ‘B’uﬁers are properly licensed and appointed (if required) for the
jurisdiction w, application was taken.
Refer rds 1V-1 and IV-2 in the Producer Licensing Section.

Standard VI-9. Policies and riders are issued or renewed accurately, timely and completely.

M.G.L. c. 175, 88 123, 130, and 131

Obijective: This Standard is concerned with whether the Company issues life policies and annuities
timely and accurately.
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Pursuant to M.G.L. c. 175, § 123, a written application is required for issuance of life policies.
M.G.L. c. 175, § 130 provides that no life policy or annuity issued shall be dated more than six
months prior to the application, if thereby the applicant would rate at an age younger than his age at
nearest birthday on the date when the application was made. M.G.L. c. 175, § 131 requires that a
signed copy of the application be endorsed upon or attached to the life policy or annuity contract.

Controls Assessment: The following key observations were noted in conjunction with the review of
the issuance of policies and contracts under this Standard:

= The Company has written underwriting guidelines and procedures that require compliance
with M.G.L. c. 175, §§ 123, 130 and 131.

= Supervisors review all applications to ensure that they are complete internally
consistent.

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

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

Transaction Testing Procedure: Eide interviewed individuals with res
policy issuance, rejections, declinations and reinstatements. %
incomplete applications. For each sale transaction select
approved by underwriting and was issued in compliance A.G.L. c. 175, 88 123, 130 and 131.
Transaction Testing Results: {

Findings: None. Q%

Observations: Based on t %}s of Eide’s testing, it appears that the Company’s
processes for complying % ‘G.L. c. 175, 88 123, 130 and 131 are functioning in
I

sibility for underwriting,
elected 85 policies written

accordance with Comp ies and procedures, and statutory underwriting and rating
requirements.

Recommendations: Nc@%

Standard VI-M?Ctions and declinations are not unfairly discriminatory.

M.G.L.%‘&& 120, 120A - 120E; M.G.L. c. 1751, 8 12; M.G.L. c. 176D, 8 3(7).

O&citive: This Standard is concerned with the fairness of application rejections and declinations,
and the communication of such reasons to the policyholder when required.

Pursuant to M.G.L. c. 175, § 120, no Company may discriminate between insureds of the same
class and equal life expectancy with regard to premiums or rates charged for life or endowment
insurance, or annuities, or on the dividends or other benefits payable thereon. The Commonwealth
specifically prohibits discrimination in the issuance of policies to mentally retarded persons
(M.G.L. c. 175, 8 120A), blind persons (M.G.L. c. 175, § 120B), individuals with DES exposure
(M.G.L. c. 175, § 120C), abuse victims (M.G.L. c. 175, § 120D), as well as on the basis of genetic
tests (M.G.L. c. 175, § 120E).
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M.G.L. c. 1751, § 12 states that an adverse underwriting decision may not be based, in whole or in
part, on a previous adverse underwriting decision, on personal information received from certain
insurance-support organizations or on sexual orientation.

Pursuant to M.G.L. c. 176D, § 3(7), it is an unfair method of competition to engage in unfair
discrimination, which is defined as: “(a) making or permitting any unfair discrimination between
individuals of the same class and equal expectation of life in the rates charged for any contract of
life insurance or of life annuity or in the dividends or other benefits payable thereon, or in any other
of the terms and conditions of such contract; or (b) making or permitting any unfair discrimination
between individuals of the same class and of essentially the same hazard in the amount of %m,
the

policy fees, or rates charged for any policy or contract of accident or health insuranax(;r?i
other

benefits payable there under, or in any of the terms or conditions of such contract, ori

manner whatsoever
G
Controls Assessment: The following key observations were noted in conjun% the review of

the issuance of life policies under this Standard: @
t prohibit discrimination

esses and procedures, its training
s with producers are designed to

= The Company has written underwriting guidelines and p
and comply with statutory underwriting and ratlng regu

" The Company’s home office underwriting appr
of home office underwriters and its commupi
prohibit unfair discrimination.

Controls Reliance: Controls tested via docm%ﬂon inspection, procedure observation and/or
corroborating inquiry appear to be sufficien@ le to be considered in determining the extent of

transaction testing procedures

Transaction Testing Procedures: Ei ﬁwviewed individuals with responsibility for underwriting,
policy issuance, rejections, declinations and reinstatements. Eide selected 85 policies written
during the examination peri ich 52 were new business sales and 33 were declined or
incomplete applications. ew business policy file reviewed, Eide verified that the contract
was approved by undepwri ith no evidence of discriminatory rates or contract provisions.

In addition, Eide declined or incomplete applications, or applications approved by
underwriting but cepted by the applicant. Eide verified that the reason for the declination or
non-issuance i ordance with the Company’s written underwriting guidelines. Eide further
verified that mpany gave written notice of reasons for an adverse decision to rejected or
, in accordance with statutory underwriting and rating requirements.

denied q@t i
Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing, it appears that the Company’s
processes for prohibiting unfair discrimination in underwriting and selection of risks are
functioning in accordance with Company policies and procedures, and statutory
underwriting and rating requirements.

Recommendations: None.
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Standard VI-11. Cancellation/non-renewal reasons comply with policy provisions and state
laws and company guidelines.

M.G.L. c. 175, §§ 132(2), 187H, 193, and 193G.

Objective: This Standard is concerned with whether (a) the reasons for a cancellation or non-
renewal are valid according to policy provisions and state laws; (b) the procedures for cancellation
and non-renewal follow appropriate guidelines; and (c) policy procedures do not incorporate any
unfairly discriminatory practices. Refer to Standard V-2 for discussion of Company can(w)ns

and Standard VI1-12 for rescissions.

M.G.L. c. 175, § 132(2) requires that a policy be incontestable after being in forc wyears,
unless there has been: (1) non-payment of premium; (2) a violation of the terms=ef the policy for
military service during wartime; or (3) (if the company adds such language) the policy is being
contested for the purpose of disability benefits or accidental death benefifs. _ Insurance policies
issued in Massachusetts are contestable after two years in force when eyidence of insurance fraud
exists. Pursuant to M.G.L. c. 175, § 187H written notice of the 10 day-fr ok option is required
on all policies with a face value less than $25,000. Pursuant to M. % 5, 8 193 policies issued
in violation of law are valid but rights and obligations are co @ by this chapter. Finally,
M.G.L. c. 175, § 193G provides rules for resubmission of preV| ly denied policy forms.

Controls Assessment: Not applicable. The Company do have a contractual right to cancel
absent the conditions set forth above. In such cases, policy may be rescinded. Refer to

Standard VI-12.
Controls Reliance: Not applicable. Qé
Transaction Testing Procedures: Noy@ e.

Transaction Testing Results: No§a%le.

Recommendations: None.%
@

Standard VI-12. ons are not made for non-material misrepresentation.
M.G.L.c. 17&{%52(2).

his Standard is concerned with whether (a) rescinded policies indicate a trend toward
aith underwriting practices; (b) decisions to rescind are made in accordance with applicable
s, rules and regulations; and (c¢) Company underwriting procedures meet incontestability
standards. Refer to Standard V-2 for discussion of Company cancellations.
Pursuant to M.G.L. c. 175, § 132(2), the Company does not have a contractual right to cancel
unless there has been: (1) non-payment of premium; (2) a violation of the terms of the policy for
military service during wartime; or (3) (if the company adds such language) the policy is being
contested for the purpose of disability benefits or accidental death benefits. Insurance policies
issued in Massachusetts are contestable after 2 years in force if evidence of fraud exists.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= The Company’s underwriting process considers the risk of material misrepresentation by
applicants, and attempts to corroborate information received from them such as health
status.

= Cases considered for rescission are reviewed by at least two individuals in underwriting.

= All decisions to rescind are reviewed by the legal staff.

m Rescissions are based on material misrepresentations, and apply only to policies within the
first two years after the sale.

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

Transaction Testing Procedures: Because grounds for rescission in Massachus e-limited and
such incidents are rare, Eide relied on testing performed in other areas for compli .

Transaction Testing Results: :@

Findings: None.

Observations: In the performance of other e
instances of rescission in violation of M.G.L. cé

Recommendations: None. Q

ion procedures, Eide noted no

Standard VI-13. Pertinent informati n@hplications that forms a part of the policy is
complete and accurate. K

Objective: This Standard is co with whether (a) the requested coverage is issued; (b) the
Company has a verificatio in place to determine the accuracy of application information;
(c) applicable non—forfei@p ons and dividend options are indicated on the application; (d)
changes and supple to- applications are initialed by the applicant; and (e) supplemental
applications are us appropriate.

Controls Ass@ Refer to Standard VI-2 and Standard VI-9.

Controls@wce: Refer to Standard VI1-2 and Standard VI-9.

T n Testing Procedures: Refer to Standard VI1-2 and Standard V1-9.

Transaction Testing Results: Refer to Standard VI-2 and Standard V1-9.

Findings: Refer to Standard VI-2 and Standard VI-9.
Observations: Refer to Standard VI1-2 and VI-9.

Recommendations: Refer to Standard VI-2 and Standard V1-9.
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Standard VI-14. The company complies with the specific requirements for AIDS-related
concerns in accordance with statutes, rules and regulations.

211 CMR 36.04-36.08

Objective: This Standard is concerned with ensuring that the Company does not use medical
records indicating AIDS-related concerns to discriminate against applicants without medical
evidence of disease. No forms used by the Company should require sexual orientation disclosure.

211 CMR 36.04 sets forth prohibited practices with respect to AlIDS-related testing arﬂ%‘&

related information. Pursuant to 211 CMR 36.05, an applicant must give prior wri informed
consent in order for an insurer to conduct an AIDS-related test. Additionally, 36.06

requires that the insurer notify the insured, or his/her designated physician, of a ive test result
within 45 days after the blood sample is taken. 211 CMR 36.07 defines @onfidentiality
requirements and 211 CMR 36.08 defines the application of the standard.

Controls Assessment: The following key observations were noted in {% on with the review of

this Standard: Q

= The Company’s new business submission requir%e' clude specific requirements to

comply with 211 CMR 36.04-36.06 in life insura rwriting.

= The Company provides a specific form th *@es disclosures required by 211 CMR
36.05 which is provided at the time an application for insurance is taken.

= The Company’s procedures require t icant to acknowledge in writing that he or she
understands his or her rights regardi tests for HIV status that are required as part of

policy underwriting. ,\
Controls Reliance: Controls test S&ocumentation inspection, procedure observation and/or
corroborating inquiry appear to lig sufficiently reliable to be considered in determining the extent of
transaction testing procedure

Transaction Testing Pr QFES’ As a part of Eide’s testing of 52 new business sales, Eide verified
that the Company o ed'a’‘signed copy of the Massachusetts AIDS testing disclosure notice from

the applicant as r y 211 CMR 36.05.
Transaction ﬂatl% Results:

s: None.

Q Observations:  Based on the results of Eide’s testing, it appears that the Company’s
application processes comply with the specific requirements for AIDS - related concerns in
accordance with statutes, rules and regulations.

Recommendations: None.
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VIl. CLAIMS

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

Standard VI1I-1. The initial contact by the company with the claimant is within the required

time frame. )&

M.G.L. c. 176D, § 3(9) (b).

Y
Objective: The Standard is concerned with the timeliness of the Comp ny’tact with the
claimant. &v

Pursuant to M.G.L. c. 176D, § 3(9) (b), unfair claim settlemen iees include failure to
acknowledge and act reasonably promptly upon communicatior@'t espect to claims arising

under insurance policies. Q{
Controls Assessment: The following key observations w n conjunction with the review of
this Standard:

Company policy is to send claim for ithin one to two business days after receiving

notification of the claim. Qe
= All claim notifications are log claims system.

= Company claims management aceesses the claim system daily to monitor open claims.

= Company claims managem rforms monthly claim audits to examine compliance with
Company claim policies.

= Company claims agement uses exception reports to measure operational effectiveness
and claim processi e.

Written Company policies and procedurt—; go the claims handling process.

Controls Reliance; “Controls tested via documentation inspection, procedure observation and/or
corroborating ingui pear to be sufficiently reliable to be considered in determining the extent of
transaction testi rocedures.

Transacti esting Procedures: Eide interviewed Company personnel to understand claim
h% rocesses, obtained documentation supporting such processes, and completed claim

w rough transactions to confirm such processes. Eide selected 58 claims processed during the
examination period to verify that the initial contact by the Company was reasonably timely.

Transaction Testing Results:

Findings: None.
Observations: Eide noted that the 58 claims selected were processed according to the

Company’s policies and procedures, and that the initial contact by the Company was
reasonably timely. Based on the results of Eide’s testing, it appears that the Company’s
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processes for handling death and disability claims are functioning in accordance with their
policies and procedures, and with statutory requirements.

Recommendations: None.

Standard VI1I-2. Investigations are conducted in a timely manner.

M.G.L. c. 176D, § 3(9)(c); M.G.L. c. 175, 88 24D and 24F; Division of Insurance Bulletin
2001-07.

Objective: The Standard is concerned with the timeliness of the Company’s claim Wj@b&)ns.

Pursuant to M.G.L. c. 176D, § 3(9) (c), unfair claim settlement practices incl@irﬁre to adopt
and implement reasonable standards for the prompt investigation of a clai .G.L. c. 175, § 24D
requires interception of non-recurring payments for past due child suppor M.G.L. c. 175, 8
24F requires communication with the Massachusetts Department™o venue (“MADOR”)
regarding unpaid taxes. Division of Insurance Bulletin 2001-07+eguires that, upon receipt of a
single claim and proof of the insured's loss, the Company is reg 0 search with due diligence
its records, as well as the records of its Massachusetts sub rie and affiliates, for additional
policies insuring the same individual.

Controls Assessment: The following key observatio oted in conjunction with the review of

this Standard:
s Company policy is that investigati ﬁ within two business days from receipt of claim
and determinations made withi based on ERISA guidelines.

= Written Company procedures-alse include multi-policy search processes in which internal

databases are scanned . us cial security number, name and policy number, in
compliance with Division‘ef tnsurance Bulletin 2001-07.

= All claimant na atched against the Office of Foreign Asset Control list to
determine if th ecipient appears on the list.

= All claim i ions involve a number of supervisory reviews, and for individual life
claims a 0 the legal department occurs before any adverse action is taken.

s management performs monthly claim audits to examine compliance with
aim handling processes.

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

transaction testing procedures.

Transaction Testing Procedures: Eide interviewed Company personnel to understand the claims
investigation and multi-policy search processes, and obtained documentation supporting these
processes. Eide noted that the above procedures were performed on all 58 claims tested.

Transaction Testing Results:
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Findings: None.

Observations: Based on the results of Eide’s review, it appears that the Company’s
processes for investigating claims and performing multi-policy searches are functioning in
accordance with policies and procedures, as well as statutory and regulatory requirements.

Recommendations: None.

Standard V1I-3. Claims are resolved in a timely manner. %

M.G.L. c. 176D, § 3(9) ().

Obijective: The Standard is concerned with the timeliness of the Company’s cIaiIgments.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair claims settlement prac 'cég)include failing to
effectuate prompt, fair and equitable settlements of claims in which Ii% s become reasonably

clear.

Controls Assessment: The following key observations were n@n onjunction with the review of
this Standard:

= Written Company policies and procedures g%:ﬁQe claims handling process.

s  Company policy is to send claim forms within two business days after receiving

notification of the claim.
= All claim notifications are logge @ claims system.
= Company claims managemen\'{%sas the claim system daily to monitor open claims.
= Company claims managem erforms monthly claim audits to examine compliance with

Company claims policie
= Company policy is gate and settle all claims within five business days of receiving

the required pap he Company follows the ERISA guidelines of 45 days for claims
subject to thos ments.

s Company €lai anagement uses exception reports to measure operational effectiveness
and clai ssing time.

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

t

Transaction Testing Procedures: Eide interviewed Company personnel to understand its claim
handling processes, obtained documentation supporting such processes, and completed 11 claim
walkthrough transactions to confirm such processes. Eide reviewed 58 claims from the
examination period to verify that claim settlements were reasonably timely.

Transaction Testing Results:

Findings: The Company took six business days to make a final decision on one of 58
tested claims, where its policy is to resolve claims within five business days of receipt of
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proper documentation. While this may be a reasonable response time under M.G.L. c.
176D, § 3(9)(f), it violated Company policy.

Observations: Excluding the above identified exception, Eide noted that claims were
timely processed according to the Company’s policies and procedures. Based on the
results of Eide’s testing, it appears that the Company’s processes for handling death and
disability claims are functioning in accordance with their policies and procedures, and with
statutory requirements.

Recommendations: The Company should review its procedures related to the timeliness of¢claim
settlements to ensure that all claims are resolved according to company policy.

Standard VI11-4. The company responds to claim correspondence in a timely@%"g;.

M.G.L. c. 176D, 88 3(9)(b), and 3(9)(e).

Objective: The Standard is concerned with the timeliness of the
correspondence.

’s response to all claim

Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims s practices include failure to act
reasonably promptly upon communications with respect t ims arising under insurance policies.
M.G.L. c. 176D, § 3(9)(e) considers failure to affi deny coverage of claims within a
reasonable time after proof of loss statements hav t&ompleted an unfair trade practice.

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

this Standard: Q

= Company policy is to respo claim questions in a timely manner.

= Company policy is to respond to correspondence within five business days of receiving
required paperwor

= Company clai hal

Company clai '

Controls Relia& ntrols tested via documentation inspection, procedure observation and/or
corroboratin q\lj,ry appear to be sufficiently reliable to be considered in determining the extent of
transactiomstesting procedures.

agement performs monthly claims audits to examine compliance with

Tran@ Testing Procedures: Eide interviewed Company personnel to understand claim
% processes, obtained documentation supporting such processes and completed 11 claim
walkthrough transactions to confirm such processes. Eide selected 58 claims from the examination
period to verify that the Company timely answered policyholder claim correspondence.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that claim correspondence was answered reasonably timely
according to the Company’s policies and procedures. Based on the results of Eide’s
testing, it appears that the Company’s processes for handling death and disability claim
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correspondence are functioning in accordance with their policies and procedures, and
statutory requirements.

Recommendations: None.

Standard VI1I-5. Claim files are adequately documented.

M.G.L. c. 175, § 24D.

Company’s claim records related to claim decisions.

Objective: The Standard is concerned with the adequacy of information m@the

Claim payments must comply with M.G.L. c. 175, 8§ 24D to intercept non-rec@ Béyments for
past due child support.

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

this Standard: Q

= Company claim processing guidelines require tha@ormaﬁon be completed, signed,
and maintained in the file, including:
Certified copy of the insured’s certificat Q
Other relevant proof of loss Q
Applicable clinical /other investigati rrespondence
Other pertinent written comm
Documented or recorded &r € communication
Proof of payment to cla'%? beneficiary

© © © © o O

ent performs monthly claim audits to examine the Company’s
icies.

ement uses reports measuring operational effectiveness and
itor claim processing activities.

compliance with its

= Company claim
processing ti

Controls Reliance: ntrols tested via documentation inspection, procedure observation and/or
corroboratin ppear to be sufficiently reliable to be considered in determining the extent of
transaction test rocedures.

TransﬁﬁokTestinq Procedures: Eide interviewed Company personnel to understand its claim
h‘%mq))rocesses, obtained documentation supporting such processes, and completed claim
a

w rough transactions to confirm such processes. Eide selected 58 claims from the examination
period to verify that claim files were adequately documented.

Transaction Testing Results:

Findings: Eide found that documentation regarding the search for back taxes and back
child support owed by claimants was not timely in ten of the 58 files tested. The search
page in these 10 files was printed and put in the file months after the claimant was paid.
Eide concluded that it was likely the 10 searches were done at the time each check was
written, considering that the searches for the other 48 tested files had been done and were
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documented with printouts on the same day the claim checks were written. Further, new
searches printed and put in the files all came back with nothing owed by the claimant.
However, the Company did not print and retain the search page in the file at the time of the
initial search.

Observations: Based on the testing results, it appears the Company’s claim file
documentation is not functioning in accordance with Company policies and procedures.
Eide discussed this problem with the Company, who had previously identified the problem
and in March 2005 implemented a checklist to rectify it. This checklist of all the items to
be included in the file must be signed by a manager before the file can be closed. Eide
performed a walkthrough for 10 policies to test the new procedures, and found ev&% of

their implementation. Ay
Recommendations: The Company should regularly monitor the corrective acti ﬂ\l% emented

in March 2005 to adequately document the search for back taxes and back chi@;%rt owed by

claimants. C

Standard VI1I-6. Claim files are handled in accordance with p visions and state law.

M.G.L. c. 175, 88 221, 24D, 119B, 119C, 125, 132C, and 1
3(9) (f); Division of Insurance Bulletin 2001-07.

.L.c. 176D, 88 3(9) (d), and

Objective: The Standard is concerned with wh h%e claim appears to have been paid for the
appropriate amount, to the appropriate beneflc@e , and includes applicable interest.

Pursuant to M.G.L. c. 176D, § 3(9) (d); % claim settlement practices include refusal to pay
claims without conducting a reaso Ie vestigation based upon all available information.
Moreover, M.G.L. ¢. 176D, § 3( siders failure to effectuate prompt, fair and equitable
settlements of claims in whic I|a has become reasonably clear an unfair trade practice.
M.G.L. c. 175, 8§ 22| allows.i to retain unpaid premium due to the insurer from claim
settlements. Claim paym t comply with M.G.L. c. 175, § 24D to intercept non-recurring
payments for past due ort. M.G.L. c. 175, § 119B requires insurers to refund premiums
paid beyond the end.o onth of death. M.G.L. c. 175, 8 119C requires that if it has received
proof of loss, th y must pay interest on claims beginning 30 days after death of the
insured. M.G , § 125 defines situations where beneficiaries’ creditors have claims to
policy proce paid premiums. M.G.L. c. 175, § 132C defines situations where annuitants’
creditors QVe claims to policy proceeds or paid premiums. M.G.L. c. 175, § 135 defines situations

where ife certificate-holders’ creditors have claims to policy proceeds or paid premiums.
Bu %) -07 requires that, upon receipt of a single claim and the insured’s proof of loss, the
C is required to search with due diligence its records, as well as the records of its
Massachusetts subsidiaries and affiliates, for additional policies insuring the same individual.

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

= Written Company policies and procedures govern the claims handling process.

s  Company policy is to send claim forms within two business days after receiving
notification of the claim.

= All claim notifications are logged in the claims system.
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= Company claims management accesses the claims system daily to monitor open claims.

= Company claims management performs monthly claims audits to examine compliance with
Company claims policies.

= Company policy is to investigate and settle all claims within five business days of receipt
of required paperwork.

= Company claims management uses exception reports to measure operational effectiveness
and claim processing time.

m  The Company has procedures to comply with requirements in M.G.L. c. 175, § 24D to
intercept non-recurring payments for past due child support for life policy distributios.

s Company procedures also include multi-policy search processes in which internal ases
are scanned using social security number, name and policy number in complian ith
Bulletin 2001-07. - _\_

. . L . Y
Controls Reliance: Controls tested via documentation inspection, procediére vatlon and/or

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

Qat)o understand the claims

porting these processes, and
ocesses. Eide selected 58 claims
ely handled.

transaction testing procedures.

Transaction Testing Procedures: Eide interviewed Company pe
handling and intercept program processes, obtained documentati
completed 11 claim walkthrough transactions to confirm s

from the examination period to verify that claim files VY%

Transaction Testing Results: Q

Findings: None.

handled according to the C ’s policies and procedures, as well as statutory and
regulatory requirements. re were no instances of back taxes or back child support due
in any of the 58 tested claims;

Recommendations: None%

Observations: Eide noted th les for the 58 claims tested were appropriately
mﬁian

\Standard VII-7. Mpany claim forms are appropriate for the type of product.

Objecti Th’tandard is concerned with the Company’s use of claim forms that are proper for
the ty duct.

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

s The Company has developed unique claim forms tailored to each type of claim, and
provides the appropriate form to claimants when they report a claim.

= The Company will not process claims unless submitted on the appropriate claim form.

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 Procedures: Eide interviewed Company personnel to understand the claim
handling process, obtained documentation supporting this process, and completed 11 claim
walkthrough transactions to confirm this process. Eide selected 58 claims from the examination
period to verify that the Company provided claim forms appropriate for the type of product.

Transaction Testing Results:

Findings: None.

used in accordance with the Company’s policies and procedures.

Recommendations: None. n\-\)

Observations: Eide noted that claim forms for the 58 claims tested were approWnd

Standard VII-8. Claim files are reserved in accordance with the (am\fs established
procedures.

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

Standard V11-9. Denied and closed-without-pay. ateldims are handled in accordance with
policy provisions and state law.

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

Objective: The Standard is concer the adequacy of the Company’s decision-making and its
documentation of denied and closed-wi out payment claims.

Pursuant to M.G.L. c. 17
claims without condueti

) (d), unfair claims settlement practices include refusal to pay
reasonable investigation based upon all available information.
Pursuant to M.G.L , 8 3(9)(h), unfair claims settlement practices include attempting to
settle a claim fo %mount less than a reasonable person would have believed he or she was
entitled to recei .L. c. 176D, 8§ 3(9) (n) considers failure to provide a reasonable and prompt
explanation o asis for denial of a claim an unfair claim settlement practice.

ContW%@?‘sment: The following key observations were noted in conjunction with the review of
thi rd:

Company policy requires that written claim denials state the contractual basis for non-
payment and inform the claimant of their right to appeal.

= All claim investigations and denied claims involve a number of supervisory reviews, and
for individual life claims referral to the legal department occurs before the Company takes
any adverse action.

= Company claims management performs monthly claim audits to examine compliance with
Company claim policies.
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s Denied and closed-without-payment claims are rare for the products offered by the
Company.

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 Procedures: Eide interviewed Company personnel to understand the claim

handling process for denied and closed-without-payment claims, obtained documentation

supporting these processes, and completed 11 claim walkthrough transactions to confirmthese
ur

processes. None of the 58 claims selected were denied or closed-without-payment; the
Company indicated that it had a total of four denied or closed-without-payment clai the
examination period. Eide randomly selected one of these four claims and perfor antive
procedures including review of claim file to determine that the claim was han in accordance
with policy provisions and legal requirements. @

Transaction Testing Results: @: )

Findings: None.

Observations: Based upon the procedures performed..on one of four denied or closed-
without-payment claims, such claims appear to priately handled in accordance
with the Company’s policies and procedures and statutery requirements.

Recommendations: None.

Standard VI1I-10. Cancelled benefit %Ks)and drafts reflect appropriate claim handling
practices.

No work performed. All requi ivity for this Standard is included in the scope of the ongoing

statutory financial examiu@ he Company.

Standard VII-1 Wm handling practices do not compel claimants to institute litigation, in
cases of clear=iability and coverage, to recover amounts due under policies by offering

substantially an is due under the policy.

M.G,I:?&GD, 88 3(9)(g), and 3(9)(h).

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

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claims settlement practices include (a)
compelling insureds to institute litigation to recover amounts due under an insurance policy by
offering substantially less than the amounts ultimately recovered in actions brought by such
insureds, and (b) attempting to settle a claim for less than the amount to which a reasonable person
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would have believed he or she was entitled, by reference to written or printed advertising material
accompanying or made part of an application.

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

= Company claims handling guidelines require the uniform and consistent handling of claim
settlements and payment of claims.

= Company claims management performs monthly claim audits to examine compliance with
Company claim policies.

s Company claims management uses reports measuring operational effectiveness and
processing times to monitor claim processing activities. \)

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

Transaction Testing Procedures: Eide interviewed Company perso derstand the claim
handling process, obtained documentation supporting this pro nd completed claim
walkthrough transactions to confirm this process. Eide selecte ims processed during the
examination period to verify the Company’s compliance with i andling procedures.

Findings: None.

Transaction Testing Results: &

Observations: Eide noted that that none
policyholders were compelled to

Recommendations: None. &

fxthe 58 claims selected appeared to reflect that
itigation to receive claim payments.

Standard VI1-12. The co Movides the required disclosure material to policyholders at
the time an accelerated @ ayment is requested.

211 CMR 55.00.

Objective: TheyStandard is concerned with whether the Company gives claimants the required
Wnal when they request an accelerated benefit payment.

2 @55.00 outlines the disclosure requirements for life insurance policies with accelerated
benefit provisions.

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

= Written Company policies and procedures govern the accelerated benefit payment process.

s Company policy is to send claim forms within two business days after receiving
notification of the claim.

= The Company logs all claim notifications into the claim system to monitor open 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 Procedures: Eide interviewed Company personnel to understand the
accelerated benefit payment process, obtained documentation supporting this process, and
completed claim walkthrough transactions to confirm this process. Eide selected 58 claims
processed during the examination period to verify the Company’s compliance with its claim

handling process. &
Transaction Testing Results: A\)

Findings: None. y

Observations: None of the 58 policies selected with payment ue’Qe accelerated
benefit payments, and the Company disclosed accelerated benéfi ment information
upon policy issuance. Based on the results of Eide’s testing, i ears that the Company’s
processes for handling accelerated benefit payment requeé ctioning in accordance

with their policies, procedures and statutory requirements

Recommendations: None. %

>
gualifying events covered under the policy ong insured with similar qualifying events

covered under the policy. Q

M.G.L. c. 176D, § 3.

Standard VII-13. The company does not;d'&ﬁi’minate among insured with differing

Objective: The Standard is..co ;ed with whether the Company’s claim handling practices
discriminate against insu% imilar qualifying events covered under its policies.

M.G.L. c. 176D 8§ at companies may not discriminate among insureds with different
qualifying events ed” under the policy, or among insureds with similar qualifying events

covered under

Controls M: The following key observations were noted in conjunction with the review of
this S @-«

% Company claim handling guidelines require the uniform and consistent handling of claim
settlements and payments.

= Company claims management performs monthly claim audits to examine the Company’s
compliance with its claim policies.

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

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedures: Eide interviewed Company personnel to understand the claim
handling process, obtained documentation supporting this process, and completed claim
walkthrough transactions to confirm this process. Eide selected 58 claims processed during the
examination period to verify that the Company is not unfairly discriminating against claimants.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that no claim of the 58 tested appeared to reflectA%the
Company unfairly discriminates against claimants.

Recommendations: None. é\:\)
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SUMMARY

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

This is to certify that the undersigned is duly qualified and that, in conjunction with Eide Bailly
LLP, applied certain agreed-upon procedures to the corporate records of the Company in order for
the Division of 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-lm%;rge
encompassed responsibility for the coordination and direction of the examination performed, which
was in accordance with, and substantially complied with, those standards estab %y the
National Association of Insurance Commissioners (NAIC) and the NAIC Conduct
Examiners’ Handbook. This participation consisted of involvement in the plan
supervision and review of agreed-upon procedures), administration prepdration of the
comprehensive examination report. In addition, Dorothy K. Raymon Division’s Market
Conduct Section participated in the examination and in the preparatiozan isyreport.

The cooperation and assistance of the officers and employees
examiners during the course of the examination is hereby ack edged.

ompany extended to all

Matthew C. Regan IlI
Director of Market Condu
Examiner-In-Charge

Commonwealth of M tts
Division of Insurance
Boston, Massa‘c%
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