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Dear Commissioner Burn@*

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

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

THE@THERN ASSURANCE COMPANY OF AMERICA

a@%ﬁce located at:

One Beacon Lane
Canton, Massachusetts 02021

The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Division”) conducted a comprehensive market
conduct examination of The Northern Assurance Company of America (“the Company”) for the
period January 1, 2006 to June 30, 2007. The examination was called pursuant to authority in
Massachusetts General Laws Chapter (“M.G.L. c¢.”) 175, Section 4. The market conduct
examination was conducted at the direction of, and under the overall management and control of,
the market conduct examination staff of the Division. Representatives from the firm of Rudmose
& Noller Advisors, LLC (“RNA”) were engaged to complete certain agreed upon procedm

EXAMINATION APPROACH \)

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

The basic business areas that were revieweb this examination were:

I.  Company Operations/Manage
Il.  Complaint Handling

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

VI.  Underwritin ing
VIl. Claims

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

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



EXECUTIVE SUMMARY

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

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

Division.

The following is a summary of all substantive issues found, along %&ed recommendations
and, if applicable, subsequent Company actions made, as pa comprehensive market
conduct examination of the Company. All Massachusetts la ations and bulletins cited in

this report may be viewed on the Division’s website at % gov/doi.
The comprehensive market conduct examination resulted in no findings or negative observations
with regard to company operations/management;smarketing and sales, policyholder service,

underwriting and rating and claims. Examinationresults showed that the Company is in
compliance with all tested Company polici ures and statutory requirements addressed in

these sections. \
A

SECTION Il - COMPL NDLING

STANDA?Q@

: It appears that the Company has adequate procedures in place to address
plaints. The Company reported no complaints during the examination period. The
ny is in the process of enhancing its complaint monitoring and trending

bilities.
Q Recommendations: The Company should complete the enhanced complaint monitoring
and trending reporting process and timely implement its use.




SECTION IV - PRODUCER LICENSING

<

STANDARD IV-1

Findings: None.

Observations: Based on the results of RNA’s testing of 10 ocean marine policies issued
or renewed during the examination period, all of the producers who sold policies during
the examination period were properly licensed, and four were included on the Division’s
list of the Company’s appointed agents at the time the policies were issued.® The
remaining six producers were not appointed as agents at the time the policies ‘were

issued. The Company subsequently appointed the six producers as agents. E
O

Recommendations: The Company should implement a control e re during
underwriting to ensure that all producers are appointed as agents prior ta:selling business.
Further, the Company and the Division shall complete a reconciliatien,of the Company’s
agent appointments at a mutually agreed upon date, to en such appointment
records are in agreement.

Subsequent Actions: The Company states that it i ppointing all producers as

agents within the required time frame. %
Ny
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COMPANY BACKGROUND

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

In Massachusetts, the Company writes only marine-type risks, which are by the
Company’s specialty lines business unit, International Marine Underwriters artered in
New York City with an office located in Boston, Massachusetts. In addltl th mpany writes
a majority of its business in other personal and commercial lines in t %ﬂng 49 states and
the District of Columbia. The Company wrote homeowners busin ssachusetts prior to
the examination period, but ceased writing such business in u result the Company
continued to pay homeowners claims during the examination e* her lines of business are
sold through affiliated insurance companies within OB. Th ny and OneBeacon contract
with approximately 130 independent agencies in Massac

The Company had $355.9 million in admitted d $192.0 million in surplus as of
December 31, 2006. For the year ended Dece b 1, 2006, the Company’s earned premium
was $100.4 million and net income was $14. I The Company does not directly employ
any individuals. Rather, the Company reimburse OB for the Company’s portion of shared
services incurred by OB including staffi

The key objectlves of this examlqs ion*were determined by the Division with emphasis on the

o@\
S
@%



I COMPANY OPERATIONS/MANAGEMENT

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

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

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

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

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

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

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

d Es

periodically throughout the year.
s OB’s internal audit department periodic audits of the Company’s various

iance with OB and Company policies and procedures,
0 stich policies and procedures.

operational areas to ensure co
and recommends enhanceme

s monthly branch self-audits, to review and evaluate
ce to OB and Company policies and procedures. Further,

s OB’s claim department p
processed claims for a

OB’s home offic i management conducts quality control audits to evaluate
settlement practi eviewing bodily injury settlements, liability claims and material
damage claimg
= OB con pliance audits of its producers regarding required maintenance of
certai rwriting information that is retained by the producer.
Control liance: Controls tested via documentation inspection, procedure observation and/or

corropora inquiry appear to be sufficiently reliable to be considered in determining the extent
of t % ion testing procedures.

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

Transaction Testing Results:

Findings: None.




Observations: The internal audit reports, claims department branch self-audits and home
office claims quality control audits reviewed by RNA provided detailed information on
the procedures performed, audit findings and recommendations for improvement. The
review of these audits indicated that the Company is generally in compliance with
policies, procedures and regulatory requirements.

Recommendations: None.

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

statutory financial examination of the Company.

No work performed. All required activity for this Standard is included in the sco?&going

Standard 1-3. The regulated entity has anti-fraud initiatives i that are reasonably
calculated to detect, prosecute, and prevent fraudulent insura Z%

18 U.S.C. § 1033; Division of Insurance Bulletins 1998—11@ -14.

Objective: This Standard addresses whether the Compan an anti-fraud plan that is adequate,
up-to-date, in compliance with applicable statutes e& ropriately implemented.

Pursuant to 18 U.S.C. § 1033 of the Violent e Control and Law Enforcement Act of 1994
(“Act™), it is a criminal offense for anyone*engaged in the business of insurance” to willfully
permit a “prohibited person” to conduct. e activity without written consent of the primary
insurance regulator. A “prohibited peéﬁw\jﬁ an individual who has been convicted of any felony
involving dishonesty or breach of.trust®er certain other offenses, who willfully engages in the
business of insurance as defined, i Act. In accordance with Division of Insurance Bulletins
1998-11 and 2001-14, any entit ducting insurance activity in Massachusetts must notify the

Division in writing of all s and producers affected by this law. Individuals “prohibited”
under the law may a e Commissioner for written consent, and must not engage or
participate in the busi finsurance unless and until they are granted such consent.

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

of this Standard:

nd the Company have a written plan to address fraud throughout the organization.
and the Company have a Special Investigative Unit (*SIU”) within the claim
department, which is dedicated to the prevention and handling of fraudulent activities.

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

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

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




= The Company does not directly employ any individuals, since it reimburses OB for its
portion of shared services including staff. Beginning in 2000, OB began conducting
criminal background checks on all new employees.

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

Transaction Testing Procedure: RNA reviewed the Company’s anti-fraud policies and
procedures, and the work of the SIU, as part of various claims standards. A{

Transaction Testing Results: ;\)

Findings: None.

Observations: Based upon RNA’s review of policies and proce %t appears that anti-
fraud initiatives are in place to detect, prosecute, and preventE insurance acts.

Recommendation: None. Q

Standard I-4. The regulated entity has a valid disastér%?@«rery plan.

No work performed. All required activity for this ‘t;r$ard is included in the scope of the ongoing
statutory financial examination of the Com

Standard I-5. Contracts betwegen thyregulated entity and entities assuming a business
function or acting on behalf of:th ulated entity, such as, but not limited to, MGAs, GAs,
TPAs and management agree s must comply with applicable licensing requirements,
statutes, rules and regulatio

No work performe the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable eXamination.

Standa 6. The regulated entity is adequately monitoring the activities of any entity that
contr. assumes a business function or is acting on behalf of the regulated entity.

N&Jrk performed. OB and the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable to this examination.

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

Objective: This Standard addresses the organization, legibility and structure of files, as well as
the determination of the Company’s compliance with record retention requirements.

10




Controls Assessment: OB and the Company have established written record retention policies
and procedures for each key function and department, that note the length of time specific
documents must be retained.

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

Transaction Testing Procedure: RNA reviewed OB’s and the Company’s record retention
policies and evaluated them for reasonableness. )«

Transaction Testing Results: ;\)

Findings: None.

Observations: OB and the Company’s record retention policies reasonable.

Recommendations: None. %

Standard 1-8. The regulated entity is licensed for@s of business that are being

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

Objective: This Standard addresses whe - lines being written by a Company are in
accordance with the authorized lines of %

Pursuant to M.G.L. c. 175, § 32, o‘xeg? nsurers must obtain a certificate authorizing them to
issue policies or contracts. M.G.L. , § 47 sets forth the various lines of business for which
an insurer may be licensed.

Controls Assessment: nature of this Standard, no controls assessment was performed.
Controls Reliance: licable.

Transaction festing Procedure: RNA reviewed the Company’s Certificate of Authority, and
compared-i toﬁe’ﬁnes of business which the Company writes in the Commonwealth.

Transact esting Results:

Findings: None.

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

Recommendations: None.

11




Standard 1-9. The regulated entity cooperates on a timely basis with examiners performing
the examinations.

M.G.L. c. 175, § 4.

Objective: This Standard addresses 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: Due to the nature of this Standard, no controls assessment w. %@Vﬂed

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s level of cooperat %responsweness to
examiner requests was assessed throughout the examination. %

Transaction Testing Results:

Findings: None. é
Observations: The Company’s level of @i n and responsiveness to examiner
requests was acceptable. Q

Recommendations: None. 0‘\: k

Standard 1-10. The regulated e
information gathered in conn ctl
intrusion into the privacy of a

Gramm-Leach-Bliley
(“CFR”) Part 313.

ity?h}s procedures for the collection, use and disclosure of
ith insurance transactions to minimize any improper
nts and policyholders.

02, 503, 504 and 505 and 16 Code of Federal Regulations

Obijective: dard addresses the Company’s policies and procedures to ensure it
minimizes |m |ntru5|on into the privacy of consumers.

The - each Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
requi s for proper notice to consumers, and restrictions on a financial institution’s ability to
se non-public personal information about consumers to nonaffiliated third parties. Further,
a financial institution must provide its customers with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing non-public personal
consumer information to nonaffiliated third parties, unless the institution satisfies various
disclosure and opt-out requirements and the consumer has not elected to opt out of such
disclosure.

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

12




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

= The Company’s privacy policy states that it collects certain types of non-public personal
information from third parties or other sources, and gives examples of such third parties
or other sources. The privacy policy further notes that the Company may disclose
information as permitted by law, and that consumers have the right to access and to
correct inaccuracies in this information.

= The Company’s privacy policy states that it does not disclose any non-public personal
information to any affiliate or non-affiliated third party for marketing purposes, and
discloses non-public personal information only for the purpose of processing and
evaluating consumers’ insurance applications or claims.

= The Company annually provides the privacy policy to individual customers I@ upon
renewal.
The Company provides its privacy policy on its website. @

The Company annually conducts an information systems risk asses
document and review information security threats and controls!
evaluations have resulted in continual improvements to informati

= Company policy requires that its information technology
non-public personal and health information, and commu% ese practices to all staff
in training programs, compliance presentations a s memoranda as nheeded.
Company policy also requires all staff to take a rivacy training, and to sign an
acknowledgement that they have taken such trai

=  Only individuals approved by Company%q ment are granted access to the
Company’s electronic and operational ere non-public personal and health
information is located. Access is frequ%ly and strictly monitored.

Controls Reliance: Controls tested via ation inspection, procedure observation and/or
corroborating inquiry appear to be suffi eliable to be considered in determining the extent

of transaction testing procedures.

Transaction Testing Procedure; &Xinterviewed Company personnel with responsibility for

to consider,
e risk assessment
tems security.

practices safeguard

privacy compliance, and re ocumentation supporting its privacy policies and procedures.

Transaction Testing Résults

Finding%%]e.
Observations: It appears from RNA’s review that the Company’s privacy practices

ize any improper intrusion into individuals’ privacy.

C dations: None.

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

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

The objective of this Standard relates to privacy matters and is included in Standards 1-10 and I-
12 through 1-17.
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Standard 1-12. The regulated entity has policies and procedures to protect the privacy of
non-public personal information relating to its customers, former customers and consumers
that are not customers.

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

Objective: This Standard addresses the Company’s policies and procedures to ensure it protects
the privacy of non-public personal information.

requirements for proper notice to consumers, and restrictions on a financial institution ity to
disclose non-public personal information about consumers to nonaffiliated third_pai urther,
a financial institution must provide its customers with an annual notice of its privaey ‘policies and
practices. In addition, a financial institution is prohibited from disclosi%no public personal

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

consumer information to nonaffiliated third parties, unless the insti satisfies various
disclosure and opt-out requirements and the consumer has not 0 opt out of such
disclosure.

Controls Assessment: See Standard 1-10. 0

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA |nterV|e e ompany personnel with responsibility for
privacy compliance, and reviewed document ortlng its privacy policies and procedures.

Transaction Testing Results:

Findings: None.

Observations: e ;rom RNA’s review that the Company’s policies and
procedures adeq tect consumers’ non-public personal information.

Recommendations: Q.

Standard I-Q\,The regulated entity provides privacy notices to its customers and, if
a to

applic s consumers who are not customers regarding treatment of non-public
pers cial information

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

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

The Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose consumers’ non-public personal information to nonaffiliated third parties. Further, a
financial institution must provide its customers with an annual written notice of its privacy
policies and practices. In addition, a financial institution is prohibited from disclosing

14




consumers’ non-public personal information to nonaffiliated third parties, unless the institution
satisfies various disclosure and opt-out requirements and the consumer has not elected to opt out
of such disclosure.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.

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

Transaction Testing Results: \)
Findings: None. 0%

Observations: Based upon RNA’s review of the Company’ ivacy notice and its
privacy practices, it appears that the Company has a process sufficient privacy
notice to individual applicants and policyholders regarding.i ection and disclosure
of non-public personal financial information. The Com imarily writes commercial

coverage and is not required to provide privacy notich mercial customers.

Recommendations: None. &

Standard 1-14. If the regulated entity discloses.infermation subject to an opt out right, the
company has policies and procedures,-iq e so that non-public personal financial
information will not be disclosed when.a er who is not a customer has opted out, and
the company provides opt out notic?g' stomers and other affected consumers.

Gramm-Leach-Bliley Act, §§ 5021503, 504 and 505 and 16 CFR Part 313.

does not utilize opt out rights as it does not share information
es; therefore, this standard is not applicable to this examination.

No work performed. The
with others for marketi

Standard I—luhg\egulated entity’s collection, use and disclosure of non-public personal
financial in ation are in compliance with applicable statutes, rules and regulations.

Gra ‘%eh-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

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

The Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose consumers’ non-public personal information to nonaffiliated third parties. Further, a
financial institution must provide its customers with an annual written notice of its privacy
policies and practices. In addition, a financial institution is prohibited from disclosing
consumers’ non-public personal information to nonaffiliated third parties, unless the institution

15



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

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

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

Transaction Testing Results: %

Findings: None.

Observations: It appears from RNA’s review that the y’s policies and
procedures provide reasonable assurance that the Compan% ly collects, uses and
discloses non-public personal financial information.

Recommendations: None. %2

Standard 1-16. In states promulgating the healrﬂgl;o mation provisions of the NAIC model
regulation, or providing equivalent protection through other substantially similar laws
under the jurisdiction of the Department-ef lsurance, the regulated entity has policies and
procedures in place so that non-pub 'c al health information will not be disclosed
except as permitted by law, unless Jggr er or a consumer who is not a customer has
authorized the disclosure. &

privacy of non-public @ ealth information related to claims.
Controls Assessrw& Standard 1-10.
Controls Rel]ﬁéx See Standard I-10.

Objective: This Standarciﬁ'.h the Company’s policies and procedures to ensure it maintains

Tran sting Procedure: RNA interviewed Company personnel with responsibility for
pri compliance, and reviewed documentation supporting its privacy policies and procedures
r 0 claims. In conjunction with claims testing, RNA looked for evidence of improper use

and maintenance of non-public personal health information.
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Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review of the Company’s claim policies and
procedures, and review of liability claims processed during the examination period, it
appears that such policies and procedures provide reasonable assurance that the Company
maintains the privacy of non-public personal health information related to claims.

Recommendations: None. )«

Standard 1-17. Each licensee shall implement a comprehensive written informati %curity
program for the protection of non-public customer information. Q

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

Objective: This Standard addresses the Company’s information s%\'g)efforts to ensure that
non-public consumer information is protected.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and %d 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restricti a financial institution’s ability to
disclose consumers’ non-public personal informati onaffiliated third parties. Further, a
financial institution must provide its customer &ﬁan annual written notice of its privacy
policies and practices. In addition, a financial fnstitution is prohibited from disclosing

consumers’ non-public personal informatior onaffiliated third parties, unless the institution
satisfies various disclosure and opt-out o%’, nts and the consumer has not elected to opt out
of such disclosure.

Controls Assessment: See Stan r%&.

Controls Reliance: See %%d( -10.
Transaction Testin ocedure: RNA interviewed Company personnel with responsibility for
privacy complial viewed documentation supporting its privacy policies and procedures.

Transaction ’& Results:

@m: None.
Q bservations: Based upon RNA’s review of the Company’s information security
policies and procedures, it appears that the Company has implemented an information

security program, which provides reasonable assurance that its information systems
protect non-public customer information.

Recommendations: None.
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1. COMPLAINT HANDLING

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

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

M.G.L. c. 176D, § 3(10).

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

complaints it received from the date of its last examination. The rec indicate the total
number of complaints, the classification of each complaint by line of i , the nature of each
complaint, the disposition of each complaint and the time to proce:i mplaint.

Pursuant to M.G.L. ¢. 176D, § 3(10), an insurer is required to maintain a%@ record of all
a

Controls Assessment: The following key observations were
of this Standard:

conjunction with the review

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

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

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

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

information.
= The Company provide
consumer inquirie
= The Company

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

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

Controls Reliance?
corroborating ingui
of transactio

Transaction=Festing Procedure: RNA interviewed management and staff responsible for

Findings: None.

Observations: RNA noted that the Company’s format for recording complaints includes
all necessary information. The Company reported no complaints during the examination
period. Based upon the results of testing, it appears that the Company has a process for
recording complaints in the required format in accordance with its policies, procedures,
and statutory requirements.
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Recommendations: None.

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

M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company has adequate complaint@ng

procedures and communicates those procedures to policyholders.
M.G.L. c. 176D, § 3(10) requires that (a) the Company has documented procedure@%plaint
handling; (b) the procedures in place are sufficient to enable satisfactory han complaints

method for distribution of and obtaining and recording responses to co s that is sufficient
to allow response within the time frame required by state law, and ompany provides a
telephone number and address for consumer inquiries.

received as well as to conduct root cause analyses in areas developing cozgla ¢ (c) there is a

Controls Assessment: See Standard 1-1. 0

Controls Reliance: See Standard I1-1.

Transaction Testing Procedure: RNA intervié% management and staff responsible for
complaint handling, and examined evidence 0 ompany’s related processes and controls.
The Company reported no complaints during, the examination period. RNA also reviewed the
Company’s website, and various forms e icyholders, to determine whether the Company
provides contact information for cons inquiries as required.

Transaction Testing Results: Yy
Findings: None. @

Observations ears that the Company has adequate procedures in place to address
complai ompany reported no complaints during the examination period. The
iswin the process of enhancing its complaint monitoring and trending

: The Company should complete the enhanced complaint monitoring
d'trending reporting process and timely implement its use.

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

Objective: This Standard addresses whether the Company response to the complaint fully
addresses the issues raised, is properly documented, includes appropriate remedies and complies
with statutes, regulations and contract language.
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Controls Assessment: See Standard 1-1.

Controls Reliance: See Standard I1-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for
complaint handling, and reviewed the Company’s related processes and controls.

Transaction Testing Results:

Findings: None.

Observations: The Company reported no complaints during the examinatio W. The
Company appears to have a process to finalize and dispose of complain%g rdance

with applicable statutes, rules and regulations and contract language. 0

Recommendations: None. %

Standard 11-4. The time frame within which the regulated ﬁe‘%ponds to complaints is
in accordance with applicable statutes, rules and regulati

Objective: This Standard addresses the time requi the Company to process each

Division has established a practice of requ at insurers respond to complaints from the
Division within 14 calendar days from th y receive a notice of complaint.

Controls Assessment: See Standarq 1-1:

Controls Reliance: See Standardil-1-

RNA interviewed management and staff responsible for
ed the Company’s related processes and controls.

complaint.
Massachusetts does not have a specific time s;an%rd ’M the statutes or regulations. However, the

Transaction Testing

P
complaint handling, @

Transaction Testi ults:

" None.
( g rvations: The Company reported no complaints during the examination period. The
Q ompany appears to have processes for responding to complaints in a timely manner

Recommendations: None.
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1.  MARKETING AND SALES

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

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

M.G.L. c. 176D, 8§ 3; Division of Insurance Bulletin 2001-02.

Objective: This Standard addresses whether the Company maintains a system ofﬁ%l over the
content, form and method of dissemination for all advertisements of its policie

Pursuant to M.G.L. c. 176D, § 3, it is deemed an unfair method of com to misrepresent or
falsely advertise insurance policies, or the benefits, terms, conditi advantages of said
policies. Pursuant to Division of Insurance Bulletin 2001-02 % er who maintains an
Internet website must disclose on that website the name of‘ pany appearing on the
certificate of authority, and the address of its principal office.

Controls Assessment: The following key observations %I’ed in conjunction with the review
of this Standard:

= The corporate communications depaf%l. the legal department and the business line
manager collaboratively develop % ising and sales materials targeted to customers
and producers.

= OB and the Company permit‘agentsto develop advertising material. The standard agency
contract requires agents ow\ ome office approval prior to use of such material.
m  OB’s policy is to disclosetitszname and address on its website.

Controls Reliance: Cp %R'sted via documentation inspection, procedure observation and/or
corroborating inqui @ to be sufficiently reliable to be considered in determining the extent
roce

of transaction testi dures.

Transaction'f\s ing Procedure: RNA interviewed Company personnel with responsibility for
advertisj%;g\'ales materials. The Company stated that it has not developed ocean marine

adver, sales materials. RNA reviewed the standard agency contract for the requirement
me office approval prior to use of agent-developed advertising material. Finally,
iewed the OB website for appropriate disclosure of its name and address, and general
iance with statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.
Observations: The Company stated that it has not developed ocean marine advertising

and sales materials. The standard agency contract contains the requirement to obtain
home office approval prior to use of agent-developed advertising material. The
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Company’s website disclosure complies with the requirements of Division of Insurance
Bulletin 2001-02.

Recommendations: None.

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

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

Controls Assessment: The following controls were noted as part of this Standa/@t)andard

1I-3:
= The Company has distributed producer training materials focusin% pany policies,

practices and procedures, including those relating to ting and rating,
policyholder service, and claims.

= The Company’s producers have access to electronic nd procedure manuals
through the Company’s agent web portal.

corroborating inquiry appear to be sufficiently reliab onsidered in determining the extent

Controls Reliance: Controls tested via documentationﬁ' ion, procedure observation and/or
of transaction testing procedures.

Transaction Testing Procedure: RNA inter@ Company personnel with responsibility for
developing and distributing producer traini 1aterials, and generally reviewed such materials in
use during the examination period for and reasonableness.

Transaction Testing Results:

A\ y
i @ﬁ\

Observations: Company’s producer training materials appear accurate and
reasonabl

Recommend ““None.

Standard, M1-3. Regulated entity communications to producers are in compliance with
i statutes, rules and regulations.

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

Controls Assessment: See Standard I11-2.

Controls Reliance: See Standard I11-2.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
developing and circulating written producer communications, and generally reviewed
communications to producers during the examination period for accuracy and reasonableness.

Transaction Testing Results:

Findings: None.

Observations: The Company’s communications to producers appear accurate and
reasonable.

Recommendations: None. ;\)

Standard I11-4. Regulated entity mass marketing of property and c alwsurance is in
compliance with applicable statutes, rules and regulations. aéu_\

No work performed. This Standard is not covered in the sco e% mination because the
Company does not mass market property and casualty insurance @ chusetts.
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IV. PRODUCER LICENSING

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

Standard 1V-1. Regulated entity records of licensed and appointed (if applicable)
producers agree with department of insurance records.

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bulleti 311%&11
and 2001-14. K)

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

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

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

unless and until they are granted consent.

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

of this Standard:

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

the first policy application is received.

e Company’s policy is to seek the Division’s approval regarding the appointment of
any “prohibited person” as noted above when it wishes to appoint such a person.
= The Company maintains an automated producer database that tracks all terminations,
appointments and other licensing changes related to its appointed agents.
= The Company verifies that producers are properly licensed for the lines of business to be
sold in Massachusetts prior to contracting with them as agents.

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

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

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility forﬁ%cer
contracting and processing of agent appointments. RNA reviewed evidence., of . agent
appointments in conjunction with the testing of 10 ocean marine policies iss renewed
during the examination period. RNA verified that the sales agent for each poli included on
the Division’s list of the Company’s appointed agents at the time of sale. G

Transaction Testing Results: @: )

Findings: None.

Observations: Based on the results of RNA’s testi chan marine policies issued

or renewed during the examination period, all ducers who sold policies during

the examination period were properly licensed, a ur were included on the Division’s

list of the Company’s appointed agents.@atythe.time the policies were issued. The

remaining six producers were not ap i%as agents at the time the policies were
e

issued. The Company subsequently the six producers as agents.

Recommendations: The Company sho ment a control procedure during underwriting to
ensure that all producers are appointed:as agents prior to selling business. Further, the Company
and the Division shall complete a.reconciliation of the Company’s agent appointments at a
mutually agreed upon date, to erisure'that such appointment records are in agreement.

Subsequent Actions: The y states that it is now appointing all producers as agents within

the required time framQ

Standard vaproducers are properly licensed and appointed (if required by state
law) in the ju&" iction where the application was taken.
18 U 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bulletins 1998-11

and 14.

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

M.G.L. c. 175, 8§ 162R and 162T.

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

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

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

of this Standard: :
n of agent terminations as

ivision of the reason for agent

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

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

= The Company has a process for notifying%nr:
uir

complies with statutory and contractual Ir%

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

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

of an appointment termination which
ents.

Transaction Testing Procedure: A interviewed individuals with responsibility for producer
contracting and terminat% sing.
Transaction Testinq,R(sm:

The Company terminated no agents during the examination period.
mpany appears to have an appropriate process for notifying the Division when it
inates agent appointments.

R&mendation: None.

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

Objective:  The Standard addresses the Company’s policy for ensuring that producer
appointments and terminations do not unfairly discriminate against policyholders.
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Controls Assessment: See Standards I1V-1 and IV-3.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for processing
of producer contracts, appointments and terminations. RNA reviewed documentation for 10
ocean marine policies that were issued or renewed during the examination period, for any
evidence of unfair discrimination against policyholders resulting from the Company’s policies
regarding producer appointments and terminations.

Transaction Testing Results: '{
Findings: None. l%\)

Observations: RNA noted no evidence when it tested ocean marin@icies that the

Company’s policies and procedures regarding producer appoi and terminations
resulted in discrimination against policyholders.

Recommendations: None. QO

Standard IV-5. Records of terminated producers 'abggu{ely document the reasons for
terminations.

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

Objective: The Standard addresses the s documentation of producer terminations.

Pursuant to M.G.L. c. 175, § 162T tﬁgg)
effective date of a producer’s ter i
M.G.L. c. 175, § 162R, the Co
175, § 162R provides
appointment as agent a

pany must notify the Division within 30 days of the
n, and if the termination was “for cause” as defined in
must notify the Division of such cause. Further, M.G.L. c.
ns for which the Company may terminate a producer’s
sons for which the Division may terminate a producer’s license.

Controls Assess : tandard 1V-3.

Controls Reliance: See Standard IV-3.

esting Procedure: RNA interviewed individuals with responsibility for producer
C and termination processing.

Transaction Testing Results:

Findings: None.

Observations: The Company terminated no agents during the examination period, and
appears to have an appropriate process for documenting the reasons for agent
terminations.

Recommendations: None.

27



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

No work performed. This Standard is not covered in the scope of examination because the
Company direct bills most premium, thus excessive debit account balances are not a significant
issue. If material debit account balances existed, they would be evaluated in the scope of the
statutory financial examination of the Company.
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V. POLICYHOLDER SERVICE

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

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

Objective: This Standard addresses efforts to provide policyholders with suff|C|
notice of premiums due and notice of cancellation due to non-payment. %
the review

Controls Assessment: The following key observations were noted in conjuncti
of this Standard:

= The Company primarily direct bills policyholders, who recgi ling notice from the
Company approximately 20 days prior to the premium The Company receives
premium payments primarily by check.

= The Company bills the agent monthly for the premi tivity of some customers, or the

agent provides the Company a record of month
from the agent is due in 45-50 days after bi
monthly activity listing.
= Company policy generally requires % ‘premium down payment at the time an

application is taken.
= All billing notices contain discl@garding grace periods and policy cancellation for

non-payment of premium.

using a policy listing. Payment
fter the date the agent provides the

Controls Reliance: Controls t e&ﬁ’documentaﬁon inspection, procedure observation and/or
corroborating inquiry appea fficiently reliable to be considered in determining the extent
of transaction testing pro re

Transaction TestingProcedure: RNA interviewed Company personnel with responsibility for
policyholder ser ?&nd reviewed billing notice dates for ocean marine policies issued or
renewed duri mination period.

Transactioh Testing Results:

Q ndings: None.

Observations: Based upon results of review, premium and billing transactions appeared
to be processed according to the Company’s policies and procedures.

Recommendation: None.
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Standard V-2. Policy issuance and insured requested cancellations are timely.

M.G.L. c. 175, § 187B.

Objective:  This Standard addresses the Company’s procedures to ensure that customer
cancellation requests are processed timely. Objectives pertaining to policy issuance are included
in Underwriting and Rating Standard VI-6. Return of premium testing is included in
Policyholder Service Standard V-7.

Pursuant to M.G.L. c. 175, § 187B, insurers are required to return unearned pr ftlj%a a
reasonable time upon receipt of the policyholder’s request to cancel.

Controls Assessment: The following key observations were noted in conjuncti@ the review
of cancellation and withdrawals under this Standard:

= Company policy is to cancel policies upon notification~from _the producer of the
policyholder’s request, and to process premium refunds i ely manner.
)

= The Company refunds unearned premium to policyh a pro-rata basis pursuant to
statutory and regulatory guidelines.

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

Transaction Testing Procedure: RNA.4 wed Company personnel with responsibility for
policyholder service, and reviewed_ -€vi e that two ocean marine cancellations processed

during the examination period were Eroc ed timely.

Transaction Testing Results:,@

Findings: NOT

ions: he insured-requested cancellations tested were processed timely
i e Company’s policies and procedures. Based upon the results of testing,
ny’s processing of insured-requested cancellations appears to be functioning
insaccorelance with its policies, procedures, and statutory requirements.

Recommendations: None.

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

Objective: This Standard addresses the Company’s procedures for providing timely and
responsive information to customers from the appropriate department. Complaints are covered in
the Complaint Handling section. Claims are covered in the Claims section.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

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

= The Company considers its producers as having the primary relationship with the
policyholder. Since customer service representatives are not licensed producers,
policyholders must request endorsements and policy changes through the producer.
Policyholders who request such changes through customer service are transferredsto the
producer for servicing. ‘%

= The Company monitors the results of its monthly Key Performance Indic (“KPIs™)
regarding policyholder service performance.

Controls Reliance: Controls tested via documentation inspection, procedure @vation and/or
corroborating inquiry appear to be sufficiently reliable to be considered i mining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA discussed correspond cjncedures with Company
personnel, and reviewed correspondence in conjunction wi riting, rating, policyholder
service and claims standards. RNA also obtained and revi cumentation showing customer

service KPIs for the examination period. Q

Transaction Testing Results:

Findings: None. %
Observations: Based upon Qf general correspondence between policyholders

and the Company regarding ‘underwriting, rating, policyholder service and claims, and
review of the KPI informa it appears that the Company handles customer inquiries
Qir§g 0

and correspondence it in a timely and responsive manner.

Recommendations: NOTQ«

&Mever the regulated entity transfers the obligations of its contracts to
entity pursuant to an assumption reinsurance agreement, the regulated
entity has:gained the prior approval of the insurance department and the regulated entity
has s ‘@fequired notices to affected policyholders.

N% performed. The Company does not enter into assumption reinsurance agreements.

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

Obijective: This Standard addresses procedures for the accurate and complete processing of policy
transactions. Objectives pertaining to policy issuance, renewal and endorsements are included in
Underwriting and Rating Standard VI-6. Return of premium testing is included in Policyholder
Service Standard V-7. Billing transactions are reviewed in Policyholder Service Standard V-1,
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and insured-requested cancellations are tested in Policyholder Service Standard V-2. Company
cancellations and non-renewals are tested in Underwriting and Rating Standard V1-7 and VI-8.

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

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

Objective: This Standard addresses efforts to locate missing policyholders or beneficiarigs and to
comply with escheatment and reporting requirements.
\©¥

M.G.L. c. 200A, 88 1, 2, 7-7B, 8A and 9 state that amounts due policyholders or d% ries are
presumed abandoned if unclaimed for more than three years after the funds beeome payable.
Annual reporting to the State Treasurer’s Office regarding efforts to locate owners is required,
and the statutes require payments to the State Treasurer’s Office for esc roperty.

Controls Assessment: The following controls were noted in review (%s tandard:

= Company policy requires that un-cashed checks, in gaims and premium refunds,
be reported and escheated when the owner can nof:A5e found.

= The Company has implemented procedures for J%gﬂost owners via Company records
and public databases. The Company condu rther research on un-cashed checks, and
sends a letter to the last known address in tempt to locate the owner.

= The Company annually reports escheatable funds to the State Treasurer by November 1%
as required by law. Prior to esch@ funds, a final attempt is made to locate the

owner.

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

Transaction Testing Proc " RNA discussed the Company’s procedures for locating missing
policyholders andéhe nt of funds with Company personnel, and reviewed supporting

documentation.

Transaction @esults:
&gg None.
Q bservations: The Company appears to have processes for locating missing

policyholders and claimants, and appears to make reasonable efforts to locate such
individuals. The Company appears to report unclaimed items and escheat them as
required by law.

Recommendations: None.
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Standard V-7. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.

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

Objective: This Standard addresses return of the correctly calculated unearned premium in a
timely manner when policies are cancelled.

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 &gti}ns, at
the time the cancellation notice is served on the insured.

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

= Company policy is to cancel policies upon notification the producer of the
policyholder’s request, and to process premium refu ely manner.

= The Company refunds unearned premium to pol%ers on a pro-rata basis, pursuant

to statutory and regulatory guidelines. Q
Controls Reliance: Controls tested via document@tl pection, 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: RN @wed Company personnel with responsibility for

the underwriting process. RNA seleeted” two ocean marine insured-requested cancellations

processed during the examinatio iod to test for timely payment of properly calculated
premium refunds.. $

Transaction Testing Resu%
Findings:@

Obs ons: Based on the results of testing, premium refunds appear to be calculated
proper d returned timely.

Recofimendations: None.

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

Objective: This Standard addresses the Company’s procedures for providing history and loss
information to insureds in a timely manner.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company’s producers and its claims personnel have access to claims history and
paid loss information for policyholders from a private Comprehensive Loss Underwriting
Exchange database.

s The Company’s policy is to ask the producer to provide a policyholder their claims
history and paid loss information upon request.

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

procedures for responding to policyholder inquiries regarding claim ry and paid loss
information.

Transaction Testing Results: 03

Findings: None.

Transaction Testing Procedure: RNA discussed with Company persosne policies and

Observations:  The testing of underwriti nd rating, claims, complaints and
policyholder service noted no evidence of any failing to respond to policyholder
inquiries on claims history and paid loss‘information.

\¥
S
g
<
N2

&

Recommendations: None.
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VI. UNDERWRITING AND RATING

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

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

Objective: This Standard addresses whether the Company is charging premiums usi gﬁprly
filed rates.

Controls Assessment: The following key observations were noted in conjuncti@t the review
of this Standard:

s The Company has written underwriting and rating polici rocedures which are
designed to reasonably assure consistency in classificatim ting.

s The Company conducts compliance audits of ucers regarding required
maintenance of certain underwriting information etained by the producer.

= Company policy prohibits unfair discriminati application of premium discounts
and surcharges, and in the application of t neral rating methodology, in accordance
with company policies and procedures.

= Ocean marine rates are based on th any’s experience and are not required to be
filed with the Division. Property~eeverage rating criteria include territory, coverage
amount, coverage type and pro ge. Liability coverage rates are generally based on

the type of business, number.of e yees, payroll and annual revenue.

Controls Reliance: Controls t
corroborating inquiry appea
of transaction testing pro

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

Transaction Testing-Procedure: RNA interviewed Company personnel with responsibility for
the underwritin ess; and reviewed other rating information. RNA selected two ocean
marine policiessi or renewed during the examination period to test rate classifications and
premiums ch RNA verified that each policy’s premium, discounts and surcharges complied
with Company policies and procedures.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company calculates
policy premiums, discounts and surcharges in compliance with its policies and
procedures.

Recommendations: None.
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Standard VI-2. All mandated disclosures are documented and in accordance with
applicable statutes, rules and regulations.

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

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

s The Company has written policies and procedures for processing new and%val

business \{

s The Company’s supervisory procedures are designed to ensure th siness
submissions from producers are accurate and complete, including the | Company
required forms and instructions.

= The Company’s insurance policies provide disclosures as requ %Company policies
and procedures. 'Q)

s The Company conducts compliance audits of |ts s regarding required
maintenance of certain underwriting information that is the producer.

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

of transaction testing procedures %
Transaction Testing Procedure: RNA inter ompany personnel with responsibility for
the underwriting process, and selected 1 marine policies issued or renewed during the

examination period to test for timely ({& f rates and coverages.

Transaction Testing Results:

Findings: None. @E

Observations pon testing, the Company appears to provide required coverage
disclosures eds upon initial application and renewal, in accordance with policies
and pro

Recommenda » None.

S VI-3. The regulated entity 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 addresses illegal rebating, commission cutting and inducements, and
requires 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, cannot pay

or allow, or offer to pay or allow any valuable consideration or inducement not specified in the
policy or contract. Similarly, under M.G.L. c. 176D, § 3(8), it is an unfair method of competition
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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 inducement not specified in the
contract.

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

= The Company has procedures for paying producers’ commissions in accordance with
home office approved written contracts.

= The Company’s producer contracts, and its home office policies and procedures, are
designed to comply with statutory underwriting and rating requirements that prohibit
special inducements and rebates.

= The Company’s producer compensation policies are disclosed on the O

Controls Reliance: Controls tested via documentation inspection, proce obsérvation and/or
corroborating inquiry appear to be sufficiently reliable to be considered’i mining the extent
of transaction testing procedures.

Transaction Testing Procedure:  RNA interviewed indi s with responsibility for
commission processing and producer contracting. In co on with the review of producer
contracts, RNA inspected new business materials, pro afning materials and manuals for
indications of rebating, commission cutting or induce 5. (RNA also evaluated the Company’s
response to the Division’s survey on broker activiti inally, RNA selected two ocean marine
policies issued or renewed during the examinatg’ n period to test commissions paid to producers,

and to look for indications of rebating, commissief:cutting or inducements.

Transaction Testing Results: &

Findings: None.

Observations: Bas results of testing and review of the Company’s response to
the Division’s s broker activities, it appears that the Company’s processes for
prohibiting il , including special inducements and rebates, are functioning in
accordanc policies, procedures and statutory requirements.

ne.

Recommend&

Stand‘a‘N&M. The regulated entity underwriting practices are not unfairly
di M_iﬂatory. The company adheres to applicable statutes, rules and regulations and
regulated entity guidelines in the selection of risks.

General: M.G.L.c. 175, § 193T.

Objective: This Standard addresses whether unfair discrimination is occurring in insurance
underwriting.

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

based on blindness or partial blindness, mental retardation or physical impairment, unless such
discrimination is based on “sound actuarial principles or is related to actual experience.”
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

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

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

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

Transaction Testing Procedure: RNA interviewed Company personnel witonsibility for
the underwriting process, and selected 10 ocean marine policies issued enewed during the
examination period to test for evidence of unfair discrimination in und iting:

Transaction Testing Results: Q: )

Findings: None. Qr
Observations: Based on the results of Lm{;NA noted no evidence that the

Company’s underwriting practices were UE\Q criminatory.

Recommendations: None. %

Standard VI-5. All forms includi%ﬁtracts, riders, endorsement forms and certificates
r

are filed with the Department of\%é ce (if applicable).

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

Controls Assessment:. lelowing key observations were noted in conjunction with the review
of this Standard andard V1-20:

" %chusetts the Company writes only ocean marine coverage, and such contracts,
nd forms are not required to be filed with the Division.

oducers are required to use Company-approved forms and endorsements as guidelines
Q when providing quotes to customers.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 10 ocean marine policies issued or renewed during the
examination period, to test for the use of acceptable policy forms and endorsements in
compliance with Company policies and procedures.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company is using
acceptable policy forms and endorsements in compliance with its policies and
procedures.

Recommendations: None. )«

Standard VI-6. Policies, riders and endorsements are issued or renewed ace@timely
and completely.

Objective: This Standard addresses whether the Company issues p %nd endorsements
timely and accurately.

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

= The Company has written underwriting and@. olicies and procedures which are
designed to reasonably assure consistency cation and rating.

= Company policy prohibits unfair dlscrl in the application of premium discounts
and surcharges, and in the application-o general rating methodology, in accordance
with company policies and proced

= Any changes in policy coverdge
timely process such requests.

ust be requested through the producer, who must

= Applications submitted¢by ucers are reviewed by the underwriting department to
ensure that they are and internally consistent.

= The Company d compliance audits of its producers regarding required
maintenance underwriting information that is retained by the producer.

Controls Relian %ntrols tested via documentation inspection, procedure observation and/or
corroboratin iry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Tran{NkTestmq Procedure: RNA interviewed Company personnel with responsibility for

Ne,r)vrltmg process. RNA selected 10 ocean marine policies and one endorsement for the
examination period, to test whether new and renewal policies and endorsements were issued
timely, accurately and completely.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company generally
issues new and renewal policies and endorsements timely, accurately and completely.
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Recommendations: None.

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

General: M.G.L.c. 175, § 193T.

Obijective: This Standard addresses the fairness of application rejections and declinations.

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 conjuncti@i the review
of this Standard:

s Company policy and practice prohibits unfair discriw%%)m underwriting in

accordance with statutory requirements.
= Written Company underwriting guidelines are desig @sonably assure appropriate
acceptance and rejection of risks on a proper, consj nd fair basis.

Controls Reliance: Controls tested via documentation. in tion, procedure observation and/or
corroborating inquiry appear to be sufficiently reIiQt considered in determining the extent

of transaction testing procedures. %
Transaction Testing Procedure: RNA in % d Company personnel with responsibility for
the underwriting process. RNA selected“twe.ocean marine company-initiated cancellations, and
two ocean marine non-renewals proeessed during the examination period, to ensure that

cancellations were not unfairly disw ory.

>

Transaction Testing Results:

Findings: N

Observa . Based on the results of testing, Company-initiated cancellations and non-
rene ot appear to be unfairly discriminatory.

Recomm@o s: None.

Standard VI-8. Cancellation/non-renewal, discontinuance and declination notices comply
with policy provisions and state laws and regulated entity guidelines.

General: M.G.L.c. 175, § 187C.

Objective: This Standard addresses notice to policyholders for cancellation, non-renewal and
declinations, including advance notice before expiration for cancellation and non-renewals.
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Pursuant to M.G.L. c. 175, § 187C any Company shall effect cancellation of any policy by
serving written notice thereof as provided by the policy and by paying the full return premium
due.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard and Standard VI-9:

= Company policy requires that written cancellation notice be given to policyholders. The
Company generally does not cancel policies after the first 60 days of coverage, nor do
they rescind coverage. However, when the Company elects to cancel such covna%l its
practice is to give notice to the producer, who is responsible for timely com@c ing

the pending action to the policyholder.

= Company policy requires that policyholders be given at least 30 days netice-prior to non-
renewal. The Company’s practice is to give notice to the producer, s responsible
for communicating the pending action to the policyholder. C ;

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

the underwriting process. RNA also selected two oc ne company-initiated cancellations,
and two ocean marine non-renewals processed duri xamination period, to test compliance

with cancellation and non-renewal notice proce%ges.
Transaction Testing Results: Q
Findings: None. (ﬁ\

Observations: Based the results of testing, the Company appears to comply with
notice procedures fo ny-initiated cancellations and non-renewals.

Recommendations: N@

Transaction Testing Procedure: RNA interviewed % ersonnel with responsibility for
t

Standard VQ‘%&cissions are not made for non-material misrepresentation.
Genera“lQ.LG.L. c. 175, § 187D.

j Q This Standard addresses whether decisions to rescind and to cancel coverage are made
apprepriately.

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

Controls Assessment: See Standard V1-8.

Controls Reliance: See Standard VI-8.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA also selected two ocean marine company-initiated cancellations,
and two ocean marine non-renewals processed during the examination period, to test for evidence
of improper rescission.

Transaction Testing Results:

Findings: None.

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

Recommendations: None. ‘@)

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

Objective: This Standard addresses whether unfair discrimi rocurring in the application
of premium discounts and surcharges.

Controls Assessment: See Standard VI-1. QQ i

Controls Reliance: See Standard VI-1.

Transaction Testing Procedure: RNA 'n@ ed Company personnel with responsibility for
the underwriting process, and revie r rating information. RNA selected two ocean

marine policies issued or renewed_during the examination period, to test rate classifications and
premiums charged. RNA veri ie%ﬁl each policy’s credits and deviations were consistently
applied on a non-discriminator i

Transaction Testing Resu%«

Standard VI-11. Schedule rating or individual risk premium modification plans, where
permitted, are based on objective criteria with usage supported by appropriate
documentation.

Objective: This Standard addresses whether schedule rating or individual risk premium
modification plans are based on objective criteria and appropriately documented.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

m  The Company has written policies and procedures for determining individual risk
premium modification plans.

= Underwriting personnel are required to approve individual risk premium modification
plans, and ensure that such decisions are documented in the underwriting files.

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

\

nsibility for
or renewed
to ensure that

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

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel wit
the underwriting and rating process. RNA selected two ocean marine policies
during the examination period to test individual risk premium modificatign plan
such modifications are objective and properly documented.

Transaction Testing Results: Q: )
Findings: None. Qr

Observations: Based upon testing, the Comp@ ars to properly use individual risk
premium modification plans, and ensur ch modifications are objective and

properly documented. ;
Recommendations: None. Q

Standard VI-12. Verification o (gﬁ the filed expense multipliers; the regulated entity
should be using a combina loss costs and expense multipliers filed with the
Department of Insurance

No work performe .%%tandard is not covered in the scope of examination because the
Company does not«f rkers’ compensation insurance.

Standard=VI1-13:” Verification of premium audit accuracy and the proper application of

ork performed. This Standard is not covered in the scope of examination because the
Company does not offer workers’ compensation insurance.

\Standard VI1-14. Verification of experience modification factors.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer workers’ compensation insurance.
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Standard VI1-15. Verification of loss reporting.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer workers’ compensation insurance.

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

No work performed. This Standard is not covered in the scope of examination e(;;%rthe
Company is not subject to NCCI data calls.

Standard VI-17. Underwriting, rating and classification are based on eqaaté information
developed at or near inception of the coverage rather than near g@r)’u n, or following a
claim.

Obijective: This Standard addresses whether underwriting, rati classification decisions are
based on adequate information developed at or near inception.of the coverage, rather than near

expiration or following a claim.
Controls Assessment: The following key observati Q noted in conjunction with the review
of this Standard:

= Written Company policies and p o@ are designed to reasonably assure consistency
in the application of underwriting. guidelines, rating classifications, premium discounts
and surcharges determined at'or*gear the inception of coverage.

= Company policy and prohibits unfair discrimination in underwriting in
accordance with statutor irements.

= Written Compan derwriting guidelines are designed to reasonably assure appropriate
acceptance and-rej n of risks on a proper, consistent and fair basis.
Controls Relianee%ntrols tested via documentation inspection, procedure observation and/or
corroboratin ﬂﬁw ppear to be sufficiently reliable to be considered in determining the extent
of transactioa\g g procedures.

Tran %’estinq Procedure: RNA interviewed Company personnel with responsibility for
th @vriting process. RNA selected 10 ocean marine policies issued or renewed during the
examination period to test whether underwriting, rating and classification are based on adequate
information developed at or near inception of coverage.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of testing, it appears that the Company is using

underwriting, rating and classification guidelines based on adequate information
developed at or near inception of coverage.
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Recommendations: None.

Standard VI-18. Audits, when required, are conducted accurately and timely.

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

discriminatory. The company adheres to applicable statutes, rules and ré ions and

Standard VI-19. The regulated entity underwriting practices are t fairly
regulated entity guidelines in the selection of risks.

See Standard VI-4 for testing of this standard. Q)%

Standard V1-20. All forms and endorsements, forming a part o the contract are listed on
the declaration page and should be filed with the Depart of Tnsurance (if applicable).

Objective: This Standard addresses whether policy@xnd endorsements are filed with the

Division for approval. Q

Controls Assessment: See Standard VI-5.

Controls Reliance: See Standard VI-5. '\Q
>

Transaction Testing Procedure: terviewed Company personnel with responsibility for
ted 10 ocean marine policies and one endorsement issued or
eriod, to test for the use of policy forms and approved

ompany policies and procedures.

the underwriting process. RNA
renewed during the examinati
endorsements in compli

ervations: Based on the results of testing, it appears that the Company is using
able policy forms and endorsements in compliance with policies and procedures.

R&mmendations: None.

Standard VI-21. The company does not engage in collusive or anti-competitive
underwriting practices.

M.G.L. c. 176D, §§ 3(4) and 3A.

Objective: This Standard addresses whether the Company has engaged in any collusive or anti-
competitive underwriting practices.
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Pursuant to both M.G.L. c. 176D, § 3(4) and M.G.L. c. 176D, 8 3A, it is an unfair method of
competition, and an unfair or deceptive act or practice in the business of insurance, to enter into
any agreement, or to commit any act of boycott, coercion or intimidation resulting in, or tending
to result in, unreasonable restraint of, or monopoly in, the business of insurance.

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

= Company policy requires that the underwriting department apply consistent und%ng
practices, and that no underwriter or producer shall engage in collusix nti-
competitive practices.

= The Company conducts compliance audits of its producers rega required
maintenance of certain underwriting information that is retained by the

= Company policy prohibits unfair discrimination in the applicati remium discounts
and surcharges, and in the application of the general rating ogy, in accordance

with company policies and procedures.

Controls Reliance: Controls tested via documentation insp
corroborating inquiry appear to be sufficiently reliable to4ejco
of transaction testing procedures.

=procedure observation and/or
idered in determining the extent

Transaction Testing Procedure: RNA intervie e%gmpany personnel with responsibility for
the underwriting process. RNA selected 10 marine policies issued or renewed during the
examination period, to determine whether erwriting practices appeared collusive or anti-
competitive. Q

Transaction Testing Results: &
Findings: None. ,@z

Observations:
Company’s riting policies and practices appeared collusive or anti-competitive.

Stan VI-22. The regulated entity underwriting practices are not unfairly
di inatory. The regulated entity adheres to applicable statutes, rules and regulations in
a ation of mass marketing plans.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer mass marketing plans.
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Standard VI-23. All group personal lines property and casualty policies and programs
meet minimum requirements.

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

Standard VI1-24. Cancellation/non-renewal notices comply with policy provisions and, state
laws, including the amount of advance notice provided to the insured and other parties to
the contract.

See Standard VI-8 for testing of this standard. ‘%

Standard VI1-25. Regulated entity verifies that VIN number submi ?@ith application is
valid and that the correct symbol is utilized.

No work performed. This Standard is not covered in the ;@ examination because the
Company does not offer automobile coverage. Q{

Standard V1-26. All policies are correctly coded{")

Obijective: This Standard addresses the acc& tatistical coding.

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

= The Company has i nderwriting policies and procedures which are designed to
reasonably assure.consistency in classification and rating.

= Company poli imely accumulate complete and accurate premium data.

= The Co onducts compliance audits of its producers regarding required
maint e'of certain underwriting information that is retained by the producer.

Controlsﬁh&li}é: Controls tested via documentation inspection, procedure observation and/or
corrobera nquiry appear to be sufficiently reliable to be considered in determining the extent
ion testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and selected 10 ocean marine policies issued or renewed during the
examination period to test data coding.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of testing, it appears that the Company uses proper
data coding procedures.

Recommendations: None.

Standard VI-27. Application or enrollment forms are properly, accurately and fully
completed, including any required signatures, and file documentation supports
underwriting decisions made.

Objective: This Standard addresses whether policy file documentation adequat(%ﬁpperts

decisions made in underwriting and rating. %
Controls Assessment: The following key observations were noted in conjuncti@t the review
of this Standard:

= Company policy requires that the underwriting files suppo%&uﬂerwriting and rating

decisions.

= Producers are responsible for completing applicati ew business and obtaining
information needed to properly underwrite and rate-the*policy.

= Underwriting personnel review the applications itted by producers for completeness

and internal consistency.
m  The Company conducts compliance a% of its producers regarding required
maintenance of certain underwriting ij@lti n that is retained by the producer.

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

Transaction Testing Procedure: ' RNA interviewed Company personnel with responsibility for
the underwriting process%\ﬁected 10 ocean marine policies issued or renewed during the

examination period, t ether policy files adequately support the Company’s decisions.

Transaction Testm&sults:
Findi@. None.

rvations: Based on the results of testing, it appears that policy files adequately
pported the Company’s decisions.

R&wmendaﬁons: None.
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VIl. CLAIMS

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

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

M.G.L. c. 176D, § 3(9)(b).

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

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

Controls Assessment: The following key observations were not unctlon with the review
of Standards VII-1 through VII-13:

= Written Company policies and procedures go@élaims handling process.

= A majority of claims are reported throug he Company’s agents. Written claim
forms are received via fax, mail, or ele ly. Company policy requires that a claim
file be established and an adjustor within 24 hours of the receipt of the loss
notice.

= All ocean marine claims req@
ip’ i sel):

ship’s captain (master of ves

s Ocean marine claims
alternatively, a writ
claim paid accordi

= Company pol% acknowledge homeowners claims within 24 hours, and ocean

rized attestation of the facts of the claim from the

assigned to an outside investigator when needed or,
te for hull repairs from the owner may be accepted and the

marine claj n two business days.

= OB’s cl partment performs monthly branch self-audits to review and evaluate
process ims for adherence to OB and Company policies and procedures. Further,
OB’s e office claims management conducts quality control audits evaluating

ent practices by reviewing bodily injury settlements, liability claims and material

Q ge claims

aims management periodically reviews open claims to evaluate settlement issues and
ensure appropriate reserves have been established.

= Company policy is to pay claims upon receipt of a proof of the claim.

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

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected two
homeowners and three ocean marine claims processed during the examination period, to evaluate
the Company’s compliance with its claim handling policies and procedures. RNA verified the
date each selected claim was reported to the Company, and noted whether its initial contact with
the claimant was timely acknowledged.

Transaction Testing Results:

Findings: None.

Observations: The claim transactions tested were processed accor W the
Company’s policies and procedures, and the Company’s initial contactswith. claimants
was timely. Based upon the results of testing, it appears that the Co@ 'S processes

for making initial contact with claimants are functioning in accordanc h its policies,
procedures, and statutory requirements.

Recommendations: None. §)

Standard VI1I-2. Timely investigations are conducted.

M.G.L. c. 176D, § 3(9)(c).

Objective: The Standard addresses the timelig%% Company’s claims investigations.

Pursuant to M.G.L. c. 176D, 8§ 3(9)(c), aims settlement practices include failure to adopt
and implement reasonable standards & mpt investigation of a claim.

Controls Assessment: See Stan ar% :

Controls Reliance: See S I-1.

Transaction Testing Proc e: RNA interviewed Company personnel to understand its claim
handling process tained documentation supporting such processes. RNA selected two
homeowners a ocean marine claims processed during the examination period to evaluate
the Company&ﬂm liance with its claim handling policies and procedures, and to verify that it
conducts timely*

estigations.
Transact esting Results:

Findings: None.

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

Recommendations: None.
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Standard VI11-3. Claims are resolved in a timely manner.

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

Obijective: The Standard addresses the timeliness of the Company’s claim settlements.

Pursuant to M.G.L. c. 176D, § 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, L.c.
175, § 28 authorizes the Commissioner to make a special report of findings to the General Court.

Controls Assessment: See Standard V1I-1. ‘%

Controls Reliance: See Standard VII-1.
Transaction Testing Procedure: RNA interviewed Company perso@;nderstand its claim
S

handling processes, and obtained documentation supporting such _preecesses. RNA selected two
homeowners and three ocean marine claims processed during t amination period, to verify
that claim resolutions were timely.

Transaction Testing Results: Q

Findings: None.

Observations: Based upon the results-of testing, it appears that the Company resolves
claims timely in compliance ompany policies, procedures and statutory
requirements. \

Recommendation: None. Y(S

Standard VII-4. T@Wed entity responds to claim correspondence in a timely
manner.

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

Objectiver The”Standard addresses the timeliness of the Company’s response to all claim
corre %Cé

P@i: to M.G.L. c. 176D, 8§ 3(9)(b) and 3(9)(e), respectively, unfair claim settlement
practices include failure to promptly address communications for insurance claims, and failure to
affirm or deny coverage within a reasonable time after the claimant has given proof of loss.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected two
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homeowners and three ocean marine claims processed during the examination period to verify
that claims correspondence was answered timely.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that correspondence for the tested claims was answered
timely. Based upon the results of testing, it appears that the Company timely responds to
claim correspondence, in compliance with its policies, procedures and statutory
requirements.

Recommendations: None. ‘@)

Standard V1I-5. Claim files are adequately documented.

Objective: The Standard addresses the adequacy of informatic@s:m?ained in the Company’s
claim records.

Controls Assessment: See VII-1. &
Controls Reliance: See VII-1. Q
2e

Transaction Testing Procedure: RNA inte Company personnel to understand its claim
handling processes, and obtained docu n supporting such processes. RNA selected two
homeowners and three ocean marine processed during the examination period, to verify
that claim files were adequately docu

Transaction Testing Results: @Z

Findings: Nonf:
i A noted that the files for tested claims were adequately documented.
e results of testing, it appears that the Company’s processes for

Stanelard V11-6. Claims are properly handled in accordance with policy provisions and
applicable statutes (including HIPAA), rules and regulations.

General: M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f); M.G.L. c. 175, 88 221, 24D, 24E, 24F, 111F,
112, 112C and 193K.
Property/Liability: M.G.L. c. 175, 88 96, 97, 97A, 100, 102; M.G.L. c. 139, § 3B.

Objective: The Standard addresses whether appropriate claim amounts have been paid to the
appropriate claimant/payee.
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Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f), respectively, unfair claim settlement practices
include refusal to pay claims without conducting a reasonable investigation based upon all
available information; and unfair trade practices include failure to effectuate prompt, fair and
equitable settlements of claims in which liability has become reasonably clear.

M.G.L. c. 175, 8 22| allows companies to retain unpaid premium due from claim settlements.
Claim payments must also comply with M.G.L. ¢. 175, § 24D to intercept non-recurring
payments for past due child support. M.G.L. c. 175, 8§ 24E, requires the insurer to exchange
information with the Commonwealth not less than 10 business days prior to making payment to a
claimant who has received public assistance benefits. M.G.L. c¢. 175, § 24 ires
communication with the Commonwealth regarding unpaid taxes. Medical rep &r?s be
furnished to injured persons or their attorney pursuant to M.G.L. c. 175, § 11 dition,
M.G.L. c. 175, 8 112C requires companies to reveal to an injured party makin against an
insured, the amount of the limits of said insured’s liability coverage upon em a request in
writing for such information.

M.G.L. c. 175, § 112 states that liability of any company under a m %?cle liability policy, or
under any other policy insuring against liability for loss or damagéeson-account of bodily injury,
death, or damage to property, shall become absolute whenev, e loss or damage for which the
insured is responsible occurs, and the satisfaction by the i %@f a final judgment for such loss
or damage shall not be a condition precedent to the righ % f the company to make payment
on account of said loss or damage.

M.G.L. c. 175, § 193K prohibits discrimination.by ¢empanies in the reimbursement of proper
expenses paid to certain professions and occ , such as physicians or chiropractors.

Property/Liability Claims: (g\

M.G.L. c. 175, 8 96 limits the C liability to the actual cash value of the insured property
when a building is totally destr y fire. In addition, if the insured has paid premiums on a
coverage amount in excess actual cash value, the statute states the insured shall be
reimbursed the proportio ss of premiums paid with interest at six percent per year.

M.G.L. c. 175 § Qes the Company to pay fire losses to mortgagees of property upon
satisfactory pro ights and title in accordance with the insurance policy. Further, when a
claim for loss.0 age to property exceeds five thousand dollars, M.G.L. c. 175 § 97A requires
the Company to:ensure that the claimant submits to them a certificate of municipal liens from the
coIIecto@es in the city or town wherein such property is located. The Company shall pay
to th town any amounts shown on the certificate of municipal liens as outstanding on the

e s. The provisions of M.G.L. c. 175 § 97A do not apply to certain owner-occupied
dwetllings.

M.G.L. c. 139, § 3B prohibits the Company from paying claims covering loss or damage to a
building or other structure (defined as “dangerous” pursuant to M.G.L. c. 143, § 6) in excess of
one thousand dollars, without having given 10 days written notice to the building commissioner
or inspector of buildings appointed pursuant to the state building code, to the fire department, and
to the board of health, in the city or town where the property located.

M.G.L. c. 175, 8§ 100 sets forth standards for selecting a referee if the parties to a claim fail to
agree on the amount of loss. In addition, M.G.L. c. 175 § 102 states the failure of the insured
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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.
M.G.L. c. 175, § 102 further defines requirements related to such a request for a sworn statement
made by the Company.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its‘claim
handling processes, and obtained documentation supporting such processes. RNA seléc 0
homeowners and three ocean marine claims processed during the examination period, toverify
that claims were handled in accordance with applicable policy provisions, a ry and

regulatory requirements.

Findings: None

Observations: Based upon the results of testin Qmears that the Company’s
processes for handling claims in accordance licy provisions, statutory and
regulatory requirements are functioning in accer with its policies and procedures.

Recommendations: None. Q

Transaction Testing Results:

Standard VI1I-7. Regulated entity cIau'\K\NLrBS are appropriate for the type of product.

Obijective: The Standard addresse*%» pany’s use of claim forms that are proper for the type
of product.

Controls Assessment: Se andard VI1I-1.

Controls Rehance% ndard VII-1.
Transaction Ie% ocedure: RNA interviewed Company personnel to understand its claim

handling proc and obtained documentation supporting such processes. RNA reviewed two
homeo three ocean marine claims processed during the examination period, to note
whet forms were appropriate for the type of product.

Trgsaction Testing Results:

Findings: None.

Observations: RNA noted that claim forms for the tested claims were appropriate and
used in accordance with the Company’s policies and procedures.

Recommendations: None.
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Standard VII-8. Claim files are reserved in accordance with the regulated entity’s
established procedures.

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

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understal &im
handling processes, and obtained documentation supporting such processes. RNA% wed two

homeowners and three ocean marine claims processed during the examination , to note
whether claim reserves were evaluated, established and adjusted in a reasonabl manner.

Transaction Testing Results: QC;O
Findings: None. %
Observations: RNA noted that the reserves for
established and adjusted according to the Com
upon the results of testing, it appears that t

establishing and adjusting claim reserves cti
and procedures, and are reasonably timely.

d claims were evaluated,
licies and procedures. Based
any’s processes for evaluating,
ning in accordance with its policies

Recommendations: None.

Standard VI11-9. Denied and clo &vﬁ‘pout payment claims are handled in accordance with
policy provisions and state la %

M.G.L. c. 176D, §§ 3(9)(95\ and 3(9)(n).

Obijective: The Sta

* resses the Company’s decision-making and documentation of denied
ent claims.

Pursuant to M%f c. 176D, § 3(9)(d), unfair claims settlement practices include refusal to pay
claims without “conducting a reasonable investigation based upon all available information.
Purs %G.L. c. 176D, § 3(9)(h), unfair claims settlement practices include attempting to
se m for an amount less than a reasonable person would have believed he or she was
enti o receive. M.G.L. c. 176D, 8§ 3(9)(n) considers failure to provide a reasonable and
prompt explanation of the basis for denial of a claim an unfair claims settlement practice.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

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

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the files for the denied or closed without payment claims
tested appeared complete, including correspondence and other documentation. rther,

the Company’s conclusions appeared reasonable. Based upon the results of te it
appears that the Company’s processes do not unreasonably deny or dela nt of
claims.

Recommendations: None.

%0

Standard VI11-10. Cancelled benefit checks and drafts reflect %Miate claim handling
practices.

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

Controls Assessment: See Standard VII-1. Q

Controls Reliance: See Standard VII-1.
;e

Transaction Testing Procedure: RN % wed Company personnel to understand its claim
handling processes, and obtained doc ation supporting such processes. RNA reviewed two
homeowners and three ocean mar aims processed during the examination period, to note
whether claim payment practices wete appropriate, and whether there were inappropriate releases

of Company liability.
Transaction Testing R@:b

ions: RNA noted that each claim selected for testing was recorded according

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

e uate. RNA noted no instances where claim payment practices appeared

Q appropriate. Based upon the results of testing, it appears that the Company’s processes
for issuing claim payment checks are appropriate and functioning in accordance with its
policies and procedures.

Recommendations: None.
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Standard V1I-11. Claim handling practices do not compel claimants to institute litigation,
in cases of clear liability and coverage, to recover amounts due under policies by offering
substantially less than is due under the policy.

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

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

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

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

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA int ’% Company personnel to understand its claim
handling processes, and obtained docu r% upporting such processes. RNA reviewed two
homeowners and three ocean marin ”J%r rocessed during the examination period, to note
whether claim reserves were evaluated,“established and adjusted in a reasonably timely manner.
When applicable, RNA verifie t% the claims were reported, reviewed correspondence and
investigative reports, and noted ether the Company handled the claims timely and properly.

Transaction Testing Resu%«

Findings: Mo

Documentation for the selected claims involving litigation appeared
pl including correspondence and other documentation. Further, the Company’s
%sions appeared reasonable. Based upon the results of testing, it appears that the
pany’s processes do not unreasonably deny claims or compel claimants to initiate

&

Recommendations: None.

Standard V11-12. Regulated entity uses the reservation of rights and excess of loss letters,
when appropriate.

Objective: The Standard addresses the Company’s use of reservation of rights letters, and its
procedures for notifying an insured when the amount of loss will exceed policy limits.
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Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed two
homeowners and three ocean marine claims processed during the examination period, to note
whether reservations of rights or excess loss letters were warranted.

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

Observations: RNA noted that the tested claims were reporfed @rding to the

Company’s policies and procedures, and noted no instances wh servation of rights
or excess loss letter was used inappropriately. Based up ults of testing, it
appears that the Company’s processes for utilizing reserva ights and excess loss
letters are functioning in accordance with its policies anc@ res.

Recommendations: None. %Q

Standard VI11-13. Deductible reimbursement%ﬁ?ﬁreds upon subrogation recovery is
made in a timely and accurate manner.

Obijective: The Standard addresses the s timely refund of deductibles from subrogation
proceeds.

Controls Assessment: See Stan r@

Controls Reliance: See S I-1.

Transaction Testing m re: RNA interviewed Company personnel to understand claims
handling process d~ebtained documentation supporting such processes. RNA reviewed two
homeowners ocean marine claims processed during the examination period, to note
whether subr ion recoveries were reasonably timely and accurate.

Transag&testmq Results:
Q ndings: None.

Observations: RNA noted that the tested claims were accurately recorded according to
the Company’s policies and procedures, and noted no instances where subrogation
recovery was not made in a timely and accurate manner. Based upon the results of
testing, it appears that the Company’s processes for making subrogation recoveries to
insureds are functioning in accordance with its policies and procedures.

Recommendations: None.
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Standard VI11-14. Loss statistical coding is complete and accurate.

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

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

expense experience in accordance with the statistical plan promulgated by the Commissioner and
the rating system on file with the Commissioner.The Commissioner may designate a rating
agency or agencies to assist her in the compilation of such data. In accordance % CMR

Pursuant to M.G.L. c. 175A, § 15(a), insurers must record and report their loss and cou;tiv:de

15.00, the Commissioner established and fixed various statistical plans to be usedi ation to
homeowners’ insurance and related coverages, in accordance with M.G.L. c. 1 §'15(a).

Controls Assessment: The following key observations were noted in co '\%n with the review
of this Standard: %

= Company policy is to timely report complete and acc %‘ eowners’ property/liability
loss data to 1SO in the required format. \

m  The Company quarterly reports detailed homeo &Q operty/liability loss data to 1SO,

including loss experience by line of business%o loss, dollar amounts, claim counts,
accident dates, territory, etc.

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

corroborating inquiry appear to be sufficie eliable to be considered in determining the extent
of transaction testing procedures. )\

Transaction Testing Procedure; W interviewed Company personnel to understand its loss
bt

statistical reporting processes, ained documentation supporting such processes. RNA
reviewed detailed reports fro showing the Company’s loss data in summary format, and
reviewed the 1SO report onableness compared to Company statistical data.

Transaction Testing Re

Findin ane.

ations: The Company generally appears to report loss statistical data to 1SO
y and accurately, and its processes are functioning in accordance with the
ompany’s policies, procedures and statutory requirements.

Recommendations: None.
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SUMMARY

Based upon the procedures performed in this comprehensive examination, RNA has reviewed and
tested Company operations/management, complaint handling, marketing and sales, producer
licensing, policyholder service, underwriting and rating, and claims as set forth in the 2006 NAIC
Market Regulation Handbook, the market conduct examination standards of the Division, and the
Commonwealth of Massachusetts insurance laws, regulations and bulletins. We have made
recommendations to address various concerns in the areas of producer licensing and underwriting
and rating.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualified and that, in conjunction with Rudmose &
Noller Advisors, LLC, applied certain agreed-upon procedures to the corporate records of the
Company in order for the Division of Insurance of the Commonwealth of Massachusetts to
perform a comprehensive market conduct examination (“comprehensive examination”) of the
Company.

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge
encompassed responsibility for the coordination and direction of the examination per d,
which was in accordance with, and substantially complied with, those standards ished by
the National Association of Insurance Commissioners (“NAIC”) and the 200

Regulation Handbook.  This participation consisted of involvement m:
(development, supervision and review of agreed-upon procedures%

planning
stration and
igned, Dorothy K.

preparation of the comprehensive examination report. In addition to the
i ination and in the

Raymond of the Division’s Market Conduct Section participated i

nt
preparation of the report. %

The cooperation and assistance of the officers and employ Company extended to all
examiners during the course of the examination is hereby aeknowledged.

N

Matthew C. Regan, IlI
Director of Market Conduct &

Examiner-In-Charge Q
Commonwealth of Massachusetts (Q\

Division of Insurance

Boston, Massachusetts &

Q
Q
@}
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