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Nonnie S. Burnes Q ;

Commissioner of Insurance

Commonwealth of Massachusetts % L
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One South Station Q

Boston, Massachusetts 02110-220@%\

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%(

&%EACON AMERICA INSURANCE COMPANY

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 OneBeacon America Insurance Company (“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 Commo Ith. 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. tion results showed that the Company
is in compliance with all tested Company icies; procedures and statutory requirements

addressed in these sections. :

SECTION Il - COMPL ANDLING

STANDARD 6%

Finding

€.

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

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




SECTION Il - MARKETING AND SALES

STANDARD I11-1

Findings: None.

Observations: The results of RNA’s testing showed that the Company’s advertising and
sales materials comply with Massachusetts M.G.L. c. 176D, § 3. The standard agency
contract contains the requirement to obtain home office approval prior to use gent-
developed advertising material. The Company’s website disclosure complies with.the
requirements of Division of Insurance Bulletin 2001-02. However, the Co &was not
retained internal approval of three advertising materials used during m%a ination
period.

Recommendations: The Company should adopt a written poli
requires that approvals from corporate communications, th
business line manager are obtained before marketing materi
the written policy and procedures should require that t
the Company as long as the materials are in use.

Subsequent Actions: The Company has imple%&rmé recommendations noted above.

procedure, which
epartment and the
e published. Further,
entation be retained by

STANDARD IV-1

SECTION IV - PRODUCER LICENSIN% ;

Findings: Based on the results:of RNA’s testing of six homeowners, one commercial
i uhi-peril and two workers’ compensation policies issued or

producer was li
licensed in Massachusetts. All of the remaining producers who sold policies during the
examination d were properly licensed. Further, all but three of the licensed
e included on the Division’s list of the Company’s appointed agents when

xr
Q( 99 ervations: None.

Recommendations: The Company should implement a control procedure during
underwriting to ensure that all producers are licensed and 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 ensure that such
appointment records are in agreement. Finally, internal audit, together with the producer
appointment area, should conduct testing of underwriting controls designed to ensure that
producers are licensed prior to selling business, to ensure that such controls are
functioning properly




Subsequent Actions: The Company states that it is now appointing all licensed producers
as agents within the required time frame.

SECTION V -POLICYHOLDER SERVICE

STANDARD V-2

according to the Company’s policies and procedures. Based upon the resufi sting,
the Company’s processing of insured-requested cancellations appears to_pe-ftinetioning in
accordance with its policies, procedures, and statutory requirements. puter system
limitations required the cancellation of one commercial multi-peril*policy and one
workers’ compensation policy, in order to change a producer c%i%ommission.

Findings: None
Observations:  The insured-requested cancellations tested were proce@ely

Recommendations: The Company should consider comp tem enhancements to
allow changes in producer codes and commissions o canceling and rewriting

existing policies. @

SECTION VI - UNDERWRITING AND R%

STANDARD VI-8 ,%

Findings: None.

Observations: Based on
notice procedures f
homeowners’ comp

g%wlts of testing, the Company appears to comply with
any-initiated cancellations and non-renewals. The

cancellation report does not identify all company-initiated
cancellations for iting reasons. The Company is changing its policy writing
system, Whlc entlfy all company-initiated cancellations due to underwriting
reasons.

Reco %ons The Company shall complete the conversion to the new policy
wrltfﬁg\ﬁ em as soon as possible. The new system will allow the Company to enhance
acking and monitoring of cancellations. In the interim, the Company shall devote

ces and use all reasonable efforts to ensure that all company-initiated cancellations

‘% underwriting reasons are tracked and monitored to comply with statutory

requirements



STANDARD VI-26

Findings: None.

Observations: Based on the results of testing, it appears that the Company uses proper
data coding procedures. The Massachusetts Workers’ Compensation Rating and
Inspection Bureau (“WCRIB”) audit dated August 10, 2006 indicated that the Company
generally uses proper workers’ compensation statistical data related to premiums.
However, numerous errors were noted in the 2005 CAR audit report of the Company’s
2003 activity, and the 2007 CAR audit report of its 2005 activity. Some commo rs
were reported in both years. The Company states that it has made ¢ %to its
automobile premium statistical reporting methodology due to the issues i during
2003, which were reflected in the 2005 CAR audit report; however, so e results of
such changes were not yet evident in 2005, as documented in the 2007 audit report.
Some of the errors noted included vehicle premium statistical e lated to age, class
and VIN, and errors related to policies. The Company st it has completed
research to identify the root causes of the errors, modlflﬁﬂgsS uter system logic as
necessary, developed a self-review process to address the and conducted training
of commercial underwriters.

Recommendations: The Company’s internal
information services department, shall con eview and evaluation of the new
computer logic and procedures, to ens@ controls over coding and statistical
reporting are effectively designed an rly implemented. The Company shall
periodically update the Division, as , on these results of the audits.

STANDARD VI-27 <<\r

Findings: None.

tion, together with the business

Observations:
supported th

the results of testing, it appears that policy files adequately
ny’s decisions. However, RNA’s review of the underwriting
departme reviews indicated that, in several instances, individual commercial
lines un rs exceeded their authority limits during the underwriting process. As a
resu mpany has provided training to all underwriters emphasizing adherence to

aaghor mits

@ mmendations: The Company should enhance controls and procedures

ntemporaneous with the underwriting of risks, to ensure adherence to authority limits
during the underwriting process. Such controls could include, for example, supervisory
review of underwriters’ work prior to the approval of new risks; information technology
controls which prevent underwriters from approving risks that exceed their underwriting
authorities; a risk underwriting assignment methodology that allows management to
assess and monitor adherence to authority limits during the underwriting process, or other
relevant effective controls.



SECTION VII - CLAIMS

STANDARD VII-5

Findings: None.

Observations: RNA noted that the files for tested claims were adequately documented.
Based upon the results of testing, it appears that the Company’s processes for
documenting claim files are generally functioning in accordance with its policies and
procedures. While not required by law or regulation, the Company has established a
procedure to compile a list of bad faith claims for internal reporting to the Board. of
Directors. RNA noted one claim that was inadvertently excluded from t g'ﬂt)f bad
faith claims. %

Recommendations: The Company should adopt a new control pr ce@o ensure that
the list of bad faith claims is complete and accurate. The re should include
periodic reconciliation of that list to similar data maintained in ims department.

Subsequent Actions: The Company states that it ha@%nented the new control
procedure and that the data is now reconciled monthl

STANDARD VII-6 Q
Findings: The Company did not give pro@z e to the inspector of buildings for one
homeowners claim over $5,000 and one._commercial multi-peril claim over $1,000, in

violation of M.G.L. c. 139, § 3B ile for the same homeowners claim did not
include a certificate a certificate icipal liens from the city tax collector in violation
of M.G.L. c. 175 § 97A. Th y’s processes for handling claims in accordance
with policy provisions, statu nd regulatory requirements are otherwise functioning in
accordance with its policie rocedures.

Observations: R
requests for an i

ified that when required, the Company responded to written
policy limits within 30 days, pursuant to M.G.L. c. 175, § 112C.
When require@ ompany properly verified that claim recipients were not subject to
the intercept ements in M.G.L. c. 175, 8§ 24D, 24E and 24F, prior to making the
claim pa

A verified that the Company has procedures for providing claimants with a list of
ed repair shops, as well as repair shops that qualify as a referral shop, as required
1

@p CMR 123.00. Further, RNA noted that the Company performs re-inspections of
Q aired vehicles following completion of repairs, as required by 211 CMR 123.00.

Recommendations: The Company shall establish additional controls to ensure that claims
are paid in accordance with statutory requirements including M.G.L. c. 139, § 3B and
M.G.L. c. 175 § 97A. Further, internal audit, together with the claims department, shall
review the newly established controls and periodically test and monitor claims handling
policies, procedures and statutory requirements.

Subsequent Actions: The Company states that it has provided training to adjustors
regarding statutory notice requirements.




STANDARD VII-9

Findings: None.

Observations: The Company could not locate the file for one homeowners claim filed in
1997 and closed in 2006. RNA otherwise noted that the files for the denied or closed
without payment claims tested appeared complete, including correspondence and other
documentation. Further, the Company’s conclusions appeared reasonable. Based upon
the results of testing, it appears that the Company’s processes do not unreasonably, deny
or delay payment of claims.

Recommendations: The Company should implement new control proca%})ensure

that all claim documentation can be located and easily tracked. 0

Subsequent Action: The Company states that it has revised its r %tention process to
ensure that claim documentation is available as necessary. %

STANDARD VII-11

Findings: None. 2

Observations: Except as noted below, documentation for the selected claims involving
litigation appeared complete, including cor%:) ence and other documentation, and the
Company’s conclusions appeared reasonab Based upon the results of testing, it
appears that the Company’s process not unreasonably deny claims or compel
claimants to initiate litigation.

However, RNA noted one c@al automobile claim where the initial offers to settle
appeared low when compa e claim reserve, to claim file documentation regarding
the initial planned offer,:and to the settlement authority granted at the time of the initial
offer and the final nt value of the claim. The Company stated that the initial
offers were ma t of a “strategy” to obtain a fair final settlement. While the
claimant’s att d the Company reached a final settlement, and the final settlement
appeared % e, claim documentation was inconsistent, and it was unclear that the
S

initial o re fair and reasonable.

dations: The Company shall reinforce to claims adjustors its policy that all
ettlement offers be fair and reasonable. Further, file documentation of claim
ment offers, particularly in relation to the claim reserve, the settlement strategy and

t
@\tlement authority, should fully support that each offer is fair and reasonable. Finally,

internal audit shall test compliance with this policy and procedure as part of ongoing
claims audit procedures.

Subsequent Actions: The Company states that it has provided training to adjustors on
documentation of settlement evaluations and claim offers.

10



STANDARD VII-14

Findings: None.

Observations: The WCRIB audit dated August 10, 2006 indicated that the Company
uses proper workers’ compensation statistical data related to claims. RNA’s review of
property claims indicated three coding errors where coverage was improperly coded 431
(homeowners property) instead of coded 312 (commercial property). The Company
states that these coding errors do not impact statistical data reporting to 1SO or financial
reporting, and only impact internal Company reporting.

Further, numerous errors were noted in the 2005 CAR audit report of th %nnw}yany’s
2003 activity, and the 2007 CAR audit report of its 2005 activity. Som errors
were reported in both years. The Company states that it made chang its,automobile
loss statistical reporting methodology due to the issues identifie m 2003, which
were reflected in the 2005 CAR audit report; however, som e results of such
changes were not yet evident in 2005, as documented in t AR audit report.
Some of the errors noted included vehicle loss statistical ated to loss type and
accident location, and some errors related to policies. pany has identified the
root causes of the statistical errors, and will be deyQ computer logic changes to

correct these errors.

Recommendations: The Company shall el Egomplete the development of the
computer logic changes to correct statis% ors noted in the CAR audit reports.
Further, the Company’s internal audit function, together with the business information
services department, shall review a ate the controls over coding and statistical
reporting to ensure that they are
the Company shall periodically ‘update the Division, as requested, on progress of the
implementation efforts and o& i

11



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.y

The Company offers homeowners, commercial automobile, commercial multi-pefil and-workers’
compensation insurance in Massachusetts. Other lines of business includin passenger
automobile coverage are sold through affiliated insurance companies within OB«The Company
and OneBeacon contract with approximately 130 independent agencies i chusetts.

The Company had $1,057.0 million in admitted assets and $ %\ ion in surplus as of
December 31, 2006. For the year ended December 31, 2006, pany’s earned premium
was $329.2 million and net income was $114.9 million. Th pany does not directly employ
any individuals. Rather, the Company reimburses OB the Company’s portion of shared

following areas.

services incurred by OB including staffing costs. Q
The key objectives of this examination were dite&e by the Division with emphasis on the

12



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 functi %af‘provides
meaningful information to management.

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

of this Standard: C

= The Company’s statutory financial statements and cial statements are audited
annually by an independent accounting firm.

= OB’s internal audit department reports to the %) of Directors” Audit Committee.
= OB’s internal audit plan is based on priori lished by the Audit Committee, with
input from senior management. Th; Audit Committee approves the plan for the

following year prior to year end, an itors plan progress and implementation results
periodically throughout the year.

s OB’s internal audit departme ts periodic audits of various operational areas to
ensure compliance with O ompany policies and procedures, and recommends
enhancements to such policies and procedures.

s OB’s claim department ‘performs monthly branch self-audits, whereby claims processed
are reviewed and eva for adherence to OB and Company policies and procedures.
Further, OB’s ho% e claims management conducts quality control audits to evaluate
settlement pr reviewing bodily injury settlements, liability claims and material

damage c
= OB’s iting department conducts quarterly peer reviews of each underwriter’s
busi addition, the home office underwriting management conducts quality control

its every 18 months.
nducts compliance audits of its producers regarding required maintenance of
rtain underwriting information that is retained by the producer.
% The Company is subject to periodic audits by Commonwealth Automobile Reinsurers
(“CAR”) for compliance with statutes and CAR Rules of Operation (“CAR Rules”).

m The Massachusetts Workers’ Compensation Rating and Inspection Bureau (“WCRIB”)
conducts an audit every three years of the Company’s compliance with workers’
compensation statistical reporting requirements, including those related to premiums and
claims.

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.

13




Transaction Testing Procedure: RNA reviewed various internal audit reports, claims department
branch self-audits, underwriting department peer reviews 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,
underwriting department peer reviews 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 au @icated
that when recommendations for improvement were identified, the Com onsidered
the recommendations and implemented those which management consi cessary.

Recommendations: None. Q)%

Standard 1-2. The regulated entity has appropriate contro @Uﬁrds and procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Stan@mcluded in the scope of the ongoing
statutory financial examination of the Company. Q

Standard I-3. The regulated entity ha

§f>raud initiatives in place that are reasonably
calculated to detect, prosecute, and preve

audulent insurance acts.

18 U.S.C. § 1033; Division of Instirance’Bulletins 1998-11 and 2001-14.

Objective: This Standard a whether the Company has an anti-fraud plan that is adequate,
up-to-date, in complianc plicable statutes and is appropriately implemented.

.QBB of the Violent Crime Control and Law Enforcement Act of 1994

| offense for anyone “engaged in the business of insurance” to willfully
erson” to conduct insurance activity without written consent of the primary
insurance regu . A “prohibited person” is an individual who has been convicted of any felony
involvin%bonesty or breach of trust or certain other offenses, who willfully engages in the
busi insurance as defined in the Act. In accordance with Division of Insurance Bulletins
1998- d 2001-14, any entity conducting insurance activity in Massachusetts must notify the
Division in writing of all employees and producers affected by this law. Individuals “prohibited”
under the law may apply to the Commissioner for written consent, and must not engage or
participate in the business of insurance unless and until they are granted such consent.

Pursuant to 18 U.
(“Act”), it is a cri
permit a “pr

14




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

= OB and the Company have a written plan to address fraud throughout the organization.

= OB 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.

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

= OB’s and the Company’s policy is to seek the Division’s approval regardin iring of
any “prohibited person” when it wishes to employ such a person.
o)

m  The Company does not directly employ any individuals, since it rei B for its
portion of shared services including staff. Beginning in 2000, began conducting

criminal background checks on all new employees. %}
Controls Reliance: Controls tested via documentation inspection ure observation and/or

O D
corroborating inquiry appear to be sufficiently reliable to begl in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the@j&d policies and procedures and the
work of the SIU as part of various claims standardsQ

®%

Findings: None.
Observations: Based upo@ review of policies and procedures, it appears that anti-
eto de

Transaction Testing Results:

fraud initiatives are in plac tect, prosecute, and prevent fraudulent insurance acts.

Recommendation: None%

Standard 1-4. T%ulated entity has a valid disaster recovery plan.

No wor ormed. All required activity for this Standard is included in the scope of the ongoing
statu@l ncial examination of the Company.

Standard I-5. Contracts between the regulated entity and entities assuming a business
function or acting on behalf of the regulated entity, such as, but not limited to, MGAs, GAs,
TPAs and management agreements must comply with applicable licensing requirements,
statutes, rules and regulations.

No work performed. OB and the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable to this examination.
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Standard I-6. The regulated entity is adequately monitoring the activities of any entity that
contractually assumes a business function or is acting on behalf of the regulated entity.

No work performed. OB and the Company do not utilize MGAs or TPAs; therefore this standard
is not applicable to this examination.

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

Objective: This Standard addresses the organization, legibility and structure of file azvv%f as
the determination of the Company’s compliance with record retention requirements. S\)

Controls Assessment: OB and the Company have established written recor on policies
and procedures for each key function and department that note the I%th of time specific

documents must be retained. %)
Controls Reliance: Controls tested via documentation inspection,.précedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be COS %-o in determining the extent

of transaction testing procedures.

Transaction Testing Procedure: RNA reviewed O %‘the Company’s record retention
policies and evaluated them for reasonableness. Q

Transaction Testing Results:

Findings: None. ,\Q

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

Recommendations: None.

Standard 1-8. '@Kted entity is licensed for the lines of business that are being

written.

M.G.L. c. 1%&2 and 47.

Obje : is Standard addresses whether the lines being written by a Company are in
a% with the authorized lines of business.

Pursuant to M.G.L. ¢. 175, § 32, domestic insurers must obtain a certificate authorizing it to issue
policies or contracts. M.G.L. c. 175, § 47 sets forth the various lines of business for which an

insurer may be licensed.

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

Controls Reliance: Not applicable.

16




Transaction Testing Procedure: RNA reviewed the Company’s Certificate of Authority and
compared it to the lines of business which the Company writes in the Commonwealth.

Transaction Testing Results:

Findings: None.

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

Recommendations: None. )«

Standard 1-9. The regulated entity cooperates on a timely basis with exami %rming
the examinations.

M.G.L. c. 175, § 4.

Objective: This Standard addresses the Company’s cooperatio@g(g the course of the
examination.

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

Controls Assessment: Due to the nature of this Stan n trols assessment was performed.

Controls Reliance: Not applicable.
Transaction Testing Procedure: The s level of cooperation and responsiveness to
e

examiner regquests was assessed thrm& 1e’examination.

Transaction Testing Results: Yy
Findings: None @

t;ompany’s level of cooperation and responsiveness to examiner
table.

Observations
requests

Recommendations: None.

1:10. The regulated entity has procedures for the collection, use and disclosure of
on gathered in connection with insurance transactions to minimize any improper
ion into the privacy of applicants and policyholders.

Gramm-Leach-Bliley Act, §8 502, 503, 504 and 505 and 16 Code of Federal Regulations
(“CFR”) Part 313.

Objective: This Standard addresses the Company’s policies and procedures to ensure it
minimizes improper intrusion into the privacy of consumers.

17




The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose non-public personal 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 feview
of Standards 1-10 through 1-17:

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

s The Company’s privacy policy states that it collects certain types of n blic personal
information from third parties or other sources, and gives exam such third parties
or other sources. The privacy policy further notes that any may disclose
information as permitted by law, and that consumers have % access and to correct
inaccuracies in this information.

= The Company’s privacy policy states that it does n se any non-public personal
information to any affiliate or non-affiliated third, party for marketing purposes, and
discloses non-public personal information o e purpose of processing and
evaluating consumers’ insurance applications% S

I

= The Company annually provides the priva to individual customers via mail upon

renewal.

The Company provides its privacy its website.

The Company annually conduc rmation systems risk assessment to consider,
document and review inform urity threats and controls. The risk assessment
evaluations have resulted in inual improvements to information systems security.

= Company policy requires its information technology security practices safeguard
non-public personal an h information, and communicates these practices to all staff
in training progra pliance presentations and various memoranda as needed.
Company polic quires all staff to take annual privacy training, and to sign an

acknowledger@ they have taken such training.

= Only indivi approved by Company management are granted access to the
Compan ctronic and operational areas where non-public personal and health
info is located. Access is frequently and strictly monitored.

Control iance: Controls tested via documentation inspection, procedure observation and/or
COI‘I‘I inquiry appear to be sufficiently reliable to be considered in determining the extent
ofdtransaction testing procedures.

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

Transaction Testing Results:

Findings: None.

Observations: It appears from RNA’s review that the Company’s privacy practices
minimize any improper intrusion into individuals’ privacy.
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Recommendations: 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, 88 502, 503, 504 and 505 and 16 CFR Part 313.

The objective of this Standard relates to privacy matters and is included in Standards I-%j I-

12 through 1-17. \)

Standard 1-12. The regulated entity has policies and procedures to protect §privacy of
non-public personal information relating to its customers, former cus@\; d consumers

that are not customers. %K
Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CF@?\@ 3
Objective: This Standard addresses the Company’s policies

the privacy of non-public personal information.

cedures to ensure it protects

The Gramm-Leach-Bliley Act, 8§ 502, 503, 50 5 and 16 CFR Part 313, set forth
requirements for proper notice to consumers, and restgictions on a financial institution’s ability to
disclose non-public personal information abo sumers to nonaffiliated third parties. Further,
a financial institution must provide its cus ith an annual notice of its privacy policies and
practices. In addition, a financial insti m prohibited from disclosing non-public personal
consumer information to nonaffili ird parties, unless the institution satisfies various

disclosure and opt-out requiremepnts and the consumer has not elected to opt out of such
disclosure.

Controls Assessment: See’Standard 1-10.

Controls Reliance@ndard 1-10.

Transaction T rocedure: RNA interviewed Company personnel with responsibility for
privacy comwﬁ, and reviewed documentation supporting its privacy policies and procedures.

Tran@'% Testing Results:
Q Findings: None.

Observations: It appears from RNA’s review that the Company’s policies and
procedures adequately protect consumers’ non-public personal information.

Recommendations: None.
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Standard 1-13. The regulated entity provides privacy notices to its customers and, if
applicable, to its consumers who are not customers regarding treatment of non-public
personal financial information.

Gramm-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, 88 502, 503, 504 and 505 and 16 CFR Part 31 ,‘s‘$prth
requirements for proper notice to consumers, and restrictions on a financial instituti /x%g)ﬁty to
disclose consumers’ non-public personal information to nonaffiliated third pa (I%F rther, a
financial institution must provide its customers with an annual written no its privacy
policies and practices. In addition, a financial institution is prohipited “from disclosing
consumers’ non-public personal information to nonaffiliated third parti %ess the institution
satisfies various disclosure and opt-out requirements and the consumer t

of such disclosure.

elected to opt out

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10. Q%

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

Transaction Testing Results: (§\0

Findings: None.

Observations: Bas zRNA’s review of the Company’s privacy notice and its
privacy practices,-it, a rs that the Company has a process for providing a sufficient
privacy notice |dual applicants and policyholders regarding its collection and
disclosure lic personal financial information. The Company primarily writes
commer % eérage and is not required by law to provide privacy notices to commercial
custo

Recomm@: None.

§%‘é‘ré I-14. If the regulated entity discloses information subject to an opt out right, the

company has policies and procedures in place so that non-public personal financial
information will not be disclosed when a consumer who is not a customer has opted out, and
the company provides opt out notices to its customers and other affected consumers.

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

No work performed. The Company does not utilize opt out rights as it does not share information
with others for marketing purposes; therefore, this standard is not applicable to this examination.
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Standard 1-15. The regulated entity’s collection, use and disclosure of non-public personal
financial information are in compliance with applicable statutes, rules and regulations.

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

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

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313, set'forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to
disclose consumers’ non-public personal information to nonaffiliated third partie &gpher, a
financial institution must provide its customers with an annual written noticz’% privacy
policies and practices. In addition, a financial institution is prohibite disclosing
consumers’ non-public personal information to nonaffiliated third parties,.un he institution
satisfies various disclosure and opt-out requirements and the consumer % elected to opt out

of such disclosure.
Controls Assessment: See Standard 1-10. Q:

Controls Reliance: See Standard 1-10. {

Transaction Testing Procedure: RNA interviewe ny personnel with responsibility for
privacy compliance, and reviewed documentation stpporting its privacy policies and procedures.
During underwriting and claims testing prg@s, RNA looked for any evidence that the

Company improperly collected, used or dis@ non-public personal financial information.

Transaction Testing Results: (ﬁ\

Findings: None.

Observations: It-appears from RNA’s review that the Company’s policies and
procedures provide:reasonable assurance that the Company properly collects, uses and

discloses no personal financial information.
Recommende&gé%y_\_. ne.

16. In states promulgating the health information provisions of the NAIC model
regulg ., or providing equivalent protection through other substantially similar laws
u%d e jurisdiction of the Department of Insurance, the regulated entity has policies and
procedures in place so that non-public personal health information will not be disclosed
except as permitted by law, unless a customer or a consumer who is not a customer has
authorized the disclosure.

Obijective: This Standard addresses the Company’s policies and procedures to ensure it maintains
the privacy of non-public personal health information related to claims.
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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 supporting its privacy policies and procedures
related to claims. In conjunction with claims testing, RNA looked for evidence of improper use
and maintenance of non-public personal health information.

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

Observations: Based upon RNA'’s review of the Company’s polici dures and
liability claims, it appears that such policies and procedures provide re ble assurance
that the Company maintains the privacy of non-public personal information related
to claims.

Recommendations: None. QO

Standard 1-17. Each licensee shall implement a comprehgnsive written information security
program for the protection of non-public custom formation.

Gramm-Leach-Bliley Act, §8 502, 503, 504 anﬁ\SO nd 16 CFR Part 313.

Objective: This Standard addresses th a;y’s information security efforts to ensure that
non-public consumer information is p& :

, 503, 504 and 505 and 16 CFR Part 313, set forth
umers, and restrictions on a financial institution’s ability to
rsonal information to nonaffiliated third parties. Further, a
ide its customers with an annual written notice of its privacy
addition, a financial institution is prohibited from disclosing
sonal information to nonaffiliated third parties, unless the institution

The Gramm-Leach-Bliley Act, 8
requirements for proper noti
disclose consumers’ non-
financial institution
policies and practi
consumers’ non-

satisfies vario ure and opt-out requirements and the consumer has not elected to opt out
of such disclds&
Contr, sment: See Standard 1-10.

&0 eliance: 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.

Transaction Testing Results:

Findings: None.
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Observations: 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 Standards I1-1 through I1-4:

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 inquiri
= 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 intervie’% 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 en 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
ompany reported no complaints during the examination period. The
in the process of enhancing its complaint monitoring and trending

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 I1-1.

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 iod. The
Company appears to have a process to finalize and dispose of complaintszi rdance
with applicable statutes, rules, regulations and contract language. 0

Recommendations: None. QC;O

Standard 11-4. The time frame within which the regulated he}sponds to complaints is
in accordance with applicable statutes, rules and regulatio@

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

Massachusetts does not have a specific comp

regulations. However, the Division has establish
complaints from the Division within 1 \%o. days from the date they receive a notice of
complaint.

Controls Assessment: See Stan r%

Controls Reliance: See S%{ -1
Transaction Testing% ure: RNA interviewed management and staff responsible for
complaint handli iewed the Company’s related processes and controls.

Transaction Testing Results:

idings: None.

Q servations: The Company reported no complaints during the examination period. The
Company 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, § 3; Division of Insurance Bulletin 2001-02.

Objective: This Standard addresses whether the Company maintains a system of ¢ wer the
content, form and method of dissemination for all advertisements of its policies. ‘%
Pursuant to M.G.L. c. 176D, 8§ 3, it is deemed an unfair method of competiti n@isrepresent or
falsely advertise insurance policies, or the benefits, terms, condition dvantages of said
policies. Pursuant to Division of Insurance Bulletin 2001-02, an..l who maintains an
Internet website must disclose on that website the name of t % ny appearing on the
certificate of authority and the address of its principal office. 6

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

manager collaboratively develop adverti and sales materials targeted to consumers
and producers.

= OB and the Company permi %S' to develop advertising material. The standard
agency contract requires agents, to” obtain home office approval prior to use of such

i game and address on its website.

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

= The corporate communications departgnt, legal department and the business line

material.
s OB’s policy is to disclo

Controls Reliance: Cont
corroborating inquiry @
of transaction testi

Transaction festing Procedure: RNA interviewed Company personnel with responsibility for
advertising, and ‘sales materials, and reviewed six pieces of advertising and sales materials used
during 19 amination period for compliance with statutory and regulatory requirements. RNA
rev'e e standard agency contract for the requirement to obtain home office approval prior to
u% agent-developed advertising material. Finally, RNA reviewed the OB website for
appropriate disclosure of its name and address, and general compliance with statutory and
regulatory requirements.

Transaction Testing Results:

Findings: None.

Observations: The results of RNA’s testing showed that the Company’s advertising and
sales materials comply with Massachusetts M.G.L. c. 176D, § 3. The standard agency
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contract contains the requirement to obtain home office approval prior to use of agent-
developed advertising material. The Company’s website disclosure complies with the
requirements of Division of Insurance Bulletin 2001-02. However, the Company has not
retained internal approval of three advertising materials used during the examination
period.

Recommendations: The Company should adopt a written policy and procedure, which requires
that approvals from corporate communications, the legal department and the business line
manager are obtained before marketing materials are published. Further, the written policy and
procedures should require that this documentation be retained by the Company as long“as the
materials are in use.

Subsequent Actions: The Company has implemented the recommendations noted‘g@)

Standard 111-2. Regulated entity internal producer training mate 'Llsre in compliance
with applicable statutes, rules and regulations. 6*

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

Controls Assessment: The following controls were n rt of this Standard and Standard

11-3:
= The Company has distributed producer a% materials focusing on Company policies,
practices and procedures, includi ose relating to underwriting and rating,

policyholder service, and claims. QS

= The Company’s producers h s to electronic policy and procedure manuals
through the Company’s age b pertal.

Controls Reliance: Controls tested®via documentation inspection, procedure observation and/or
corroborating inquiry appea fficiently reliable to be considered in determining the extent
of transaction testing pro es:

Transaction Testi dure: RNA interviewed Company personnel with responsibility for
developing and ‘distributing producer training materials, and reviewed such materials in use
period for accuracy and reasonableness.

during the exx
Transac%T_es ing Results:
Q ndings: None.

Observations:  The Company’s producer training materials appear accurate and
reasonable.

Recommendations: None.
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Standard 111-3. Regulated entity communications to producers are in compliance with
applicable 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 111-2.

Controls Reliance: See Standard I11-2.

developing and circulating written producer communications, and reviewe I such
communications to producers during the examination period for accuracy and r leness.

Transaction Testing Results: %
Findings: None. §)
Observations:  The Company’s communications cers appear accurate and
reasonable.

Recommendations: None. @

Transaction Testing Procedure: RNA interviewed Company personnel with res%ﬁgpty for

Standard I11-4. Regulated entity mass ting of property and casualty insurance is in
compliance with applicable statutes, r and regulations.

No work performed. This Standard isspot covered in the scope of examination because the
Company does not mass marke& and casualty insurance in Massachusetts.

S
Q)
SN
@}
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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, 8§ 1621 and 162S; Division of Insurance Bulletins 4998-11
and 2001-14.

Objective: The Standard addresses licensing and appointment of the Company’ rs.

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

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Contro Enforcement Act of 1994
(“Act”), it is a criminal offense for anyone “engaged i business of insurance” to willfully
permit a “prohibited person” to conduct insurance activi out written consent of the primary

involving dishonesty or a breach of trust or certain“ather offenses, who willfully engages in the
business of insurance as defined in the Act. cordance with Division of Insurance Bulletins
1998-11 and 2001-14, any entity conducting. Insurance activity in Massachusetts has the
responsibility of notifying the Divisio @itlng, of all employees and producers acting as
agents who are affected by this law. T hose individuals may either apply for an exemption from
the law, or must cease and desist frﬁm their engagement in the business of insurance.

insurance regulator. A “prohibited person” is an in‘% al)who has been convicted of any felony

Controls Assessment: The fo@v ey observations were noted in conjunction with the review

of this Standard: %

= The Co ppointment procedures are designed to comply with statutory
require which state, in part, that an insurer seeking to appoint a licensed producer
as a do so within 15 days from the date the producer’s contract is executed, or
when irst policy application is received.

" mpany’s policy is to seek the Division’s approval regarding the appointment of

Q‘ prohibited person” as noted above when it wishes to appoint such a person.
Q e 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,
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.
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= 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 for producer
contracting and processing of agent appointments. RNA reviewed evidence of agent
appointments in conjunction with testing of six homeowners, one commercial automobi;e, 17

commercial multi-peril and two workers’ compensation policies issued or renewed during the
examination period. RNA verified that the sales agent for each policy was included on:the

Division’s list of the Company’s appointed agents at the time of sale. é
Transaction Testing Results: 0

%, one commercial
automobile, 17 commercial multi-peril and two workers’ compensation policies issued or
renewed during the examination period, one policy was sold=by.a’producer who was not
licensed in Massachusetts on the sale date in violatio ‘G.L c. 175, 8 1621. The
producer was licensed in Rhode Island on the sale and is the process of becoming
licensed in Massachusetts. All of the remaining% rs who sold policies during the

Findings: Based on the results of RNA’s testing of six homee

examination period were properly licensed. r, all but three of the licensed
producers were included on the Division’s list«of the Company’s appointed agents when
the policies were issued. The Company subsequently appointed the three producers as
agents.

Observations: None. \FFQ
i

Recommendations: The Company, sH'oS?, plement a control procedure during underwriting to
ensure that all producers are lic nsgv appointed as agents prior to selling business. Further,
the Company and the Divisi all complete a reconciliation of the Company’s agent
appointments at a mutual upon date, to ensure that such appointment records are in
it, together with the producer appointment area, should conduct

agreement. Finally, in
testing of underwriti ols designed to ensure that producers are licensed prior to selling
business, to ensur controls are functioning properly.

Subsequent Actions: The Company states that it is now appointing all licensed producers as
agents within thuired time frame.

ﬁ%@ IV-2. The producers are properly licensed and appointed (if required by state
law

in the jurisdiction where the application was taken.

18 U.S.C. § 1033; M.G.L. c. 175, 8§ 1621 and 162S; Division of Insurance Bulletins 1998-11
and 2001-14.

See Standard 1V-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, § 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 defined in
M.G.L. c. 175, 8 162R, the Company must notify the Division of such cause. Furt NjﬁL C.
175, § 162R provides the reasons for which the Company may terminaﬁ%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 cau

= The Company has a process for noti iﬁ%cge ts that their appointments have been
terminated, which complies with statutory.and’contractual requirements.

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.

Transaction Testing Procedure: A interviewed individuals with responsibility for producer

contracting and terminati essing. RNA selected three terminated agents from the
Company’s termination ing and the Division’s termination records, and compared the
termination inform th listings.

Transaction Testi

ults:

Q dings: None.
( E?Q ervations: The results of RNA’s testing showed that the Company appears to be

Q otifying the Division when it terminates agent appointments.

Recommendation: None.

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

Objective: ~ This 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 1V-1 and IV-3.

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

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting, appointments and terminations. In conjunction with testing six homeowners, one
commercial automobile, 17 commercial multi-peril and two workers’ compensation policies
issued or renewed during the examination period, RNA reviewed documentation for any evidence
of unfair discrimination against policyholders resulting from the Company’s policies regarding
producer appointments and terminations.

Transaction Testing Results: ‘é/

Findings: None.

Observations: Through RNA’s testing of six homeowners, ercial automobile,
17 commercial multi-peril and two workers’ compensatio i€s issued or renewed,
no evidence of unfair discrimination against policyhol noted as a result of the

Company’s policies regarding producer appointmentﬂ inations.

Recommendations: None. &

Standard IV-5. Records of terminated p‘@e?!r adequately document the reasons for

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

Obijective: The Standard addres e%ompany’s documentation of producer terminations.

Pursuant to M.G.L. c. 17 the Company must notify the Division within 30 days of the
effective date of a pro rmination, and if the termination was “for cause” as defined in
M.G.L. c. 175, § 16 @ ompany must notify the Division of such cause. Further, M.G.L. c.
175, 8 162R pr% e reasons for which the Company may terminate a producer’s

appointment a d the reasons for which the Division may terminate a producer’s license.

Controls Assessment: See Standard 1V-3.

Comt@ iance: See Standard IV-3.

T ction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and termination processing, and selected three terminated agents from the Company’s
termination listing to review the reasons for each termination..

Transaction Testing Results:

Findings: None.
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Observations: Based on RNA’s testing, the Company’s internal records adequately
document reasons for agent terminations. None of the terminations that RNA tested was
“for cause” as defined by statute.

Recommendations: None.

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 ec;aﬁs(he
Company direct bills most premium, thus excessive debit account balances are no ignificant
issue. If material debit account balances existed, they would be evaluated in 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.

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

Objective: This Standard addresses efforts to provide policyholders with s m% advance
notice of premiums due and notice of cancellation due to non-payment. b

Pursuant to M.G.L. c. 175, 88 193B and 193B %2, motor vehicle premi may be paid in
installments, with interest charged on the unpaid balance due as of th ate.

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

= The Company directly bills policyholders,% ceive a billing notice from the
Company approximately 20 days prior to the p um due date. The Company receives
premium payments by electronic funds transfer.or check.

= Company policy generally requires ‘a“30% premium down payment at the time a
homeowners application is take @ a 25% premium down payment at the time a
commercial application is tak g

= All billing notices contain disc es regarding grace periods and policy cancellation for

non-payment of premiu

= The Company bill
customers, or the

ent monthly for premium activity of some commercial
vides the Company a record of monthly activity using a policy
the agent is due in 45-50 days after billing, or after the date the
agent provides onthly activity listing.

n

Controls Reli =Controls tested via documentation inspection, procedure observation and/or
corroborating B’fry appear to be sufficiently reliable to be considered in determining the extent
of trans n testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
policyholder service. RNA also reviewed billing notice dates for policies issued or renewed
during the examination period, and reviewed installment and interest charges on a limited basis.

Transaction Testing Results:

Findings: None.
Observations: The premium and billing transactions tested were processed according to

the Company’s policies and procedures. Based upon the results of testing, the
Company’s processes for mailing billing notices with adequate advance notice, and
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properly applying monthly service charges on installment payments, appear to be
functioning in accordance with its policies, procedures, and statutory requirements.

Recommendation: None.

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 customer n&ion
requests are processed timely. Objectives pertaining to policy issuance are&&degu d in

Underwriting and Rating Standard VI-6. Return of premium testing is included
Service Standard V-7.

yholder

Pursuant to M.G.L. c. 175, 8 187B, insurers are required to return %ed premium in a
reasonable time upon receipt of the policyholder’s request to cancel. Q)
;EJ

Controls Assessment: The following key observations were not junction with the review

of cancellation and withdrawals under this Standard: Q,

= Company policy is to cancel policies upoﬁaf ication from the producer of the
policyholder’s request, and to process prem%p nds in a timely manner.
t

= The Company refunds unearned premi olicyholders on a pro-rata or short rate
basis, pursuant to statutory and regul idelines.

Controls Reliance: Controls tested vi &ﬁf entation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent

of transaction testing procedures.

Transaction Testing Proceduré=:.RNA interviewed Company personnel with responsibility for
policyholder service, and testedfive homeowners, nine commercial multi-peril and two workers’
compensation cancellations “processed during the examination period, for evidence that each
cancellation requ processed timely.

Transaction Festing Results:

s: None.

servations:  The insured-requested cancellations tested were processed timely
according to the Company’s policies and procedures. Based upon the results of testing,
the Company’s processing of insured-requested cancellations appears to be functioning in
accordance with its policies, procedures, and statutory requirements. Computer system
limitations required the cancellation of one commercial multi-peril policy and one
workers’ compensation policy, in order to change a producer code or a commission.

Recommendations: The Company should consider computer system enhancements to allow
changes in producer codes and commissions without canceling and rewriting existing policies.
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Standard V-3. All correspondence directed to the regulated entity is answered in a timely
and responsive manner by the appropriate department.

Obijective: This Standard addresses the Company’s procedures to provide timely and responsive
information to customers by the appropriate department. Complaints are covered in the
Complaint Handling section. Claims are covered in the Claims section.

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

= Customer service representatives answer policyholders’ general questi sw their

policies or billing matters.
= The Company considers its producers as having the primary ela@hip with the

policyholder. Since customer service representatives are icensed producers,
policyholders must request endorsements and policy chan gh the producer.
Policyholders who request such changes through customer can be transferred to

the producer for servicing.

= The Company monitors its monthly accumulati Qey Performance Indicators
(“KPIs) for policyholder service performance.

Controls Reliance: Controls tested via documentatien: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: RN @sed correspondence procedures with Company
personnel, and reviewed correspond Awonjunction with underwriting, rating, policyholder
service and claims standards. RNA also ebtained and reviewed documentation showing customer
service KPlIs. %&

Transaction Testing Resul,teL

Findings:
ions® Based upon a review of general correspondence between policyholders

mpany regarding underwriting, rating, policyholder service and claims, and
the above information, it appears that the Company handles customer inquiries

ew
Qj%mrespondence directed to it in a timely and responsive manner.
@ ndations: None.

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

No work performed. The Company does not enter into assumption reinsurance agreements.
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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,
and insured-requested cancellations are tested in Policyholder Service Standard V-2. Company
cancellations and non-renewals are tested in Underwriting and Rating Standard VI-7 and&

Standard V-6. Reasonable attempts to locate missing policyholders orW‘ﬁes are
made.

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

Obijective: This Standard addresses efforts to locate missing poli %Qr beneficiaries and to
comply with escheatment and reporting requirements.

M.G.L. c. 200A, 88 1, 2, 7-7B, 8A and 9 state that amou
presumed abandoned if unclaimed for more than three after the funds become payable.
Annual reporting to the State Treasurer’s Office % ing efforts to locate owners is required,

and the statutes require payments to the State Treasurer’s Office for escheated property.
Controls Assessment: The following contr@éﬁ noted in review of this Standard:
= Company policy requires th M ed checks, including claims and premium refunds,
be reported and escheated when the owner can not be found.
=  The Company has impl procedures for locating lost owners via Company records
and public database mpany conducts further research for uncashed checks, and
sends a letter to t st.Known address in an attempt to locate the owner.
reports escheatable funds to the State Treasurer by November 1st

=  The Company
as required rior to escheatment of funds, a final attempt is made to locate the
owner.

Controls Reli c%l Controls tested via documentation inspection, procedure observation and/or
corroborating in

i iry appear to be sufficiently reliable to be considered in determining the extent
of tr esting procedures.

licyholders or beneficiaries are

action Testing Procedure: RNA discussed the Company’s procedures for locating missing
policyholders and escheatment of funds with Company personnel, and reviewed supporting
documentation.

Transaction Testing Results:

Findings: None.

Observations: The Company appears to have processes for locating missing
policyholders and claimants, and appears to make reasonable efforts to locate such
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individuals. The Company appears to report unclaimed items and escheat them as
required by law.

Recommendations: None.

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

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

Pursuant to M.G.L. c¢. 175, § 187B, a company is required to refu %nroper amount of
unearned premium upon any policy termination. Under M.G.L. % 187C, a company
canceling a policy of insurance must tender the full return premiur%, ithout deductions, at
the time the cancellation notice is served on the insured.

M.G.L. c. 175, § 113A provides, in part, that when a mo &Ie policy is cancelled by either
the insured or the company, insureds that paid the pr )ﬁ in full are entitled to a return of
premium calculated on a pro rata basis. Pursuant to L. f 175, 8 176A, premium refunds on
cancelled policies must be paid to the policyholde 30 days, and notice of the cancellation
must be given. Pursuant to 211 CMR 85.00, short*rate tables may be required to calculate
automobile premium refunds, depending o policy is cancelled.

Controls Assessment: The following N
of this Standard:

ations were noted in conjunction with the review

= Company policy i cel policies upon notification from the producer of the
policyholder’s re t, to process premium refunds in a timely manner.
= The Compan s unearned premium to policyholders on a pro-rata or short rate

basis, purS)Q atutory and regulatory guidelines.

Controls Relianee: "Controls tested via documentation inspection, procedure observation and/or
corroborating inguiry appear to be sufficiently reliable to be considered in determining the extent
of trans sting procedures.

Trans n Testing Procedure: RNA interviewed Company personnel with responsibility for
the erwriting process. RNA selected five homeowners, nine commercial multi-peril and two
workers’ compensation cancellations processed during the examination period, to test for timely
payment of properly calculated refunds.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, premium refunds appear to be calculated
properly and returned timely.
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Recommendations: 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 timely providing claim history
and loss information to insureds.

Controls Assessment: The following key observations were noted in conjunction wit@ew

of this Standard:

m The Company’s producers and its claims personnel have access to po@)lders’ claims
history and paid loss information from a private Comprehensive _LosS Underwriting
Exchange database.

= The Company’s policy is to ask the producer to provid icyholder their claims
history and paid loss information upon request.

Controls Reliance: Controls tested via documentation i

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

, procedure observation and/or
sidered in determining the extent

procedures for responding to policyhold es regarding claims history and paid loss
information.

Transaction Testing Results: (Q\
Findings: None. Z

Observations: %.l sting of underwriting and rating, claims, complaints and
policyholder e noted no evidence of the Company failing to respond to policyholder
inquiries history and paid loss information.

Transaction Testing Procedure: RNA discus%ed th Company personnel its policies and

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.

General: M.G.L. c. 175, § 193R.

Property/Liability and Commercial Multi-peril: M.G.L. c. 174A, 88 5, 6 and WL C.
1758 111H; 211 CMR 131.00. ‘%
Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, §

Commercial Automobile: M.G.L. c. 175E, § 7; 211 CMR 78.00, 86.00, % 124.00.

Workers’ Compensation: M.G.L. c. 152, § 53A; 211 CMR 110.00, R 113.00 and 211
CMR 115.00.

Objective: This Standard addresses whether the Company is cremiums using properly
filed rates.

M.G.L. c. 175, 8 193R permits affinity group discou
and homeowners policies. Pursuant to M.G.L.c. 1 , fire rates shall be based on past and
prospective loss experience during a period of not less than the most recent five-year period for
which such experience is available. In considering catastrophe hazards with respect to
homeowners’ insurance rates, the Commissioner shall consider catastrophe reinsurance and
factors relating thereto. Fire rates shall ider a reasonable margin for underwriting profit
and contingencies.  Finally, such x all not be excessive, inadequate or unfairly
discriminatory. M.G.L. c. 174A, § 6 requires the filing of fire rates with the Commissioner, and
ukEﬁo
a

on experience for motor vehicle

M.G.L. c. 174A, § 9 requires i use such filed rates, unless the insurer obtains approval
from the Commissioner for iation.

that any policy providing lead liability coverage be subject to
orth by the Commissioner, and 211 CMR 131.00 prescribes

M.G.L. c. 175, § 111
rules and regulati ,
requirements for i of lead liability coverage rates with the Division.

Pursuant to Ne :
be based.en pas

nd prospective loss experience, a reasonable margin for underwriting profit and
investment income, unearned premium reserves and loss reserves. Rates shall not

obtaip approval for a rate deviation, as set forth in M.G.L. c. 175A, § 9.

For commercial automobile policies, M.G.L. c. 175E, 8 7 and 211 CMR 78.00 require every
insurer or rating organization authorized to file on behalf of such insurer to file with the
Commissioner its classifications, rules and rates, rating plans and modifications of any of the
foregoing not less than 45 days before the effective date thereof. 211 CMR 86.00 requires
premium discounts for anti-theft devices, and 211 CMR 124.00 mandates premium discounts for
certain safety features. Finally, 211 CMR 91.00 also prescribes requirements for the filing of rates
with the Commissioner at least 45 days prior to their effective date.
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M.G.L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies using experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide guidance on rate
filing procedures, premium credit filings and the conduct of rate hearings.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard and Standard VI-10:

s The Company has written underwriting and rating policies and proc ,\{ch are
designed to reasonably assure consistency in classification and rating.

= The Company conducts compliance audits of its producers " regarding required
maintenance of certain underwriting information that is retain the’producer.

= Company policy prohibits unfair discrimination in the appl f premium discounts
and surcharges, and in the application of the general ra odology, in accordance
with company policies and procedures.

= Commercial automobile rates are determined by )’%g those risks ceded to CAR, and

such rates are filed with the Division. After Company was no longer ceding
risks to CAR. All other commercial auto ile rates are based on experience and filed
with the Division for approval prior to use:

= Commercial multi-peril rates are ba a‘combination of experience and Insurance
Services Office (“1SO”) rates. Th any files such rates with the Division for use to
comply with statutory and re requirements. Property coverage rating criteria
include territory, coverage amount:and type, property age, protection class and structure
type. Liability coverage rate
employees, payroll and.an

= Workers’ compensati
the Division.

= The WCRIB
workers’ "9

premiu%& S,

Controls Ii}sg. Controls tested via documentation inspection, procedure observation and/or
corrobi ing.inquiry appear to be sufficiently reliable to be considered in determining the extent

of tri testing procedures.

tes generally based on the type of business, nhumber of
venue.

are determined by the WCRIB, and such rates are filed with

s an audit every three years of the Company’s compliance with
sation statistical reporting requirements, including those related to

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and reviewed other rating information. RNA selected three
homeowners, four commercial multi-peril and two workers’ compensation policies issued or
renewed during the examination period to test rate classifications and premiums charged. RNA
verified that each policy’s premium, discounts and surcharges complied with Company policies
and procedures.

Transaction Testing Results:

Findings: None.
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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.

Standard VI-2. All mandated disclosures are documented and in accordance with
applicable statutes, rules and regulations.

Property/Liability and Commercial Multi-Peril: M.G.L. c. 175, 8§ 99 and 99 WL C.
174A, § 11.

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, § @
Workers’ Compensation: M.G.L. c. 152, § 25A; 211 CMR 113.00 and 115.

Objective: This Standard addresses whether all mandated disclosur
documented in accordance with statutes and regulations and timel

s and coverage are
to insureds.

Pursuant to M.G.L. ¢. 175, § 99 and 99A numerous di and requirements must be
included on a standard fire policy. Pursuant to M.G.L. 8 11, rating organizations and
insurers shall furnish rate information to any insured wi reasonable time after receiving a
written request.

'cie;, M.G.L. c. 175A, § 11, requires rating

For commercial automobile and multi-peril
i ion to any insured within a reasonable time

organizations and insurers to furnish rate
after receiving a written request. \

Pursuant to M.G.L. ¢. 152, § 2 A{S&gﬁ insurer must offer policy deductibles for workers
compensation policies, including r le small deductibles optional to the policyholder, which
shall be fully disclosed to prosp policyholders in writing. 211 CMR 113.00 and 211 CMR

115.00 provide additional ?i on deductibles.
Controls Assessment: lowing key observations were noted in conjunction with the review

of this Standard:

s The any has written policies and procedures for processing new and renewal

J(%’ness.
Company’s supervisory procedures are designed to ensure that new business
bmissions from producers are accurate and complete, including the use of all Company
required forms and instructions.
u

The Company’s insurance policies provide rate and coverage disclosures as required by
Company policies and procedures.

s The Company conducts compliance audits of its producers regarding required
maintenance of certain underwriting information that is retained by the producer.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA also selected six homeowners, one commercial automobile, 17
commercial multi-peril and two workers’ compensation policies issued or renewed during the
examination period, to test for timely disclosure of rates and coverages.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing, the Company appears to provide required ¢ ge
disclosures to insureds upon initial application and renewal in accordance policies
and procedures.

Recommendations: None. : Q

Standard VI-3. The regulated entity does not permit illegal reb%\({mmission cutting or
inducements.

M.G.L.c. 175, 88 182, 183 and 184; M.G.L. c. 176D, §
Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses illegal rebati@:rommission cutting and inducements, and
requires that producer commissions adhere to the'ecommiission schedule.

Pursuant to M.G.L. c. 175, 8§ 182, 183 r@l the Company, or any agent thereof, cannot pay
or allow, or offer to pay or allow an & consideration or inducement not specified in the

policy or contract. Similarly, under M.G.L."c. 176D, 8 3(8), it is an unfair method of competition
to knowingly permit or make an r to pay, allow or give as inducement any rebate of
premiums, any other benefi valuable consideration or inducement not specified in the
contract. M.G.L. c¢. 152, equires the Division to determine producer commissions for
workers’ compensation ceded to the Commonwealth reinsurance pool.

Controls Assess :
of this Standard.
" %ﬂ any has procedures for paying producers’ commissions in accordance with
ffice approved written contracts.

Q Company’s producer contracts, and its home office policies and procedures, are

following key observations were noted in conjunction with the review

esigned to comply with statutory underwriting and rating requirements that prohibit
special inducements and rebates.

= 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 for
commission processing and producer contracting. In connection with the review of producer
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contracts, RNA inspected new business materials, producer training materials and manuals for
indications of rebating, commission cutting or inducements. RNA also evaluated the Company’s
response to the Division’s survey on broker activities. Finally, RNA selected four homeowners,
four commercial multi-peril and one workers’ compensation policy issued or renewed during the
examination period, to test commissions paid to producers and to look for indications of rebating,
commission cutting or inducements.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing and review of the Company’ paonse to
the Division’s survey on broker activities, it appears that the Company:
prohibiting illegal acts, including special inducements and rebates,
accordance with its policies, procedures and statutory requirements

Recommendations: None. @3

Standard _VI-4. The regulated entity underwriti \J:aktices are not unfairly
discriminatory. The company adheres to applicable stattites, rules and regulations and
regulated entity guidelines in the selection of risks.@

General: M.G.L.c. 175, § 193T.
Property/Liability: M.G.L. c. 175, § 4C, and 95B.
Commercial Automobile: M.G.L.c. 175
Commercial Automobile and Commerci
Commercial Multi-peril: M.G.L. c. X7

i-peril: M.G.L. c. 175A, 85.

Objective: This Standard ad es%sw}ether unfair discrimination is occurring in insurance
underwriting.

Shibits discrimination in underwriting or in rates charged for all policies
ial’ blindness, mental retardation or physical impairment, unless such
‘sound actuarial principles or is related to actual experience.”

M.G.L. c. 175, § 193T p
based on blindness 0
discrimination is bé
Pursuant to M,G:L. €. 175, 8 4C, no insurer shall take into consideration when deciding whether
to provi renéw, or cancel homeowners’ insurance the race, color, religious creed, national
origin %ge ancestry, sexual orientation, children, marital status, veteran status, the receipt of
pu Ii@ ance or disability of the applicant or insured. M.G.L. c. 175, 8 95B notes that no
m%ﬁ all cancel, refuse to issue or renew, or in any way make or permit any distinction or
discrimination in the amount or payment of premiums or rates charged, in the length of coverage,
or in any other of the terms and conditions of a residential property insurance policy, based upon
information that an applicant or policy owner, or any member of their family, has been a victim
of domestic abuse.

Pursuant to M.G.L. ¢. 175, 8 22E, no insurance company, and no officer or agent thereof on its
behalf, shall refuse to issue, renew or execute as surety a commercial motor vehicle liability
policy or bond, or any other insurance based on the ownership or operation of a motor vehicle,
because of age, sex, race, occupation, marital status, or principal place of garaging of the vehicle.
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Pursuant to M.G.L. ¢. 175A, 8 5, rates for commercial automobile and multi-peril policies shall
be based on past and prospective loss experience, a reasonable margin for underwriting profit and
contingencies, investment income, unearned premium reserves and loss reserves. Rates shall not
be excessive, inadequate or unfairly discriminatory.

Pursuant to M.G.L. c. 174A, § 5, fire rates for commercial multi-peril policies shall be based on
past and prospective loss experience during a period of not less than the most recent five-year
period for which such experience is available, and shall consider a reasonable margin for
underwriting profit and contingencies. Finally, such rates shall not be excessive, inadequate or
unfairly discriminatory.

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

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

= Written Company underwriting guidelines are designed
acceptance and rejection of risks on a proper, consiste

sonably assure appropriate
Fair basis.

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

Transaction Testing Procedure: RNA intervi ;;ompany personnel with responsibility for
the underwriting process. RNA selecteﬁ'D omeowners, one commercial automobile, 17

commercial multi-peril and two work ensation policies issued or renewed during the
examination period, to test for evide f tnfair discrimination in underwriting.

Transaction Testing Results: Yy
Findings: None@
Observati @sed on the results of testing, RNA noted no evidence that the
Wpa’%derwriting practices are unfairly discriminatory.

Recommendatbg%\lone.

S VI-5. All forms including contracts, riders, endorsement forms and certificates
arefiled with the Department of Insurance (if applicable).

General: M.G.L. c. 175, § 2B and 192.

Property/Liability: M.G.L. c. 175, 8§ 99, 99B, and 111H; 211 CMR 131.00.

Commercial Automobile: M.G.L. c. 175, 88 22A and 113A.
Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses whether policy forms and endorsements are filed with the
Division for approval.
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Pursuant to M.G.L. c. 175, 8§ 2B, policy form language, size and content standards for all policies
must meet statutory requirements for readability and understanding. Pursuant to M.G.L. c. 175, §
192, endorsements are part of policy forms and must be filed with the Division for approval prior
to use.

Pursuant to M.G.L. c. 175, 8 99 homeowners’ policy forms must conform to the standards for
policy language set forth in that section and, according to M.G.L. c. 175, § 99B, condominium
and tenant policies must be filed with the Division for approval prior to use. M.G.L. c¢. 175, §
111H requires that any policy providing lead liability coverage be subject to rules and regulations
set forth by the Commissioner, and 211 CMR 131.00 requires that forms be filed with and
approved by the Division for homeowners’ lead liability coverage.

Pursuant to M.G.L. c. 175, 88 22A and 113A, commercial automobile policy for e filed
with the Division for approval prior to use. M.G.L. c. 152, § 53A workers’
compensation policy forms to be filed with the Division.

Controls Assessment: The following key observations were noted in ¢ 'cu?on with the review
of this Standard and Standard VI-20:

»  Company policy requires the use of standard polic Qﬂd endorsements, which are
filed with and approved by the Division.

= Producers are required to use approved fo@ endorsements as guidelines when
providing quotes to customers.

Controls Reliance: Controls tested via do ‘%ﬂ'on inspection, procedure observation and/or
corroborating inquiry appear to be suﬁic'e@e iable to be considered in determining the extent
of transaction testing procedures. \

Transaction Testing Procedure; %A,interviewed Company personnel with responsibility for
the underwriting process. lected six homeowners, one commercial automobile, 17
commercial multi-peril a orkers’ compensation policies issued or renewed during the
examination period, to r the use of acceptable policy forms and endorsements in

compliance with Com p icies and procedures.

Transaction Testi ults:

2 None.
‘ %} rvations: Based on the results of testing, it appears that the Company is using
ceptable policy forms and endorsements in compliance with policies and procedures.

Recommendations: None.

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

Objective: This Standard addresses whether the Company issues policies and endorsements
timely and accurately.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

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

= Company policy prohibits unfair discrimination in the application of premium discounts
and surcharges, and in the application of the general rating methodology, in accordance

with company policies and procedures.
= Any changes in policy coverage must be requested through the producer, W‘ﬁ;gust
timely process such requests.

= Applications submitted by producers are reviewed by the underwritin ent to
ensure that they are complete and internally consistent.

= The Company conducts compliance audits of its producers- re ing required

maintenance of certain underwriting information that is retaine roducer.
= OB’s underwriting department conducts quarterly peer r each underwriter’s
business. In addition, the home office underwriting man onducts quality control

audits every 18 months.

=  The Company is subject to periodic audits by CA %mpliance with statutes and CAR
Rules.
r

= The WCRIB conducts an audit every thre ar§ of the Company’s compliance with
workers’ compensation statistical reporting’ requirements including those related to

premiums.
Controls Reliance: Controls tested via ation inspection, procedure observation and/or
corroborating inquiry appear to be suffici reliable to be considered in determining the extent

of transaction testing procedures.

ZA interviewed Company personnel with responsibility for
the underwriting process selected six homeowners, one commercial automobile, 17
commercial multi-peril workers’ compensation policies, and five policy endorsements

issued or renewed duh examination period, to test whether new and renewal policies and
endorsements Wera% d-timely, accurately and completely.
Transaction kﬁﬁesults:

s: None.

Transaction Testing Procedure:

bservations: Based on the results of testing, it appears that the Company generally
issues new and renewal policies and endorsements timely, accurately and completely.

Recommendations: None.
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Standard VI-7. Rejections and declinations are not unfairly discriminatory.

General: M.G.L.c. 175, 8§ 193T.
Property/Liability: M.G.L. c. 175, §8 4C and 95B
Commercial Automobile: M.G.L. c. 175, 8§ 22E and 113D.

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 “sou% ial

principles or is related to actual experience.”
Pursuant to M.G.L. ¢. 175, § 4C, no insurer shall take into consideration wher@ﬁ g whether
to provide, renew, or cancel homeowners’ insurance the race, color, religio eed, national
origin, sex, age, ancestry, sexual orientation, children, marital status, veteransstatus, the receipt of
3"95B notes that no
it any distinction or
discrimination in the amount or payment of premiums or rates ¢ edyin the length of coverage,
or in any other of the terms and conditions of a residential surance policy based upon
information that an applicant or policy owner, or any member-ef their family, has been a victim

of domestic abuse. Q
Pursuant to M.G.L. ¢. 175, 8 22E, no insurance %‘)a y or agent thereof on its behalf, shall
refuse to issue, renew or execute as surety a motor vehicle liability policy or bond, or any other

insurance based on the ownership or opera a motor vehicle because of age, sex, race,
occupation, marital status, or principal pla araging of the vehicle. In addition, M.G.L. c.
175, 8 113D states that any person ag > the refusal of any company or an agent thereof to
issue such a policy may file a Writter&p aint with the commissioner within 10 days after such
refusal.

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

= Compan icy and practice prohibits unfair discrimination in underwriting in
statutory requirements.

= Writte mpany underwriting guidelines are designed to reasonably assure appropriate
tance and rejection of risks on a proper, consistent and fair basis.
any policy allows for the cancellation of homeowners’ policies when the nature of
risk at inception changes to an unacceptable risk during the coverage period.
% The Company’s underwriting department conducts quarterly self-audits to evaluate
compliance with statutory requirements for homeowners cancellations and non-renewals.

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 16 company-initiated cancellations, non-renewals and
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declinations processed during the examination period, to ensure that cancellations were not
unfairly discriminatory.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, company-initiated cancellations and non-
renewals do not appear to be unfairly discriminatory.

Recommendations: None. \’)«

Standard VI1-8. Cancellation/non-renewal, discontinuance and declinati \t*i;.es comply
with policy provisions and state laws and regulated entity guidelines. :

General: M.G.L.c. 175, § 187C.

Property/Liability: M.G.L. c. 175, 8§ 99 and 193P. %
Commercial Automobile: M.G.L. c. 175, 8§ 113A and 113F.
Workers” Compensation: M.G.L. c. 152, 88§ 55A and 65B,¢™)

Objective: This Standard addresses notice to policyho ekfor cancellation, non-renewal and

declinations, including advance notice before expirati cancellation and non-renewals.
Pursuant to M.G.L. c. 175, § 187C any Company shall effect cancellation of any policy by
serving written notice thereof as provided b licy, and by paying the full return premium
due.

Pursuant to M.G.L. c. 175, § 99, an@ ny may cancel property/liability coverage by giving

the insured five days written notic cancellation, and 20 days written notice of cancellation to

the mortgagee to whom the po %yable, except when the stated reason for cancellation is

nonpayment of premium, w ays written notice of cancellation is required. M.G.L. c. 175,

8§ 193P requires an insuref,to_give written notice of intent to non-renew a policy to the insured at

least 45 days prior to Q piration of the policy, accompanied by a written statement specifying
Ol

reasons for such d%

Pursuant to =%¢. 175, § 113A, no cancellation of the policy shall be valid unless written
notice of the s ic reason or reasons for such cancellation is given at least 20 days prior to the
effectiv hereof, which date shall be set forth in the notice. M.G.L. c. 175, § 113F states

that @ pany which does not intend to issue, extend or renew a motor vehicle liability policy
S written notice to the insured (or agent in certain circumstances) of its intent 45 days
priok.to the termination effective date. Such notice must also be sent to the Registry of Motor
Vehicles. Every insurance agent or broker receiving such a notice from a company shall, within
15 days of its receipt, send a copy of such notice to the insured, unless another insurer has issued
a motor vehicle policy covering that insured’s vehicles.

M.G.L. c. 152 § 65B requires that any insurer canceling a workers’ compensation policy shall
give notice in writing to the rating organization and the insured of its desire to cancel. Such
cancellation shall be effective unless the employer, within ten days after the receipt of such
notice, files an objection with the Division. M.G.L. c. 152 § 55A allows mid-term notice of
cancellation of a workers’ compensation policy only if based on nonpayment of premium; fraud
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or material misrepresentation affecting the policy or insured; or a substantial increase in the risk
hazard.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard and Standard V1-9:

= Company policy requires that a written cancellation notice be given to homeowners
policyholders in accordance with statutory requirements. The Company’s practice is to
give at least 20 days written notice to the policyholder prior to the effective date for such
cancellations. The Company’s general practice is to give notice to the produce% is
responsible for timely communicating the pending action to the policyholder.

= Company policy requires that a written non-renewal notice be given wners
policyholders at least 45 days prior to the effective date, in accord ith statutory
requirements. The Company’s general practice is to give notice to tha@ cer, who is
responsible for timely communicating the pending action to the p older.

= The Company generally does not cancel commercial policies¢after.the first 60 days of
coverage, nor do they rescind coverage. However, when ampany elects to cancel
such coverage, its practice is to give notice to the prod ast 20 days prior to the
effective date of the cancellation, Producers n responsible for timely
communicating the pending action to the policyhol

s Company policy requires that written non-ren
given to policyholders at least 45 days prior, to-the effective date. The Company’s
general practice is to give such notice t ducer, who is responsible for timely

communicating the pending action to the\policyholder.

= In cases where the producer has t ated his or her contract with the Company, the
producer often will replace a s coverage with a new carrier upon policy
expiration. In these cases, %} cer generally does not provide a notice of non-
renewal to the insured, since th ducer has found a new carrier to provide coverage to
the insured with no covera se when the existing policy expires.

= The Company’s gengral s not rescind any type of coverage.

s The Company’s<Underwriting department conducts quarterly self-audits to evaluate
compliance W@ ory notice requirements for homeowners cancellations and non-

ices for commercial policies be

renewals. %
Controls Reli =igontrols tested via documentation inspection, procedure observation and/or
corroborating iry appear to be sufficiently reliable to be considered in determining the extent
of trans esting procedures.

T @n Testing Procedure: RNA interviewed Company personnel with responsibility for
the*underwriting process. RNA selected three homeowners company-initiated cancellations, two
commercial auto company-initiated cancellations and two commercial multi-peril non-renewals
processed during the examination period, to test compliance with cancellation and non-renewal
notice procedures.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of testing, the Company appears to comply with
notice procedures for company-initiated cancellations and non-renewals. The
homeowners’ computer system cancellation report does not identify all company-initiated
cancellations for underwriting reasons. The Company is changing its policy writing
system, which will identify all company-initiated cancellations due to underwriting
reasons.

Recommendations: The Company shall complete the conversion to the new policy writing
system as soon as possible. The new system will allow the Company to enhance its tracking and
monitoring of cancellations. In the interim, the Company shall devote resources and use all
reasonable efforts to ensure that all company-initiated cancellations for underwriting {as) re

tracked and monitored to comply with statutory requirements.

Standard VI1-9. Rescissions are not made for non-material misreprese?:atibo_)

General: M.G.L. c. 175, § 187D.

Obijective: This Standard addresses whether decisions to rescind g::\?ancel coverage are made
appropriately.

M.G.L. c. 175, 8 187D allows the cancellation of any pofi nonpayment of premium.

Controls Assessment: See Standard VI-8 Q

Controls Reliance: See Standard V1-8. §

Transaction Testing Procedure: Rw@tviewed Company personnel with responsibility for
cte

the underwriting process. RNA 16 company-initiated cancellations, non-renewals and
declinations processed during the examination period, to test for evidence of improper rescission.

Transaction Testing ResuhsL’

Findings:
i one of the policies tested were rescinded, and RNA noted no improper
ission.in conjunction with other underwriting tests.

Recom\q;jqaﬁons: None.
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Standard VI-10. Credits, debits and deviations are consistently applied on a non-
discriminatory basis.

General: M.G.L.c. 175, § 193R.

Property/Liability and Commercial Multi-Peril: M.G.L. c¢. 174A, 88 5, 6 and 9; M.G.L. c.
1758 111H; 211 CMR 131.00.

Commercial Automobile and Commercial Multi-peril: M.G.L. c. 175A, 885, 6 and 9.
Commercial Automobile: M.G.L. c. 175E, § 7; 211 CMR 78.00, 86.00, 91.00 and 124.00.
Workers’ Compensation: M.G.L. c. 152, § 53A; 211 CMR 110.00, 113.00 and 115.00. -

Obijective: This Standard addresses whether unfair discrimination is occurring in t Wation
of premium discounts and surcharges. ‘%

M.G.L. c. 175, 8 193R permits affinity group discounts based upon experi ce@motor vehicle
and homeowners policies. Pursuant to M.G.L. c. 174A, 8 5, fire rates %based on past and
prospective loss experience during a period of not less than the mo % Ive-year period for
which such experience is available. In considering catastro%a ards with respect to
homeowners’ insurance rates, the Commissioner shall consi C

factors relating thereto. Fire rates shall also consider a reasona
and contingencies.  Finally, such rates shall not
discriminatory. M.G.L. c. 174A, 8 6 requires the filin
M.G.L. c. 174A, § 9 requires insurers to use such fil
approval for a rate deviation.

M.G.L. c. 175, § 111H requires that any ’%ﬁviding lead liability coverage be subject to
rules and regulations set forth by tj& issioner, and 211 CMR 131.00 prescribes

requirements for the filing of lead liahili Verage rates with the Division.

atastrophe reinsurance and
e=margin for underwriting profit
essive, inadequate or unfairly
ates with the Commissioner, and
nless it obtains the Commissioner’s

Pursuant to M.G.L. c. 175A, §
be based on past and prospectiv

or commercial automobile and multi-peril policies shall
ss-experience, a reasonable margin for underwriting profit and
contingencies, investment inc nearned premium reserves and loss reserves. Rates shall not
be excessive, inadequa irly discriminatory, and must be filed with the Commissioner as
provided by M.G.L @ , § 6 prior to use. Insurers must also use filed rates, unless they
obtain approval f eviation, as set forth in M.G.L. c. 175A, § 9.

For commeréxu mobile policies, M.G.L. c¢. 175E, § 7 and 211 CMR 78.00 require every

insurer rating-organization authorized to file on behalf of such insurer to file with the

'%&its classifications, rules and rates, rating plans and modifications of any of the

t less than 45 days before the effective date thereof. 211 CMR 86.00 requires

discounts for anti-theft devices, and 211 CMR 124.00 mandates premium discounts for

in safety features. Finally, 211 CMR 91.00 also prescribes requirements for the filing of rates
with the Commissioner at least 45 days prior to their effective date.

For workers’ compensation policies, M.G.L. c. 152, § 53A specifies a rate filing process and
statistical reporting requirements using experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00, 211 CMR 113.00 and 211 CMR 115.00 provide guidance on rate
filing procedures, premium credit filings and the conduct of rate hearings.
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Controls Assessment: See Standard VI-1.

Controls Reliance: See Standard VI-1.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and reviewed other rating information. RNA selected three
homeowners, four commercial multi-peril and two workers’ compensation policies issued or
renewed during the examination period, to test rate classifications and premiums charged. RNA
verified that each policy’s credits and deviations were consistently applied on)«non-

discriminatory basis.

Transaction Testing Results: ‘é/

Findings: None.

Observations: Based on the results of testing, it appears tha pany consistently
applies credits and deviations on a non-discriminatory basis

Recommendations: None. QQ

permitted, are based on objective criteri ith® usage supported by appropriate
documentation.

Commercial Automobile and Commer i@i i-peril: M.G.L. c. 175A, 85.
Workers’ Compensation: M.G.L. c)@i\’ A; 211 CMR 110.00 and 211 CMR 113.00.

Standard VI-11. Schedule rating or individumr‘gmium modification plans, where

Objective:  This Standard a

re%;whether schedule rating or individual risk premium
modification plans are based on

jective criteria and appropriately documented.

Pursuant to M.G.L. c.
automobile and mult

85, casualty, surety and certain commercial rates for commercial
policies must be based, in part, on past and prospective loss

—

ating plans, which establish standards for measuring variations in hazards or

accordange, wi
expen ‘%«'ﬁions, or both. Such standards may measure any differences among risks that
n@t a probable effect upon losses or expenses.

de

I\;I%L. c. 152, § 53A specifies a rate filing process and statistical reporting requirements for
workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, rates and producer
commissions for business ceded to the Commonwealth reinsurance pool are determined by the
Division. 211 CMR 110.00 provides guidance on rate filing procedures and the conduct of
hearings. 211 CMR 113.00 requires premium credits to be filed with the Division by the
WCRIB.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has written policies and procedures for determining schedule rating and
individual risk premium modification plans.

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

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those reﬂ% to

premiums. \)

Controls Reliance: Controls tested via documentation inspection, procedure tion and/or
corroborating inquiry appear to be sufficiently reliable to be considered in %ete ng the extent

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company per %th responsibility for
the underwriting and rating process. RNA selected one Worker nsatlon policy renewed
during the examination period, to test whether schedule rating d individual risk premium
modification plans are objective and properly documented

Transaction Testing Results:

Findings: None.

Observations: Based upon test pany appears to objectively use and properly
document schedule rating an I risk premium modification plans.

Recommendations: None.

should be using nation of loss costs and expense multipliers filed with the

Standard VI-12. Ve@m of use of the filed expense multipliers; the regulated entity
Department of nce

Workers’ CNp sation: M.G.L. c. 152, § 53A and 211 CMR 110.00.

gb%%%ﬁls Standard addresses the use of loss costs and expense multipliers filed with the

% c. 152, § 53A specifies a rate filing process and statistical reporting requirements for

workers compensation policies that uses experience rating credits and payroll caps to ensure
equitable distribution of premium based on wage differentials. Further, the Division determines
rates and producer commissions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provides guidance on rate filing procedures and the conduct of hearings.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= The Company has written policies and procedures for the use of loss costs and expense
multipliers.

= The WCRIB approves the use of loss costs and expense multipliers, and such deviations
are filed with the Division.

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums. {

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

Transaction Testing Procedure: RNA interviewed Company perso ith responsibility for

the underwriting and rating process, and reviewed the WCRIB’s m@st t audit report. RNA
selected one workers’ compensation policy renewed during the e atfon period, to test the use

of loss costs and expense multipliers as filed with the Divisio
Transaction Testing Results: @

QX

Observations: Based upon testing of the WCRIB’s audit report, the Company
nd expe

Findings: None.

appears to properly use loss costs an nse multipliers as filed with the Division.

Recommendations: None. \ &

Standard VI-13. Verifi ﬁ:‘bf premium audit accuracy and the proper application of
rating factors. %’

Objective: This }rcgaddresses the performance of premium audits to verify proper rating
factors.

Controls@!s%’ent: The following key observations were noted in conjunction with the review

of this Standard:
%6

The Company has written policies and procedures for conducting premium audits to
verify rate factors.

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

s The Company conducts compliance audits of its producers regarding required
maintenance of certain underwriting information that is retained by the producer.

s Company policy prohibits unfair discrimination in the application of premium discounts
and surcharges, and in the application of the general rating methodology, in accordance
with company policies and procedures.
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s The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.

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.

the underwriting and rating process. RNA selected one commercial automobile, 17 co rcial
multi-peril and two workers’ compensation policies issued or renewed during the examination
period, to look for evidence that the Company conducted premium audits to verifé%cvgfctors,

Transaction Testing Procedure: RNA interviewed Company personnel with responsibiligy for

when applicable.
Transaction Testing Results: %0
Findings: None. Q)
X

Observations: Based upon testing, the Company app operly conduct premium
audits and verify rate factors.

Recommendations: None. Q

Standard VI1-14. Verification of experience@fication factors.

Workers’ Compensation: M.G.L. c,l& A and 211 CMR 110.00.

Objective: This Standard addresse % of experience modification factors.

M.G.L. c. 152, § 53A speci ate filing process and statistical reporting requirements for
workers’ compensation ies~that uses experience rating credits and payroll caps to ensure
equitable distribution ium based on wage differentials. Further, the Division determines
rates and producer, ions for business ceded to the Commonwealth reinsurance pool. 211
CMR 110.00 provi uidance on rate filing procedures and the conduct of hearings.

Controls Asses
of this

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

'% The Company has written policies and procedures for verifying experience modification
factors.

s The WCRIB approves experience modification factors, and such deviations are filed with
the Division.

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting and rating process and reviewed the WCRIB’s most recent audit report. RNA
selected one workers’ compensation policy renewed during the examination period to test for the
use of experience modification factors as filed with the Division.

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

Observations: Based upon testing and review of the WCRIB’s audit r Company
appears to properly use experience modification factors as filed with th ision.

Recommendations: None. %

Standard VI1-15. Verification of loss reporting.

Obijective: This Standard addresses the maintenanc @i;icaﬁon of accurate loss histories.

Controls Assessment: The following key obsg@n ere noted in conjunction with the review

of this Standard: Q

= The Company has written po& d procedures for the maintenance and verification of
accurate loss histories.

= The WCRIB conducts it every three years of the Company’s compliance with
workers’ compensa tistical reporting requirements, including those related to
premiums.

Controls Reliance: le tested via documentation inspection, procedure observation and/or
corroborating inqui pear to be sufficiently reliable to be considered in determining the extent

of transactiop\ rocedures.
Transae@,_Iestinq Procedure: RNA interviewed Company personnel with responsibility for

the iting and rating process, and reviewed the WCRIB’s most recent audit report. RNA
se% ne workers’ compensation policy renewed during the examination period to test
a

m nance and verification of accurate loss histories.

Transaction Testing Results:

Findings: None.

Observations: Based upon testing and review of WCRIB’s audit report, the Company
appears to maintain and verify accurate loss histories.
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Recommendations: None.

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 because the
Company is not subject to NCCI data calls.

Standard VI-17. Underwriting, rating and classification are based on adequate i formation
developed at or near inception of the coverage rather than near expiration, or\@hing a
claim.

Objective: This Standard addresses whether underwriting, rating and classifica decisions are
based on adequate information developed at or near inception of the % , rather than near

expiration or following a claim. :
Controls Assessment: The following key observations were no @ njunction with the review
of this Standard:

= Written Company policies and procedures arégés?'z;d to reasonably assure consistency
in the application of underwriting guideli ing classifications, premium discounts
and surcharges determined at or near the‘inception of coverage.

= Company policy and practice ItS~ unfair discrimination in underwriting in

accordance with statutory requir
= Written Company underwriting guidelines are designed to reasonably assure appropriate
acceptance and rejection of risk a proper, consistent and fair basis.

Controls Reliance: Control
corroborating inquiry ap to
of transaction testing S.

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

Transaction Test'mﬁProcedure: RNA interviewed Company personnel with responsibility for
the underwrWYess. RNA selected six homeowners, one commercial automobile, 17

commercial tisperil and two workers’ compensation policies issued or renewed during the
examin period, to test whether underwriting, rating and classification are based on adequate
inforprati veloped at or near inception of coverage.

@u&ction 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.

Recommendations: None.
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Standard VI-18. Audits, when required, are conducted accurately and timely.

See Standard VI-13 for premium audits and Standard I-1 in Company Operations/Management
for audits by external and internal auditors.

discriminatory. The company adheres to applicable statutes, rules and regulati and

Standard VI-19. The regulated entity underwriting practices are not uggairly
regulated entity guidelines in the selection of risks.

See Standard VI-4 for testing of this standard.

O

Standard VI1-20. All forms and endorsements, forming a part of c n act are listed on
the declaration page and should be filed with the Department of e (if applicable).

General: M.G.L. c. 175, § 2B and 192. Q
Property/Liability: M.G.L. c. 175, 8§ 99, 99B, and 111H; R 131.00.
Commercial Automobile: M.G.L. c. 175, 88 22A and

Workers’ Compensation: M.G.L. c. 152, § 53A.

Objective: This Standard addresses whether p Ilgprms and endorsements are filed with the
Division for approval. %

must meet statutory requirements for ity and understanding. Pursuant to M.G.L. c. 175, 8§

Pursuant to M.G.L. c. 175, § 2B, poll(%’5 guage, size and content standards for all policies
192, endorsements are part of poI| and must be filed with the Division for approval prior

to use. $

Pursuant to M.G.L. c. 1 homeowners’ policy forms must conform to the standards for
policy language set fo t section and, according to M.G.L. c. 175, § 99B, condominium
and tenant policies e filed with the Division for approval prior to use. M.G.L. c. 175, §
111H requires t policy providing lead liability coverage be subject to rules and regulations
set forth by issioner, and 211 CMR 131.00 requires that forms be filed with and
approved byﬁx'

ision for homeowners’ lead liability coverage.
Purs .G.L. c. 175, 88 22A and 113A, commercial automobile policy forms must be filed
% Division for approval prior to use. M.G.L. c. 152, § 53A requires that workers’

nsation policy forms be filed with the Division.

Controls Assessment: See Standard VI-5.

Controls Reliance: See Standard VI-5.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected six homeowners, one commercial automobile, 17
commercial multi-peril and two workers’ compensation policies issued or renewed during the
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examination period, to test for the use of policy forms and approved endorsements in compliance
with statutory requirements.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company is using
approved policy forms and endorsements in compliance with statutory requirements.

5

Recommendations: None.

Standard VI-21. The company does not engage in collusive or Nompetitive

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

Obijective: This Standard addresses whether the Company has Qin any collusive or anti-
competitive underwriting practices.

§ 3A, it is an unfair method of
business of insurance, to enter into
ion or intimidation resulting in, or tending
e business of insurance.

Pursuant to both M.G.L. c. 176D, § 3(4) and M.G.L, ¢:
competition, and an unfair or deceptive act or practicei
any agreement, or to commit any act of boycott, ¢
to result in, unreasonable restraint of, or monopoly.in,

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

= Company policy requires.th e underwriting department apply consistent underwriting
practices, and that erwriter or producer shall engage in collusive or anti-

competitive prac&%
= The Comp Q ucts compliance audits of its producers regarding required
maintena ain underwriting information that is retained by the producer.

= Comp y prohibits unfair discrimination in the application of premium discounts
and ﬁ%p ges, and in the application of the general rating methodology, in accordance
ith company policies and procedures.

Contrgls Reliance: Controls tested via documentation inspection, procedure observation and/or
corkoborating 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 six homeowners, one commercial automobile, 17
commercial multi-peril and two workers’ compensation policies issued or renewed during the
examination period, to determine whether any underwriting practices appeared collusive or anti-
competitive.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, RNA noted no instances where the
Company’s underwriting policies and practices appeared collusive or anti-competitive.

Recommendations: None.

Standard VI-22. The regulated entity underwriting practices are no mly
discriminatory. The regulated entity adheres to applicable statutes, rules and ra& tions in

application of mass marketing plans.

No work performed. This Standard is not covered in the scope of e inga because the
Company does not offer mass marketing plans. )Q)fjo

Standard VI1-23. All group personal lines property and c@wjpolicies and programs
meet minimum requirements.

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

Standard VI1-24. Cancellation/non-rene ices comply with policy provisions and state
laws, including the amount of advan provided to the insured and other parties to
the contract.

General: M.G.L. c. 175, § 187 Y&
Property/Liability: M.G.L.¢, 1 § 99 and 193P.

Commercial AutomobilezsM: .C. 175,88 113A and 113F.

Workers’ Compensa@ ‘G.L. c. 152, 88 55A and 65B.

See Standard VI esting of this standard.

Standa ;}? Regulated entity verifies that VIN number submitted with application is
validand the correct symbol is utilized.

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

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

= The producer is responsible for obtaining the VIN and symbol when the application is
completed.
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= Company policy and procedures require that pre-insurance inspections of vehicles be
conducted to verify the VIN and symbol numbers.

= The Company’s underwriting system compares the VIN and symbol to its industry
database to ensure that both are accurate.

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 one commercial automobile policy issued.during.the
examination period, to determine whether the Company verifies the VIN and symbolé\)

Transaction Testing Results: 0

Findings: None. %)%

Observations: Based on the results of testing, it appea% the Company issues
automobile policies with VINs that are valid and symbol accurate.

Recommendations: None. %{

Standard VI1-26. All policies are correctly coded.

Objective: This Standard addresses the ac@vf statistical coding.

Controls Assessment: The followmg& ervations were noted in conjunction with the review
of this Standard:

s The Company h ndenertmg policies and procedures which are designed to
reasonably as tency in classification and rating.

= Company to timely report complete and accurate premium data in the required
formats -{o*@ppropriate rating bureaus such as the Automobile Insurers Bureau of
Mas ts' (“AlB”), CAR, ISO or the WCRIB.

s The any monthly reports commercial automobile premium data to CAR in the
ired format.

Q\ Company reconciles underlying quarterly and annual premium data with data
bmitted to CAR.

The Company reports quarterly premium data to 1SO for all lines except commercial
automobile. 1SO then provides the workers’ compensation data to the WCRIB.

= The Company reports workers’ compensation premium data to the WCRIB 20 months
after policy effective dates.

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

= The WCRIB conducts an audit every three years of the Company’s compliance with
workers’ compensation statistical reporting requirements, including those related to
premiums.
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= The Company is subject to periodic audits by CAR for compliance with statutes and CAR
Rules, including statistical coding requirements related to premiums.

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, and selected six homeowners, one commercial automobis, 17
S0

commercial multi-peril and two workers’ compensation policies issued or renewed duting the

examination period, to test data coding. RNA reviewed the latest CAR audit report

most recently completed triennial audit of the Company’s compliance with the
coding requirements.

Transaction Testing Results: QC;O

Findings: None.
Observations: Based on the results of testing, it a Qt the Company uses proper
gust 10, 2006 indicated that the

Company’s 2003 activity, and the 2007 CAR audit report of its 2005 activity. Some

common errors were reported in b ars. The Company states that it has made

changes to its automobile premiu istical reporting methodology due to the issues

identified during 2003, which we lected in the 2005 CAR audit report; however,

some of the results of such changes.were not yet evident in 2005, as documented in the

2007 CAR audit report. me ‘of the errors noted included vehicle premium statistical
S %M/

premiums. However, numerous errors w in the 2005 CAR audit report of the

errors related to age, cl IN, and errors related to policies. The Company states
that it has complete to identify the root causes of the errors, modified computer
system logic as , developed a self-review process to address these errors and
conducted traipi mmercial underwriters.

Recommendations: Company’s internal audit function, together with the business
information servi partment, shall conduct a review and evaluation of the new computer logic
and proced ensure that controls over coding and statistical reporting are effectively
designe d properly implemented. The Company shall periodically update the Division, as
reque ; ese results of the audits.

S

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 adequately supports
decisions made in underwriting and rating.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= Company policy requires that the underwriting files support its underwriting and rating
decisions.

= Producers are responsible for completing applications for new business and obtaining
information needed to properly underwrite and rate the policy.

= Underwriting personnel review the applications submitted by producers for completeness
and internal consistency.

m The Company conducts compliance audits of its producers regardir@ved

maintenance of certain underwriting information that is retained by the prod%
vdtion and/or

Controls Reliance: Controls tested via documentation inspection, procedure
corroborating inquiry appear to be sufficiently reliable to be considered | ing the extent

the underwriting process. RNA selected six homeowners, ercial automobile, 17
commercial multi-peril and two workers’ compensation p ued or renewed during the
examination period, to test whether the policy files adequa% port the Company’s decisions.

Transaction Testing Results: Q

of transaction testing procedures. %
Transaction Testing Procedure: RNA interviewed Company pi% ith responsibility for

Findings: None.

Observations: Based on the r testing, it appears that policy files adequately
supported the Company’s isions. However, RNA’s review of the underwriting
department’s peer reviews_indieated that, in several instances, individual commercial
lines underwriters exceede ir authority limits during the underwriting process. As a
result, the Company.ha ided training to all underwriters emphasizing adherence to

authority limits %
Recommendations: @ mpany should enhance controls and procedures contemporaneous
with the underwri isks, to ensure adherence to authority limits during the underwriting

process. Suc could include, for example, supervisory review of underwriters’ work
prior to the al of new risks; information technology controls which prevent underwriters
from ap oving ‘risks that exceed their underwriting authorities; a risk underwriting assignment
at allows management to assess and monitor adherence to authority limits during
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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) and M.G.L. c. 152, § 7.

Objective: The Standard addresses the timeliness of the Company’s initial coswh the
claimant.

Pursuant to M.G.L. ¢. 176D, 8§ 3(9)(b), unfair claim settlement practi s@de failure to
acknowledge and act reasonably promptly upon communications wit % to claims arising

under insurance policies.
M.G.L. c. 152, § 7 requires the insurer to either commence pay %eekly benefits within 14
days of an insurer’s receipt of an employer’s first report of 4 an initial written claim for
weekly benefits, or to notify the Department of Industrial:Agcidents (“DIA”), the employer, and,
the employee of its refusal to commence payment. ce shall specify the grounds and
factual basis for the refusal to commence payment %}v delivered by certified mail.

ion

Controls Assessment: The following key obs
of Standards V1I-1 through VI1I-13: Q

ere noted in conjunction with the review

= Written Company policies artﬁgc ures govern the claims handling process.

= A majority of claims are r through one of the Company’s agents. Written claim
forms are received via ectronically or through the 800 customer service telephone
number. Compa icy requires that a claim file be established and a claims
representative b d within 24 hours of receipt of a claim.

= Company pol claim handling procedures do not distinguish between claims on
policies ¢ AR or those retained by the Company.

s Com y is to respond to automobile physical damage claims within two business
days’SQ! receiving a loss report, as required by CAR standards. Appraisers are
iSpatched to adjudicate all automobile physical damage claims during that time.

any policy is to complete automobile physical damage appraisals within five days
the date of the appraisal assignment, as required by CAR standards.
The Company’s general policy is to acknowledge claims within 24 hours.

= The Company’s policy is to accept or reject all workers’ compensation claims within 14
days of the claim filing, in compliance with DIA regulatory requirements.

= OB’s claim department performs monthly branch self-audits to review processed claims
for adherence to OB and Company policies and procedures. Further, OB’s home office
claims management conducts quality control audits to evaluate settlement practices, by
reviewing bodily injury settlements, liability claims and material damage claims.

= Claims management periodically reviews open claims to evaluate settlement issues and
ensure appropriate reserves have been established.
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= Company policy is to pay claims upon receiving a proof of a claim..
= Claims management uses exception reports to measure operational effectiveness and
claim processing time.

= The Company periodically surveys claimants to ask about their experience when filing a
claim. The results are compiled and analyzed, and necessary follow-up on specific
comments is performed by claims department management.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining t‘h‘ﬁent

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understa claim
handling processes, and obtained documentation supporting such processes. selected 10
homeowners, 10 commercial automobile, 10 commercial multi-peril a e workers’
compensation claims processed during the examination period, to ev e Company’s

claim was reported to the Company, and noted whether its initial ith the claimant was

compliance with its claim handling policies and procedures. RNA ve% date each selected
timely acknowledged.

Transaction Testing Results:

Findings: None. Q

Observations: The claim transactio§ tested were processed according to the

Company’s policies and procedures, e Company’s initial contact with claimants
was timely. Based upon the resum ting, it appears that the Company’s processes

for making initial contact with s are functioning in accordance with its policies,
procedures, and statutory reqﬂ% S

Recommendations: None. Yy

Standard V1I-2. Tirr@??stigations are conducted.

M.G.L.c. 176D,‘§$@(c).

Objective: TN ndard addresses the timeliness of the Company’s claims investigations.
P h

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

Controls Assessment: 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 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five workers’
compensation claims processed during the examination period, to evaluate the Company’s
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compliance with its claim handling policies and procedures, and to verify that it conducts timely
investigations.

Transaction Testing 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. \A){

Standard VI1I-3. Claims are resolved in a timely manner.

General: M.G.L.c. 176D, 8§ 3(9)(f); M.G.L. c. 175, 8§ 28 and 112. @:
Automobile: M.G.L. c. 175, 8§ 1130 and 191A; 211 CMR 123.0%
Workers’ Compensation: M.G. L.c. 152, 87.

Objective: The Standard addresses the timeliness of the Q@%y’s claim settlements.

Pursuant to M.G.L. c. 176D, § 3(9)(f), unfair c Q\t ement practices include failing to
effectuate prompt, fair and equitable settlemen(% 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 ad'

175, § 28 authorizes the Commissioner t
M.G.L. c. 175, § 112 states that Iiabiﬁ&g ny company under a motor vehicle liability policy, or

ent or payment of legally valid claims, M.G.L. c.
a‘special report of findings to the General Court.

under any other policy insuring.ag liability for loss or damage on account of bodily injury,
death, or damage to propert come absolute whenever the loss or damage for which the
insured is responsible occ the satisfaction by the insured of a final judgment for such loss

or damage shall not be a ition precedent to the right or duty of the company to make payment
on account of said Ios

age.
Automobile Clai Q

M.G.L. 7 1130 states payments to the insured under theft or comprehensive coverage
shall %ﬁde until a claim form has been received from the insured, stating that the repair
wo <% ed in an appraisal made pursuant to regulations promulgated by the automobile
age=appraiser licensing board has been completed. Insurers are required to make such
ments within seven days of receipt of the above claim form. However, direct payments to
insureds without a claim form may be made in accordance with a plan filed and approved by the
Commissioner. Any such plan filed with the Commissioner must meet stated standards for
selecting approved repair shops, vehicle inspection, insurer guarantees of the quality and
workmanship used in making repairs, and prohibitions on discrimination for selection of vehicles
for inspection. 211 CMR 123.00 sets forth procedures for the Commissioner’s approval of, and
minimum requirements for, direct payment and referral repair shop plans.
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M.G.L. c. 175, 8 191A requires insureds to give timely notice of a property damage loss to the
company or its agent. Further, insureds must also report theft to the police, and the Company
must pay such claims within 60 days after a proof of loss is filed. The statute also sets forth a
process for selecting a disinterested appraiser in the event the insured and the company fail to
agree on the amount of loss.

Workers’ Compensation Claims:

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of its receipt of an employer’s first report of injury or an initial written claim for weekly
benefits, or to notify the DIA, the employer, and the employee of its refusal to co nce
payment. The notice shall specify the grounds and factual basis for the refusal mimence
payment, and must be delivered by certified mail.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1. %3

Transaction Testing Procedure: RNA interviewed Company to understand its claim
handling processes, and obtained documentation supportin cesses. RNA selected 10
homeowners, 10 commercial automobile, 10 commereials, multi-peril and five workers’
compensation claims processed during the examinatio , to verify that claim resolutions
were timely.

Transaction Testing Results: % >\«
Findings: None. Q
Observations: Based upon results of testing, it appears that the Company timely

resolves claims in co ce” with Company policies, procedures and statutory
requirements.

Recommendation: None%

Standard VII-Z(\Ve regulated entity responds to claim correspondence in a timely
manner.

M.G.L. , 88 3(9)(b) and 3(9)(e).
Worker mpensation: M.G. L. c. 152, § 7.

Objeetive: The Standard addresses the timeliness of the Company’s response to all claim
correspondence.

Pursuant to M.G.L. c. 176D, 88 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.

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of its receipt of an employer’s first report of injury or an initial written claim for weekly
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benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

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 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five rs’
compensation claims processed during the examination period, to verify ;\ﬁwlaims

correspondence was answered timely.

Transaction Testing Results: Q

Findings: None. %3

Observations: RNA noted that correspondence for % claims was generally
answered timely. Based upon the results of testing, it“appears that the Company timely
responds to claim correspondence, in complia th its policies, procedures and

statutory requirements. Q
Recommendations: None. Q

Standard VI1I-5. Claim files are adquKIy »éumented.

Objective: The Standard addresse adequacy of information maintained in the Company’s
claim records.

Controls Assessment: ;j%

Controls Reliance:#.S -1.

Transaction Festing Procedure: RNA interviewed Company personnel to understand its claim
handling q‘ocebes, and obtained documentation supporting such processes. RNA selected 10

10 commercial automobile, 10 commercial multi-peril and five workers’

home
cog%i claims processed during the examination period, to verify that claim files were

a documented.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that the files for tested claims were adequately documented.
Based upon the results of testing, it appears that the Company’s processes for
documenting claim files are generally functioning in accordance with its policies and
procedures. While not required by law or regulation, the Company has established a
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procedure to compile a list of bad faith claims for internal reporting to the Board of
Directors. RNA noted one claim that was inadvertently excluded from the list of bad
faith claims.

Recommendations: The Company should adopt a new control procedure to ensure that the list of
bad faith claims is complete and accurate. The procedure should include periodic reconciliation
of that list to similar data maintained in the claims department.

Subsequent Actions: The Company states that it has implemented the new control procedure and
that the data is now reconciled monthly.

Standard VI1I-6. Claims are properly handled in accordance with policy @%s and
applicable statutes (including HIPAA), rules and regulations.

M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f); M.G.L. c. 175, §§ 221, 24 % 24F, 111F, 112,
112C and 193K.

Property/Liability: M.G.L. c. 175, 88 96, 97, 97A, 100, 102; M.G. 9, 8§ 3B.
Commercial Automobile: M.G.L. c. 175, §§ 113J and 1130 75.00 and 133.00.
Workers’ Compensation: M.G. L. c. 152,887, 8, 29, 3 A, 35, 36, 36A, and 50.
Objective: The Standard addresses whether appro amounts have been paid to the

appropriate claimant/payee.

Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3 xk respectively, unfair claim settlement practices
include refusal to pay claims without conducting a reasonable investigation based upon all
available information; and unfair trade @ include failure to effectuate prompt, fair and
equitable settlement of claims in whic & has become reasonably clear.

M.G.L. c. 175, § 22l allows compdhies to retain unpaid premium due from claim settlements.
Claim payments must also,_comply with M.G.L. c. 175, § 24D to intercept non-recurring
i M.G.L. c. 175, § 24E, requires the insurer to exchange
information with the Commonwealth not less than 10 business days prior to making payment to a

: public assistance benefits. M.G.L. c¢. 175, § 24F requires
ommonwealth regarding unpaid taxes. Medical reports must be
furnished to injur rsons or their attorney pursuant to M.G.L. c. 175, § 111F. In addition,
M.G.L.c. 17& requires companies to reveal to an injured party making a claim against an
insured, amount of the limits of said insured’s liability coverage upon receiving a request in
writin information.

communlcatlon

N%. 2175, 8 112 states that liability of any company under a motor vehicle liability policy, or
undeg-any other policy insuring against liability for loss or damage on account of bodily injury,
death, or damage to property, shall become absolute whenever the loss or damage for which the
insured is responsible occurs, and the satisfaction by the insured of a final judgment for such loss
or damage shall not be a condition precedent to the right or duty of the company to make payment
on account of said loss or damage.

M.G.L. c. 175, § 193K prohibits discrimination by companies in the reimbursement of proper
expenses paid to certain professions and occupations, such as physicians or chiropractors.
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Property/Liability Claims:

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

M.G.L. c. 175 § 97 requires the Company to pay fire losses to mortgagees of property upon
satisfactory proof of rights and title in accordance with the insurance policy. Further, when a
claim for loss or damage to property exceeds five thousand dollars, M.G.L. ¢. 175 § 97A requires

the Company to ensure that the claimant submits to them a certificate of municipal liens he
collector of taxes of the city or town wherein such property is located. The Com shall pay
to the city or town any amounts shown on the certificate of municipal liens as o ing on the
date of loss. The provisions of M.G.L. ¢. 175 § 97A do not apply to certai r-occupied
dwellings.

M.G.L. c. 139, § 3B prohibits the Company from paying claims co ss or damage to a
building or other structure (defined as “dangerous” pursuant to M.% 43, § 6) in excess of
one thousand dollars, without having given 10 days written not building commissioner
or inspector of buildings appointed pursuant to the state building eede, to the fire department, and
to the board of health, in the city or town where the proper

ocated.

M.G.L. c. 175, § 100 sets forth standards for select&ﬁ%g ree if the parties to a claim fail to
agree on the amount of loss. In addition, M.G.LQlk 102 states the failure of the insured
under a fire policy to render a sworn statement shall not preclude recovery if the insured renders a
sworn statement after receiving a written r r such sworn statement from the Company.
M.G.L. c. 175, § 102 further defines req)i& ts related to such a request for a sworn statement

made by the Company. &

Commercial Automobile Claims:

Medical reports must be fu 0 injured persons or their attorney pursuant to M.G.L. c. 175,
§ 113J. M.G.L. c. 175, prohibits payments by an insurer for theft coverage, until the

insured has received % from the appropriate police authority that a statement has been
properly filed. ~. , companies are required to report the theft or misappropriation of a

motor vehicle t tral organization engaged in motor vehicle loss prevention. 211 CMR
75.00 designate ational Insurance Crime Bureau as the central organization to be used for

this purpaosge.
211 mgs.oo sets forth uniform standards for repair of damaged motor vehicles, but only

a en an insurer pays the costs of repairs. The regulation addresses how damage and
repair costs are determined, requires that like kind repair parts be used, and sets forth methods for
determining vehicle values. It further allows vehicles deemed a total loss to be repaired subject to
certain requirements and limits. Lastly, the regulation requires an insurer to have licensed
appraisers conduct “intensified” appraisals of at least 25% of all damaged vehicles for which the
damage is less than $1,000, and 75% of all damaged vehicles for which the appraised cost of
repair is more than $4,000 for collision, limited collision, and comprehensive claims. The
“intensified” appraisal is to determine if the repairs were made in accordance with the initial
appraisal and any supplemental appraisals.
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Workers’ Compensation Claims:

M.G.L. c. 152, § 7 requires the insurer to either commence payment of weekly benefits within 14
days of an insurer’s receipt of an employer’s first report of injury or an initial written claim for
weekly benefits, or to notify the DIA, the employer, and the employee of its refusal to commence
payment. The notice shall specify the grounds and factual basis for the refusal to commence
payment, and must be delivered by certified mail.

M.G.L. c. 152, § 8 allows an insurer to terminate or modify payments without penalty at any time
within 180 days of commencement of disability, if such change is based on the actual income of
the employee or if it gives the employee and the Department at least seven days written n of
its intent to stop or modify payments and to contest any claim filed. The notice sh ecify the
grounds and factual basis for stopping or modifying payment of benefits a surer’s
intention to contest.

Pursuant to M.G.L. c. 152, § 29, no compensation shall be paid for a
incapacitate the employee from earning full wages for a period of fiv
incapacity extends for a period of 21 days or more, compensation
onset of incapacity. If incapacity extends for a period of at lgast.fi
compensation shall be paid from the sixth day of incapacity. Jefler
paid for any period for which any wages were earned.

y which does not
calendar days. If
aid from the date of

but less than 21 days,
, No compensation shall be

Pursuant to M.G.L. c. 152, § 31, if death resul@ the injury, the insurer shall pay
compensation to dependents of the employee w% wholly dependent upon his or her
earnings for support. M.G.L. c. 152, § 33 requires the-insurer to pay the reasonable expenses of
burial not exceeding $4,000. ‘%

Pursuant to M.G.L. c¢. 152, § 34, whi &%b city is total, during each week of incapacity the
insurer shall pay the injured emplov@% ensation equal to 60 percent of his or her average
weekly wage before the injury, ject to defined limits. The total number of weeks of
compensation due the employe ot exceed 156 weeks. Pursuant to M.G.L. c. 152, § 34A,
when the injury is both and total, the insurer shall pay to the injured employee,
following payment of ation provided in M.G.L. c¢. 152, 8§ 34 and 35, a weekly

compensation equal @ irds of the average weekly wage before the injury, subject to
defined limits. Q

Pursuant to M.G.Ee. 152, § 35, when injury is partial, during each week of incapacity the insurer
shall pay the ed employee a weekly compensation equal to 60 percent of the difference
between‘the.average weekly wage before the injury, and the weekly wage he or she is capable of
earni fer the injury, but not more than 75 percent of what the employee would receive if
eligible.for total incapacity benefits. An insurer may reduce the amount paid to an employee to

the“amount at which the employee’s combined weekly earnings and benefits are equal to two
times the average weekly wage in the Commonwealth at the time of such reduction.

Pursuant to M.G.L. c. 152, § 36, additional sums are designated for specific injuries, provided
that the employee has not died from any cause within 30 days of such injury. M.G.L. c. 152, §
36A states that where any loss is a result of an injury involving brain damage, a lump sum
payment resulting from brain damage shall not exceed an amount equal to the average weekly
wage in the Commonwealth at the date of injury, multiplied by 105. Payments shall not be made
where death occurs within 45 days of the injury.
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Pursuant to M.G.L. c. 152, § 50, if payments are not made within 60 days of being claimed by an
employee, dependent or other party, interest at the rate of 10% per annum of all sums due from
the date of the receipt of the notice of the claim by the DIA, to the date of payment, shall be
required. Whenever such sums include weekly payments, interest shall be computed on each
unpaid weekly payment.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand ﬂ%im
handling processes, and obtained documentation supporting such processes. RN We 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and.«fi orkers’
compensation claims processed during the examination period, to verify that clait re handled
in accordance with applicable policy provisions, and statutory and regulator rements.

Transaction Testing Results: %

Findings: The Company did not give proper notice to t@ ctor of buildings for one
homeowners claim over $5,000 and one commerci ~peril claim over $1,000, in
violation of M.G.L. c. 139, § 3B. The file f e e homeowners claim did not
include a certificate of municipal liens from the ci x collector, in violation of M.G.L.
c. 175 8 97A. The Company’s processes ing claims in accordance with policy
provisions, statutory and regulatory req 'rej%“[s are otherwise functioning in accordance
with its policies and procedures.

Observations: RNA verified n required, the Company responded to written
requests for an insured’s poliey, limits within 30 days, pursuant to M.G.L. c. 175, § 112C.
When required, the Company preperly verified that claim recipients were not subject to

the intercept requirements .G.L. c. 175, 88 24D, 24E and 24F, prior to making the
claim payment.

RNA verified %Company has procedures for providing claimants with a list of
registered r ops, as well as repair shops that qualify as a referral shop, as required

by 211 .00. Further, RNA noted that the Company performs re-inspections of

repair icles following completion of repairs, as required by 211 CMR 123.00.
Recom Ehs: The Company shall establish additional controls to ensure that claims are
paid i yrdance with statutory requirements including M.G.L. c¢. 139, § 3B and M.G.L. c. 175

8 rther, internal audit, together with the claims department, shall review the newly
e ishied controls and periodically test and monitor claims handling policies, procedures and
statutory requirements.

Subsequent Actions: The Company states that it has provided training to adjustors regarding
statutory notice requirements.
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Standard VI1I-7. Regulated entity claim forms are appropriate for the type of product.

M.G.L.c.152,87.

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

claims.

Controls Assessment: See Standard VII-1. é\)
Controls Reliance: See Standard VII-1. Q

Transaction Testing Procedure: RNA interviewed Company personn %derstand its claim
handling processes, and obtained documentation supporting such pr RNA reviewed 10
homeowners, 10 commercial automobile, 10 commercial multi and five workers’

compensation claims processed during the examination period, t hether claim forms were
appropriate for the type of product.

Transaction Testing Results: &
Findings: None. Q

Observations: RNA noted that claim forms for the tested claims were appropriate and
used in accordance with the Cor& olicies and procedures.

Recommendations: None. &

M.G.L. c. 152, § 7 requires the use of specific DIA-developed forms for workers’ com[Kation

Standard VI11-8. Claim %erved in accordance with the regulated entity’s established
procedures.

Objective: The §Fo)addresses the adequacy of information maintained in the Company’s
claim records its reserving practices.

Controlsﬁqs%ent: See Standard VII-1.
Com@ﬁance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five workers’
compensation claims processed during the examination period, to note whether claim reserves
were evaluated, established and adjusted in a reasonably timely manner.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that reserves for the tested claims were evaluated, established
and adjusted according to the Company’s policies and procedures. Based upon the
results of testing, it appears that the Company’s processes for evaluating, establishing and
adjusting claim reserves are functioning in accordance with its policies and procedures,
and are reasonably timely.

Recommendations: None.

Standard VI1-9. Denied and closed without payment claims are handled in accm@ith

policy provisions and state law.
M.G.L. c. 176D, 88 3(9)(d), 3(9)(h) and 3(9)(n). Q%

Workers’ Compensation: M.G.L. c. 152, § 8, 29, 34, 34A, 35, 36A.

Objective: The Standard addresses the Company’s decision-making entation of denied
and closed-without-payment claims.

Pursuant to M.G.L. c. 176D, § 3(9)(d), unfair claims settle gtices include refusal to pay
claims without conducting a reasonable investigation pon all available information.
Pursuant to M.G.L. c. 176D, § 3(9)(h), unfair claims t practices include attempting to
settle a claim for an amount less than a reasonabl ould have believed he or she was
entitled to receive. M.G.L. c. 176D, 8§ 3(9)(n) considers failure to provide a reasonable and
prompt explanation of the basis for denial of a claim anunfair claims settlement practice.

Workers’ Compensation Claims: ,\Q

M.G.L. c. 152, 8 8 allows an insurer nate or modify payments at any time within 180 days
of commencement of disability %&penalty, if such change is based on the actual income of
the employee, or if it gives the employee and the Department at least seven days written notice of
its intent to stop or modify.pa s and to contest any claim filed. The notice shall specify the
grounds and factual b topping or modifying payment of benefits, and the insurer’s
intention to contest.

Pursuant to M .%152, 8 29, no compensation shall be paid for any injury which does not
incapacitate ployee from earning full wages for a period of five or more calendar days. If
incapacity-extengs for a period of 21 days or more, compensation shall be paid from the date of
apacity. If incapacity extends for a period of at least five but less than 21 days,
shall be paid from the sixth day of incapacity. Generally, no compensation shall be
any period for which any wages were earned.

Pursuant to M.G.L. c. 152, § 34, while incapacity is total, during each week of incapacity the
insurer shall pay the injured employee compensation equal to 60 percent of his or her average
weekly wage before the injury, but not more than the maximum weekly compensation rate, unless
the average weekly wage of the employee is less than the minimum weekly compensation rate, in
which case said weekly compensation shall be equal to his average weekly wage. The total
number of weeks of compensation due the employee shall not exceed 156 weeks. Pursuant to
M.G.L. c. 152, § 34A, when the injury is both permanent and total, the insurer shall pay to the
injured employee, following payment of compensation provided in 88 34 and 35, a weekly
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compensation equal to two-thirds of the average weekly wage before the injury, but not more than
the maximum weekly compensation rate nor less than the minimum weekly compensation rate.

Pursuant to M.G.L. c. 152, 8§ 35, when injury is partial, during each week of incapacity the insurer
shall pay the injured employee a weekly compensation equal to 60 percent of the difference
between the average weekly wage before the injury and the weekly wage he or she is capable of
earning after the injury, but not more than 75 percent of what the employee would receive if
eligible for total incapacity benefits. An insurer may reduce the amount paid to an employee to
the amount at which the employee’s combined weekly earnings and benefits are equal to two
times the average weekly wage in the Commonwealth at the time of such reduction.

M.G.L. c. 152, 8 36A states that where any loss is a result of an injury involving brain:damage, a
lump sum payment resulting from brain damage shall not exceed an amount equ g’average
weekly wage in the Commonwealth at the date of injury, multiplied by 105. Payments shall not
be made where death occurs within 45 days of the injury.

Controls Assessment: See Standard VII-1. @3

Controls Reliance: See Standard VII-1. 0

Transaction Testing Procedure: RNA interviewed Com ersonnel to understand its claim
handling processes, and obtained documentation supporti processes. RNA selected four
homeowners, four commercial automobile, four rcial multi-peril and one workers’
compensation claim denied or closed without pay ng the examination period for testing.

RNA reviewed the claim correspondence and- investigative reports, and noted whether the
Company handled the claims timely and pr0fe ore closing them.

Transaction Testing Results:

Findings: None.

Observations: The y could not locate the file for one homeowners claim filed in
1997 and close . RNA otherwise noted that the files for the denied or closed
without payrrmiI ims tested appeared complete, including correspondence and other
documentati rther, the Company’s conclusions appeared reasonable. Based upon
the resu sting, it appears that the Company’s processes do not unreasonably deny
ord ent of claims.

Recomn’%{wns: The Company should implement new control procedures to ensure that all

clairr@ ntation can be located and easily tracked.
o

uent Action: The Company states that it has revised its record retention process to ensure
that claim documentation is available as necessary.

Standard VII-10. Cancelled benefit checks and drafts reflect appropriate claim handling
practices.

Objective: The Standard addresses the Company’s procedures for issuing claim checks as they
relate to appropriate claim handling practices.
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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 reviewed 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five workers’
compensation claims processed during the examination period, to note whether claim éwent
ility

practices were appropriate, and whether there were inappropriate releases of Company li

Findings: None.

Transaction Testing Results: é\)

Observations: RNA noted that each claim selected for testing
to the Company’s policies and procedures, and that claim paysent
adequate.  RNA noted no instances where claim ]
inappropriate. Based upon the results of testing, it appea
for issuing claim payment checks are appropriate al
policies and procedures.

Recommendations: None. @

ecorded according
documentation was
practices appeared
at-the Company’s processes
etioning in accordance with its

Standard VII-11. Claim handling practi 0 not compel claimants to institute litigation,
in cases of clear liability and covera cover amounts due under policies by offering
substantially less than is due under cy.

M.G.L. c. 176D, 88 3(9)(g) and:3( MG L.c. 175, § 28.

Objective: The Stand ses whether the Company’s claim handling practices force

e policy contract provides.

substantially less th Q
Pursuant to M% 76D, 88 3(9)(g) and 3(9)(h), unfair claims settlement practices include (a)

compelling to initiate litigation to recover amounts due under an insurance policy by
offering %E&; ally less than the amounts ultimately recovered in actions brought by such

claimants to (a) mm‘ ion for the claim payment, or (b) accept a settlement that is
Mh the

b) attempting to settle a claim for less than the amount to which a reasonable
d have believed he or she was entitled by reference to written or printed advertising
ial"accompanying or made part of an application. Moreover, if an insurer makes a practice
uly engaging in litigation, or of unreasonably and unfairly delaying the adjustment or
payment of legally valid claims, M.G. L. c. 175, § 28 authorizes the Commissioner to make a
special report of findings to the General Court.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five workers’
compensation claims processed during the examination period, to note whether claim reserves
were evaluated, established and adjusted in a reasonably timely manner. When applicable, RNA
verified the date the claims were reported, reviewed correspondence and investigative reports,
and noted the whether the Company handled the claims timely and properly.

Transaction Testing Results:

Findings: None. A{
Observations: Except as noted below, documentation for the selected U%Mlving

litigation appeared complete, including correspondence and other doc jon, and the
Company’s conclusions appeared reasonable. Based upon the,re of testing, it

appears that the Company’s processes do not unreasonably %claims or compel
claimants to initiate litigation.

%he initial offers to settle

le documentation regarding
the initial planned offer, and to the settlement autherity, granted at the time of the initial
offer and the final settlement value of the clai %@e Company stated that the initial
offers were made as part of a “strategy” t@ﬁ%n a fair final settlement. While the
claimant’s attorney and the Company rea a final settlement, and the final settlement

appeared reasonable, claim documentation inconsistent, and it was unclear that the
initial offers were fair and reasonab

However, RNA noted one commercial automobile clai
appeared low when compared to the claim reserve, t

Recommendations: The Company s rce to claims adjustors its policy that all claim
settlement offers be fair and reason rther, file documentation of claim settlement offers,
particularly in relation to the cla eserve, the settlement strategy and settlement authority,
should fully support that each is fair and reasonable.  Finally, internal audit shall test
compliance with this pO“C):( a edure as part of ongoing claims audit procedures.

Subsequent Actions: ompany states that it has provided training to adjustors on
documentation of;% t evaluations and claim offers.

Standard.VI11-12. Regulated entity uses the reservation of rights and excess of loss letters,
when iate.

: The Standard addresses the Company’s usage of reservation of rights letters and its
procedures for notifying an insured when the amount of loss will exceed policy limits.

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 10
homeowners, 10 commercial automobile, 10 commercial multi-peril and five workers’

79




compensation 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 reported according to the
Company’s policies and procedures, and noted no instances where a reservation of rights
or excess loss letter was used inappropriately. Based upon the results of testing, it
appears that the Company’s processes for utilizing reservation of rights and exc SS

letters are functioning in accordance with its policies and procedures.
Recommendations: None. Q%

Standard VI11-13. Deductible reimbursement to insureds upo Wation recovery is
made in a timely and accurate manner. &\

Objective: The Standard addresses the Company’s timely re@eductibles from subrogation
proceeds.

Controls Assessment: See Standard VII-1. QQ i

Controls Reliance: See Standard VII-1.

handling processes, and obtained do on supporting such processes. RNA reviewed 10

Transaction Testing Procedure: RNA 1%, d Company personnel to understand its claims
homeowners, 10 commercial aiito ile, 10 commercial multi-peril and five workers’

compensation claims processe ing the examination period, to note whether subrogation
recoveries were reasonably time

Transaction Testing Resu%

Findings:No

accurate.

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

Recommendations: None.

80




Standard VI11-14. Loss statistical coding is complete and accurate.

M.G.L. c. 175A, § 15(a); 211 CMR 15.00 and 211 CMR 115.00.

Objective: The Standard 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 Commissigner and
the rating system on file with the Commissioner, and the Commissioner may designate a rating
agency or agencies to assist her in the compilation of such data. In accordance % &LFQCMR

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

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. 15(a). 211
CMR 115.00 requires insurers to report workers’ compensation losses and ipe for statistical

purposes. %
Controls Assessment: The following key observations were noted ir% ction with the review
of this Standard:

= Company policy is to timely report complete a e loss data to appropriate rating
bureaus.

= Company policy is to timely report co e“and accurate loss data in the required
formats to appropriate rating bureaus sdch assthe AIB, CAR, ISO or the WCRIB. The
data includes loss experience by li usiness, type of loss, dollar amount, claim

counts, accident dates, territory, tQ
s The Company monthly repo:}é‘ rcial automobile loss data to CAR in the required
format.

s The Company reconcil u@wing quarterly and annual loss data with data submitted to
CAR.
t

= The Company
automobile. |

rts~,quarterly loss data to ISO for all lines except commercial
rovides the workers’ compensation data to the WCRIB.

= The Com rts workers’ compensation loss data to the WCRIB 20 months after
policy effective dates.

s The A€o y has a process for correcting data coding errors and making subsequent
changes;.as needed.

. CRIB conducts an audit every three years of the Company’s compliance with
ers’ compensation statistical reporting requirements, including those related to

aims.
% The Company is subject to periodic audits by CAR for compliance with statutes and CAR

Rules, including statistical coding requirements related to claims.

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 to understand its loss
statistical reporting processes, and obtained documentation supporting such processes. RNA
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reviewed the latest CAR audit reports on the Company’s compliance with CAR statistical coding
requirements. Finally, RNA reviewed the most recently completed triennial audit of the
Company’s compliance with the WCRIB statistical coding requirements.

Transaction Testing Results:

Findings: None.

Observations: The WCRIB audit dated August 10, 2006 indicated that the Company
uses proper workers’ compensation statistical data related to claims. RNA’s review of

property claims indicated three coding errors, where coverage was improperly co 31
(homeowners property) instead of coded 312 (commercial property). T ompany
states that these coding errors do not impact statistical data reporting to nancial

reporting, and only impact internal Company reporting.

Further, numerous errors were noted in the 2005 CAR audit of the Company’s
2003 activity, and the 2007 CAR audit report of its 2005 activity: € common errors
were reported in both years. The Company states that it m% ges to its automobile
loss statistical reporting methodology due to the issue ified during 2003, which

me of the results of such
in the 2007 CAR audit report.

were reflected in the 2005 CAR audit report; ho
changes were not yet evident in 2005, as docu
I errors related to loss type and

Some of the errors noted included vehicle loss-st
accident location, and some errors related to“policies. The Company has identified the
b

root causes of the statistical errors, and Q eveloping computer logic changes to

correct these errors. %
Recommendations: The Company shall ti@ mplete the development of the computer logic
changes to correct statistical errors %g e CAR audit reports. Further, the Company’s
internal audit function, together with the buSiness information services department, shall review
statistical reporting to ensure that they are effectively

and evaluate the controls over co
designed and properly implemented.: Lastly, the Company shall periodically update the Division,
as requested, on progress of itnplementation efforts and on the results of the audits.

Q
S
@}
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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 marketing and sales, producer
licensing, policyholder service, underwriting and rating and claims.
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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 arket

Regulation Handbook.  This participation consisted of involvement planning
(development, supervision and review of agreed-upon procedures) a@stration and
preparation of the comprehensive examination report. In addition to the igned, Dorothy K.
Raymond of the Division’s Market Conduct Section participated in t ination and in the
preparation of the report.

The cooperation and assistance of the officers and employ @e 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

Commonwealth of Massachusetts &

Division of Insurance
Boston, Massachusetts Yy

&
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