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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (“the Division™) conducted a comprehensive market
conduct examination of Plymouth Rock Assurance Corporation (“the Company”) for the year
January 1, 2003 to December 31, 2003. 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 procedures.

EXAMINATION APPROACH Ew

A tailored audit approach was developed to perform the examination of the @ny using the
guidance and standards of the NAIC Market Conduct Examiner’s HandbooK, (“the Handbook™) the
market conduct examination standards of the Division, and the Commanwe of Massachusetts
insurance laws, regulations and bulletins. All procedures were perfgrme der the management
and control and general supervision of the market conduct examination staff of the Division. The
following describes the procedures performed and the findings ‘/orkplan steps thereon.

The basic business areas that were reviewed in under this examination were:
I.  Company Operations/Management Q@'
Il.  Complaint Handling
1. Marketing and Sales Q
IV. Producer Licensing %
V. Policyholder Service 0

V1. Underwriting and Rating (&)(\

VII. Claims
In addition to the processes’ edures’ guidance in the Handbook, the examination included
an assessment of the C ny:s internal control environment. While the Handbook approach
detects individual inci deficiencies through transaction testing, the internal control

assessment provide
their business a
regulations an

erstanding of the key controls that Company management uses to run
eet key business objectives, including complying with applicable laws,
IS related to market conduct activities.

The con 0ls ass sment process is comprised of three significant steps: (a) identifying controls; (b)
deterprining, T the control has been reasonably designed to accomplish its intended purpose in
iti sk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
ctioning as intended (i.e., the actual testing of the controls). For areas in which controls reliance
was established, sample sizes for transaction testing were accordingly adjusted. The form of this
report is “Report by Test,” as described in Chapter VI A. of the Handbook.




EXECUTIVE SUMMARY

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

The Division considers a substantive issue as one in which corrective action on part of the
Company is deemed advisable, or one in which a “finding,” or violation of Massachusetts insurance
laws, regulations or bulletins was found to have occurred. It also is recommended &y\pany
management evaluate any substantive issues or “findings” for applicability to potﬁ%c urrence
in other jurisdictions. When applicable, corrective action should be taken for al ictions and a
report of any such corrective action(s) taken should be provided to the Divisian.

The following is a summary of all substantive issues found, along )%\ed recommendations
and, if applicable, subsequent Company actions made, as part of t ensive market conduct
examination of the Company.

All Massachusetts laws, regulations and bulletins cit iS report may be viewed on the
Division’s website at www.state.ma.us/doi.

V. PRODUCER LICENSING

STANDARDS 1V-1 AND V-2 ( PA&@«ND 22)

Findings: None.

Observations: Bas results of our testing new and renewal business written, RNA
noted that sever thesCompany’s appointed agents were not listed on the Division’s list
of the Compa ointed agents. A list of such agents was provided to the Division for
their revie re that such agents were licensed at the time of sale. Based upon our

testing, noted no violations of M.G.L. c. 175, 88 1621 and 162S as all sales were
prod roperly licensed agents. RNA also noted the Company does not perform
crimi ckground checks or require E&O insurance coverage as part of its agent

tracting and appointment procedures.

reconcile its agent licensing and appointment records with the Division’s records as of a
date certain and modify its appointment procedures, as necessary, to ensure accurate and
timely maintenance of its licensing and appointment records in accordance with M.G.L. c.
175, 88162l and 162S.

@commendaﬁons: RNA recommends that the Company work with the Division to

Additionally, RNA recommends that the Company begin conducting criminal background
checks on producers prior to contracting with them and appointing them as agent to
facilitate compliance with 18 U.S.C. § 1033 and Division of Insurance Bulletin 98-11.
Additionally, the Company should consider requiring that its agents maintain E&O
coverage to mitigate risks to the Company resulting from an agent’s actions.



VI.

<§

STANDARD V-3 (PAGE 23)

Findings: The results of our testing showed that the Company was not notifying the
Division when agents are terminated. As a result of this examination, the Company has
begun to notify the Division when agents are terminated. See also Standard 1V-5
concerning failure to report cause of terminations when termination is “for cause.”

Observations: None. %

Recommendation: RNA recommends that the Company work with th Won to
reconcile its terminated agent records with the Division’s records as of adi,; inand to

continue to communicate to the Division a record of all terminated ag s’required by
law.

STANDARD 1V-5 (PAGE 24) §)

Findings: Based on the testing noted above, the C ny’s internal records adequately
document reasons for agent terminations. Non erminations that RNA tested was for
H

cause as defined in M.G.L. c. 175, § 162R. ever, the Company’s policy does not
require notification to the Division of the re r.termination when the termination is for

cause.
Observations: None. é

Recommendations: RNA recommends that the Company adopt a policy and procedures to
notify the Division of the reason.for termination when the termination is for cause, as
required by law. &»

UNDERWRITI TING

STANDAR& (PAGE 38)
Findi&: one.
N,

@bservations: Based on the results of our testing of 75 new and renewal private passenger
o0 policies, it appears that policy files adequately supported decisions made. For one new
policy sold in 2003, no application could be located for review.

Recommendations: The Company should ensure that all required documentation is
presented to the Company by the agent before the business is processed and that the
Company and/or the agent retain proper documentation to support the business generated.




STANDARD VI1-27 (PAGE 46)

Findings: None.

Observations: : Based on the results of our testing of 75 new and renewal auto policies, it
appears that the Company uses proper coding procedures. With regard to the CAR audits of
statistical reporting, premium statistical errors noted in the CAR audit were caused by three
system problems, which had no effect on the rating of policies. The Company modified its
systems in May 2004 to address two of the systems problems. The Company is ring

ways to address the third statistical reporting problem. \)
atistical

coding errors noted in the CAR audits and provide the Division a with the

corrective action to be taken to address these concerns. q

Recommendations: RNA recommends that the Company address unreso tati
s



COMPANY BACKGROUND

The Company is headquartered in Boston, and is a subsidiary of the Plymouth Rock Group. The
Company offers private passenger auto coverage and commercial auto coverage primarily in
Massachusetts and, to a lesser extent, in Connecticut. The Company’s statutory surplus as of
December 31, 2003 is $77.1 million, with statutory admitted assets of $309.7 million. For 2003,
premium earned was $147.5 million, and net income was $14.1 million. The Company’s A.M.
Best rating is A- (Excellent) as of December 30, 2003.

The Company contracts with approximately 165 Massachusetts independent agencies. In%on,
the Company has approximately 35 Exclusive Representative Producers (“ERP”) assigfied to

Commonwealth Automobile Reinsurers (“CAR”). These ERPs write exclusively for
primarily in urban areas and can not be terminated. The agency force has been@

growth approximately 5% annually.

The examination was conducted concurrently with examinations of two ny affiliates, Pilgrim
Insurance Company and Bunker Hill Insurance Company as certain s , processes and controls
are common to operations of one or more of these affiliated compani

The private passenger auto market in Massachusetts is a h% ulated one characterized by
mandatory coverage minimums, uniform rates set by th isien, a requirement for carriers to
accept all risks and uniform coverages. Rate deviations. are.allowed via discounts to affinity groups
as approved by the Division. _Further, individual ris etermined by the carriers can be ceded to
CAR. All licensed auto carriers are also requir d@;rtlcipate in the CAR reinsurance facility.
Each licensed auto carrier is allocated a share of the, CAR pooled operating results and accumulated
deficit in proportion to each carrier’s marke in the voluntary market.

The commercial auto market includes the. ifivoluntary and voluntary markets. The involuntary
commercial auto market is similar to thesprivate passenger auto market and covers some, but not
all, classes of commercial cover e%u;h remaining classes are part of the voluntary market where
rates and forms are approved on an.individual carrier basis by the Division.

The key objectives of
following areas.

ination were determined by the Division with emphasis on the



l. 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 company has an up-to-date, valid internal, or external, audit program.

Objective: This Standard is concerned with whether there is an audit program funéﬂ;»t)vat
provides meaningful information to management.
Controls Assessment: The following key observations were noted in conjunction-wi %e review of
this Standard:
= The Company has an internal audit function and is also audited@by an independent
a

accounting firm.

= The Company responds to internal and external audit reco %
and implement procedures. Q

= The Company has adopted edit and audit procedures r%re\ and check data submitted to
the Company's statistical agent, CAR. Participatiah in GAR is mandatory for all insurers

ons to correct, modify

writing private passenger automobile insurance.in chusetts.

s The Company also submits data to Autom rers Bureau (“AIB”). AIB is a rating
bureau that represents the insurance industryin rate hearings before the Commissioner of
Insurance. %

corroborating inquiry appear to be su reliable to be considered in determining the extent of

Controls Reliance: Controls tested vi % entation inspection, procedure observation and/or
ﬁiggnt
transaction testing procedures.

Transaction Testing Procedm@&ue to the nature of this Standard, no transaction testing was
performed.

Transaction Testinq’R@: Not applicable.

Recommendations: ne.

Standard. 1-2. The company has appropriate controls, safeguards and procedures for
p@ﬁ the integrity of computer information.

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

* * * * *



Standard 1-3. The company has an anti-fraud plan in place.

Objective: This Standard is concerned with whether the Company has an anti-fraud plan that is
adequate, up-to-date and in compliance with applicable statutes and is implemented appropriately.

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

»  The Company has a written anti-fraud plan.
m  The Company has a Special Investigative Unit (“SIU”) dedicated to the preven nd

handling of fraudulent activities.

= The SIU function does not make a distinction between claims ich the
insured’s policy is ceded to CAR or retained by the Compa imilarly, no
distinction is made between claims on business produced b% ry agents or
ERPs.

s The Company adheres to SIU standards established by CAR. icipation in CAR is
mandatory for all insurers writing private passe automobile insurance in
Massachusetts. I@

= The SIU holds periodic meetings with representatives<from various departments at the

Company including those in claims, internalﬁ ==underwriting, sales and customer
service.

= Potential fraud activity is tracked by the SI% investigated with the assistance of other
departments as necessary. Such activity i%epo d to the regulators as necessary.

Controls Reliance: Controls tested via ation inspection, procedure observation and/or
corroborating inquiry appear to be suffi i

iable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Proced@o the nature of this Standard, no transaction testing was

performed.

Transaction Testing R % ot applicable.
Recommendatio%%ne.
* * * * *

\Standa& !&4 The company has a valid disaster recovery plan.

performed. All required activity for this Standard was included in the scope of the
stattitory financial examination of the Company.

* * * * *

Standard I-5. The company is adequately monitoring the Managing General Agents (MGA). \

No work performed. Company does not utilize MGAs; therefore this standard is not applicable to

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

No work performed. The Company does not utilize MGAs; therefore this standard is not applicable

to this examination.
* * * * *

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

Objective: This Standard is concerned with the organization, legibility and stru Mes, as
well as determining if the Company is in compliance with record retention reguirements. The
objective of this Standard was included for review in each Standard where such r procedure
for the retention of records exists or should exist.

Controls Assessment: The Company’s home office record retention polic re described for each

Standard, as applicable. In addition, Company policy requires t oducers keep complete

records and accounts of all insurance transactions. T&( any’s standard producer
¢

contract requires insurance records and accounts be urrent and identifiable. The
Company’s standard producer contract also maintai Company’s right to examine
producers’ accounts and records of all insurance transactions for as long as the Company
deems reasonable including a reasonable after th fnation of a producer contract.

Controls Reliance: Controls tested via do ﬁ%‘ion inspection, procedure observation and/or
corroborating inquiry appear to be suffici n@l le to be considered in determining the extent of

transaction testing procedures. (g
Transaction Testing Procedure: Rw formed various procedures throughout this examination
A

which related to review of docu n and record retention.

Transaction Testing Res Sueh testing results are noted in the various examination areas.

Recommendations@
\E * * * * *

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

MGk, c/175, §§ 32 and 47.

Objective: This Standard is concerned with whether the lines being written by a Company are in
accordance with the authorized lines of business. Pursuant to M.G.L. c. 175, § 32, domestic
insurers must obtain a certificate authorizing it to issue policies or contracts. Additionally, M.G.L.
c. 175, 8 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.

11




Transaction Testing Procedure: RNA reviewed the Certificate of Authority for the Company 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.

4
S

Recommendations: None.

Standard 1-9. The company cooperates on a timely basis with e i performing the
examinations. M.G.L. c. 175, § 4.

Obijective: This Standard is concerned with the Company’s coo ' during the course of the
exam. M.G.L. c. 175, § 4 sets forth the Commissioner’s ath o conduct examinations of an
insurer.

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

Controls Reliance: Not applicable.

Transaction Testing Procedure: The s level of cooperation and responsiveness to

examiner requests was assessed throu& examination.

Transaction Testing Results: ?»
Findings: None. @
Observations: tompany’s level of cooperation and responsiveness to examiner
requests was ood.

Recommendations:“None.

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

Obijective: This Standard is concerned with the Company’s policies and procedures to ensure it
maintains privacy of consumer information.

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

= Company policy allows for the sharing customer and personal information with affiliates.

12




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

= Company policy requires a consumer privacy notice be provided to policyholders when a
policy is delivered. Annual disclosure notices also are provided to policyholders.

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

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

Controls Reliance: Controls tested via documentation inspection, procedure observation gndlor

Transaction Testing Procedure: RNA interviewed Company personnel wit sibility for
policyholder services and reviewed its privacy notice adopted in June 2001.

Transaction Testing Results: @

Findings: None.

Observations: Based upon our review of the Com privacy notice, it appears that the
Company’s privacy policy minimizes any impro on into the privacy of applicants
and policyholders, and is disclosed to policyhelde accordance with their policies and

procedures.

Recommendations: None. %
*\Q * * %

Standard I-11. The company ha veMed and implemented written policies, standards and
procedures for the managemenit,oftinstrance information.

The objective of this St was included for review in each Standard where such policy or
procedure for the man of insurance information exists or should exist.

<&
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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 I1-1. All complaints or grievances are recorded in the required format on the
company complaint register. M.G.L. c. 176D, § 3(10). d

Objective: This Standard addresses whether the Company formally tracks complai

as required by statute. Pursuant to M.G.L. c. 176D, 8§ 3(10), an insurer is reqt

complete record of all complaints received. The record must indicat%O
ai

or‘grievances
t0’ maintain a
al number of
f each complaint,

complaints, the classification of each complaint by line of insurance, the
the disposition of each complaint and the time it took to process each

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

= Written policies and procedures govern the comp ing process.

= All complaints are recorded in a consistent format in;the complaint log.

= The Company’s definition of complaint is simifar to the statutory requirement.

= The complaint handling process appe nction in accordance with written policies and
procedures.

requirements.

= Company personnel regularly& complaint log to ensure compliance with statutory
The Massachusetts complaint da %3 is as follows:

MA Complaints | Total
Claims 18
0 Underwriting 7
Q Administrative 7
Total 32
‘% _MA Complaint Resolution | Justified | Not Justified | Total
0 Claims 1 17 18
Underwriting 1 6 7
Administrative 3 4 7
Total 5 27 32

The determination of whether a complaint was “Justified” or “Not Justified” was made by the
Company’s compliance staff.

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.

14




Transaction Testing Procedure: RNA reviewed 15 of the 32 Massachusetts complaint files from
2003 to evaluate compliance with M.G.L. c. 176D, § 3(10). For the 15 complaints, RNA reviewed
the complaint files noting the response date and the documentation supporting the resolution of the
complaint. Also, RNA compared the Company’s complaint register to the Division’s complaint
records to ensure that the Company’s records were complete.

Transaction Testing Results:

Findings: None. 4
Observations: For the 15 complaints tested, RNA noted that the Compa Sg?ars to
maintain complaint handling procedures and a complete listing o laints in

accordance with M.G.L. c. 176D, § 3(10).

Recommendations: None.
* * * * * ’%

Standard 11-2. The company has adequate complaint han ‘p’focedures in place and
communicates such procedures to policyholders. M.G.L. c: 3(10).

%Y has documented procedures for

3(10), (b) the procedures in place are
s received as well as conducting root cause
or distribution of and obtaining and recording
response within the time frame required by state
umber and address for consumer inquiries.

Objective: This Standard addresses whether (a) the
complaint handling as required by M.G.L. c. 176
sufficient to require satisfactory handling of comp
analyses of complaints, (c) there is a method

response to complaints that is sufficient to allow
law, and (d) the Company provides a teleph %

Controls Assessment: Refer to Standard H-1:

Controls Reliance: Controls te daia documentation inspection, procedure observation and/or
corroborating inquiry appear t fficiently reliable to be considered in determining the extent of
transaction testing proced@,

Transaction Testi ure: RNA reviewed 15 of the 32 Massachusetts complaint files from
2003 to evaluat tandard. Also, RNA interviewed management and staff responsible for
complaint h d examined evidence of the Company’s processes and controls. In addition,

to determine er or not the Company provides contact information for consumer inquiries, a
samplin@ms and billing notices sent to policyholders were reviewed for compliance.

T n Testing Results:

Findings: None.

Observations: The Company appears to have adequate complaint procedures in place and
communicates such procedures to policyholders.

Recommendations: None.

15




Standard 11-3. The company should take 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.

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

= Written policies and procedures govern the complaint handling process. \)

= All complaints are recorded in a consistent format in the complaint log.

= The Company’s definition of complaint is similar to the statutory require.

= The complaint handling process appears to function in accordance-wi ritten policies and
procedures.
= Company personnel regularly review the complaint log to mpliance with statutory

requirements.

= Company policy requires that any complaint responé‘&addresses the issues raised.

Controls Reliance: Controls tested via document inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently rella 0 be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA r . 5 of the 32 Massachusetts complaint files from
2003 to evaluate this Standard. x

Transaction Testing Results:

Findings: None. @

Observationszg e 15 complaints tested, documentation appeared to be complete
d

including ence, original documentation and the Company’s complaint summary.
In additi icyholders with similar fact patterns appeared to be treated consistently and
reasopa

Recomﬁq%;igns: None.

Standard 11-4. The time frame within which the company responds to complaints is in
accordance with applicable statutes, rules and regulations.

Objective: This Standard is concerned with the time required for the Company to process each
complaint. Massachusetts does not have a specific time standard in the statutes or regulations.
However, the Division has established a practice of allowing 14 calendar days from the date that
the notice of complaint is sent to the insurer by the Division for the insurer to respond to the

16




Division. For complaints received by the Company directly, the Company policy is to diligently
respond to the complaint as soon as possible.

Controls Assessment: Refer to Standard I1-1.

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

Transaction Testing Procedure: RNA reviewed 15 of the 32 Massachusetts complain (ﬂ&om
2003 to evaluate timely response.
Transaction Testing Results: 0%

Findings: None. %

Observations: For the 15 complaints tested, resolution app be reasonably timely
and within the 14 calendar day period directed by the Divi@

Recommendations: None. QQ
* * * Q

™
0@\
S
@%\
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I, 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.

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

Standard I11-1. All advertising and sales materials are in compliance with applicableﬁ:tes,

Obijective: This Standard is concerned with whether the Company maintains a sys eXgéontrol
over the content, form and method of dissemination for all advertisements of its u > Pursuant
S0

to M.G.L. c. 176D, 83, it is deemed an unfair method of competition to mis
advertise insurance policies, or the benefits, terms, conditions and adva%
ifica

esent or falsely
said policies.
n Internet website
te of authority and

Pursuant to Division of Insurance Bulletin 2001-02, an insurer who mainta
must disclose on that website the name of the company appearing on rti
the address of its principal office.

Controls Assessment: The following key observations were n in=eonjunction with the review of

this Standard:
m All advertising and sales materials produced by:th pany are reviewed by management
for approval and compliance with statutory % tory requirements prior to use.
t

s The Company’s policy is that the Si iscloses the Company’s name and the
Company’s address.

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

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

Transaction Testing Procedure. reviewed all advertising and sales materials for compliance
with statutory and regu y\;e uirements. RNA also reviewed the Company’s website for
appropriate disclosure ame and address and consistency with statutory and regulatory
requirements. 6

Transaction T ults:

omply with Massachusetts M.G.L. ¢. 176D, § 3. The Company’s website disclosure
complies with the requirements of Division of Insurance Bulletin 2001-02.

%LX None.
Q( ?; ervations: The results of our testing showed that advertising and sales materials

Recommendations: None.
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Standard I11-2. Company internal producer training materials are in compliance with
applicable statutes, rules and regulations.

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

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

= The Company has developed a general information brochure and an agent training manual
focusing on its agents’ web application which allows the agent to complete p data
entry when the application is taken.

= Periodic training guidance and information is posted on the agents’ Websim@%ut the

year noting changes in policies, practices and procedures. 0

Controls Reliance: Controls tested via documentation inspection, pro bservation and/or
corroborating inquiry appear to be sufficiently reliable to be considere termining the extent of
transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the general i on brochure, agent training
manual and the web guidance to agents for accuracy and re eness.

Transaction Testing Results: Q

Findings: None. %
Observations: The Company’s q:% ormation brochure, agent training manual and
Ed O0e

Recommendations: None. Yy

Standard 111-3. Con

% ecommunications to producers are in compliance with applicable
statutes, rules ands«reguila

ons.

Objective: dard is concerned with whether the written and electronic communication
between the any and its producers is in accordance with applicable statutes, rules and
regulatioélk

C stessment: Periodically the Company communicates information to agents on its secure
website noting changes in policies, practices and procedures.

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

Transaction Testing Procedure: RNA reviewed the Company’s communications to agents on its
website for accuracy and reasonableness.
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Transaction Testing Results:

Findings: None.

Observations: The Company’s communications to agents on its website appear to be
accurate and reasonable.

Recommendations: None.

Standard I11-4. Company mass marketing of property and casualty insu nce 18 in
compliance with applicable statutes, rules and regulations. . M.G.L. c. 175, § 193?&)

Obijective: This Standard is concerned with whether the Company’s mass mark ;forts are in

compliance with applicable statutes, rules and regulations. Pursuant to M.G. § 193R, mass
merchandising or group marketing is any system, design or plan motor vehicle or
homeowner insurance is afforded to employees of an employer, or rs of a trade union,

association, or organization and to which the employer, trade unio ion or organization has
agreed to or in any way affiliated itself with, assisted, encouraged rticipated in the sale of such
insurance to its employees or members through a payroll dedu or otherwise.

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

m  Written underwriting guidelines are %d to reasonably assure consistency in
application of premium discounts and rges

s The Company provides a premlu iscount of 2-15% to members of various affinity
groups. The Company is requi 4\ ovide the same discount to each member of the
affinity group. (g(

= Premium discounts availab affinity groups are filed with and approved by the Division.

Controls Reliance: Controls te
corroborating inquiry app dar
transaction testing procedue

sted V|a documentation inspection, procedure observation and/or
e sufficiently reliable to be considered in determining the extent of

Transaction Testihg Rrocedure: RNA interviewed Company personnel with responsibility for the
marketing a riting processes. RNA selected 75 new and renewal private passenger auto
policies ff(]r th riod January 1, 2003 through December 31, 2003 for testing of premium

discoun ing those to affinity groups. For each of the policies, RNA verified that the affinity
grou t was properly applied and that the group discount was approved by the Division.

T&action Testing Results:

Findings: None.

Observations: Based on the results of our testing of 75 new and renewal private passenger
auto policies, it appears that each of the premium discounts including those to affinity
groups were properly applied and that each was approved by the Division.

Recommendations: None.
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V. PRODUCER LICENSING

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

Standard 1V-1. Company records of licensed and appointed (if applicable) producers agree
with department of insurance records. 18 U.S.C. § 1033; M.G.L. c. 175, 88 162l and 162S;
Division of Insurance Bulletin 98-11.

Objective: The Standard is concerned with ensuring that the Company’s appointed pro rs are
appropriately licensed by the Division. M.G.L c. 175, § 162l requires all persons.who Solicit, sell
or negotiate insurance in the Commonwealth to be licensed for that line of authg urther, any

such producer shall not act as an agent of the Company unless the produce@;s)b appointed by

the Company pursuant to M.G.L c. 175, § 162S. %2
Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and L ment Act of 1994, it is
a criminal offense for anyone “engaged in the business of i nce” to willfully permit a

“prohibited person” to conduct insurance activity without wri consent of the primary insurance
regulator. A “prohibited person” is an individual who ha n genvicted of any felony involving
dishonesty or a breach of trust or certain other offenses a o willfully engages in the business
of insurance as defined in the Act. In accordance wi ivision of Insurance Bulletin 98-11, any
entity conducting insurance activity in Massachusetts has the responsibility of notifying the
Division, in writing, of all employees and age ho are affected by this law. Those individuals
may either apply for an exemption from the@ r must cease and desist from their engagement in

this Standard:

= The Company maintains omated producer database that interfaces with underwriting,

policyholder servige:and, producer compensation systems.
%ed to enter into a written contract with the Company prior to their

the business of insurance. x
Controls Assessment: The followinc\] e ervations were noted in conjunction with the review of
t

appointmen

= The Com not perform criminal and financial background checks on producers, or
requir enee of the producer’s E&QO, prior to contracting with them and appointing
the :

" Company completes background checks for new employees.

" ompany’s policy is to seek approval of the Division regarding the hiring of any

rohibited person” as noted above in instances where the Company wishes to employ such
Q person.
= The Company verifies that producers are properly licensed for the lines of business to be

sold in Massachusetts prior to contracting with them and appointing them as agents.

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

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 individuals with responsibility for producer
contracting and processing of appointments. RNA selected 75 sales for the period January 1, 2003
through December 31, 2003. For each of the sales, RNA verified that the Company’s agent was
included on the Division’s list of the Company’s appointed agents. Additionally, any agent not
located on the Division’s list was provided to the Division for review and to ensure that the
producer was licensed at the time of sale.

Transaction Testing Results:
Findings: None. %
xn), RNA

tvision’s list

Observations: Based on the results of our testing new and renewal busin
noted that several of the Company’s appointed agents were not listed o
of the Company’s appointed agents. A list of such agents was provi
their review to ensure that such agents were licensed at the tim
testing, RNA noted no violations of M.G.L. c. 175, 8§ 162|
produced by properly licensed agents. RNA also noted th
criminal background checks or require E&O insuranc

contracting and appointment procedures. Q

%«With the Division to reconcile its
’syrecords as of a date certain and modify
rate’and timely maintenance of its licensing
5, 88162l and 162S.

e. Based upon our
as all sales were
any does not perform
ge as part of its agent

Recommendations: RNA recommends that the Compan
agent licensing and appointment records with the Divi
its appointment procedures, as necessary, to ensure
and appointment records in accordance with M.G'L.. c.

Additionally, RNA recommends that the begin conducting criminal background checks
on producers prior to contracting with & appointing them as agent to facilitate compliance
with 18 U.S.C. 8 1033 and Divisio Insurance Bulletin 98-11. Additionally, the Company
should consider requiring that its a aintain E&O coverage to mitigate risks to the Company
resulting from an agent’s actions ? i

* * * * *

Standard 1V-2. Pro s are properly licensed and appointed (if required by state law) in
the jurisdiction gg e the application was taken. 18 U.S.C. § 1033; M.G.L. c. 175, §8 162l

and 162S Divis nsurance Bulletin 98-11.

Obiectinﬂ;er to Standard V-1,

C ssessment: Refer to Standard I'V-1.

Controls Reliance: Refer to Standard 1V-1.

Transaction Testing Procedure: Refer to Standard 1V-1.

Transaction Testing Results: Refer to Standard 1V-1.

Recommendations: Refer to Standard IV-1.

* * * * *
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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, § 162T.

Objective: This Standard is concerned with whether the Company’s termination of producers
complies with applicable statutes requiring notification to the state and the producer. Pursuant to
M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the effective date
of the producer’s termination, and if the termination was for cause, must notify the Divisio&;ch
cause.

this Standard:

= The Company has implemented procedures to provide notification mination to
producers.

= The Company has not implemented procedures to provide notifj%& a termination to the

Division. C

Controls Reliance: Controls tested via documentation inspe 't@ocedure observation and/or
@e d

Controls Assessment: The following key observations were noted in conjunction With%e ew of

corroborating inquiry appear to be sufficiently reliable to be ¢ in determining the extent of

transaction testing procedures. %’

Transaction Testing Procedure: RNA selected a terminated agents from the Company’s
records and requested documentation supporting the reporting of the terminations to the Division.

Transaction Testing Results: Q

Findings: The results of o %‘ug showed that the Company was not notifying the
Division when agents are terminated. As a result of this examination, the Company has
begun to notify the Divi hen agents are terminated. See also Standard V-5
concerning failure to se of terminations when termination is “for cause.”

Observations: i%

Recommendation; commends that the Company work with the Division to reconcile its
terminated ag cords with the Division’s records as of a date certain and to continue to
communicate&e ivision a record of all terminated agents as required by law.

Q% xox x x w

IV-4. The company’s policy of producer appointments and terminations does not
resultin unfair discrimination against policyholders.

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

Controls Assessment: Refer to Standards V-1 and IV-3.
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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 selected 75 sales for the period January 1, 2003 through
December 31, 2003. For each of the sales, RNA reviewed documentation for any evidence of
unfair discrimination against policyholders as a result of the Company’s policies regarding
producer appointments and terminations.

Transaction Testing Results: 4

Findings: None.

discrimination

Observations: Through our testing noted above, no evidence of u S
arding producer

against policyholders was noted as a result of the Company’s policies
appointments and terminations. %

Recommendations: None. §)
Q)

* * * *

Standard 1V-5. Records of terminated produc \@equately document reasons for
terminations. M.G.L. c. 175, § 162R and 162T.

Objective: The Standard is concerned that_the
adequately document the action taken. Purs
notify the Division within 30 days of the ¢

termination was for cause, as define .
Division of such cause.

Controls Assessment: Refertos@ dIVv-3.
Controls Reliance: Co ted via documentation inspection, procedure observation and/or

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

Company’s records for terminated producers
M.G.L. c. 175, § 162T, the Company must
ive date of the producer’s termination, and if the
5.L. c. 175, 8 162R, the Company must notify the

Transaction rocedure: RNA obtained a listing of terminated agents and reviewed the
ion for each agent.

reasons for termi
Tran@k esting Results:

Q Findings: Based on the testing noted above, the Company’s internal records adequately
document reasons for agent terminations. None of the terminations that RNA tested was for
cause as defined in M.G.L. c. 175, § 162R. However, the Company’s policy does not
require notification to the Division of the reason for termination when the termination is for
cause.

Observations: None.
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Recommendations: RNA recommends that the Company adopt a policy and procedures to notify
the Division of the reason for termination when the termination is for cause, as required by law.

* * * * *

Standard 1V-6. Producer accounts current (account balances) are in accordance with the
producer’s contract with the company.

Objective: The Standard is concerned with whether the Company’s contract with the producer
limits excessive balances with respect to handling funds. &

Controls Assessment: Due to the nature of the Standard, no controls assessment was
a majority of the Company’s policies are billed on a direct basis mitigating@

excessive balances from producers.

Controls Reliance: Not applicable. %R%

Transaction Testing Procedure: Since the Company direct bills % deducts premiums in
most instances, debit account balances are not a significant issue. ial debit account balances
existed, they would be evaluated in the scope of the st nancial examination of the

Company.

Transaction Testing Results: Not applicable. A@

Recommendations: None. 5
*@ * *

Q
S
<&
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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, §§ 193B and 193B %.

Objective: This Standard is concerned with whether the Company provides policy%g ith

sufficient advance notice of premiums due. . Pursuant to M.G.L. ¢. 175, §8 193B B 1,
premiums may be paid in installments with interest charged on the unpaid bal as of the
billing date.

this Standard:
= The policyholder receives a renewal notice from the C!!!

Controls Assessment: The following key observations were noted in co@with the review of

5-52 days prior to the
effective date of the renewal asking the policyhol eport changes in requested
coverage and changes in drivers and to complete the annhual low mileage form if applicable.

= Billing notices are generated automatically th policy administration system
approximately 24-30 days before policy expiratio renewal policies and approximately

30 days before the due date for new busines

h%g

= Most policyholders elect direct billing whic
policyholders pay through payroll dedugti

urs in up to eight installments while other
ith participating employers which occurs in

fails to collect the down paymeént, caverage will be bound and the Company will direct bill
the consumer for the down
= For installment paymen
unpaid balance due
SDIP steps 9-12,

10 installments.
= A down payment of 20% gener uired at the original application date. If the agent
Wﬁﬁ

any policy is to charge interest at 1.25% per month on the
billing date for those with SDIP steps greater than 12. For
hly service fee is charged.

Controls Reliance: IS tested via documentation inspection, procedure observation and/or
corroborating ingl appear to be sufficiently reliable to be considered in determining the extent of

edures.

transaction tg'\r
Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for

Transaction Testing Results:

Findings: None.

Observations:  Based upon our review of 75 new and renewal private passenger auto
policies for the period January 1, 2003 through December 31, 2003, billing notices
appeared to be mailed 24-30 days prior to policy expiration for renewal policies and
approximately 30 days prior to the due date for new business. Fees and interest charges on
installment payments appeared to be properly calculated and applied.
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Recommendation: None.

Standard V-2. Policy issuance and insured requested cancellations are timely. M.G.L. c¢. 175,
§187B.

ensure that such policyholder requests are processed timely. Pursuant to M.G.L. c. 175, 8§ , the
insurers are required to return premium upon the request to cancel by the policyholder in a
reasonable time. Policy issuance review is included in Underwriting and Rating St I-16.
Return of premium testing is included in Underwriting and Rating Standard VI-ZQ

the review of

Obijective: This Standard is concerned with whether the Company has cancellation procedzres to

Controls Assessment: The following key observations were noted in conjungtion

cancellation and withdrawals under this Standard:
= Policyholders can cancel their policy only after filing a F -Notice of Transfer of
Coverage, proof that the vehicle has been taken out or evidence that the
policyholder has moved out of Massachusetts.
= Most cancellations occur within 60-90 days of pollc

= Company policy is to cancel the policy up atlon from the agent of the
policyholder’s request and to process premlum e |th|n approximately five days.

corroborating inquiry appear to be sufficiently le to be considered in determining the extent of

Controls Reliance: Controls tested via docum inspection, procedure observation and/or
transaction testing procedures. %

policyholder service and initially selecte insured requested cancellations and non-renewals, of
which eight were cancellations (;%\were non-renewals for the period January 1, 2003 through
December 31, 2003. RNA revie vidence for each of the cancellations and non-renewals that
the request was processed ti

Transaction Testing Procedure: !&E?mewed Company personnel with responsibility for

Transaction Testing R

Based upon our sample of 25 insured requested cancellations and non-
Is of which eight were cancellations and 17 were non-renewals for the period
ry 1, 2003 through December 31, 2003, each appeared to be processed timely.

&

mendations: None.
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Standard V-3. All correspondence directed to the company is answered in a timely and
responsive manner by the appropriate department.

Obijective: This Standard is concerned with whether the Company provides timely and responsive
information to policyholders and claimants. For discussion of written complaint procedures, see the
Complaint Handling section.

this Standard:

= The Company’s customer service representatives answer a policyholder’s questions about
his or her policy or billing matters. Customer service representatives also ¢ ddress

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

or name changes to policies.
= The Company considers its agents as having the primary relationship Wi@ olicyholder,

and since customer service representatives are not licensed agents, rsements and policy
changes must be requested by the policyholder through the age a policyholder requests
such changes through customer service, the policyholder will be t erred to the agent for
servicing. %

= The Company maintains performance metrics to moni tomer service call response
times and call abandon rates.

= The Company’s goal is to answer 95% of calls e seconds and maintain the call

abandon rate at .5% or less.

Controls Reliance: Controls tested via docum t& inspection, procedure observation and/or
corroborating inquiry appear to be suﬁiciently@e 0 be considered in determining the extent of

transaction testing procedures. Q

reviewed correspondence in conj ith underwriting and rating, policyholder service and
claims standards. Additionallys R reviewed results comparing customer service’s phone
response times and call abandon ith Company goals.

Transaction Testing Procedure: !&)\Ajﬁcussed procedures with Company personnel and
ctio

Transaction Testing Re@%

Findings;

Results comparing customer service’s phone response times and call
dorsrates with Company goals for 2003 showed that phone response times generally
%&exceeded the Company’s goal of 95% from January to August 2003. For September
@ cember 2003, the goal generally was not met as the Company achieved between 90%-
% ratings. For call abandon rates, the Company generally has not met its goal of .5%, but
has averaged between .6%-.9%. Although the Company is not always meeting its goals, it
appears to have adequate resources and procedures to handle customer inquiries. Based
upon our review of general correspondence between policyholders and the Company with
regard to underwriting and rating, policyholder service and claims, it appears that
correspondence directed to the Company is answered in a timely and responsive manner by
the appropriate department in accordance with their policies and procedures.

Recommendations: None.
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Standard V-4. Claims history and loss information is provided to insured in timely manner.

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

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

s The Company’s agents have access to claims history and paid loss information for each of
their policyholders via the Company’s website.

= The Company’s policy is to ask the agent to provide the policyholder, when ested, the
same claims history and paid loss information to policyholders that the C ovides

to their agents on a timely basis. @)
= The Company provides claims history and paid loss information t%ol Iders directly

when the information is requested by them.
Controls Reliance: Controls tested via documentation inspectio e observation and/or

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

Transaction Testing Procedure: RNA discussed with personnel policy and procedures
for how the Company responds to policyholder iries on claims history and paid loss
information.

Transaction Testing Results: §
Findings: None. Q

Observations: Based u o%r view of underwriting and rating, claims, complaints and
policyholder service, R ted no evidence of the Company being non-responsive to
policyholder inquirie icy and procedures for how the Company responds to
policyholder in claims history and paid loss information appears adequate and
reasonable.

Recommendatio%%ne.
\ * * * * *

fard, 5. Whenever the company transfers the obligations of its contracts to another

company’ pursuant to an assumption reinsurance agreement, the company has gained the
priot_approval of the insurance department and the company has sent the required notices to

affected policyholders.

No work performed. This Standard is not applicable as the Company does not enter into assumption

reinsurance agreements.
* * * *  *
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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. All rates charged for the policy coverage are in accordance with filed rates (if
applicable) or the company’s rating plan. M.G.L. c. 175E, 8§ 4 and 7, M.G.L. c. 175, §§113B
and 193R; 211 CMR 56.00, 211 CMR 78.00, 211 CMR 86.00, 211 CMR 124.00, and MR
134.00.

fums, i.e.,
7 and 211
insurer shall

Objective: This Standard is concerned with the accuracy of the Company’s poli

whether proper premiums are charged using proper rates. Pursuant to M.G.L. c.

CMR 78.00, every insurer or rating organization authorized to file on behatf-of
%ef)
e effe

file with the Commissioner every manual of its classifications, rules , rating plans and
modifications of any of the foregoing not less than forty-five days befere ctive date thereof.
Pursuant to M.G.L. c. 175E, § 4, rates shall be reduced for insurec ty-five years or older.
Pursuant to M.G.L. c. 175, 8 113B, various discounts and sur are statutorily mandated.
Pursuant to M.G.L. c. 175, § 193R, affinity group discounts pon experience are permitted.
Pursuant to 211 CMR 56.00, premium discounts are man election of optional repair shop
endorsement plans. 211 CMR 86.00 requires premiu s for anti-theft devices. 211 CMR
124.00 mandates premium discounts for certain safe ures, and 211 CMR 134.00 requires each
driver to receive a step rating according to the Safe Driver Insurance Plan, which requires
corresponding discounts and surcharges.

this Standard:
s The Company has writte riting policies and procedures which are designed to
reasonably assure consistency In classification and rating.
= Rates are determine ivision annually, and such rate information is incorporated in
the AIB Rating al»The Company applies such rates to information provided by the

applicant an ined from the Massachusetts Registry of Motor Vehicles. This
informatiop‘ineludes the location of garaged vehicles.

= The low mi discount form, which verifies actual mileage, must be completed annually

Controls Assessment: The following @UOHS were noted in conjunction with the review of
de

to reeei ow mileage discount.
he Company has elected not to offer optional repair shop endorsement plans.
Zompany provides a premium discount of 2-15% to members of various affinity

oups. The Company is required to provide the same discount to each member of the
affinity group.

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 75 new and renewal private passenger auto policies for the
period January 1, 2003 through December 31, 2003 for testing of rates, classifications and premium
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discounts. For each of the policies, RNA verified that the policy premium, discounts and surcharges
for multiple coverages complied with statutory and regulatory requirements.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of our testing of 75 new and renewal private passenger
auto policies, it appears that policy premiums, discounts and surcharges for multiple
coverages are calculated in compliance with statutory and regulatory requirements{

Recommendations: None. \)
* * * * * 0

Standard VI-2. Disclosures to insureds concerning rates and co Egs)are accurate and
timely. M.G.L. c. 175E, 8§ 11 and 11A. Q

Objective: This Standard is concerned with whether all ma isclosures for rates and
coverages are documented in accordance with statutes and ations and provided to insureds
timely. Pursuant to M.G.L. c. 175E, § 11, an information e shall be provided upon application
which outlines choices of coverage available to insur approximation of differences in
cost among various types of coverage and among co ingcarriers. Pursuant to M.G.L. c. 175E, 8
11A, agents shall disclose coverage options in @e anguage to every person they solicit,
including the option to exclude oneself and members” of one's household from personal injury
protection coverage.

this Standard:

s The Company has wri tewﬁicies and procedures for processing new and renewal
business.

= If information o% e missing, requirements are updated and a letter is sent to the

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

agent requesti rms and information.

upervisory procedures are designed to ensure that new business
om agents are accurate and complete including use of all Company required
ructions, including the requirement to provide the information guide and
covera tions.

" mpany has provided guidance to agents to remind them that they must provide the
ation guide to consumers when new business is written.

Q mpany policy is to provide the information guide to policyholders upon policy renewal,

while producers provide the information guide when a new application is taken.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 75 new and renewal private passenger auto policies for the
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period January 1, 2003 through December 31, 2003 for testing of the requirement to provide the
information guide and coverage disclosures to insureds in accordance with statutory requirements.

Transaction Testing Results:

Findings: None.

Observations Based upon our testing of 75 new and renewal private passenger auto
policies, the Company appears to comply with the requirement to provide required
coverage disclosures to insureds upon initial application and renewal in accordqa%ith
statutory guidelines. Although the Company has stated that they have provided:the
information guide for renewals and believes that the information guide wa
producers for new business, no evidence is available supporting these asse
RNA is not aware of any information suggesting that policyholders ha
information guide.

Recommendations: None. Q)O

ceived the

Standard VI-3. The company does not permit ill tlng, commission cutting or
inducements. M.G.L. c. 175, §§ 182, 183 and 184; M 1,GiLYG 6D, § 3(8).

Objective: This Standard is concerned with en u’r%that the Company does not permit illegal
rebating, commission cutting or inducements; and that producer commissions adhere to the
commission schedule. Pursuant to M.G.L~¢ , 88 182, 183 and 184, the Company, or any
producer thereof, cannot pay or allow, .0 er'to pay or allow any valuable consideration or
inducement not specified in the policy.@r contract. Similarly, under M.G.L. c. 176D, § 3(8), it is an
unfair method of competition to kno y permit or make any offer to pay, allow or give as
inducement any rebate of premi any other benefits or any valuable consideration or

= The @& ontracts and home office policies and procedures are designed to comply with
isions contained in statutory underwriting and rating requirements which prohibit
inducements and rebates.

CQOB Reliance: Controls tested via documentation inspection, procedure observation and/or
corr%oratmg 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 contracts, new
business materials, advertising materials, producer training materials and manuals, RNA inspected
such materials for indications of rebating, commission cutting or inducements. RNA also selected
documentation supporting commissions paid to five agencies in the months of June and October
2003. RNA obtained the monthly commission statements for the selected agencies noting the
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premium activity and related commission payments were reasonable and did not indicate any
unusual commission activity.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of our testing, it appears that the Company’s processes
to prohibit illegal acts including special inducements and rebating are functioning in
accordance with Company policies and procedures and statutory underwriting am%ng
requirements.

Recommendations: None. \)
* * * * * 0

Standard VI-4. Credits and deviations are consistently applied ?n-discriminatory
basis. M.G.L. c. 175E, § 4, M.G.L. c. 175, 8§ 113B and 193R; 211 0, 211 CMR 86.00,
211 CMR 124.00, and 211 CMR 134.00.

Objective: This Standard is concerned with whether unfai Q\ination is occurring in the
application of premium discounts and surcharges. Pursua .L. c. 175E, § 4, risks shall not
be grouped by sex or marital status and shall not be gro D%@e except to produce the reduction
in rates for insureds age sixty-five years or older. uant to M.G.L. c. 175, § 113B, various
discounts and surcharges are statutorily mandated. *Rursuant to M.G.L. c. 175, § 193R, affinity
group discounts based upon experience are permitted. Pursuant to 211 CMR 56.00, premium
discounts are mandated for election of op@re ir shop endorsement plans. 211 CMR 86.00

mandates premium discounts for anti-the . 211 CMR 124.00 mandates premium discounts
for certain safety features, and 211 .00 requires each driver to receive a step rating
according to the Safe Driver Insurange "Plan which requires corresponding discounts and

this Standard:
= Company p @o ibits unfair discrimination in the application of premium discounts
%I

surcharges.
Controls Assessment: Th@ key observations were noted in conjunction with the review of

in‘accordance with M.G.L. c. 175E, § 4.

and surc
= Rate ‘%ﬂ s and discounts are determined by the Division annually, and such rate
infor;mX$ is incorporated in the AIB Rating Manual. The Company applies such rates to
infarmation provided by the applicant and obtained from the Massachusetts Registry of
q r Vehicles. This information includes the location of garaged vehicles.

e low mileage discount form, which verifies actual mileage, must be completed annually
to receive the low mileage discount.

m  The Company has elected not to offer optional repair shop endorsement plans.

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

s The Company provides a premium discount of 2-15% to members of various affinity
groups. The Company is required to provide the same discount to each member of the
affinity group.
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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 process. RNA selected 75 new and renewal private passenger auto policies for the
period January 1, 2003 through December 31, 2003 for testing of rate classifications, premium
discounts and surcharges. For each of the policies, RNA verified that the premium discounts and

surcharges for multiple coverages complied with statutory and regulatory requirements.
Transaction Testing Results: %

Findings: None. ‘%\)

Observations: Based on the results of our testing of 75 new and renewa ate passenger

auto policies, it appears that policy premiums, premium disc nd surcharges for
multiple coverages are calculated in compliance with and regulatory
requirements. %

Recommendations: None.

S

Standard VI-5. Schedule rating or individu sl}'ﬁremium modification plans, where
permitted, are based on objective criteﬁﬁ\ h wusage supported by appropriate
documentation.

No work performed. This Standard ng‘?overed in the scope of examination because the
Company does not offer commercial poligies subject to schedule rating or individual risk premium

modification plans. ?.'

* * * * *
Standard VI-6. Verification of use of the filed expense multipliers; the company should be
using a combinati s costs and expense multipliers filed with the Department.

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

O

* *

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

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

* * * * *
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Standard VI1-8. Verification of experience modification factors.

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

* * * * *

\Standard VI-9. Verification of loss reporting.

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

* * * * * 0

Standard VI-10. Verification of company data provided in resp s%he NCCI call on
deductibles.

No work performed. This Standard is not covered in the ‘a: examination because the

Company does not offer workers’ compensation insurance. :

* * *

company adheres to applicable statutes, ru regulations and company guidelines in the

Standard VI-11. The company underwritin%m%ces are not unfairly discriminatory. The
selection of risks. M.G.L. c. 175E, § 4, M@ 175, § 22E.

of insurance. Pursuant to M.G.L E, 8 4, risks shall not be grouped by sex or marital status
and shall not be grouped by pt to produce the reduction in rates for insureds age sixty-five
years or older. Pursuant . €. 175, 8 22E, no insurance company, and no officer or agent
thereof in its behalf, s e to issue, renew or execute as surety a motor vehicle liability policy
or bond, or any ot I@nce based on the ownership or operation of a motor vehicle because of
age, sex, race, oc ion, marital status, or principal place of garaging of the vehicle.

Objective: This Standard is conce@(h whether unfair discrimination is occurring in the sale
7

Controls Asse t: The following key observations were noted in conjunction with the review of
this Sta

«@0
ny policy prohibits unfair discrimination in underwriting in accordance with M.G.L.
175E, 8 4 and c. 175, § 22E and will accept any risk unless the consumer has outstanding

Q balances due to insurers over the previous year or has a history of non-payment of premium
over the past two years.

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

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.

35



Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
underwriting process. RNA selected 75 new and renewal private passenger auto policies for the
period January 1, 2003 through December 31, 2003 for testing of evidence of unfair discrimination
in underwriting.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of our testing of 75 new and renewal private ger
auto policies, RNA noted no evidence that the Company’s underwriting [Kctlﬁe

unfairly discriminatory. é
Recommendations: None.
* * * * * %

declaration page and should be filed with the department of i (if applicable). M.G.L.

Standard VI-12. All forms and endorsements forming a part 0]: ontract are listed on the
c. 175, 8§ 22A, 113A and 192.

s and endorsements are filed with
2A and 113A, such policy forms must be
.L. c. 175, § 192, endorsements are part
ivision prior approval.

Obijective: This Standard is concerned with whether poli
the Division for approval. Pursuant to M.G.L. c. 175
filed with the Division for prior approval. Pursuant

of policy forms and also are required to be filed with th

this Standard:
s Company policy require
endorsements which are

= Agents are required

guote to consumej%'

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

Transa esting Procedure: RNA interviewed Company personnel with responsibility for the
unde '%process. RNA selected 75 new and renewal private passenger auto policies for the
p uary 1, 2003 through December 31, 2003 for testing of the use of the standard policy
form,and approved endorsements in compliance with statutory requirements.

Controls Assessment: The following key@t ons were noted in conjunction with the review of

of the standard Massachusetts policy forms and
by the Division.

ch forms and endorsements as guidelines when providing a

Transaction Testing Results:

Findings: None.
Observations: Based on the results of our testing of 75 new and renewal private passenger

auto policies, it appears that the Company is using the standard policy form and approved
endorsements in compliance with statutory requirements.
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Recommendations: None.

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

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

* * * * * 4

Standard VI1-14. Underwriting, rating and classification are based on adequate ation
developed at or near inception of the coverage rather than near expiratir(.\ lowing a

claim.

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

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

this Standard: %’
= Written policies and procedures are designed “to*reasonably assure consistency in
application of underwriting guidelines, r ssifications, premium discounts and
surcharges at the inception of coverage.

= Rates, premiums and discounts are ined by the Division annually, and such rate
information is incorporated in the AIB Rating Manual. The Company applies such rates to
information provided by the icant-and obtained from the Massachusetts Registry of
Motor Vehicles.

Controls Reliance: Controls_tes zia documentation inspection, procedure observation and/or
corroborating inquiry appeat,t fficiently reliable to be considered in determining the extent of
transaction testing proc

Transaction Testi ure: RNA interviewed Company personnel with responsibility for the
underwriting % NA selected 75 new and renewal private passenger auto policies for the

period Janua 3 through December 31, 2003 for testing of whether underwriting, rating and
classification aresbased on adequate information developed at or near inception of the coverage.

Transac esting Results:

Findings: None.

Observations: Based on the results of our testing of 75 new and renewal private passenger
auto policies, it appears that the Company is using underwriting, rating and classification
guidelines based on adequate information developed at or near inception of the coverage.

Recommendations: None.
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Standard VI1-15. File documentation adequately supports decisions made.

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

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

= In most instances, much of the policy source information and related documerm is

maintained and controlled by the independent agent.

= Written policies and procedures in agent contracts are designed to reasonab ﬂisku?e that
the agent will retain adequate documentation including a signed n and

endorsements.
= Information on rates, premium discounts, surcharges, driver status and nal coverages

are often entered in the Company’s policy system by the Otherwise, such
information is entered in the policy system by the Company.
s Company supervisors review the applications completed for completeness and

internal consistency.

s The Company requests driver’s license information%1 e Massachusetts Registry of
Motor Vehicles and the results of such request ineluded in the Company’s policy
system.

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

Transaction Testing Procedure: RN@ewed Company personnel with responsibility for the
underwriting process. RNA selected..75 fiew and renewal private passenger auto policies for the
C

period January 1, 2003 throu mber 31, 2003 for testing of whether the policy files
adequately support decisions .

Transaction Testing R % -
e.

Findings:

s: Based on the results of our testing of 75 new and renewal private passenger
iCies, it appears that policy files adequately supported decisions made. For one new
sold in 2003, no application could be located for review.

R&nmendations: The Company should ensure that all required documentation is presented to the
Com?any by the agent before the business is processed and that the Company and/or the agent
retain proper documentation to support the business generated.

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

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

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

this Standard:
= Company policy requires the use of the standard Massachusetts policy foﬁ%nd
endorsements which are approved by the Division.

= Agents are required to use such forms and endorsements as guidelines viding
quotes to consumers. Q
= Company supervisors review all applications completed by agents ]f e that they are

the policy renewal

complete and internally consistent.
= Company procedures include mailing renewal notice 45-52 d %
effective date. a%

Controls Reliance: Controls tested via documentation insp =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’%/pany personnel with responsibility for the
underwriting process. RNA selected 75 new and.renewal private passenger auto policies for the

or testing of whether new and renewal policies
Transaction Testing Results: &

Findings: None.

and renewal @s including endorsements, timely and accurately.
Recommendatio%én
\ * * * * *

Observations: B
e.

‘ Standard'VI-17. Audits when required are conducted accurately and timely.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer policies where premium audits are conducted.

* * * * *
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Standard VI-18. Company verifies that VIN number submitted with application is valid and
that the correct symbol is utilized. 211 CMR 94.08.

Objective: This Standard is concerned with whether the Company verifies that the VIN submitted
with the application is valid and accurate. 211 CMR 94.08 requires that pre-insurance inspections
of vehicles must verify the VIN.

this Standard:
= The agent is responsible for obtaining the VIN when the application is comple
= Company policy and procedures require that pre-insurance inspections o i verify

Controls Assessment: The following key observations were noted in conjunction with the E&v of

the VIN as required by 211 CMR 94.08. Q}
= The Company’s underwriting system compares the VIN to its indufry ase to ensure

that the VIN is accurate.
Controls Reliance: Controls tested via documentation inspectio e observation and/or
corroborating inquiry appear to be sufficiently reliable to be consi determining the extent of

transaction testing procedures.
%’!rsonnel with responsibility for the
al private passenger auto policies for the

r testing whether the VIN number is valid
the requirements of 211 CMR 94.08.

Transaction Testing Procedure: RNA interviewed Co
underwriting process. RNA selected 75 new and r
period January 1, 2003 through December 31, 20
and accurate and that the Company is in compliance wi

Transaction Testing Results: @
Findings: None. &

Observations: Based o e@sults of our testing, it appears that the Company issues new
and renewal privat er auto policies with VINs that are valid and accurate and that
the Company is i iance with the requirements of 211 CMR 94.08.

Recommendations;

Standa -19. The company does not engage in collusive or anti-competitive underwriting
practicesy M.G.L. c. 176D, 88 3(4) and 3A.

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

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= Company policy is to accept any risk unless the consumer has outstanding balances due to
insurers over the previous year or has a history of non-payment of premium over the past
two years in compliance with statutory requirements.

= The Company is assigned producers by CAR known as Exclusive Representative Producers
and must accept all business produced by them.

= Premium rates are determined annually by the Division and are consistent among all
private passenger auto insurers. As such, anti-trust pricing concerns are minimal for private
passenger auto policies.

Controls Reliance: Controls tested via documentation inspection, procedure observation lor
corroborating inquiry appear to be sufficiently reliable to be considered in determinin extent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel wit reibility for the
underwriting process. RNA selected 75 new and renewal private passe to policies for the
period January 1, 2003 through December 31, 2003 for testing whether<an erwriting practices
appear to be collusive or anti-competitive.

Transaction Testing Results: QQ
Findings: None.

Observations: Based on the results of o sting, RNA noted no instances where the
Company’s underwriting policies and practiceS:appear to be collusive or anti-competitive.
Recommendations: None. é

O - -

Standard VI-20. The company erWriting practices are not unfairly discriminatory. The
company adheres to applicable ‘statutes, rules and regulations in application of mass
marketing plans. M.G.L. c. 3R

Objective: This Stand oncerned with whether the Company’s underwriting practices are not
unfairly discriminatory..and are in compliance with applicable statutes, rules and regulations.
Pursuant to M.G: %75, 8§ 193R, mass merchandising or group marketing is any system, design
or plan wher vehicle or homeowner insurance is afforded to employees of an employer,
or to members rade union, association, or organization and to which the employer, trade union,
associati r organization has agreed to or in any way affiliated itself with, assisted, encouraged or

parti“ the sale of such insurance to its employees or members through a payroll deduction
O

herwise.

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

m  Written underwriting guidelines are designed to reasonably assure consistency in
application of premium discounts and surcharges and to assure that underwriting practices
are not unfairly discriminatory.

s The Company provides a premium discount of 2-15% to members of various affinity
groups. The Company is required to provide the same discount to each member of the
affinity group.
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= Premium discounts available to affinity groups are filed with and approved by the Division.

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

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for the
marketing and underwriting processes. RNA selected 75 new and renewal private passenger auto
policies for the period January 1, 2003 through December 31, 2003 for testing of prgium

discounts including those to affinity groups. For each of the policies, RNA verified that t inity
group discount was properly applied and that the application was not unfairly discrimin%

Transaction Testing Results: 0

Findings: None. q

Observations: Based on the results of our testing of 75 new newal private passenger
auto policies, it appears that each of the premium discoI ding those to affinity

groups were properly applied and that the application was airly discriminatory.

%,
N

Recommendations: None.

Standard VI1-21. All group personal line %Iy and casualty policies and programs meet
minimum requirements. ( )

No work performed. This Stand%rggyot covered in the scope of examination because the

Company does not offer group prod
@f * * * * *

8§ 22E and 113D

Standard VI1-22. w?and declinations are not unfairly discriminatory. M.G.L. c. 175,

Obijective: Tﬁgts\;andard is concerned with the fairness of application rejections and declinations.
Pursuant te.M. . €. 175, 8 22E, no insurance company or agent thereof in its behalf, shall refuse
to iss %wor execute as surety a motor vehicle liability policy or bond, or any other insurance
ba ownership or operation of a motor vehicle because of age, sex, race, occupation,
WQ atus, or principal place of garaging of the vehicle. In addition, M.G.L. ¢. 175, § 113D
states-that any person aggrieved by the refusal of any company or an agent thereof to issue such a
policy may file a written complaint with the Commissioner within 10 days after such refusal.

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

= Company policy prohibits unfair discrimination in underwriting in accordance with M.G.L.
c. 175, 88 22E and 113D and will accept any risk unless the consumer has outstanding
balances due to insurers over the previous year or has a history of non-payment of premium
over the past two years.
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= Written underwriting guidelines are designed to reasonably assure appropriate acceptance
and rejection of risks.

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 reviewed non-renewal activity for the period January 1, Zoowjgh

December 31, 2003 for evidence of unfair discrimination.

Transaction Testing Results: :E\)
Findings: None. 0
Observations: Based on the results of our review of non-rene %/ity for the period
January 1, 2003 through December 31, 2003, RNA n% o evidence of unfair

discrimination.

Recommendations: None. QQ
* * * &

Standard VI-23. Cancellation/non-renewal aFd declination notices comply with policy

provisions and state laws and company g@ es.M.G.L. c. 175, 88 113A, 113F and 187C.

Objective: This Standard is concern }ynotice to policyholders for cancellation, non-renewal
and declinations including advan otice before expiration for cancellation and non-renewals.
Pursuant to M.G.L. ¢. 175, § 11 ncellation of the policy shall be valid unless written notice
of the specific reason or re such cancellation is given at least twenty days prior to the
effective date thereof, w g‘ date shall be set forth in the notice. M.G.L. c. 175, § 113F states that
any Company which dees:net ifitend to issue, extend or renew a motor vehicle liability policy shall
give written notice he insured (or agent in certain circumstances) of its intent 45 days prior to
the termination Qée date. Such notice also must be sent to the Registry of Motor Vehicles.
Every insuran t’or broker receiving such a notice from a company shall, within fifteen days
of its receipt, Send,a copy of such notice to the insured, unless another insurer has issued a motor
vehicle %c ered that insured’s vehicles. Pursuant to M.G.L. c. 175, § 187C any Company

shall effe cellation by serving written notice thereof as provided by the policy and by paying
th % n premium due.

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

= Declination notice generally is given to the insured at the application date. Declination
results from not maintaining a valid driver’s license, having outstanding balances due to
insurers over the previous year, or having a history of non-payment of premium over the
past two years.

= Company policy requires that cancellation notices are required to be mailed at least 23 days
prior to cancellation.
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= Company policy requires that notice of non-renewal be sent to the insured or agent at least
45 days in advance of the termination effective date. Such agents are required to provide
any such notice to insureds within 15 days.

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

underwriting process and reviewed examples of non-renewal notices used when insure il to

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility gr the
maintain a valid driver’s license, owe outstanding balances to insurers over the previous year or
tN}ﬁt

have a history of non-payment of premium over the past two years for compliance utory

requirements.
Transaction Testing Results: q :
indings: : Q)

Findings: None ?
Observations: Based on the results of our review e non-renewal notices used
O

when insureds fail to maintain a valid driver’s license, Utstanding balances to insurers

over the previous year or have a history of no ent of premium over the past two
years, the Company appears to be in compliang\%is\ tutory requirements.

Recommendations: None. E Q
* Q * *

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

Standard VI-24. Cancellation/N(%r%ﬁwal notices comply with policy provisions and state
3F and 187C.

contract. M.G.L. c. 175 §

Obijective: Refer to St

Controls Assessmén efer to Standard VI1-23.

Controls Relm Refer to Standard VI-23.

Tran@ sting Procedure: Refer to Standard VI-23.
a

ction Testing Results: Refer to Standard V1-23.

Recommendations: Refer to Standard VI1-23.

* * * * *
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Standard VI-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.
M.G.L. c. 175, 88 113A, 187B and 187C; 211 CMR 85.00.

Objective: This Standard is concerned with return of the correctly calculated unearned premium
when policies are cancelled in a timely manner. M.G.L. ¢ 175, 8 113A provides, in part, that in the
event of cacenllation of a motor vehicle policy by either the insured or the company, the insured, if
he has paid the premium to the company, is entitled to a return of premium calculated on a pfo rata
basis. Pursuant to M.G.L. c. 175, § 187B, a company is required to refund the proper aﬁm%t of
unearned premium upon policy termination. Under M.G.L. c. 175, § 187C, a compan

policy of insurance must tender the full return premium due, without deduction
cancellation otice is served on the insured. Additionally, pursuant to 211 CM
tables may be required to be used to calculate premium refunds depending on w
occurred.

00, short rate
e cancellation

Controls Assessment: The following key observations were noted in (@)lon with the review of
this Standard:

= Company policy requires that premium refunds on ca s be calculated properly and
paid timely.

s The Company uses a pro-rata method or short at%'method depending upon when the
cancellation occurred.

Controls Reliance: Controls tested via doc |on inspection, procedure observation and/or
corroborating inquiry appear to be sufficien iable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: rwewed Company personnel with responsibility for the
underwriting process and |n|t|al d 25 insured requested cancellations and non-renewals of
which eight were cancellati ere non-renewals. RNA tested the eight cancellations for
the period January 1, 20 December 31, 2003 for proper premium refund calculation and

timely payment.
Transaction Testm@;
Fmgﬁ& one.

ations: Based on the results of our testing of the eight insured requested
ellations for the period January 1, 2003 through December 31, 2003, premium refunds
pear to be calculated properly and returned timely.

<

Recommendations: None.
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Standard VI1-26. Rescissions are not made for non-material misrepresentation. M.G.L. c.
175, 88§ 22C and 187D.

Obijective: This Standard is concerned with whether decisions to rescind and to cancel coverage are
made appropriately. M.G.L. c. 175, § 22C states that a motor vehicle policy shall not be cancelled
by the company except for nonpayment of premiums, the failure to complete the application, fraud
or material misrepresentation in the application or unless the operator's license or motor vehicle
registration of the named insured or of any other person who resides in the same household.as the
named insured and who usually operates a motor vehicle insured under the policy has b nder
suspension or revocation during the policy period, or if the insured refuses to comply with a request
for inspection of his vehicle by the insurer. M.G.L. c. 175, § 187D also allows the‘%&aﬁon of

the policy for nonpayment of premium. ;

Controls Assessment: The following key observations were noted in conjun% the review of

this Standard:

=  Company policy requires compliance with underwriting g %ﬁ in accordance with
M.G.L. c. 175, 88 22C and 187D. m

D

= Written underwriting guidelines are designed to reaso ssure appropriate acceptance
and rejection of risks.
= The Company does not rescind auto policies. %r

Controls Reliance: Controls tested via documenté%inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable t6 be considered in determining the extent of

underwriting process and tested ei cellations for the period January 1, 2003 through

transaction testing procedures.
Transaction Testing Procedure: RN?{?}Q@ Company personnel with responsibility for the
htca
December 31, 2003 for compliance With, statutory requirements.

Transaction Testing Results;

Findings: No

Based on the results of our testing cancellations for the period January 1,
December 31, 2003 do not appear to be made in violation of statutory

require .
Recorﬁmgtions: None.

Standard VI1-27. All policies are correctly coded.

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

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= The Company has written underwriting policies and procedures which are designed to
reasonably assure consistency in classification and rating.

= Rates, premiums and discounts are determined by the Division annually, and such rate
information is incorporated in the AIB Rating Manual. The Company applies such rates to
information provided by the applicant and obtained from the Massachusetts Registry of
Motor Vehicles.

= CAR conducts periodic audits of the Company’s compliance with CAR requirements for
business ceded to CAR and conducted audits for the 2002 calendar year.

= The Company’s policies and procedures require that Company personnel confirm_ that the
coding as reported by the producer is correct and current.

= The Company has a process to correct data errors and make subsequent chan

Controls Reliance: Controls tested via documentation inspection, procedure tion 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 perseanel with responsibility for the
underwriting process. RNA selected 75 new and renewal priﬁg e passenger auto policies for the

period January 1, 2003 through December 31, 2003 for t coding. Additionally, RNA
reviewed the latest audit reports from CAR on the Co ’seompliance with CAR statistical
coding requirements for key policy determinants.

Transaction Testing Results: ; Q

Findings: None.

Observations: Based on th our testing of 75 new and renewal auto policies, it
appears that the Company er codlng procedures. With regard to the CAR audits of
statistical reporting, pre |L§§W|Stlcal errors noted in the CAR audit were caused by three
system problems, whi o effect on the rating of policies. The Company modified its
systems in May 2 dress two of the systems problems. The Company is exploring
ways to addres ird statistical reporting problem.

Recommendations: recommends that the Company address unresolved statistical coding
errors noted in_the audits and provide the Division and CAR with the corrective action to be
taken to addr ese concerns

<
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VII. CLAIMS

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

time frame. M.G.L. c. 176D, § 3(9)(b).

Standard VII-1. The initial contact by the company with the claimant is within the ﬁiyred

Objective: The Standard is concerned with the timeliness of the Company’s con h the
claimant. Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement practice e failure
to acknowledge and act reasonably promptly upon communications with respel ims arising
under insurance policies.

Controls Assessment: The following key observations were noted in &:})@n with the review of
this Standard: %

= Written policies and procedures govern the claims h

= A majority of claims are reported through an
encouraged to refer claimants to the 800 servi

= Company policy and claims handling proce%i
in which the insured’s policy is ceded to~CA

distinction is made between claims on
»  Written claim forms received via fa

s service number. Agents are

not make a distinction between claims
r retained by the Company. Similarly, no
s produced by voluntary agents or ERPs.

ail are acknowledged and a written response is
made within two or three busi days after notification of the claim is provided.

s All claim notifications are intained on a mainframe based automated claims
management system.

s Company policy is t to all physical damage claims within two business days from

the receipt of a lgss:report. Appraisers are dispatched to adjudicate all physical damage
claims.

= Company %@to complete physical damage appraisals within five days of the date of

the appraisalassignment.
= Co icy is to contact all injured persons, or their legal representatives, within two
busine ys of receipt of a claim.

management can access the claims system to monitor open claims.

u
ms management performs periodic claims reviews to examine compliance with
ompany claims policies.

Supervisors review 1/12" of open claims each month based upon an aging of all claims to
evaluate settlement issues and ensure appropriate reserves have been established.

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

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 50 claims closed during 2003 and an additional 12 claims that were pending as of December 31,
2003 to evaluate compliance with Company claims handling policies and procedures. For each of
the selected claims RNA verified the date the claim was reported to the Company and noted the
initial response by the Company was acknowledged in a reasonably timely manner.

Transaction Testing Results:

Findings: None. %

Observations: For all open and closed claims selected for testing, RNA claims
were reported according to the Company’s polices and procedures @: the initial
contact by the Company with the claimant was timely. Based n esults of our
testing, it appears that the Company’s processes to report a nd to claims are
functioning in accordance with their policies and procedures a% reasonably timely.

S

Standard VI1I-2. Investigations are conducted iné@nafmanner. M.G.L. c. 176D, § 3(9)(c). \

Recommendations: None.

Objective: The Standard is concerned with ‘%ﬁness of the Company’s claims investigations.
Pursuant to M.G.L. c. 176D, 8§ 3(9)(c), ms settlement practices include failure to adopt
and implement reasonable standards f‘gg pt investigation of a claim.

bservations were noted in conjunction with the review of

this Standard:
= Written policies % ures govern the claims handling process.

s All claim notifi S are maintained on a mainframe based automated claims
managem.

Controls Assessment: The follo in%

¢y and claims handling procedures do not make a distinction between claims
insured’s policy is ceded to CAR or retained by the Company. Similarly, no
is made between claims on business produced by voluntary agents or ERPs.

" y policy is to respond to all physical damage claims within two business days from
ceipt of a loss report. Appraisers are dispatched to adjudicate all physical damage

ims
Q Company policy is to complete physical damage appraisals within five days of the date of
the appraisal assignment.

= Company policy is to contact all injured persons, or legal representatives, within two
business days of receipt of a claim.

= All injured persons claims are handled by claims staff dedicated to handling bodily injury
claims in which the claimant is typically represented by an attorney.

= Claims adjustors maintain a chronological diary system to ensure timely activity on claims
investigations.
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= Claims management can access the claims system to monitor open claims.

= Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

= Supervisors review 1/12™ of open claims each month based upon an aging of all claims to
evaluate settlement issues and ensure appropriate reserves have been established.

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

Controls Reliance: Controls tested via documentation inspection, procedure observatim%jlor
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 @r and claims
handling processes and obtained documentation supporting such processes. A’selected a sample
of 50 claims closed during 2003 and an additional 12 claims that were p s of December 31,
2003 to evaluate compliance with Company claims handling policies dures. For each of
the selected claims RNA verified the date the claim was reporte % ompany and noted the
investigation by the Company was conducted in a reasonably time@ er

Transaction Testing Results: &{

Findings: None.
Observations: For all open and closed c;‘ii&elected for testing, RNA noted the claims

were reported according to the Comp polices and procedures and that the claims
investigation by the Company a timely. Based upon the results of our testing, it
appears that the Company’s p 0 report and investigate claims are functioning in
accordance with their policies-and, procedures and are reasonably timely.

Recommendations: None. Z
% * * * * *

Standard VI1I-3. i re resolved in a timely manner. M.G.L. c. 176D, 8§ 3(9)(f); M.G.L. c.
175, 8§ 28, 112‘___& nd 191A; 211 CMR 123.00.

.G.L. c. 176D, 8 3(9)(f), unfair claims settlement practices include failing to

p mpt, fair and equitable settlements of claims in which liability has become reasonably

p-addition, if an insurer makes a practice of unduly engaging in litigation or of unreasonably

an fairly 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.

Obijective. '%\ﬁfandard is concerned with the timeliness of the Company’s claims settlements.
Pursu%%wl
effec

M.G.L. c. 175, 8 112 states that liability of any company under a motor vehicle liability policy or
under any other policy insuring against liability for loss or damage on account of bodily injury,
death, or damage to property, shall become absolute whenever the loss or damage for which the
insured is responsible occurs, and the satisfaction by the insured of a final judgment for such loss or
damage shall not be a condition precedent to the right or duty of the company to make payment on
account of said loss or damage.
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M.G.L. c. 175, § 1130 states payments to the insured under theft or comprehensive coverage shall
not be paid until a claim form has been received from the insured stating that the repair work
described in an appraisal made pursuant to regulations promulgated by the auto damage appraiser
licensing board has been completed. Insurers are required to make such payments 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 with regard to procedures for
selecting approved repair shops, vehicle inspection, insurer guarantees of the quality and
workmanship used on making repairs, and prohibitions on discrimination for selection om%cales

for inspection. 211 CMR 123.00 sets forth procedures for the Commissioner’s apprEV\aI;, nd

minimum requirements for, direct payment and referral repair shop plans. i
I

M.G.L. c. 175, 8 191A requires insureds to give timely notice of a property 0ss to the
company or its agent. Further, in the event of theft, reporting to the police:by the.insured is also
required. The company must pay such claims within sixty days after fili roof of loss. The
statute also sets forth a process to select a disinterested appraiser in t he insured and the
company fail to agree as to the amount of loss.

this Standard:

= Written policies and procedures govern the cI ng process.
= Company policy is to resolve all claims in a anner.

s Company policy and claims handling p % do not make a distinction between claims
e

Controls Assessment: The following key observations were no@njunction with the review of

in which the insured’s policy is cede R or retained by the Company. Similarly, no
distinction is made between claims ® iness produced by voluntary agents or ERPs.

= All claim notifications are log laims system when reported.

= All claims investigations are led by adjustors not to exceed a defined dollar limit to
their settlement authority,

= Company policy is to.re to all physical damage claims within two business days from
the receipt of a loss.r . Appraisers are dispatched to adjudicate all physical damage

claims.
= For non-dir ent plan physical damage claims, the Company’s policy is to make
payment gven business days upon receipt of an appraisal in accordance with M.G.L

s The % ny’s direct payment plan for physical damage claims has been approved by the
ision”in accordance with 211 CMR 123.00. Company policy is to make direct
nts as required by the plan within five days upon completion of an appraisal.

@e Company’s policy is to resolve claims in compliance with M.G.L. c. 175, § 112.

Property damage claims are paid within sixty days of receipt of a proof of loss as required
by M.G.L. c. 175, 8 191A. Further, although very a rare occurrence, the Company’s policy
is to abide by the statutory requirements to select a disinterested appraiser in the event the
Company and the insured fail to agree on the amount of a loss.

s Company policy is to contact all injured persons or their legal representatives within two
business days of receipt of a claim.

= All injured persons claims are handled by claims staff dedicated to handling bodily injury
claims in which the claimant is typically represented by an attorney.

= Claims management can access the claims system to monitor open claims.
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= Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

= Supervisors review 1/12™ of open claims each month based upon an aging of all claims to
evaluate settlement issues and ensure appropriate reserves have been established.

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

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

Transaction Testing Procedure: RNA interviewed Company personnel to u \)claims
handling processes and obtained documentation supporting such processes. RNASeleeted a sample
of 50 claims closed during 2003 and an additional 12 claims that were pending ecember 31,
2003 to evaluate compliance with Company claims handling policies and ures. For each of
the selected claims, RNA verified the date the claim was reported to any and noted the
claim was resolved by the Company in a reasonably timely manner.

Transaction Testing Results: QQ

Findings: None.

Observations: For each of open and clos%alms selected for testing, RNA noted the
claims were handled and adjudicated according’to the Company’s policies and procedures
and resolved in a timely manner. F each of the selected claims, RNA verified the
date the claim was reported to any and noted whether or not the claim was
resolved in a reasonably timel &% . Of the 50 closed claims tested, 12 were property
damage claims and paid Wit#%i y days of receipt of a proof of loss as required by
M.G.L. c. 175, 8 191A. rified the Company’s direct payment and referral repair
shop plan has been approved by Commissioner as required by 211 CMR 123.00. Based
upon the results of ting, it appears that the Company’s processes to resolve claims
timely are functi accordance with their policies and procedures, as well as statutory

and regulatory ents.

Recommendatio e.

\ * * * * *

Standard, V11-4. The company responds to claim correspondence in a timely manner.
A 176D, § 3(9)(b) and 3(9)(e).

Objective: The Standard is concerned with the timeliness of the Company’s response to all claim
correspondence. Pursuant to M.G.L. c. 176D, 8 3(9)(b), unfair claims settlement practices include
failure to act reasonably promptly upon communications with respect to claims arising under
insurance policies. M.G.L. c. 176D, § 3(9)(e) considers failure to affirm or deny coverage of
claims within a reasonable time after proof of loss statements have been completed an unfair trade
practice.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy is to respond to questions about claims in a timely manner.

= Company policy is to investigate and resolve all claims according to Company performance
standards.

= Company policy and claims handling procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company. Similarly, no
distinction is made between claims on business produced by voluntary agents or ERPs.

= Claims management performs periodic claims audits to examine compliance with pany

claims policies.
= Supervisors review 1/12" of open claims each month based upon an aging o Mms to
evaluate settlement issues and ensure appropriate reserves have been estai ‘s :

= Claims management uses exception reports to measure operational s
processing time.

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

Transaction Testing Procedure: RNA interviewed C ;bersonnel to understand claims

handling processes and obtained documentation supporting*such processes. RNA selected a sample

of 50 claims closed during 2003 and an additional JQ; that were pending as of December 31,
h

2003 to evaluate compliance with Company claims ling policies and procedures. For each of
the selected claims, RNA verified the date t was reported to the Company and noted the
Company’s timely responses to claims corr ce.

Transaction Testing Results: (&\
Findings: None. YV

Observations: '4.'-
were reported .an

| n and closed claims selected for testing, RNA noted the claims
tigated according to the Company’s polices and procedures and
responses t orrespondence were timely. Based upon the results of our testing, it
appears Company’s processes to provide timely responses to claims
corres are functioning in accordance with their policies and procedures and are

reaso& imely.
Reco@aﬁons: None.

<

\Standard VI11-5. Claim files are adequately documented.

Objective: The Standard is concerned with the adequacy of information maintained in the
Company’s claim records related to the decision on the claim.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= Claim processing guidelines require that key information be completed, signed, and
included in the file, including:

Notice of loss with relevant accident date, accident description, and involved parties.
Relevant reports from investigating police authorities.

Applicable medical reports and other investigative correspondence.

Other pertinent written communication.

All legal correspondence.

Documented or recorded telephone communication. %
Claim activity is logged and documented in chronological order.

Claim reserve evaluations, adjustments and assessments are documenteqI E\)

Source correspondence and investigative reports are scanne maintained
electronically.

= Claims management performs periodic claims reviews to @ compliance with
istin

© 0 O 0 © © o O ©

Company claims policies.
= Company policy and claims handling procedures do not ma % ction between claims
in which the insured’s policy is ceded to CAR or retained by:the Company. Similarly, no
distinction is made between claims on business produ oluntary agents or ERPs.
b

= Supervisors review 1/12" of open claims each m ased upon an aging of all claims to
evaluate settlement issues and ensure appropriate reserves have been established.

= Claims management uses exception rep t easure operational effectiveness and

processing time.
Controls Reliance: Controls tested via d%eiation inspection, procedure observation and/or

corroborating inquiry appear to be suffici iable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure interviewed Company personnel to understand claims
handling processes and obtai mentation supporting such processes. RNA selected a sample
of 50 claims closed duri 03-and an additional 12 claims that were pending as of December 31,
2003 to evaluate compli th Company claims handling policies and procedures. For each of
the selected claims iewed the claim files and noted whether claim file documentation was
adequate.

Transaction ﬁsg% Results:

s: None.

were reported and investigated according to the Company’s polices and procedures and
claim file documentation was adequate. Based upon the results of our testing, it appears
that the Company’s processes to document claims are functioning in accordance with their
policies and procedures.

Q bservations: For all open and closed claims selected for testing, RNA noted the claims

Recommendations: None.
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Standard V11-6. Claim files are handled in accordance with policy provisions and state law.
M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f); M.G.L. c. 175, 8§ 22I, 24D, 111F, 112, 112C, 113J,
1130 and 193K; 211 CMR 75.00 and 133.00.

Objective: The Standard is concerned with whether the claim appears to have been paid for the
appropriate amount to the appropriate claimant/payee. Pursuant to M.G.L. ¢. 176D, § 3(9)(d),
unfair claims settlement practices include refusal to pay claims without conducting a reasonable
investigation based upon all available information. Moreover, M.G.L. c. 176D, § 3(9)(f) considers
failure to effectuate prompt, fair and equitable settlements of claims in which liability has hecome
reasonably clear as an unfair trade practice. &

M.G.L. c. 175, 8221 allows companies to retain unpaid premium due from clai Wyents.
Claim payments must also comply with M.G.L. c. 175, § 24D to intercept non-re ayments
for past due child support. Medical reports must be furnished to injured persot eir attorney
pursuant to M.G.L. c. 175, 88 111F and 113J. In addition, M.G.L. c.-175, '8112C requires
companies to reveal to an injured party making a claim against an insured; %nount of the limits
of said insured’s liability coverage upon receiving a request in writin % nformation.

M.G.L. c. 175, 8 112 states that liability of any company under vehicle liability policy or
under any other policy insuring against liability for loss or a n account of bodily injury,
death, or damage to property, shall become absolute wh er loss or damage for which the
insured is responsible occurs, and the satisfaction by the i e%ff a final judgment for such loss or
damage shall not be a condition precedent to the rig uty of the company to make payment on
account of said loss or damage.

M.G.L. c. 175, § 1130 prohibits payments ‘%ﬁsurer for theft coverage until the insured has
received notice from the appropriate police authority that a statement has been properly filed.
Additionally, companies are required %& e theft or misappropriation of a motor vehicle to a
central organization engaged in motg%fcle loss prevention. 211 CMR 75.00 designates the
National Insurance Crime Bureau a ntral organization to be used for this purpose.

M.G.L. c. 175 § 193K pro iscrimination by companies in the reimbursement of proper
expenses paid to certain drofessions and occupations, such as physicians or chiropractors, licensed
in Massachusetts purs @o 1.G.L. c. 112.

211 CMR 133.0 %forth uniform standards for repair of damaged motor vehicles and only
applies whe er pays for the costs of repairs. The regulation addresses how damage and
repair cosig ar ermined, requires like kind repair parts are used, and sets forth methods for

determi icle values. It further allows vehicles deemed a total loss to be repaired subject to
certai irements and limits. Lastly, the regulation requires an insurer to have licensed
appr conduct “intensified” appraisals of at least 25% of all damaged vehicles for which the
damage is less than $1,000.00 and 75% of all damaged vehicles for which the appraised cost of
repair is more than $4,000.00 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.

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

= Written policies and procedures govern the claims handling process.
= Company policy is to handle all claims in accordance with policy provisions and state law.

55




= Company policy and claims handling procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company. Similarly, no
distinction is made between claims on business produced by voluntary agents or ERPs.

s All claim notifications are maintained on a mainframe based automated claims
management system.

= All claims investigations are handled by adjustors up to a defined dollar limit to their
settlement authority.

s The Company has procedures to comply with requirements in M.G.L. c. 175, 88 111F,
113J and 112C to furnish medical reports and/or the amount of the insured’s policy limits,
upon receiving requests for such information from a claimant or their attorney.

»  The Company has procedures to comply with requirements in M.G.L. c. WD to
intercept non-recurring payments for past due child support for certai d claim
payments.

s The Company has procedures to comply with requirements in M.G:L. ¢=475, § 1130 to
verify a police report was properly filed prior to making pa%0 or theft coverage.
i

Further, the Company has procedures to report such thefts to the al Insurance Crime
Bureau as required by 211 CMR 75.00.

= The Company’s policy prohibits discrimination in the r ement of proper expenses
paid to certain professions and occupations as require ‘G.L.c. 1758 193K.

= Claims management can access the claims syste or open claims.

s Claims management performs periodic claifas ews to examine compliance with
Company claims policies.

= Supervisors review 1/12™ of open claims each ‘month based upon an aging of all claims to
evaluate settlement issues and ensur iate reserves have been established.

= Claims management uses excejix orts to measure operational effectiveness and

processing time. &

Controls Reliance: Controls teste documentation inspection, procedure observation and/or
corroborating inquiry appear iciently reliable to be considered in determining the extent of
transaction testing proced

Transaction Testing..Procedure: RNA interviewed Company personnel to understand claims
handling process ained documentation supporting such processes. RNA selected a sample
of 50 claims c ing 2003 and an additional 12 claims that were pending as of December 31,
2003 to evaltﬁ%ompliance with Company claims handling policies and procedures. Further, for
each of selacted claims, RNA verified the claim was handled in accordance with policy
provisi %’utory and regulatory requirements, as applicable.

& n Testing Results:

Findings: None.

Observations: For the 50 closed claims and 12 open claims selected for testing, RNA
noted 10 of the claims had a written request for disclosure of the insured’s liability policy
limits. The Company responded to the request within 30 days as required by M.G.L. c.
175, § 112C in each case. RNA noted one theft claim in our sample and noted the
Company complied with requirements in M.G.L. c¢. 175, 8 1130 to verify a police report
was properly filed prior to making payments for theft coverage. Further, the Company
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reported the theft to the National Insurance Crime Bureau within five working days, as
required by 211 CMR 75.00. Of the 50 closed claims and 12 open claims selected for
testing, RNA noted eight were potentially subject to the intercept procedures to comply
with requirements in M.G.L. c. 175, 8 24D. The Company properly verified the claim
recipient was not subject to the intercept requirement prior to making the claim payment.

RNA verified the Company has procedures in place to provide claimants with a list of
registered repair shops as well as those repair shops which qualify as a referral shop as
required by 211 CMR 123.00. Further, RNA noted the Company performs re-inspections
of repaired vehicles following completion of repairs according to the requiremen&ll
CMR 123.00.

es to handle

Based upon the results of our testing, it appears that the Company’s proece
rements are

claims in accordance with policy provisions, statutory and regulator
functioning in accordance with their policies and procedures.

Recommendations: None. ( ;@

Standard VII-7. The company uses the reservatiom@h’ts and excess of loss letters, where
appropriate.

Objective: The Standard is concerned with thé‘%any’s usage of reservation of rights letters and
its procedures for notifying an insured w apparent that the amount of loss will exceed

this Standard:
= Written policies an res govern the claims handling process.
s Company pollc:: dle all claims in accordance with policy provisions and state law.

policy limits (gb
Controls Assessment: The followinw servations were noted in conjunction with the review of

claims handling procedures do not make a distinction between claims
sured’s policy is ceded to CAR or retained by the Company. Similarly, no
de between claims on business produced by voluntary agents or ERPs.

s All % investigations are handled by adjustors up to a defined dollar limit to their
t authority

ﬁfompany uses reservation of rights and excess of loss letters when circumstances

rrant
Claims management can access the claims system to monitor open claims.

s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 50 claims closed during 2003 and an additional 12 claims that were pending as of December 31,
2003 to evaluate compliance with Company claims handling policies and procedures. For each of
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the selected claims RNA reviewed the claim files and noted whether reservations of rights or excess
loss letters were warranted.

Transaction Testing Results:

Findings: None.

Observations: For all open and closed claims selected for testing, RNA noted the claims
were reported and investigated according to the Company’s polices and procedures and
claim file documentation was adequate. RNA noted no instances where a reser% of
rights letter or excess loss letter was used. RNA did review model correspondence for ‘such
letters, and such model correspondence appeared accurate and proper. B J&égbn the
results of our testing, it appears that the Company’s processes to utlllz%( ation of

rights and excess loss letters to claims are functioning in accordance wi licies and
procedures. :
Recommendations: None. :Q)
* * *

Standard V11-8. Deductible reimbursement to insur, Wsubrogation recovery is made in
a timely and accurate manner.

Objective: The Standard is concerned Wlth \%)any s timely refund of deductibles from
subrogation proceeds.

Controls Assessment: The following x;;rvatlons were noted in conjunction with the review of
this Standard:

= Written policies and p govern the claims handling process including subrogated
claims.

s Company pollcy ve all subrogated claims in a timely manner.

= Company poI| |ms handling procedures do not make a distinction between claims
in WhICh t d’s pollcy is ceded to CAR or retained by the Company. Similarly, no
dlstm de between claims on business produced by voluntary agents or ERPs.

" The has a subrogation unit as part of its claims department. Its responsibility is

ana salvage on total loss claims.
" iability or coverage issues are undisputed with another carrier, the Company waives

eductible to its insured
% laims management can access the claims system to monitor open claims.
s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable.

Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
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of 50 claims closed during 2003 and an additional 12 claims that were pending as of December 31,
2003 to evaluate compliance with Company claims handling policies and procedures. For each of
the selected claims, RNA reviewed the claim files and noted whether subrogation recoveries were
timely and accurate.

Transaction Testing Results:

Findings: None.

Observations: For all open and closed claims selected for testing, RNA ed the
subrogation recoveries were timely and accurate according to the Company’s _policessand

procedures and the claim file documentation were adequate. Further, R oted no
instances where subrogation recoveries to the insured were not timely. pon the
results of our testing, it appears that the Company’s processes to ubrogation

recoveries to insureds are functioning in accordance with their polici cedures

Recommendations: None. :Q)
* * Q(Q

\Standard VI11-9. Company claim forms are apprme\prthe type of product.

Objective: The Standard is concerned with the ‘?a$§/ ’s usage of claim forms that are proper for
the type of product.

this Standard:

= A majority of claims
service (LINKS).
Company’s claim

Controls Assessment: The following 5@ ations were noted in conjunction with the review of

ed directly through the Company’s 800 number call-in
nt information is obtained and input automatically in the

= In addition, in dardized claims reporting forms are utilized which are appropriate
for the Compa ine of business.

= Compan y and claims handling procedures do not make a distinction between claims

i i insured’s policy is ceded to CAR or retained by the Company. Similarly, no

distinction,is made between claims on business produced by voluntary agents or ERPs.

" im processing guidelines require that key documentation be completed, signed, and
ed in the file, including: notice of loss with relevant accident date, accident

gscription, and involved parties.
Claims management can access the claims system to monitor open claims.

s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. RNA selected a sample
of 50 claims closed during 2003 and an additional 12 claims that were pending as of December 31,
2003 to evaluate compliance with Company claims handling policies and procedures. For each of
the selected claims, RNA reviewed the claim files and noted whether the claim reporting was
appropriate.

Transaction Testing Results:

Findings: None. %

Observations: For all open and closed claims selected for testing, RNA no e elaims
were reported according to the Company’s polices and procedures laim file
documentation was adequate. Based upon the results of our testing, rs that the
Company’s processes to document reported claims are functioning in.ac nce with their

policies and procedures.
Recommendations: None. §)
* * * * * Q

Standard VI1I-10. Claim files are reserved in dance with the company’s established
procedures.

Objective: The Standard is concerne adequacy of information maintained in the

Company’s claim records related to its g practices.

Controls Assessment: The followin bservations were noted in conjunction with the review of
this Standard:

= Written policies a ures govern the claims handling process.
= Company policy-i aluate claims timely and establish adequate reserves on all reported
claims. @
ﬁg

y and claims handling procedures do not make a distinction between claims
insured’s policy is ceded to CAR or retained by the Company. Similarly, no
is made between claims on business produced by voluntary agents or ERPs.

. processing guidelines require that key information be completed, signed, and
Q ded in the file, including:
Q Notice of loss with relevant date of loss, description, and involved parties.

Relevant reports from investigating police authorities.

Applicable medical reports and other investigative correspondence.
Other pertinent written communication.

All legal correspondence.

Documented or recorded telephone communication.

Claim activity is logged and documented in chronological order.

Claim reserve evaluations, adjustments and assessments are documented.

© © © © ©o O O
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o Source correspondence and investigative reports are scanned and maintained
electronically.

= Claims management performs periodic claims reviews to examine compliance with
Company claims policies.

= Supervisors review 1/12™ of open claims each month based upon an aging of all claims to
evaluate settlement issues and ensure appropriate reserves have been established.

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

Controls Reliance: Controls tested via documentation inspection, procedure observ icﬁ/or
corroborating inquiry appear to be sufficiently reliable to be considered in determinin ent of
transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personne @rstand claims
reserving processes and obtained documentation supporting such pr % RNA selected a
sample of 50 claims closed during 2003 and an additional 12 claj % ere pending as of
December 31, 2003 to evaluate compliance with Company .cl: eserving policies and
procedures. For each of the selected claims, RNA verified the date the*Claim was reported to the
Company and noted that claim reserves were evaluated, est and adjusted in a reasonably

timely manner. &i

Transaction Testing Results:

oq

Findings: None.

Observations: For each of the a ected for testing, RNA noted that claim reserves
were evaluated, established & sted according to the Company’s polices and
procedures and that the clalmf%ﬁ ation by the Company appeared timely. Based upon
the results of our testin that the Company’s processes to evaluate, establish and
adjust claim reserves ar |on|ng in accordance with their policies and procedures and
are reasonably tim t|

Recommendations: N

* * * * *
Standar II-}& Denied and closed-without-payment claims are handled in accordance with
policy isions and state law. M.G.L. c. 176D, 88 3(9)(d), 3(9)(h) and 3(9)(n).

j SND The Standard is concerned with the adequacy of the Company’s decision-making and
documentation of denied and closed-without-payment claims. Pursuant to M.G.L. c. 176D, 8§
3(9)(d), unfair claims settlement practices include refusal to pay claims without conducting a
reasonable investigation based upon all available information. Pursuant to M.G.L. c. 176D, §
3(9)(h), unfair claims settlement practices include attempting to settle a claim for an amount less
than a reasonable person would have believed he or she was entitled to receive. M.G.L. c. 176D, §
3(9)(n) considers failure to provide a reasonable and prompt explanation of the basis for denial of a
claim as an unfair claims settlement practice.

61




Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
= Company policy requires that denials must include contractual basis for non-payment and
inform the claimant of their right to appeal.
s All claim notifications are maintained on a mainframe based automated claims
management system.
s Company policy and claims handling procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company. Similarly, no
distinction is made between claims on business produced by voluntary agents or E

= All claims investigations are handled by adjustors not to exceed a defined dolar limit to
their settlement authority.

= Claims management can access the claims system to monitor open claims ‘%

= A written explanation of all denied claims and closed—without—payment is provided

to a claimant. C

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

Transaction Testing Procedure: RNA interviewed C ;bersonnel to understand claims
handling processes and obtained documentation supportingsuch processes. RNA selected a sample
of 50 claims closed during 2003 and an additional aims that were pending as of December 31,
2003 to evaluate compliance with Company clai %dling policies and procedures. Of the 62
claims selected, RNA noted seven of the clai e closed without payment. RNA verified the
date the claim was reported, reviewed corr ce and investigative reports and noted whether
the Company handled the claim timely rly before closing it.

Transaction Testing Results:

Findings: None. @j

Observations: kg seven claims closed without payment tested, documentation
appeared to ;@ ete including correspondence and other documentation. Further, the
Compan nclusion appeared reasonable. Based upon the results of our testing, it
appea%k Company’s processes do not unreasonably deny claims or delay payment

of CI&
Reco@aﬁons: None.

S

* * * * *

Standard VI1I-12. Cancelled benefit checks and drafts reflect appropriate claim handling
practices.

Objective: The Standard is concerned with the Company’s procedures for issuing claim checks as
it relates to appropriate claim handling practices.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= Written policies and procedures govern the claims payment process.
= Company policy is to handle all claims in accordance with policy provisions and state law.

= Company policy and claims payment procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company. Similarly, no
distinction is made between claims on business produced by voluntary agents or ERPs.

= All claims investigations are handled by adjustors up to a defined dollar limit to their
settlement authority.

s Company procedures verify the proper payee and amount and amount prior ‘t‘(iheck
issuance.

= Claims management can access the claims system to monitor open claims. M
ia

= Claims management performs periodic claims reviews to examine c with
Company claims policies. 0
Transaction Testing Procedure: RNA interviewed Company person understand claims
payment processes and obtained documentation supporting such proce selected a sample
of 50 claims closed during 2003 and an additional 12 claims that Wer% ing as of December 31,
2003 to evaluate compliance with Company claims payment poli and’procedures. For each of

the selected claims, RNA reviewed the claim files and noted e % aim payment practices were

appropriate.
Transaction Testing Results: &
Findings: None. Q

Observations: For all claims sele esting, RNA noted the claims were reported and
investigated according to the .Cempany’s polices and procedures and claim payment
documentation was adequate A noted no instances where claim payment practices
appeared inappropriate. ed “upon the results of our testing, it appears that the
Company’s processes ta:issde ‘claim payment checks are appropriate and functioning in
accordance with thei and procedures.

Recommendations: NQ% -
@' * * * * *

Ily less than is due under the policy. M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), M.G.L.

c% §28.

Standa 11-13. Claim handling practices do not compel claimants to institute litigation, in
case@ r liability and coverage, to recover amounts due under policies by offering
S

Obijective: The Standard is concerned with whether the Company’s claim handling practices force
claimants to (a) institute litigation for the claim payment, or (b) accept a settlement that is
substantially less than what the policy contract provides for. Pursuant to M.G.L. c. 176D, 88
3(9)(g) and 3(9)(h), unfair claims settlement practices include (a) compelling insureds to institute
litigation to recover amounts due under an insurance policy by offering substantially less than the
amounts ultimately recovered in actions brought by such insureds, and (b) attempting to settle a
claim for less than the amount to which a reasonable person would have believed he or she was
entitled by reference to written or printed advertising material accompanying or made part of an
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application. Moreover, if an insurer makes a practice of unduly engaging in litigation or of
unreasonably and unfairly delaying the adjustment or payment of legally valid claims, M.G. L. c.
175, 8§ 28 authorizes the Commissioner to make a special report of findings to the general court.

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

s Claims handling guidelines require the uniform and consistent handling of claims
settlement and payment of claims.

s Company policy is to contact all injured persons or their legal representatives within two
business days of receipt of a claim.

= Company policy and claims handling procedures do not make a distinction b en claims
in which the insured’s policy is ceded to CAR or retained by the Compa rly, no
distinction is made between claims on business produced by voluntary am ERPs.

= All injured persons claims are handled by claims staff dedicated to_.han bodily injury
claims in which the claimant is typically represented by an attorn

» Claims management performs periodic claims reviews tt mine compliance with
0

Company claims policies.
= Supervisors review 1/12" of open claims each month b
evaluate settlement issues and ensure appropriate rese

= Claims management uses reports measuring oper
to monitor claims processing activities.

an aging of all claims to
have been established.

ectiveness and processing times

corroborating inquiry appear to be sufficientl to be considered in determining the extent of

Controls Reliance: Controls tested via docume&qtati inspection, procedure observation and/or
transaction testing procedures.

Transaction Testing Procedure: R&] rviewed Company personnel to understand claims
handling processes and obtained dogumentation supporting such processes. RNA selected a sample
of 50 claims closed during 2003 %ﬁﬁdditional 12 claims that were pending as of December 31,
2003 to evaluate complianc ompany claims handling policies and procedures. Of the 50
claims selected, RNA noted f the claims involved litigation in a bodily injury or collision

da e claim was reported, reviewed correspondence, and investigative

claim. RNA verified
reports and noted the ler the Company handled the claim timely and properly.

Transaction Tﬁ&% e

ings: None.

( %xservations: For the 16 claims selected that involved litigation, documentation appeared
Q 0 be complete including correspondence and other documentation.  Further, the
Company’s conclusion appeared reasonable. Based upon the results of our testing, it

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

1

sults:

Recommendations: None.

64



Standard VI11-14. Loss statistical coding is complete and accurate. M.G.L. c. 175A, 8 15; 211
CMR 15.07.

Objective The Standard is concerned with the Company’s complete and accurate reporting of loss
statistical data to appropriate rating bureaus. Pursuant to M.G.L. ¢. 175A, § 15(a), insurers must
record and report their loss and countrywide expense experience in accordance with the statistical
plan promulgated by the Commissioner in accordance with the rating system on file with the
Commissioner and the Commissioner may designate rating agency or agencies to assist her in the
compilation of such data. In accordance with 211 CMR 15.07, the Commissioner established and
fixed the Automobile Statistical Plan for Fire, Theft, Comprehensive, Collision an%!lied
Coverages (dated April 8, 1971) as the statistical plan to be used in accordance Wi%;. . C.

175A, § 15(a). :i
Controls Assessment: The following key observations were noted in conjunctior@t e review of

this Standard:
s Company policy is to report loss data to appropriate ratin % timely and with
complete and accurate loss data.
= The Company reports loss data to CAR in a format require

is mandatory for all insurers writing private ‘
Massachusetts.

= Company policy and claims handling procedu

R. Participation in CAR
automobile insurance in

in which the insured’s policy is ceded to CAR:or retained by the Company. Similarly, no
distinction is made between claims on busi produced by voluntary agents or ERPs.

s The Company also reports loss data to ‘AlB, which is a rating bureau that represents the
insurance industry in rate hearings before the:Commissioner of Insurance.

m Detailed claim data is reported qua to CAR and AIB. The claim data includes loss
experience by line of businessi.ty loss, dollar amounts, claim counts, accident dates,
territory, etc.

= Claims management s%’g( reconcile the underlying data for completeness and
accuracy. Exceptio are generated to ensure the loss data is properly reported.

Controls Reliance: Cont ested via documentation inspection, procedure observation and/or
corroborating inquiry-appear to be sufficiently reliable to be considered in determining the extent of
transaction testin cedures.

Transaction Nt Procedure: RNA interviewed Company personnel to understand loss
statistica%%?rrt‘mg processes and obtained documentation supporting such processes. RNA

revie led reports from CAR and AIB showing the Company’s loss data in summary
fo bl A reviewed the CAR and AIB reports for reasonableness compared to Company
s&fa data for the quarter ended June 2003. RNA noted no unusual results or differences in the
data. Additionally, RNA reviewed the latest audit reports from CAR on the Company’s compliance
with CAR statistical coding requirements for key policy determinants for business ceded to CAR.

Transaction Testing Results:

Findings: None.

Observations: The Company appears to report loss statistical data to rating bureaus timely
and accurately and its processes are functioning in accordance with their policies and
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procedures, as well as statutory and regulatory requirements. For claim statistical errors
noted in the latest audit reports from CAR, the Company has recently implemented a staff
training program to instruct them on statistical coding.

Recommendations: None.
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SUMMARY

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

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

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge
encompassed responsibility for the coordination and direction of the examination performed, Which
was in accordance with, and substantially complied with, those standards estab 'Wy the
National Association of Insurance Commissioners (NAIC) and the NAIC onduct
Examiners’ Handbook. This participation consisted of involvement in the plan velopment,

supervision and review of agreed-upon procedures), administration an atlon of the
comprehensive examination report.

The cooperation and assistance of the officers and employees of pany extended to all
examiners during the course of the examination is hereby acknow

Matthew C. Regan Il Q t

Director of Market Conduct &
Examiner-In-Charge
Commonwealth of Massachusetts

Division of Insurance

Boston, Massachusetts /\
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