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Dear Commissioner Burnes: ‘%

Pursuant to your instructions and in a 'ﬂsb with Massachusetts General Laws, Chapter 175,
Section 4, a comprehensive examma& een made of the market conduct affairs of

NORFOLK A HAM MUTUAL FIRE INSURANCE
% COMPANY
at its home office .
‘% 222 Ames Street
Dedham, MA 02026-9109

T@% report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (hereinafter “Division”) conducted a comprehensive
market conduct examination of Norfolk and Dedham Mutual Fire Insurance Company (“Norfolk
and Dedham” or the “Company”) for the period January 1, 2004 through June 30, 2005. The
examination was called pursuant to authority in Massachusetts General Laws Chapter (M.G.L. c.)
175, 8 4. The market conduct examination was conducted at the direction of, and under the
overall management and control of, the market conduct examination staff of the Division.
Representatives from the firm RSM McGladrey, Inc. were engaged to complete certain agréed
upon procedures.

EXAMINATION APPROACH Q E

A tailored audit approach was developed to perform the examination of %Tpany using the
guidance and standards of the NAIC Market Conduct Examiner’s Handbeok, (“the Handbook”),
the market conduct examination standards of the Division, and the Cemmonwealth of
Massachusetts insurance laws, regulations, and bulletins. All pracedures’were performed under
the management, control and general supervision of the mar ICt examination staff of the
Division, including procedures more efficiently addressed%hm ivision’s concurrent financial

examination of the Company. For those objectives, mar ct examination staff discussed,
reviewed and used procedures performed by the Division’s financial examination staff to the
extent deemed necessary, appropriate and effectiv nsure that the objective was adequately
addressed. The following describes the procedures performed and the findings for the work plan
steps thereon.

The functional areas examined follo@rds outlined in the Handbook and include:

I Company Operations/ n?qpent
Il. Complaint Handlin
Il Marketing and S

V. Producer Lic

V. Policyhol ces

VI. Undenwritingsand Rating

VII.  Clai

This on included testing the Company’s compliance in the following areas:

Q ¢ 18U.S.C.§§1033 and 1034

e Review previous prior market conduct examinations performed by Massachusetts
and any other jurisdiction to determine if any findings were applicable to current
business practices.

In addition to the processes and procedures guidance in the Handbook, the examination included
an assessment of the Company’s internal control environment. While the Handbook approach
detects individual incidents of deficiencies through transaction testing, the internal control
assessment provides an understanding of the key controls that Company management uses to run



their business and to meet key business objectives, including complying with applicable laws and
regulations related to market conduct activities.

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



EXECUTIVE SUMMARY

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

The Division considers a substantive issue as one in which corrective action on the part oﬁk
Company is deemed advisable, or one in which a “finding,” or violation of Massachus
insurance laws, regulations or bulletins may have occurred. It is also recommend
Company management evaluate any substantive issues or “findings” for applicabili
occurrence in other jurisdictions. When applicable, corrective action should be'a

jurisdictions and a report of any such corrective action(s) taken should be ided to the
Division.

The following is a summary of all substantive issues found, alon ;Iated recommendations
and, if applicable, subsequent Company actions, as part of th ensive market conduct
examination of the Company.

All Massachusetts laws, regulations and bulletins c@s report may be viewed on the

Division’s website at www.mass.gov/doi
I COMPANY OPERATIONS/ ENT
STANDARD I-1
Findings: None &
Observations:
e Theinte d|t manager’s market conduct audit reports are designed to separately
trac espond to deficiencies, rather than as part of the report.

. ﬁ‘&h( gh all were ultimately completed, some internal audit recommendations were
n

@t ompleted by initial deadlines.
&commendaﬁons:
[ ]

The Company should enhance its market conduct auditing and reporting processes
so that compliance with audit recommendations can be verified by the person who
performed the audit, and any other compliance monitor assigned to review the
audited function.

e The Company should monitor compliance plans to assure timely completion of
internal and external audit recommendations.


http://www.mass.gov/doi

STANDARD I-3

Findings: None

Observations:

o RSM confirmed that the Company’s employment application requires that applicants
disclose felony convictions.

e Once hired, the Company does not monitor employees for felony convictioné%n

ongoing basis. y
Recommendations: The Company should conduct a criminal backgrounda% r any
h

employee for whom a background check has not already been conduct@) ould
monitor employees for felony convictions on an ongoing basis subsequ hiring.

STANDARD I-9 §)

Findings: The inability of the Company to produce ti chrate and reconcilable
data listings negatively impacted the progress of t et conduct examination.

Observations: None Q

Recommendations: The Company should impl e&ocedures and controls to ensure that
information required for an examination is in a timely and accurate manner.

STANDARD I-10 \’<\’

sE‘Ruthorization to Use or Disclose Protected Health
ins a fraud warning statement that ends with a reference to
ampshire rather than a Massachusetts fraud statute.

Findings: The Compal
Information” noti
“RSA 638:20”,

) ’fﬂ% mpany has established privacy practices to comply with the Gramm-Leach-
%Ifli y Act and the Health Insurance Portability and Accountability Act.

Q ased upon RSM’s review of the Company’s written privacy notice and its privacy
practices, it appears that the Company provides an adequate privacy notice to
applicants and to policyholders regarding its handling of non-public personal
financial and health information.

o The Company issues required privacy disclosure forms at the time a policy is issued,
rather than at the time of application for the policy.

Recommendations: The Company should implement written privacy disclosures in
Massachusetts that emphasize Massachusetts laws, and not those of another state. Further, the
Company should take steps to ensure that its automated system for providing appropriate state-
specific privacy disclosures is functioning properly.




1. COMPLAINT HANDLING

STANDARD II-1

Findings:

The Company’s initial response date to each complaint is tracked in the log as the
Disposition Date.” However, this response date is not necessarily the “dis iQn”
date, as required by Massachusetts law. {)

The Disposition column of the Log does not explain how the compla
resolved. Further, a complaint register is maintained for Norfolk
Group complaints, but is not broken down for each specific ¢
Group.

any=within the

Observations: None 0 :

Recommendations: é S

The Company should consider adding columns to the Complaint Log to track
the final action by the Company, he date of that action, to meet the specific
requirements of Massachusetts regarding complaint disposition and processing

time.

The Company’s compla@hould separately record the number of complaints
made against Norfolk%j Dedham, rather than recording this number only as part of
an aggregate figur e’log for all complaints made against the Norfolk and
Dedham Group:

STANDARD

Observati

the Company appears to have adequate complaint procedures in place, and provides

<

policyholders with the information needed to contact the company.

The Company’s claim examiners appear to consistently follow its complaint
procedures.

The Company’s complaint procedures state that each division manager is
responsible for identifying complaint trends and taking any necessary action.
Interviews with staff and review of complaint records do not indicate that the
Company reviews complaints to identify trends or to conduct root cause analysis.

Recommendations: The Company should take steps to ensure that it’s Division

Managers follow the Company’s complaint procedures by identifying complaint trends
and taking necessary action. Further, the Company should consider enhancing its



documentation of the executive management’s periodic discussions of complaint matters.
Such documentation could include, but should not necessarily be limited to, identifying
common complaints, and documenting the results of complaint investigations and
subsequent Company actions taken to resolve or eliminate the causes of complaints.

STANDARD I1-3

Findings: None.

Observations:

e The Company does not maintain separate complaint files for non-Divisi N
complaints, instead maintaining that information and documentation n%t e
related file(s) for that complainant. In order to review complaint m , this
information must be retrieved from the applicable underwritin and

policyholder service records, making it difficult to determin er complaint
documentation is complete. Q)

e The Company appears to treat policyholders with si t patterns consistently
and reasonably.

e The Company’s responses to consumer comg% pear to address the issues

raised, and to comply with Massachusett%
Recommendations: The Company should considerﬂzt ning a separate file for each complaint,
po

rather than having the information imbedded in

yholder’s underwriting, claims or

policyholder service file(s).

MARKETING AND SALE§ (ﬁ\

STANDARD III—1

Findings:

o Thet and Dedham Group” is used as the primary defining name on the
S websne and in its advertisements, rather than the names of each licensed
ny in the group as required by Division of Insurance Bulletin 2001-02.

‘%ﬁe home office address is not displayed on the Company’s web site, as required by
ivision of Insurance Bulletin 2001-02.

Q o A Company newsletter offered a discount on homeowners insurance for the purchase

of a “Freeze Alarm” sold by The Newbury Corporation, a Norfolk and Dedham
Group affiliate company. The offer does not make clear that the discount is also
available for other similar devices purchased elsewhere.

Recommendations:

e RSM recommended that the Company clearly identify the names of the licensed
entities in any advertising materials representing those companies. The names of the
three licensed insurance companies in the Norfolk and Dedham Group have been



added to the Group’s website.

e The Company should more clearly state in its marketing materials for the “Freeze
Alarm” that it and other similar alarms may be used to obtain insurance premium
discounts.

¢ RSM recommended that the Company include its Home Office address on the home
page of the Company’s website, and the Company complied with this
recommendation.

IV.  PRODUCER LICENSING /\)
STANDARD IV-1 '\:}

Findings: The Company paid commission to five of six producer% ted who were

not licensed by the Division. %)

Observations: Based on the results of testing, RSM noted - Company paid
commission to five producers who were not licensed l ivision. The Company
paid an $11,000 administrative assessment to the Di 2002 for paying

commission to an unlicensed entity.

Required Action: The Company should develop a gent procedures to ensure that all
producers representing the Company are appropriately.licensed and appointed, and that it does
not issue commission payments to producers w%ke not appropriately licensed.

VIil. CLAIMS
STANDARD VII- @? v
Findings: None
Observati Company s lack of formal written claim processing time standards,
except thos AR standards it follows for Massachusetts automobile claims, creates the
possi isparate time standards used by individual claims personnel.

Recom ations: The Company should consider creating formal written time standards for all
its’ c® dling processes.

STANDARD VII-3

Findings: None.

Observations: Based on the results of testing, it appears that the Company’s processes
for settling claims in a timely manner are functioning in accordance with statutory and
regulatory requirements.

Recommendations: The Company should develop written guidelines for non-automobile claim




processing, similar to the CAR time standards it uses for personal automobile claims.
STANDARD VII-5

Findings: None.

Observations: Based on the results of testing, RSM noted that the Company’s
documentation of claim files appears adequate.

Recommendations: The Company should develop standard written procedures for
required claim file documentation, including the use of standard language in the

“Annotations” section of the claims system. \)

STANDARD VII-6 §

Findings: None. %

Observations: §)

e The Company has the required procedures in pl
list of registered repair shops, as well as thos hops which qualify as referral

repair shops. According to the Company’s raining Program manual, the
Company performs the required re-insps ions:of repaired vehicles following

viding claimants with a

completion of repairs.

e The lack of cohesive written ¢ dling procedures makes it difficult to
determine whether the Com istently complies with the applicable laws and
regulations. &

e Based upon the res It%s ing, RSM noted that it appears that the Company’s
processes for handl ims in accordance with policy provisions, statutory and
regulatory requir s are functioning in accordance with their policies and
procedures %«

Recommendations: Tgmpany should revise its claim procedures to require that
documentation of i mpliance with specific Massachusetts laws and regulations be retained in
the appropri es.

Q’%NDARD VILT

ndings: None.

Observations: It appears from RSM’s review of claim files that the Company uses
appropriate language regarding reservation of rights and excess losses in its claim
payment letters.

Recommendations: The Company should develop written claim procedures that include
information regarding the use of reservation of rights and excess loss letters.




STANDARD VII-10

Findings: None.

Observations: Each claim file tested indicated a sufficient reserve amount.
Recommendations: The Company should develop written claims procedures that specify

its methodology for calculating reserves and for establishing minimum amounts forany
particular line of business or coverage combination, to ensure consistency in claim

reserving.

STANDARD VII-11 §
Findings: None. %
Observations: §)

e The Company’s claim denial decisions appeare

e The Company’s lack of written claim proc ults in automobile claims that
are often not closed for up to one year
these cases, the Company sends a con r allowing claimants the opportunity

i the Company after an extended time

without payment. RSM observed that the

ys to 1,110 days from the date of loss to close the

claim examiner and the documentation needed to

period, the Company will clos
Company took anywhere fr
tested claims, depending 5&
make a final claim decisio
Recommendations: The Con@ﬁ;uld consider documenting its claim denial procedures to

ensure that the denial process sistently handled by each examiner.
STANDARD @§

Findings:

ions: RSM discovered no inappropriate claim payment practices. In all of the
ims tested, the amount of the check and the payee matched the information on the
s system. It appears that the Company has appropriate processes for issuing claim
yment checks.

Recommendations: The Company should establish and monitor claim payment check procedures
to ensure that all examiners consistently handle claim payments.

STANDARD VII-13

Findings: None.

Observations: RSM noted that complete records of litigated claims are kept on the
Company’s claim system. There was no indication in RSM’s testing that the Company



unreasonably denies claims or compels claimants to instigate litigation.

Recommendations: The Company should develop written claim procedures for consistent
handling of claim payments and denials.

STANDARD VII-14
Findings: None.
Observations: The Company appears to report data to various organizations as required.

Recommendations: The Company should develop written claim procedures includi various
requirements for reporting loss statistical data.




COMPANY BACKGROUND

Norfolk and Dedham Mutual Fire Insurance Company is a member of The Norfolk and Dedham
Group.

The Norfolk and Dedham Group, headquartered in Dedham, Massachusetts, is comprised of three
mutual companies: Norfolk and Dedham Mutual Fire Insurance Company, Dorchester Mutual
Insurance Company, and Fitchburg Mutual Insurance Company. Although their mutual structures
do not allow for common ownership, the companies share common management and some
common board members, offer complementary products through common distribution chénégls,
and share underwriting and claims operations.

The Company is primarily a multi-line writer in the Northeast, offering both hom d
private passenger automobile coverage. The group also offers commercial Iine ge that
includes package policies for business owners and small artisans, as well ag‘commiercial
automobile and workers' compensation coverage. The group recently %deemphasize its
automobile business in favor of commercial property business. Aut %olicies are written
for preferred, standard, and non-standard risks. The Massachusetts | automobile market is
highly regulated as rates are set by the Division. However, co u% ay offer rate deviations
through group discounts approved by the Division. The Safe Driver-fnsurance Plan (SDIP) is a
program mandated by Massachusetts’ law that encourag driving.

The Company is a servicing carrier for the Commao utomobile Reinsurers (CAR). CAR
is a Massachusetts mandated reinsurance facilit h&ables companies to reinsure any
undesirable automobile risk. All licensed aute%[e insurance carriers are required to
participate in the CAR reinsurance facility.%' ing carriers are required to offer automobile
insurance coverage to all eligible appli uant to "take-all-comers" regulations, but may
reinsure undesirable risks through C Intaddition, servicing carriers are obligated to accept
involuntary agencies from CAR, through Exclusive Representative Producers (ERPs), and must
provide an automobile insuranc h%@'in Massachusetts for those producers. A servicing
carrier pays to CAR all premi erated by policies it has ceded (reimbursing CAR for any
relevant group discounts)yand ives fees for servicing ceded policies based upon CAR's
expense structure. Al es writing in Massachusetts share in the underwriting results of
CAR, which has al enerated significant underwriting losses. An insurer's share of the
CAR deficit is basedupon a participation ratio, which considers a company's market share and is
adjusted for i ive use of CAR.

The No and Dedham Group companies writing property/casualty business operate under an
inter y reinsurance agreement entered into on January 1, 1995, whereby all business
acqui y the members is pooled, the combined premiums distributed and losses and expenses
pi%ed in accordance with specified percentages. Fitchburg Mutual was added to the pool in
2003. The participation rates are as follows: Norfolk and Dedham Mutual Fire Insurance
Company, 70%; Dorchester Mutual Insurance Company, 13%; and Fitchburg Mutual Insurance
Company, 17%.

During the examination period, the Company primarily wrote homeowners and commercial
multiple peril lines. The Group has approximately 1,100 licensed local independent producers
who distribute the various products throughout the Northeast region. The Company utilizes a
standard agency contract to establish the business relationship with producers, with an automatic
renewal so that the arrangement is perpetual until cancelled by one of the parties.



l. CoOMPANY OPERATIONS/MANAGEMENT

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

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

Obijective: This Standard is concerned with whether there is an audit function that p w
meaningful information to management.

Controls Assessment: The following key observations were noted in conjug h the review

of this Standard: %

e The company’s internal audit manager has perform ernal audits, one in
2004 and one in 2005, based on selected standar e Handbook, to determine
if the Company’s audit policies and procedure% ly with applicable state laws.

e The company is audited annually by an |g% nt accounting firm.
e Company Claims’ Managers told RSN@ y conduct regular reviews of claim

files.

e The Company president maintai chedule of external and internal audits, and
monitors the completion of commendations.

e Company compllance f are decentralized, with various members of
management being s o0 various compliance responsibilities and no single
individual with ov pon5|b|I|ty

Controls Reliance: Con d via documentation inspection, procedure observation and/or
corroborating |an|ry be sufficiently reliable to be considered in determining the extent
of transaction testi oce ures

Transaction Xeﬁwocedure: RSM reviewed internal audit reports, met with the Division

financial am\g}é, and interviewed Company executives.
Tran@(kTestinq Results:

Findings: None

Observations:
e The internal audit manager’s market conduct audit reports are designed to separately
track and respond to deficiencies, rather than as part of the report.

e Although all were ultimately completed, some internal audit recommendations were
not completed by initial deadlines.



Recommendations:

e The Company should enhance its market conduct auditing and reporting processes
so that compliance with audit recommendations can be verified by the person who
performed the audit, and any other compliance monitor assigned to review the
audited function.

e The Company should monitor compliance plans to assure timely completion o
internal and external audit recommendations.

Standard 1-2. The Company has appropriate controls, safeguards and pro@?gs for
protecting the integrity of computer information.

No work performed. All required activity for this Standard is includ@};cope of the

ongoing statutory financial examination of the Company.

Standard 1-3. The Company has antifraud initiatives i IaEMhat are reasonably
calculated to detect, prosecute, and prevent fraudulent.insurance acts.

18 U.S.C. § 1033; Division of Insurance Bulleg'{ns 98-11 and 2001-14.

Obijective: This Standard is concerned @ther the Company has an anti-fraud plan that is
adequate, up-to-date, in compliance applicable statutes and appropriately implemented

Pursuant to 18 U.S.C. § 1033 ofithe
(“Act”), it is a criminal offe

16lent Crime Control and Law Enforcement Act of 1994
yone “engaged in the business of insurance” to willfully
permit a “prohibited persan® tosconduct insurance activity without written consent of the primary
insurance regulator. A ed person” is an individual who has been convicted of any felony
involving dishones each of trust, or certain other offenses, who willfully engages in the
business of insur s defined in the Act. In accordance with Division of Insurance Bulletins
1998-11 and @% ny entity conducting insurance activity in Massachusetts has the
responsibilitﬁ% tifying the Division, in writing, of all employees and agents who are affected
by this law; Individuals “prohibited” under the law may apply to the Commissioner for written

%ust not engage or participate in the business of insurance unless and until they are

cons
g% consent
0

Controls Assessment:

e The Company has an anti-fraud plan that was last updated on August 25, 2005.

e The Company’s Special Investigative Unit (SIU) is charged through the anti-fraud
plan with detecting and reporting possible claim fraud.

e The Company reports any suspected fraudulent activity to the appropriate regulatory
authority.

e The Company appears to have policies and procedures to prevent, detect, and




investigate fraudulent claim activities.

e The Company has an internal mechanism that includes “whistle blower” procedures
for reporting employee fraud.

e The Company’s employment application asks whether the individual has been
convicted of a felony.

e Company policy is to seek permission from the Division before hiring an applicant
who has been convicted of a felony that falls under the Act.

e The Company does not conduct criminal background checks for new hires. )«
ion

e The Company does not ask existing staff whether they have felony convi

e The Company is required to follow the SIU/Fraud standards establis AR,
which are not discussed in the company’s anti-fraud plan.

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

of transaction testing procedures. Q

Transaction Testing Procedure: RSM reviewed the Comp nti-fraud plan, and the work of
the SIU, as part of various claims standards throughout t ation. RSM also interviewed
managers from the Company’s Claims, Human ResoutcesangSpecial Investigative Units.

Transaction Testing Results: 2
Findings: None. 0%
Observations: (Q\

e RSM confirmed th
disclose felony

e Once hired,.! pany does not monitor employees for felony convictions on an

ongoing b
e Th %any appears to have policies and procedures that are reasonably calculated
, prosecute and prevent fraudulent claims activities.

ions: The Company should conduct a criminal background check for any employee
om:a‘background check has not already been conducted, and should monitor employees for
victions on an ongoing basis subsequent to hiring.

Standard I-4. The Company has a valid disaster recovery plan.

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



Standard 1-5. The Company adequately monitors the activities of the Managing General
Agents (MGA).

No work performed. The Company does not utilize MGAs.

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

No work performed. The Company does not utilize MGAs. C :

Standard I-7. Records are adequate, accessible, consistent a y and comply with
record retention requirements.

Obijective: This Standard is concerned with the organiz @Eiliw and structure of files, as
well as with determining whether the Company is in pliance with record retention

requirements.

Controls Assessment: ‘%
e The Company maintains Q:{

etention Schedule that lists documents by
Company function. Th edtle indicates how many years each documents must
be maintained, where it intained, and in what format/system.

e The Company’ nd underwriting files are imaged documents whose
originals are destroyed immediately after imaging. There is no current plan (or
the Company to purge the imaged files.

particulam
e The inda es are accessible via the Company’s computer system. The

com ss of the records was tested during the ongoing Financial Examination,
gv g RSM’s review of selected files during testing of other examination
st rds.

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

Transaction Testing Procedure: As a part of all testing throughout the examination, RSM
reviewed the adequacy of file documentation and record retention.

Transaction Testing Results: The Company’s record retention procedures list each company
record, and the time period for which each record must be maintained.

Findings: None.




Observations: The Company maintains imaged records for underwriting and claims. In
some cases, records maintenance on these systems is difficult to access. For example,
policy history and declaration pages could not be located for underwriting files.
Information from claim systems is difficult to understand, as descriptive file notes do not
always fully explain the handling of the claims.

Recommendations: None.

Standard 1-8. The Company is licensed for the lines of business that are being wg’tt\er;

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

Obijective: This Standard is concerned with whether the lines of busine written by a
Company are in accordance with its certificate of authority.
Pursuant to M.G.L. c. 175, § 32, domestic insurers must obtain algte authorizing it to issue

policies or contracts. M.G.L. c. 175, § 47 sets forth the vari of business for which an

insurer may be licensed.

Controls Assessment: Due to the nature of this Stan nao controls assessment was performed.

Controls Reliance: Not applicable. ;\.
Transaction Testing Procedure: RSM c@d that certifications are filed with the Division in

connection with the annual financial r process.

Transaction Testing Results: Yy

Findings: None. @

Observatio mpany appears to file all required certifications with the Division.
Recommendatué%? i&n

Standad«-9: The Company cooperates on a timely basis with examiners performing the

.C. 175, § 4.

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

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

Controls Assessment: The responses to the auditors’ inquiries were monitored for completeness
and accuracy.




Controls Reliance: Not applicable.

Transaction Testing Procedure: RSM monitored responses to each inquiry and comment form it
issued to the Company for completeness, timeliness and accuracy.

Transaction Testing Results:

Findings: The inability of the Company to produce timely, accurate and reconcilable
data listings negatively impacted the progress of the market conduct examinatiorh{

Observations: None. \)
Recommendations: The Company should implement procedures and controls tg that

information required for an examination is provided in a timely and accurat.g: man

Standard 1-10. The Company has procedures for the collection, Cgﬁ}xfdisclosure of
information gathered in connection with insurance transacti nimize any improper
intrusion into the privacy of applicants and policyholders

Gramm-Leach-Bliley Act, Section 504(a) and 16 CFR'P 3.

Objective: This Standard is concerned with t p;ﬁy’s policies and procedures for ensuring
it minimizes improper intrusion into the pri consumers.

Controls Assessment: RSM noted th@w g observations in reviewing this Standard:

504(a), and its le 16 CFR Part 313, regarding privacy requirements of

e The Company’s po% K s to comply with the Gramm-Leach-Bliley Act, Section
nonpublic p abinformation.

‘%mar eting purposes.
o The Company has a detailed written “Privacy Policies and Procedures” for
‘% information technology systems.

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

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




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

Transaction Testing Results:

Findings: The Company’s “Authorization to Use or Disclose Protected Health
Information” notice contains a fraud warning statement that ends with a reference to
“RSA 638:20”, a New Hampshire rather than a Massachusetts fraud statute.

Observations: ){

e The Company has established privacy practices to comply with the xLeach-
Bliley Act and the Health Insurance Portability and Accountabilit

e Based upon RSM’s review of the Company’s written privac
practices, it appears that the Company provides an adequ
applicants and to policyholders regarding its handling o

ice and its privacy
y notice to
blic personal

financial and health information. Q
e The Company issues required privacy disclosure‘ern t the time a policy is issued,
rather than at the time of application for the

Recommendations: The Company should impleme%r.‘l n privacy disclosures in

Massachusetts that emphasize Massachusetts laws, and:not those of another state. Further, the

Company should take steps to ensure that its.a ed system for providing appropriate state-
‘r

specific privacy disclosures is functioni

Standard I-11. The company ha loped and implemented written policies, standards
and procedures for the management of insurance information.

The objective of thi @ was included for review in each Standard where such policy or
procedure for the‘& erment of insurance information exists or should exist.

Standard-12. The company has policies and procedures to protect the privacy of
nonpuk sonal information relating to its customers, former customers and consumers
to customers.

Gramm-Leach-Bliley Act, Section 504(a) and 16 CFR Part 313.

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

Controls Assessment: RSM noted the following in conjunction with the review of this Standard:

o The Company’s policy is to comply with the Gramm-Leach-Bliley Act, Section




504(a), and its related rule 16 CFR Part 313, regarding privacy requirements of
nonpublic personal information.

e Company policy allows for the sharing of customer and personal information with
affiliates and non-affiliates who provide services to the Company.

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

e The Company does not sell or share information with anyone for marketing
purposes. As such, policyholders have no “opt out” rights. »{

Controls Reliance: Controls tested via documentation inspection, procedure observa M/or
corroborating inquiry appear to be sufficiently reliable to be considered in deter e extent
of transaction testing procedures. 6

Transaction Testing Procedure: RSM interviewed Company personnelWwith.responsibility for
privacy compliance, and reviewed documentation supporting its privet% licies and procedures.

Transaction Testing Results:

Findings: None. :@

Observations: Based upon RSM’s revie rs that the Company’s policies and
procedures adequately protect consumeréon blic personal information.

Recommendations: None. 0

Standard I-13. The company pr 'de%rivacy notices to its customers and, if applicable, to
its consumers who are not custemers’regarding treatment of nonpublic personal financial
information.

Gramm-Leach-Bliley/Aet,'Section 504(a) and 16 CFR Part 313.

Objective: This %rd is concerned with the Company’s practice of providing privacy notices
‘n@s

to customers,x sumers.

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

of thié Standard:
<¢@

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

e Company policy requires that a home office approved consumer privacy notice be
provided to applicants when the application is taken and coverage is bound.

e The Company’s consumer privacy notice is also included with policy declaration
pages when new and renewal policies are delivered.




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

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

Transaction Testing Results: None.

Findings: None.

Observations: It appears from RSM’s review of the Company’s privacy noti
privacy practices that the Company provides a sufficient privacy notice t

to policyholders regarding its use of non-public personal financial info i
accordance with Company policy. @

Recommendations: None. C@ :

g opt out right, the

¢ personal financial
ot a customer has opted out, and
d other affected consumers.

Standard I-14. If the Company discloses information subj
company has policies and procedures in place so that
information will not be disclosed when a consumer.wh

the company provides opt out notices to its custqg
CFR

Gramm-Leach-Bliley Act, Section 504(a) a

Part 313.

No work performed. The Company %utilize opt out rights because it does not share
information with others for marketw 0Ses.

Standard 1-15. The Co /’s collection, use and disclosure of nonpublic personal
financial informatior@ ompliance with applicable statutes, rules and regulations.

Gramm-Leach-BQ Act, Section 504(a) and 16 CFR Part 313.

Ob'ecti@s Standard is concerned with the Company’s policies and procedures regarding

e and disclosure of nonpublic personal financial information.

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

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

e Company policy allows for the sharing of customer and personal information with
affiliates and non-affiliates who provide services to the Company.




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

e The Company does not sell or share information with anyone for marketing
purposes. As such, policyholders have no “opt out” rights.

e Company policy requires that a home office approved consumer privacy notice be
provided to policyholders when the application is taken and coverage is bound. The
Company’s consumer privacy notice is also included with policy declaration pages
when new and renewal policies are delivered, usually by the producer.

Controls Reliance: Controls tested via documentation inspection, procedure observa M/or
corroborating inquiry appear to be sufficiently reliable to be considered in deterpai e extent
of transaction testing procedures. 6

Transaction Testing Procedure: RSM interviewed Company personne '%ponsibility for
privacy compliance, and reviewed documentation supporting its privet% licies and procedures.

Transaction Testing Results:

Findings: None.
Observations: It appears from RSM’s revi Qne Company’s policies and

t
procedures provide reasonable assuranc thag't properly collects, uses, and discloses
nonpublic personal financial informati

Recommendations: None. &

the health information provisions of the NAIC model

Standard 1-16. In states pro
i protection through other substantially similar laws

regulation, or providing e
under the jurisdiction ofth
procedures in place so'th
except as permitt
authorized the disclosure.

, unless a customer or a consumer who is not a customer has

Objecti is Standard is concerned with the Company’s policies and procedures to ensure it
main ivacy of nonpublic personal health information related to claims.

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

e Company policy is to disclose nonpublic personal health information it obtains in
relation to claim processing only as required or permitted by law to industry
regulators, law enforcement agencies, anti-fraud organizations, and third parties who
assist the Company in processing business transactions to its customers.

e The Company’s procedures to protect the privacy of nonpublic personal health
information are the same as those that apply to nonpublic personal financial




information.

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

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

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

Observations: It appears from RSM’s review that the Company’s poIi
procedures provide reasonable assurance that it properly collects, uses and-d

nonpublic personal health information related to claims. %
Recommendations: None. 03

n
iscloses

Standard 1-17. Each licensee shall implement a compre ensive written information security
program for the protection of nonpublic custo ation.

Gramm-Leach-Bliley Act, Section 504(a);@€FR Part 313.

N

Obijective: This Standard is concerne the Company’s information security efforts to ensure
that nonpublic consumer inform ti%@rotected.

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

e The %any’s policy is to comply with the Gramm-Leach-Bliley Act, Section
d its related rule 16 CFR Part 313, regarding privacy requirements of
n lic personal information.

e Company has conducted quarterly information systems risk assessments to
consider, document and review information security threats and controls.

Q e The Company has adopted a written information systems security and controls
policy.

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

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




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

Transaction Testing Results:

Findings: None.

Observations: It appears from RSM’s review of the Company’s information security
policies and procedures, that the Company has implemented an information security

program which provides reasonable assurance that its information systems adequat
protect nonpublic personal information.

Recommendations: None. l%\)




11. COMPLAINT HANDLING

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

Standard I1-1. All complaints are recorded in the required format on the company
complaint register.

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tracks coms;()r
grievances as required by statute.

Pursuant to M.G.L. c. 176D, § 3(10), an insurer is required to maintai % lete record of all
complaints it received since the date of its last examination. The re a%w st indicate the total
number of complaints, the classification of each complaint by Iin rance, the nature of each
O

complaint, the disposition of each complaint and the time it t process each complaint.
e

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

e The Company has written proce or handling complaints.

The Company’s complaint ha %g rocess appears to function in accordance with
its written policies and procedures:

The Company’s comp%i@gs and its entry of information on each report are

consistent.

e A Companys n is charged with annually reviewing the complaint logs for
compliance Company’s complaint policies and procedures, and applicable
law.

Divi &omplaints are referred to the Corporate Secretary, and the Company’s
ice 15 to reply within 14 days as required by the Division.

Division complaint documentation is maintained in paper format within the
licyholder’s claim or underwriting files, and not as a separate file.

Throughout the year, the company maintains complaints within the work unit that
handled the complaint, and does not record them in a central complaint log or
physically keep them in a central location.

o Complaint registers are maintained for the Norfolk and Dedham Group, but are not
broken down for each specific company within the group.




The Massachusetts complaint data for 2004 and the first six months of 2005 for the Norfolk and
Dedham Group is as follows:

Massachusetts Complaints Total
Claims 274
Underwriting and Rating 4
Treasury 2
Total 280

Controls Reliance: Controls tested via documentation inspection, procedure observation an
corroborating inquiry appear to be sufficiently reliable to be considered in determini &@xtent
of transaction testing procedures.

Transaction Testing Procedure: RSM reviewed the Company’s complaint
interviewed company personnel regarding these procedures, and review
Division complaints except those identified in the company’s log as “
Counsel.” RSM identified and analyzed the nature of each complai
response date was reasonable, and determined whether the supp umentation in the file
was sufficient. In addition, RSM compared the Company’s omplaint register to the
Division’s complaint records to ensure that the Company’ orgs were complete.

Transaction Testing Results:
Findings: ;

e The Company’s initial respot e to each complaint is tracked in the log as the
Disposition Date.” Howeyer, response date is not necessarily the “disposition”
setts law.

date, as required by
e The Disposition co§ of the Log does not explain how the complaint was
t

resolved. Furt plaint register is maintained for Norfolk and Dedham
Group com s, but is not broken down for each specific company within the

Group. Q
Obser %

ompany’s complaint log, and its’ files for complaints received from the
ivision, were consistent with the Division’s logs and files.

Q The Company'’s initial response to a consumer complaint is reasonable and timely,
usually 1 — 2 workdays.

e The Company’s Complaint Log headings comply with Massachusetts law, but the
information tracked under the headings may not comply with the law.

Recommendations:

e The Company should consider adding two columns to the Complaint Log to track
the final action by the Company, and the date of that action, to meet the specific
requirements of Massachusetts’ law regarding complaint disposition and processing



time.

e The Company’s complaint log should separately record the number of complaints
made against Norfolk and Dedham, rather than recording this number only as part of
an aggregate figure on the log for all complaints made against the Norfolk and
Dedham Group.

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

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether (a) the Company has documented gdures for
complaint handling as required by M.G.L. c. 176D, § 3(10); (b) the pro ’%n place are
sufficient to enable satisfactory handling of complaints received as w, onduct root cause
analyses ; (c) there is a method for distribution of and obtaining angd ng responses to
complaints that is sufficient to allow response within the time fraine required by state law, and (d)
the Company provides a telephone number and address for ¢ 2rinquiries.

Controls Assessment: Refer to Standard I1-1.

Controls Reliance: Controls tested via documen a@i(nspection, 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: RS d the Massachusetts complaint files from the
an . RSM also interviewed Company management and

examination period to evaluate this. S

staff responsible for complaint r%g( and examined evidence of related processes and
controls. In addition, a samp s and billing notices sent to policyholders was reviewed to
a

determine whether the C% ovides contact information for consumer inquiries.
Transaction Testinqﬂ@:

Findings:

%erv ions:
The Company appears to have adequate complaint procedures in place, and provides

'@ policyholders with the information needed to contact the company.

e The Company’s claim examiners appear to consistently follow its complaint
procedures.

e The Company’s complaint procedures state that each division manager is
responsible for identifying complaint trends and taking any necessary action.
Interviews with staff and review of complaint records do not indicate that the
Company reviews complaints to identify trends or to conduct root cause analysis.




Recommendations: The Company should take steps to ensure that it’s Division Managers follow
the Company’s complaint procedures by identifying complaint trends and taking necessary
action. Further, the Company should consider enhancing its documentation of the executive
management’s periodic discussions of complaint matters. Such documentation could include, but
should not necessarily be limited to, identifying common complaints, and documenting the results
of complaint investigations and subsequent Company actions taken to resolve or eliminate the
causes of complaints.

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

Objective: This Standard addresses whether the Company’s response to the conifully

addresses the issues raised. C

Controls Assessment: Refer to Standard 11-1. @

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

Transaction Testing Procedure: RSM reviewed all c usetts complaint files from the
examination period in order to evaluate this standar

Transaction Testing Results:

Findings: None.

Observations: Yy

e The Company-go t maintain separate complaint files for non-Division
complain %ﬂ maintaining that information and documentation within the
related |% that complainant. In order to review complaint handling, this

info i ust be retrieved from the applicable underwriting, claims and

icyholder service records, making it difficult to determine whether complaint
entation is complete.

e Company appears to treat policyholders with similar fact patterns consistently
nd reasonably.

Q :. The Company’s responses to consumer complaints appear to address the issues
raised, and to comply with Massachusetts law.

Recommendations: The Company should consider maintaining a separate file for each complaint,
rather than having the information imbedded in the policyholder’s underwriting, claims or
policyholder service file(s).

Standard I1-4. The time frame within which the company responds to complaints is in
accordance with applicable statutes, rules and regulations.




Obijective: This Standard is concerned with the time required for the Company to process each
complaint.

Massachusetts does not have a specific complaint processing time standard in the statutes or
regulations. However, the Division has established a practice of allowing fourteen calendar days
from the date that the insurer receives the notice of complaint for it to respond to the Division.
Company policy is to respond to complaints it receives directly as soon as possible.

Controls Assessment: Refer to Standard I1-1.

Controls Reliance: Controls tested via documentation inspection, procedure observ IW/or
corroborating inquiry appear to be sufficiently reliable to be considered in determini extent

of transaction testing procedures. Q

Transaction Testing Procedure: RSM reviewed the Massachusetts complaintfiles from the
examination period to evaluate whether the Company timely respondé aints.

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

e The resolution of Division complai &ared to be reasonably timely, and within
the fourteen calendar day perio:E d by the Division.

e The Company usually pr(t{ﬂa nitial response to non-Division complaints within

two or three work days.

Recommendations: None. &

Q
&
&




I11.  Marketing and Sales

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

Standard I11-1. All advertising and sales materials are in compliance with applicable
statutes, rules and regulations.

M.G.L. c. 176D, 8§ 3; Division of Insurance Bulletin 2001-02. '«
Objective: This Standard is concerned with whether the Company maintains a of control

over the content, form and method of dissemination for all advertisements of.its cies.

Pursuant to M.G.L. c. 176D, 83, it is an unfair method of competition:to
advertise insurance policies, or the benefits, terms, conditions and.a
Pursuant to Division of Insurance Bulletin 2001-02, an insurer wh
must disclose on that website the name of the company appe
and the address of its principal office.

isrepresent or falsely
ages of said policies.
aintains an Internet website
he certificate of authority,

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

e The Company’s advertising is ed through and/or monitored by the Marketing
Department management.

e The Company uses the * %and Dedham Group” as an identifier in its
advertising, and on its site.

e The Company di e product specific consumer advertising during the

examination@

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

corroborating in ppear to be sufficiently reliable to be considered in determining the extent
of transaction testi ocedures.

the e n period for compliance with statutory and regulatory requirements, and reviewed
the« % y’s website for appropriate disclosure of its name, address and general compliance
th'statutory and regulatory requirements.

Transac%l’;s ng Procedure: RSM reviewed all advertising and sales materials used during

Transaction Testing Results:

Findings:

e The “Norfolk and Dedham Group” is used as the primary defining name on the
Company’s website and in its advertisements, rather than the names of each licensed
company in the group as required by Division of Insurance Bulletin 2001-02.

e The home office address is not displayed on the Company’s web site, as required by




Division of Insurance Bulletin 2001-02.

e A Company newsletter offered a discount on homeowners insurance for the purchase
of a “Freeze Alarm” sold by The Newbury Corporation, a Norfolk and Dedham
Group affiliate company. The offer does not make clear that the discount is also
available for other similar devices purchased elsewhere.

Observations: The results of RSM’s testing showed that advertising and sales materials
comply with Massachusetts M.G.L. c. 176D, § 3.

Recommendations: ,{

o RSM recommended that the Company clearly identify the names of the'li d
entities in any advertising materials representing those companies. &k es of the
three licensed insurance companies in the Norfolk and Dedham G % e been

added to the Group’s website. C
e The Company should more clearly state in its marketing ials for the “Freeze
Alarm” that it and other similar alarms may be used to in‘insurance premium

discounts.
e RSM recommended that the Company include i me Office address on the home
page of the Company’s website, and the Co mplied with this

recommendation.

s

Standard I11-2. Company internal prod "%ﬂhing materials are in compliance with
applicable statutes, rules and regulatiw@

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

Controls Assessment: @%ﬂ\mng controls were noted as part of this Standard:
a

e The

y distributes producer training material electronically via
com, a dedicated website it developed for this purpose

o T gh AgentPak, the Company also distributes general information on company
%&olicies, practices and procedures, including those relating to underwriting and
ating, policyholder service, and claims. This material is updated throughout the
year to note any changes in these areas.

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

Transaction Testing Procedure: RSM reviewed general written information and electronic
training manuals provided to producers for accuracy and reasonableness.




Transaction Testing Results:

Findings: None.

Observations: The Company’s training information and its’ updates for producers appear
current and accurate

Recommendations: None.

Standard I11-3. Company communications to producers are in compliance With<§ licable
statutes, rules and regulations.

Obijective: This Standard is concerned with whether the written and ele ommunication
between the Company and its producers is in accordance with appll es, rules and
regulations.

Controls Assessment: The following controls were noted as S Standard.

e The Company communicates with prod arily through AgentPak.com and
bulletins sent via facsimile.

e Through AgentPak, the Company s general information on company
policies, practices and procedures; dlng those relating to underwriting and

rating, policyholder serV|ce a

e The Company provides e ectronlc training material to producers throughout
the year noting chang in pany policies, practices and procedures.

Controls Reliance: Control
corroborating inquiry app
of transaction testing p

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

Transaction Testi :dure RSM reviewed the Company’s communications to producers
during the examination period for accuracy and reasonableness.

Transacm \hq Results:

d|n s: None.
Q Observations: The Company’s training information and its updates for producers appear
current and accurate.

Recommendations: None.




Standard I11-4. Company mass marketing of property and casualty insurance is in
compliance with applicable statutes, rules and regulations.

M.G.L. c. 175, § 193R

Obijective: This Standard is concerned with whether the Company’s mass marketing efforts are in
compliance with applicable statutes, rules and regulations.

Pursuant to M.G.L. c. 175, § 193R, mass merchandising or group marketing is any system%gn
or plan whereby motor vehicle or homeowners insurance is afforded to employees of

employer, or to members of a trade union, association, or organization and to which é(%)
employer, trade union, association or organization has agreed to or in any way aﬁ%i self

with, assisted, encouraged or participated in the sale of such insurance to its e or
members through a payroll deduction plan or otherwise.
Controls Assessment: The following key observations were noted in @n with the review

of this Standard:

e The Company provides the same premium disco@w% to each member of

various affinity groups. %
e Premium discounts available to affinity grou filed with and approved by the

Division. Q

Controls Reliance: Controls tested via docu ion inspection, procedure observation and/or
corroborating inquiry appear to be sufficie@ iable to be considered in determining the extent

of transaction testing procedures. ‘\
Transaction Testing Procedure: T@m sample of policies issued during the examination
period did not include any that wereissued through mass marketing.
Transaction Testing Resuffs}.
Findings: Q@

Obs © None.

Recom@l&tions: None.




V. PRODUCER LICENSING

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

Standard IV-1. Company records of licensed and appointed (if applicable) producers agree
with department of insurance records.

18 U.S.C. §1033; M.G.L. c. 175, 88 1621 and 162S. A{
Division of Insurance Bulletins 1998-11 and 2001-14.

Objective: The Standard is concerned with ensuring that the Company’s appoir;ducers are

appropriately licensed by the Division. C

M.G.L c. 175, § 1621 requires that all persons who solicit, sell or ne % rance in the
Commonwealth be licensed for that line of authority. Further, an ducer shall not act as
an agent of the Company unless the producer has been appointed ompany pursuant to

M.G.L c. 175, § 162S.

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Contr aw Enforcement Act of 1994
(“Act”), it is a criminal offense for anyone “engaged-if the business of insurance” to willfully
permit a “prohibited person” to conduct insuranc &Hity without written consent of the primary
insurance regulator. A “prohibited person” is ividual who has been convicted of any felony
involving dishonesty or a breach of trust or in other offenses, and who willfully engages in
the business of insurance as defined in t In accordance with Division of Insurance
Bulletins 1998-11 and 2001-14, any y eonducting insurance activity in Massachusetts has the
responsibility of notifying the Division, riting, of all producers and employees who are
affected by this law. Individual “pi)@?bited” under the law may apply to the Commissioner for
written consent, and may no in the business of insurance unless and until such consent is
granted.

Controls Assessment: ;mpany does not conduct criminal background checks on newly

appointed produ does provide written notice to them of the requirements of 18 U.S.C. §
1033.
Control liance: Controls tested via documentation inspection, procedure observation and/or

corrob 3|§,--inquiry appear to be sufficiently reliable to be considered in determining the extent
n testing procedures.

0 i

Transaction Testing Procedure: RSM interviewed individuals with responsibility for producer
contracting and processing of appointments. RSM also selected 50 policies issued or renewed
during the examination period from all companies in the Norfolk and Dedham Group for testing.
Thirty-one of the 50 policies selected were the Norfolk and Dedham policies. RSM verified that
the producer for each of the sales was licensed and appointed at the time of the sale. RSM
compared the Division’s listing of licensed producers with the Company’s listings of appointed
producers and producers paid commissions during the examination period.




Transaction Testing Results:

Findings: The Company paid commission to five of six producers it appointed who were
not licensed by the Division.

Observations: RSM noted after testing that the Company paid commission to five
producers who were not licensed by the Division. The Company paid an $11,000
administrative assessment to the Division in 2002 for paying commission to an
unlicensed entity.

producers representing the Company are appropriately licensed and appointed, an

Required Action: The Company should develop and implement procedures to ensur Na{u
it'does
not issue commission payments to producers who are not appropriately IicenseQ%

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

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S;
Division of Insurance Bulletins 1998-11 and 2001-14.

Objective: Refer to Standard 1V-1

Controls Assessment: Refer to Standard IVG‘\: -

Controls Reliance: Refer to Standar

Transaction Testing Procedure:; R%o Standard IV-1.

to Standard 1V-1.

Transaction Testing Resgl%{
Required Action: @ ndard 1V-1.

Standard I rmination of producers complies with applicable statutes regarding
notlflcaj%tc{ e producer and notification to the state, if applicable.

5, § 162T.

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

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




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

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

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

= The Company has a process to notify agents that they have been terminated, in
compliance with statutory and contractual requirements.

Controls Reliance: Controls tested via documentation inspection, procedure obsem@md/or

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

Transaction Testing Procedure: RSM interviewed individuals with r
contracting and termination processing.

ility for producer

Transaction Testing Results: 0

Findings: None. Q
Observations: The results of RSM’s testiﬂ%c() ed that the Company appears to be
notifying the Division when agents are inated.

Recommendations: None. @

Standard IV-4. The company; % of producer appointments and terminations does not
result in unfair discriminati n%g st policyholders.

Objective: The Standa

ControlsReliance: Controls tested via documentation inspection, procedure observation and/or
corroberating=inquiry appear to be sufficiently reliable to be considered in determining the extent
i n testing procedures.

0

Transaction Testing Procedure: RSM selected 50 policies issued or renewed during the
examination period from all companies in the Norfolk and Dedham Group for testing. Thirty-one
of the 50 policies selected were Norfolk and Dedham policies. RSM reviewed documentation for
each policy for any evidence of unfair discrimination against policyholders as a result of the
Company’s policies regarding producer appointments and terminations.

Transaction Testing Results:

Findings: None.



Observations: RSM noted no evidence through testing of unfair discrimination against
policyholders resulting from the Company’s policies regarding producer appointments
and terminations.

Recommendations: None.

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

M.G.L. c. 175, § 162R and 162T.

Obijective: The Standard addresses the Company’s policy for documentln%c%

terminations

Pursuant to M.G.L. c. 175, § 162T, the Company must notify the Divi % writing within 30
days of the effective date of an agent’s termination, and of the ca y “for cause”
termination as defined in M.G.L. c. 175, 8 162R.

of this Standard:
e The Company’s policy and pract |ce;|s otify the Division of agent terminations as

Controls Assessment: The following key observatlons% d in conjunction with the review

required by statute.

e The Company’s policy and to notify the Division of the reason for agent

terminations when the t& s “for cause.”
e The Company hasap notify agents that they have been terminated in
compliance with stgu%m contractual requirements.

e The Compan@ ins records of terminated producers and termination reason.

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

ocedures.
Transa nq Procedure: RSM interviewed individuals with responsibility for producer
contr d processing of terminations.

&aatlon Testing Results:

Findings: None.

Observations: RSM noted after testing that the Company appears to adequately
document producer terminations.

Recommendations: None.




Standard IV-6. Producer accounts current (account balances) are in accordance with the
producer’s contract with the company.

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



V. POLICYHOLDER SERVICE

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

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

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

Obijective: This Standard is concerned with whether the Company provide o@)lders with
sufficient advance notice of premiums due. %)%
Pursuant to M.G.L. c. 175, 88 193B and 193B %2, premiums may ickin”installments with

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

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

e The policyholder generally receives a%wal notice and premium information from
the Company 30 days prior to the.effective date of the renewal, but this is not the
billing notice. The producer I3

coverage type and limits, with:
is not a bill, rather reiter@§tg
e The Company automatieally’generates billing notices through its policy
oximately 24-30 days before premium payments are due.

ends a policy declaration page indicating the
applicable premium due, to the policyholder. This
remium due as indicated on the billing notice.

administration sy@
Controls Reliance: Cont ested via documentation inspection, procedure observation and/or
corroborating inquiry a@ppearsto be sufficiently reliable to be considered in determining the extent

Transaction Procedure: RSM interviewed Company personnel with responsibility for
policyholder s ice, and reviewed billing and renewal notices. The date such bills and notices
were se ompared to the effective policy renewal date.

I@n Testing Results:

Findings: None.

Observations: RSM noted from interviews, and reviews of billing and renewal notices,
that it appeared such notices were mailed with adequate advance notice to the
policyholder.

Recommendations: None.




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

M.G.L. c. 175, §187B.

Objective: This Standard is concerned with whether the Company has cancellation procedures to
ensure that such policyholder requests are processed timely.

Pursuant to M.G.L. c. 175, 8 187B, insurers are required to return premium within a reasonable
time upon the policyholder’s request to cancel. Policy issuance review is included in
Underwriting and Rating Standard VI-16. Return of premium testing is included in WFiting
and Rating Standard V1-25.

Controls Assessment: The following key observations were noted in conju tic@h the review
of cancellations and withdrawals under this Standard: %R
i

e Automobile policyholders may cancel their policy on Glg‘ ng (1) a Form 2A
(Notice of Transfer of Coverage); (2) proof that the @ as been taken out of
service or (3) evidence that the policyholder ha&% d-out of Massachusetts.

o Company policy is to cancel an automobile on notification from the
producer of the policyholder’s request, and to“process premium refunds in a timely
manner.

e Any unearned premium on auto %’lcies is refunded to the policyholder on
either a pro-rata or short rate hasis pursuant to statutory and regulatory guidelines.
Unearned premium for ho n%~ policies is calculated using the pro-rata
method, while unearned pre for commercial property/liability is calculated on a
short rate basis.

Controls Reliance: Controls.tes
corroborating inquiry app

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

of transaction testing p@ .
Transaction Testi:% dure: RSM interviewed Company personnel with responsibility for

the policyhold and selected 50 policies cancelled or non-renewed during the
examinationﬁ*W rom all companies in the Norfolk and Dedham Group for testing. Seventeen
of the 50.policies'were cancelled at the insured’s request. Ten of these seventeen policies were
Norf dham policies. RSM reviewed evidence for each of the cancellations that the

re s'processed timely.
P% issuance review is included in Underwriting and Rating Standard VI-16. Return of
premium testing is included in Underwriting and Rating Standard VI-25.

Transaction Testing Results:

Findings: None.

Observations: It appeared from RSM’s testing of insured-requested cancellations that
such transactions were processed timely.



Recommendations: None.

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

Objective: This Standard is concerned with whether the Company provides timely and
responsive information to policyholders.

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

of this Standard: %
e The Company considers its producers as having the primary relati(@ ith its
policyholders.

e Policyholders must request policy changes through their . Any such changes
requested through the Company’s customer service d must be transferred to
the producer for servicing.

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

Transaction Testing Procedure: RSM discussed
personnel, and reviewed correspondence in.€enjunction with its examination of the Company’s
underwriting, rating, policyholder servic aim standards.

Transaction Testing Results: . &

Findings: None.

Observations:

veted from review of general correspondence between
policyholders,.and:interviews with the Company regarding underwriting, rating,
policyho d% vice and claim procedures, that it appeared the Company has adequate
resour, rocedures to handle customer inquiries, and that correspondence directed

to th’& pany is answered in a timely and responsive manner.

Reco ions: None.

Standard V-4. Claims history and loss information is provided to insureds in timely
manner.

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

Controls Assessment: The Company’s policy is to timely provide the policyholder with his or her
claim history and paid loss information upon request.




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

Transaction Testing Procedure: RSM discussed correspondence procedures with Company
personnel, and reviewed correspondence in conjunction with its examination of the underwriting,
rating, policyholder service and claim standards.

Transaction Testing Results:

Findings: None. \))«
Observations: RSM noted after review of underwriting and rating, clai ‘%laints
and policyholder service, that there was no evidence of the Compan b@mn-
responsive to policyholder inquiries. Policies and procedures rel the Company’s
response to policyholder inquiries on claims history and paid loss. i ation appear to
be adequate and reasonable

Recommendations: None. 0

company pursuant to an assumption reinsuran eéMment, the company has gained the
prior approval of the insurance department aﬁch ctompany has sent the required notices
to affected policyholders.

Standard V-5. Whenever the company transfewﬁtions of its contracts to another
r

No work performed. The Compan* @ enter into assumption reinsurance agreements.



VI. UNDERWRITING AND RATING

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

Standard VI-1. All rates charged for the policy coverage are in accordance with flled rates
(if applicable) or the company’s rating plan.

124.00.
Property/Liability: M.G.L. c. 174A,885,6 and 9; M.G.L.c. 17588 111H
M.G.L. c. 175A, 885, 6 and 9; 211 CMR 131.00.

Automobile: M.G.L.c. 175A,85; M.G.L.c. 175E, § 7; 211 CMR 78.00, 86.00, 9‘\‘3 d

Objective: This Standard is concerned with whether the Company is premiums using

properly filed rates.
QR 78.00 require every

insurer or rating organization authorized to file on behalf insurer, to file with the

Commissioner every manual of its classifications, rule , rating plans and modifications

of any of the foregoing not less than forty-five days% e the effective date thereof. 211 CMR
Vv

For commercial automobile policies, M.G.L. c. 175E, § 7 an

86.00 requires automobile premium discounts for anti<theft devices, and 211 CMR 124.00
mandates automobile premium discounts for certai icle safety features.

Pursuant to M.G.L. c. 175A, § 5, rates s Ia ed on past and prospective loss experience, a
reasonable margin for underwriting prafit and contingencies, investment income, unearned
premium reserves and loss reserves. Rates shall not be excessive, inadequate or unfairly
discriminatory. 211 CMR 91.00 I%cribes requirements for the filing of rates with the
Commissioner at least 45 da their effective date.

Pursuant to M.G.L. c. 5, fire rates shall be based on past and prospective loss experience
during a period of nat han the most recent five-year period for which such experience is
available. In con %ﬂ atastrophe hazards for homeowner’s insurance rates, the
Commissioner sider catastrophe reinsurance and factors relating thereto. Fire rates shall
also consider%ﬁsonable margin for underwriting profit and contingencies. Finally, such rates
shaII not be excessive, inadequate or unfairly discriminatory. M.G.L. c. 174A, § 6 requires the
‘.' ates with the Commissioner, and M.G.L. c. 174A, § 9 requires insurers to use such

nless the insurer obtains approval from the Commissioner for a rate deviation.

f%

M.G.L. c. 175A, § 5, casualty, surety and certain commercial rates also must be based, in
part, on past and prospective loss experience and catastrophe hazards, and must include a
reasonable margin for underwriting profits and contingencies. These rates should not be
excessive, inadequate or unfairly discriminatory. Casualty and surety rates must be filed with the
Commissioner as provided by M.G.L. c. 175A, 8§ 6 prior to use. Insurers must use filed rates
unless they obtain approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.




Pursuant to M.G.L. c. 175, § 193R, affinity group discounts based upon experience are permitted.
M.G.L. c. 175, § 111H requires that any policy providing lead liability coverage shall be subject
to rules and regulations set forth by the Commissioner, and 211 CMR 131.00 prescribes
requirements for the filing of lead liability coverage rates with the Division.

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

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

e Commercial automobile rates are determined by CAR for those risks ceded to it, @nd
such rates are filed with the Division. All other commercial automobilée rat e
otherwise filed with the Division for approval prior to use. Q

e Company homeowners’ rates are based on those developed by the ance
Services Office (ISO) and the Company files such rates wit &%ivision for use to
comply with statutory and regulatory requirements. The S uses a software
program for rating which is designed to ensure that con% nd filed rates are
used when business is written. Q

e Homeowners premium rating criteria include, L%not limited to: territory,
coverage amount and type, occupancy type n class and structure type.
Premium discounts are available for seniars, iduals who are covered by both

construction, renovated dwelling,

home and automobile policies, winteri ,
security features, safety features, loss free credits, and higher deductibles.
Controls Reliance: Controls tested via do %ion inspection, procedure observation and/or
corroborating inquiry appear to be suffi liable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: %terviewed Company personnel with responsibility for
the underwriting process, an 50 policies issued or renewed during the examination
period from all companies orfolk and Dedham Group for testing. Thirty-one of the 50
policies selected were Noegfalk and Dedham policies. For each of the policies, RSM verified that
the policy premiums:
and regulatory r ents, and complied with rates filed with the Division.

Transaction ﬁatl Results

ings: None.
Q Observations: It appears from RSM’s testing that policy premiums, discounts, and

surcharges for multiple coverages are calculated in compliance with statutory
requirements, as well as with the rates filed with the Division.

Recommendations: None.




Standard VI-2. Disclosures to insureds concerning rates and coverages are accurate and
timely.

M.G.L. c. 175, 88 99 and 99A; M.G.L. c. 175A, § 11; and M.G.L. c. 174A, § 11.

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

Pursuant to M.G.L. c. 175, 88 99 and 99A numerous disclosures and requirements must
included on a standard fire policy. Pursuantto M.G.L. c. 175A, § 11, and M.G.L. ¢. 174A, § 11,
rating organizations and insurers shall furnish rate information to any insured within able

time after receiving a written request. Q

th the review

Controls Assessment: The following key observations were noted in conjuq%n

of this Standard: %

e The Company has written policies and procedures f essing new and renewal
business.

e The Company’s procedures are designed to epsure that new business submissions
from producers are accurate and complete, 1 ﬁ g use of all Company required
forms and instructions. This includes t guirement that producers provide the
private passenger automobile informatien guite and coverage options to applicants

at the time of application.

e Commercial automobile rates rmined by CAR for those risks ceded to it, and
such rates are filed with th n. All other commercial automobile rates are
otherwise filed with the Divisign for approval prior to use.

e The Company’sin
by statutory and_re

r%@,policies provide rate and coverage disclosures as required
tory guidelines.

corroborating inquir
of transaction testi

Transaction k&p rocedure: RSM interviewed Company personnel with responsibility for
the underwritingyprocess, and selected 50 policies issued or renewed during the examination
companies in the Norfolk and Dedham Group to test for timely disclosure of rates
6s. Thirty-one of the 50 policies selected were Norfolk and Dedham policies.

a
Transaction Testing Results:

Findings: None.

QD

Observations: It appears from RSM’s testing that the Company provides required
coverage disclosures to insureds upon initial application and at renewal, in accordance
with statutory guidelines.

Recommendations: None.




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

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

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

commission schedule. ,{

Pursuant to M.G.L. c. 175, 88 182, 183 and 184, the Company, or any agent thereof, Wpay
or allow, or offer to pay or allow any valuable consideration or inducement not spécified.in the
policy or contract. Similarly, under M.G.L. c. 176D, § 3(8), it is an unfair met mpetition
to knowingly permit or make any offer to pay, allow or give as inducement.any rebate of
premiums, any other benefits or any valuable consideration or inducem@eciﬁed in the
contract.

Controls Assessment: The Company’s producer contracts, and it office policies and
procedures, are designed to comply with provisions containe ory underwriting and rating
requirements which prohibit special inducements and reb

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

Controls Reliance: Controls tested via documenta@ction, procedure observation and/or
t
of transaction testing procedures.

Transaction Testing Procedure: RSM i e ed individuals with responsibility for
commission processing and producer gontracting, and reviewed producer contracts. RSM also
inspected new business materials, advertising materials, and producer training materials and
manuals for indications of rebating, ission cutting or inducements.

Transaction Testing Resulje'L

Findings:

Obser It appears from RSM’s testing that the Company’s processes for

prohﬁ'\t'c illegal acts, including special inducements and rebates, are functioning in
orda

e with Company policies and procedures, and with statutory underwriting and
equirements.

ndations: None.




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

Automobile: M.G.L.c.175A, §5; M.G.L. c. 175E, § 7; 211 CMR 78.00, 86.00, 91.00 and
124.00.

Property/Liability: M.G.L. c. 174A, 885, 6 and 9; M.G.L. c. 175, 8§ 111H, 193R and 193T;
M.G.L. c. 175A, 885, 6 and 9; 211 CMR 131.00.

Objective: This Standard is concerned with whether unfair discrimination is occurringQi}a

application of premium discounts and surcharges. %

For commercial automobile policies, M.G.L. c. 175E, § 7 and 211 CMR 78.00 every
insurer, or rating organization authorized to file on behalf of such insurer, ile with the
Commissioner every manual of its classifications, rules and rates, ratin %ﬁd modifications
of any of the foregoing not less than 45 days before the effective dat 11 CMR 86.00
requires premium discounts for anti-theft devices, and 211 CMR : ndates premium
discounts for certain automobile safety features.

Pursuant to M.G.L. c. 175A, § 5, rates shall be based on p nd:prospective loss experience,
with a reasonable margin for underwriting profit and conti les, investment income, unearned
premium reserves and loss reserves. Rates shall no cessive, inadequate or unfairly
discriminatory. 211 CMR 91.00 also requires the f&o rates with the Commissioner at least 45
days prior to their effective date.

during a period of not less than the m five-year period for which such experience is
available. In considering catastrophe hazards for homeowners’ insurance rates, the commissioner
shall consider catastrophe reinsura d factors relating thereto. Fire rates shall also consider a
reasonable margin for underwri ofit and contingencies. Finally, such rates shall not be
excessive, inadequate or iscriminatory. M.G.L. c. 174A, 8 6 requires the filing of fire
rates with the Commissi , M.G.L. c. 174A, § 9 requires insurers to use such filed rates,
unless the insurer ob ommissioner’s approval for a rate deviation.

Pursuant to M.G.L. c. 174A, § 5, fire ratb based on past and prospective loss experience,
r

Under M.G.L. . 8 5, casualty, surety and certain commercial rates must also in part be
based on pasﬁg‘(I rospective loss experience and catastrophe hazards, and must include a

argin for underwriting profits and contingencies. These rates should not be
adequate or unfairly discriminatory. Casualty and surety rates must be filed with the
oner as provided by M.G.L. c. 175A, § 6 prior to use. Insurers must use filed rates
y obtain approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.

Pursuant to M.G.L. c. 175, § 193R, affinity group discounts based upon experience are permitted.
M.G.L. c. 175, 8 193T prohibits rate discrimination based on blindness or partial blindness,
mental retardation or physical impairment, unless such discrimination is based on “sound
actuarial principles or is related to actual experience.” M.G.L. c. 175, § 111H requires that any
policy providing lead liability coverage be subject to rules and regulations set forth by the
Commissioner, and 211 CMR 131.00 prescribes requirements for the filing of lead liability
coverage rates with the Division.




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

e Company policy prohibits unfair discrimination in the application of premium
discounts and surcharges and the general rating methodology, in accordance with
statutory and regulatory requirements.

o  Written Company underwriting guidelines are designed to reasonably assure
consistency in the application of premium discounts and surcharges, and the geperal
rating methodology. &

e Commercial automobile rates are determined by CAR for those risks c w and
are filed with the Division. All other commercial automobile rates a ise
filed with the Division for approval prior to use.

e Company homeowners’ rates are based on ISO rates, and are the Division
prior to use to comply with statutory and regulatory requirgien The Company
uses a software program for rating that is designed to ensur consistent and
properly filed rates are used when business is writte@r%

, but not limited to:
protection class, and structure
s who are covered by both home
ew construction, renovated dwelling,

its, and higher deductibles.

e The Company uses homeowners rating criteria i
territory, coverage amount and type, occupa

Controls Reliance: Controls tested via doc ation inspection, procedure observation and/or
corroborating inquiry appear to be suffici r@l able to be considered in determining the extent
of transaction testing procedures. &

Transaction Testing Procedure:

the underwriting process, and se
period from all companies.i

policies were Norfolk an
the policies were consl

Transaction Te@sults:

Eindings:” None.
‘ gk_) ervations: It appears from RSM’s testing that the Company consistently applies
Q edits and deviations on a non-discriminatory basis.

Recommendations: None.

REtherviewed Company personnel with responsibility for

50 policies issued or renewed during the examination
rfolk and Dedham Group for testing. Thirty-one of these

m policies. RSM verified that credits and deviations for each of

applied on a non-discriminatory basis.




Standard VI-5. Schedule rating or individual risk premium modification plans, where
permitted, are based on objective criteria with usage supported by appropriate
documentation.

M.G.L.c. 175A, 8§ 5.

Objective: This Standard is concerned with whether the Company files appropriately
documented schedule rating and modification plans based on objective criteria.

Pursuant to M.G.L. c. 175A, 8 5, rates shall be based on past and prospective loss expg*ii%n

reasonable margin for underwriting profit and contingencies, investment income, unear
premium reserves and loss reserves. Risks may be grouped by classification to e ish-rates and
minimum premiums, and classification rates may be modified to produce rates 1dividual risks

in accordance with rating plans. Rates shall not be excessive, inadequate ocnf

discriminatory %
Controls Assessment: The Company has written guidelines for us edule rating and
individual risk premium modification plans, (“IRPMs”).

Controls Reliance: Controls tested via documentation in ion, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to*be‘¢onsidered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: RSM interviewe Co;ﬁpany personnel with responsibility for
the underwriting process, and tested one po@ ith'an IRPM.

Transaction Testing Results: (ﬁ\
Findings: None. Yy

rom RSM’s testing that the Company complies with the
duled rating or IRPMs, where permitted, to be based on objective
appropriate documentation.

Observations: It

requirement fo

criteria sup
Recommendsz\ué%%n:\“e.

Stan . Verification of use of the filed expense multipliers; the company should be
using,a combination of loss costs and expense multipliers filed with the Division.

Objective: This Standard is concerned with whether the Company is utilizing rates that have
been previously filed with the Division.

Controls Assessment: The Company has filed expense multipliers with the Division.

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




Transaction Testing Procedure: RSM interviewed Company personnel with responsibility for
the underwriting process, and tested one workers’ compensation policy selected from a random
sample of 31 policies issued by the company during the examination period for the use of filed
expense multipliers.

Transaction Testing Results:

Findings: None.

Observations: It appears from RSM’s testing that the Company complies Wi@

requirement to use expense multipliers it filed with the Division.
Recommendations: None. Q%

Standard VI-7. Verification of premium audit accuracy and the Wplication of
rating factors. &\

Objective: This Standard is concerned with whether the fi pQ;nium charged by the Company
to the employer is applied correctly, fairly and consist .

Controls Assessment: The Company uses a third p%/endor to service its” workers’
compensation policies, and to conduct its premium.audits in accordance with Company Audit
Guidelines.

Controls Reliance: Controls tested viaidocumentation inspection, procedure observation and/or
corroborating inquiry appear to be suffi y reliable to be considered in determining the extent
of transaction testing procedure %y

the underwriting process also tested one workers’ compensation policy, selected from a
random sample of issued by the Company during the examination period, for
premium accura

Transaction ﬂi Results:

s: None.

Transaction Testing Proc%‘* SM interviewed Company personnel with responsibility for

Q bservations: It appears from RSM’s testing that the Company complies with its
workers compensation audit guidelines.

Recommendations: None.

Standard VI-8. Verification of experience modification factors.




No work performed. The policy reviewed from the sample of policies issued during the
examination period was not eligible for experience modification factors.

Standard VI-9. Verification of loss reporting.

No work performed. The policy reviewed from the sample of policies issued during the
examination period had no losses during the review period, thus there was no verification of loss

reporting for that policy. )«

Standard VI1-10. Verification of company data provided in response to the NCC‘}\C\wén
deductibles.

No work performed. The policy reviewed from the sample of policies | %ring the
examination period was not written on a deductible basis. Further, t rs Compensation
Rating and Inspection Bureau, not the NCCI, is the rating organiza ' hich Massachusetts’
companies writing workers compensation coverage report su

Standard VI-11. The Company underwriting praogi\fk not unfairly discriminatory. The
Company adheres to applicable statutes, rules ations and company guidelines in
the selection of risks.

Automobile: M.G.L.c. 175, 8§ 22E, 113 13N; M.G.L.c. 175A, 85
Property/Liability: M.G.L. c. 175, 8§4C, and 193T.

Objective: This Standard is concerned with whether unfair discrimination is occurring with
regard to underwriting in th insurance.

Pursuant to M.G.L. c. @ 2E, no insurance company, and no officer or agent thereof on its
behalf, shall refuseto , renew or execute as surety a motor vehicle liability policy or bond, or
any other insura sed on the ownership or operation of a motor vehicle because of age, sex,
race, occupati ital status, or principal place of garaging of the vehicle. Pursuant to M.G.L.
c.175A, 85, a obile rates shall not be excessive, inadequate or unfairly discriminatory.
Pursuan@G.L. c. 175, 8 113K, persons 16 years of age and older may purchase automobile
insur rsuant to M.G.L. c. 175, § 113N, no medical exam can be required as a condition of

u ng.

Pursuant to M.G.L. c. 175, 8 4C, no insurer shall take into consideration when deciding whether
to provide, renew, or cancel homeowners insurance the race, color, religious creed, national
origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of
public assistance or disability of the applicant or insured. M.G.L. c. 175, § 95B notes that no
insurer shall cancel, refuse to issue or renew, or in any way make or permit any distinction or
discrimination in (1) the amount or payment of premiums or rates charged;(2) in the length of
coverage, or (3) in any other of the terms and conditions of a residential property insurance policy
based upon information that an applicant or policy owner, or any member of their family, has
been a victim of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimination based on




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

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

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

e Written Company underwriting guidelines are designed to reasonably ass%

appropriate acceptance and rejection of risks. ?
Controls Reliance: Controls tested via documentation inspection, procedure ot on and/or
corroborating inquiry appear to be sufficiently reliable to be considered in qé% ing the extent

of transaction testing procedures.

[k'and Dedham policies.

Transaction Testing Results:

Findings: None. % :
Observations: RSM foundrr:@@ from testing that the Company’s underwriting
to

underwriting. Thirty-one of the 50 policies selected

practices are unfairly discrimi

Recommendations: None. YW

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

Automobile: M:G:L.c. 175, 88 22A, 113A and 192.
Property/Li%g : M.G.L.c. 175, 8899, 99B, 111H and 192; 211 CMR 131.00.

M.G.L.€ 175, § 2B.

O

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

Pursuant to M.G.L. c. 175, 88 22A and 113A, automobile policy forms must be filed with the
Division for approval prior to use. Pursuant to M.G.L. c. 175, § 192, endorsements are part of
policy forms, and must also be filed with the Division for approval prior to use.

Pursuant to M.G.L. c. 175, § 99, homeowners policy forms must conform to the standards for
policy language set forth in that section, and M.G.L. c. 175, § 99B states that condominium and




tenant policies must be filed with the Division for approval prior to use. Pursuant to M.G.L. c.
175, § 192, endorsements are part of policy forms and must also be filed with the Division for
approval prior to use. M.G.L. c. 175, 8 111H requires that any policy providing lead liability
coverage be subject to rules and regulations set forth by the Commissioner, and 211 CMR 131.00
requires that forms be filed with and approved by the Division for homeowners lead liability
coverage.

M.G.L. c. 175, 8§ 2B, requires that policy form language, size and content standards meet statutory

requirements for readability and understanding.
Controls Assessment: The following key observations were noted in conjunction wit ;%w
of this Standard: . ;\.

e Company policy requires the use of standard Massachusetts autom@ policy forms

I
and endorsements approved by the Division, and the use of h whners’ policies
filed with and approved by the Division.

e Company policy requires that all changes to homeow ommercial policy
forms and endorsements be filed with and approved ivision.

o Company producers are required to use appro rms and endorsements as

guidelines when providing quotes to custo

ction, procedure observation and/or
be considered in determining the extent

Controls Reliance: Controls tested via documentatiorni
corroborating inquiry appear to be sufficiently reliab

of transaction testing procedures. ‘%
Transaction Testing Procedure: RSM i ed Company personnel with responsibility for
the underwriting process. RSM also setected 50 policies issued or renewed during the
examination period from all companies in‘the Norfolk and Dedham Group to test for the use of

policy forms and approved endorserients in compliance with statutory requirements. Thirty-one
of the 50 policies selected w olk and Dedham policies.

Transaction Testing ResUilts:

Finding%.%e.
Observations: It appears from RSM’s testing that the Company is using approved policy
s and endorsements in compliance with statutory requirements.

R@@Hdations: None.

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

See Standards V-1 and V-2 in the Producer Licensing Section.




Standard VI-14. Underwriting, rating and classification are based on adequate information
developed at or near inception of the coverage rather than near expiration, or following a
claim.

Objective: This Standard is concerned with whether underwriting, rating and classification
decisions are based on adequate information developed at or near inception of the coverage,
rather than near expiration of coverage or following a claim. 4{

Controls Assessment: The following key observations were noted in conjunction wi%wview

of this Standard:

o Written Company policies and procedures are designed to reasonably as consistency
in application of underwriting guidelines, rating classifications, discounts and

surcharges determined at or near the inception of coverage.
a@@:ies are determined by

e Underwriting practices and rates for commercial automo
CAR for those risks ceded to CAR. Such policies an
All other commercial automobile policies and rate

use, and the Company applies such rates to info&

e filed with the Division.
led with the Division prior to

rovided by the applicant at or
near the inception of coverage.

e The Company has written underwriting u&es for homeowners policies based on

information obtained at or near the inp% of coverage.

e The Company files homeowners’ @ the Division prior to use to comply with
statutory and regulatory requir. ~The Company uses a software program for rating
which is designed to ensure that:consistent and filed rates are applied to information

obtained at or near the inc

e\%’qp f coverage.

ia documentation inspection, procedure observation and/or
corroborating inquiry appe sufficiently reliable to be considered in determining the extent

Transaction Testing Rrocedure: RSM interviewed Company personnel with responsibility for
the underwriti roeess. RSM also selected 50 policies issued or renewed during the
examinati&n period, from all companies in the Norfolk and Dedham Group, to test whether

underw ting and classification is based on adequate information developed at or near the
ince overage. Thirty-one of the 50 policies selected were Norfolk and Dedham policies.

Transaction Testing Results:

Findings: None.

Observations: It appears from RSM’s testing that the Company is using underwriting,
rating and classification guidelines based on adequate information developed at or near
inception of the coverage

Recommendations: None.




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

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

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

of this Standard: A{

e Company policy requires that the underwriting files support its underwriti ing
decisions. Most policy source information and related documentation is'maintained and
controlled by the Company, while some policy applications are maintaly the

producer. C\P
e Producers are responsible for completing applications for ne ingss and obtaining
information needed to properly underwrite and rate the pali roperly completed

application includes both the applicant’s and the produc atures.

Controls Reliance: Controls tested via documentation insgectiony procedure observation and/or
corroborating inquiry appear to be sufficiently reliable tobe‘eonsidered in determining the extent

of transaction testing procedures.
Transaction Testing Procedure: RSM intervi gﬁrpany personnel with responsibility for
the underwriting process, and selected 50 peti issued or renewed during the examination
period from all companies in the Norfol a ham Group, to test whether policy files
adequately support decisions made. rt e of the 50 policies selected were Norfolk and
Dedham policies.

Transaction Testing Results:@z

Findings: NO@
ions: ppears from RSM’s testing that the Company’s policy files adequately

jard VI-16. Policies and endorsements are issued or renewed accurately, timely and
completely.

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

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

e Company policy requires the use of policy forms and endorsements which are



approved by the Division.

e Producers are required to use such forms and endorsements as guidelines when
providing timely quotes to customers upon request. Any changes in coverage must
be requested through the producer.

o Company procedures require sending a renewal notice to the policyholder 30
calendar days prior to the policy renewal effective date. Policyholders must sign and
return a questionnaire to receive a private passenger automobile low mileage
discount.

Controls Reliance: Controls tested via documentation inspection, procedure observation a
corroborating inquiry appear to be sufficiently reliable to be considered in determini %@xtent
of transaction testing procedures. %

the underwriting process. RSM also selected 50 policies issued or rene ing the
examination period, from all companies in the Norfolk and Dedham est whether such
policies, including endorsements, were issued timely, accurately an tely. Thirty-one of
the 50 policies selected were Norfolk and Dedham policies

Transaction Testing Results: %

Transaction Testing Procedure: RSM interviewed Company personnel witE re@ibility for

Findings: None.

Observations: It appears from RSM’s t
policies, including endorsements, ti

Recommendations: None. (Q\

at the Company issues new and renewal
urately and completely.

Standard VI-17. Audits w@ﬁg‘&i red are conducted accurately and timely.

;oncerned with whether the Company conducts required audits

Obijective: This Sta
accurately and ti

Controls As

of this S@
o The Company uses a third party vendor to service its workers’ compensation
‘% policies and to conduct its premium audits.
e The Company has written guidelines on the type and frequency of the premium
audits. Some of the factors affecting audit frequency include premium size, amount

of new business, anticipated growth, and the policyholder’s response to ACCORD
Audit form.

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

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




Transaction Testing Procedure: RSM interviewed Company personnel with responsibility for
the underwriting process. RSM also selected 50 policies issued or renewed during the
examination period, from all companies in the Norfolk and Dedham Group, to test whether audits
were timely and accurate. Thirty-one of the 50 policies selected were Norfolk and Dedham
policies.

Transaction Testing Results:

Findings: None.

accurately and timely.

Recommendations: None. l%\)

Observations: It appears from RSM’s testing that the Company conducts requirwus

Standard VI-18. Company verifies that VIN number submitted wit ication is valid
and that the correct symbol is utilized.

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

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

e The producer is responsible f ining the VIN when the application is
completed.

e The Company’s underw@stem compares the VIN to its industry database to
ensure its’ accuracy.

Controls Reliance: Control;@via documentation inspection, procedure observation and/or
corroborating inquiry ap 0 be sufficiently reliable to be considered in determining the extent

of transaction testing ;@%es.

Transaction Testing Rrocedure: RSM interviewed Company personnel with responsibility for

the underwriti ess. RSM also selected 50 policies issued or renewed during the
examination period, from all companies in the Norfolk and Dedham Group, to test whether the
VIN nu is valid and accurate. Thirty-one of the 50 policies selected were Norfolk and

Dedl@ icies.
R

action Testing Results:

Findings: None.

Observations: It appears from RSM’s testing that the Company issues automobile
policies with valid and accurate VINSs.

Recommendations: None.




Standard VI-19. The company does not engage in collusive or anti-competitive
underwriting practices.

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

Objective: This Standard is concerned with whether the Company has engaged inﬂ%}u)sive
or anti-competitive underwriting practices.

Pursuant to both M.G.L. c. 176D, 8§ 3(4) and M.G.L. c. 176D, § 3A, it i ir method of
competition and an unfair or deceptive act or practice in the business ce to enter into
any agreement, or to commit any act of boycott, coercion or intimi %’ ulting in, or tending
to result in, unreasonable restraint of, or monopoly in, the busine@ urance.

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

e Company policy requires that the u d%ﬁng department apply consistent

underwriting practices for all lin usiness, and that no underwriter or producer
shall engage in collusive or anti etitive practices.
e The Company is assigned s by CAR known as ERPs, and must accept all

commercial and private enger automobile business produced by them.

Controls Reliance: Controls te ia‘documentation inspection, procedure observation and/or
corroborating inquiry appea fficiently reliable to be considered in determining the extent
of transaction testing pr e

Transaction Testi ure: RSM interviewed Company personnel with responsibility for

examination period;*from all companies in the Norfolk and Dedham Group, to test whether the
Company’s un riting practices appeared collusive or anti-competitive. Thirty-one of the 50
policies ted were Norfolk and Dedham policies.

the underwriting% ss. RSM also selected 50 policies issued or renewed during the

T n Testing Results:

Findings: None.

Observations: RSM noted no instances from testing where the Company’s underwriting
policies and practices appeared collusive or anti-competitive.

Recommendations: None.




Standard VI-20. The company underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations in application of mass
marketing plans.

M.G.L. c. 175, § 193R.

Objective: This Standard is concerned with whether the Company adheres to applic ﬁ\tg}ues,
rules and regulations in application of mass marketing plans. ‘%
Pursuant to M.G.L. c. 175, § 193R, mass merchandising or group marketing-is z@/stem, design
or plan whereby insurance is afforded to employees of an employer, or ers of a trade
union, association or organization and to which the employer, trade ciation or
organization has agreed to or in any way affiliated itself with, assistee raged or participated
in the sale of such insurance to its employees or members throu @w roll deduction plan or
otherwise.

Controls Assessment: The Company had three affinit)@ iscounts in effect during the

examination period. Q/

Controls Reliance: Controls tested via docu on’inspection, procedure observation and/or
corroborating inquiry appear to be sufficie iable to be considered in determining the extent

of transaction testing procedures. »\
(%rviewed Company personnel with responsibility for

ith a group discount appeared in the tested sample of 31
examination period.

Transaction Testing Procedure:
the underwriting process. No peli
policies issued or renewed dufi

Transaction Testing R

%e.

ions: It appears from RSM’s interviews and procedural reviews that the
pany adheres to applicable statues, rules and regulations in its application of mass
ting plans.

B%mendaﬁons: None.

Finding

Standard VI-21. All group personal lines property and casualty policies and programs
meet minimum requirements.

M.G.L.c. 175, § 193R




Objective: This Standard is concerned with whether the Company’s group personal lines
property and casualty policies and programs meet minimum requirements.

Pursuant to M.G.L. c. 175, § 193R, mass merchandising or group marketing is any system, design
or plan whereby insurance is afforded to employees of an employer, or to members of a trade
union, association or organization and to which the employer, trade union, association or
organization has agreed to or in any way affiliated itself with, assisted encouraged or participated
in the sale of such insurance to its employees or members through a payroll deduction plan or
otherwise.

Controls Assessment: The Company had three affinity group discounts in effect durin@

examination period.
Controls Reliance: Controls tested via documentation inspection, procedure o%’ n and/or
corroborating inquiry appear to be sufficiently reliable to be considered in &ter ping the extent

of transaction testing procedures. %

Transaction Testing Procedure: RSM interviewed Company person%/ responsibility for
the underwriting process. No policies with a group discount appéared, in‘the tested sample of 31
policies issued or renewed during the examination period. Q,

Transaction Testing Results:

Findings: None. §
i

Observations: It appears fro nterviews and procedural reviews that the
Company’s group personal line perty and casualty policies and programs meet

minimum requirements
Recommendations: None.q§

Standard V1-22,

F@bns and declinations are not unfairly discriminatory.

.L.c. 175, § 22E.
y: M.G.L. c. 175, 8§ 4C, 95B and 193T.

Automobile:

Properg‘@)(I :

Q%’ tive: This Standard is concerned with the fairness of application rejections and
declinations.

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

Pursuant to M.G.L. c. 175, § 4C, no insurer shall take into consideration when deciding whether
to provide, renew, or cancel homeowners insurance the race, color, religious creed, national




origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of
public assistance or disability of the applicant or insured. M.G.L. c. 175, 8 95B notes that no
insurer shall cancel, refuse to issue or renew, or in any way make or permit any distinction or
discrimination in (1) the amount or payment of premiums or rates charged, (2) the length of
coverage or (3) any other of the terms and conditions of a residential property insurance policy
based upon information that an applicant or policy owner, or any member of their family, has
been a victim of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimination based on
blindness or partial blindness, mental retardation or physical impairment, unless such
discrimination is based on “sound actuarial principles or is related to actual experience.”

Controls Assessment: The following key observations were noted in conjunction with héﬁ;ﬁ;w

of this Standard:
e Company policy prohibits unfair discrimination in underwriting ir@gnce with
statutory requirements.

e Written Company underwriting guidelines are designed to seasonably assure
appropriate acceptance and rejection of risks for all IineEEO ess.

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

Transaction Testing Procedure: RSM interviewed personnel with responsibility for
the underwriting process.
Transaction Testing Results: §
Findings: None. (&\
Observations: Refe@&’d VI-11

Recommendations: Non

Standard VI1-23: ellation/non-renewal and declination notices comply with policy
provisions axE aws and company guidelines.

M.G.L.€. 175, 8§88 99, 187C and 193P.

Q%@ This Standard is concerned with notice to policyholders for cancellation, non-renewal
and declinations, including advance notice before expiration for cancellation and non-renewals.

Pursuant M.G.L. c. 175, § 187C any Company shall effect cancellation of a commercial
automobile or homeowner’s policy by serving written notice thereof as provided by the policy,
and by paying the full return premium due.

Pursuant to M.G.L. c. 175, § 99, any Company may cancel a homeowner’s policy by giving the
insured five days written notice of cancellation, and 20 days written notice to the mortgagee to
whom the policy is payable, except where 10 days written notice is required for cancellation due
to nonpayment of premium. M.G.L. c. 175, 8 193P requires an insurer to give written notice to




the insured of its intent not to renew a policy at least 45 days prior to the expiration of the policy,
accompanied by a written statement of the specific reasons for such decision.

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

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

o The Company gives non-renewal notices for homeowners and comm ruxyélling
policies to the producer approximately 45 days prior to the policy r te, and
the producer is responsible for communicating the pending non-re@ 0 the
policyholder within the statutory timeframe. %

corroborating inquiry appear to be sufficiently reliable to be consi determining the extent

Controls Reliance: Controls tested via documentation inspection, pr%%observation and/or
of transaction testing procedures.

Transaction Testing Procedure: RSM interviewed Com ersonnel with responsibility for
the underwriting process. RSM selected fifty policies.can or non-renewed during the
examination period, from all companies in the Nor edham Group, to test for compliance
with notice requirements for policy cancellations; declinations and non-renewals. Twenty of the
50 policies selected were Norfolk and Dedha icies.

Transaction Testing Results: (Q\Q

Findings: None.

Observations: It ap RSM’s testing that the Company complies with policy
cancellation, decj@ nd non-renewal notice requirements.

Recommendations

Standard VI1-24. €ancellation/Non-renewal notices comply with policy provisions and state
laws, i ing the amount of advance notice provided to the insured and other parties to
the ¢

&_ c. 175, § 99, 187C and 193P.

Refer to Standard VI-23 for Control Assessments, Testing Procedures and Results, and
Recommendations.

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




M.G.L. c. 175, 8§ 176A, 187B and 187C; 211 CMR 85.00.

Objective: This Standard is concerned with the timely return of the correctly calculated unearned
premium when policies are cancelled.

Pursuant to M.G.L. c. 175, § 176A, premium refunds on cancelled policies must be paid to the
policyholder within 30 days of the cancellation, and notice of the cancellation must be given.
Pursuant to M.G.L. c. 175, § 187B, a company is required to refund the proper amount of
unearned premium upon any policy termination. Under M.G.L. c. 175, § 187C, a company
canceling a policy of insurance must tender the full return premium due, without deductions; at
the time the cancellation notice is served on the insured. Pursuant to 211 CMR 85.00, shor
tables may be required for calculating automobile premium refunds, depending on %
policy is cancelled.

Controls Assessment: The following key observations were noted in conjL(rb_i\ijogth the review

of this Standard: @

e Company policy requires that premium refunds be properly and paid
timely.

o The Company uses a pro-rata or short rate t ethod for determining automobile
premium cancellation refunds, depending@ en the cancellation occurred.
m

e The Company calculates unearned pr@ r homeowners’ policies using the pro-

rata method.

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

Controls Reliance: Controls tested via tation inspection, procedure observation and/or
ufé ei?h}y

Transaction Testing Proced
the underwriting process. R

examination period, from.al
payment of proper r u&

policies.
Transaction N% Results:
S:

None.

interviewed Company personnel with responsibility for
lected 50 policies cancelled or non-renewed during the

panies in the Norfolk and Dedham Group, to test for timely
ounts. Twenty of the 50 policies selected were Norfolk and Dedham

Q bservations: It appears from RSM’s testing that cancellation premium refunds are
calculated properly and returned timely.

Recommendations: None.

Standard VI-26. Rescissions are not made for non-material misrepresentation.

M.G.L. c. 175, § 187D.




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

M.G.L. c. 175, § 187D allows the cancellation of any policy for nonpayment of premium.

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

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

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

e The Company generally does not rescind policies as of their effec , but
instead cancels them as of the date on which it determines that.recission is
appropriate.

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

Transaction Testing Procedure: RSM interviewed Co sonnel with responsibility for
the underwriting process, and selected 50 policies ¢ led; or non-renewed during the
examination period, from all companies in the Nor and Dedham Group, for underwriting and
rating testing. Twenty of the 50 policies selected were:Norfolk and Dedham policies.

Transaction Testing Results: @

Findings: None.

Observations: Refer to %ard VI-11

Recommendations: Non%

‘Standard Vl—molicies are correctly coded.

Ob'|ectinThis tandard is concerned with the accuracy of statistical coding.

C ssessment: The following key observations were noted in conjunction with the review
IS Standard:

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

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

o CAR files with the Division the rates and underwriting practices it determines for
commercial automobile risks ceded to it. Forms and rates for all other commercial
automobile policies are filed with and/or approved by the Division prior to use, as



applicable.

e CAR conducts periodic audits of the Company’s compliance with the requirements
for automobile business it cedes to CAR, and conducted such audits for the 2004
calendar year.

e The Company uses a software program for rating homeowners’ policies that is
designed to ensure it uses consistent and properly filed rates when writing business.

e The Company uses homeowners’ rating criteria including, but not limited to:
territory, coverage amount and type, occupancy type, protection class, and strugture
type. Premium discounts are available for individuals who are covered by b ome
and automobile policies, seniors, winterizing, new construction, renovated.dwelling,
security features, safety features, loss free credits, and higher deductibles:

Controls Reliance: Controls tested via documentation inspection, procedure ot on and/or
corroborating inquiry appear to be sufficiently reliable to be considered in Q@_:e)r ing the extent

of transaction testing procedures. %}

Transaction Testing Procedure: RSM interviewed Company perseanel with responsibility for
the underwriting process, and selected 50 policies issued or renewed during the examination
period, from all companies in the Norfolk and Dedham Grou test for proper data coding.

with CAR statistical coding requirements for key poticyde erminants for ceded automobile

business. Finally, RSM reviewed the latest reports f
premium data. %

Transaction Testing Results: (§\0

Findings: None.

Observations: RS , and review of the CAR statistical audit reports, showed
that the Company:doesa reasonably effective job of minimizing premium statistical and
data coding erro y%{e’Company scored well on the CAR profile reports as of December
31, 2003, con g favorably to the Massachusetts industry. RSM also noted that
recent ISQ reports indicate that it accepted Company submitted premium data with low

erro
Recomm@o s: None.

<§0




VII.  CLAIMS

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

Standard VII-1. The initial contact by the company with the claimant is within the
required time frame.

M.G.L. c. 176D, § 3(9)(b). ‘{

Objective: The Standard is concerned with the timeliness of the Company’s initi \)With
claimants.

Pursuant to M.G.L. c. 176D & 3(9)(b), unfair claims settlement practices- gl'\@ failure to
acknowledge and act reasonably promptly upon communications wit ect to claims arising
under insurance policies.

Controls Assessment: The following key observations were onjunction with the review

of this Standard: %
All Claims: Q
e The Company does not have wriu%mses and procedures for claims handling,

instead utilizing a Claims Tra gram manual to guide claim processing. The

manual is a collection of in external memorandums, e-mails, notices,
bulletins, facsimiles and Ir&g‘ondence that addresses claim handling issues. The
Company stated that it has ne-written policies or procedures that obligate it to
process claims a p tic%vway.

the experience of claim analysts to properly handle claims,

rather than a process by which it collects and retains specific
documen is typically provided for by a Company’s written claim policies or
procedur,

o T any maintains claim information on imaged files in an automated claim

nagement system.

%Lhe Company establishes a claim file, and initiates contact with the claimant, within
one or two days from the date the loss is reported.

e The Company utilizes adjusters that are company employees, as well as independent
adjusters with whom it has contracts. The independent adjusters do not have an
employer/employee relationship with the Company.

Personal Automobile Claims:

e The Company uses CAR Performance Time Standards for all Massachusetts
personal automobile claims, which include:

1. Dispatching appraiser to adjudicate claims within two business days of
receiving a loss report.




2. Completing physical damage appraisals within five days of the appraisal
assignment.

3. Contacting the named insured or insured operator, (if not an injured party),
within three business days of receiving a notice of claim.

4. Mailing PIP forms within five business days of receiving a notice of claim.

Issuing PIP benefit checks within three days of agreeing to pay such
benefits.

policies ceded to CAR versus those retained by the Company, or between cla

e The Company’s claim handling practices do not distinguish between claims%
on
business produced by voluntary agents versus business produced by E

e The Company’s claim system automatically identifies for the claim.e
CAR time standards that are applicable to Massachusetts automoi

e The Company accepts submission of written claim forms vi %\ail, electronically
or from producers. Q)

e Company claims management can access the claim

monitor open claims.

e Company claims management periodically revi

settlement issues and to ensure that appropriatesreserves have been established.

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

handling processes, and obtained do ion supporting such processes. RSM also selected
50 paid claims, and 50 claims clos ut payment during the examination period from all
companies in the Norfolk and roup, for testing. Forty-three of the paid claims and 37
of the closed without payme were Norfolk and Dedham claims. RSM verified the date
each selected claim was r the Company, and noted whether their initial response was
reasonable and timely.

Transaction Tesﬂ(ﬁ@%u ts:
Finglks. one.
\J

Observations: It appears from RSM’s testing that the Company has reasonably timely
ocesses for reporting and responding to claims that function in accordance with their
Q claims handling practices

Transaction Testing Procedure: RSM 'ed Company personnel to understand its claims
en
“Cf&,

Recommendations: None.

Standard VII-2. Timely investigations are conducted.

M.G.L. c. 176D, § 3(9) (c).

Objective: The Standard is concerned with the timeliness of the Company’s claim investigations.




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

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

All Claims:

e The Company does not have written claim handling policies and procedure:ﬂ%ad
utilizing a Claims Training Program manual to guide claim processing. The mantial
is a collection of internal and external memorandums, e-mails, notices -
facsimiles and correspondence that addresses claim handling issues.-J
Company stated that it has no actual written policies or procedures obligate it to
handle claims a particular way.

handle claims,
pecific
ritten claim policies or

e The Company relies on the experience of claim analysts
rather than following a process by which it collects and et
documentation, as is typically provided for by a Co
procedures.

e The Company maintains claim information d files in an automated claims
management system.

e Once notified of a claim, the Compan%a;b shes a claim file and makes their initial
contact with the claimant within one-Qr twio business days.

e The Company utilizes adjuste% e company employees, as well as independent
adjusters with whom it ha x s. The independent adjusters do not have an
employer/employee rel ship-with the Company.

e The Company’s in I’WII for the examination period revealed that 24%
adjusters’ initial contacts with claimants were not made within two days of a

s were advised of the non-compliance, and future auditing of

en.sCheduled and conducted.

ment can access the claims system to monitor open claims.

n the CAR time standards it follows for automobile claims, the Company

[ ] O c
dqe\égo]f appear to maintain written standards for timely investigation of claims.
Persm@%@mobile Claims:

Q The Company uses CAR Performance Time Standards for all Massachusetts
personal automobile claims, which include:

1. Dispatching appraiser to adjudicate claim within two business days of
receiving loss report.

2. Completing physical damage appraisal within five days of the appraisal
assignment.

3. Contacting named insured or insured operator, (if not an injured party),
within three business days of receiving notice of claim.



4. Mailing PIP forms within five business days of receiving notice of claim.

5. Issuing PIP benefit checks within three days of agreeing to pay such
benefits.

e The Company’s claim handling practices do not distinguish between claims on
policies ceded to CAR versus those retained by the Company, or between claims on
business produced by voluntary agents versus business produced by ERPs.

e The Company’s claim system automatically identifies for the claim examiner the
time standards that are applicable to Massachusetts automobile claims. A{

e Company claims manager’s review and audit claim processing.
Controls Reliance: Controls tested via documentation inspection, procedure obse xgd/or

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

Transaction Testing Procedure: RSM interviewed Company personn rstand its claims
handling processes and obtained documentation supporting such proce SM also selected
50 paid claims, and 50 claims closed without payment during the ination period from all
companies in the Norfolk and Dedham Group, for testing. F ee of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham.claims. RSM verified the date of

loss for each selected claim, the date it was reported t% any and the date it was paid or

closed.

For each of the selected claims, RSM verified t & loss, the date the claim was reported to
the Company, and the date the claim was pai ed.

Transaction Testing Results: (Q\

Findings: None.

Observations: Th y’s lack of formal written claim processing time standards,

except those CA rds it follows for Massachusetts automobile claims, creates the

possibility of time standards used by individual claims personnel.
Recommendations: Company should consider creating formal written time standards for all

its’ claim hau& CEesSes.

S%ar I-3. Claims are resolved in a timely manner.

General: M.G.L. c. 176D, § 3(9)(f); M.G.L. c. 175, §§ 28 and 112.
Automobile: M.G.L. c. 175, §§ 1130 and 191A; 211 CMR 123.00.

Objective: The Standard is concerned with the timeliness of the Company’s claim settlements.

Pursuant to M.G.L. c. 176D 8§ 3(9) (f), unfair claim settlement practices include failing to
effectuate prompt, fair and equitable settlements of claims in which liability has become
reasonably clear. In addition, if an insurer makes a practice of unduly engaging in litigation, or of




unreasonably and unfairly delaying the adjustment or payment of legally valid claims, M.G.L. c.
175, § 28 authorizes the Commissioner to make a special report of such findings to the general
court.

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

M.G.L. c. 175, § 1130 states payments to the insured under theft or comprehensive a

shall not be made until a claim form has been received from the insured, stating t air
work described in an appraisal made pursuant to regulations promulgated by th bile
damage appraiser licensing board has been completed. Insurers are require to% such
payments within seven days of receipt of the above claim form. However, ditect payments to
insureds without a claim form may be made in accordance with a pla approved by the
Commissioner. Any such plan filed with the Commissioner must m% standards for
selecting approved repair shops, conducting vehicle inspections, eing quality and
workmanship of repairs, and prohibiting discrimination in selgcti vehicles for inspection.
211 CMR 123.00 sets forth procedures for the Commissio roval of, and minimum

requirements for, direct payment and referral repair sho%
n

M.G.L. c. 175, 8 191A requires insureds to give tir% ice of a property damage loss to the
company or its agent. Further, insureds are required to:report vehicle theft to the police. The
company must pay such claims within 60 days after-a proof of loss is filed. The statute also sets
forth a process to select a disinterested a p in the event the insured and the company fail to
agree as to the amount of loss.

Controls Assessment: The foIIowi@bservaﬁons were noted in conjunction with the review

of this Standard: §

All Claims:

o The any does not have written policies and procedures governing claim

rocess, instead utilizing a Claims Training Program manual to guide claim

%% ing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimile, and correspondence that addresses claim

Q ndling issues. The Company stated that it has no actual written policies that

obligate it to handle claims a particular way.

e The Company relies on the experience of claim analysts to properly handle claims,
rather than following a process by which it collects and retains specific
documentation, as is typically provided for by a Company’s written claim policies or
procedures.

e The Company utilizes adjusters that are company employees, as well as independent
adjusters with whom it has contracts. The independent adjusters do not have an
employer/employee relationship with the Company.

e The Company maintains claim information on imaged files in an automated claim
management system.



The Company establishes a claim file, and makes initial contact with the claimant,
within one or two business days of receiving a notice of claim.

The Company’s internal audit for the examination period revealed that 24% of
adjusters’ initial contacts with claimants were not made within two days of a
reported loss. Adjusters were advised of the non-compliance, and future auditing of
this area has been scheduled and conducted.

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

The Company does not appear to use formal written claim processing time
standards, other than the CAR standards it uses for automobile claims. 4{

Company claims management performs quarterly audits focusing each
examiner’s promptness and quality of work.

Personal Automobile Claims: 0

<~

The Company uses CAR Performance Time Standards f sachusetts
personal automobile claims, which include:

1. Dispatching appraiser to adjudicate clai wo business days of
receiving loss report.

2. Completing physical damage ap;@ﬁin five days of the appraisal

assignment.

3. Contacting named insured ar insured operator, (if not an injured party),
within three business day%eceiving notice of claim.

4. Mailing PIP forms@i e business days of receiving notice of claim.
ch

Issuing PIP benqﬂ&
benefits.

gndling practices do not distinguish between claims on
versus those retained by the Company, or between claims on
y voluntary agents versus business from ERPs.

s within three days of agreeing to pay such

The Company’s.cla
policies ceded.to
business pr

The C s claim system automatically identifies for the claim examiner the
CAR.time standards that are applicable to MA automobile claims.

ompany’s practice is to make payment on non-direct payment plan physical
damage claims within seven days of receiving an appraisal (M.G.L. c. 175, § 1130).

he Company’s practice is to make direct payments as required by such plans within
five days of completion of an appraisal (211 CMR 123.00).

Company practice is to contact all injured persons, or their legal representatives,
within two business days of receiving a claim.

The CAR audit report dated February 22, 2005, reported that the Company complied
with the CAR claim processing time standards.

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

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



Transaction Testing Procedure: RSM interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RSM also selected
50 paid claims, and 50 claims closed without payment during the examination period from all
companies in the Norfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham claims. RSM verified the date
of loss for each selected claim, the date it was reported to the Company and the date it was paid
or closed. RSM also reviewed the CAR audit dated February 22, 2005, which commented on the
Company’s compliance with the time standards.

Transaction Testing Results:

Findings: None. '«
Observations: It appears from RSM’s testing that the Company’s procesm@é ing
I

claims in a timely manner are functioning in accordance with statutory atory
requirements.

processing, similar to the CAR time standards it uses for personal a claims.

Recommendations: The Company should develop written guidelines ge%katomobile claim

Standard VII-4. The company responds to claim corrwce in a timely manner.

M.G.L. c. 176D, §8 3(9)(b) and 3(9)(e).

Objective: The Standard is concerned with the gﬁsﬁss of the Company’s response to all claim

correspondence.
Pursuant to M.G.L. c. 176D, § 3(9) (bﬁ#&gaim settlement practices include failure to act
t

reasonably promptly upon communic ith respect to claims arising under insurance
policies. M.G.L. c. 176D, § 3(9 (e“?{opﬂders failure to affirm or deny coverage for claims
within a reasonable time after p loss statements have been completed an unfair trade

practice.
Controls Assessment: @rﬁowing key observations were noted in conjunction with the review
of this Standard:

All Claims: é

‘%ﬁe Company does not have written policies and procedures governing claim

0 andling, instead utilizing a Claims Training Program manual to guide claim

Q processing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimiles, and correspondence that addresses claim
handling issues. The Company stated that it has no actual written policies or
procedures that obligate it to handle claims a certain way.

e The Company relies on the experience of claim analysts to properly handle claims,
rather than using a process by which it collects and retains specific documentation,
as is typically provided for by a Company’s written claim policies or procedures.

e The Company utilizes claim adjusters that are company employees, as well as
independent adjusters with whom it has contracts. The independent adjusters do not




have an employer/employee relationship with the Company.

e The Company usually makes initial contact with the claimant within one or two
business days of receiving a notice of claim.

e The Company’s internal audit for the examination period revealed that 24% of
adjusters’ initial contacts with claimants did not take place within two days of a
reported loss. Adjusters were advised of the non-compliance and future auditing of
this area has been scheduled and conducted.

e The Company does not appear to have formal written time standards for claim
handling, other than the CAR time standards it follows for personal automob’&

claims.

e Company claims management performs quarterly audits focusing one@%

examiner’s promptness and quality of work.

Personal Automobile Claims: %?

e The Company uses CAR Performance Time Standards % assachusetts
personal automobile claims, which include:

1. Dispatching appraiser to adjudicate clai ithin two business days of
receiving loss report.

2. Completing physical damage appraisal, within five days of the appraisal
assignment.

3. Contacting named insur insured operator, (if not an injured party),
within three business % receiving notice of claim.
4. Mailing PIP forms witf

Issuing PIP bﬁfi»tecks within three days of agreeing to pay such

ive business days of receiving notice of claim.

benefits.

andling practices do not distinguish between claims on
R versus those retained by the Company, or between claims on
d by voluntary agents versus that produced by ERPs.

policies ced
business prod

e The any’s claim system identifies for the claim examiner the time standards
plicable to MA automobile claims.

The,Company’s policy is to contact all injured persons, or their legal representatives,
ithin two business days after receiving a claim.

The CAR audit report dated February 22, 2005 noted that the Company generally
complied with CAR’s claim processing time standards.

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

Transaction Testing Procedure RSM interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RSM also selected
50 paid claims, and 50 claims closed without payment during the examination period from all




companies in the Norfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham claims.

RSM verified the date of loss for each selected claim, the date it was reported to the Company,
and the date it was paid or closed. RSM also reviewed audits of the contract appraisers used by
the Company that were dated during the examination period. These audits tracked each
appraiser’s compliance with claim processing time standards by noting the dates of loss,
assignment, inspection and payment or closure of the claim.

Transaction Testing Results:

Findings: None. ){
S

Observations:

e It appears from RSM’s testing that the Company’s correspo with claimants,
and its denials of coverage, comply with the reasonable st t forth in M.G.L.
¢. 176D § 3(9) (b) and (e). %

e Prior to August 27, 2004, the audits of adjusters di clude a “Date of Initial
Contact” with a claimant.

Recommendations: None Q

Standard VI11-5. Claim files are adequa Bgumented.

Automobile: M.G.L. c. 175§ 191A(%
Property/Liability: M.G.L. c. 175.§ 10

Objective: The Standard is e@ed with the adequacy of information maintained in the
Company’s claim records@ to the decision on the claim.

Automobile Claims:

requires the insured to give timely notice of a property damage loss to the
Company or i nt. Further, insureds must also report vehicle thefts to the police, and
i ust‘pay such claims within 60 days after receiving a proof of loss. The statute also

and the Company disagree on the amount of loss.
Property/Liability Claims:

M.G.L. c. 175 § 102 states the failure of the insured under a fire policy to render a sworn
statement shall not preclude recovery if the insured renders a sworn statement after receiving a
written request for such sworn statement from the Company. The statute also further defines
requirements related to the Company’s request for such a sworn statement.

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




All Claims:

e The Company’s claim system includes imaged copies of original documents
received during claim processing.

e The “Annotations” section of the claim system is used by claim examiners to record
the steps in the claims process, but these notes often contain vague and unique
acronyms that are not clear or complete.

e The Company does not appear to have formal written time standards for clai
handling, other than the CAR time standards it follows for personal autorw)e
claims.

e Company claims management performs quarterly audits focusing aim
examiner’s promptness and quality of work.

e The Company does not maintain written procedures regardi equired content
of claim files.
Personal Automobile Claims: 03

e The Company uses CAR performance time ards for all MA personal
automobile claims.

e The Company’s claim handling practi%g ot distinguish between claims on
policies ceded to CAR versus those retained by the Company, or between claims on

business produced by voluntar ersus business from ERPs.
e The CAR audit report date ry 22, 2005, noted that the Company complied
with the CAR claim progeéssing:time standards.

Controls Reliance: Controls tested via‘documentation inspection, procedure observation and/or
corroborating inquiry appear ficiently reliable to be considered in determining the extent
of transaction testing pro r

Transaction Testing-Procedure: RSM interviewed Company personnel to understand its claim
i obtained documentation supporting such processes. RSM also selected
claims closed without payment during the examination period from all
companies in rfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the c%it out payment claims were Norfolk and Dedham claims. RSM evaluated each

clai liance with the Company’s claim handling practices, and with applicable statutes
an tions.

Transaction Testing Results:

Findings: None.

Observations: It appears from RSM’s testing that the Company’s documentation of
claim files is adequate.

Recommendations: The Company should develop standard written procedures for required claim
file documentation, including the use of standard language in the “Annotations” section of the




claims system.

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

M.G.L.c.112; M.G.L. c. 175 88 22B, 22I, 24D, 96, 97, 97A, 100, 102, 111F, 112, 112C, 113J,
1130 and 193K; M.G.L. c. 176D 88 3(9)(d) and (f); M.G.L. c. 139 § 3B; 211 CMR 75.00 and
133.00; and 212 CMR 2.00.

Obijective: The Standard is concerned with whether the Company appears to have p aims for
the appropriate amount to the appropriate claimant/payee. The following standar cluded
in the testing under this Standard:

Pursuant to M.G.L. c. 176D, 8 3(9)(d), unfair claims settlement practice r%e refusal to pay
ailablgsinformation.

Moreover, M.G.L. c. 176D, § 3(9)(f) considers failure to effectuate p o “fair and equitable
settlements of claims in which liability has become reasonably cle unfair trade practice.

M.G.L. c. 175, § 221 allows companies to retain unpaid p@ue from claim settlements.

intercept non-recurring

st be furnished to injured persons or
their attorney pursuant to M.G.L. c. 175, § 111F. | dition, M.G.L. c. 175, 8 112C requires
companies to reveal to an injured party making a‘elainragainst an insured, the amount of the
limits of said insured’s liability coverage U@ ceiving a request in writing for such

under any other policy insuring aga iability for loss or damage on account of bodily injury,
death, or damage to property, sh ome absolute whenever the loss or damage for which the
insured is responsible occ e satisfaction by the insured of a final judgment for such loss
or damage shall not be a ition precedent to the right or duty of the company to make payment
on account of said Ios age.

information.
M.G.L. c. 175, § 112 states that Iiagi t Xr?y company under a motor vehicle liability policy, or

rohibits discrimination by companies in the reimbursement of proper
expenses paid:to-certain professions and occupations, such as physicians or chiropractors,

Iicensed‘%(as husetts pursuant to M.G.L. c. 112.
A laims:

uton
I\;Igal reports must be furnished to injured persons or their attorney pursuant to M.G.L. c. 175,
8 113J. M.G.L. c. 175, § 1130 prohibits payments by an insurer for theft coverage until the
insured has received notice from the appropriate police authority that a statement has been
properly filed. Additionally, companies are required to report the theft or misappropriation of a
motor vehicle to a central organization engaged in motor vehicle loss prevention. 211 CMR
75.00 designates the National Insurance Crime Bureau as the central organization to be used for
this purpose.




211 CMR 133.00 sets forth uniform standards for repair of damaged motor vehicles, and only
applies when an insurer pays for the costs of repairs. The regulation addresses how damage and
repair costs are determined, requires that like kind repair parts be used, and sets forth methods for
determining vehicle values. It further allows vehicles deemed a total loss to be repaired subject to
certain requirements and limits. Lastly, the regulation requires an insurer to have licensed
appraisers conduct “intensified” appraisals of at least 25% of all damaged vehicles for which the
damage is less than $1,000, and 75% of all damaged vehicles for which the appraised cost of
repair is more than $4,000 for collision, limited collision, and comprehensive claims. The
“intensified” appraisal is to determine if the repairs were made in accordance with the initial

appraisal and any supplemental appraisals. )«

Property/Liability Claims: \)

M.G.L. c. 175, 8 96 limits the Company’s liability to the actual cash value of t d property
when a building is totally destroyed by fire. In addition, if the insured has imiums ona
coverage amount in excess of said actual cash value, the statute states the.i d shall be
reimbursed the proportionate excess of premiums paid with interest a% nt per year.

M.G.L. c. 175, § 97 requires the Company to pay fire losses to s of property upon
satisfactory proof of rights and title in accordance with the in olicy. Further, when a
claim for loss or damage to property exceeds five thousan s, M.G.L. c. 175, 8 97A requires
the Company to ensure that the claimant submits to the a certificate of municipal liens
from the collector of taxes of the city or town Whereinﬁ%o operty is located. The Company
shall pay to the city or town any amounts shown o certificate of municipal liens as
outstanding on the date of loss. The provisions of M.G-L. c. 175, § 97A do not apply to certain
owner-occupied dwellings.

M.G.L. c. 139, § 3B prohibits the Co ﬁ\@n paying claims covering loss or damage to a
building or other structure (defined ag'% rous” pursuant to M.G.L. c. 143, § 6) in excess of
one thousand dollars without having=given 10 days written notice to the building commissioner or
inspector of buildings appointed:pursuant to the state building code, to the fire department, and to
the board of health, in the ci own where the property located.

M.G.L. c. 175, § 100 # standards for selecting a referee if the parties to a claim fail to
0

agree on the amou s. In addition, M.G.L. c. 175, § 102 states the failure of the insured
under a fire poli nder a sworn statement shall not preclude recovery if the insured renders a
sworn state receiving a written request for such sworn statement from the Company.
M.G.L. c. 175, 2 further defines requirements related to such a request for a sworn statement
mpany.

T%;J ose of 211 CMR 133.00 is to promote the public welfare and safety by establishing fair
and uniform standards for the repair of damaged motor vehicles when an insurer pays for the cost
of repairs. The regulation is promulgated to be read in conjunction with 212 CMR 2.00, The
Appraisal and Repair of Damaged Motor Vehicles, as promulgated by the Auto Damage
Appraiser Licensing Board.

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

All Claims:



<§0

Personal Automobile Claims: %%
Stand

The Company does not have written policies and procedures governing claims
handling, instead utilizing a Claims Training Program manual to guide claim
processing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimiles, and correspondence that addresses claim
handling issues. The Company stated that it has no actual written policies or
procedures that obligate it to handle claims a particular way.

The Company relies on the experience of claim analysts to properly handle claims,
rather than using process of collecting and retaining certain documentation, such as
is typically provided for by a Company’s written claim policies or procedur

The Company utilizes adjusters that are company employees, as well a W\dent
adjusters with whom it has contracts. The independent adjusters do no%e n

employer/employee relationship with the Company. Q
The Company maintains claims information on imaged files i automated claims
management system.

Company claims management conducts quarterly audit%%%g on each claims

examiner’s promptness and quality of work.

The Company uses CAR Performance ards for all Massachusetts

personal automobile claims, which inc

1. Dispatching appraiser to-agjudicate claim within two business days of
receiving loss report.

2. Completing physi ge appraisal within five days of the appraisal
assignment.

3. Contactin
within

insured or insured operator, (if not an injured party),
iness days of receiving notice of claim.

forms within five business days of receiving notice of claim.

IP benefit checks within three days of agreeing to pay such

ies ceded to CAR versus those retained by the Company, or between claims on

o x ompany’s claim handling practices do not distinguish between claims on
poli

siness produced by voluntary agents versus business produced by ERPs.

The Company’s claim system identifies for the claim examiner the time standards
that are applicable to MA automobile claims.

The Company’s practice is to make non-direct payment plan physical damage claim
payments within seven days of receipt of an appraisal

The Company’s practice is to make direct payment plan claim payments within five
days of completing a written appraisal.

Company practice is to contact all injured persons or their legal representatives
within two business days of receiving a claim.

The CAR audit report dated February 22, 2005, noted that the Company complied



with the CAR claim payment time standards.

e The Company maintains all claim files on a mainframe based automated claims
management system.

¢ All claims investigations are handled by adjusters up to a defined dollar limit to their
settlement authority that is tied to their level of experience.

e The Company has procedures to comply with the requirement to furnish medical
reports, and/or the amount of the insured’s policy limits, upon receiving requests for
such information from a claimant or their attorney. ){

e The Company has procedures to comply with the requirement to intercept.non-
recurring payments for past due child support for certain defined claim ts.
o The Company has procedures to comply with the requirement to veri
report was properly filed prior to making payments for theft cover rther, the
Company has procedures to report such thefts to the National (n:éfra e Crime

Bureau (NICB) %
e Company policy prohibits discrimination in the relmbu of proper expenses
paid to certain professions and occupations.

e Company claims management can access the system to monitor open claims.

e Company claims management performs p aims reviews to examine the
Company’s compliance with its clalm ing practices.

e Company claims management peri reV|ews open claims to evaluate
settlement issues and to ensure t oprlate reserves have been established.

e Company claims managem @ exception reports to measure operational
effectiveness and claim processing time.

Controls Reliance: Controls tes @ documentation inspection, procedure observation and/or
corroborating inquiry appeat, t ufficiently reliable to be considered in determining the extent
of transaction testing p

Transaction Testin(l;r ure: RSM interviewed Company personnel to understand its claim

handling proc aM obtained documentation supporting such processes. RSM also selected
50 paid clai d 50 claims closed without payment during the examination period from all
companies:in thesNorfolk and Dedham Group, for testing. Forty-three of the paid claims and 37

without payment claims were Norfolk and Dedham claims. Based upon an
of the internal quality control department and limited re-testing of the department’s

V a
, RSM utilized the testing results from the internal audits to complement their
tran t|on testing procedures.

Transaction Testing Results:

Findings: None.

Observations:

o The Company has the required procedures in place for providing claimants with a



list of registered repair shops, as well as those repair shops which qualify as referral
repair shops. According to the Company’s Claims Training Program manual, the
Company performs the required re-inspections of repaired vehicles following
completion of repairs.

e The lack of cohesive written claims handling procedures makes it difficult to
determine whether the Company consistently complies with the applicable laws and
regulations.

o It appears from RSM’s testing that the Company’s processes for handling claims in
accordance with policy provisions, statutory and regulatory requirements {)

functioning in accordance with their policies and procedures. ;

Recommendations: The Company should revise its claim procedures to requir%e
documentation of its compliance with specific Massachusetts laws and reg%

the appropriate files. @

retained in

Standard VII-7. The company uses the reservation of rig and-éxcess of loss letters,
where appropriate.

Objective: The Standard is concerned with the Company’s usage of reservation of rights letters
and its procedures for notifying an insured w is apparent that the amount of loss will exceed
policy limits.

Controls Assessment: The following %ﬁ@ervations were noted in conjunction with the review
of this Standard:

e The Company ave written policies and procedures governing claims
handling, |n izing a Claims Training Program manual to provide guidance
for claim g The manual is a collection of internal and external

that esses clalm handling issues. The Company stated that it has no actual

memc& , e-mails, notices, bulletins, facsimile, and any type of correspondence
licies or procedures that obligate it to handle claims a particular way.

her than using a process of collecting and retaining specific documentation, as is
Q typically provided for by a Company’s written claim policies or procedures.
Q e The Company utilizes adjusters that are company employees, as well as independent

adjusters with whom it has contracts. The independent adjusters do not have an
employer/employee relationship with the Company.

Q The:Company relies on the experience of claim analysts to properly handle claims,

e The Claims Training Program manual directs the claims examiner to review each
claim file for the “PIP Threshold Letter.”

e The Claims Training Program manual does not appear to address the use of
reservation of rights and excess of loss letters.

e Company claims management performs quarterly audits focusing on each claim




examiner’s promptness and quality of work.

Transaction Testing Procedure: RSM interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RSM also selected
50 paid claims, and 50 claims closed without payment during the examination period from all
companies in the Norfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham claims. Complaint testing also
required the review of claim files to determine the nature and the basis for each complaint.

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

Observations: It appears from RSM’s review of claim files that the C es
appropriate language regarding reservation of rights and excess Iosis i laim

payment letters.

Recommendations: The Company should develop written claim pro hat include
information regarding the use of reservation of rights and excess@ rs.

Standard VI11-8. Deductible reimbursement to insur Fs\gun subrogation recovery is made
in a timely and accurate manner.

Obijective: The Standard is concerned wit ‘%pany’s timely refund of deductibles from
subrogation proceeds.

Controls Assessment: The followi f&bservations were noted in conjunction with the review

of this Standard:
e The Compa %have written policies and procedures governing claims

handling, 4 D%‘W{ilizing a Claims Training Program manual to guide claim
proce% manual is a collection of internal and external memorandums, e-

mai ices, bulletins, facsimiles, and correspondence that addresses claim

a%g ssues. The Company stated that it has no actual written policies or

ﬁl ures that obligate it to handle claims a particular way. Nonetheless, the
%a al includes discussion of subrogation claims.

0 he Company relies on the experience of claim analysts to properly handle claims,
rather than following a process by which it collects and retains specific
documentation as is typically provided for by a Company’s written claim policies or
procedures.

o The Company utilizes adjusters that are company employees, as well as independent
adjusters with whom it has contracts. The independent adjusters do not have an
employer/employee relationship with the Company.

e Company Claims management performs quarterly audits focusing on each claim
examiner’s promptness and quality of work.

e The Company uses CAR Performance Time Standards for all MA personal




automobile claims.

e The Company’s claim handling practices do not distinguish between claims on
policies ceded to CAR versus those retained by the Company, or between claims on
business produced by voluntary agents versus business produced by ERPs.

e The CAR performance standards require that the deductible amount be returned to
the insured upon subrogation recovery.

e The CAR audit report dated February 22, 2005, noted that the Company complied

with the CAR time standards.
e The Company has a subrogation unit to handle all subrogation claims. A{

o When liability or coverage issues are undisputed with another carrier any
typically waives the deductible to its insured.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable.

Transaction Testing Procedure: RSM interviewed Company personpnel to understand its claim
handling processes, and obtained documentation supporting s sses. RSM also selected
50 paid claims during the examination period from all com in the Norfolk and Dedham
Group, for testing. Forty-three of the paid claims were d Dedham claims. RSM
verified the date each selected claim was reported to t ny and the date it was paid.

Transaction Testing Results: 2
Findings: None. Q%
Observations: RSM noted t?&)\iggation recoveries were timely and accurate
according to the Company?s.practices, and that claim file documentation was adequate.

It appears from RSM’s testing that the Company’s processes for making subrogation
recoveries and appropei imbursement to insureds are functioning in accordance with

their policies and%
Recommendations

‘Standard VII‘—QEompany claim forms are appropriate for the type of product.

Obje : Fhe Standard is concerned with the Company’s usage of claim forms that are proper
f e of product.

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

e The Company does not have written policies and procedures governing claim
handling, instead utilizing a Claims Training Program manual to guide claim
processing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimiles and correspondence that addresses claim
handling issues. The Company stated it has no actual written policies or procedures
that obligate it to handle claims a particular way.



e Company claims management performs quarterly audits focusing on each claim
examiner’s promptness and quality of work.

e The Company follows CAR Performance Standards for all Massachusetts personal
automobile claims.

e The Company’s claim handling practices do not distinguish between claims on
policies ceded to CAR versus those retained by the Company, or between claims on
business produced by voluntary agents versus business from ERPs.

the CAR time standards.
e The Company’s practice is to use claim forms that are appropriate for t WS
lines of business.

Controls Reliance: Controls tested via documentation inspection, procedure.ob tion and/or
corroborating inquiry appear to be sufficiently reliable to be considere Q;%-mning the extent

e The CAR audit dated February 22, 2005 reported that the Company compliemr

of transaction testing procedures.

Transaction Testing Procedure: RSM interviewed Company pe understand its claim
handling processes, and obtained documentation supporting esses. RSM also selected
50 paid claims, and 50 claims closed without payment during;t xamination period from all
companies in the Norfolk and Dedham Group, for testin .‘%l’y-three of the paid claims and 37
of the closed without payment claims were Norfolk edham claims. RSM viewed the files
for each selected claim and noted whether the repotting was reported appropriate.

Transaction Testing Results: 0

Findings: None.

Observations: The Compa S procedures in place for using appropriate claims forms,
and the testing indicates'thatiit follows these procedures.

Recommendations: No f%

Standard VI I:J.Mm files are reserved in accordance with the company’s established
procedures.

Obje @%ﬁ Standard is concerned with the adequacy of information maintained in the

claim records related to its reserving practices.

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

e The Company does not have written policies and procedures governing claim
handling, instead utilizing a Claims Training Program manual to guide claim
processing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimiles and correspondence that addresses claim
handling issues. The Company stated that it has no actual written policies or
procedures obligate it to handle claims a particular way.




e The Company relies on the experience of claim analysts to properly handle claims,
rather than using a process by which it collects and retains specific documentation,
as is typically provided for by a Company’s written claim policies or procedures.

e The Company utilizes adjusters that are company employees, as well as independent
adjusters with whom it has contracts. The independent adjusters do not have an
employer/employee relationship with the Company.

e Company Claims management performs quarterly audits focusing on each claim
examiner’s promptness and quality of work.

e The Company uses CAR Performance Time Standards for all Massachusetts&
personal automobile claims.

e The Company’s claim handling practices do not distinguish between@n)

policies ceded to CAR versus those retained by the Company, or claims on
business produced by voluntary agents versus business from ERPs.

e The CAR audit report dated February 22, 2005, noted tha pany complied
with the CAR standards for timely and reasonable settir% rves.
0

e Although the Company stated that it does not have licies and procedures
addressing claim reserves, their Claims Trainin gram manual sets out the
workflow and data entry procedures used to lish a reserve on any particular line
of business or coverage combination.

e The initial reserve amount is subjecti mined by claims examiners based on
factors including his or her experience, ription of loss, policy type, average paid
claim, etc.

e Reports of new claims and eserves are reviewed by management on a daily

basis. The claim files are:pe awaiting the adjuster’s report, which will update
the file reserves based upo etailed and thorough inspection of the damages.

e The “Claim File Checklist” in the Claims Training Program manual requires claim
examiners to ¢ erreserves using the following elements for the analysis:

a. All fea re payment is anticipated

b. Applicability of insured deductible

ility adverse to the other party

e to Insured’s/Claimant’s vehicle — repairable or total loss

Thesreserve amount is indicated in each claim file on the System.
Conttols 35

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

Transaction Testing Procedure: RSM interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RSM also selected
50 paid claims, and 50 claims closed without payment during the examination period from all
companies in the Norfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham claims. RSM verified the date
each selected claim was reported to the Company, and noted whether claim reserves were
evaluated, established and adjusted in a reasonable and timely manner.




Transaction Testing Results:

Findings: None.

Observations: Each claim file tested indicated a sufficient reserve amount.

Recommendations: The Company should develop written claims procedures that specify its
methodology for calculating reserves and for establishing minimum amounts for any particular
line of business or coverage combination, to ensure consistency in claims reserving.

>
BN

Standard VII-11. Denied and closed-without-payment claims ar%NIﬁd in accordance
with policy provisions and state law.

M.G.L. c. 176D, §8 3(9)(d), 3(9)(h) and 3(9)(n).

Objective: The Standard is concerned with the adequacy of the Company’s decision-making and
documentation of denied and closed-without- nt claims.
Pursuant to M.G.L. c. 176D, § 3(9) (d), a ms settlement practices include refusal to pay
claims without conducting a reasonabJ€ investigation based upon all available information.
Pursuant to M.G.L. c. 176D, § 3(9)(h), ir claims settlement practices include attempting to
settle a claim for an amount less.th asonable person would have believed he or she was
entitled to receive. M.G.L. c,.1 3(9) (n) considers failure to provide a reasonable and
prompt explanation of th% denial of a claim as an unfair claims settlement practice.

ow

Controls Assessment;
of this Standard:

ing key observations were noted in conjunction with the review

o e*Company does not have written policies and procedures governing its claims
haneling process, instead utilizing a Claims Training Program manual to guide claim
%wocessing. The manual is a collection of internal and external memorandums, e-
Q mails, notices, bulletins, facsimiles and correspondence that addresses claim
Q handling issues. The Company stated it has no actual written policies or procedures
that obligate it to handle claims a particular way.

e Company claims management performs quarterly audits focusing on each claim
examiner’s promptness and quality of work.

e The Company uses CAR performance time standards for all Massachusetts’ personal
automobile claims.

e The Company’s claim handling practices do not distinguish between claims on
policies ceded to CAR versus those retained by the Company, or between claims on
business produced by voluntary agents versus business from ERPs.




e The CAR audit report dated February 22, 2005 noted that the Company generally
complied with these standards.

o CAR requires that “unwarranted or fraudulent claims should be resisted or denied.”

e The Company’s written notifications of denials include references to applicable
policy provisions.

e When the Company is notified of an automobile loss involving a claimant vehicle
where liability is questionable or undetermined, the Company sends a contact letter
to the claimant to allow them an opportunity to file a claim. A%y
ina

o After the Company sends a contact letter to all potential claimants involv
automobile loss, it may leave the claim file open for up to one year. T %oany
will close the file without payment if no response is received or claiw%& by the
other claimant.

Controls Reliance: Controls tested via documentation inspection, proce ervation and/or
corroborating inquiry appear to be sufficiently reliable to be considered'i mining the extent

of transaction testing procedures.

@el to understand its claim

rocesses. RSM also selected

Transaction Testing Procedure: RSM interviewed Company.
handling processes, and obtained documentation supporti
50 paid claims, and 50 claims closed without payment d examination period from all
companies in the Norfolk and Dedham Group, for te rty-three of the paid claims and 37
of the closed without payment claims were Norfolk dham claims.

Transaction Testing Results: Q
Findings: None. (ﬁ\
Observations: Yy

o The Companqs’ denial decisions appeared to be reasonable and timely.

e TheCo % ack of written claim procedures results in automobile claims that
ot-Closed for up to one year after the Company receives the claim. In
es, the Company sends a contact letter allowing claimants the opportunity
% a claim. If no response is received by the Company after an extended time
period, the Company will close the claim without payment. RSM observed that the
%ompany took anywhere from 7 days to 1,110 days from the date of loss to close the
@ tested claims, depending upon the claim examiner and the documentation needed to

make a final claim decision.

Recommendations: The Company should consider documenting its claim denial procedures to
ensure that the denial process is consistently handled by each examiner.

Standard VI11-12. Cancelled benefit checks and drafts reflect appropriate claim handling
practices.




Objective: The Standard is concerned with the Company’s procedures for issuing claim checks
as it relates to appropriate claim handling practices.

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

e The Company does not have written policies and procedures governing claim
handling, instead utilizing a Claims Training Program manual to guide claim
processing. The manual is a collection of internal and external memorandums, e-
mails, notices, bulletins, facsimiles and correspondence that addresses claim
handling issues. The Company stated that it has no actual written policies or

procedures that obligate it to handle claims a particular way. 5\)

e Company claims management performs quarterly audits focusing
examiner’s promptness and quality of work.

e The Company follows CAR claim payment procedures for %sachusetts
personal automobile claims.

e The Company’s claim handling practices do not dIS etween claims on
policies ceded to CAR versus those retained by t any, or between claims on

business produced by voluntary agents versus iu ss from ERPs.

e The CAR audit reported dated February oted that the Company generally
complied with these standards.

o CAR requires that claim payment eck |ssued within 10 days of an “agreement
to pay.”

e Claims investigations are ha .@ claims examiners and adjustors up to a defined
dollar limit to their settle ority.

Transaction Testing Procedure:
handling processes, and obtaine
50 paid claims for all thre
compliance with cla|m pa
of 50 paid claims w
each paid claim h
system.

Transac%@@ﬂq Results:

@wg None.

Q Observations: RSM discovered no inappropriate claim payment practices. In all of the
paid claims tested, the amount of the check and the payee matched the information on the

claims system. It appears that the Company has appropriate processes for issuing claim
payment checks.

R%&wterviewed Company personnel to understand its claim
mentation supporting such processes. RSM also selected
ies within the Norfolk and Dedham Group, to evaluate
ept'policies and procedures. Forty-three claims of the total sample
and Dedham claims. RSM noted whether the canceled checks for
e payee, date and check amount as indicated on the Company’s claim

fa

VY

Recommendations: The Company should establish and monitor claim payment check procedures
to ensure that all examiners consistently handle claim payments.




Standard VI11-13. Claim handling practices do not compel claimants to institute litigation,
in cases of clear liability and coverage, to recover amounts due under policies by offering
substantially less than is due under the policy.

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

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

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claims settlement practices{c%)%(a)
y

compelling insureds to institute litigation to recover amounts due under an insurance‘poki
offering substantially less than the amounts ultimately recovered in actions broug

insureds, and (b) attempting to settle a claim for less than the amount to which able
person would have believed he or she was entitled by reference to written rinted advertising

akes a practice
exddjustment or
ssioner to make a

material accompanying or made part of an application. Moreover, if an j
of unduly engaging in litigation or of unreasonably and unfairly delayi
payment of legally valid claims, M.G. L. c. 175, § 28 authorizes t

special report of findings to the general court. 6

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

handling, instead utilizing a Clai ining Program manual to guide claim
is a collection of internal and external

processing of its claims. The ma

memorandums, e-mails, n IIetins, facsimiles and correspondence that
&;}»
ato

e The Company does not have writteg policies and procedures governing claims

addresses claim handlin The Company stated it has no actual written
policies or procedure igate it to handle claims a particular way.
Nonetheless, the ual includes discussion of subrogation claims.

gement performs quarterly audits focusing on each claim
ess and quality of work.

e Company claims
examiner’s

e TheC follows CAR claim handling procedures for all Massachusetts
persenal automobile claims.

o ompany’s claim handling practices do not distinguish between claims on
poligies ceded to CAR versus those retained by the Company, or between claims on
siness produced by voluntary agents versus business from ERPs.

0 The CAR audit report dated February 22, 2005 noted that the Company generally
complied with the CAR claims practice standards.

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

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




Transaction Testing Procedure: RSM interviewed Company personnel to understand its claims
handling processes and obtained documentation supporting such processes. RSM also selected
50 paid claims, and 50 claims closed without payment during the examination period from all
companies in the Norfolk and Dedham Group, for testing. Forty-three of the paid claims and 37
of the closed without payment claims were Norfolk and Dedham claims.

RSM verified the date each selected claim was reported to the Company, the amount of the claim
payment and the date it was closed or paid. The Company’s practice is to identify claims referred
to defense counsel as complaints, and a sample of these “complaints” was reviewed for

compliance with this Standard. )«
Transaction Testing Results: ;\)

Findings: None.

Observations: RSM noted that complete records of litigated clai
Company’s claim system. There was no indication in RSM’s
unreasonably denies claims or compels claimants to instigate_liti

Recommendations: The Company should develop written clai dures for consistent
handling of claim payments and denials.

Standard VI1I-14. Loss statistical coding is compﬁi}: and accurate.

Objective: The Standard is concerned wi meany’s complete and accurate reporting of
loss statistical data to appropriate rati ealls

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

e Company
examiner?

aanagers perform quarterly audits focusing on each claim
ptness and quality of work.

h%o any follows CAR Performance Standards for all Massachusetts personal

[ )
e claims.

T

%CAR audit report dated February 22, 2005, noted that the Company generally
‘%mmplied with the CAR loss statistical reporting standards.

)

liance: 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: RSM interviewed Company claim executives to understand the
loss statistical data reporting processes, and obtained available documentation supporting these
processes. RSM also reviewed the latest CAR audit reports which discuss the Company’s loss
statistical data reporting compliance.

Transaction Testing Results:




Findings: None.

Observations: The Company appears to report data to various organizations as required.

Recommendations: The Company should develop written claim procedures including the various
requirements for reporting loss statistical data.




SUMMARY

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