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ONER OF INSURANCE
The Honorable Nonnie S. Burnes
Commissioner of Insurance
The Commonwealth of Massachusetts Q

Division of Insurance
One South Station

Boston, Massachusetts 02110-2238&\0

Dear Commissioner Burnes:

Pursuant to your i ns and in accordance with Massachusetts General Law,
Chapter 175, Sectior@ comprehensive examination has been made of the market

conduct affairs o%

@LIBERTY MUTUAL INSURANCE COMPANY

a&home office located at 175 Berkeley Street Boston, MA 02117. The following
report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division (“Division”) conducted a comprehensive market conduct
examination of Liberty Mutual Insurance Company (“Liberty” 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 o@rty using the
guidance and standards of the National Association of Insurance Commis rs Market Conduct

Examiners Handbook (“Handbook™), the market conduct examinationsst s of the Division,
and the Commonwealth of Massachusetts insurance laws, re and bulletins. All
procedures were performed under the management and c the market conduct
examination staff of the Division. The following describes edures performed and the

findings for the workplan steps thereon.

The basic business areas that were reviewed under @i;aﬁon were:
I.  Company Operations/Managemen ‘%
.

Complaint Handling

I1l.  Marketing and Sales (ﬁ\
IV. Producer Licensing
V. Policyholder Service ; E !

VI. Underwriting an
VII. Claims

In addition @messes’ and procedures’ guidance in the Handbook, the examination
included a rewi he Company’s policies and procedures regarding compliance with 18
U.S.C. 88 %( nd 1034, as well as an assessment of the Company’s internal control

t. ile the Handbook approach detects individual deficiencies through transaction

environ
testin %ﬂternal control assessment provides an understanding of the key controls that
Co @ anagement uses to run their business and to meet key business objectives, including
c@ g with applicable laws, regulations and bulletins related to market conduct activities.
The controls assessment process is comprised of three significant steps: (a) identifying
controls; (b) determining if the control has been reasonably designed to accomplish its intended
purpose in mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the
control is functioning as intended (i.e., the actual testing of the controls). For areas in which

controls reliance was established, sample sizes for transaction testing were accordingly adjusted.
The form of this report is “Report by Test,” as described in Chapter VI A. of the Handbook.



In addition to the testing that is prescribed in the Handbook, Eide will also investigate a
finding from the Division’s limited scope market conduct examination, whose report was dated
September 22, 2005. The finding indicated that the Company used an improper rating
methodology where Safe Driver Insurance Plan (SDIP) steps from excluded drivers were assessed
to a policyholders plan. The SDIP steps should have correlated to the actual policyholder, not the
excluded driver. The Company indicated that it has corrected this rating methodology, and has
refunded any excess premium charged as a result of the improper methodology after recalculating
the premium using the correct methodology. Eide will examine the SDIP step and classifications
assigned to all policies selected for testing, and will evaluate whether the corrected methodology
was actually applied. Eide will also interview Company personnel about how they modifi eir
system to comply with the corrected rating methodology, and how they c ’%d the
reimbursements for policies improperly classified. Eide will test, through our s rocess,
the proper calculation and execution of SDIP refunds based on the Company: ised policies
and procedures established in response to the Division’s limited sg@rket conduct

examination. %



EXECUTIVE SUMMARY

The comprehensive market conduct examination was conducted concurrently with the
Division’s statutory financial examination of Liberty. The financial examination performed
limited compliance testing since the market conduct examination was also being conducted.

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&%he
Company should review report results relating to their specific area.

The Division considers a substantive issue as one in which corrective @n part of
the Company is deemed advisable, or one in which a “finding” or violation@1 sachusetts’

insurance laws, regulations or bulletins was found to have occurred. It is also r mended that

Company management evaluate any substantive issues or “findings” f bility to potential
occurrence in other jurisdictions. When applicable, corrective acti d be taken for all
jurisdictions, and a report of any such corrective actions should d to the Division. Any
corrective action requires agreement of both the Comp the Division prior to
implementation. Q’

The following is a summary of all sub ive issues found, along with related
recommendations and, if applicable, subsequen any actions made, as part of the

regulations and bulletins cited in this rep y ‘be viewed on the Division’s website at

WWW.Mmass.gov/doi. Q
SECTION I - COMPAN@TIONS/ MANAGEMENT

comprehensive market conduct examination §f erty. All Massachusetts insurance laws,

STANDARD I-3

@n;any has procedures in place to perform criminal background checks

but no such process is in place for existing employees.

Findings:
on new

ions: Eide noted that the Company does not conduct criminal background
existing employees.

Rego% ations: Eide recommends that the Company conduct criminal background checks on
allcurrent and prospective employees.

SECTION Il - COMPLAINT HANDLING
STANDARD II-4

Findings: There were 28 complaints that did not appear to meet the 14 day response
time required by the Division.


http://www.mass.gov/doi

Observations: Eide noted that the Company responded to the issues raised in each of the
67 complaints tested in a complete manner through the formal complaint process. The
Company further appears to treat complainants with similar fact patterns in a consistent
manner, and adequately documents its complaint files.

Recommendations: The Division recommended that the Presidential Service Team (“Service
Team”), which receives and distributes the complaints, establish a preferred method of direct
contact with the Division. This should eliminate the response lag time sometimes caused by the
mail room’s initial receipt and forwarding of the complaints to the Service Team. The Company
complied with the request, and the Division has the contact information. &



COMPANY BACKGROUND

The Liberty Mutual Insurance Company of Boston (“Liberty Mutual™) is a part of the Liberty
Mutual Insurance Group (“Group”), a diversified global insurance organization principally
engaged in domestic sale of 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, Liberty’s domestic insurance operations offer a full array of
personal and commercial insurance coverage 4

On July 1, 1912 the Massachusetts Employee Insurance Association (“Associ ?) was
formed. The Association changed its name to Liberty Mutual in 1917, when they“began writing
public liability insurance. That same year, Liberty Mutual signed an agree with United

de” all inclusive

urance Company
erty Mutual Fire,

automobile insurance. United was later renamed Liberty Mutual Fi

Mutual Fire Insurance Company (“United”), which allowed them togsro
(“Liberty Mutual Fire”), and the Group, including Liberty Mutu

moved into downtown Boston. The Group became the largest wri orkers compensation
insurance in Massachusetts, and remains so today. By 1937, th ad expanded operations
into all 48 states, and is currently licensed in all 50 state roup continued its internal

expansion by organizing Liberty Life Assurance Compan 1

The most recent change to the Group’s structur in March of 2002, when it was legally
restructured into a stock insurance company. All er and future policyholders of any of the
individual companies that are part of the automatically became partial owners of the

Liberty Mutual Holding Company, Inc. Fhe largest companies held under the holding
company are Liberty Mutual Insurance \% , Liberty Mutual Fire Insurance Company and
Employers Insurance Company of Wausau:

The Company’s breakout by li e%siness for Massachusetts direct written premium during
2004 is shown in Table 1:

TABLE 1 %

Liberty Mutual Percent of
Line of business Insurance Company Total
Private Passenger Automobile 341,364,859 86%
Other Liability 21,377,143 5%
% Workers Compensation 15,730,803 4%
Q Commercial Automobile 3,015,014 1%
Commercial Multi Peril 3,882,181 1%
Homeowners Multi Peril 3,196,241 1%
Other Lines 7,698,596 2%
Total Direct Business 396,264,837 100%

Table 1 shows that the Company primarily writes private passenger automobile, other liability,
and workers compensation polices. The Company utilizes a direct sales force to distribute its
product across the country.



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. As stated in the Examination Approach, Standard VI-14 will discuss
Eide’s follow up examination of the SDIP rating and classification system.



COMPANY OPERATIONS/MANAGEMENT

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

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

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

of this Standard:

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

@ Suitability

INTERNAL AUDITS %
The Company has a well-established internal audit depa t hat performs reviews of a
variety of operational functions throughout the pany. While the internal audit
department is constantly operating behind the scenes_at the direction of the board and
chief executive officer, any senior manager@ juest at any time an audit of their

operational processes.

Audit reports are distributed to all relevant operational and management personnel. The
reports contain a summary of control ements which management has implemented

or agreed to implement as a result dit.
The status of significant audi those that reveal a material weakness, is reported
to the Board of Directors Au it €ommittee at their regularly scheduled meetings.

FIELD OFFICE AUDITS

Periodic audits are_pe d as necessary by the internal audit department on each of the
Massachusetts fi ices based upon prior audit results, complaint activity and

enforcement @ Audit topics cover many of the Handbook areas including:
o Com dling and recordkeeping

0 roved sales materials
nication of mandated disclosures
w business procedures

o Compliance with replacement guidelines
o Licensing requirements

o Sales illustration requirements

o 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.

10



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

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

Transaction Testing Results: Not applicable.

Recommendations: None. '«

Standard 1-2. The company has appropriate controls, safeguards an@%édures for

protecting the integrity of computer information.

No work performed. All required activity for this Standard is includ%%e)scope of the ongoing
statutory financial examination of the Company. Q

'\acé that are reasonably calculated

eat{

Standard I-3. The company has antifraud initiatives
to detect, prosecute, and prevent fraudulent insur.

18 U.S.C. § 1033; Division of Insurance Bulleg%s 1998-11 and 2001-14.

Objective: This Standard is concern hether the Company has an antifraud plan that is
adequate, up-to-date, in compliancg it licable statutes and implemented appropriately.

Pursuant to 18 U.S.C. § 1033 0
is a criminal offense for
“prohibited person” tg

iolent Crime Control and Law Enforcement Act of 1994, it
engaged in the business of insurance” to willfully permit a
t insurance activity without written consent of the primary
ited person” is an individual who has been convicted of any felony
involving dishonesty or=a-breach of trust or certain other offenses, who willfully engages in the
i i as defined in the Act. In accordance with Division of Insurance Bulletins
, any entity conducting insurance activity in Massachusetts has the
otifying the Division in writing, of all employees and producers who are
law. Individuals “prohibited” under the law may apply to the Commissioner for

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

s The Company has a written antifraud plan.

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

11




= The SIU holds periodic meetings with representatives from various departments at the
Company including those in 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 when required by statute. Such activity is reported to the regulators
as necessary.

s 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.

= The Company performs criminal background checks for all new employees. \)

Controls Reliance: Controls tested via documentation inspection, procedure ob ion and/or
corroborating inquiry appear to be sufficiently reliable to be considered in det ing the extent

that the Company does not employ prohibited persons as define U.S.C. § 1033, and

of transaction testing procedures.
Transaction Testing Procedure: Eide interviewed individuals wita:%;ﬁility for ensuring
reviewed procedures followed by the Company to ensure compli

Transaction Testing Results:

Findings: The Company has procedures in e to perform criminal background checks
on new employees, but no such proces in place for existing employees of the

Company. ;
Observations: Eide noted the C oes not conduct criminal background checks on
any.

existing employees of the Co

Recommendations: Eide reco %&,&ha‘t the Company conduct criminal background checks on
all current and prospective empl of the Company.

\Standard I-4. The pobp%?’has a valid disaster recovery plan.

No work pe . All required activity for this Standard is included in the scope of the ongoing

statutor@:l examination of the Company.

§t%ard I-5. The company is adequately monitoring the activities of the Managing General
Agents (MGAS).

No work performed. The Company does not utilize MGA's in Massachusetts.

12



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

No work performed. The Company does not utilize MGA's in Massachusetts.

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

Objective: This Standard is concerned with the organization, legibility and struct Sf»ﬁ\es, as
well as with determining if the Company is in compliance with the Comm ’s record
retention requirements. The objective of this Standard was included for revie h Standard
where such policy or procedure for the retention of records exists or shoul%t.

icies are described for

Controls Assessment: The Company’s home office record retenti &9
each Standard, as applicable. In addition: %

= Company policy requires that its producers keep ¢ Qwecords and accounts of all
insurance transactions.
= The Company’s standard producer contract requiressthat insurance records and accounts

be kept current and identifiable.

= The Company’s standard producer c t%also maintains the Company’s right to
examine producers’ accounts and re f all insurance transactions for as long as the
Company deems reasonable, includi reasonable time after the termination of a

producer contract. (%»@\

Controls Reliance: Controls tested via @ocumentation inspection, procedure observation and/or
corroborating inquiry appear to e iciently reliable to be considered in determining the extent
of transaction testing procedutes:

Transaction Testing P - Eide performed various procedures throughout this examination
of documentation and record retention.

which related to revg
Transaction Tee&‘ sults: Such testing results are noted in the various examination areas and

include excepti hs,noted in the Executive Summary.

Reco Qa‘r'rons: Such recommendations are noted in the various examination areas and
ir% e é'ptions noted in the Executive Summary.

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

M.G.L. c. 175, 8§ 32 and 47.

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

13




According to M.G.L. c¢. 175, § 32 a company must first obtain a certificate of authority from the
commissioner before any contracts or policies may be issued. A company may issue policies and
contracts for lines of business allowed by M.G.L. c. 175, 8§ 47.

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

= The Company operates within the lines of business approved under its existing Certificate

of Authority.
Controls Reliance: Controls tested via documentation inspection, procedure obser 'c&/or
corroborating inquiry appear to be sufficiently reliable to be considered in determini extent
of transaction testing procedures.

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

Transaction Testing Results:

Findings: None. @
Observations: The Company operates Withi\/ﬂ‘@ es of business approved under its

existing Certificate of Authority.

Recommendations: None. %

Standard 1-9. The company coop&%\h a timely basis with examiners performing the

examinations. Yy

M.G.L. c. 175, § 4.

Obijective: This Stan 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.
Cont(ﬁ&sment: Due to the nature of this Standard, no controls assessment was performed.

C&ols Reliance: Not applicable.

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

Transaction Testing Results:

Findings: None.

14




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

Recommendations: None.

Standard 1-10. The company has procedures for the collection, use and disclosure of
information gathered in connection with insurance transactions so as to minimize any
improper intrusion into the privacy of applicants and policyholders.

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

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

maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, and %art 313, set forth
requirements for proper notice to consumers and restrictions on a.fi ial institution’s ability to
disclose non-public personal consumer information to nonaff ird parties. Further, a
financial institution must provide its customers with a writt e of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
consumer information to nonaffiliated third parties, the institution satisfies various
disclosure and opt-out requirements, and the co r /has not elected to opt out of such
discussion. Q

Various aspects of privacy requirements ar ssed in Standards 1-11 through 1-17.

Controls Assessment: The followin Sﬁ)servations were noted in conjunction with the review
of this Standard:

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

= Company-foli quires that a consumer privacy notice be provided to policyholders at
the ti pplication is taken. Annual disclosure notices also are provided to

poliejx ers via standard mail.
. Company stated that it has developed and implemented information technology
ity practices to safeguard customer, personal and health information.

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

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

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

15




Transaction Testing Results:

Findings: None.

Observations:  Based upon Eide’s review of the Company’s privacy notice, it appears
that the Company’s privacy policy minimizes any improper intrusion into the privacy of
applicants and policyholders, and is disclosed to policyholders in accordance with their
policies and procedures. The Company also appears to have proper documentation to
support any adverse underwriting decisions it makes.

Recommendations: None. \’)«

Standard 1-11. The company had developed and implemented written '\ystandards
and procedures for the management of insurance information.
Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR P. ;

Objective: This Standard is concerned with the Company’ @and procedures to ensure it
manages insurance information properly.

The Gramm-Leach-Bliley Act, 88 502, 503, 50 505, 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 info ion to nonaffiliated third parties. Further, a
financial institution must provide its cust ith a written notice of its privacy policies and
practices. In addition, a financial insti s prohibited from disclosing nonpublic personal
consumer information to nonaffili parties, unless the institution satisfies various
disclosure and opt-out requireme,Qts, the consumer has not elected to opt out of such

discussion.

Various aspects of privac$ ents are addressed in Standards 1-11 through 1-17.
follow

Controls Assessment: .

of this Standard:

ing key observations were noted in conjunction with the review

mpany has procedures in place for each division regarding the management of

. TEe C ny’s policy is to report all litigation costs on its annual report.
a

nce information.

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

Transaction Testing Procedure:  The examiners interviewed Company personnel with
responsibility for workers compensation services. Insurance information management standards
were tested in each section on this examination.

16




Transaction Testing Results:

Findings: None.

Observations: Based upon Eide’s review of the Company’s policy of reporting litigation
costs, and our review of information management procedures, the Company appears to be
in compliance with applicable statutes and regulations.

Recommendations: None.

nonpublic personal information relating to its customers, former customers sumers

Standard 1-12. The company has policies and procedures to protect th ivacy of
that are not customers. %

Gramm-Leach-Bliley Act, §§ 502, 503, 504 and 505 and 16 CFR Par}.’@r\

Obijective: This Standard is concerned with the Company’s poI procedures to ensure it
maintains privacy of consumer information, and to comply wi Gramm-Leach- Bliley Act.

The Gramm-Leach-Bliley Act, §8 502, 503, 504 a and 16 CFR Part 313, set forth
requirements for proper notice to consumers and r ions on a financial institution’s ability to
disclose non-public personal consumer informationgto nonaffiliated third parties. Further, a
financial institution must provide its custom ith a written notice of its privacy policies and

practices. In addition, a financial institution rohibited from disclosing nonpublic personal
consumer information to nonaffiliate tparties, unless the institution satisfies various
disclosure and opt-out requirements; daN e consumer has not elected to opt out of such
discussion.

Various aspects of privacy regui ts are addressed in Standards I-11 through 1-17.

Controls Assessment: %mwing key observations were noted in conjunction with the review
of this Standard:

= The@o ’s policy is to comply with the Gramm-Leach-Bliley Act, regarding privacy
reguirements of nonpublic personal information.
" %@mpany stated that it does not sell personal information to third parties.
pany policy is to disclose information only as required or permitted by law to

dustry 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. Annual disclosure notices also are provided to policyholders
via standard mail.

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

17




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

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

Transaction Testing Results: ,«
Findings: None. \)

Observations: It appears from Eide’s review of the Company’s privac’c notice that
its privacy policy minimizes any improper intrusion into the privacy ofpolicyholders,
former policyholders and consumers that are not policyholdérs, and is disclosed to
policyholders in accordance with their policies and procedur%

Recommendations: None.

Standard 1-13. The company provides privacy notj%&ts customers and, if applicable, to
its consumers who are not customers regardin ent of nonpublic personal financial

information.
Gramm-Leach-Bliley Act, §§ 502, 503, 5@2‘:‘&&?05 and 16 CFR Part 313.

Obijective: This Standard is conc (&'ﬂh the Company’s policies and procedures to ensure it
maintains privacy of consumer i Z%on, and complies with the Gramm-Leach-Bliley Act. .

The Gramm-Leach-Blil C
requirements for prope
disclose non-public~pe

§ 502, 503, 504 and 505, and 16 CFR Part 313, set forth
to consumers and restrictions on a financial institution’s ability to
nal consumer information to nonaffiliated third parties. Further, a
st provide its customers with a written notice of its privacy policies and

financial institution®g

practices. | ‘% , a financial institution is prohibited from disclosing nonpublic personal
consumer ir% ion to nonaffiliated third parties, unless the institution satisfies various
disclosu@ pt-out requirements, and the consumer has not elected to opt out of such
discu@.

V’%Js aspects of privacy requirements are addressed in Standards 1-11 through 1-17.

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

18




= 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. Annual disclosure notices also are provided to policyholders
via standard mail.

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

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

Transaction Testing Procedure:  The examiners interviewed Com an@(sonnel with
responsibility for policyholder services, and reviewed its privacy, ice. The financial
examination team conducted a review of the Company’s prlva icies, which provided
additional comfort to the market conduct examiners.

Transaction Testing Results: 0

Findings: None.

Observations: Based upon Eide’s re\/QQé the Company’s privacy notice and
discussion with Company personnel, it-appears that the Company disclosed privacy
information to policyholders in acc ce with its policies and procedures.

Recommendations: None. (ﬁ\

Standard 1-14. If the dlscloses information subject to an opt out right, the
company has pollc rocedures in place so that nonpublic personal financial
information will noi w osed when a consumer who is not a customer has opted out, and

the company pr op out notices to its customers and other affected consumers.

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

@ :;; his Standard is concerned with the Company’s policies and procedures to provide
&fs with an opt-out option as required in the Gramm-Leach-Bliley Act.

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 institution satisfies various
disclosure and opt-out requirements, and the consumer has not elected to opt out of such
discussion.
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Various aspects of privacy requirements are addressed in Standards 1-11 through I-17.

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.

= 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 to
industry_ regulators, law gnforceme_nt agen_cies, anti-fraL_Jd orgapizatio_ns, an;fh@parties
who assist the Company in processing business transactions to its policyh

s Company policy requires that a consumer privacy notice be provid@p licyholders

when a policy is delivered. Annual disclosure notices also are provide policyholders
via standard mail. %

= The Company stated that it has developed and impleme nformation technology
security practices to safeguard nonpublic personal informatigf:

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

Transaction Testing Procedure:  The exa 'ner;interviewed Company personnel with
responsibility for policyholder services, viewed its privacy notice. The financial
examination team conducted a review ompany’s privacy policies, which provided

additional comfort to the market cond(&'x ers.
Transaction Testing Results: Yy
Findings: None. @

;ears from Eide’s review of the Company’s privacy notice, and
mpany personnel, that the Company provides consumer information to

rs or other third parties only to help provide essential services to the

Sta@rd I-15. The company’s collection, use and disclosure of nonpublic personal financial
information are in compliance with applicable statutes, rules and regulations.

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

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

Controls Assessment: The following key observations were noted in conjunction wi e review
of this Standard:

s The Company’s policy is to comply with the Gramm-Leach-BIiIey(%grding privacy
requirements of nonpublic personal information.
= The Company stated that it does not sell personal informatio m parties.
s Company policy is to disclose information only as % or permitted by law to
O00I0

industry regulators, law enforcement agencies, anti—f ganizations, and third parties
who assist the Company in processing business transactions to its policyholders.

= Company policy requires that a consumer pri ice be provided to policyholders
when a policy is delivered. Annual disclos& otiges also are provided to policyholders

via standard mail.

s The Company stated that it has de d and implemented information technology
security practices to safeguard non ersonal information.

Controls Reliance: Controls tested v&d\p&xmentaﬁon inspection, procedure observation and/or
corroborating inquiry appear to be iciently reliable to be considered in determining the extent
of transaction testing procedure

Transaction Testing P :  The examiners interviewed Company personnel with
responsibility for p er services, and reviewed its privacy notice. The financial
examination tearrlﬁJ ed a review of the Company’s privacy policies, which provided

additional information to the market conduct examiners.

Transac}? g Results:
@ﬂg None.

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

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

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

Objective: This Standard is concerned with ensuring that the Company’s policies and fﬁyes
to ensure it maintains privacy of consumer information, and complies with the‘% -l:each-

Bliley Act.
P@l& set forth

itution’s ability to
arties. Further, a

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, and 16 CE

requirements for proper notice to consumers and restrictions on a financiali
disclose non-public personal consumer information to nonaffiliat
financial institution must provide its customers with a written noti S privacy policies and
practices. In addition, a financial institution is prohibited fro@ sing nonpublic personal
consumer information to nonaffiliated third parties, unl nstitution satisfies various
disclosure and opt-out requirements, and the consume s*pot elected to opt out of such
discussion.

Various aspects of privacy requirements are addres@n tandards I-11 through 1-17.

Controls Assessment: The following key 0@ tions were noted in conjunction with the review

of this Standard: ,\
>

= The Company stated thatit,.does not sell any personal consumer information to third
parties.

= Company policy i isclose information only as required or permitted by law to
industry regulatu%i‘y nforcement agencies, anti-fraud organizations, and third parties

who assist the y in processing business transactions for its policyholders.

=  Compan iCy=requires that a consumer privacy notice be provided to policyholders
when icy-is delivered. Annual disclosure notices also are provided to policyholders

via sﬁxr mail.
. Company stated that it has developed and implemented information technology
y practices to safeguard nonpublic personal information.

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

Findings: None.

Observations: It appears from Eide’s review of the Company’s privacy notice, and
discussion with Company personnel, that the Company’s policies and procedures are
adequate to protect nonpublic personal health information.

Recommendations: None.

Standard I-17. Each licensee shall implement a comprehensive written inform WUrity
program for the protection of nonpublic policyholder information.

Gramm-Leach-Bliley Act, §§ 502, 503, 504 and 505 and 16 CFR Part 31.3. Q

Objective: This Standard is concerned with the Company’s policie%%fr‘ocedures to ensure it
maintains privacy of consumer information, and complies with t -Leach-Bliley Act.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and , 16 CFR Part 313, set forth
requirements for proper notice to consumers and restri a financial institution’s ability to
disclose non-public personal consumer informati nonaffiliated third parties. Further, a
financial institution must provide its customers W’l%bwntten notice of its privacy policies and
practices. In addition, a financial institution_isprohibited from disclosing nonpublic personal
consumer information to nonaffiliated thi arties, unless the institution satisfies various
disclosure and opt-out requirements, (@ onsumer has not elected to opt out of such
discussion. Q&

Various aspects of privacy requi e%are addressed in Standards 1-11 through 1-17.

Controls Assessment: Th ing key observations were noted in conjunction with the review
of this Standard:

= The Co &s policy is to comply with the Gramm-Leach-Bliley Act, § 504 (a), and its
CFR Part 313, regarding privacy requirements of nonpublic personal

Q older and consumer information.
% e 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. Annual disclosure notices also are provided to policyholders
via standard mail.

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

" %mpany has written policies and procedures in place for security of nonpublic
h
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

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

Transaction Testing Results: A{
Findings: None. %\)
i

Observations: It appears from Eide’s review of the Company’s priva@ e that it has
adequate and properly documented policies and procedures %t protection of

nonpublic policyholder and consumer information.

Recommendations: None. §)
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1. COMPLAINT HANDLING

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

Standard 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 forma@ks complaints or

grievances.

Pursuant to M.G.L. c. 176D, § 3(10), an insurer must mai :)complete record of all
complaints it received since the date of its last examinatio (Tie ord must indicate the total
number of complaints, the classification of each complain * 1e of insurance, the nature of each
complaint, the disposition of each complaint and the ti% to process each complaint.

Controls Assessment: The following key observanQ
of this Standard:

D

e noted in conjunction with the review

= The Company has written pol procedures governing the complaint handling

process.

log.
= The Company’s defin f complaint is similar to the statutory definition.
= The Company.

= The Company records all W ts are recorded in a consistent format in the complaint

iety of mediums through which a consumer can file a complaint.

= The Com residential Service Team (“Service Team”) receives all complaints
from th ilroom, and after review directs them to the appropriate department for

han
Contro iance: Controls tested via documentation inspection, procedure observation and/or

c ing inquiry appear to be sufficiently reliable to be considered in determining the extent
o%saction testing procedures.

Transaction Testing Procedure: Eide obtained complete complaint lists from the Company and
the Division for the examination period. Eide obtained complete complaint lists from the
Company and the Division for the examination period, and found that both lists logged 67
complaints about Liberty made to the Division. Eide reviewed each of the 67 complaints to
ensure that they were handled in accordance with M.G.L. ¢.176, 8 3(10).
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Review of the complaints indicated the following:

Type of Complaint Numbel_’ of  Percent of
Complaints Total

Claims Handling 38 57%

Underwriting 19 28%

Policyholder Services 9 13%

Marketing 1 2%

Total 67 100% 4{
Based on these findings and our planning risk assessment, Eide performed detail te@élaims
handling and underwriting as outlined later in this report. 0

Transaction Testing Results: %
Findings: None. §)

Observations: For the 67 complaints tested, Eide Qat the Company appears to
maintain complaint handling procedures and@ lete listing of complaints in

accordance with M.G.L. c. 176D, § 3(10). Q
Recommendations: None. ; {

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

M.G.L. c. 176D, § 3(10).

Objective: This staédresses whether the Company has adequate complaint handling
procedures, and ¢ Unicates those procedures to policyholders.

Pursuant to .*c. 176D, § 3(10), the Company must be able to demonstrate that (a) the
Company_has mented procedures for complaint handling as required by, (b) the procedures
in place'@ncient to enable satisfactory handling of complaints received as well as to conduct
root alyses of complaints, (c) there is a method for distribution of and obtaining and
recording’ response to complaints that is sufficient to allow response within the time frame
required by state law, and (d) the Company provides a telephone number and address for

consumer inquiries.

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.
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Transaction Testing Procedure: Eide reviewed a complete list of the Massachusetts complaint
files from both the Company and the Division for the examination period to evaluate this
Standard and ensure that the Company performs root cause analysis. Eide also interviewed
management and staff responsible for complaint handling, and examined evidence of the
Company’s complaint handling processes and controls. To determine whether the Company
provides contact information for consumer inquiries, a sampling of forms and billing notices sent
to policyholders was reviewed for compliance.

Transaction Testing Results:

Findings: None. '{
Observations: The Company appears to have adequate complaint proc@( place

and communicates such procedures to policyholders.

Recommendations: None.

Standard 11-3. The company takes adequate steps to finalize ispose of the complaint in
accordance with applicable statutes, rules and regulation tract language.

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

Controls Assessment: Refer to Standard II-Q{' k

Controls Reliance: Controls tested vi & entation 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 Proc :
files from the examinati i
Transaction Testin(lae:bx:

Fin . None

ide reviewed a complete list of the Massachusetts complaint
to evaluate this Standard.

ations: Eide noted that the Company responded to the issues raised in each of the
omplaints tested in a complete manner through the formal complaint process. The
Q ompany further appears to treat complainants with similar fact patterns in a consistent

manner, and adequately documents its complaint files.

Recommendations: None
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Standard 11-4. The time frame within which the company responds to complaints is in
accordance with applicable statutes, rules and regulations.

Obijective: This Standard is concerned with the time required for the Company to process each
complaint. Massachusetts does not have a specific time standard in the statutes or regulations.
However, established Division practice requires insurers to respond to the Division within 14
days of the date it receives any complaint from the Division.

Controls Assessment: Refer to Standard I1-1.

Controls Reliance: Controls tested via documentation inspection, procedure obser n and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determini e extent
of transaction testing procedures.

Transaction Testing Procedure: Eide reviewed a complete listing of chusetts complaint
files from the Division for the examination period to evaluate thi rd. In addition, Eide
reviewed all complaints to determine the reason for delay for ich exceeded the 14 day

response time required by the Division.

Transaction Testing Results: ﬁ
Findings: There were 28 complaints tha% appear to meet the 14 day response
time required by the Division.

67 complaints tested in a co panner through the formal complaint process. The
Company further appears to‘t mplainants with similar fact patterns in a consistent

Observations: Eide noted that p ny responded to the issues raised in each of the
tc

manner, and adequately d ts its complaint files. Non-Division filed complaints are
handled in a timely m averaging less than 8 days to adequately respond to the
complaint.
Recommendations: ision recommended that the Service Team, which receives and
distributes the co establish a preferred method of direct contact with the Division. This
should eliminate sponse lag time sometimes caused by the mail room’s initial receipt and
forwarding of t plaints to the Service Team. The Company complied with the request, and

the Divisisn has.the information.
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MARKETING AND SALES

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

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

statutes, rules and regulations. ){

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

Objective: This Standard is concerned with whether the Company maintai a@em of control
over the content, form and method of dissemination of all its advertise a%

falsely advertise insurance policies, or the benefits, terms, con and advantages of said
policies. Pursuant to Division of Insurance Bulletin 2001-02, urer who maintains an Internet
website must disclose on that website the name of the appearing on the certificate of

authority, and the address of its principal office. Q

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

Pursuant to M.G.L. c. 176D, § 3, it is deemed an unfair method ol igg ion to misrepresent or

s The Company has written poli Q procedures to govern the advertising and sales
material approval process.

= All advertising and sale terials produced by the Company are reviewed by
management for appro compliance with statutory and regulatory requirements
prior to use.

= The Company ha

site designed for use by consumers.

discloses its history and pertinent facts, such as contact information and
al.palicy information, for use by consumers on their website.

Controlﬂ%@: Controls tested via documentation inspection, procedure observation and/or
corrobo nquiry appear to be sufficiently reliable to be considered in determining the extent
ion testing procedures.

o)f%

Transaction Testing Procedure: Eide reviewed direct advertising and sales materials produced
by the Company for compliance with statutory and regulatory requirements. 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.

29




Observations:  The results of Eide’s testing of marketing material showed that
advertising and sales materials comply with Massachusetts M.G.L. c. 176D, § 3, and
with Division of Insurance Bulletin 2001-02.

Recommendations: None.

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

Objective: This Standard is concerned with whether all of the Company’s pr waining
materials are in compliance with the Commonwealth’s statutes, rules and regulati

Controls Assessment: The following controls were noted as part of this St@d:

= The Company’s sales force in Massachusetts is largely dire ers.

= The Company directly supervises the producers and ides continuing education
courses to keep them up to date on statute and rule c es:

= The Company utilizes e-mail to immediately anges in statutes or regulatory

interpretations so that the producers are in compli

Controls Reliance: Controls tested via docum t&inspection, procedure observation and/or
corroborating inquiry appear to be sufficientl iable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: E@formed no transaction testing beyond inquiry and
observation.

Transaction Testing Results:

Recommendations: N@

Standard 11 @pany communications to producers are in compliance with applicable
statutes, J.Jﬁas 59, regulations.

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

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

= The Company uses direct sales and internal producers for a majority of its Massachusetts
business.
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= The Company’s external producers are assigned by Commonwealth Automobile
Reinsurers (“CAR”) and are called Exclusive Representative Producers (“ERP’s”) for the
sale of automobile insurance only.

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.

type of communications with producers generally occurs, and reviewed exa s of
communications that occurred during the examination period.

Transaction Testing Results: ‘@)

Findings: None.
Observations: The Company’s communications to produce :to be accurate and
reasonable.

Recommendations: None. QQ

Transaction Testing Procedure: Eide conducted interviews with key personnel to detern’Ehat

Standard 111-4. Company mass marketing o \p}rty and casualty insurance is in
compliance with applicable statutes, rules an(jQ ations.

Property/Liability; M.G.L. c. 175, § 193R™,

Obijective: This Standard is conce e(dgi}h whether the Company’s mass marketing efforts are in
rg@i@s and regulations.

or plan whereby automeb urance is offered to employees of an employer, or to members of
a trade union, associa % ganization and to which the employer, trade union, association or
organization has agreed to or in any way affiliated itself with, assisted, encouraged or participated

compliance with applicable statute
Pursuant to M.G.L. c. 17%1” , mass merchandising or group marketing is any system, design
DI or

in the sale of s insurance to its employees or members through a payroll deduction plan or
otherwise.

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

= Written underwriting guidelines are designed to reasonably assure consistency in
application of premium discounts and surcharges.

= The Company policy is to file all affinity discounts with the Division.

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

31




Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
marketing and underwriting processes. Eide selected 62 policies issued or renewed during the
examination period for testing of premium discounts associated with group policies. Eide verified
that the discount for each of the 17 policies underwritten as a group policy was properly applied,
and that it was included on the Division’s list of filed and approved discounts.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing of 17 new or renewa up

policies, it appears that each of the premium discounts was properly app 'wd that
each was approved by the Division.

Recommendations: None. Q
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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 department of insurance records. 4

M.G.L. c. 175, 8§ 1621 and 162S.

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

appropriately licensed by the Division. Q@)
Pursuant to M.G.L ¢. 175, § 162I, all persons who solicit, se gotiate insurance in the

Commonwealth are required to be licensed for that line of auth' rther, producers shall not
act as a producer of the Company unless they have been ap them pursuant to M.G.L c.
175, § 162S.

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

= The Company has a centralized sﬁg department charged with ensuring that all
producers are licensed and app
» The producer’s manager or oyer is responsible for notifying the Company’s central
licensing unit of any em I(@en change using the required protocol.
= Notification to the central licensing unit of a change to a producer’s name or address is
not required.
= The Company n s the Division of producer terminations on a weekly basis through
the Divisions i roducer Appointment website, (“OPRA”).
appointed or terminated, the required information is entered into the
ensing database system. A member of the Company’s central licensing unit
e information for completeness and accuracy. Upon verification that the
produ as an active license, the analyst will use the automated system to notify the
ision of the producer’s appointment.
-@ ompany’s appointment procedures are designed to comply with M.G.L. c. 175, §
2S, which requires that a producer be appointed by the Company as producer within 15
days from the date the producer’s contract is executed, or from the date 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.

Transaction Testing Procedure: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments. Eide selected a sample of 94 sales during the
examination period for testing. For each of the sales, Eide verified that the Company’s producer
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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. The Company provided evidence of
licensure for each of the 13 exceptions Eide pulled for testing from the remaining producer
exceptions not related to name or address changes.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing new and renewal business wiritten,
Eide noted no violations of M.G.L. ¢. 175, 88 162l and 162S, as all sales were p ed

by properly licensed producers. \)
Recommendations: None. Q%

Standard 1V-2. Producers are properly licensed and appointed (i ired by state law) in
the jurisdiction where the application was taken.

M.G.L. c. 175, 88 1621 and 162S. 0
Objective: The Standard is concerned with ensurin the ' Company’s appointed producers are

appropriately licensed by the Division.

Pursuant to M.G.L c. 175, § 162I, producers licensed for each line of authority that they
ducer shall not act as a producer of the Company

solicit, sell or negotiate. Further, any s %
unless the producer has been appointe ompany pursuant to M.G.L c. 175, § 162S.

Controls Assessment: The follo iw observations were noted in conjunction with the review
of this Standard:

\J
= The Company~ha entralized licensing department charged with ensuring that all

producers& e and appointed.

nsing unit of any employment change using the required protocol.
. ication to the central licensing unit of a change to a producer’s name or address is
@t required.

% The Company natifies the Division of terminations of producers through OPRA weekly.
When a producer is appointed or terminated, the required information is entered into the
Company’s licensing database system. A member of the Company’s central licensing unit
will analyze the information for completeness and accuracy. Upon verification that the
producer has an active license, the analyst will use the automated system to notify the
Division of the producer’s appointment.

= 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 within 15 days from
the date the producer’s contract is executed, or from the date the first coverage
application is submitted.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures, with the exceptions noted below.

Transaction Testing Procedure: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments. Eide verified that the producer for each of the 94
tested sales from the examination period was on the Division’s list of the Company’s appointed
producers.

Transaction Testing Results: ‘{
Findings: None ‘@)

Observations: The Company provides written notice to producers Sf t@quirements of

18 U.S.C. § 1033.

Recommendations: None §)

Standard 1V-3. Termination of producers complies with, statutes regarding notification to
the producer and notification to the state, if applic%

M.G.L. c. 175, § 162T.

Objective: This Standard is concerned \'ether the Company’s termination of producers
complies with applicable statutes requi & ication to the Commonwealth and the producer.
Pursuant to M.G.L. c. 175, § 162T; ompany must notify the Division within 30 days of the

effective date of the producer’s ation, and of the cause of any “for cause” termination.

Controls Assessment: T
of this Standard:

ing key observations were noted in conjunction with the review

» The ghas a centralized licensing department charged with ensuring that all
produ re licensed and appointed.

" roducer’s manager or employer is responsible for notifying the Company’s central

ing unit of any employment change using the required protocol.
tification to the central licensing unit of a change to a producer’s name or address is
'% not required.

The Company natifies the Division of terminations of producers through OPRA weekly.

= When a producer is appointed, the required information is entered into the Company’s
licensing database system. A member of the Company’s central licensing unit will
analyze the information for completeness and accuracy. Upon verification that the
producer has an active license, the analyst will use the automated system to notify the
Division of the producer’s appointment.

= The Company’s appointment procedures are designed to comply with M.G.L. c. 175, 8§
162S, which requires that a producer be appointed by the Company as producer within 15
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days from the date the producer’s contract is executed, or from the date 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.

Transaction Testing Procedure: Eide requested documentation of the Company’s reporting of all
producer terminations from the examination period to the Division.

Transaction Testing Results: ‘{
Findings: None. ‘@)

Observations: Eide noted that the Company notifies terminated p od@ using a letter
whose contents have been approved by the Division. When the ipation is “for cause”
the Company sends the notice to the producer via certified mai receipt requested.
The Company notifies the Division of the termination istent with procedures
established by the Division.

Recommendations: None. %Q

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

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

Controls Assessment: Refer to grds IV-1 and IV-3.

Controls Reliance: Con ted via documentation inspection, procedure observation and/or
corroborating inquir

0 be sufficiently reliable to be considered in determining the extent
of transaction tes oeedures.

Transaction “Testing Procedure: Eide reviewed documentation, such as zip codes, from 94
selected qles\;&m the examination period for evidence of unfair discrimination against
C

policyho resulting from the Company’s policies regarding producer appointments and
t .

Transaction Testing Results:

Findings: None.
Observations:  Eide’s testing noted no evidence of unfair discrimination against
policyholders resulting from the Company’s policies regarding producer appointments
and terminations.

Recommendations: None.
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Standard 1V-5. Records of terminated producers adequately document reasons for
terminations.

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

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

Pursuant to M.G.L. c. 175, 88 162R and 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 such termination

as defined in M.G.L. ¢.175, § 162R. é

Controls Assessment: Refer to Standard 1V-3. Q

Controls Reliance: Controls tested via documentation inspection, pro bservation and/or
corroborating inquiry appear to be sufficiently reliable to be conside ermining the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide obtained a list @ers terminated during the
examination period, and reviewed the reasons for each termination.

Transaction Testing Results: Q
Findings: None. § ;
Observations: Based on the %@ oted above, the Company’s internal records
r

adequately document reason ucer terminations. None of the terminations tested

were for cause as defined i L. c. 175, § 162R. The Company has procedures in
place to notify the Divisi rminations whether “for cause” or “not for cause”.

Recommendations: None.Q

producer’s co t with the company.

Standard va accounts current (account balances) are in accordance with the

No w med. All required activity for this Standard is included in the scope of the ongoing
s% inancial examination of the Company.
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V. POLICYHOLDER SERVICE

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

Standard V-1. Premium notices and billing notices are sent out with an adequate amount of
advance notice. 4

Automobile: M.G.L. c. 175, 8§ 193B and 193B Y.

Objective: This Standard is concerned with whether the Company provi prholders with
sufficient advance notice of premiums due.

interest charged on the unpaid balance due as of the billing date.

Pursuant to M.G.L. c. 175, 8 193B and 193B ¥, premiums m@%g{in installments with

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

inception of their policy or utilizing ly payment plan. The amount of the deposit
required for the monthly payment p relates to the customer’s payment history, with
the remaining unpaid premiu d-in’ equal installments over the life of the policy.

= The Company offers a wide va of payment methods for the convenience of their
customers, including pa duction, electronic funds transfer, and credit card

payment.
= Company policy i d automobile policy renewal notices, on which coverage
st

changes can be r , S0 that policyholders receive them 35 days prior to the policy
renewal date.

= The Company offers their customers t%&n of paying their entire premium at the

I s to send commercial policy renewal notices, on which coverage

e requested, so that policyholders received them between 10 and 90 days

newal date. The average renewal notice is received by the policyholder 30

days p 0 renewal.

" %g notices are generated automatically through policy administration, and are sent
with the renewal notice for the direct bill program. The premium payment is due

@on the renewal effective date.
Co

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for
policyholder service. In conjunction with the underwriting and rating testing, Eide reviewed
billing notice dates, fees and interest charges for policies issued or renewed during the
examination period. For each renewed policy, the date the renewal letter was sent to the
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policyholder, as tracked in the Company’s database, was compared with the policy’s effective
renewal date.

Transaction Testing Results:

Findings: None.

Observations: Eide’s review of the 62 new or renewal automobile policies tested for the
examination period showed that billing notices for renewal policies were mailed 35 days
prior to the policy expiration date, and approximately 30 days prior to the due date for
new business. Fees and interest charges on installment payments appeared to% rly

calculated and applied.
Eide’s review of the 32 new or renewal workers compensation poli@q%ted for the

examination period showed that billing notices for renewal polices,we t 10-90 days
prior to the policy expiration date, and approximately 30 days pri premium due date
for new business. Fees and interest charges on installment ts appeared to be

properly calculated and applied.

Recommendations: None. 0

Standard V-2. Policy issuance and insured requw%ﬂaﬁons are timely.
M.G.L. c. 175, § 187B.

Refer to the Underwriting and Ratir}@; Standards VI-16 and VI-23 for assessments and
findings.

Standard V-3. All correspo ce directed to the company is answered in a timely and
responsive manner b opriate department.

Objective: '%ﬁdard is concerned with whether the Company provides timely and
responsive irﬁ& ion to policyholders and claimants from the appropriate department.

Contrels.. sment: The following key observations were noted in conjunction with the review

0@ ard:
| |

The Company has a variety of ways in which an insured may contact them.

= Recipients of written policyholder information requests note their receipt in the
correspondence module of the software that maintains policy information such as claims
history, sales comments, and policy information. The recipient will either handle the
request or refer as appropriate for proper handling.

s The Company has no formal guidelines for the timeliness of responses to
correspondence.

m Issues that require additional review are handled separately from those that require
standard responses. A “standard” response includes when the policyholder inquires about
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things such as policy effective dates, status of their claim check, and other general
information questions. Issues that could require additional review include when a
policyholder disputes the amount of a claim payment after it has been adjusted, or has a
formal complaint about the Company’s actions related to any area from sales and
underwriting, to processing a claim.

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

Transaction Testing Procedure: Eide discussed correspondence procedures with ny
personnel, and reviewed actual correspondence between policyholders and the pany, in
conjunction with underwriting and rating, policyholder service and claims standar

Transaction Testing Results: 0

Findings: None. @O

Observations:  Based upon Eide’s review of ¢ : rrespondence between
policyholders and the Company with regard to undenweiting and rating, policyholder
service and claims, it appears that correspondence-directed to the Company is answered
in a timely and responsive manner by the ap o ate’ department, in accordance with
their policies and procedures. The complaint ‘testing performed also supports the

timeliness of responses by the Company. Q

Recommendations: None. ‘%

Standard V-4. Claims history and I%M%rmation is provided to insured in timely manner.

Objective: This Standard-is erned with whether the Company provides history and loss
information to the insur imely manner.

Controls Assessm)eﬁT following key observations were noted in conjunction with the review
of this Standard._

" @ed’s loss history is readily accessible in the software used by Liberty.
im examiners contact the insured the same day as receiving the assignment.

aims are normally settled and paid within 60 days of being filed. Exceptions to this
timeframe typically only exist when there are questions regarding liability or substantial
losses, (such as losing an entire house or major medical issues), whose total costs are not
necessarily known within 60 days of a claim being filed.

= The Company provides claims history and paid loss information directly to policyholders
when the policyholder makes such a request to 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.

40



Transaction Testing Procedure: Eide discussed the Company’s policies and procedures for
responding to policyholder inquiries on claims history and paid loss information with Company
personnel. Eide included timely response testing in the Claims Handling section as part of the
transaction testing procedures.

Transaction Testing Results:

Findings: None.

Observations: Eide noted no evidence of the Company being non-respon i\‘/‘é%]
policyholder inquiries on underwriting and rating, claims handling, co i
policyholder service. The Company’s policies and procedures for
policyholder inquiries on claims history and paid loss information a
reasonable. [@

Recommendations: None. @3

jons Of its contracts to another
the company has gained the
y has sent the required notices

Standard V-5. Whenever the company transfers the obli
company pursuant to an assumption reinsurance agr
prior approval of the insurance department and the

to affected policyholders. k%

No work performed. The Company did no@ into assumption reinsurance agreements during

the examination period. ,\
&
&
N2

&
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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 filg%tes
(if applicable) or the company’s rating plan.

M.G.L.c 175, § 193R. ‘@)

Automobile; M.G.L. c. 175E, 88 4 and 7;M.G.L. c. 175, 8§ 113B and ]%,Q CMR 56.00,

78.00, 86.00, 124.00, and 134.00. %
Workers Compensation; 211 CMR 110.00.
Objective: This Standard is concerned that the rates y the Company are filed and

approved with the Division.

Pursuant to M.G.L. c. 175E, 8 7 and 211 ‘%%OO, every insurer, or rating organization

authorized to file on behalf of such insurer with the Commissioner every manual of its
classifications, rules and rates, rating p odifications of any of the foregoing, not less
than 45 days before the effective %f. Pursuant to M.G.L. ¢. 175, § 113B, various
discounts and surcharges are statutorily dated. Pursuant to M.G.L. c. 175, § 162E, automobile
rate filings must include commi %osts. Pursuant to M.G.L. ¢. 175, 8 193R, affinity group

i ienceare- permitted. Pursuant to M.G.L. c. 175E, § 4, rates shall be
flve or older. Pursuant to 211 CMR 56.00, premium discounts

are mandated for electionvof-optional repair shop endorsement plans. 211 CMR 86.00 requires
premium discounts fc eft devices. 211 CMR 124.00 mandates premium discounts for
certain safety fe and 211 CMR 134.00 requires each driver to receive a step rating

according to
surcharges

Driver Insurance Plan, which requires corresponding discounts and
suant'to 211 CMR 110.00, any workers’ compensation paper rate filing should be
e Division’s docket clerk during normal business hours.

timely f%[
Com sessment: The following key observations were noted in conjunction with the review
andard:

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

= The Company offers affinity group discounts.
= The Company files rates annually with the Division as required by M.G.L. c. 174A § 6.

= The Company recognizes and utilizes the Safe Driver Insurance Plan required by 211
CMR 134.00.
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s The Company has set discounts for motor vehicle safety features and anti-theft devices
consistent with statutory requirements.

s The Company uses the rates set forth in the manual published by the Automobile
Insurance Bureau of Massachusetts (“AIB”) when underwriting automobile policies in
Massachusetts.

s The Company uses the rates, discounts, and guidelines set forth by the Workers
Compensation Rating and Inspection Bureau (“WCRIB™) when underwriting workers
compensation policies in Massachusetts.

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

Transaction Testing Procedure: Eide interviewed the Company’s underwr'tinonnel to gain
an understanding of the underwriting process. Eide selected a sample o %utomobile policies

issued or renewed during the examination period for testing of rates,
discounts. Eide also selected 32 workers compensation pol

classifications, and experience modifiers. Eide verified that eac i
surcharges for multiple coverages complied with statutory a
documentation to support the discounts and surcharges.-gi
information to ensure that sufficient underwriting %

ications and premium
r testing of rates,
’§ premium discounts and
tory requirements, and had
. Eide also reviewed database
was available at the time the

underwriting decision was made.

Transaction Testing Results: {
Findings: None. Q E

Observations: Eide believe@ts review of available documentation of rates and
surcharges given that the ny applies rates and surcharges according to statutory
requirements and regul information.

Recommendations: None%

Standard VI—Z.‘E\izﬂosures to insureds concerning rates and coverage are accurate and
timely.

M.G.L.‘%M, §11; M.G.L.c. 175A, § 11.

Adtornobile; M.G.L. c. 175E, §§ 11 and 11A.

Objective: This Standard is concerned with whether all mandated disclosures for rates and
coverages are timely provided to insureds in accordance with statutes and regulations.

Pursuant to M.G.L. c. 174A, § 11 and M.G.L. c. 175A, § 11, the insurer will furnish to the
insured any requested rate information in a timely manner. Pursuant to M.G.L. c. 175E, § 11, an
information guide shall be provided upon application which outlines choices of coverage
available to insured’s and an approximation of differences in cost among various types of
coverage and among competing carriers. Pursuant to M.G.L. ¢. 175E, § 11A, producers shall
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disclose coverage options in simple language to every person they solicit, including the option to
exclude oneself and members of one's household from personal injury protection coverage.

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

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

= If information or forms are missing from new business or renewal applications, the
Company sends a letter to the producer requesting the missing information, alon h an
updated listing of the information required to complete all applications.

s The Company’s supervisory procedures are designed to ensure tha@{siness

submissions from producers are accurate and complete, including u Company
required forms and instructions.

= The Company provides training to producers to remind the ey must give the
information guide describing general policy provisions to co rs'when new business
is written.

s Company policy is to provide the information guidp icyholders upon policy
issuance.

s The Company provides continuing education f ir producers regarding new statutes

and statutory changes.

s The Company immediately communicat atutory changes or policy developments
through e-mail or other mediums availa

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

Transaction Testing Proced
underwriting process. Thr
provided to ensure that.i
issued. Eide revie %
adequately meet @ ory disclosure requirements of M.G.L. c. 174A, § 11 and M.G.L. c.
175A, § 11..8i istribution of informational brochures is not tracked as part of the

underwriting’ﬁx(t ss by either the producers or the Company, we substantiated compliance
ument observation and corroborating inquiry.

through ‘gn(
Transact esting Results:

Findings: None.

interviewed Company personnel with responsibility for the
interview process, we learned of the producer training that is
ion guides are distributed to policyholders when new policies are
formation guides utilized for new business, and found that they

Observations: Based upon Eide’s inquiries and observation of documents, the Company
appears to provide required coverage disclosures to insureds upon initial application in
accordance with statutory guidelines. The ongoing continuing education and
communication of statutory changes to producers substantiates that they are informed,
and are providing the most up to date information to the insured.

Recommendations: None.
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Standard VI-3. The company does not permit illegal rebating, commission cutting or
inducements.

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

Objective: This Standard is concerned with ensuring that the Company does not permit illegal
rebating, commission cutting or inducements; and that producer commissions adhere to the
commission schedule.

Pursuant to M.G.L. c. 175, 88 182, 183 and 184, the Company, or any producer t Wannot
pay or allow, or offer to pay or allow any valuable consideration or inducement ified in
the policy or contract. Similarly, under M.G.L. ¢. 176D, § 3(8), it is an ir~method of

competition to knowingly permit or make any offer to pay, allow or give a ucement any
rebate of premiums, any other benefits or any valuable consideration or.i %ﬂent not specified

in the contract.
Controls Assessment: The following key observations were not ;junction with the review

of this Standard: )@
= The Company utilizes the direct selling methog
e

= The producer contracts and home office d procedures are designed to comply
with statutory underwriting and rating réuire nts that prohibit special inducements and

rebates.

Controls Reliance: Controls tested vg' Qentation inspection, procedure observation and/or

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

Transaction Testing Procedure Eide reviewed new business materials including advertising,
producer training materi manuals for indications of rebating, commission cutting or
inducements.

Transaction Tg%&/:ults:

one.

rvations: Based on the results of Eide’s testing, it appears that the Company’s
ocesses to prohibit illegal acts, including special inducements and rebates are
functioning in accordance with Company policies and procedures, and statutory

underwriting and rating requirements.

Recommendations: None.
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Standard VI-4. Credits and deviations are consistently applied on a non-discriminatory
basis.

M.G.L. c. 175, § 193R.

Automobile; M.G.L. c. 175E, § 4; M.G.L. c. 175A, § 5; 211 CMR 56.00, 86.00, 124.00 and
134.00.

Objective: This Standard is concerned with whether unfair discrimination is occurripghhe
application of premium discounts and surcharges. \)

M.G.L. c. 175A, 8 5 states automobile rating will be determined by past hist will not be
unfairly discriminatory. Pursuant to M.G.L. c. 175E, § 4, risks shall not be ed by sex or
marital status, and shall not be grouped by age except to produce t e%ction in rates for
insureds age sixty-five or older. Pursuant to M.G.L. c. 175, § 193 inity group discounts
based upon experience are permitted. 211 CMR 56.00 mandates dis r participating repair
shops if the Company offers a preferred repair shop option. 211 .00 mandates discounts
for automobiles equipped with anti-theft mechanisms. Pursu CMR 124.00, insurers will
provide discounts for automobiles equipped with proper features. Pursuant to 211 CMR
134.00, automobile insurers are required to use Safe Drive ance Plan ratings when applying
discounts and surcharges.

Controls Assessment: The following key observé %&on ere noted in conjunction with the review

of this Standard: Q
N

s The Company has elected to& finity group discounts, and files them annually with
the Division.

s The Company doe&r a preferred repair shop option to its automobile

policyholders.

= The Company discounts for certain groups in Massachusetts approved by the
Division. Th rd discount is 5% for standard employer groups, and 8% for
employer ith a favorable loss history. Alumni are also provided the 8% discount.
The Com also indicated that competitive force, such as two insurers pursuing the

sam r group, also may play a role in the discount offered.
egnpany has written underwriting guidelines designed to assure reasonable
istency in the application of premium discounts and surcharges for all policies.
e Company follows the rating and discounts outlined in the AIB manual to ensure
compliance with automobile policies.

s The Company follows the rating and discounts outlined by the WCRIB to ensure
compliance for workers compensation policies.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected a sample of 62 automobile policies issued or renewed during
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the examination period for testing of rate classifications, premium discounts and surcharges. Eide
also selected 32 commercial policies for testing. Eide verified that all affinity discounts included
in the examined policies were on the filed list maintained by the Division. Eide verified that each
policy’s premium discounts and surcharges were compiled according to statutory and regulatory
requirements.

Transaction Testing Results:

Findings: None.

Observations: It appears from Eide’s testing of 94 new or renewal policies he
Company calculates premium, premium discounts and surcharges for multi Wrages
in accordance with statutory and regulatory requirements. %

Recommendations: None. 0
P O

Standard VI-5. Schedule rating or individual risk premium ication plans, where
permitted, are based on objective criteria with usag rted by appropriate

documentation. Q,

M.G.L. c. 152, § 153A.

Objective: This Standard is concerned wi C;Iculation of risk premium, and whether
assigned class codes are properly supported-wi equate documentation.

The Commonwealth of Massachusét kestablished the WCRIB to set the standards for
workers compensation rates and discounts provided in the Commonwealth of Massachusetts.
Pursuant to M.G.L. c. 152 § 15 mpany is permitted to make downward deviations in rates
pending prior approval of the Division

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

s The any uses the underwriting manual produced by the WCRIB as their own
erwriting manual.

-@ ompany’s producers are allowed to write workers compensation policies for the
mpany.

% The Company continuously performs premium audits to ensure that the rates and codes
applied to policies are appropriate.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected a sample of 32 workers compensation policies issued or
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renewed during the examination period for testing of rate classifications, premium discounts and
surcharges. Eide examined the rates and class codes assigned to the policy, and recalculated the
premium to ensure compliance with the guidelines set forth by the WCRIB. Eide also examined
documentation of premium audits performed by the Company to discover any trends of improper
class code application, and to ensure that all findings from the audit were followed up with
corrective action. Finally, Eide searched the sample for deviations from the WCRIB rates, and
ensured that any deviations were properly filed with the Division for approval.

Transaction Testing Results:

Findings: None. '{
N

Observations: It appears from Eide’s testing of 32 workers compensatio ies issued
or renewed during the examination period that the Company calculates figk-premium in
compliance with statutory and regulatory requirements.

Recommendations: None. %:j

Standard VI1-6. Verification of use of the filed expense Ws; the company should be
using a combination of loss costs and expense multipliers:filed with the Department.

N

Objective: This Standard is concerned with ho t&ak premium is calculated, and whether the
Company is using expense multipliers that ara@wi the Commonwealth.

of this Standard:

Controls Assessment: The foIIowing@aﬁons were noted in conjunction with the review

s The Company uses th mvriting manual produced by the WCRIB as their own
underwriting manual.

s The Company’s rs are allowed to write its workers compensation policies.

inuously performs premium audits to ensure that appropriate rates and
to policies.

codes areéé
Controls Reli}(}g. Controls tested via documentation inspection, procedure observation and/or
corrobo@ﬂ inquiry appear to be sufficiently reliable to be considered in determining the extent

of tr@bn testing procedures.
o)

action Testing Procedure: Eide interviewed Company personnel with responsibility for the
unde?writing process. Eide selected a sample of 32 workers compensation policies issued or
renewed during the examination period for testing of expense multipliers. Eide compared the
expense multipliers used by the Company with the expense multipliers outlined in the WCRIB
manual.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of Eide’s testing of 32 new or renewal workers
compensation policies, it appears that expense multipliers are applied in compliance with
statutory and regulatory requirements.

Recommendations: None.

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

Objective: This Standard is concerned with the accuracy of premium audits @ed by the
Company on commercial policyholders. Specifically, it is concerned that t@e applied to

payroll are appropriate for the client circumstances.

Controls Assessment: The following key observations were noted i %{ition with the review
of this Standard: Q

s The Company uses the underwriting manual p % by the WCRIB as their own
underwriting manual.

s The Company’s producers are allowed to write ‘its workers compensation policies.
= The Company continuously performs premi udits to ensure that appropriate rates and
codes are applied to policies. é

Controls Reliance: Controls tested vi Qntation inspection, procedure observation and/or
corroborating inquiry appear to be su&n y reliable to be considered in determining the extent

of transaction testing procedures. Yy

Transaction Testing Proced
underwriting process. Ei
renewed during the e

e interviewed Company personnel with responsibility for the
ted a sample of 32 workers compensation policies issued or
ion period for testing of audit premium accuracy. Eide compared the

rates used by the with the rates outlined for the same class code in the WCRIB manual.
Eide also consid e appropriateness of the class codes assigned to each insured. Finally, Eide
examined th y’s audit findings, and ensured that the Company adjusted its underwriting

practices for th ewal policy.

Tran@kﬂastinq Results:

Findings: None.

Observations: It appears from Eide’s testing of 32 workers compensation policies issued
or renewed during the examination period that the Company conducts accurate premium
audits in accordance with statutory and regulatory requirements.

Recommendations: None.
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Standard VI1-8. Verification of experience modification factors.

Objective:  This standard is concerned that the Company applies appropriate experience
modification discount to policies. Experience modification factors in Massachusetts are
determined by the WCRIB.

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

= The Company uses the underwriting manual produced by the WCRIB W own
underwriting manual. ‘%
olici

= The Company’s producers are allowed to write its workers compensati icies.
s The Company continuously performs premium audits to ensure th%pr priate rates and

codes are applied to policies.

0fi™g

Dy
of transaction testing procedures. QO
Transaction Testing Procedure: Eide interviewed C@@ personnel with responsibility for the
underwriting process. Eide selected a sample of ers compensation policies issued or
renewed during the examination period for -testing- of experience modification application
accuracy. Eide examined the experience modification factor utilized in the policy, and ensured
that it agreed with the experience modifi ctor recorded on the WCRIB’s website. Eide

e-“tha

examined the WCRIB’s website to t any policies not including an experience
modification were not approved for the*discount.

Transaction Testing Results: E )

Findings: None.

Observations: result of Eide’s testing of 32 workers compensation policies issued or
renewe the examination period appears to show that experience modifications
are e

ly applied in accordance with statutory and regulatory requirements.

Recomﬁ!etions: None.

dure observation and/or
d in determining the extent

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

ti

\Staﬁdgrd VI1-9. Verification of loss reporting.

Objective: This standard is concerned with the Company’s adequacy in maintaining loss
information under each workers compensation policy and reporting of losses on unit statistical
reports to the NCCI.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
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s The Company uses the underwriting manual produced by the WCRIB as their own
underwriting manual.

= The Company’s producers are allowed to write its workers compensation policies.

= The Company continuously performs premium audits to ensure that the rates and codes
applied to the policy are appropriate.

= The Company maintains loss information on each policy in an easy to access and review
manner.

= The Company has policies and procedures in place to ensure timely and accurate
reporting to the National Council on Compensation Insurance. (“NCCI”). \)

Controls Reliance: Controls tested via documentation inspection, procedure o n and/or
corroborating inquiry appear to be sufficiently reliable to be considered in det ing the extent

of transaction testing procedures. %

Transaction Testing Procedure: Eide interviewed Company person sponsibility for the
underwriting process. Eide selected a sample of 32 workers compensation policies issued or
renewed during the examination period for testing of loss enance and reporting. Eide
examined the Company’s loss history for each policy, a procedures for reporting unit
statistical data to the NCCI.

Transaction Testing Results: @

Findings: None.

S

Observations: Based on the f Eide’s testing of 32 new or renewal workers
compensation policies, it appears=that the loss reporting procedures are appropriately
applied and timely forwarc{s to'the NCCI in accordance with statutory requirements.

Recommendations: None.

Standard VI1-10. l@ion of company data provided in response to the NCCI call on
deductibles.

Obijecti This standard is concerned with the Company’s compliance with reporting
dedu@ the NCCI, which uses this information to identify trends in the insurance industry.

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

s The Company uses the underwriting manual produced by the WCRIB as their own
underwriting manual.

= The Company’s producers are allowed to write its workers compensation policies.

s The Company continuously performs premium audits to ensure that appropriate rates and
codes are applied to the policies.
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= The Company maintains loss information on each policy in an easy to access and review
manner.

»  The Company has policies and procedures in place to ensure timely and accurate
reporting to the NCCI.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibili%he
ssue

underwriting process. Eide selected a sample of 32 workers compensation policie\i) or

renewed during the examination period for testing of reporting of deductibles.

Transaction Testing Results: C 0

Findings: None. C
Observations: Based on the results of Eide’s testi @2 new or renewal workers
i
o

compensation policies, it appears that the de reporting procedures are
appropriately applied and timely forwarded to l% | in accordance with statutory

requirements. Q
Recommendations: None. Q

Standard VI-11. The company under, N,n,cﬂpractices are not unfairly discriminatory. The
company adheres to applicable st@, ules and regulations and company guidelines in

the selection of risks. \
M.G.L. c 175, 8§ 162F and

Automobile; M.G.L.p& 22E, 95B, 113K, and 113N; M.G.L. c. 175E, § 4.

Objective: T %rd is concerned with whether unfair discrimination is occurring in the sale
of insurance.

Purs %{G.L. c. 175, § 22E, no insurance company, and no officer or producer thereof in its
b Il refuse to issue, renew or execute as surety a homeowners or motor vehicle liability
p% or bond, or any other insurance based on the ownership or operation of a motor vehicle
because of age, sex, race, occupation, marital status, or principal place of garaging of the vehicle.
Pursuant to M.G.L. c. 175, § 95B, discrimination against abuse victims is prohibited in the course
of underwriting property insurance. Pursuant to M.G.L. c. 175, § 113K, individuals over the age
of 16 are entitled to receive automobile insurance. M.G.L. c. 175, § 113N prohibits the use of
physical examinations in the underwriting process. According to M.G.L. c. 175, § 162F,
producers have the right to use personal insurance information in obtaining coverage. M.G.L. c.
175, 8§ 193T prohibits discrimination based on blindness, mental retardation, or physical
impairment unless verified by actuarial support. Pursuant to M.G.L. ¢. 175E, § 4, risks shall not
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be grouped by sex, marital status or age, except to produce the reduction in rates for any insured
age sixty-five or older.

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

s The Company’s written underwriting guidelines are designed to reasonably assure
appropriate acceptance and rejection of risks.

= Company policy prohibits unfair discrimination in underwriting in accordance; with
M.G.L. c. 175E, § 4 and c. 175, § 22E, and will accept any risk unless the consdn%has
outstanding balances due to insurers over the previous year, or has a his of non-
payment of premium over the past two years.

Controls Reliance: Controls tested via documentation inspection, procedure abservation and/or
corroborating inquiry appear to be sufficiently reliable to be considere n%rmmmg the extent
of transaction testing procedures. Q)

Transaction Testing Procedure: Eide interviewed Company per f
underwriting process. Eide selected a sample of 94 policies : g' all lines of business issued
or renewed during the examination period for testing of an air discrimination in underwriting.

Ten of the 94 tested policies were cancelled dur| amination period, and those were
compared to the other 84 policies to ensure that s is
|

Ks were not handled differently. All
policies tested were also compared to others wi

r circumstances to ensure consistent
application of discounts and surcharges. %
Transaction Testing Results: Q

Findings: None.

Observations: Based gh results of Eide’s testing of the 10 policies cancelled during

|th responsibility for the

the examination ide noted no evidence that the Company’s underwriting
practices are unf riminatory.

Recommendaﬂons@

Standard_VI-12.’All forms and endorsements forming a part of the contract are listed on
the dec ion page and should be filed with the department of insurance (if applicable).

175, 88 2B, 22A, and 192.
Automobile; M.G.L. c. 175, § 113A.

Workers Compensation; 211 CMR 113.00 and 115.00.

Objective: This Standard is concerned with whether policy forms and endorsements are filed
with the Division for approval.
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M.G.L. c. 175, § 2B describes policy form language; all items forming a part of the contract are
listed on the declaration page, and filed with the Division. M.G.L. c. 175, § 22A and 113A states
that such policy forms must be filed with the Division for approval. Pursuant to M.G.L. c. 175, §
192, endorsements are part of policy forms and also are required to be filed with the Division for
prior approval. Pursuant to 211 CMR 113.00, every insurer licensed to write workers
compensation policies shall offer small deductible plans as an optional endorsement. Pursuant to
211 CMR 115.00, only companies with over $375,000 in Massachusetts written premium are
eligible to issue large deductible policies.

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

= The Company uses standard industry forms and endorsements for aut %nsurance
that are approved by the Division prior to use. Q

m  The Company utilizes standard industry forms that include% RIB required

disclosures for workers compensation policies.

Controls Reliance: Controls tested via documentation inspecti@ dure observation and/or
corroborating inquiry appear to be sufficiently reliable to beQ d in determining the extent

of transaction testing procedures. %

Transaction Testing Procedure: Eide interviewed any personnel with responsibility for the
underwriting process. Eide selected a sample of 94%policies covering all lines of business issued
or renewed during the examination period for testing of the use of the standard policy forms and
approved endorsements in compliance wit requirements. The standard forms used for

each policy, along with all endorsements tive on the policy, were compared to the forms

approved by the Division. é
Transaction Testing Results: Yy
Findings: None. :‘§

Observation :@ on the results of Eide’s testing of 94 new or renewal policies, it
appears t mpany is using the standard policy forms and endorsements approved
by the isign in compliance with statutory requirements. Examination of 30 workers

comﬂﬁ%ﬂ policies indicated that they had reasonably small deductibles offered.

mination of 2 large deductible workers compensation policies indicated that the
y complies with the requirements set forth in 211 CMR 115.00.

&@daﬁons: None.

Standard VI-13. Producers are properly licensed and appointed (if required) in the
jurisdiction where the application was taken.

See the Producer Licensing Section Standards I1V-1 and 1V-2.
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Standard VI-14. Underwriting, rating and classification are based on adequate information
developed at or near inception of the coverage rather than near expiration, or following a
claim.

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

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

= Written policies and procedures are designed to reasonably ass Si tency in
application of underwriting guidelines, rating classifications, prem@h counts and
surcharges at the inception of coverage.
= Company relies on pre-inspection services, information from@ urers and physical
e

documentation to provide information pertinent to assig s and discounts to
automobile policies

s The Company relies on the WCRIB to determine e modlflcatlon factors and
rates for the various class codes.

Controls Reliance: Controls tested via documen ectlon procedure observation and/or
corroborating inquiry appear to be sufficiently I’;h 0 be considered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide i ed Company personnel with responsibility for the
underwriting process. Eide selected mple of 94 policies covering all lines of business issued
or renewed during the examination period for testing of whether underwriting, rating and
classification are based on ade information developed at or near inception of the coverage.
Discounts and surcharges gi traced to source documentation provided by producers. Eide
verified that the SDIP and discounts that were assigned to policies were assessed
based on the insured g'J%‘(d not on excluded drivers. Eide also discussed with responsible
Company personn& ementation of corrections to the SDIP classifications for automobile

drivers, and the reimbursement to policyholders of excess premium paid as

lassifications, as outlined in their response to the Division’s prior targeted

’s sample included policies which included SDIP surcharges and discounts

which g test d for accuracy and proper application of credits or payments if applicable. In

addlt e'reviewed database information to ensure that adequate information was available at
f

t% e underwrltlng decision was made.
Transaction Testing Results:

Findings: None.

Observations: Through examining available documentation of discounts and surcharges
given, Eide believes that the Company is properly applying discounts. However, there
was inadequate documentation provided to support the discount given for one of the
policies tested which appears to have been an isolated incident. Eide found no incorrect
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SDIP classifications, and the corrective actions taken by the Company appeared
reasonable.

Recommendations: None.

Standard VI1-15. File documentation adequately supports decisions made.

Objective: This Standard is concerned with whether the Company has adequate documentation to
support its underwriting decisions, including applications, support for discounts Kpli; nd

physical inspections when required %
Controls Assessment: The following key observations were noted in conjuncti@ the review
of this Standard:

= Written company policies and procedures are design
information is obtained and maintained by the Company or«

s The Company educates producers by various mean
information and written guidelines.

s The Company relies on pre-inspection servic mation from prior insurers, and
physical documentation to provide informati ertinent to assigning rates and discounts
to automobile policies

m  The Company relies on the WCRIB termine experience modification factors and
rates for the various class codes. Q

t sure that required
roducers.

ing on-site training, online

Controls Reliance: Controls tested Xﬂmentation inspection, procedure observation and/or
corroborating inquiry appear to be ci ntly reliable to be considered in determining the extent
of transaction testing procedure

Transaction Testing Pro Eide interviewed Company personnel with responsibility for the
underwriting process Iected 94 policies covering all lines of business issued or renewed
during the exami |0d for testing of whether adequate documentation exists to support
underwrltlng made
Transaction T Results

ings: None.

Q Observations: Through examining available documentation of discounts and surcharges
given, Eide believes that the Company normally has adequate documentation. However,
there was inadequate documentation provided to support the discount given for one of the
policies tested which appears to have been an isolated incident. Eide found all other files
adequately documented in all cases.

Recommendations: None.
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Standard VI1-16. Policies and endorsements are issued or renewed accurately, timely and
completely.

Automobile; M.G.L. c. 175, § 113S; 211 CMR 94.00.

Objective:  This Standard is concerned with whether the Company issues policies and
endorsements timely and accurately.

Pursuant to M.G.L. c. 175, § 113S, pre-insurance inspection of vehicles is required for all new
vehicles and the vehicles of existing customers who have been customers for at least 3 years:211
CMR 94.00 describes the standards and procedures for conducting pre-insur K)ehicle
inspections, and the exemptions from such requirements.

Controls Assessment: The following key observations were noted in conj ti@lth the review
of this Standard: %

= Company policy requires the use of the standard %ﬁi)setts policy forms and
endorsements which are approved by the Division.

= The Company’s producers are required to use such-forms and endorsements as guidelines
when providing quotes to consumers at the time ication.

= Policyholders receive a renewal notice on y can request coverage changes 35
days prior to their automobile policy renew

ate:

= Policyholders receive a renewal notice on.whieh they can request coverage changes 10 to
90 days prior to the effective da renewal workers compensation policy. The
average Company renewal noti ived 30 days prior to the effective date of the

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

renewal. (%
Controls Reliance: Controls test ??, ocumentation inspection, procedure observation and/or
i§s

of transaction testing procalu
Transaction Testing P&J&d e: Eide interviewed Company personnel with responsibility for the
underwriting pro Eide' selected a sample of 94 policies covering all lines of business issued

or renewed d examination period to test whether new and renewal policies including
endorsement issued timely and accurately. The date renewal letters were sent was
compared-to th ective date of coverage for renewal policies.

Transac esting Results:

Findings: None.

Observations: Based on the results of Eide’s testing, it appears that the Company issues
new and renewal policies, including endorsements, timely and accurately.

Recommendations: None.
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Standard VI1-17. Audits when required are conducted accurately and timely.

Objective: This Standard is concerned that premium audits be performed correctly and timely on
workers compensation policies when required.

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

s The Company uses the underwriting manual produced by the WCRIB as t&wn
underwriting manual.

= The Company’s producers are allowed to write its workers compensatio icies for the
Company. Q

= The Company continuously performs premium audits to ensure that the=rdates and codes
applied to the policy are appropriate. %)

Controls Reliance: Controls tested via documentation inspection ure observation and/or
i

O
corroborating inquiry appear to be sufficiently reliable to be n determining the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Comp ersonnel with responsibility for the
underwriting process. Eide selected a sample of ers compensation policies issued or
renewed during the examination period for testing“the accuracy of audits, and whether their
findings were corrected within a reasonable pz%gf time.

Transaction Testing Results: (§\0

Findings: None.

Observations: Ba e results of Eide’s testing, it appears that the Company
performs premi audits in a manner consistent with statutory and regulatory
requirements, ars to follow up on the audit findings within a reasonable period

of time. @
Recommenda}b\m&ne.

Stan -18. Company verifies that VIN number submitted with application is valid and
t% rrect symbol is utilized.
u

Automobile; 211 CMR 94.08.

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

211 CMR 94.08 requires that pre-insurance inspections of vehicles verify the VIN.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

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

= Company policy and procedures require that pre-insurance inspections of vehicles verify
the VIN as required by 211 CMR 94.08.

= The Company uses insurance industry software linked to the 1SO 9000 to verify the
VIN’s accuracy, and to obtain the correct symbol for that particular vehicle.

= The Company manually breaks down a VIN according to the AIB manual when it cannot
be found in the 1ISO 9000 database.

Controls Reliance: Controls tested via documentation inspection, procedure o n and/or
corroborating inquiry appear to be sufficiently reliable to be considered in det ing the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personne
underwriting process for capturing the VIN information. Eide
transactions to gain understanding of the VIN entry into the 1SQ database, and how information
related to that VIN is gathered. Eide selected a sample @% automobile policies issued or
renewed during the examination period, and re-verified t I ilizing the Company’s software
linked to the 1SO 9000.

esponsibility for the
ed walkthroughs of

Findings: None.

Transaction Testing Results: ; Q

Observations: Based on the, results of Eide’s testing, it appears that the Company
verifies VIN numbers in anner consistent with statutory and regulatory requirements.
There was inadequate ation for 2 of 62 VINs which were not verified as correct
by ISO 9000. Eide.d ined these to be isolated incidents through review of the
remaining samp% with interviews conducted with personnel.

Recommendations

Standard %\9, The company does not engage in collusive or anti-competitive
underw, practices.

fting
M.GL. c ;76D, 88 3(4) and 3A.

Obijective: This Standard is concerned with whether the Company has engaged in any collusive
or anti-competitive underwriting practices.

Pursuant to both M.G.L. c. 176D, § 3(4) and M.G.L. c. 176D, 8§ 3A, it is an unfair method of
competition and an unfair or deceptive act or practice in the business of insurance to enter into
any agreement or to commit any act of boycott, coercion or intimidation resulting in, or tending to
result in, unreasonable restraint of, or monopoly in, the business of insurance.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= Company policy is to accept any risk unless the consumer has outstanding balances due
to insurers over the previous year, or has a history of non-payment of automobile
insurance over the past two years, in compliance with statutory requirements.

= The Company must accept all automobile business from producers known as “ERPs” that
are assigned to them by CAR.

= Automobile premium rates are determined annually by the Division and are consistent
among all private passenger automobile insurers. As such, anti-trust pricing conc re

minimal for private passenger automobile policies.
= Commercial rates are determined biannually by the WCRIB and are conm’%a ong all

commercial insurers. As such, anti-trust pricing concerns are mini r workers
compensation policies issued in Massachusetts.
Controls Reliance: Controls tested via documentation inspection, u ; observation and/or

corroborating inquiry appear to be sufficiently reliable to be consi
of transaction testing procedures.

determining the extent

Transaction Testing Procedure: Eide interviewed Comp ersonnel with responsibility for the
underwriting process. Eide selected a sample of 94 policies eovering all lines of insurance issued
or renewed during the examination period to t ether underwriting practices appeared
collusive or anti-competitive. All available paper. and:glectronic documentation in each policy file
was examined, including on-screen notes pre y the underwriters.

Transaction Testing Results: (Q\Q

Findings: None.

Observations: Based.o results of Eide’s testing, Eide noted no instances where the
Company’s unde@ olicies and practices appeared collusive or anti-competitive.

Recommendations

Standard V!-S(\F%.he company underwriting practices are not unfairly discriminatory. The
dh

compan%ﬂe es to applicable statutes, rules and regulations in application of mass

rr&&@ ns.

L. c. 175, § 193R.

Objective: This Standard is concerned that the Company’s underwriting practices are not unfairly
discriminatory, and are in compliance with applicable statutes, rules and regulations.

Pursuant to M.G.L. c. 175, § 193R any design or plan whereby insurance is afforded to
employees of an employer, or to members of a trade union, association, or organization and to
which the employer, trade union, association or organization has agreed to or in any way
affiliated itself with, assisted, encouraged or participated in the sale of such insurance to its
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employees or members through a payroll deduction plan or otherwise is a mass merchandising or
group marketing system, and such practices must be in compliance with applicable statutes and
regulations, and not be unfairly discriminatory.

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

= Written Company underwriting guidelines are designed to assure reasonable consistency
in application of premium discounts and surcharges, and underwriting practices that are
not unfairly discriminatory.

= The Company provides the same discount of between 5-8% to each member ef any, given

affinity group.
= Premium discounts available to affinity groups are filed with an ed by the
Division.

= Experience modification status is determined by the WCRIB fc@rcial policies.

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

of transaction testing procedures.
Transaction Testing Procedure: Eide interviewed Comp ersonnel with responsibility for the
marketing and underwriting processes. Eide selecAQ sample of 94 policies from all lines of

business issued or renewed during the examination period for testing of premium discounts.
Transaction Testing Results:

Findings: None. (Q\

Observations: Based
appears that each of the

was not unfairly %
Recommendations

sults of Eide’s testing of 94 new or renewal policies, it
ium discounts was properly applied, and that the application

Standard V!-%.\AII group personal lines property and casualty policies and programs meet
minimu

@U ements.
’\%@ 75, § 193R.

Objective: This standard is concerned with whether all group policies meet the minimum
requirements, and whether the group exists for more than the sole purpose of receiving group
rates.

Pursuant to M.G.L. c. 175, § 193R, group rates are allowed but must not be higher than the same

rate in the individual market; individuals cannot be canceled except for fraud or non-payment,
and insurers must maintain 3 years of group loss history.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

e The Company has an approved group listing that is updated annually.

e The Company has procedures in place to ensure that groups have been formed for more
than the sole purpose of receiving group rates.

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

underwriting process. Eide selected 62 private passenger automobile policies renewed
during the examination period to test whether group policies are proper ed, with rates
not higher than in the individual market. Seventeen (17) of the 62 teste included a group
discount. Eide ensured that the approved group listing is complete a e. Eide traced each
group policy to the list of approved groups maintained by the Divisi ide also verified that the

rate structures were identical for both the individual and group @ efore any discounts were
applied, thus ensuring that the base rates were non-discrimin .
Transaction Testing Results: Q

Findings: None.
Observations: The results of Eid SE' g of 17 new and renewal group policies with

discounts applied appeared to at the Company’s group underwriting practices
comply with statutory and regutatory requirements.

Recommendations: None. Q;

Transaction Testing Procedure: Eide interviewed Company personnel with res cﬂ%ix)for the

ap

Standard V1-22. %&L@ls and declinations are not unfairly discriminatory.

Automobile; M.G.L. c. 175, §§ 22E and 113D,

Objective:  This Standard is concerned with the fairness of application rejections and
declinations.

M.G.L. c. 175, § 193T prohibits discrimination based on blindness, mental retardation or physical
impairment unless verified by actuarial support. Pursuant to M.G.L. c. 175, § 22E, no insurance
company or producer thereof in its behalf, shall refuse to issue, renew or execute as surety a
motor vehicle liability policy or bond, or any other insurance based on the ownership or operation
of a motor vehicle because of age, sex, race, occupation, marital status, or principal place of
garaging of the vehicle. In addition, M.G.L. c. 175, 8 113D states that any person aggrieved by
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the refusal of any company or a producer thereof to issue such a policy may file a written
complaint with the Commissioner within ten days after such refusal.

Controls Assessment: See Standard VI - 11.

Controls Reliance: See Standard VI —11.

Transaction Testing Procedure: See Standard VI - 11.

Transaction Testing Results: See Standard VI - 11.

Recommendations: See Standard VI - 11. :‘@)

Standard VI1-23. Cancellation/non-renewal and declination noti e%}xply with policy
provisions and state laws and company guidelines.

M.G.L. c. 175, 8§ 187C and 193R. QO

Automobile; M.G.L.c. 175, 88 22C, 113A and 113F.

Objective: This standard is concerned that ade uat%otice to policyholders is provided prior to
policy cancellations and non-renewals, and l%@licy declinations state the reasons for such

declinations.
Pursuant to M.G.L. c. 175, § 22C, @n of automobile policies can only occur due to
nonpayment, fraud, driver suspensio&a ure to comply with renewal requirements after a 30
day notice. Pursuant to M.G.L. c. 13A, no cancellation of the policy shall be valid unless
written notice of the specific re or such cancellation is given at least 20 days prior to the
effective date thereof, which all be set forth in the notice. M.G.L. c. 175, § 113F states that
any Company which do tend to issue, extend or renew a motor vehicle liability policy
shall give written noti® insured (or producer in certain circumstances) of its intent 45 days
prior to the terminat ective date. Such notice must also be sent to the Registry of Motor
Vehicles. Ever nce producer or broker receiving such notice from a company shall, within
15 days of i send a copy of such notice to the insured, unless, prior to such notice being
issued, anotherwinsurer has issued a motor vehicle policy covering that insured’s vehicles.
Pursuan@ L. c. 175, § 187C, any Company shall effect cancellation by serving written
notic as provided by the policy, and by paying the full return premium due. M.G.L. c.
, R allows cancellation of an individual certificate holder within a group policy only due
to d or non-payment.

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

m Past due notices on automobile policies are sent 11 days after the premium due date.
Cancellation notices are sent 34 days after the premium due date, with policy cancellation
effective 48 days after the due date.
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s Commercial policyholders are usually given a minimum of 30 days notice of
cancellation.

= Reminder notices are not sent prior to the notice of cancellation.

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

underwriting process. Eide selected a sample of 94 policies from all lines of business issued or

renewed during the examination period for underwriting testing. Of the 94 policigs, ere

cancelled policies. These 10 policies were examined to ensure that the reasons fo gy\lation

and the prior notice of cancellation complied with statutory requirements. The or each
a

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility ﬁr the
10

policy’s cancellation or non-renewal was compared to the Company’s under g Cancellation
policy guidelines. Eide verified that the cancellation form used was the s rd=approved form,
and that the date of the cancellation letter, when compared to the c on effective date,

showed that timely notice was given within statutory guidelines. :

Transaction Testing Results:

Findings: None. %{r

Observations: The Company appears @e standard approved forms for all

cancellation notices.
Recommendations: None. Qé

laws, including the amount of notice provided to the insured and other parties to

Standard VI-24. Cancellation/N(%gr}wal notices comply with policy provisions and state
the contract.

M.G.L. c. 175, 8§ 187 and 193R.

Automobile; NL&C 75, 88 22C, 113A and 113F.

Refer ta@ VI1-23 for control assessments, testing procedures and testing results.

Standard VI1-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.

M.G.L. c. 175, 88 187B and 187C.

Automobile; M.G.L.c. 175, 88 113A and 176A; 211 CMR 85.00.

Objective: This Standard is concerned with the proper calculation and return of unearned
premium upon timely cancellation of policies.
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M.G.L. ¢ 175, § 113A provides, in part, that in the event of cancellation of a motor vehicle policy
by either the insured or the company, the insured, if he has paid the premium to the company, is
entitled to a return of premium calculated on a pro rata basis. Under M.G.L. c. 175, 8 176A,
premium refunds due to cancellations must be paid within 30 days to the policyholder and notice
must be given. Pursuant to M.G.L. c. 175, § 187B, a company is required to give notice of the
refund due, as well as to pay the proper amount of unearned premium upon policy termination.
Under M.G.L. c. 175, 8 187C, a company canceling a policy of insurance must tender the full
return premium due, without deductions, at the time the cancellation notice is served on the
insured. Pursuant to 211 CMR 85.00, short rate tables may be required to calculate premium
refunds, depending on when the cancellation occurred. )«

Controls Assessment: The following key observations were noted in conjunction w%‘ N}eview

of this Standard:

and paid timely.
= The Company employee who receives a cancellation reques%
underwriting department noting the cancellation date {and

premium due. Q,

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

s Company policy requires that premium refunds on cancellatiosé;%alculated properly

a memorandum to the
amount of any return

Transaction Testing Procedure: Eide interviewe
underwriting process. Eide selected a sa f 94 policies from all lines of business issued or
renewed during the examination period fo
were cancellations or non-renewals. Each. of these 10 policies was tested for timely payment of
proper refund amounts. Each of the ancelled policies we tested had a refund due. The date on
the return of premium check wa ared to the effective end date of the policy.

Findings:

In one instance the Company recalculated the unearned premium due

remium audit was performed. This is normal protocol in a workers’

nsation program but took longer than the remaining sample of refunds. This is not

xception since the sample was drawn across several lines of business in which

Q andard timeliness varies. Premium refunds otherwise generally appear to be properly
calculated and returned timely.

Recommendations: None.
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Standard V1-26. Rescissions are not made for non-material misrepresentation.

M.G.L. c. 175, § 187D.

Automobile; M.G.L. c. 175, § 22C.

Objective: This Standard is concerned with whether decisions to rescind and to cancel coverage
are made appropriately.

except for nonpayment of premiums, the failure to complete the application, fraud terial
misrepresentation in the application. The statute allows cancellation when the operater's’license,
or motor vehicle registration of the named insured or of any other person who % in the same
household as the named insured and who usually operates a motor velg:' le Tasured under the

M.G.L. c. 175, § 22C states that a motor vehicle policy shall not be cancelled by aQ% E%any

policy, has been under suspension or revocation during the policy perio he insured refuses
to comply with a request for inspection of his vehicle by the insurer, . 175, § 187D also
allows the cancellation of the policy for nonpayment of premium.

Controls Assessment: The following key observations were Qconjunction with the review
of this Standard:

= Company policy requires compliance wiu@riting guidelines in accordance with

M.G.L. c. 175, 88 22C and 187D.

= Written Company underwriting guid@%@re designed to reasonably assure appropriate
acceptance and rejection of risks.

Controls Reliance: Controls tested vi %mentation inspection, procedure observation and/or

corroborating inquiry appear to be iciently reliable to be considered in determining the extent
of transaction testing procedure

Transaction Testing Prof% Eide interviewed Company personnel with responsibility for the
underwriting process. (Ei lected a sample of 94 policies from all lines of business issued or
renewed during t ination period for underwriting and rating testing. Of the 94 selected
policies, 10 were lled policies. The reason for cancellation of each of the 10 policies was
reviewed to eﬁie at it was within statutory guidelines.

Trans sting Results:

Q indings: None.

Observations: Based on the results of Eide’s testing of cancellations during the
examination period, cancellations do not appear to be made in violation of statutory
requirements.

Recommendations: None.
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Standard V1-27. All policies are correctly coded.

Objective: This Standard is concerned with the accuracy of statistical coding.

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

assure reasonable consistency in classification and rating.

s The Company has written underwriting policies and procedures that are deTDto
= Rates, premiums and discounts are annually submitted to and approved by the Divi

and the Company applies such rates to information provided by the nt to
determine final premium.
= The Company’s policies and procedures require that Company person irm that the

coding reported by the producer is correct and current.
s The Company has a process to correct data errors and make an@ s needed.

Controls Reliance: Controls tested via documentation inspecti ;edure observation and/or
corroborating inquiry appear to be sufficiently reliable to be d in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: Eide mterwewed personnel with responsibility for the
underwriting process to determine whether ther su |C|ent controls to ensure accurate and
timely completion of statistical reports.

Transaction Testing Results:

Findings: None.

Observations:  Thr ing performed on the 94 selected policies, the Company’s

statistical coding % 0 be accurate.
Recommendations: Q.
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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 VII-1. The initial contact by the company with the claimant is within the required
time frame. ‘i

M.G.L. c. 176D, § 3(9)(b).

Objective: This Standard is concerned with the timeliness of the Company-s Q contact with
the claimant. r%

acknowledge and act reasonably promptly upon communicatio respect to claims arising
under insurance policies.

Controls Assessment: The following key observation\vfls%@d in conjunction with the review

of this Standard: Q
s The Company has written policies and%dures governing the claims handling process.
d

s The Company primarily uses in‘x justers that are Company employees, but will

Pursuant to M.G.L. ¢. 176D, § 3(9)(b), unfair claims settlem@%t ces include failure to

use independent adjusters as ctates.

= Claims are typically received viasphone for both automobile and commercial policies, but

insureds have the optio t\o‘%v a claim via fax or mail.

= All claim notificati elated correspondence are recorded on a mainframe based
automated claim n ent system.

= Reserves, whi probable amounts payable resulting from a claim, are usually
recorded t% y, but never more than five days after receiving the claim.

ollows CAR’s policy of requiring response to all physical damage claims
siness days from the receipt of a loss report. Appraisers are dispatched to
all physical damage claims.

adjudic
. &Gompany follows CAR’s policy of contacting all injured persons, or their legal
Q} esentatives, within two business days of receipt of a claim.
% he Company follows CAR’s policy of contacting an uninjured person, or their legal
representative, within three business days of receipt of a claim.
= Claims management personnel can access the claims system to monitor open claims.

= Quality Control Reviews are conducted monthly by team managers and supervisors, who
then draft and timely implement recommendations for any findings.

= The Home Office also performs the following file review audits: Bl Closed File Review,
SIU Quality Assurance Review, Appraisal Quality Assurance Review, and the Property
Quality Assurance Review. Any findings are relayed to the appropriate department. If the
finding is related to a process that is being performed incorrectly the process is reformed
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and documented, then communicated to affected individuals. Isolated individual errors
are corrected, and necessary steps to prevent future errors of a similar nature are taken.

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

Transaction Testing Procedure: Eide interviewed Company personnel to understand the claims
handling process and obtained documentation supporting such processes. Eide selected § total
sel

sample of 80 claims paid or closed without payment during the examination period t t the
ed

timeliness of the Company’s initial contact with claimants. Eide verified the date each
Npée was

claim was first reported to the Company, and noted whether the Company’s initial
made in a timely manner according to applicable statutes and Company proceduief.

Transaction Testing Results: C
Findings: None. :‘%
Observations: Eide noted that all but one of 80 ; aims were reported and

investigated according to the Company’s policies ocedures, and responses to
claims correspondence were timely. One claim eded the Company’s typical two to
three day response time in corresponding to a ¢la s attorney. However, it appears to
be an isolated incident when compared to ining sample. Based upon the results
of Eide’s testing, it appears that the Company.’s processes to provide timely responses to
claims correspondence are functioning.in“accordance with their policies and procedures,
and are reasonably timely.

Recommendations: None. (ﬁ\

Standard VI1I-2. Timely investigations are conducted.

M.G.L. c. 176D, § 3(9)(e).

R%%ndard is concerned with the timeliness of the Company’s claims

Objective:
investigation&

PursG.L. c. 176D, 8 3(9)(c), unfair claims settlement practices include failure to adopt
N

ent reasonable standards for the prompt investigation of a claim.

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

= The Company has written policies and procedures governing the claims handling process.

s The Company primarily uses insurance adjusters that are Company employees, but will
use independent insurance adjusters as demand dictates.

= Claims are typically received via phone for both automobile and commercial policies, but
insureds have the option to enter a claim via fax or mail.
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= All claim notifications and related correspondence are recorded on a mainframe based
automated claims management system.

= Reserves, which are probable amounts payable resulting from a claim, are usually
recorded the day the claim is received, but never more than five days after receiving the
claim.

= The Company follows CAR’s policy of requiring response to all physical damage claims
within two business days from the receipt of a loss report. Appraisers are dispatched to
adjudicate all physical damage claims.

= The Company follows CAR’s policy of contacting all injured persons, or their le gal
representatives, within two business days of receipt of a claim.

m  The Company follows CAR’s policy of contacting an uninjured person, ei Iegal
representatives, within three business days of receipt of a claim.
= Claims management personnel can access the claims system to monlto aims.

= Quality Control Reviews are conducted monthly by team manage U erwsors who
draft and timely implement recommendations for any fmdmgs%)
it

= The Home Office also performs the following file review aud Closed File Review,
SIU Quality Assurance Review, Appraisal Quality Assurance Review, and the Property
Quiality Assurance Review. Any findings are relayed ppropriate department. If the
finding is related to a process that is being performed-incorrectly, the process is reformed
and documented then communicated to affected f dividuals. Isolated individual errors are

corrected, and necessary steps to prevent future e of a similar nature are taken.

Controls Reliance: Controls tested via docum t&inspection, procedure observation and/or
corroborating inquiry appear to be sufficientl iable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: Eld iewed Company personnel with responsibility for the
claims handling processes, and ob cumentatlon supporting such processes. Eide selected
a total sample of 80 paid or ¢ hout payment claims during the examination period to
evaluate the Company’s ¢ e Wlth its claims handling policies and procedures. Eide
verified the date that ea Ie ed claim was reported to the Company, and noted whether its
investigation was com@ a reasonable and timely manner.

Transaction Testing Results:
Findin Mone.

rvations: Eide noted whether all paid or closed without payment claims selected for
ting were reported according to Company’s policies and procedures, and that its
claims investigation appeared timely. It appears from Eide’s testing that the Company’s
processes to report and investigate claims are functioning in accordance with their
policies and procedures, and are reasonable and timely.

Recommendations: None.
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Standard V1I-3. Claims are resolved in a timely manner.

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

Automobile; M.G.L. c. 175, 88 1130 and 191A; 211 CMR 123.00.

Objective: The Standard is concerned with the timeliness of the Company’s claim seu{@t .

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

r vehicle liability policy, or
e on account of bodily injury, .
e loss or damage for which the

d of a final judgment for such loss
uty of the company to make payment

Pursuant to M.G.L. c. 176D, 8 3(9)(f), unfair claims settlement practice failing to

M.G.L. c. 175, § 112 states that liability of any company unde
under any other policy insuring against liability for loss or da
death, or damage to property, shall become absolute w
insured is responsible occurs, and the satisfaction by the
or damage shall not be a condition precedent to the ri
on account of said loss or damage.

M.G.L. c. 175, § 1130 states payments to the“insured under theft or comprehensive coverage
shall not be made until a claim form received from the insured stating that the repair
work described in an appraisal ma@am to regulations promulgated by the automobile
damage appraiser licensing board..has een completed. Insurers are required to make such
payments within seven days ofec of the claim form. However, direct payments to insureds
without a claim form may e in accordance with a plan filed and approved by the
Commissioner. Any suc led with the Commissioner must meet stated standards with

regard to procedures for:s g approved repair shops, vehicle inspection, insurer guarantees of
the quality and workimanship on repairs, and prohibitions on discrimination in selection of

vehicles for inspectign. 211 CMR 123.00 sets forth procedures for the Commissioner’s approval
of, and minir@ iirements for, direct payment and referral repair shop plans.

M.G.L. 75, § 191A prescribes information that must be included in a motor vehicle policy.
The poli Il specify that in the event of a loss, the insured must give notice as soon as is
the company. In the event of larceny, the insured must give notice to the police and,

pr
w{% sixty days after filing proof of loss, the company shall pay the amount of loss provided in
the policy.

QD

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

= The Company has written policies and procedures governing the claims handling process.

s The Company primarily uses insurance adjusters that are Company employees, but will
use independent insurance adjusters as demand dictates.
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= Claims are typically received via phone for both automobile and commercial policies, but
insureds have the option to enter a claim via fax or mail.

= All claim notifications and related correspondence are recorded on a mainframe based
automated claims management system.

m  Reserves, which are probable amounts payable resulting from a claim, are usually
recorded the day the claim is received, but never more than five days after receiving the
claim.

= The Company follows CAR’s policy of requiring response to all physical damage claims
within two business days from the receipt of a loss report. Appraisers are dispatched to
adjudicate all physical damage claims.

s The Company follows CAR’s policy of contacting all injured persons, eir, legal
representatives, within two business days of receipt of a claim. ;%
h

= The Company follows CAR’s policy of contacting an uninjured pe their legal
representatives, within three business days of receipt of a claim.

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

= Quality Control Reviews are conducted monthly by team m nd supervisors, who

draft and timely implement recommendations for any fin

= The Home Office also performs the following file reyvi
SIU Quality Assurance Review, Appraisal Qualit
Quality Assurance Review. Any findings are re e appropriate department. If the
finding is related to a process that is being pefformed incorrectly the process is reformed
and documented then communicated to a ed=individuals. If the error is isolated the
individual error is corrected and any steps negessary to prevent future errors of a similar
nature are taken.

= The Company’s policy is to resolve
= The Company reports all suSpe
Insurance Fraud Bureau.
Controls Reliance: Controli@via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing ;@ es.

Transaction Testing“Procedure: Eide interviewed Company claims personnel to understand its
claims handl@e&es and obtained documentation supporting such processes. Eide selected a

its: Bl Closed File Review,
rance Review, and the Property

in compliance with M.G.L. c. 175, § 112.
ed” fraudulent claims activity to the Massachusetts

total sample claims paid or closed without payment during the examination period to
evaluat liance with Company claims handling policies and procedures. Eide verified the
A cted claim was reported, and whether it was timely and reasonably resolved by the

Transaction Testing Results:

Findings: None.

Observations: Eide noted whether each tested claim was timely handled according to the
Company’s policies and procedures. Eide verified the date each selected claim was
reported to the Company and whether it was resolved in a reasonable and timely manner.
Of the 80 claims tested, 51 were closed claims paid within a reasonable amount of time;
21 claims were closed without payment, and 8 claims were open as of fieldwork testing
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with no payment. Of the 21 claims closed without payment, 13 were automobile claims
that either were sent to SIU, the insured withdrew their claim or the claim was closed by
the Company after it did not receive information that was requested from the claimant.
The remaining 8 claims closed without payment were commercial claims where the
injured claimant never went to the doctor, despite multiple notices from the Company of
the need to do so. The 8 claims open with no payment were due to the claim involving
ongoing litigation, or the insurer was waiting for information from the insured. Based
upon the results of Eide’s testing, it appears that the Company’s processes to timely
resolve claims are functioning in accordance with their policies and procedures, as well
as statutory and regulatory requirements.

Recommendations: None. \A){

Standard V11-4. The company responds to claim correspondence in a t'!E\eMnner.

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

Objective: The Standard is concerned with the timeliness of Qpany’s response to all claim
correspondence.

reasonably promptly upon communications wit spect to claims arising under insurance
policies. M.G.L. c. 176D, 8§ 3(9)(e) considers failtre to'affirm or deny coverage of claims within a
reasonable time after proof of loss statemer@ e been completed an unfair trade practice.

V.

Controls Assessment: The following é@

of this Standard:

Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair clai%é ttlement practices include failure to act

ations were noted in conjunction with the review

; to questions about claims in a timely manner.
investigate and resolve all claims according to Company

= Company policy is t
s Company polic

performance
s Claims ers-perform periodic claims reviews throughout each calendar year to
examine iance with Company claims policies.

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

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

testing procedures.
Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes, and obtained documentation supporting such processes. Eide selected a total
sample of 80 claims paid or closed without payment during the examination period to evaluate
compliance with Company claims handling policies and procedures. Eide verified the date each
selected claim was reported to the Company, and noted whether it timely responded to claims
correspondence.
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Transaction Testing Results:

Findings: None.

Observations: Eide noted that all but one of 80 tested claims were reported and
investigated according to the Company’s policies and procedures, and responses to
claims correspondence were timely. One claim exceeded the Company’s typical two to
three day response time in corresponding to a claimant’s attorney. However, it appears to
be an isolated incident when compared to the remaining sample. Based upon the results
of Eide’s testing, it appears that the Company’s processes to provide timely responses to
claims correspondence are functioning in accordance with their policies and% res,

and are reasonably timely.
Recommendations: None. 0%

Standard V1I-5. Claim files are adequately documented.

Objective: The Standard is concerned with the adequac Qrmation maintained in the
Company’s claim records related to the decision on the cla%

Controls Assessment: The following key observati «@ oted in conjunction with the review
of this Standard: Q

= The Company’s written claim p
completed, signed, and maintai

guidelines require that key information be
e file, including, but not limited to:

ccident date, accident description, and names of

o Notice of loss with re
involved parties.

Relevant reports@@stigaﬁng police authorities.
ica

Applicable orts and other investigative correspondence.
Other per&ten communication.
All Ieg% pondence.
D@ d or recorded telephone communication.
" Claimxg' ity is logged and documented in chronological order.
= %u,reserve evaluations, adjustments and assessments are documented.
ce correspondence and investigative reports are scanned and maintained

@ectronically.

Claims managers perform periodic claims reviews throughout each calendar year to
examine compliance with Company claims policies.

© ©0 O O ©

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

Transaction Testing Procedure: Eide interviewed Company claims personnel to understand
claims handling processes, and obtained documentation supporting such processes. Eide selected
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a total sample of 80 claims paid or closed without payment during the examination period to
evaluate the Company’s compliance with its claims handling policies and procedures. Eide
reviewed the file for each selected claim and noted whether its documentation was adequate.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that claims were reported and investigated according to the
Company’s polices and procedures, and that claim file documentation was adequ%

Recommendations: None. \)

Standard VII-6. Claims are properly handled in accordance with IicWovisions and
applicable statutes, rules and regulations. é;%

M.G.L. c. 176D, 8§ 3(9)(d) and 3(9)(f); M.G.L. c. 175, §§ 22|,C25, 11F, 112, 112C and
193K.

Automobile; M.G.L.c. 175,88 113J and 1130; 211 C@O and 133.00.

Workers Compensation; 211 CMR 112.00.

Objective: The Standard is concerned wit proper claim settlement amounts are paid to
appropriate claimants/payees.

),%ir claims settlement practices include refusal to pay

le investigation based upon all available information.
) considers failure to effectuate prompt, fair and equitable
ility has become reasonably clear an unfair trade practice.

Pursuant to M.G.L. c. 176D, § 3(
claims without conducting a rea
Moreover, M.G.L. c. 176D,
settlement of claims in whi

M.G.L. c. 175, § 22I companies to retain unpaid premium due from claim settlements.
Claim payments (“also comply with M.G.L. c. 175, § 24D to intercept non-recurring
payments for past due:child support. Medical reports must be furnished to injured persons or their
attorney pur: 0 M.G.L. ¢. 175, 88§ 111F and 113J. In addition, M.G.L. ¢. 175, § 112C
requires panies to reveal to an injured party making a claim against an insured, the amount of
the I aid insured’s liability coverage upon receiving a request in writing for such

infor C

M. c. 175, § 112 states that liability of any company under a motor vehicle liability policy, or
under any other policy insuring against liability for loss or damage on account of bodily injury,
death, or damage to property, shall become absolute whenever the loss or damage for which the
insured is responsible occurs, and the satisfaction by the insured of a final judgment for such loss
or damage, shall not be a condition precedent to the right or duty of the company to make
payment on account of said loss or damage.

M.G.L. c. 175, 8 1130 prohibits payments by an insurer for theft coverage until the insured has
received notice from the appropriate police authority that insured’s statement has been properly
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filed. Companies are required to report the theft or misappropriation of a motor vehicle to a
central organization engaged in motor vehicle loss prevention. 211 CMR 75.00 designates the
National Insurance Crime Bureau as the central organization to be used for this purpose.

M.G.L. c. 175, § 193K prohibits discrimination by companies in the reimbursement of proper
expenses paid to certain professions and occupations, such as physicians or chiropractors,
licensed in Massachusetts pursuant to M.G.L. c. 112.

211 CMR 133.00 sets forth uniform standards for repair of damaged motor vehicles which apply
when an insurer pays for the costs of repairs. The regulation addresses how damage and“repair

costs are determined, requires that like kind repair parts be used, and sets forth me for
determining vehicle values. It further allows vehicles deemed a total loss to be repai ubject to
certain requirements and limits. Lastly, the regulation requires an insurer t censed

appraisers conduct “intensified” appraisals for at least 25% of all damaged vehi which the
damage is less than $1,000, and for 75% of all damaged vehicles for whic tmraised cost of
repair is more than $4,000 for collision, limited collision, and co sive claims. The
“intensified” appraisal is to determine if the repairs were made in ce with the initial
appraisal and any supplemental appraisals.

Pursuant to 211 CMR 112.00, no preferred provider org @may enter into a preferred
provider agreement without complying with the filing other requirements set forth in 211
CMR 112.00.

Controls Assessment: The following key obser t&were noted in conjunction with the review
of this Standard: %
s The Company has written polj Qprocedures governing the claims handling process.

= Company policy is to handle alkclaims in accordance with policy provisions and state
law.
el

= All claim notificati ated correspondence are recorded on a mainframe based

automated claim n ent system.

= The Compan cedures to comply with requirements in M.G.L. c¢. 175, 88 111F
and 112C h medical reports, and/or the amount of the insured’s policy limits,
upon receéiving requests for such information from a claimant or their attorney.

s The has procedures to comply with requirements in M.G.L. c¢. 175, § 24D to
intercept.non-recurring payments for past due child support for certain defined claim
ts

aid to certain professions and occupations as required by M.G.L. c. 175, § 193K.

Claims management personnel access the claims system on a weekly basis to monitor
open claims.

s Claims managers perform periodic claims reviews at various times throughout each
calendar year to examine compliance with Company claims policies.

s The Company does not offer preferred provider arrangements in Massachusetts, therefore
the filing requirements are not applicable.

% Company’s policy prohibits discrimination in the reimbursement of proper expenses
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a total
sample of 80 claims paid or closed without payment during the examination period to evaluate
the Company’s compliance with its claims handling policies and procedures. Eide verified that
each selected claim was handled in accordance with applicable policy provisions, statutory and
regulatory requirements.

Transaction Testing Results: ;\)
Findings: None. 0
Observations: It appears that the Company’s processes to ha ims in accordance
with policy provisions, statutory and regulatory requiem3 ts» are functioning in

accordance with their policies and procedures.

Recommendations: None.

Standard VII-7. The company uses the reservati \r-iéhts and excess of loss letters, where
appropriate.

Obijective: The Standard is concerned ‘ﬁ%@:ompany’s use of reservation of rights letters, and
its procedures for notifying an insureﬁ% he amount of loss will exceed policy limits.

Controls Assessment: The follo 'ng Ee! y observations were noted in conjunction with the review
of this Standard:

= The Compan @ ;ltten policies and procedures governing the claims handling process.

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

» Each claim representative handles claims up to a fixed dollar amount that is tied to their
of ‘experience. All claims exceeding this dollar limit require additional approval to

ttled. .
»@we Company uses reservation of rights and excess of loss letters when warranted.

Claims managers perform periodic claims reviews throughout each calendar year to
examine compliance with Company claims policies.

Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a total
sample of 80 claims paid or closed without payment during the examination period to evaluate
the Company’s compliance with its claim handling policies and procedures. Eide reviewed the
file for each selected claim, and noted whether the Company sent reservations of rights or excess
loss letters when warranted.
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Transaction Testing Results:

Findings: None.

Observations: Eide noted whether each of 80 tested claims was reported and investigated
according to the Company’s polices and procedures, and that claim file documentation
appeared adequate.

Recommendations: None. A{

Standard V11-8. Deductible reimbursement to insureds upon subrogation re@\g made
in a timely and accurate manner.

Objective: The Standard is concerned with the Company’s timely ;f deductibles from
subrogation proceeds.

Controls Assessment: The following key observations were Qconjunction with the review
of this Standard:

= All claims with subrogation potential @Ied in the Company’s centralized

subrogation office in Allentown, PA.
= Company policy is to resolve all subr claims in a timely manner.

= When liability or coverage iss e ndisputed with another carrier, the Company
waives the deductible to its in

e
= Claims managers perfor (eﬂgic claims reviews at various times throughout each
calendar year to examing c iance with Company claims policies.

Controls Reliance: Con tested via documentation inspection, procedure observation and/or
corroborating inquiry e sufficiently reliable.

Transaction Testing<Procedure: Eide interviewed Company personnel to understand claims
handling pro@a d obtained documentation supporting such processes. Eide selected a total

sample of 80 s paid or closed without payment during the examination period to evaluate
compli with”Company claims handling policies and procedures. Eide reviewed the files for
each laim, and noted whether subrogation recoveries were timely and accurate.

@aation Testing Results:

Findings: None.

Observations: Eide noted whether the subrogation recoveries for all paid and closed
without payment claims selected for testing were timely and accurate, and properly
supported according to Company policies and procedures. Based upon the results of
Eide’s testing, it appears that the Company’s processes to make subrogation recoveries to
insureds are functioning in accordance with their policies and procedures.
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Recommendations: None.

Standard VI11-9. Company claim forms are appropriate for the type of product.

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

Controls Assessment: The following key observations were noted in conjunction wit th‘g%giew
of this Standard:

» Claim processing guidelines require that key documentation be com, signed, and

included in the file, including but not limited to: notice of loss¢with refevant accident
date, accident description, and names of involved parties.

= The Company’s policy is to use state mandated claim for ever applicable, and
then use a combination of industry standard forms and j forms which have been

approved by the Division.

s Claims managers perform periodic claims revi ughout each calendar year to
examine compliance with Company claims policies:

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

Transaction Testing Procedure: Eij Nviewed Company personnel to understand claims
handling processes, and obtained documentation supporting such processes. Eide selected a total
sample of 80 claims paid or cl ithout payment during the examination period to evaluate
compliance with Company clai ndling policies and procedures. Eide reviewed the file for

each selected claim, and % ther its claim reporting was appropriate.
Transaction Testinq,R(sm:

e.

e

ervations: Eide noted whether all paid or closed without payment claims selected for
were reported according to the Company’s polices and procedures, and that claim
e’documentation was adequate. Based upon the results of Eide’s testing, it appears that

Q e Company’s processes to document reported claims are functioning in accordance with
their policies and procedures.

Recommendations: None.

Standard V11-10. Claim files are reserved in accordance with the company’s established
procedures.
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Objective: The Standard is concerned with the adequacy of information maintained in the
Company’s claim records related to its reserving practices.

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

= The Company has written policies and procedures governing the claims handling process.
= Company policy is to evaluate claims timely and establish adequate reserves on all
reported claims.

= Reserves, which are probable amounts payable resulting from a claim, areﬁ%lly
recorded the day the claim is received, but never more than five days after recﬁ.ﬁl¢

= Claims managers perform periodic claims reviews times throughout each cale ear to
examine compliance with Company claims policies. Q

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

corroborating inquiry appear to be sufficiently reliable to be consider rmining the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Comp anel to understand claims
reserving processes, and obtained documentation supporti a?gprocesses. Eide selected a total
sample of 80 claims paid or closed without payment J%ﬂ'(e examination period to evaluate
the Company’s compliance with its claims reservi ligies and procedures. Eide verified the
date each selected claim was reported to the Company, and noted that claim reserves were
evaluated, established and adjusted in a reasonahle and timely manner. Eide also reviewed the
workpapers of the Division’s financial exa@ 101 team to provide support for the adequacy of

reserving.

Transaction Testing Results: (ﬁ\

Findings: None.

oted that reserves for each selected claim were evaluated,
ed according to the Company’s polices and procedures, and that the

Observations:
established a

claims invéstigation by the Company appeared timely. Based upon the results of Eide’s
testing,_ it ears that the Company’s processes to evaluate, establish and adjust claim
rese functioning in accordance with their policies and procedures, and are

Standard VII-11. Denied and closed-without-payment claims are handled in accordance
with policy provisions and state law.

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

Objective: The Standard is concerned with the adequacy of the Company’s decision-making and
documentation of denied and closed-without-payment claims.
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Pursuant to M.G.L. c. 176D, § 3(9)(d), unfair claims settlement practices include refusal to pay
claims without conducting a reasonable investigation based upon all available information.
Pursuant to M.G.L. ¢. 176D, § 3(9)(h), unfair claims settlement practices include attempting to
settle a claim for an amount less than a reasonable person would have believed he or she was
entitled to receive. M.G.L. c. 176D, 8 3(9)(n) considers failure to provide a reasonable and
prompt explanation of the basis for denial of a claim as an unfair claims settlement practice.

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

of this Standard: )«

s Company policy requires that claim denials state the contractual basis fg%xy&ment,

and inform the claimant of the time frame and specific steps necess sue their
right of appeal. %

= All claim notifications are recorded on a mainframe based automa@:slal S management
system.

= Claims management can access the claims system to monitof opefyelaims.
= A written explanation of all denied and closed-withou ent claims is provided to

each claimant. Q,

Controls Reliance: Controls tested via documentation i ion, procedure observation and/or
corroborating inquiry appear to be sufficiently relng be considered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: Eide inte ed Company personnel to understand claims
handling processes, and obtained docu % supporting such processes. Eide selected a total
sample of 80 claims paid or closed without payment during the examination period to evaluate
compliance with Company claims_handling policies and procedures. Eide verified the date the
claim was reported, reviewed ﬁmﬂdence and investigative reports and noted whether the
Company handled each claim.ti nd properly before closing or denying it

Transaction Testing R

pany’s policies and procedures. Eide verified the date each selected claim was
%d to the Company and whether it was resolved in a reasonable and timely manner.
Qf e 80 claims tested, 51 were closed claims paid within a reasonable amount of time,
Q 1 claims were closed without payment, and 8 claims were open as of fieldwork testing
with no payment. Of the 21 claims closed without payment, 13 were automobile claims
that either were sent to SIU, the insured withdrew their claim or the claim was closed by
the Company after it did not receive information that was requested from the claimant.
The remaining 8 claims closed without payment were commercial claims where the
injured claimant never went to the doctor, despite multiple notices from the Company of
the need to do so. The 8 claims open with no payment were due to the claim involving
ongoing litigation, or the insurer was waiting for information from the insured.

Documentation of all denied or closed-without-payment claims tested appeared
complete, including correspondence and other documentation. Based upon the results of
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Eide’s testing, it appears that the Company’s processes do not unreasonably deny or
delay payment of claims.

Recommendations: None.

Standard VI11-12. Cancelled benefit checks and drafts reflect appropriate claim handling
practices.

Objective: The Standard is concerned with the Company’s procedures for issuing cl ir%cks
as it relates to appropriate claim handling practices.

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

s The Company has written policies and procedures governin%%%s payment process.

= Company policy is to handle all claims in accordance icy provisions and state
law.

s Company procedures verify the proper payee an im, payment amount prior to check
issuance.

s Claims managers perform periodic claim iews throughout each calendar year to
examine compliance with Company claims pelicies.

= The SIU investigates claims that may. dulent.

= Claims management personnel ca ssthe claims system to monitor open claims.

= Quality Control Reviews are monthly by team managers and supervisors , who
timely draft and implement rec endations for any findings.

= The Home Office also per the following file review audits: Bl Closed File Review,
SIU Quality Assuran eview, Appraisal Quality Assurance Review, and the Property
Quiality Assuranc
finding is rela
and docume

-

correcte ecessary steps to prevent future errors of a similar nature are taken.
s The reports all suspected fraudulent claims activity to the Massachusetts

process that is being performed incorrectly the process is reformed
communicated to affected individuals. Isolated individual errors are

Insur raud Bureau.

Tranﬁao,;Testinq Procedure: Eide interviewed Company personnel to understand claims

Mrocesses, and obtained documentation supporting such processes. Eide selected a total
sa of 80 claims paid or closed without payment during the examination period to evaluate
compliance with Company claims payment policies and procedures. Eide reviewed the file for
each selected claim, and noted whether claim payment practices were appropriate.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that each selected claim was reported and investigated
according to Company policies and procedures, with adequate claim payment
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documentation. Eide noted no instances where claim payment practices or investigation
of suspicious claims appeared inappropriate. Based upon the results of Eide’s testing, it
appears that the Company’s processes to issue claim payment checks are appropriate, and
functioning in accordance with their policies and procedures.

Recommendations: None.

Standard VI11-13. Claim handling practices do not compel claimants to institute litigation, in
cases of clear liability and coverage, to recover amounts due under policies by ring
substantially less than is due under the policy.

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

Objective: The Standard is concerned with whether the Company’s %Handling practices
force claimants to (a) institute litigation for the claim payment, or 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 c Qlement practices include (a)
compelling insureds to institute litigation to recover am S under an insurance policy by
offering substantially less than the amounts ultimately-.r red in actions brought by such
insureds, and (b) attempting to settle a claim for than” the amount to which a reasonable
person would have believed he or she was entitle reference to written or printed advertising
material accompanying or made part of an application, Moreover, if an insurer makes a practice
of unduly engaging in litigation, or of u® nably and unfairly delaying the adjustment or

payment of legally valid claims, M.G. , § 28 authorizes the Commissioner to make a
special report of findings to the Gener,

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

of claims settlement and payment
m The Company has an easy to access complaint line that any customer may utilize to
disc ived delays in claim processing.

aims management can accesses the claims system to monitor open claims.

managers perform periodic claims reviews throughout each calendar year to
ine compliance with Company claims policies.

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

Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes, and obtained documentation supporting such processes. Eide selected a total
sample of 80 claims paid or closed without payment during the examination period to evaluate
the Company’s compliance with its claims handling policies and procedures. Eide verified the
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date the tested claim was reported, reviewed related correspondence and investigative reports, and
noted whether it was handled timely and properly.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that documentation of tested claims involving liti
appeared complete and supported Company conclusions. Based upon the re
Eide’s testing, it appears that the Company’s processes do not unreasonably den

or compel claimants to instigate litigation. \)
Recommendations: None. 0%

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

M.G.L. c. 175A, § 15(a). 03

Objective: The Standard is concerned with the
loss statistical data to appropriate rating bureaus.

any’s complete and accurate reporting of

Automobile; 211 CMR 15.07.

Pursuant to M.G.L. c. 175A, 8§ 15(a), in u@‘y st record and report their loss and countrywide
expense experience in accordance with"t istical plan promulgated by the Commissioner in
accordance with the rating system ‘onfile with the Commissioner. The Commissioner may
designate a rating agency or agenc assist her in the compilation of such data. In accordance
with 211 CMR 15.07, the Co ioner established and fixed the Automobile Statistical Plan for
Fire, Theft, Comprehensi ision and Allied Coverages (dated April 8, 1971) as the
statistical plan to be us

rdance with M.G.L. c. 175A, 8 15(a).

Controls Assessm)eﬁT following key observations were noted in conjunction with the review
of this Standard._
" )& policy is to timely report complete and accurate loss data to appropriate rating
us.

aims management personnel reconcile the underlying data for completeness and
accuracy, and generate exception reports to ensure the loss data is properly reported.

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

Transaction Testing Procedure: Eide interviewed Company personnel to understand loss
statistical reporting processes and obtained documentation supporting such processes.

Transaction Testing Results:

84




Findings: None.

Observations: The Company appears to report loss statistical data to rating bureaus
timely and accurately, and its processes are functioning in accordance with their policies
and procedures, as well as statutory and regulatory requirements.

Recommendations: None.
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SUMMARY

Based upon the procedures performed in this comprehensive examination, Eide has reviewed and
tested Company operations/management, complaint handling, marketing and sales, producer
licensing, policyholder service, underwriting and rating, and claims as set forth in the 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, and complaint handling.
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ACKNOWLEDGEMENT

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

The undersigned’s participation in this comprehensive examination as the Examiner-In-Gharge
encompassed responsibility for the coordination and direction of the examination Jﬂa?ed,
which was in accordance with, and substantially complied with, those standards e @e by
the National Association of Insurance Commissioners (NAIC) and the NAIC t“€onduct
Examiners’ Handbook. This participation consisted of involvement in the planni evelopment,
supervision and review of agreed-upon procedures), administration and ation of the
comprehensive examination report. In addition, Dorothy K. Raymond o Division’s Market
Conduct Section participated in the examination and in the preparation-f this.report.

The cooperation and assistance that the officers and employees
examiners during the course of the examination is hereby ackne

the_Company extended to all

Matthew C. Regan IlI
Director of Market Conduct & (&
Examiner-In-Charge

Commonwealth of Massach@i ’

Division of Insurance
Boston, Massachusetts

Q
S
@}
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