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December 15, 2017

The Honorable Gary D. Anderson
Commissioner of Insurance
Commonwealth of Massachusetts
Division of Insurance

1000 Washington Street, Suite §10
Boston, Massachusetts 02118-6200

Dear Commissioner Anderson

Pursuant to your instructions and in accordance with Massachusetts General Laws, Chapter 175, § 4, a
comprehensive examination has been made of the market conduct affairs of

MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY
at their home offices located at:

1293 State Street
Springfield, MA 01111

The following report thereon is respectfully submitted.
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REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMIRATION OF
MASSACHUSETTS MOTUAL LI INSURANCE COMPANY

SQOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Division”).conducted a comprehensive market conduct

examination (“examination”’) of Massachusetts Matual Life Insirance (“Company") for the period Januaty:
- 1, 2014 to December 31,2014, with a foous on indtvidual business. The examination was called purstant

to authority in Massachusetts General Laws Chapter (“M.GL. ¢} 175, § 4. The examination was
conducted under the direction, management and control of the market conduct examination staff of the
Division, Representatives from the firm of Rudmose & Noller Advisors, LLC (“RNA”) were engaged to
complete the examination, The findings and observations expressed in this Report are based upon material
and information provided by the Company as of April 27,2017,

EXAMINATION APPROACH

A teilored examination approach was developed vsing the guidance and standards ofthe 2014 N4IC Market
Regulation Handbook {*the Handbook™), the examination standards of the Division, the Commonwealth of
Massachusetts’ insurance laws, regulations and bulletins, and selected Federal laws and regnlations. Ali
procedures were performed under the supervision of the market conduct examination staff of the Division,
including procedures more efficiently addressed in the Division®s financial examination of the Compasty.
For those objectives, RNA and the market conduct examination staff relied on procedures performed by the
Division’s financial examination staff to the extent deemed appropriate to cnsure that the market conduct
objective was adequately addressed. The operational areas that were reviewed under this examination
include company opetations/management, complaint handling, marketing and sales, producer licensing,
policyhelder service, underwriting and rating and claims. This examination report describes the procedures
petformed in these operational areas and the results of those procedures.

In addition to the processes and procedures guidance in the Handbook, the examination included an

assessment of the Company’s related internal controls. While the Handbook approach is designed to detect
incidents of deficiency through transaction testing, the internal control assessment provides an
understanding of the key controls that the Company’s management uses o operate their business and to

meet key business objectives, inchiding complying with applicable laws and regulations related to market

conduct activities.

The internal control assessment is comprised of three significant steps: (a) identifying conirols; (b}
determining whether the control has been reasonably designed fo accomplish its intended purpose in
mitigating the risk; and (c) verifying that the control is fumctioning as intended (i.e., review or testing of the
controls). The effectiveness of the internal controls was considered when determining sample sizes for
transaction testing. The form of this examination repott is “Report by Test,” as described in Chapter 15,
Section A of the Handbook.

The Division considers a “finding” to be a violation of Massachusetts insurance laws, regulations or
hulletins. An “observation” along with a recommendation is considered a departure from an industey best

* practice. The Division recommends that Company management evaluate any “finding” or “observation”

for applicability to other jurisdictions. All unacceptable ot non-compliant practices may not have been
discovered ot noted in this report. Failure to identify unacceptable or non-compliant business practices
does not constitute acceptance of such practices, When applicable, corrective actions should be taken in
all jurisdictions. The Company shall report to the Division any such corrective actions taken.

- oe-
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REPORT OF THE COMPREFENSIVE MARKET CONDOCT EXAMINATION OF
MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY

EXECUTIVE SUMMARY

This summary of the examination of the Company is intended to provide a high-level overview of the
examination results highlighting where recommendations were made or required actions were noted. The
body of the report provides details of the scope of the examination, the examination approach, internal
confrols for each standard, review and fest procedures conducted, findings and observations,
recommendations and required actions, and if applicable, subsequent Company actions. Company
managerial and supervisory personnel from each operational area should review the examination report for

results relating to their specific area,

The following is a summary of all findings and observations, along with related recornmendations and
required actions and, if applicable, subsequent Company actions noted in this examination report. All
Massachusetts laws, regulations and bulletins cited in this repori may be viewed on the Division’s website
at www.mass.gov/doi.
. \

The examination resulted in no recommendations or required actions with regard to complaint handling,
underwriting and rating, and claims. The examination indicated that the Company is in compliance with all
tested Company policies, procedures and statutory requirements addressed in these areas. Further, the tested
Company practices appeat to meet industry best practices in these areas.

Recommendations and required actions noted in this examination are as follows:

SECTION I-COMPANY OPERATIONS/MANAGEMENT

STANDARD I-18
Findings: None.

Observations: Based upon RNA’s review of the Company’s NAIC Market Conduct Annual Statements
("MCAS"), some life and long-term care information was not properly completed in MCAS, or did not
agree to the examination data requested by RNA,

Recommendations: The Company should ensure that its transaction coding policies and procedures allow
for proper reporting in MCAS. Also, the Company should conduet staff training to ensure that all
transactions are properly coded for MCAS, management and regulatory reporting. Finally, the Company
should adopt new procedures for the independent review of MCAS filings prior to filing with the NAIC, to
ensure that the dafa is accurate, complete and properly reconciled to underlying data contained in the
Company’s policy administration and claims systems,

Subseguent Company Actions: The Company's first MCAS fiting with long-tetm care data was made in
2014, Since that filing, the Company has identified a more accurate and complete data source for MCAS

reporting, and the Company has updated the 2014 MCAS filing with the NAIC. The new data source will -

beused for the 2015 MCAS filing. For the 2014 life MCAS, the Company's system coding did not properly
identify susrenders for a small block of life policies, A coding fix has been implemented to correct this
coding error.

the




REPORT OF THE COMPREHENSIVE MARKET CoNpUCT BXAMINATION OF
MASSACHUSETTS MUTUAL LiPE INSURANCE COMPANY

SecTioN II-MARKETING AND SALES
. STANDARD IfI-1
Findings: Noue.

Observations: Based on review and testing, advertising and sales matetials generally appeared accurate
and reasonable, and all were approved by the Company prior to use. The Company’s website properly
disclosed its name and address. RNA noted no use of unapproved sales and marketing materials as part of
new business testing. )

RNA reviewed one agent-produced sales presentation and iflustration showing the use of cash value life
insurance for college funding, The presentation provided an abbreviated iltustration showing a child whole
lifo policy with premiums of $10,000 for each of years 1-10, with a cash value in year 15 of $151,343,
and nging cash values in years 16-19 of $164,000 for college funding. That illustration was compared to a
brokerage account with an average 5%, after tax return showing & $186,972 value at year 15, which is
$35.000 more than the cash value at {hat date. Further, the abbreviated illustration showed the values for
the brokerage option and the cash value life policy in year 68, whore the cash value policy substantially
exceeded the value of the brokerage account. The USIG Compliance Department did not challenge the
appropriateness of this abbreviated illustration and sales presentation, which was solely prepared to
" jllustrate college finding options to the consurer.

Recommendation: The Company's USIG Compliance Departiment should more rigorously chatlenge
agent-developed sales presentations and illustrations for appropriateness, particulatly those involving cash
value insurance as a savings vehicle, to ensure that the presentations and illustrations are prepared in the
consumer's interests and are not risleading to the consumer.

Subsequent Company Actions: The Cormpany's policy of reviewing agent-developed sales materials and
{llustrations was not properly petformed for these sales materials. The Company has senta teminder notice
to the sales material review team within the USIG Compliance Department to ensire that the Company's
policy related to agent-developed sales imaterials is consistently performed. -

STANDARD Y[[-4

Findings: For two of disability income replacement sales tested, replacement notices were not provided to
the applicants in accordance with 211 CMR 42.08 and 42.11.

. Obsérvations: Except as noted above, the tested life, anuuity, disability income, and long-torm care
replacement sales appeared to meet the applicants’ needs and comply with Company’s replacement
procedures. Also, the Company appears to monitor agents for the volume and nature of their replacement
sales, and takes action as considered necessary. :

Reguired Actions: The Company shall assess its procedures for reviewing agents’ actions to provide
replacement notices to disability income applicants, and make enhancements as appropriate. Also, the
Company shall conduct staff training of their supervisory review procedures fo ensure that they evaluate all
replacement transactions for issuance of replacement notices to applicants by the agents.

Subseguent Company Actions: The Company implemented a new system jn 2015 with more robust in-
good-order new. business processing rules to ensure that replacement notices are timely provided fo
applicants. : ‘



REFORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATION OF
MASSACHUSETTS MUTUAL Live INSURANCE COMPANY

SECTION IV-PROPUCER LICENSING

STAND V.1
Findings: None,

Observations: One disability income policy was issued by a licensed producer, but the producer was not
appointed in accordance with Cornpany policy, as the disability income new business unit did not notify
the Producer Services & Operations Departtrient that the producer needed to be appointed as agent. Based
upon testing and except as noted above, the Company’s agents were properly licensed and appointed when
the application was submitted. '

Recommendations: The Company should assess its procedures for appointing licensed producers as agents,
and make enhancements as appropriate. Also, the Company should conduct staff training to ensure that
staff appoint Hoensed producers as agents in accordance with Company policy. .

SECTION V-POLICYHOLDER SERVICE
STANDARD V-
Findings: None.

Qbsery atigns: Based upon testing, except for anmuity maturities as noted below, the Company appears to
process policyholder and contract holder transactions accurately and timely in accordance with statutory
requirements and policy provisions.

In November 2015, the Company informed the Division that the maturity dates for certain of its annuity
contracts had in the past been routinely deferred without the written consent of the contract owners. This
issue had been previously referenced in a market conduct examination of the company by another stato in
2013. The Division requested the Company provide documentation related to annuitization or maturity of
Massachusetts fixed and variable annuities. The Division reviewed this material and discussed annuity
notification procedures with Company management and its counsel.

The Company provided the Division with documentation regarding the affected variable annuity contracts.
along with information regarding the other state’s examination and multi-state regulatory settlement
agreements previously entered into by other companies and state regulators. Based upon examination of
the documentation provided, during the period from 1998-2009, out of a fotal number of 23.885
Massachusetts variable annuity contracts that were in force during these years, the Company unilaterally
modified, without owner consent, 636 Massachusetis variable annuity confracts where there were no post-
deferral transactions. The forims used to notify annuity contract holders of the maturity date deferral were
not submitted to the Division ptior to distribution. Further, five itrevocable beneficiaries were identified as
not having received notification of the change in the variable contract maturity dates.

Management states that, in 2008, the Company developed process improvements and generally
implemented corrective actions. The Company’s current and documented practice for deferrals inchudes:
(i) prior notification to annuity contract owner of pending maturity date no later than 45 days prior to
maturity date; (if) mailing of at least two letters to annuity contract owner, the first at least 45 days prior to
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RErorT 0f THE COMPREHENSIVE MARKET CONDUCT EXAMINATION OF
MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY

maturity date, the second at least 20 days prior to maturity date, notifying the contract owner of pending
maturity date and identifying any alternatives to annuitization available under the annuity contract; (iif)
recording the owner’s response; and (iv) allowing the owner to bave access to the annuity funds, per the
condract terms, at any time in the future, upon written notice to the Company.

Reguired Actions: The Company has agreed with the Division to provide reimbursement to all
Massachusetts consumers who sustained any diminution in value of the 636 annuity contracts identified in
the Observations for Standard V-5, Within sixty (60) calendar days of this Report, the Company shall
submit a reimbursement plan to the Division. Said reimbursement plan shall provide, among other things,
for quarterly reporting to the Division of reimbursement payments uatil such time as the plan is complete.
In addition, the Company shall promptly notify the Division if any other state or regulatory body
commences an examination or enforcement action against the Company in connection with its practices
and procedures relative to the annuitization or maturity of fixed and variable anmuities.

Recommendations: The Company should continue to follow its current practice for defotrals.

Coame
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REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATION OF
MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY ~

COMPANY BACKGROUND

The Company is a tutnal life insutance company, organized as a Massachusetts corporation which was
originally chartered in 1851, The Mass Mutual Financial Group (“MMFG?) js comprised of the Compaity
and its subsidiaries. MMFG is a global, diversified financial services organization providing life insurance,
annuities, disability income insurance, long-erm care insurance, retirement and savings products,
structured, settlernent products, structured settlement annuities, investments, corporate and bank-owned life
insurance, mutual fonds and trust services to individual and institutional customers. The Company offers
its products and services in all 50 states of the United States and the District of Columbia. The Company
is also licensed to transact business in Puerto Rico and Canada. '

The Company markets its products through a varicty of distribution channels, with the core of its
distribution system a career sales force of approximately 5,500 individual agents under contract in 82
general agencies throughout the United States. Two of the general agencies are located in Massachusetts.
The Company also maintaing selling agreements with independent third party producers including banks,
financial institutions, securities firms, broker-dealers, and advisory firms. Many of those producer
relationships are managed through the general agencies. Also, the Company has recently begon selling
direct term life in-Massachusetts through an affiliate using its d/b/a name, Haven Life.

The Company's principal lines of business are protection products and asset accumulation products. The
protection business provides life insurance products, disability income products (and related sexvices) and

jong-term care products to individuals, corporations, and other institutions. The asset scoumulation -

business, covering financial services, retirement services, annuities, and large corporate markefs, provides
investment services to individuals, group pension and administrative services (primarily to sponsors of tax
qualified retirement plans), and advisory services for the Company’s general investment account, separate
account investment accounts, and investment companies.

The Company is rated A++ (Superior, top category of 15) by A.M. Best Company, AA+ (Very Strong,
second category of 21) by Fitch Ratings; Aa2 (Excellent, third category of 21) by Moody’s; and AA+ (Very
Strong, second category of 21) by Standard & Poor's, The Company reported $197.2 billion in admitted
assets and $14.2 billion in surplus as of December 31, 2014. Premivms and annuity considerations were
$18.4 billion 2014, The Company feported net income of $623.1 million in 2614,

The key objectives of this examination were determined by the Division with emphasis on the following
areas.
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CoMPANY OPERATIONS/MANAGEMENT

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

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

Objective: This Standard addresses the audit function and its responsibilities. See Appendix A for
applicable statutes, regulations and bulletins.

Controls Asgessmert: The following controls wete noted in review of this Standard:

The Company’s statutory financial statements are audited annnally by an independent auditor.
The Company's Board of Directors currently consists of 14 members. The Company’s By-Laws
allow for between seven and 21 board members, and requires that 75% of the directors be
independent.

The Company’s internal audit plan, conducted by the Corporate Audit Department ("CAD"), 1s
annually approved by the Audit Committee of the Board of Directors {“Audit Commitice™). Key
business risks and mitigating controls ate identified, and high risk areas are audited aunually by the
CAD.

CAD reports are provided to the Audit Committee, including recommendations and management’s
responses. The Audit Committee is updated on the status of in-process audits at its periodic
meetings that oceur approximately eight times throughout the year. The CAD verifies that audit
recommendations have been implemented by management.

The Company has an enterprise risk management (“ERM”) process led by the Company’s
Executive Vice President, Chief Enterprise Risk Officer, and Chief Actuary, who reports to the
Chief Executive Officer (“CE0”). The BRM function is responsible for maintaining the Company’s
internal control documentation using the Sarbanes Oxley framework.

The Company has a Chief Compliance Officer (“CCO™), who leads the Corpcrate Comphance
Department ("CCD") and reports to the Audit Committee. The CCD is primarily focused on
compliance telated to employee oversight and training, code of conduct monitoring, and other
Company-wide comphance practices.

The Company’s insurance and securities compliance function is onntamed within the Company’s
United States Insurance Group (“USIG™) business unit. The USIG Compliance Officer reports to
the Executive Vice-President of USIG, who reporis to the CEQ and to the CCO. The USIG
Compliance Department has various divisions that monitor field compliance programs for the
Company’s producers and general agencies, handle all customer complairts, review and approve
home office and producer sales materials, perform training, participate on product development
teams, manago anti-maoney laundering and privacy compliance initiatives, and oversee the periodic
comparison of the Company’s policy and confract in-force data against the Social Security Death
Master File.

The Company’s long-term care business processing is outsourced to an unaffiliated third party
administrator, which provides numerous management reporfs summarizing business activity and
corpliance with contractual requirements. The fong-term care business is included in the CAD
audit scope. Also, USIG Operations management perform quarterty underwriting and new business
audits to evaluate compliance with underwriting guidelines. Additionally, an annual audit is
performed of the claims processing function. Finally, the Company conducts semi-annual reviews

10




REPORT OF THE COMPREEENSIVE MARKET CONDUCT EXAMINATION OF
MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY

of administrative business practices to assess the adequacy and effectiveness of certain operational
policies and procedures. For all of these audit processes, results are reported to management and
follow-p on recommendations are included in the Company’s monitoting process.

w» The Company has quality assurance processes for disability income clafms, life and annuity death
claims, life, annuity and disability income new business processing, life and disability income
underwriting, and life, annuity and disability incomie post-issue processing, including the call center
operations. Quality assurance results are documented and are used to determine process
improvement opportunities and for employee evaluation and training.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for CAD work;,
CCD work, USIG compliance activities, and operational quality assurance processes. RNA reviewed
selected CAD reports, USIG field compliance reports of the two Massachusetts general agencies, field
compliance manuals and checklists, audits of the long-term care third party administrator's work, and
summaries of the Company's Board of Directors minutes for 2014 and 2015 prepared by the financial
examiners. Issues noted in such reports and minutes were further investigated and reviewed with
management.

Transaction Testing Resulls:
Findings: None.

Observations: The CAD reports, USIG field compliance repoits of the two Massachusetts general
agencies, field compliance manuals, checklists, and audits of the long-term care third party
administrator's work provided detailed information on the compliance policies, audit procedures

 performed, findings, actions taken, and recommendations for improvements. The review of these
audits indicated that the Company js generally in.compliance with policies, procedures and
regulatory requitements. Also, the Company has documented its corporate decisions in its Board
of Directors minutes.

Recommendationg: None.

Standayd 1-2. The regulated entity has appropriate controls, safeguards and procedures for
protecting the integrity of computer information,

No work berfonned. All required activity for this Standard is included in the scope of the Division’s
financial examination of the Company.

Standard X-3. The regulated entity has antifraud initiatives in place that are reasonably calenfated
to detect, prosecute, and prevent fraudulent ingurance acts.

@bjective: This Standard addresses the effectiveness of the Company’s antifraud plan. See Appendix A,

for applicable statutes, regulations and bulletins.

11
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REPORT OF THE COMPREHENSIVE MARKET CONBUCT EXAMINATION OF
MASSACHUSFTTS MUOTUAL LIFE INSURANCE COMBANY

Controls Assessment: The following controls were noted jn review of this Standard:

» The Company has a written Antifrand Plan, which requires management and employees fo take gl
reasonable precautions to prevent, detect, and thoroughly investigate potential insurance fraud,
w» The Company’s procedures require employees to report suspected fraud to their supervisors and to
the Special Investigations Unit ("SITJ"). The Company reports suspected fraud to the Massachusetts
Insvrance Fraud Bureau.
» The Company's Board of Directors must annually attest to compliance with its Code of Conduct, .
including its conflict of interest policy. :
= All employees are annuaily required to attest that they are in compliance with the Company's Code * :
of Conduet, including the conflict of interest policy, and to attest that they have not been convicted
of a felony involving dishonesty or breach of trust. Any such convictions must be reported
mmmediately.
w Criminal background checks are completed for all prospective employees. The Company generally
does not consider anyone convicted of a felony, as defined in the Federal Viclent Crime Control
and Law Enforcement Act, to be eligible for hire.
w The (‘ompany s claims-examiners are primarily responsible for claims fraud procedures. The claims
examiners investigate suspected fraud and report such fraud to mavagement, SIU, and regulatory
authorities as appropriate.
u  Office of Foreign Asset Control ("OFAC") checks of all the Company’s business relationships are
completed daily against the Specially Designated Nationals ("SDN") list, with any matches timely i
investigated. The payees for all claim disbursements are checked against the OFAC SDN list.

Controls _Relionce: Controls tested via documentation inspection, procednre observation andfor
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaciion Testing Procedure: RNA jnterviewed Company personnel with responsibility for antifrand
initiatives, compliance procedures, and Code of Conduct policies. RNA reviewed the Antifraud Plan and
the Company's OFAC procedures. Finally, RNA reviewed antifraud procedures applicable in complaints,
olaims, and underwriting testing as applicable.

- Transaction Testing Resulls:

Findings: None.

Observations: The Company has adopted reasonable procedures related to antifrand initiatives, -
Code of Conduct compliance, and OFAC requirementis, KNA also corifirmed that the Company -
completes criminal background checks for new employees, During complaints, claims, and X
undetwriting testing, any frand concerns appeared to be propetly and timely investigated. Based '
upon our review of the Company’s policies and procedures, it appears that the Company has
antifrand initiatives in place that are reasonably caloulated to detect, prosecute, and prevent
franduolent insurance acts.

e

Recommendations: None,
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REPORT OF THE COMPREHENSIVE MARKET CONDUCY EXAMINATION OF
MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY

Standard 1-4. The regulated entity has a valid disaster recovery plan,

No work performed. All required activity for-this Standard is included in the scope of the Division’s
financial examination of the Company. :

Standard I-5. Contracts hetween the regulated entity and entities assuming a business function or
acting on behalf of the regulated entity, such as, but not limited to, managing general agents (MGAs),
peneral agents (GAs), third party administrators (TP As) and management agreements must comply
with applicable licensing requirements, statutes, rules and regulations,

Objective: This Standard addresses the Company’s contracts with entities assuming a business function
. and compliance with licensing and regulatory requirements. See Appendix A for applicable statutes,
regulations and bulleting,

Controls Assessment: The following controls were noted in review of this Standard and Standard I-6:.

= The Company uses third parties to conduct medical examinations of certain life, disability income,
and long-term care applicants. These contracts designate responsibilities and duties, restrictions,
general confidentiality, and privacy requirements for all medical information and lsb specimens.

» The Company uses independent producers and general agents to sell the Company’s products: The
independent producer and career agent contracts describe the duties of the parties, ficensing and
appointment requirements, limitations of authority, compensation, terminations and
reappoiniments, continuing education responsibilities, compliance with the Company’s
replacement requirements and errors and omissions coverage requirements.

» The Company and its affiliated broker-dealer, monitor its general agencies for compliance with
policies and procedures through anmual on-site field visits of the general agencies. During these
on-site visits, the general agency is evaluated for compliance with contractual Tequirements,
including its assumption of full responsibility for petforming, evaluating and monitoring needs
assesstoent and snitability procedures for variable life insurance and annuity sales.

» The Company’s long-term care business processing is outsourced to an unaffiliated third party
administrator, which provides numerous management reports summarizing business activity and
compliance with contractual requirements. The long-term care business is included in the CAD
andit scope. Also, USIG Operations management perform quarterly underwriting and new business
andits to evaluate compliance with underwriting guidelines. Additionally, an annual audit is
performed of the claims processing function. Finally, the Company conduots semi-annual reviews
of administrative business practices to assess the adequacy and effectiveness of certain operational
policies and procedares. For all of these andit processes, results are reported to management and
follow-up on recommendations are included in the Company’s monitoring process.

Controls Rellance: Controls tested via documentation inspection, procedure observation andfor

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

13
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Transaction Testing Procedure: RNA interviewed management about its use of third parties to perform
Company functions, and the menitoring procedures conducted over these third parties. RNA reviewed the
standard career agent contract, and the contract with the unaffiliated third party administrator for long-term
care business. :

- Transaction Testing Resulls:

Findings: None,

Observations: Based upon review and testing, it appears that the Company’s coniracts with entities
assuming a business function on its behalf comply with statutory and regulatory requirements.

Recommendations: None.

Standard 1-6. 'The regulated entity is adequately monitoring the activities of any entity that
coniractually assumes a business function oris acting on behalf of the regulated cntity.

Objective: This Standard addresses the Company’s efforts to monitor the activities of the contracted entities
that perform business functions on its behalf. See Appendix A for applicable statutes, regulations and
bulletins.

Controls Assessment: See Standard I-5.

Controls Reliance: See Standard [-5.

Transactior: Testing Procedyre: RNA interviewed management about ifs monitoring of third parties
performing Company fimctions. RNA reviewed monitoring procedures over general agencies and
unaffiliated producers conducted by the Company for contractual requirements including compliance with
needs assessment and suitability procedures. Further, RNA reviewed documentation and awdit reports
supporting the monitoring of the duties performed by the Company’s third party administrator related for
long-term care business. RNA also reviewed the most recent USIG field compliance reports of the two
Massachusetts general agencies. As part of new and renewal business testing, RNA reviewed agent
suitability and needs assessment documentation that supports the new or renewal business sold. As part of
long-term care new business and claims testing, RNA evaluated procedures for compliance with regulatory
requirements.

Transaction Testing Resulls:
Findings: Noue.
Observations: Based upon testing, it appears that the Company is adequately monitoring the
activities of third parties.assuming a business function, in compliance with statutory and regulatory

requirements.

Recommendations: None.

14
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Standard I-7. Records are adequate, accessible, consistent and orderly and comply with record

- fretention requirements.

Ofbjective: This Standard addresses the adeqnacy and accessibility of the Company’s records. See Appendix
A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Standard:

» The Company has adopted record retention requirements for various documents and records.
»  The record retention requirements generally include guidelines for management, maintenance and
disposal of records, and the length of time specific documents must be retained.

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

Transaction Testing Procedure: RNA obtained a summary of the Company s record retention policies and.
procedures, and evaluated them for reasonableness.

Teansaction Testing Results:

Findings: None.

Observatigns: The Company’s record retention policies appear reasonable. Testingresults relating
10 documentation evidence are also noted in the various examination standards.

Reconnnendations: None.

Standard 1-8. The regnlated entity is licensed for the lines of business that are beiog written,

Objactive: This Standard addresses whether the lines of business written by the Company ace in accordance
with the lines of business authorized by the Division. See Appendix A for apphcable statutes, regulatmns
and bulletins,

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

Controls Reliance; Not applicable.

Transtiction tiyig Procedure: RNA reviewed the Company’s certificate of authority, and compared it to
the lines of busmess which the Company writes in the Commonwealth,

Tramsaction Testing Resulls:

Firndings: None.

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

Recommendations: None.
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Standard 9. The regulated entity: cooperates on a timely basis with examiners ‘performing the
examinations.

Objective: This Standard addresses Company’s cooperation during the course of the examination. See
Appendix A for applicable statutes, regulations and bulletins,

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

Conirols Reliance: Not applicable.

ing Procedure: The Company’s level of cooperation and responsiveness to examiner
requests was &ssessed throughout the examination.

T}'ansdérian Testing Resulis:

Findings: None.

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

Recommendations: None.

iStandard I-10. The regulated eutity has procedures for the collection, use and disclosure of
information gathered in eonnection with insurance transactions se ag to minimize any improper
intrusion into the privacy of applicanis and policyholdeys.

Objective: This Standard addresses the Company’s policies and procedﬁres to ensure it’minimizes bnptoper

intrusion into the privacy of individuals. ‘Testing of compliance with Adverse Underwriting Decision
Notice requirements is completed in Standards VI-7 and VI-8. See Appendix A for applicable statutes,
regulations and bulletins.

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

and Standards I-11 through ¥-17:

n The Company’s definitions of “adverse underwriting decision,” “personal information™ and
“pretext intorview” comply with Massachusetts law. Company policy prohibits pretext interviews
except as allowed by law.

w The Company’s policy is to provide the notice of privacy practices (“Privacy Notice™) at the
application date as part of the policy application, or as part of the variable annuity prospectus. The
rotice states that personal information may be collected from other persous, and that information
may in cortain circumstances be discloged to third parties without authorization.

= The Privacy Notice is also provided with the insurance policy or annuity contract, and each year
with the aannal staterent. For reinstatements where new underwriting procedures are completed,
the Privacy Notice is provided at the application date. The Privacy Notice states that the personal
information collected or maintained, and the source of such information, are available to the
individual within 30 days of receipt of a written request for such information. The Privacy Notice
also discloses how a consumer can correct, amend, or delete such information.
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m The Company shares personal information with business partners, who petform a function on
behalf of the Company. Beginning in July 2015, the Cotnpany changed its processes for “off-
boarding” producers, who upon their appointment termination, no longer sell the Cotnpany’s
products. In some instances, a consumer may desire to continue a customer relationship with the
producer even after the producer’s appointment termination. Accordingly, the Privacy Notice now
includes an opt-in provision in Massachusetts, through an 800 number for customers who may wish
to consettt to allow their personal information to be retained by the producer when he or she leaves
.the general agency.

» Company policy is to provide the Adverse Underwriting Decision Notice, including all statutory
requircments, as required by law. Company policy prohibits basing an adverse wnderwriting
decision on the existence of a previous adverse underwriting decision. The Company’s' policy
prohibits sesking information concerning aity previous adverse underwriting decision received by
an individual, unless the inguiry also requests the reasons for the previous adverse underwriting
decision.

= The Company has summarized its privacy policies on its website.

u Company policy is to disclose nonpublic personal infotmation only as required or permitted by law

- to regulators and law enforcement agencies. :

» Company policy requires that its information technology security practices safeguard nonpublic
personal financial and health information. The Company annually conducts information systems
risk assessments to consider, document and review information secutity threats and conivols, and
to continually improve information systems security. ,

w Only individuals approved by Company management are granted access o the Company’s key
electronic and operational areas where nonpublic personal; financial, and health information is

 located. Access is frequently and strictly monitored.

w The Company requires the long-term care third party administrator to provide a confidentiality
agreement stipulating that it will comply with privacy laws, regulations, policies, and procedures.

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

Transaction. Testing Procedure: RNA. interviewed Company personnel with responsibility for privacy
compliance, and reviewed documentation supporting its privacy- policies and procedures. RNA also
reviewed life, disability income, and long-term care claims documentation for any evidence of the use of
pretext interviews.

Transaction Testing Resulis:
Fiidings: None,
Observations:  The Company’s privacy practices appear to minimize any improper intrusion into
applicants’ and policyholders privacy, and are disclosed to policyholders in accordance with the
Company’s policies and procedures. Further, based upon the results of life, disability income, and
long-term care claims testing, RNA noted o evidence of the use of pretext interviews.

Recommendations: None.
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Standard F-11. The regulated entity has developed and implemented written policies, standards and

procedures for the management of insurance information.

Objective: This Standard addresses whether the Company has developed and implemented written
standards for the management of insurance information. This standard relates fo privacy matters and is
svaluated in Standards 1-10 and I-12 through 117

Standard I-12. The regulated entity has policies and procedures to protect the privacy of nonpublic
personal information relating to its customers, former custemers, and consumers that are mot

cnstomers.

Objective: This Standard addresses policies and procedures to ensure privacy of nonpublic personal
Information. See Appendix A for applicable statutes, regulations and bulletins,

Controls Assessment: ‘See Standard I-10.

Controls Relignce: See Standard 10,

Tremisaction Testing Procedurs: BNA interviewed Company personncl with responsibility for privacy
compliance, and reviewed documentation supporting its privacy policies and procedures. As part of
underwriting and claims testing, RNA sought any evidence that the Company improperly provided personal
information to parties other than the applicant or claimant as part of new business and claims testing,

Tramsaction Tegting Results:

Llindings: None.

Ohservations: Based upon RNA’s review, the Company’s policies and procedures adequately
protect consumers” nonpublic personal information. RNA noted no instances where the Company
impropetly provided personal information to inappropriste patties m. conjunction with new
business and claims festing,

Recommendations: None.

Stardard I-13. The regulated entity provides privacy notices to its customers and, if applicable, to
fts comsumers who are net customers regarding treatment of nonpublic personal financial
information. '

Objective: This Standard addresses the Company’s practice of providing i)rivacy notices to customers and
consumers, See Appendix A for applicable statutes, regulations and bulletins,

Controls Assessment: See Standard I-10,

Controls Relimce: See Standard 1-10,
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Transaction Testing Procedure: RNA reviewed the Company’s policies and procedures for providing the
Privacy Notice to all applicants, and annually thereafter to policybolders and confract holders. Farther,
RNA evaluated compliance with these privacy disclosure requicements in conjunction with testing of 43
life, 35 annuity, 15 disability income, and seven long-term care sales during the examination period.

Transaction Testing Reésults:
Findings: None.
Observations: The Privacy Notice was provided with each of the appiicatiOns tested. RNA also

noted that the Company has procedures for providing the Privacy Notice annually thereafter to
policyholders and cortract holders.

Recommendotions: None.

Standard I-14. If the regulated entity discloses information subject to an oi;t ont right, the regulated

entity has policies and procedures in place so that nonpublic personal financial informatien will not
be disclosed when a consumer who is not a customer has opted out, and the regulated entity provides
opt out notices to its customers and other affecied conswmers. .

Objective: This Standard addresses policies and procedures with regard to opt out or opt in rights. See
Appendix A for applicable statutes, regulations and bulletins,

Controls Assessment. See Standard 1-10.

~ Controls Reliomee: See Standard T-10.

Vansaetion: Testing Procedure: RNA interviewed Company personnel with responsibility for privacy
compliance, and reviewed documentation supporting its privacy policies and procedures including those
for the use of opt out or opt in notices.

Trangaction Testing Results:
Findings: None.

Observations: During the examination period, the Company did not provide opt out or opt in
notices to consumers, as nonpublic personal financial information was not shared for marketing
purposes. Beginning in July 2015, the Company changed its processes for “off-boarding”
producers, who upon thefr appointment termination, no longer sell the Company’s products. In
some instances, a consumer may desire to continue a customer relationship with the producer even
after the producer’s appointment termination. Accordingly, the Privacy Notice now includes an
opt-in provision in Massachusetts, through an 800 nummber for customers who may wish to consent
to allow theit personal information to be retained by the producer when he or she leaves the general
agency. These opt in procedures appear reasonable.

Recommendations: None,
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Standard }-15. The regulated entity’s collection, use and disclosure of nonpublic personal financial
information are in compliance with apnlicable statutes, rules and regulations.

Objective: This Standard addresses the Company’s collection and use of nonpublic personal financial
information. See Appendix A for applicable statutes, regulations and bulletins. .

Controls Assessment: See Standard I-10,

Controls Relignce: See Staidard }-10.

Dransaction Testing Procedure: RNA inferviewed Company personnel with responsibility for privacy
compliance, and reviewed documentation supporting its privacy policies and procedures. RNA also
reviewed new business and ¢laims documentation for any evidence that the Company improperly collscted,
used, or disclosed nonpublic personal financial information in conjunction with testing of new business and
claims.

Transaction. Testing Results:
Findings: None.
Observations: Based upon RNA’s review and testing in conjunciion with new business and
claims, the Company’s policies and procedures provide reasonable assurance that the Company

properly collects, uses and discloses nonpublic persenal financial information.

Recommendations: None.

Standard I-16. In states promulgating the health information provisions of the NAIC model
regulation, or providing equivalent protection through other substantially similax laws under the
Jjurisdiction of the ingnrance department, the vegulated entity has pelicies and proceduares in place so
that nonpublic personal health information will rot be disclosed except as permitted by law, unless a
customer or a consumer, who is not a customer has anthorized the disclosure,

Objective: This Standard addresses efforts to maintain privacy of nonpublic personal health information.

See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: See Standard I-10.

Controls Rellance: See Standard 1-10,

Trongaction Testing: Procedure: RNA interviewed Company persontiel with responsibility for privacy
compliance, and reviewed supporting documentation. RNA also sought evidence that the Company
improperly disclosed nonpublic personal health information in conjunction with testing of underwriting and
claims. RNA reviewed compliance with Health Insurance Portability and Accountability Act ("HIPAA™)
anthorization disclosure requirements in conjunction with testing of 43 life, 15 disability income, and seven
long-term care sales during the examination period. Finally, RNA reviewed compliance with HIPAA
anthorization disclosure requirements in conjunction with testing of 20 life, nine annuity death, 20 disability
income, and two long-term care claims submitted during the examination period.
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Transaction Testing Resuits;

Findings: None,

Obgervaﬁons: RNA noted no instances where the Company improperly disclosed nonpublic
personal health information in conjunction with testing of underwriting and claims: Based upon
testing, RNA noted that the HIPAA authorization disclosure was signed by new business
applicants, claimants, and beneficiaries.

. Recommendeyions: None.

_Standard 1.7, Each licensee shall implement a comprehensive written information security program

for the protection of nonpublic customer information.

Objective: This Standard addressés the Company’s information security efforts to ensure that nonpublic
consumer information is protected. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Sce Standard 1-10.

Controls Reliance: See Standard I-10.

Tyansaction Testing Procedure: RNA interviewed Company personnel with responsibility for privacy
compliance, and reviewed documentation supporting its privacy policies and procedures. Review of
information technology access and authorization controls is also included in the scope of the Division's
financial examination of the Company. )

Transaction Testing Resulls:
Findings: None,
Observations: Based upon RNA’s review of the Company’s information security policies and

procedures, it appears that the Corpany has implemented an information security program, which
provides reasonable assurance that its information systems protect noppublic customer information.

Recomnendations: None.

Standard 118, All data required to be reported to depariments of insurance is complete and
accurate, '

Objective: 'This Standard addresses the Company's filing of the MCAS for individual Jife, annuity, and
long-term care business. See Appendix A for applicable statutes, regulations and bulletins. :

Controls dssessmeny: The following controls were noted in review of this Standard:
u The Company’s policy administration and claims systems compile and retain ﬁfe, annuity, and
long-term cére sales and claims data for inclusion in the MCAS.

w The Company states that it has developed controls and procedures to evaluate the accuracy and
completeness of life, annuity, and long-term care sales and claims data for regulatory teporting,
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Controls Relignce: Controls tested via documentation inspection, proceduwre observation and/or
corroborating inquiry appear {o be sufficiently reliabls to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedyre: RNA inferviewed Company personnel with responsibility for life and
annuity new business and claims operations, and personnel responsible for oversight of the long-term care
third party administrator. RNA reviewed the Company's 2014 MCAS submissions and compared thet
information to detailed exardiination data.requested, for any wnusual results and concerns.

Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review of the Company’s MCAS, some life and iong—term care
information was not properly completed in MCAS, or did not agree to the examination data requested by
RNA. Otherwise, the MCAS was properly completed,

Reeontmendations: The Company should ensure that its transaction coding policies and procedures allow
for proper reporting in MCAS. Also, the Company should conduct staff training to ensure that all
transactions are properly coded for MCAS, management and regulatory reporting. Finally, the Company
should adopt new procedures for the independent review of MCAS filings prior to filing with the NAIC, to
ensure that the data is accurate, complete and properly reconciled to underlying data contained in the
Company’s policy administration and clatms systems.

Subseguent Company Actions: The Company's first MCAS filing with long-term care data was made in
2014.- Since that filing, the Company has identified a more accurate and complete data source for MCAS
reporting, and the Company has updated the 2014 MCAS filing with the NAIC. The new data source will
be used for the 2015 MCAS filing. For the 2014 life MCAS, the Company's system coding did not properly
identify swrrenders for a small bleck of life policies. A coding fix has been implemented to correct this
coding error,

Sggﬂard I-19. The regulated ehﬁty files all certifications with the insurance department as required

by statutes, rules, and regulations.

QObfective: This Standard addresses the Company’s efforts to file certifications with the Division as

required. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Due to the nature of this Standard, no controls assessment was petformed.
Cantrols Reliarice: Not applicable.

Trgmsaction Testing Procedure: RNA requested evidence that the illustration actuary filed a 2014 actuarial
certification with the Division for life products requiring an illustration.
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Tratsaction Testing Resulis:

Findings: None.

\

s

Observitions: The Company has filed the 2014 actuarial certification with the Division.

Recommendations: None, : =
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iL COMPLAINT HANDLING

. Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s internal

control envwonment, policies and procedures, {b) the Company’s response to varlous information requests,
and (c) a review of several types of files at the Company.

Standard II-1, All complaints are recorded in the requived format on the regulated entity’s
complaint register.

Obijective: This Standard addresses whether the Company formally tracks complaints or grievances as
required by statute. See Appendix A for applicable statutes, regulations and bulletins.

Cortrols Assessment: The following controls were noted in review of all complaint Standards;

» The Customer Relations Division of the USIG Compliance Department ("Customer Relations™)
coordinates and addresses complaints for all of the Company’s insurance and securities products
and business units, except for long-term care complaints, which are outsourced to the Company’s
third party administrator.

s The Company considers a complamt any written prievance against the Company, or its agents
received from a consumer, the Division, or the Massachusetts Attorney General, including
grievances received by email, or through social media.

s The Company logs all complaints received in it electronic workflow system, from which the
cooaplaint register is compiled by contract issue state,

= The complaint register includes the regulatory case niumber, source, file number, complainant,
product, policy number, function code, complaint description, disposition, received date, and
closed date. )

x The Company’s policy is to respond to Division complaints within 14 calendar days of receipt
when possible, and in a timely manner, once it receives and evaluates all required information.

s The Marketing Department monitors various social media sites, and when. negative comments are
noted, the Company responds asking the consumer to contact the Company, so the concern may be
addressed privately. Once the consumer contacts the Company privately, the concern is referred to
Customer Relations, added to the complaint register, and handled accordingly.

s The COmpany prov1des its telephone momber and addrass in written responses to consumer
inquiries, and on its web site.

» Complaint activity is periodically reviewed by Customer Relations. Quarterly complaint trend
reports are provided fo the business units and presented during Customer Relations oufreach
programs. Trend reports ate semi-annually provided to the CEQ, and the CCO receives annnal
written repotts of complaint activity and trends, which are reported to the Board of Directors and
the Aundit Committee.

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

Transaction Testing Procedire: RNA interviewed management responsible for complaint handling, and
examined evidence of the Company’s related processes and controls. RNA reviewed the Company’s
coreplaint registers for 2014-2015, to evaluate the Company’s compliance with statutory complaint
requirements. RNA also reviewed the Corapany’s complaint registers for 2014-20135, to determine whether
they properly contained ail Division complaints.
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Transaction Testing Results:

Findimgs: Notie,

Observations: Based on testing, the Company’s complaint registers incladed all statutorily-
required database elements. Also, the Company’s complaint registers properly included all
Division complaints, : .

Recommendations: None.

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

Objective: This Standard addresses whether the Company has adequate complaint handling procedures,
and communicates those procedures to policyholders and consamers. See Appendix A for applicabie
statutes, regulations and bulletins. )

Conirols Assessment: See Standard II-1.

Controls Relignce: See Standard -1,

Transaction Testing Procedure; RNA. interviewed management responsible for complaint handling, and
examined ovidence of the Company’s related processes and controls. From 2014 and 2015 complaint
activity, RNA tested two regulatory complaints and 10 consumer complaints to evaluate the Company’s
compliance with statutory complaint requirements. In addition, RNA reviewed the Compary’s website and
communications to consumers, to determine whether the Company provides contact information for
consumer inquiries,

Trangaction Testing Resulls:
Findings: None.

Obsérvations: Based upon testing, RNA noted that the Company has adequato procedures to
address complaints, and adequately communicates such procedutes to consumers.

Recammendations: Nooe,

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

Objective: This Standard addresses whether the Company’s response to the complaint fully addresses the
igsues raised, and whether policyholders or consumers with similar fact patterns are treated consistently and
fairly. See Appendix A for applicable statutes, regulations and bulletins.

Conirols Assessment: See Standard 11-1.

Controls Relianee: See Standard II-1,
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Transaction Testing Procedure: RNA interviewed management responsible for complaint handling, and
examiined evidence of the Company’s related processes and controls. From 2014 and 2015 complaint
activity, RNA tested two regulatory complaints and 10 consumer complaints io evaluate the Company’s
efforts to praperly dispose of complaints, '

Transaetion Testing Results:
Findings: None.

QObservations: RNA poted that the Company fully addressed the issues raised in the complaints
tested. Documentation for the complaints appeared complete, including the original complaints
and related correspondence,

Recormmendations: None.

Standard II-4. The time frame within whick the regulated entity responds to complaints is in

accordance with applicable statutes, rules and regulations.

{Ohjective: This Standard addresses the time required for the Company to process each complaint. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: See Standard IE-1.

Controls Relignee: Sec Standard 11-1.
Transaction Testing Procedure: RNA interviewed management responsible for complaint handling, and
examined evidence of the Company’s related processes and controls. From 2014 and 2615 complaint

activity, RMNA. tested two regulatory complaints and 10 consumer complaints o evalvate the Company’s
complaint response times.

Transgetion Testing Resylis:
Findings: None.
(Qhservationy: The Company addressed the tested regulatory complaints within 14 days as allowed
by the Division, and consumer complaints appeared to be addressed timely. The Company appears

to respond to complaints in a timely manner in accordance with its policles procedures, and
regulatory requirements,

Recommendations: None.
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1L MARKETING AND SALES

Evaluation of the Standards in this business area is based ont (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 I1T-1. Al advertising and sales materials are in compliance with applicable statutes, rules

and rggulaﬁuns.

Objective: This Standard sddresses whether the Company maintains a.system of control over the content,
form, and dissemination for all advertising and sales materials. See Appendix A for applicable statutes,
regulations and bulletins.

Conirols Assessment: The following controls were noted as past of this Standard:

u The Company has adopted written policies and procedures for review and use of advertising and
sales materials, including a provision in agency and producer contracts requiring adherence to such
procedures. ’

« The USIG Compliance Department reviews and approves all home office and producer-generated
sales and advertising materials prior to use. An electronic work flow system tracks and documents
the review and approval of these materials. All approved sales and advertising materjals have an
expiration date, which is to be no more than two years from the approval date.

x USIG Compliance Department staff consult with the busihess units during development of
proposed materials to ensure efficiency and understanding of compliancs requirements.

x The Company’s career agency system includes an Agency Supervisory Officer (*ASO”) at each
general agency. Producers may send personal letters to customers, but the ASO must review
securities-related correspondence, although not prior to the letter being sent by the producer.

»  Producer email is filtered using information technology controls through identification of key
words in emails, which may also trigger a review by the ASO.

w The Company discloses its name and address on its website.

w The Company’s CAD periadically conducts audits of the USIG Compliance Department's review
atd approval of advertising and sales materials.

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

Tyansaction Testing Procedure; RNA interviewed Company personnel with responsibility for review,
approval, and maintenance of sales and advertising materials, and obtained supporting documentation.
RNA obtained a list of advertising and sales materials utitized during the examination period, and selected
13 home office sales materials and 12 producer-generated sales materials for aceuracy, reasonableness, and
evidence of approval prior to use. RNA also reviewed the Company’s website for disclosure of its name
and address. Finally, RNA sought evidence of the use of unapproved sales and marketing materials as part
of new business testing. :

Transdciion Testing Resu is:
Findings: None,

Observations: Based on review and testing, advertising and sales materials generally appeared
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accurate and reasonable, and all were approved by the Company prior to use. The Company’s
webgite properly disclosed its name and address. RNA nofed no use of unapproved sales and
markatmg materials as part of new business testing. :

RNA reviewed one agent-produced sales presentation and iltustration showing the use of cash value
life insurance for college funding. The presentation provided an abbreviated illustration showing a
child whole life policy with premiums of $10,000 for each of years 1-10, with a cash value in year
L5 of $151,343, and using cash values in years 16-19 of $164,000 for college funding. That
iflustration was comipared to a brokerage account with an average 5% afler tax return showing a
$186,972 value at year 15, which is $35,000 more than the cash vilve at that date. Further, the
abbreviated illustration showed the values for the brokerage option and the cash value life policy
in year 68, where the cash value policy substautially exceeded the value of the brokerage account.
The USIG Compliance Department did not challenge the sppropristeness of this abbreviated
iltnstration and sales presentation, which was solely prepared to illustrate college funding options
to the consumer.

Reconmmendation: The Company's USIG Compliance Department should more rigorously challenpe
agent-developed sales presentations and i{lustrations for appropriateness, particularly those involving cash
value insurance as a savings vehicle, to ensure that the presentations and illustrations are prepared in the
consumer's inferests and are not mlsleadmg to the constmer,

Subsequent Company Aetions: The Company's policy of teviewing agent-developed sales materials and
illustrations was not properly performed for these sales matetials. The Company has sent a reminder notice
to the sales material review team within the USIG Compliance Departinent fo ensure that the Company's
policy related to agent-developed sales materials is consistently performed.

Standard [0-2. Regulated entify internal producer training materials are in compliance with

applicable statutes, rules and regnlations.

Objective: This Standard addresses whether the Company’s producer training materials are in compliance
with state statutes, rules and regulations. See Appendix A for applicable statutes, regulations and bulletins.

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

-w  The Company has developed extensive career agent training and education programs, which are
tailored to the career agents® experience and needs.

a  The USIG Compliance Department reviews and approves all general agency and producer sales
training materials. An electronic work flow system tracks and documents the review and approval
of such training materials.

= For long-term care business, agents must complete Massachusetts-required training, with such
training certified by the Company. The Company maintains a Hst of agents that have completed
such training. .

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

" corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
* transaction testing procedures.
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Transaction Testing Procedure; RNA interviewed Company personnel with responsibility for review,

approval, and maintenance of producer training materials, and obtained supporting documentation. RNA

evaluated compliance with long-term care training requirements in conjunction new business testing of 12
" individual long-term care applications.

Transaction Testing Results:
Findings: None.

Observations: Based upon testing, the Company provided evidence of the completion of long-
term care producer training for the 12 producess.

Reconpnerdations: None,

Standard I11-3. Regulated entity communications fo producers are in compliance with applicable
statnies, ruies and regulations.

Objective: This Standard addresses whether the written and electronic communication between the
Company and its producers is in accordance with Company policies and procedures. See Appendix A for
applicable statutes, regulations and bulletins.

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

» Agency communications; including electronic mail and bulletins, are approved by Company
personnel priot to disiribution, and are also available electronically on the Company’s secute web
portal. .

» The Company updates general agencies and producers on product and compliance matters by
cireulating newsletters via the Company’s secure web porial.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for developing
and distributing producer ‘communications. RNA. also reviewed producer compliance materials in
copjunction with new business testing.

Transaetion: Testing Resulty:

Findings: None.

Observations; Based on our review, procedures for communications to producers géneraily appeat’
appropriate and reasonable. .

Recomuendations. None,
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Standard 1014, The insarer’s rules pertaining to producer requirements in comnection with
replacements are in compliance with applicable statates, rules and regulations,

Objective;  This Standard addresses appropriate replacement handling by the producer, including
identification of replacement transactions on applications and use of appropriate replacement-related forms.
See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment; The following controls wete noted as part of this Standard and Standard [1-5:

Written policies and procedures govern replacement handling,

The Company’s applications require a response from the applicant and agent as to whether o not
the insurance or annuity applied for will replace another policy or contract,

Agents ara required to subinit applications to the Company that include copies of the Massachusetts
replacement disclosare form provided to, and signed by, the applicant on the application date. The
Company reviews submitted application packages for evidence of properly completed applications
and signed replacement disclosure forms.

The Company encourages non-variable life, disability income, and long-term care replacement
sales be contemporaneously reviewed by an agency supervisor prior to submission to the Company,
although such contemporanecus supervisory reviews are not required.

Company policy requires that general agency supervisors take responsibility for evaluating all
variable life and annuity replacement sales to ensure that they are suitable, The supervisor’s review
is documented on the application, which is sent to the Company.,

For internal anmiity replacement transactions, an internal exchange disclosore form is required
where the applicant acknowledges that he or she is replacing the existing contract with a new
contract, which may include a new sumrender charge period.

Written Company policy requires that notice to the replaced carrier be sent within two to seven
business days for life applications, and within three business days for annuity applications, from
the date the application is received “in good order” in the home office.

Reduced commissions are paid on most infernal replacements to discourage such replacements.
Internal replacement transactions that are eligible for fill commission include: new life contracts
where policy loan proceeds are used from an existing policy, as long as the existing policy is not
replaced; Jife policies that qualify under a program for high performing agents, whereby full
commissions are allowed for a limited number of replacement transactions with a limited face
value; replacements of a Company’s life policy with a Company’s annuity product, or vice versa,
and term to term replacements where the replaced term policy is over nitie and one-half years old.
The Conpany pravides a 20 day free look on ali life and annuity replacement sales,

The Company states that it monitors agents for the volume and nature of their replacement sales,
and takes appropriate action when considered necessary,

The USIG Compliance Department monitors its genieral agencies for compliance with replacement
policies and procedures through annmual fisld visits.

The Company has quality assurance processes for life, annuity, and disabilify income tew business
processing. Quality assurance results are documented and are used to determine process
improvement opportunities, and for employee evaluation and training,

The Marketing Department periodically surveys consumers about their experience with the new
business process. Trends are identified and process/service improvements ate identified as needed.
Surveys are anonymons, but if the respondent has concerns or requests contact, the Company will
contact the respondent,

The Company’s long-term care new business processes are outsourced to an-unaffiliated third party
administrator. The contrast contains performance standards requiring timely and accurate new
business and processes and compliance with all applicable laws and regulations.
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Controls Relignee:  Controls tested via documentation inspection, procedure observation and/or
corroborating inguity appear to be sufficiently relisble to be considered in determining the extent of
transaction testing procedures.

Transaction_Testing Procedure: RNA iaterviewed Company personnel with responsibility for new
business processing, and obtained supporting documentation. As part of new business testing, RNA.
selected a sample of approved replacement sales including 33 life, 20 annnity; three disability income, and
two long-term care sales from the examination period for testing. RNA reviewed the applications to ensure
that the replacement questions on the applications were properly answered, reviewed evidence that the
replacement disclosure forms were properly signed by the applicants at the application dates, and evaluated
whether the replacement sales appeared to be smitable for, ot meet the needs of, the applicants. Finally.
RINA reviewed USIG field compliance reports of the two Massachusetts general agencies for evidence that
replacemient suitability and needs assessment procedures were monitored.

Tyansaction Testing Resulls:

Findings: For two of disability income replacement sales tested, replacement notices were not
provided to the applicants in accordance with 211 CMR 42.08 and 42.11.

Observations: Except as noted above, the tested life, anmuity, disability income, and long-term care
replacement sales appeared to meet the applicants’ needs and comply with Company’s replacement
procedures. Also, the Company appeats to monitor agents for the volume and nature of their
replacement sales, and takes action as consicerad necessary.

Regquired Actions: The Company shall assess its procedures for reviewing agents' actions to provide
replacement notices to disability income applicants, and make enhancetuents as appropriate. Also, the
Company shall conduct staff training of their supervisory review procedures to ensure that they evaluate all
replacement transactions for issuance of replacement notices to applicants by the agents.

Subsequent Company Actions: The Company implemented a new system in 2015 with more robust in~
good-order new business processing sules to ensure. that replacement notices are timely provided to
applicants. :

Gtandard 1NI-5. The insurer’s rules perfaining to insurer requirements in conmection with
replacements are in compliance with applicable statutes, rules and regulations.

QObjective:  This Standard addresses appropriate Teplacement handling by the Company, including
identification of replacement transactions on applications, usé of appropriate replacement-related forms,

and timely notice of replacements to existing insurers. See Appendix A for applicable statutes, regulations
and bulletins. : :

Controls Assessment: See Standard IT-4.

. Controls Reliance: See Standard TT1-4.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for new
business processing, and obtained supporting documentation. As part of new business testing, RNA
selécted a sample of approved replacement sales including 33 life, 20 annuity, three disability income, and
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two long-term care sales from the examination period for testing, RNA reviewed the notices to the replaced
carriers for the life and annuity replacements for timeliness, and evaluated the cormmissions paid on internal
replacements to ensure that they wera reduced in accordance with Company poliey.

Transaction Testing Results:
" Pindings: None.

Observations: Based upon testing, all notices to replaced carriets were timely provided. The
Company reduced commissions on internal replacements in compliance with Company policy.

Recommendations; None.

Standard ﬂI-G. An illustration used in the sale of a policy contains all required information and is
delivered in accordance with statutes, rales and regulations.

Obfective: This Standard addresses issuance of policy illustrations, policy summaries, cutlines of
coverages, and buyer’s guides that contain all required information, and are timely provided to applicants.
See Appendix A for applicable statutes, regulations and bulletins.

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

n The Company has written policies and procedures addressing the use and distribution of life,
disability income, and long-term care policy illustrations, summaries, outlines of coverages,
required disciosure forms, and buyer's guides at the application dats, and disclosure by the agent
that he or she is acting as producer in the sale.

w The Company has written policies and procedures addressing the distribution of Campany-reqmred
anmuity disclosure forms, inchiding 1035 exchange forms, and other transfer forms, at the
application date.

= The Company reviews all submitted life, annuity, and disability income insurance applications to
ensure that requited forms and disclosures are provided to the applicants.

»  The Company has quality assurance processes for life, annuity, and disability income new business
processing. Quality assurance results are documented and are used to determine process
imptovement opportunities and for employee evaluation and training. .

s The Marketing Department periodically surveys consumers about their experience with the new
business process. Trends are identified and process/service improvements are identified as needed.
Surveys are anonymous, but if the respondent has concerns or requests cotitact, the Company will
contact the respondent.

n  The Company’s long-term care new business processes are outsourced to an nnaffiliated third party
administrator. The contract containg performance standards requiring timely and accurate new
business and processes and compliance with all applicable laws and regulations.

Controls Reliance:  Controls tested via documentation inspeciion, procedure observation andfor
corroborating inquiry appear to be sufficiently reliable to be considered in determining the exfent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for new business

processing, and obtained supporting documentation. As part of new business iesting, RNA selected a
sarple of 43 life, 35 annvity, 15 disability income, and seven long-term care sales during the examination
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period for testing. RNA reviewed the life, annuity, disability income, and long-term care illustrations,
policy summaries; outlines of coverages, and other disclosures, and verified that they were timely provided
to the applicants where required. Finally, RNA noted whether the insurance policies or contracts received
were consistent with those applied for, and that any changes resalted in full written disclosure to applicants.

Transaciion Testing Rezulls:

Firidings: None.

Observitions: Based on testing, RNA noted that all life, annuity, disability income and long-teras
care policy illustrations, summaries, outlines of coverages, disclosures, and buyer’s guides were
timely provided to the applicants when required. Contracts received by applicants were issued
consistent with their applications, or any changes resulted in full written disclosure to the
applicants.

Recommendations; None.

Standard TI7. The insurer has suitability standards for its products when required by applicable
{statutes, rules and regslations. '

Objective: This Standard addresses whether the Company maintains seitability or needs assessment
standards for its products. See Standards 11-4 and TIE-3 for testing of replacement suitability and needs
assessment, and Standards [I-11 through 1112 for testing of annuity suitability and needs assessment. See
Appendix A for applicable statutes, regulations and bulletins.

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

w Agents are required to submit complete applications to the Company that are signed by the
applicant on the application date.

» Company policy requires that agents conclude that all sales are suitable and meet the applicants
needs. . :

= Most of the Company’s life applications require submission of information regarding the
applicant’s income, net waorth, liguidity, family status, and source of funds to assist in determining
their needs,

w The USIG Compliance Department monitors its general agencies for compliance with variable
product suitability policies and procedures through annual field visits. :

» The Company has quality assurance processes for life and disability income new business
processing. Quality assurance results are documented and are used to determine process
improvement opportunities and for employee evaluation and training.

w The Marketing Department periodically surveys consutiiers about their experience with the new -

business process, Trends are identified and process/service improvements are identified as needed,
Surveys are anonymous, but if the respondent has concerns o roquests contact, the Company will
contact the respondent.

» The Company’s long-term care new business processes are outsourced to an unaffiliated third party
administrator, The contract contains performance standards requiring timely and accurate pew
business and processes and compliance with all applicable laws and regulations.
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Controls Relionce:  Controls tested via documentation inspection, procedure observation and/or

corroborating inquiry 2ppear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for new
business processing, and obtained supporting documentation. As part of new business testing non-
replacement sales testing, RNA selected a sample of 10 1ife] 12 disability income; and five long-term care
sales from the examination period for testing, to evaluate whether the sales appeared to be snitable and meet

the applicants’ needs. Finally. RNA reviewed USIG field compliance reports of the two Massachusetts -

general agencies for evidence that suitability and needs assessment procedures were monitored.

Transaction Testing Resulis:
Findings: None.

Observations: RNA noted that each of the non-replacement sales tested appeared to meet the
applicants” needs, Finally, the Company appears to monitor ageticies processes for evaluating
customers” and needs product suitability. .

Recommendations: None.

Standard T11-8. Pre-need faneral contracts or pre-arrangement disclosures and advertisements are
in compliance with statates, rules, and reguiations.

No work performed, This Standard is not covered in scope of examination because the Company does not
offer such products.

Standard IXT-8. The regulated entity’s policy forms provide required disclosure material regarding
accelerated benefit provisions.

Objective: This Standard addresses the required disclosures related to accelerated benefits coverage. See
Standard VI-5 for testing of use of filed pohcy forms. See Appendix A. for applicable statutes, regulations
and bulletins.

Controls dssessment: The following controls were noted as part of this Standard and Standard VI-5:

= The Company obtains Division approval of all policies, contracts and endorsement forms prior to
use. _
® The Company has quality assurance processes for life, annuity, and disability income new business
* processing. Quality assurance results are documented and are vsed to determine process
improvement opportunities and for employee evaluation and training.

getion: T dyre: RNA interviewed Company personne} to understand the process for
requestmg accalerated benefits coverage under life insurance, dr Wwaivers of annuity surrender charges for
total and permanent disability. As part of new business testing of 43 life and 35 annuity sales, we confirmed
that such disclosures were completed and signed by the producers and applicants, as applicable.
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Transaction Testing Resulis:
Findings: None,

Observations:  All tested life and annuity applications had properly signed and conapleted
accelerated benefit disclosure tiders, as applicable. The Compaty appears to have procedures to
provide proper accelerated benefit disclosures upon request for accelerated benefits.

Recommendations: None.

Standard III-10. Policy application forms nsed by depository institations provide required disclosure
[ material regarding insurance sales.

Objective: This Standard addresses policy application forms used by depository institutions with required
disclosures. See Appendix A for applicable stafutes, regulations and bulletins.

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

n The Company has written policies and procedures for sales of its annuities by depository
instifutions, and reviews new business submissions from depository institutions for completeness
and use of required Company forms.

» Company policy requires that depository institutions disclose that the annuity is not a deposit or
other obligation of, or guaranteed by, the depository tnstitution, the Federal Deposit Insurance
Corporation, or any other agency of the United States.

% Product information for consumers contains required disclosures addressing potential Joss of value,

and that depository institutions may not tie anmuity sales to extensions of credit when selling

Company products.

w The Company has quality assurance processes: for annuity new business processing. Quality
assurance results are documented and are used to determine process improvement opportunities
and for employee evaluation and training.

Controls Relionce: Controls tested via documentation inspection, procedure observation and/or

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

Transaction Testing Procedure: RNA interviewed Company petsonnel with responsibility for new business
processing and contract issuance. As few of the Company’s sales are genetated by producers at depository
institutions, business generated from the depository institutions was not specifically identified for testing,
and none of the new business files tested were submitted by producers at depository institutions, '

Tremsaction Testing Results:
Findings: None.

Observations: Based on our review, it apﬁears that the Company has adopted procedures to ensure
that depository institutions make required sales disclosures.

Recommendations: None,
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Standard IX[-11. Insurer rules pertaining to producer requiremenis with regard to suitability in

annuity transactions are in complianee with applicable statufes, rules and regniations.

ObBfectlve: This Standard addresses whether the producer maintains suitability or needs assessment
standards for its produets. See Appendix A for applicable statutes, regulations and bulletins.

Conirols Assesyment: The following controls were noted in this Standard and Standards 111-12 through III-

C 14

u  Company policy requires that agents conclude that all annuity sales are suitable and meet the
applicants’ needs.

»  The Company requires that agents obtain the applicant’s financial status, tax status and investment
objectives, and any other necessary information, to ensure that the annmty is suitable for the
applicant.

n The Company requires that agents complete training courses on the Corapany's annuity products
prior fo selling such products.

n  The Company reviews all submitted annuity applications to ensure that Company-required forms
and disclosures are provided to the applicants, and that the applications are complete and consistent.

= For variabie annuity applications, a sujtability scoring system risk assesses each sale using specific
pre—determmed critetia, Applications meeting pre-defined score levels are subject to a secondary
review by a home office principal.

» For fixed annuity applications, a-general agency supervisot petforms random supetvisory reviews
of selected applications, prior to submission to the Company.

»  The Company has quality assurance processes for anmuity new business processing. Quality
assurance resulis are documented and are used to detennine process irmprovement opportumt-es
and for employee evaluation and training.

» The USIG Compliance Department monitors its general agencies for compliance with annuity
snitability policies and procedures through annual field visits,

» The Marketing Department periodically surveys consumers abont their experience with the new
business process. Trends are identified and process/service improvements are identified as needed.
Surveys are anonymous, but if the respondent has concerns or requests contact, the Company will
contact the respondent.

Confrols_Reliance: Controls tested via documentation inspeetion, procedure observation andfor
comroborating mquxry appear to be sufficiently reliable to be considered in determining the extent of
trangaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for annwity new
business processmg, and obtained supporting documentation. RNA tested 19 senior non-replacement, and
five non-senior non-replacement sales from the examination petiod, to evaluate whether the agents made
appropriate suitability and needs assessments.

Transaction Testing Resulls:

Findings: None,

Observations: The annmity sales tested showed that agents obtained the required financial
information and investment objectives, and made appropriate suitability and needs assessments,
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Recommendations: None.

Standapd YIT-12. Insurer rules pertaining to suitability in annuity transactions are in compliance
with applicable statutes, rules and régulations.

Objective: This Standard addresses whether the Cornpany maintains suitability or needs assessment
standards for its products. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Ses Standard FI-11.

Controls Relignce: See Standard II-11,

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for annuity new
business processing and obtained supporting documentation. RNA tested 10 senior non-replacement and
five non-senior non-replacement sales from the examination period, to evaluate the Company’s efforts to
review the applications for suitability and needs assessment.

‘Trangaction Testing Resulls:

Findings: None.

Observations: The annuity sales tested showed that the Company reasonably evaluated the
applications for suitability and needs assessment. '

Recommendations: None,

Standard III-13: The insurer has procedures in place to educate and monitor compliance with
insurer-specific education and fraining requirements and with applicable statutes, rules and
regulations regarding the solicitation, recommendation and sale of annaity products.

Objetive: This Standard addresses whethér the Company has procedures to educato and monitor
compliance with Company training requirements related to annuity products. See Appendix A for
applicable statutes, regulations and bulletins.

Controls Assessment: See Standard I1T-11,

Controls Reliance: See Standard II-11.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for annuity new
business processing and producer training, and obtained suppotting documentation. RNA reviewed
procedures for monitoring compliance with Company training requirements related to annuity produots.

Transaction Testing Results:

Findings: Nons,

Observations: Based on review, the Company appears o have reasonable procedures in place for
monitoting compliance with Company fraining requirements related to anmuity products.
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Recommendations: None.

Standard ITI-14. The insurer has product-specific training standards and materials designed to
provide producers with adequate knowledge of the annuity products recommended prior to soliciting
the sale of annuity products. The insurer also must have reasonable procedures in place to reguire
its producers te comply with applicable producer training requirements.

Cbjective: This Standard addresses whether the Company has anmuity pmduct training requirements for
producers prior to selling such products, and whether the Company monitors compliance with such
requirements. See Appendix A for applicable statutes, regnlations and bulletins.

Controls Assessment: See Standard IT-11.

Cordrols Reliance: See Standard ITI-11,

.
Transaction Testing Procedure: RNA interviewed Company personnel with respensibility for annuity new
business processing and producer fraining, and obtained supporting documentation. RNA reviewed
procedures for monitoring compliance with Company training requirements related to annuity products.

Transaction Testing Results:

Findings: None.

Observatigns; Based on review, the Compaiiy appoars to have reasonable procedures in place for
monitoring compliance with Company training requitements related to annuity products,

Recommendations: None.

Standard IIT-15: The insurer has procedures in place to provide full disclosure to consumers

regarding all sales of products tnvolving fixed-index annuity products, and all sales are in compliance
with applicable statutes, vules and regulations,

No work performed. This Standard is not covered in scope of examination becanse the Company does not
offer such products.

Standard HI-16: The insurer has procedures in place to provide full disclosure to consumers

regarding all sales of products involving index life, and all sales are in compliance with applicable
statutes, rules and regulations,

No work performed. This Standard is not covered in scope of examination because the Company does not
offer such products,

38



REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMINATION OF
MASSACHUSETTS MUTUAL LFE INSURANCE COMPANY

Standard II-17: The insurer’s underwriting requirements and guidelines pertaining to travel are
in compliance with applicable statutes, rules and regalations.

Objective: This Standard addresses whether the Company's life and disability income underwriting
guidelines related to travel are in compliance with statutory requirements, See Appendix A for applicable
statutes, regutations and bulletins.

Controls Assessment: The following controls were noted in this Standard:

w The Company's life and disability income underwriting guidelines do not allow higher premium
rates or declination of coverage solely because of past or anticipated lawful travel outside of the
United States.

x The Company has quality assurance processes for life and disability income underwriting. Quality
assurance results are documented and are used to determine process improvement opportunities
and for employee evaluation and training. '

Controls Reliance: Controls tested via documentation inspection, procedure observation andfor
corraborating inquity appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures. :

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for life and
disability income underwriting, and obtained supporting documentation. RNA tested 48 life and 20
disability income applications for compliance with statutory vequirements related to past or anticipated

Jawful travel outside of the United States.

Tramsaction Testing Results:
Flrdings: None.
* Obgservations: Based on testing, the life and disability income applications were underwritten in
compliance with statutory requirements related to past or anticipated lawful travel outside of the
United States. '

Recommendations: None.
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Iv. PRODUCER LICENSING

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

Standard IV-1. Regulated entity records of licensed and appointed (if applicable) producers and in

' |iurisdictions where applicable, licensed company or contracted independent adjusters agree with
insurance depariment records.

Objective: The Standard addresses licensing and appointment of the Company’s producers. See Appendix
A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Standard and Standards V-2
and IV-4: .

»  The Company uses three distribution channels including agents in the carcer agency system
(“CAS”), Strategic Distribution Partners (*SDP"), and National Accounts. CAS includes
approximately 5,500 individual appointed agents under exclusive contract in approximately 82
United States general agencies, including two in Massachusetts. The SDP channel consists of
approximately 20 business entities, such as banks and broker-dealers that do not have an exclusive
selling arrangement with the Company, and are not managed through the 82 general agencies, The
SDP’s product distribution is focused primarily on annuitics. The National Accounts chamel
includes approximately 100 producers primarity focused on life and disability income products,

= All general agencies have written confracts with the Company. The contract contains standard
provisions to describe the agency’s relationship with the Company including the agency’s
authorities, compliance, licensing and supervision responsibilities, producer qualifications and
cotmpensation (including commission overrides), indemnification, and termination provisions,

= Once a general agent recommends a producer for contracting, an application is submitted to the
USIG Producer Services & Ogperations Department. The submission includes background
information on the producer’s prior employment, insurance, and Financial Industry Regulatory
Authority licenses status, residency, and the proposed agent contract. The USIG Producer Servises
& Operations Department performs financial, criminal, credit, OFAC, eivil litigation and securities
background checks on the producer for the past five years in each county where the producer has

. lived.

w Each CAS agent contract with the general agency is based on standard conditions and terms
describing the agent’s authority, limits on authority, compensation, and termination provisions. The
standard contract also has general provisions that require the agent to participate in a fidelity
bonding prograrm, and to majntain errors and omissions coverage of $2 miltion excess of $3 million,
through an insurer satisfactory to the Company.

= Once all investigations, baclground information, and contracts are completed, the appointment
process is outsourced to a third party, which submits the appointment application through the
Division's On-Line Producer Registration and Appointment System (“OPRA™) and the NAIC’s
producer database within 15 days of new business submitted. Such information js also entered into
the Company’s producer database, which interfaces with the Company’s various new business
processing and policy administration systems to ensure that an appointment for the producer is in
place, or that a new appointment is being sought within 15 days of new business submitted. For
long-term care business, the agents must have completed Massachusetts-required training, with
such training certified through docurmentation in the agent appointment system.
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« The SDP and National Accounts producers must pass an entity-level background check prior to
contracting. The SDP and National Accounts entities have written confracts with the Company,
which require them to maintain errors & omission coverage, to mect standard duties and
responsibilities, inchiding supervising individual producers, and to perform financial and ctiminal
background checks on their producets, who are also appointed as agents by the Company in OPRA
within 15 days from the date the contract is executed. When new business is submitted, the
Company also performs a credentialing check to verify the business entity holds an active salling
apreement and license.

» The Company has a process to reconcile its records of appointed agents with Division records,
including OPRA, and NAIC's producer database, through the performance of quality checks of
agent appointment and termination activity. Also, an annual reconciliation of the Company's
appointment data with OPRA. is completed prior to payment of appointment fees. Any differences
are investigated, and corrections are made 48 nEcessary.

w The USIG Compliance Department performs annual audits of the general agencies to monitor
compliance with policies and procedures to producer licensing and agent appointment.

»  Appointed agents are responsible for maintaining their producer licensing and continuing education
requirements. The general agencies have procedures in place to monitor their agents’ conpliance
with continuing education requirements.

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

Tremsaction Testing Procedure: RNA interviewed Company employees with responsibility for producer
contracting, processing of agent appointments, and reconciliation of agent records. RNA tested agent
appointment procedures in conjunction with testing of 48 life, 35 annuity, 20 disability income, and 12
long-term care applications submitted during the examination period. RNA verified that the agent for each.
application was included in OFPRA, and verified that the appointment dates in OPRA were within 15 days
of the application date for the agents appointed in 2014, :

12'gﬁsacgion Testing Results:
Findings: None,

Chsesvaiiors: One disability income policy was issued by a licensed producer, but the producer
was 1ot appointed in accordance with Company policy, as the disability income new business unit
did not natify the Producer Services & Operations Department that the producer needed to be

- appointed as agent. Based upon testing and except as noted above, the Company’s agents were
properly licensed and appointed when the application was submitted.

Recommendaions: The Company should assess its procedures for appointing licensed producers as agents,
and make enhancements as approptiate. Also, the Company should conduct staff training to ensure that
staff appoint licensed producers as agents in accordance with Company policy.
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education (if required by state Iaw) in the jurisdiction where the application was taken,

Standard TV-2. The producers are properly licensed and appointed and have appropriate continuing '

Objectiva: The Standard addresses licensing and appointment of the Company’s producers and continaing
education requirements. See Standard IV-1 for testing of producer licensing and agent appointment. See
Appendix A for applicable statutes, regulations and bulletins. )
Controls Assessment: See Standard IV-1.

Controls Refignee: See Standard TV-1.

Transaction Testing Procedure: RNA interviewed Company employees with responsibility for producer.

contracting, processing of agent appointments, reconciliation of ageot records, and monitoring of agent
continuing education requirements. RNA selected seven Massachusetts resident producers for compliance
with Massachusetts producer continuing education requirements, or an appropriate allowed exemption from
such requirements. -

Tramsaction Testing Results:
Findings: None.
Observations: Based upon testing, Massachusetts resident producers were in compliance with
Massachusetts producer continping educafion requirements, or received an appropriate aflowed

exemption from such requirements.

Recommendations: None.

Standard ¥V-3. Termination of producers complies with applicable standards, rules and regulations
regarding notification to the producer and notification to the state, il applicable.

Qbjective: This Standard addresses the Company’s termination of agents in accordance with applicable
statiies requiring notification to the state and the agent. Sce Appendix A for applicable statutes, regulations
and balletins. .

Controls Assessnrent: The following contrels were noted in review of this Standard and Standards TV-4
and IV-5:

s The Company maintains an avtomated produccr database to track sll appointments, terminations
and other licensing changes related to its apency force.

»  The Company’s policy is to notify the Division through OPRA of agent termmatmns usually within
three business days.

s The Company’s policy is to notify the Division of the reason for agent terminations when the
terminations are “for canse,”

n The Company has a process for notifying agents that their appointments have been terminated,
which complies with statutory and contractual requirements.

» The Company hag a process to reconcile its records of appointed agents with Division records,
including OPRA, and NAIC's producer database, through the performance of quality checks of
agent appointment and fermination activity, Also, an annual reconciliation of the Company's
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appointment data with OPRA is completed prior to payment of appointment fees. Any differences
are investigated, and corrections are made as necessary.

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

Transaction Testing Procedure: RNA interviewed Company employees with responsibility for producer
contracting, processing of agent termination, and reconciliation of agent records. RNA selected 30
individual and five business enfity agent appointment terminations, and compared that information to
corresponding information in the Company's data and the Division’s OPRA. Finally, RNA reviewed
evidence that notices to the Division and the agents, as applicable, complied with statutory requirements.

Findings: None.

Observations: The Company propetly notified Division through OPRA, and the agents about the
terminations, as applicable, in compliance with statutory requirements. .

Reconmmendations: None.

Standayd IV-4, The regulated entity’s policy of producer appointments and terminations does not

vesulf in unfair discrimination against polieyholders.

Objective: The Standard addresses the Company’s policy for ensuring that agent appointments and
terminations do not unfaitly discriminate against policyholders. See Appendix A for applicable statutes,
regulations and bulletins. -

Controls Assessiment: See Standards V-1 and IV-3.

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

Transaciion Testing Procedure: RNA intexviewed individuals with responsibility for producer contracting,
appointments and terminations. In conjunction with testing of 48 life, 33 annuity, 20 disability income, and
12 long-term cate applications sibmitted during the examination period, and 30 individual and five business
entity agent appointment terminations, RNA reviewed documentation for any evidence of unfair

discrimination against policyholders resulting from the Company’s agent appointment and termination
policies. .

Transaction Testing Results:
Findings: None,

Observations: Based upon testing, no evidence of unfair discrimination sgainst policyholders was
noted as a result of the Company’s agent appointment and termination policies.

Recommendations: None,

43

J———




REPORT OF THE COMPREHENSIVE MARKET CONDUCT EXAMBNATION OF
MASSACHUSETTS MUTUAL LIF2 INSURANCE COMPANY

Standayd IV-5. Records of terminated producers adequately document the reasons for terminations.

Objective: The Standard addresses the Company’s documentation of the reasons for agent terminations.
Sec Appendix A for applicable statutes, regulations and butletins.

Controls Assessment, See Standard IV-3.

LControls Reliance: See Standard IV-3.

Teansaciion Testing Progedure: RNA interviewed Company employees with responsibility for producer
contracting, processing of agent termination, and reconciliation of agent records. RNA. selected 30
individual and five business entity agent appointment terminations and reviewed the reasons for each
appointiment termination, RNA also inquired about any agent that was {erminated “for cause” during the
examination pcnod

Transaction Testing Resulis:
Findingy: None.

Ghservations: Based upon festing, the Company’s internal records adequately document reasons
for appointment terminations. No agent appointment terminations “for cause”™ were noted,

Recommendations: None.

Standard IV-6. Producer account balances are in accordance with the producer’s contraet with the
insurer,

Oblecgive: The Standard addresses whether the Company’s confracts with “producers mit excessive
balanees with respect to handling funds. Reduced commissions paid on internal replacements are teésted in
Standard ITI-5. See Appendix A for applicable statites, regnlations and bulletins.

Controls Assesement: The following controls were noted in review of thig Stondard:

» The Company pays agents’ commissions in accordance with written contracts, and permits draws
against unpaid earned commissions.

= Company pohcxes, procedures and producer contracts prohibit special inducements and rebates.

Reduced commissions are paid on most internal replacements to discourage such replacements.

» The Company processes commission charge backs for lapsed policies in accordance with contract

provisions,

Conirgls Reliamee:  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. :

Transaetion Testing Procedure: RNA interviewed individuals with respossibility for producer contracting
and commission processing. RNA reviewed any evidence of unusual commissions for life, annuity,
disability income, and long-term care policies sold.
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Transaction Testing Results:
Findings: None, - . ' *“

Observations: Based upon review, the Company appears to pay commissions in accordance with
contractual provisions.

Recommendations: None.
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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, policles and procedures, (b) the Compauy’s response to various information requests,
and (¢} a review of several types of files at the Company.

Stamndard V-1, Premiium notices and billing notices are seat out with an adequate amount of advance

nofice,

Qbjective: This Standard addresses whether the Company provides policyholders with sufficient advance
notice of premiums due. See Appendix A for applicable statntes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Standard:

x . Premium billings are automatically generated through one of several of the Company’s policy or
contract administrative platforms. Consolidated billings are available for families with multiple
policies. . .

» Life and disability income policies are direct billed annually, semj-annually, or quarterly.
Payments are received by check or electronically via pre-authorized monthly check, or through
other mechanisms such as employer-based payroll deduction. Some annuity products have biiling
reminders fo annuify contract holders, so that they may make voluntary payments to their contracts.

Life and disability income billing notice are directly mailed to the policyholder 20-30 days prior to
the due date, except for variable and universal life policies, which are mailed 25 days in advance
of the schedulod payment. The billing notice states that the policy will lapse unless payment is
made. . :

= If premiums are not received when due, an overdue premium notice is mailed 5-21 days after the
due date, stating that if the required payment is not made, the policy will lapse. The policy lapses
for non-payment 62 days after the original due date, except for whole life policies with long-term
care riders, which lapse 31 days after the grace period notification has been sent, The agent is also
notified of the overdue premium for conservation efforts, After 62 days, the policy lapses and must
go through wnderwriting for reinstatement.

m  The Company has written service standards to ensure the timely processing of premium billing,
reminder and lapse notices. Management monitors performance metrics to evaluate compliance
with Compatiy goals,

= The Company has quality assurance processes for life, annuity and disability income post-issue
processing, including the call center operations. Quality assuranee results are documented and are
used to determine process improveinent opportunities and for employee evaluation and training.

» Long-term care premium and billing notices are processed by a third-party administrator, which
provides numerous management reports summarizing time and service standards compliance.

Controls Relignce:  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 festing procedures.

Transaction Testing Frocedire: RNA discussed billing procedures with Company personnel, and obtained
supporting documentation. RNA selected 10 life, 10 disability incorme, and five long-term care policies,
which lapsed for non-payment duting the examination period, to test for compliance with policies,
procedures and statutory requirements,
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Transaction Testing Resulis:
Findings: None,
Observitions: RNA noted that the Company gave adequate notice prior to lapse for each policy
tasted, in compliance with statutory requirements. Further, premium billing notices appeared to be
mailed to the policyholders with adequate advance notice, and included required disclosure of
potential lapse in the event of non-payment,

Recommendations: None.

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

Objective: This Standard addresses whether the Company has procedures to ensure that policyholder
surrender requests are processed accurately and tinely. Policy issuance testing is included in Standard VI-.
6. See Appendix A for applicable statutes, regulations and bulletins. ‘

Controls Assessment: The following controls were noted in review of this Standard and Standard V-T:

= Upon request to cancel a life insurance, disability income, or apnuity coniract, the Company sends
the dwner a form requiring his or her signature, The Company communicates the cancellation
request to the agent to enable the conservation of the business. The cancellation request is effective
on the date the Company receives the signed form. A check for any retun premiom and surrender
value is sent to the policyholder or annuity contract holder generally within 10 business days.
Variable life and annuity surrenders are processed on the day received. ,

a Al owners have the right to return, or frec look, newly purchased contracts within the time period
stated in the contracts, which meet or exceed minimum statutory requirements. Premium refunds
are to be promptly returned to the owners. :

= The Company has written service standards to ensure the timely processing of policyholder and
contract holder requested surrenders. Management monitors performance metrics to evaluate .
compliance with Company goals.

a  The Company’s Market Research Department anonymously surveys life policyholders via email
related to satisfaction with the Company’s customer service. Results are reported to management,
and written grievances follow the Company’s complaint handling protocols, if the respondent
identified himself or herself in the survey.

w The Company has quality assurance processes for life, annvity, and disability income post-issue °
processing, including the call center aperations, Quality assurance results are documented and are

 used to determine process improvement opportunities and for employee evaluation and training.

w  Long-term care post-issue transactions are processed by a third-party administrator, which provides
DUMErous management reports summarizing time and service standards compliance.

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

Transaction Testing Procedure; RNA. discussed surrender provedures with Company personhel, and

obtained supporting documentation. RNA. selected pine ife and 10 annuity surrender requests from the
examination period, to ensure that requests were processed accurately and timely. Additionally, as part of
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new business testing, RNA noted hree life salos and one annuity sale where the applicants exercised their
free look option. RNA verified that the Company timely and acourately processed the free look requests.

Tramsaction Testing Results:.
Findings: None,

Observations: Based upon testing, the requested surrenders and free looks were processed
accurately and timely, in compliance with statutory requirements.

Recommendations: None.

Standard V-3. Al correspondence directed to the regulated entity is answered in a timely and

résponsive manner by ihe appropriate department.

Objective: This Standard addresses the Company’s procedures for.providing timely and responsive
information to customers by the appropriate department. Complaints are covered in the Complaint
Handling section, and claims are covered in the Claims section. See Appendix A for apphcabie statutes,
ragulations and buifetins.

Contrals Assessment: The following controls were noted in review of this Standard:

w  The Company’s life, disability income, and annuity post-issue operations include a call center to
answer questions from customers and agents. Customer Service Representatives within post-issue
departments respond to written oorrespondenoe and process post-issue transactions

- The Company has written service standards to ensure the timely processing of policyholder and
contract holder comespondence. Management monitors performance metrics to evaluate
compliance with Company goals,

»  The Company’s Market Research Department anonymously surveys life policyholders via email
related to satisfaction with the Company’s customer service. Results ate reported to managemeont,
and written grievances follow the Company’s complaint handling protocols, if the respondent
identified himself or herself in the survey.

» Long-term care postissue transactions are processed by an unaffiliated third-party aduwdnistrator,
which provides numerous management reports summanzmg time and service standards
compliance,

Controly Reliance: Controls tested via documentation imspection, procedure observation andfor

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

Transaction Testing Procedure: RNA. discussed correspondence procedures with Company personnel, and

obtained supporting documentation. RNA also evaluated the Company’s efforts fo correspond with

policyholders and contract holders in various policyholder service and underwriting standards,

Transaction Testing Resulis:

Findings: None,
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Observations: Based upon the review of the above information and review of general

. correspondence between insuteds and the Company regarding underwriting and policyholder
service matters, it appears that the Company has adequate resoutces and procedures to handle
customer inquiries. Comrespondence directed to the Company appeats to be answered in a timely
and responsive manner,

Recommendations: None,

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

No work performed. This Standard is not applicable as the Company did not enter info assumption
reinsurance agreements during the examination petiod.

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

Objective: This Standard addresses procedures for the accurate and complete processing of policy
fransactions, including life and annuity beneficiary and owner changes, life and apnuity contract loans, and
meturities. Billing transactions are tested in Standard V-1. Surtenders are tested in Standard V-2, Return
of premiurn is tested in Standard V-7. Objectives pertaining to policy issuance are included in Standard VI-
6. See Appendix A for applicable statutes, regulations and bulletins, : :

Controis Assessment; The following controls were fioted in review of this Standard:

a Company policy provides for life and annuity beneficiary and ownership change requests to be
effective upon the signing and mailing of a properly completed form. Company policy requires a
witness signature to process Jife beneficiary changes. ,

» Company policy requires a notarized signed written request to process life and annuity lonns greater
than $50,000. Smaller policy loan requests may be made by phone.

w Significant life policy changes must be made in writing, The call center staff regularly process
name and address changes, dividend payments, certain policy coverage changes and certain policy
rider changes. .

w The call center staff regularly process annuity contract holder fiame and address changes, and
variable annuity sub-account changes.

w The Company's current policy is to give written notice to life and annuity contract holders prior to
contract maturity that annuitization must oceur at maturity unless the contract holder requests that
the annuity or maturity date be extended in accordance with Massachusetts law,

w The Company has written service standards to cnsure the timely processing of contract holder
service transactions. Management monitors performance metrics to evaluate compliance with
Company goals.

w The Company has quality assurance processes for life, annuity, and disability income post-issue
processing, including the call cetiter operations. Quality assurance resulfs are documented and are
used to determine process improvement opportunities and for employee evaluation and training.
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s Long-term care post-issue transactions are processed by an unaffiliated third-party admxmstrator,
which provides pumerons management reports summarizing time and service standards
compliance.

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

Transaction Yesting Procedure: RNA discussed the policies and procedures for processing post-issue
tramsactions with Company personnel, and obtained supporting documentation. RNA selected 22
beneficiary change requests (13 life and nine annuity), 10 ownership change requests (eight life and two
annuity), two life coverage changes, and six loan requests (five life and one annuity) from the examination
period, to ensure that the Company processed fransactions accurately, timely and in accordance with
statutory requirements and policy provisions. Also, RNA reviewed and evaluated procedures and
documentation over several years related to notification of fixed and variable annuity contract owners about
upcoming annuitization dates, previously referred to as maturity dates in older annuity contracts. Further,
the Division discussed these annuity notification procedures with Company management.

Transaction Testing Resulis:
Findings: None,

Observatiohis: Based upon testing, except for annuity maturities as noted below, the Company
appears to process policyholder and contract holder transactions accurately and timely in
accordance with statutery requirements and policy provisions,

In November 2015, the Company informed the Division that fhe maturity dates for certain of its
annuity contracts had in the past been routinely deferred without the written consent of the contract
ownets. This issue had been previovsly referenced in a market conduct examination of the
company by another state in 2013. The Division requested the Company provide documentation
related to annuitization or maturity of Massachusetts fixed and variable annuities. The Division
reviewed this material and discussed annuity notification procedures with Company management
and its couasel.

The Company provided the Division with documentation. regarding the affected variable annuity
contracts along with information regarding the other state’s examination and multj-state regulatory
settlement agreements previously entered into by other companies and state regulators, Based upon
examination of the documentation provided, during the period from 1998-2009, out of a total
number of 23,885 Massachuselts variable anmuity contracts that were in force during these years,
the Company unilaterally modified, without owner consent, 636 Massachusetts variable annuity
contracts where there were no post-defetral fransactions. The forns used to notnfy annuity contract
holders of the maturity date deferral were not submitted to the Division prior to distribution.
Further, five irmevocable beneficiarics were identified as not having received notification of the
change in the variable contract maturity dates.

Management states that, in 2008, the Company developed process improvements and generally
implemented cortective actions. The Comnpany’s current and documented practice for deferrals
includes: (i) prior notification to annuity contract owner of pending maturity date no later than 45
days prior to maturity date; (ii) mailing of at least two letters to annuity contract owner, the first at
least 45 days prior to maturity date, the second at least 20 days prior to maturity dats, notifying the
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contract owner of pending maturity date and identifying any alternatives to annuitization available
under the annuity contract; (iii) recording the owner’s response; and (iv) allowing the owner to
have access to the annuity funds, per the confract terms, at any time in the future, upon written
notice to the Company. '

Reguired Astions: The Company has agreed with the Division to provide reimbursement to all
Massachusetts consumers who sustained any ditinution in value of the 636 annwity contracts identified in
the Observations for Standard V-5, Within sixty (60) calendar days of this Report, the Company shall

_submit a reimbursement plan to the Division. Said reimbursement plan shall provide, among other things,

for quartetly reporting to the Division of reimbursement payments until such time as the plan is complete.
T addition, the Company shall promptly notify the Division if any other state or regnlatory body
commences an examination or enforcement action against the Company in connection with its practices
and procedures relative to the annuitization or maturity of fixed and variable annuities.

Recommendations: The Company should continue to follow its current practice for defervals.

Standard V-6. Reasonable aitempts to locate missing policyhelders ox beneficiaries are made.

Dbjeéctive: This Standard addresses efforts to locate missing policybolders or beneficiaries, and to comply
with unclaimed property reporting requirements. See Appendix A for applicable statuies, regulations and
bulletins,

Controls dssessment: The following controls were noted in review of this Standard:

» The Document Management Servioes and Data Quality Department handles mail that is retuned
as undeliverable and attempts to find a befter address for the retarmed mail, and/or determine if a
consumer is deceased for further analysis and validation.

= Company policy requires that unclaimed maturities, premium refunds, and checks for life and
annuity death claims, be reported and escheated when the owner cannot be found.

«  For checks returned in the mail, such as policy loan checks or dividend payments, the returned mail

" processes ate followed to locate a current address. For policyholders and contract holders who
canmot be located, the Treasury Department is responsible for reporting unclaimed funds.

m  The Treasury Department utilizes vendor software, to mapage its unclaimed property reporting and
fracking. Once a check remains un-cashed for 150 days, the information is sent to the Treasury
Department’s abandoned property section for research and reporting. Higher dollar vatve checks
are further reseatched to see If payment was made nsing another means, such as electronic finds
transfer to avoid possible duplicate payments. A letter is sent to the last Jmown address in an attempt
to locate the owner. The Treasury Department also uses public databases to validate addresses and
conduct research in an attempt to locate owners.

w  Annual reporting of all amounts escheatable to Massachusefts is provided on May 1 as required by
Massachusetts law. Prior to escheatment of fonds to the Commonwealth, a final attempt is made
to locate the owner. If the owner is not located, the finds are escheated as required by law,

» The Company completes a monthly compatison of the life and annuity in-force and terminated
business against the Social Security Administration Death Master File in an attempt to focate
deceased policyholders or contract holders. Also, the Company utitizes a vendor database to
perform quarterly reviews of its life and annuity in-force and certain terminated business, which
utilizes enhanced search logic using state vital records, civil service records, and other death record
SOUrces. :

51

RS




KEPORT OF THE COMPREHENSIVE MARKET CORDUCT EXAMINATION OF
MASSACHUSEI'TS MUTUAL LIFE INSURANCE COMPANY

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

‘cotroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of

{ransaction testing procedures,

Transaction Testing Procedure: RNA discussed with Company personnel procedures for locating naissing
policyholders, contract holders and beneficiaries, and procedures for escheatment of funds, and reviewed
supporting documentation. RNA reviewed the 2014 escheatment filing made to the State Treasurer.

Transaction Testhry Resulis:

Findings: None.

Qbseryations: The Company appears to have processes for locating missing policyholders, contract
holders and beneficiaries, and appears to make reasonable efforts to locate such individuals. The

Company appears to reporl unclaimed items and escheat them as required by statute, when the.

Company is made aware of such escheatable items.

Recommendations: None,
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- [Standard V-7. Uncarned premiums are correctly calculated and reinrned to the appropriate party
in a timely manner and in accordance with applicable statutes, rules and regulations. )

wr
1

[N

Objective: This Standard addresses retutn of the correctly calculated unearned premium in a timely manner
when policies ave cancelled. See Appendix A for applicable statutes, regulations and bufletins,

Controls Assessment: See Standard V-2,

Controls Relience: See Standard V-2,

Transdetion Testing Procedure: RNA discussed surrender and return premivm calculation procedures with
Company personnel, and obtained supporting documentation. RNA selected nine life and 10 annyity
surrender requests from the éxamination period, to ensure that any unearned preminms were properly
calculated and timely returned. During life claim testing, RNA ensured that any uncarned premium was
timely paid. :

Transaction Testing Results:
Findings: None,
Observations: Based upon review and tosting, unearned premium appeated to be properly
caleulated and timely returned to the policyholder. Unearned premivm was timely and properly

paid on life claims where such premium was due'to the beneficiaty.

Recommendmions: None.

Standard V-8, Reinstatement is applied consistently and in accordance with policy provisions.

Objective: This Standard addresses consistent reinstatement processing in compliance with policy
provisions. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: The following controls were noted in review of this Standard:

« The Life and Disability Income Underwtiting Departments review reinstatement requests‘

considering the age and risk assumed, The Company's policy is that rules for each underwriting
class are applied to reinstatement applicants on a non-discriminatory basis. A new contestability
period is applied to any new information on the reinstatement application. Also, reinstatement may
rosult in a now rato charged tho applicant and/or a new cxclusion. i

« If the disability income reinstatement application is denied, the applicant may request
reconsideration, which will be performed by the underwriter, manager and chief underwriter,

» The Company has written setvice standaxds to ensure the timely processing of reinstatement
requests, Management monitors performance metrics to evaluate compliance with Company goals.

» The Company has quality assurance processes for life and disability income underwriting. Quality
assurance results are documented and are used to determine process improvement opportunities
and for employee evaluation and training.
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w  Long-term care post-issue transactions are processed by an unaffiliated thifd-party administrator,
which provides numerous management reports summarizing time and service standards
compliance. )

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

Transaction Tasting Progedure: RNA discussed reinstatement procedures with Company persoanel,
obtained supporting documentation, and reviewed the procedures for reasonableness.

Transacrion Testing Resulty:

Findings: None.

Observations:  Based upon review, the Company appests to have reasonable procedures for
processing reinstatement requests in accordance with policy provisions.

Recommendmtions: None.

Standard V-9, Non-forfeiture options are communicated to the policyholder and coniract holder and
correctly applied in accordance with the policy contract.

Objective; This Standard évaluates notification to life policyholders regarding non-forfeiture options, and
requites application of these options in accordance with the contract. The selection of life dividend and
non-forfeiture options is reviewed in conjunction with new business iesting and the procedures noted in
Standard VI-10. See Appendix A for applicable statutes, regulations and bulletins.

Comtrals Assessment: The following controls were noted in review of this Standard:

» The Company uses life and long-term care contract forms designed to mest statatory and
regulatory requirements, and has filed these with the Division for approval prior to nse.

= The Company provides applicants for life policies with several dividend or non-forfeiture
options, which are listed on the applications. Upon lapse, the selected non-forfeiture option is
to-be applied to any cash value remaining in the policy,

w The Company's newly issued long-term care polivies offer a non-forfeiture benefit, If the
applicant declines the non-forfeiture benefit, the Company provides a contingent benefit npon
lapse available for a specified period following a substantial increase in premium rates.

Controls Relignce:  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.

Transoetion Tusting Procedure: RNA discussed non-forfeiture procedures with Company petsonnel, and
reviewed supporting documentation. In conjunction with new business testing, RNA reviewed 48 life and
12 long-term care applications from the examivation period, to ensure the applicant was offered and
selected a.non-forfeiture option, as applicable. During testing of life and long-term care lapses, RINA sought
any evidence of inappropriate application of the policyholders® selected non-forfeiture options.
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Transaction Tesiing Resulis:

Findings: None,

Observations; Based upon testing, the Company appears to communicate non-forfeiture options

~ to policyholders, and to ensure that lifs and long-term care applicants select a non-forfeitare option
at the application date, as applicable. Finally, RNA found no evidence of inappropriate application
of life and long-term care non-forfeiture options.

Recommendations: None,

[Standard V-10. The regulated entity provides each policyowner with an annaal report of policy
valnes in accordance with statutes, rules and reguiations and, upon request, an in-force illustration
or contract pelicy smmmary,

Objective: This Standard addresses pericdic disclosure to the policyholder of contract information. See

Appendix A for applicable statutes, regulations and butletins.
Controls Assessmeng: The following controls were noted in review of this Standard:

w The Company fuails annual reports to whole, term, and universal life policyholders on the policy
anniversary date, disclosing policy cash value, policy insured value, benefits cost, mortality cost,
loan amounts, acerued interest, dividends, and projected values for the next year. Many variable
life products also provide quarterly reporting. _

» The Company mails aonual, semi-annual, or quarterly reports to annuity contract holders,
disclosing the current contract current value, the projected value for the next year, interest crediting
rates, and other contract information. )

x Selected disability income products have annual statements disclosing policy premiums and
benefits. '

u The Company has written service standards to ensure the timely processing of annual, semi-anaval,
and quarterly reports to policyholders and contract holders. ‘

Controls Reliance: Controls tested via docnmentation 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 Procedyre: RNA discossed annual, semi-annual and quarterly report disclosure
procedures with Company personnel, and selected six life, eight anmuity, and five disability income annual,
semi-arnual and quarterly reports sent to owners daring the examination period for testing.

Findings: None.

Observations: Based wupon testing, the Company appears to have adequate procedures for

providing life, annuity and disability income contract holders with timely annual, semi-annual, and
quarterly reports, as applicable, in compliance with Company policies and regulatory requirements.

Recommendations: None.
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Standard V-11. Upon receipt of 2 request from policyholder for accelerated benefit payment, the i
regulated entity must disclose to the policyholder the effect of the request on the policy’s cash value, ‘
accumalation acconnt, death benefit, premium, policy loans and liens. The regulated entity must also
advise that the request may adversely affect the recipient’s eligibility for Medicaid or other : =
government benefits ox entitlements. - :

Thiz Standard addresses disclosure to the policyholder requesting an accelerated benefit payment. This ;
Standard is the same ag Standard VII-12 and is reviewed therein. '
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V1. UNDERWRITING AND RATING

Evaluation of the Standards in this business area is based on (2) an assessment of the Company’s internal
control environment, policies and procedures, (b) the Company’s response to various information requests,
and (¢) a review of sevetal types of files at the Company.

Standard V1. The rates charged for the policy coverage are in accordance with filed rates (if

applicable) or the regulated entity’s rating plan.

Objzetive: This Standard addresses whether the Company is charging premjums using properly filed rates
and in a non-discriminatory manner. See Appendix A for applicable statutes, regulations and bulletins,

- Controls Assessment: The following controls were noted as part of this Standard and Stendard VI-4:

w The Company has written underwriting and rating policies and guidelines, which are designed to
assure reasonable consistency in classification and rating of new business.

s The Company utilizes a five class underwriting system for its life insurance products. Applicants
are categorized as preferred or standard risks according to written guidelines based upon the
applicant’s tobacco use, .medical history, family history, height, weight, and personal history.
Premium surcharges or discounts are also used to modify rates based upon the underwriter’s
evaluation of claim risks and other factors. , _

w The Company determines the premium rate for disability income policies based on the applicant’s
own occupational class, age, gender, job duties, years of experience, health, and habits. Preminm
surcharges are used to increase rates where claim risk is greater.

x The Company determines the premium rates for long-term care policies based on the app licant’s
age and bealth condition. '

» Al policy rates are filed with the Division prior to use. .

» The Company has quality assurance processes for life and disability income underwriting, Quality
assurance results are documented and are used to defermine process improvement opportunities
and for employee evaluation and training.

» Longterm care underwriting is conducted by an wnaffiliated third party administrator, which
provides numerous management reports summarizing business activity and compliance with.
contractual requitements. The Company conducts semi-annual reviews of adminisirative business
practices to assess the adequacy and effectiveness of certain operational 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.

Tyemsaction Testing Procedure: RNA interviewed Company personnel with responsihility for determining
rate classes as part of the underwriting process. RNA selected 43 life, 15 disability income, and seven long-
term capp sales during the examination period, to test Company rate classifications as part of the
underwriting processes. Further, RNA selected nine life, six disability income, and four lopp-term care
applications procossed during the examiination period, and rerated the premium charged for each
application.

Tronsaction Testing Resulls:

Eindings: None.
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. Observations: The Company appeats to be charging premiums in accordance with the Cormpany's
premium rates and applicable rate information filed with the Division. Thus, the Company's rate
classification progess appeats to comply with statutory requirements.

Recommendations: None.

Standard VI.2 - All mandated disclosures are documented and in accordancs wit applicable

statutes, rules and regalations.

This Standard addresses mandated underwriting disclosures for insurance policies, which are required in
accordance with statates, regniations and Company policy. Replacement disclosures are included in
Standards 0I-4 and 1I-5. Requirements fo provide policy illustrations, policy summaries, outlines of
coverages, buyer’s guides, aud other disclosures are included in Standard 111-6. Adverse underwriting

" notices are included in Standards VI-7 and VI.8.

Standard VI3, The regulated entify does not permit illegal rebating, commission catting oy
£ el vedi A o L S W2

inducements.

Objectivg: This Standard addresses illegal rebating, commission cutting or inducements in Company
correspondence fo producers, and in advertising/marketing materials. Roduced commissions paid on
internal replacements are tested in Standard YI-5. Agent commissions are reviewed in Standard IV-6. See
Appendix A for applicable statutes, regulations and bulletins,

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

= The Company pays agents’ commissions in accordance with written contracts, and permits draws
against unpaid earned commissions.

u  Company policies, procedures and producer coniracts prohibit special inducements and rebates.

Reduced commissions are paid on most internal replacerments to discourage such replacements.

u  The Company processes commission charge backs for lapsed policies in accordance with contract

provisions, :

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

' 1 Lesting Procedure: RNA interviewed company personnel with responsibility for commission
processing and producer contracting. RNA inspected producer contracts, new business materials,
advertising materials, producer training materials and manuals for indications of rebating, improper
comumission cutting or inducements. Finally, during testing of 48 life, 35 annuity, 20 disability income, and
12 long-term care applications submitted during the examination period, RNA sought indications of
rebating, improper commission cutting or inducements, :

Transaction Testing Results;
Findings: None,
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Observations: Based upon testing, RNA noted no evidence of rebating, improper commission
cutting or inducements.

Recommendations: None.

Standard VI-4. The regulated entity underwriting practices are not unfairly diséﬁmfnafo;j. The
regulatory entity adheres to applicable statutes, rules and regulations and regulated entity gnidelines

in the selection of risks.

Objective: This Standard addresses unfair discrimination in underwriting primarily rgélated to rating. Also,
see Standard VI-1 for testing of premium rating, Standard VI-7 for testing of declined applications and
related adverse underwriting notices, and Standard V-8 for testing adverse underwriting notices issued for

non-declined business. Appendix A for applicable statutes, regulations and bulletins.

Conirols Assessment: See Standard V-1,

Controls Reliance: See Standard Vi-1.

Tramsaciion Testing Procedure: RNA interviewed Company personnel with responaibility for defermining
rate classes as part of the underwriting process. RNA selected 48 life, 20 disability income, and 12 long-
term care applications submitted during the examination period, to verify that the applications were
approved by underwriting without discriminatory contract provisions, Further, RNA selected nine fife, six
disability income, and four long-term care applications processed during the examination period, and re-
rated the premium charged for each application. ‘

Tramsaction Testing Resulls:
Findings: None,
Observations: Based upon testing, the Company’s underwriting, rating, and sales practices do not
appear to be unfairly discriminatory, and the Company appears to adhers to related statutes, rales

and regulations.

Recommendations: Notie.

Standard VI-5, All forms including policies, contracts, riders, amendments; endorséement forms and

certificates are filed with the insurance department, if applicable,

Objective: This Standard addresses whether policies, contracts and endorsements aﬁa filed with the Division
for approval. See Appendix A for applicable statotes, regulations and bulletins.

Controls Assessment: See Standard II-9,

Controls Relignce: See Standard TH-9,

Controls Relince: Controls tested via documentation inspection, procedure observation and/or
corroborating inquity appeat to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures. .
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Transaetion. Testing Procedure: RNA interviewed individoals with responsibility for filing policies,
contracts, and endorsements. RNA. selected 48 life, 35 annity, 20 disability income, and 12 Jong-term care
applications submitted during the examination period to test whether policies, contracts and endorsements
were approved by the Division. .

Qbseryationy: Based upon testing, the Company utilized policies, contracts, and endorsemenits
approved by the Division prior to their use.

Recommendations: None.

Standard VI-6. Policies, contracts, ridervs; amendments and endorsements are issued or renewed

accurately, timely and completely,

Objective: This Standard addresses whethor the Company issues policies, contracts and endorsements
timely and accurately. See Appendix A for applicable statutes, regulations and bulletins,

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

n The Company's new business processing areas review all life, annuity and disability income .
applications and supporting forms to ensure that they are complete and internally consistent, and
obtain any additional information needed to make underwriting decisions.

w  The Company has guality assurance processes for life, annuity, and disability income new business
processing. Quality assurance results are documented and are used to determine process
improvement opportanities and for employee evaluation and training.

n  The Company’s long-term care new business processes are outsourced to an unaffiliated third party
administrator, The contract contains performance standards requiring timely and accurate new
business and processes and compliance with all applicable laws and regulations.

= The Company's Marketing Department periodically surveys consumers about their experience with
the new business process, Trends are identified and service improvements are identified as needed.
Surveys are anonymous, but if the respendent has concerns or requests confact, the Company will
contact the respondent.

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

Transaction Testing Pz:océdhre: RNA interviewed individuals with responsibility for underwriting and
policy issuance. RNA selected 43 life, 35 annuity, 15 disability income, and seven long-ferm care sales

from the examination petiod, to determine whether policies and confracts were issved timely, accurately
and completely.

Transaction i"esring Results:
. Findings: None,
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Observations: Based upon testing, it appears that policies and contracts are issued timely,
accurately and completely in accordance with Company policies, procedures and statufory
requirements.

Recommendations: None.

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

Objective: This Standard addresses whether application denials are fair, and whether proper notice for
adverse underwsiting decisions was provided by the Company. See Appendix A for applicable statutes,
regulations and bulletins.

Controls Assezsment: The following controls were noted in review of this Standard:

"« The Company hag written underwriting guidefines and policies that prohibit unfair discrimination
in accordance with statutory requirements. '

« If the life or disability income applicant is decliried for coverage, the applicant will receive an
Adverse Underwriting Decision Notice. A Fair Credit Reporting Act Notice is also delivered for
declinations where the information used came from third party consumer reporting agencies.

x The Company has quality assurance processes for life and disability income underwriting, Quality
assurance results are documented and are used to determine process improvement opportunities
and for employee evaluation and fraining. ’

» Long-term care underwriting is conducted by an unaffiliated third party administrator, which
provides numerous management reports summerizing business sctivity and compliance with
contractual requirements. .

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

Transqction Testing Procedure: RNA reviewed written Company policies and procedures requiring that
the Adverse Underwriting Decision Notice be provided when the Company declines applications. From a
list of declined applications, RNA tested five life, five disability income, and five longterm care
underwriting declinations for evidence that the Compaay declined coverage in a non-disoriminatory
manner, and provided a timely Adverse Underwriting Décision Notice. If the underwriting information

eame from third party consumet reporting agency, RNA tested to see whether a Fair Credit Reporting Act

Notice was ziso issved.

Transaction Testine Resulis:

Findings: None.

Observations: For the applications declined, the Company provided the Adverse Un&emiting :

Decision Notice and a Fair Credit Reporting Act Notice, as applicable. Based upon testing, the
Company appears to decline coverage in a non-discriminatory manner, and to provide Adverse
Underwriting Decision Notices and Fair Credit Reporting Act Notices in accordance with
regulatory requirements. ’
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Reconmmendaiions: None.

Standard VI-8. Cancellation/non-renewal, discontinuance and declination notices comply w:th policy

provisions, state Iaws and regulated entity's gnidelines.

Objeetive: This Standard addresses whether the Adverse Underwriting Decision Notices are provided when
the life applicant is approved at a class that is less than standard, or if disability income and long-term care
coverage is approved for a different rate than guoted. Declinations and related notices are tested in Standard
VI-7. Lapses for non-payment are tested in V-1, See Appendix A for applicable statutes, regulations and
bulletins,

Controls Assesgment: The following controls were noted in review of this Standard;

» The Compary has written underwriting guidelines and policies that prohibit unfair discrimination
in accordance with statutory requirements.

n If the life applicant is approved for a class at less than standard, the applicant will receive an
Adverse Underwriting Decision Notice notifying him or her the reason for the underwriting
decision. Similarly, if a preferred or standard rate class is approved at a rate higher than the rate
quoted, the applicant receives a letter and updated illustration that must be signed by the applicant,
when the policy is delivered to the applicant by the agent,

w If the disability income applicant is granted a different rate than quoted, the applicant will receive
an Adverse Underwriting Declsmn Notice notifying him or her the reason for the underwriting

. decision,

» The Company has quality assurance processes for life and disability income underwriting. Quality
assurance results are documented and are used to determine process lmprovement oppottunities
and for employee evaluation and training.

= Long-term care underwriting is conducted by an unaffiliated third party administrator, which
provides numerous management reports summarizing business activity and compliance with
conkactual requirements. .

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for determining
rate classes ag part of the underwriting process. RNA selected 43 life, 15 disability income, and seven long-
term cars sales during the examination period, to test whether Adverse Underwriting Decision Notices were
issued as appropriate,

Transaction Tesiing Resulls:

Findings: None.

Observations: Based on testing, 13 life, four disability income and four long-term care Adverse
Underwriting Decision Notices for approved sales were issued as appropriate, The Company
appears to be issuing Adverse Underwriting Decision Notices for approved sales in accordance
with regulatory requirements. '

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

Objective: Thé Standard addresses whether (a) rescinded policies indicate a trend toward post-claim
wnderwriting practices; (b) decisions to rescind are made in accordance with applicable statutes, rules and
regulations; and (c) Company underwriting procedures meet incontestability standards. See Appendix A
for applicable statutes, regulations and bulletins.

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

= The Company does not have a right to cancel insurance coverage absent the conditions set forth in
the contracts, statutes, or regulations.

« The Company may rescind coverage in cases of frand or material misrepresentation.

a The Company’s underwriting processes consider the risk of material misrepresentation by
applicants, and attempts to corroborate information received including health status.

« Cases considered for rescission ave reviewed by the Underwriting Departments and approved by
Legal Department management. -

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

Transaction Testing Protedure: RNA interviewed Company personnel with responsibility for new
business processing, and obtained supporting documentation.  Since grounds for rescission. in
Massachusetts are Hmited, and such incidents are rare, RNA did not test the Company’s rescission

procedures, but sought evidence of improper rescission during testing of complaints, underwriting
declinations and claims.

Tremsaction Testing Kesults:
Findingy: None.
Obsérvations: Based upon review and testing, RNA noted no instances of improper rescission.

Recommendations: None,

Gtandard VI-10. Pertinent information on applications that form a part of the policy is complete and |

aecurate,

Objectivé: This Standard addresses whether (a) the requested coverage is issued; (b) the Company verifles
the accuracy of application information; (c) applicable non-forfeiture and dividend.options are indicated on
the application; (d) changes and supplements 10 applications are initialed by the applicant; and (e)
supplemental applications are used where appropriate. See Appendix A for applicable statutes, regulations
and bulletins.
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Conrols Assessment: The following controls were noted as part of this Standard;

= The Company’s life applications require submission of inforraation regarding the applicant’s
existing life insurance coverage, family member information, occupation, monthly eamings, age
and the purpose of the applied for coverage. :

» The Company’s annuity applications require submission of information regarding the applicant’s
employment status, occupation, monthly eamings, income, age, and family member information,
to assist in determining the applicant’s needs.

% The Company's disability income applications requirs submission of information reparding the
applicant’s employment status, occupation, monthly earnings, income, age, existing disability
income coverage, and family member information, to assist in determining the applicant’s needs.

»  The Company’s long-term care applications require submission of information regarding the
applicant’s type and amount of coverage requested, age, medical history, and benefit limits.

»  The Company reviews all life, annuity, and disability applications to ensure that they are complete
and internally consistent. '

w  The Company has quality assurance processes for life, annuity, and disability income new business
processing. Quality assurance results are documented and ate used to determine process
improvement opportunities and for employee evaluation and fraining.

m The Company’s long-term care new business processes are outsourced to a third-party
administrator. The contract contains performance standards requiring timely and accurate new
business and processes and compliance with all applicable faws and regulations.

Controls Relignce:  Controls tested via documentation inspection, procedure observation and/or

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

transaction testing procedures,

Transqetion. Testing Procedure: RNA interviewed Company persomnel with responsibility for new
business processing, and obtained supporting documentation. RNA selected 43 life, 35 annmity, 15
disability income, and seven long-term care sales from the examination period for testing. RNA verified
that each of the applications was signed and completed in accordance with Company policy. RNA further
reviewed each application package, and corifirmed that the policy or contract was issued consistent with
the application, or that any changes resulted in proper disclosure to the applicant,

Lransaction Testing Resulls:
Findings: None.
Qbservations: Based upon testing, the application submitted for each sale was signed and

completed in accordance with Coinpany policy, Fach insurance policy or annnity contract was
issued consistent with the application, or any changes resulted in proper disclosure to the applicant.

. Recommendations: Nove.
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Standard VI-11. The regulated entity complies with the specific requirements for Actuired Immune
Deficiency Syndrome (AIDS)-related concerns in accordance with statutes, rules and regulations.

Objective; This Standard addresses procedures to ensure that the Company does not use medical records
indicating AIDS-related concerns to discriminate against life and disability income insurance applicants,
without medical evidence of disease. See Appendix A for applicable statutes, regulations and bulletins.

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

x The life insurance and disability income Underwriting Departments’ procedures require that an
applicant give prior written informed consent before the Company may conduct an AIDS-related
test, and that the applicant acknowledge in writing that he or she understands his or her rights
tegarding AIDS-related tests.

.a A standard form that includes required Massachusetts AYDS-related test disclosures is provided to
the life insurance and disability income applicant at the time an application is taken.

» Applications for lower face value life insurance coverage and lower monthly benefit individual
disability income coverage do not require the applicants to underpo AIDS-related tests.

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

Transaction_Testing Proceduwre: RNA interviewed Company personnel with responsibility for new
business processing, and obtained supporting documentation. RNA selected 48 life and 20 disability
ncome applications from the examination period to verify that the Company obtained signed

' Massachusetts AIDS testing disclosure notices from the applicants when necessary. RNA sought evidence

of unfair discrimination when testing underwriting declinations.

Tramsaciion Testing Results:
Findings: None.
Observations. Based upon testing, it appears that the Company obtains the Massachusetts” AIDS
testing disclosure notice from applicants in accordance with Company policies, procedures and
statutory requirements. RNA noted no evidence of unfair discrimination based on sexual

orientation in nndervwniting declinations.

Recommendationy. None.
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VII. CLAIMS

.
I3k

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 (¢} a review of several types of files at the Company.

Standard VII-1. The initial contact by the regulated entity with the claimant is within the required
| time frame. ' : .

Objective: This Standard addresses the timeliness of the Company’s initial contact with the claimant. See
Appendix A for applicable statutes, regulations and bulletins,

ontrols Assessment: The following conttols were noted in review of all claims Standards:

w  Written policies and procedures govem the Company’s claims handling processes.

= When a life or annuity death claim is reported through an agent, by mail, or through the Company’s
800 phone namber, the claim s registered in the claim tracking system and acknowledged within

. three business days. The confract is researched to determine its status, and Company records

pertaining to the deceased person ars researched to determine if other contracts are in-force. The
contract is then pended in the applicable policy administration system using a “freeze code.” A ,
claims adjuster is assigned based on a predetermined dollar suthority limit, and & claim form is sent ;
to the claimant. If the claim is filed during the two-year contestability period, an authorization
form to request medical information is also sent.

w  When a disability income claim is reported, either through an agent or through the company’s 800

* phone number, the claim is assigned to a claims adjuster, and a claim packet with all necessary
forms is sent to the claimant within 48 hours. The claim packet includes the HIPAA suthorization
form, allowing the Company to communicate with the claimant’s attending physician, The claim
is assigned to a Relationship Manager, and an oufreach call is made to the claimant within one day
after assignment to gather basic information regarding the claim circumstances, set expectations
regarding the claim process, and offer an opportunity to discuss policy coverage. Follow up letters
are sent to the claimant every 30 days until the claim form is received. After 60 days without
receipt of the claim form, and after final notice is provided to the claimant that information must
be submitted or the claim will be closed, the claim is then closed, unless more time is requested.

= Once the Company receives the life or anmuity death claim form in the home office, the claims
adjuster investigates the claim to ensure that it includes the death certificate, a signed claim form,
and any other information needed. All paper information received is scanmed into an electronic
imaging and work flow system. The Massachusetts Department of Revenue website is checked for
intercept program compliance for unpaid child support and taxes. The Company contests few -
claims, as most are received after the two-year contestable period has passed. When such claims
are investigated, 4 referral may be made to the Underwriting Department, the STU, and the Legal
Department s necessary. The elaim setflement amount includes the payment of interest at 3%
from the date of death, and may also include teturn. premium amounts, pro-rata dividends, or netting
of policy loans amounts, as applicable, The claims examiner’s review and approval is completed
and tracked in the Company’s workflow system. The Company’s goal is to process in good otder
lifie claims within five husiness days, and within seven days for anonity death claims. Varialle
product death claims are processed on the day received.

w Life and annuity death claims are paid to the beneficiary according to the beneficiary's instructions.
Ifinstroctions are not given, the Company’s default for payment is a lump sum check. Beneficiaries
inay also elect to put the death proceeds into 2 supplementary contract or in a retained asset account.
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Annuity comtract beneficiaries have several additional settlement options, with some unique to
qualified contracts, such as a spousal fakeover or an internal or extemal qualified plan rollover.

» Once the Company receives a disability income claim form, medical records are ordered, and the
claim is appropriately investigated. Any cases of suspected fraud are concurrently sent to a2 SIU

* investigator. Claim documentation and history notes are maintained, All disability income claims
are evaluated based on total and partial disability using the definitions in the policy, which ean vary
substantially based upon when the policy was written and coverage in-force. Those definitions
often require that the insured be prevented from working in his or her “own occupation.” Partial
disability coverage pays a proportionate benefit based on prior and post-disability earned income.
To the extent that occupational experts are needed to assess the extent of disability, these experis
are available to assess the occupational description,-and to conduct on-site visits. While the
contestability period is two years for a material misrepresentation from the coverage date, fraud
can be found during the claim payment period for behavior indicating that the insured is no longer
disabled.

« Disability income claims adjusters have authority limits, and any claim exceeding those limifs are
reviewed by a supervisor. If there is a waiver of premium on the policy and any life policies owned
by the insured, the waiver of premium is processed by the claims adjoster, ‘

w Mozt pending disability income claim denizls are also reviewed by a supervisor for concurrence.
All denals are communicated in writing to the insured noting the denial reason. Also, the denial
describes the appeal process should the claimant wish to file an appeal, which is either based upon
Employee Retirement Income Security Act ("ERISA") guidelines requiting an independent
medical staff review, or for non-ERISA qualified policies, an independent review by a claims
examiner. Once the appeal review is completed, the claits examinet notifies the tnsured about the
review results, If the decision is unfavorable to the insuted, the insured may seek a second appeal,
which is reviewed by a newly assigned claims examiner and & claims committee. The decision of
the claims committee is communicated in writing to the insured.

x On-going disability income claims require that periodic reports about continued disability be -

provided to the Company. The frequency of feporting is tailored to the disability and the individual
case, and the frequency ranges from monthly to annmally.

» The Company offers a life insurance accelerated benefit tider, which allows carly payment of &

* death benefit when an insured is Iiving but has a terminal iilness, Such benefit requests rmust be
validated by an Attending Physician’s Statement. A statement providing required disclosures is
sent to the claimant at time of the request for accelerated benefits.

« Claims management periodically reviews open claims to evalvate pending issues and ensure
appropriate reserves have been established. '

u The payees for all claim disbursements are checked against the OFAC SDN list.

The Company has implemented a quality assurance function to ensurs consistency in handling life
and anmmity dedth, and disability income claims, and to monitor compliance with Company policies
and procedures, .

» The Company’s long-term care claims process is outsourced to an unaffiliated third party
administrator. The contract contains performance standards requiring timely and acourate claims
processes and compliznce with all applicable laws and regulations.

= The Company anonymously surveys claimants to ask about their experience when filing a claim.
‘The results are analyzed, and necessary follow up items are monitored. -

Controls Reliance: Controls tested via documentation inspection, procedurs’ 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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Tremsaction Testing Procedure: RNA interviewed Company personnel to understand claims handling
pracesses and obtained supporting documentation. RNA selected 20 life claims, nine annuity death ¢latms,
20 disability income claims, 12 disability income payinents, two long-term care claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to detesmine whether its
initial contact with the claimant was timely acknowledged.

Transaction Testing Results:

Findings: Nuue.

Qbservations: Based upon testing, the initial contact by the Company was timely, and the claims
were processed in. accordance with the Company’s policies, procedures and statutory requirements.

Recommendations: None.

Standard VH-2. Timely investigations are conducted.

Qbiective: The Standard addresses the timeliness and completeness of the Company’s claim investigations.
See Appendix A for applicable statutes, regulations and bulleting,

Controls Assessmeny; See Standard VII-1.

Controls Reliance: See Standard VII-1,

Iransaction Tegting Procedure: RNA interviewed Company personnel to understand claim investigations ‘

and obtained supporting documentation. RNA selected 20 life claims, nine anmuity death claims, 20
disability income claims, 12 disability income payments, two long-term care claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to verify that it conducts
timely investigations and, when required, to verify that searches for multiple policies involving deceased
persons are conducted.

Transaction Testing Resulls:
Fingdimzs: None.

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

Recommendations: None,

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

Obfective: The Standard addresses whether the Company timely resolves claims. See Appendix A for
applicable statutes, regulations and bulletins.

Controls Asseysment: Refer to Standard VII-1.
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Controls Reliance: Refer tos Standard VII-1.

Transaction Testing Procedure; RNA interviewed Company personne! to understand claim settlement
practices and obtained supporting documentation. RNA selected 20 life claims, nine annwity death claims,
20 disability income claims, 12 disability income payments, two long-term care claims, 20 long-term care
payments, and 11 Jong:term care payment denials, during the examination period, to verify that claim
resolutions were timely. For on-going disability income claims exceeding two years, RNA vetlfied that
claimants file timely reports updating their disability condition.

Transaction Testing Results:
Findings: None.
Observationy: Based upon testing, the Company appears to resolve claims timely in accordance

with its policies, procedures and statutory requirements. Claimants with on-going disability
conditions also filed fimely reports as required by statute.

Recommendations: None.

Standard VII-4, The regulated entity responds to claim correspondence in a timely manner.

Objective: The Standard addresses the fimeliness of the Companmy’s response to general claim
correspondence. See Standard VII-6 for testing of statutorily-required claim correspondence. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VE-1.

Controls Relionce: Refer to Standard VII-1.

Transaction. Testing Procedure: RNA interviewed Company personnel to understand its claims handling
processes and obtained supporting documentation. RNA selected 20 life claims, nine annuity death claims,
20 disability income claims, 12 disability income payments, two long-term care claims, 20 long-teru care

payments, and 11 long-term care payment denials, during the examination petiod, to verify that claim
cotrespondence was answered timely.

Transaction Testifur Resulls:
Fin(?::ngs-: None.-

Dbservations: Based upon testing, it appears that the Company timely responds to claim
eorrespondence, in compliance with its policies, procedures and statutory requitements. '

. Recommendations: None.
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Standard VIL-5. Claim files are adequately documented.

Objective: The Standard addresses the adequacy of information maintained in the Company’s claim files.
See Appendix A for applicable statutes, regulations and bulletins.

Cornirols dssessment: Refor to Standard VII-1.
Controls Reliance: Refer to Standard VII-1.

 Transaction Testing Procedyre: RNA interviewed Company personnel to understand claim documentation
practices and obtained supporting documentation. RNA selected 20 life claims, nine annuity death claims,
20 disability income claims, 12 disability income payments, two long-term care claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to verify that claim files
were adequately documented,

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company’s claim files were properly documented in
accordance with their policies and procedures.

Recommendations: None.

Standard VIL6. Claims are properly handled in accordance with policy provisions and applicahle
staiutes (including HIPPA), rules and regulations. :

Objective: This Standard addresses whether appropriate claim amounts, including applicable interest, have
been paid 1o the appropriate beneficiary/payee, and whether the Company is in compliance with specific
Massachusetts regulatory requirements. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Referto Standard VII-1.

* Controls Reflance; Tefer to Standard VII-1.

Transaction_Testing Procedurs; RNA interviewed Company personnel to understand claim handling
practices and obtained supporting documentation. RNA selected 20 life claims, nine annuity death claims,
20 disability income claims, 12 disability iicome payments, two long-term care claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to verify that claims were
handled in accordance with applicable policy provisions, and statutory and regulatory requirements.

Tremsaction Testiitg Results:
Findings: None.
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Obgervations: Based upon testing, the Company propetly handles claims in accordance with
policies, procedures and statutory requirements, including claims subject to intercept requirements
in M.G.L. c. 175, §§ 24D and 24F prior to making the claim payment.

Recommendotions: None,

Standard VI1-7. Regulated entity claim forms are appropriate for the type of product.

‘Ohjective: The Standard addresses the Company’s use of claim forms that are proper for the type of product.

See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment. Refer to Standard VII-1.

 Controls Reliance: Refer to Standard VIE-1.

Trarsaction Tesiing Procedure; RNA interviewed Company personnel to understand claim handling
practices and obtained supporting documentation. RNA selected 20 life claims, nine annuity death claims,
20 disability income claims, 12 disability income payments, two fong-term care claims, 20 long-term cate
payments, and 11 long-term care payment denials, during the examination period, to verify that clain forms
were apptopriate for the type of produet.

Transaction Testing Results:
Findings: None.

Observations: Based upon testing, appropriate claim forms were used in accordance with the
Company’s policies and proceduses.

Recommendations: None,

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

* Qbjective: The Standard addresses the Company’s process to establish and monitor claim reserves. See

Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Relignce: Refer to Standaed VIE-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claim reserving
practices and obtained supporting documentation. RNA selected 20 life claims, nine annyity death claims,
20 disability income claims, 12 disability income payments, two long-term care claims, and 20 Jong-term
care payments, during the examination petiod, to evaluate claims reserving policies and procedures. The
Division’s financial examiners and actuaries are also testing reserving in conjunction with the ongoing
financial examination of the Company.
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Transaction Testing Results:
Findings: None,

Observations: Based upon testing, claim reserves were evaluated, established and adjusted in
accordance with the Company’s policies and procedures.

Recommendations: None.

Standard VII-9. Denicd and closed withont payment claims are handled in accordance with policy
provisions and state law.

Objective: The Standard addresses the adequacy of the Company’s decision making and docurentation of -

denied claims. See Appendix A for applicable statutes, regulations and bulletins.
Controls Assessment: Refer to Standard VIE-1.
Controle Relionee: Refer to Standard VII-1,

Transaction Testing Procedure: RNA interviewed Company personne] to understand its claim handling
processes for denied claims and obtained supporting documentation, RNA. selected 11 long-term care
payment denials, during the examination period, to evaluate the decision making and documentation of the
denied claims. The Company reported no denied life, aunuity death and disability income claims/payments
in Magsachusetts during the examination period.

Transaction Testing Results:

Kindings: None,

Observations: Based upon testing, processing of desied claims appear to be iu compliance w1ﬁ1
confractual and statutory requirements.

Recommendations: None,

Standard VIE10. Cancelled benefit checks and drafts reflect appropriate ciaim handling practices.

Objective: The Standard addresses the Company’s procedures fot issuing claim checks and general claims
handling, See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment; Refer to Standard VII-1.

Controly Reliance: Refer to Standard VIE-1,

Transaction Testing Procedure: RNA interviewed Company personnel to understand ifs claim handling
processes, and obtained docnmentation supporting such processes. RNA reviewed procedures regarding
the use of claim payment checks for the claimant to attest to full claim settlement by endorsing the claim
check, ,
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Framsaction Testing Resulis:
Findings: Noge.
Observations: RNA noted that the Company does not use claim payment checks for the claimant
to attest to full claim settlement by endorsing the claim check. Based upon review, it appears that

the Company’s processes for issuing claim payment checks are appropriate and functioning in
accordance with its policies and procedures. :

Recommendations: None,

Standard VIE-11, Claim handling practices do not compel claimants to institute litigation, in cases of
clear liahility and coverage, to recover amounts due under policies by offering substantially Iess than |

is due under the poliey.

Objective: The Standard addresses whether the Company’s claim handling practices force claimants to (a)
institute litigation for the claim payment, or (b) accept a settlement that is substantially less than due under
the policy. See Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment: Refer to Standard VII-1.

Controls Relionce: Refer to Standard VIE-1.

Transaction. Testing Procedure: RNA interviewed Company personnel to undetstand its claim handling

processes and obtained supporting documentation. RNA selected 20 [ife claims, nine annuity death claims,
20 disability income claims, 12 disability income payments, two long-term care claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to review claims handling
practices. RNA reviewed the file for sach sclected claim, and noted whether claim practices appeared to
compel claimants to institute Jitigation to recover amounts due under the policies by offering substantiaily
less than wonld be due under the policies, and whether the Company attempted to setfle claims for less than
reasonable amounts due under the policies.

Transacrion Testing Resulls:
Eindings: None.

Observations: Based upon testing, the Company’s claim policies and procedures do not compel
claimants to instifute litigation to tecover amounts due under the policies by offering substantially

less than would be due under the policies, and do not sg:ftle claims for less than reasonable amounts
due under the policies.

Recommendations: None.
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Standard VIT-12; The regulated entity provides the required disclosure material to policyholders
at the time an accelerated benefit payment is requested.

Dbiecrivé: The Standard addresses required disclosures when accelerated benefits are requested. See
Appendix A for applicable statutes, regulations and bulletins.

Controls Assessment, See Standard VII-1.

Controls Relionce: See Standard VII-1.

- Transaction Testing Procedure: RNA interviewed Company personnel to understand ifs olaim handling

processes and obtained supporting documentation related to accelerated benefit payment disclosures.

Transaction Testing Resulls:
Findings: None,

Observations: Based upon review, it appears that the Company has s process for providing the
proper disclosures to policyholders when accelerated benefits are requested.

Recommendations: None.

Standard VII-13: The regulfated entity does not diseriminate among insureds with differing

“qualifying everits covered under the policy or among insureds with similar qualifying events covered

under the policy.

Objective: The Standard addressed whether the Company’s claim handling practices discriminate against
claimants with similar qualifying events covered under its policies. See Appendix A for applicable statutes,
regulations and bulletins.

Controls Assessmenr: Sec Standard VI-1,
Controls Relignce: See Standard VII-1.

Transaction Testing Procedure; RNA interviowod Company personnel to understand its claim handling
processes and obtained supporting documentation. RNA selected 20 life claims, nine annuity death claims,
20 disebility income claims, 12 disability income payments, two Jong-term caré claims, 20 long-term care
payments, and 11 long-term care payment denials, during the examination period, to verify that there is no
unfair discrimination against claimants.

Transaction Testing Results:

Elhdings: None..

Dbservations: Based upon testing, the Company’s processes do not discriminate against claimants
with similar qualifying events covered under its policies.

. Recommendations: None.
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Standard VIE14: The regulated entity provides the beneficiary, at the time 2 claim is made, written
information describing the settlement options available under the policy and how to obtain specific.
details relevant to the settlement optiony.

Objective: The Standard addresses whether the Company provides detailed written guidance for fife and . -
annuity claim settlement options when the claim is made. See Appendix A for applicable statutes, :
regulations and bufletins,

Controls Assessment: See Standard VII-1.

Controls Relignce: See Standard VI-1. .
Transaction Testing Proceduré: RNA interviewed Company personnel to understand its claim handling
processes and obtained supporting docurnentation. RNA selected 20 life claims and nine annuity death

claims during the examination period, to verify that the Company provides written information describing .
settlement options available under the contract and how fo obtain such seitlement options.

Transuction Testing Rexults:

' Findings: Nove,

A e a s

Observations; Based upon testing, the Company provides written information describing
settlement options available under the contract and how to obtain such settlemest options.

Recommendations: None.

f——
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SUMMARY

Based upon the procedures performed in this examination, RNA has reviewed and tested Cotpany
Operations/Management, Complaint Handling, Marketing and Sales, Policyholder Servige, Underwriting
and Rating, and Claims as set forth in the 2014 NAIC Merket Regulotion Handbook, the examination
standards of the Division, and the Commonwealth of Massachusetts’ insurance laws, regulations and
bulletins. RNA has provided recommendations and tequited actions to address standards in Company
Operations/Management, Marketing and Sales, Producer Licensing, and Policyholder Service. -
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualified and that, in conjunction with RNA, applicd certain
agreed-upon procedures fo the corporate records of the Company in order for the Division to perform a
comprehensive market conduct-examination of the Company. :

The undersigned’s participation in this gomprehensive market conduct examination as the Examiner-To-
Charge encompassed responsibility for the coordination and ditection of the examination performed, which

was in accordance with, and substantially complied with, those standards established by the NAIC and the

Handbook. This participation consisted of involvement in the planning (development, supervision and

review of agreed-upon procedures), commuuication and status reporting throughout the examination,
adminjstration and preparation of the examination report.

The assistance of fhe officers and employees of the Compeny extended to all examiners duriné; the
comprehensive market conduct examination {s hereby acknowledged.

Richard N. Bradiey, Bsquire, MCM
Director of Market Conduct
Commonwealth of Massachusetts
Division of Insurance

Boston, Massachuset{s
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