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SCOPE OF EXAMINATION

The Massachusetts Division (“Division”) conducted a comprehensive market conduct examination
of Plymouth Rock Assurance Corporation (“Plymouth Rock” or “Company”) for the period January
1, 2007 through December 31, 2007. The examination was called pursuant to authority in
Massachusetts General Laws Chapter (M.G.L. c¢.) 175, Section 4. The current 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 Eide Bailly,
LLP (“Eide”) were engaged to complete certain agreed-upon procedures. j

EXAMINATION APPROACH Ex)

A tailored audit approach was developed to perform the examination of the GoOrhg using the
guidance and standards of the NAIC Market Regulation Handbook (“H d, the market
conduct examination standards of the Division, the Commonw f Massachusetts’
(Commonwealth) insurance laws, regulations and bulletins, and federal laws and
regulations. All procedures were performed under the manageme ontrol of the market
conduct examination staff of the Division. The following descri ocedures performed and
the findings for the workplan steps thereon. t@

The basic business areas that were reviewed under this @b were:

I.  Company Operations/Management

Il.  Complaint Handling %\ ’»

I1l.  Marketing and Sales

IV. Producer Licensing Q
V. Policyholder Service (&\
VI. Underwriting and Rating

VIl Claims Yy

In addition to the process ocedures guidance in the Handbook, the examination included an
assessment of the Co internal control environment. While the Handbook approach detects
individual deficie Q18 ugh transaction testing, the internal control assessment provides an

understanding of the controls that Company management uses to run their business and to meet
key business Mes, including complying with applicable laws, regulations and bulletins related
to market cor&st, ctivities.

The m ssessment process is comprised of three significant steps: (a) identifying controls; (b)
a

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



EXECUTIVE SUMMARY

This summary of the comprehensive market conduct examination of the Company is intended to
provide a high-level overview of the 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 pany

is deemed advisable, or one in which a “finding,” or violation of Massachusetts’ insurance Ygws,
regulations or bulletins was found to have occurred. It also is recommended t &to)npany
management evaluate any substantive issues or “findings” for applicability to potentialm@cturrence

in other jurisdictions. When applicable, corrective action should be taken for all istions, and a
report of any such corrective action(s) taken should be provided to the Divisign.
;d recommendations

and, if applicable, subsequent Company actions made, as part of t ensive market conduct

The following is a summary of all substantive issues found, along %
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.

SECTION I - COMPANY OPERATIONS/ !%I\&EMENT
STANDARD 1-3 \Q

Transaction Testing Results:

Findings: None. Z

Observations: ted that the Company may not have performed a criminal
background ¢ %' ome employees hired prior to 2003. The Company began conducting
backgrou kg in 2003, but did not perform them retrospectively. Eide noted that the

Compan ot currently perform background checks on producers.

Recommendati

¥ Eide recommends that the Company conduct criminal background checks on
rospective Company employees and producers.



SECTION IV -PRODUCER LICENSING

STANDARD IV-1

Transaction Testing Results:

Findings: None.

Observations: Eide noted that the Company does not currently perform background g€hecks
on producers. ‘%

Recommendations: Eide recommends that the Company conduct criminal backgrou xe%ks on
all current and prospective producers. Q

STANDARD IV-2. C
Refer to Standard 1VV-1 for discussion and recommendations also applje&boﬁy is standard.

SECTION VI - UNDERWRITING AND RATING QO

STANDARD VI-26 Q%’

Transaction Testing Results:

ted did not contain documentation to support an
Ider. The file for one other policy tested did not
i-vehicle discount given to the policyholder.

Findings: The files for two polic}

anti-theft discount given to the
contain documentation to sup %

Observations: Except Wabove, the results of testing appear to show that the
remaining 49 policy files\tegt8d adequately supported the Company’s decisions.

Required Action: The Cd@y hould ensure that its’ agents present all required documentation to
the Company before | ey is processed, and that the Company retains such documentation to

support its busines ONS.

Q



SECTION VII - CLAIMS

STANDARD VII-3

Transaction Testing Results:

Findings: The Company did not timely process one claim of 77 tested. The claim arose
from an accident in which the Company felt the “other” driver, not the Company’s insured,
was primarily at fault. The claim went to arbitration. The arbitration ruling camﬂ&l;vin
favor of the “other” driver’s insurer. The arbitration agreement specified that tbgi claimywas

to be paid within 30 days of the arbitration decision. Testing of the claim inth it was
paid, but not within the 30 day timeframe as required by the arbitt{tifT=agreement.
Company policy is to comply with all arbitration agreements, thus lafm was not
resolved in a timely manner.

the remainder of the testing.

Observations: Except as stated above, Eide noted no other viol‘:@;this standard during

Recommendation: Eide recommends that the Company revie Qu procedures related to claim
arbitrations, and timely comply with the terms of all claims@ jon agreements.

STANDARD VI1I-6

Transaction Testing Results: ‘%
i ;h;

Findings: The Company didé% a vehicle theft or misappropriation to the National

Insurance Crime Bureau (NI in One of 77 tested claims. The claim involved property
damage to a Company insu icle while it was being driven by an unknown party. The
insured reported the vehtgle §olen from the residence where the insured was located at the
time of the theft, bu und the keys in the driveway of the theft location. The insured
then reported fin ehicle nearby after it had been in an accident, but was not aware
of who had ta

'%ide noted no other violations of this standard during the remainder of the
sult of Eide’s testing, the noted claim has now been referred to the NICB.

Recom ation: Eide recommends that the Company timely report any claim involving potential
theﬂ@ propriation to the NICB.

Q



COMPANY BACKGROUND

The Company is headquartered in Boston, Massachusetts and is a subsidiary of the Plymouth Rock
Group. The Company offers only private passenger and commercial automobile coverage in
Massachusetts. The Company’s statutory surplus as of December 31, 2007 was $122.4 million with
statutory admitted assets of $420.2 million. For 2007, premiums earned were $220.4 million. Net
income was $12.2 million for 2007. The Company’s A.M. Best rating was A- as of Decemm,
2007.

As of December 31, 2007, the Company was contracted with approximately 237 usetts
independent producers (“producers” or “agents”) and had 16 Exclusive Repres roducers
(“*ERP”) assigned to them by Commonwealth Automobile Reinsurers (“CAR”). Ps cannot
be terminated by the Company except in the event of certain violation AR Rules of

Operation.
This examination was conducted concurrently with examinations D%ény affiliates Pilgrim
S

Insurance Company and Bunker Hill Insurance Company, as certa@ , processes and controls
are common to operations of one or more of these affiliated COQ

The private passenger automobile market in Massachus ighly regulated one characterized
by mandatory coverage minimums, uniform rates se ivision, a requirement for carriers to
accept all risks and uniform coverages. Rate deviatiOgg are-allowed via discounts to affinity groups
as approved by the Division. Further, individual Tigks a¥ determined by the carriers can be ceded to
CAR. All licensed automobile carriers a uired to participate in the CAR reinsurance

facility. Each licensed automobile carrier ig all§cated a share of the CAR pooled operating results
arrier’s market share in the voluntary market.

and accumulated deficit in proportion &

The commercial automobile mar inCludes the involuntary and voluntary markets. The
involuntary commercial automoRile Ynarket is similar to the private passenger automobile market
and covers some, but not all’$agges of commercial coverage. Such remaining classes are part of
the voluntary market whégelrates and forms are approved on an individual carrier basis by the
Division.

The key objecti %his examination were determined by the Division utilizing the Handbook.
The remaind eport outlines the testing and results by each major risk area defined by the
Handbook.

<§Q



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 1-1. The regulated entity has an up-to-date, valid internal or externglaudit

program. .

Objective: This Standard is concerned with whether there is an audit prograﬂ%g on that
provides meaningful information to management. Q

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

= The Company has an internal audit function, and is also a@wually by an independent

accounting firm.
n  The Internal Audit Department (IAD) of Plymo % Assurance Group performs all
internal audit related functions of the Company.

s The IAD reports to the Chief Financial Offi byt has a direct line of reporting to the
Audit Committee and holds periodic execBbgve sessions with the Audit Committee to

discuss the audit plan and any potential_jssdes.
= All businesses, functions, and geog ital locations of the Company are subject to review
by the IAD.

= The IAD solicits input from(@xternal auditors to assist in properly evaluating the
Company’s overall risks.

= The IAD annually examRygs Xhe' Company’s accounting and claim functions, and prepares a
risk based audit plan ther areas of the businesses. The frequency of the Company’s
audits is based up%’ overall risk and control assessment.

90

s The Company s to internal and external audit recommendations to correct, modify,
and imple% ocedures.

m TheC mploys two auditors to continuously audit its independent agents.

s The t&ﬂ ditors conduct audit research on the agencies covering many of the Handbook
s inckuding:

Use of approved marketing materials

Communication of mandated disclosures

New business procedures

Product suitability

Licensing requirements

General supervision

= Upon completion of the audit, the auditor produces a report of audit findings and
appropriate corrective actions, and discusses the report with Company management, the
agency manager and the agency.

ooooo&




Controls Reliance: Controls tested via document 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: Due to the nature of this Standard, no transaction testing was
performed.

Transaction Testing Results:

Findings: None.

Observations: None %\x)
Recommendations: None. Q

Standard 1-2. The regulated entity has appropriate controls, saf X@;\Xnd procedures for
protecting the integrity of computer information.

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

Standard 1-3. The regulated entity has anti ra n|t|at|ves in place that are reasonably
calculated to detect, prosecute, and prevent lent insurance acts.

18 U.S.C. § 1033; Division of Insurance@ letjns 1998-11 and 2001-14.

Objective: This Standard is conc n(e&nth whether the Company has an antifraud plan that is
adequate, up-to-date, in complia e%wapplicable statutes and implemented appropriately.

Pursuant to 18 USC § 103 Violent Crime Control and Law Enforcement Act of 1994, it is a
criminal offense for anyQy aged in the business of insurance” to willfully permit a “prohibited
person” to conduct i e activity without written consent of the primary insurance regulator. A
“ ibi ipamiridividual who has been convicted of any felony involving dishonesty or a
in other offenses, who willfully engages in the business of insurance as
. In accordance with Division Bulletins 1998-11 and 2001-14, any entity
conductingginsulnce activity in Massachusetts has the responsibility of notifying the Division, in
writin %ﬂnployees and producers who are affected by this law. Individuals “prohibited” under
the I@ apply to the Commissioner for written consent, and must not engage or participate in

t ss of insurance unless and until they are granted such consent

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

= The Company has a written antifraud plan.

= The Company has a Special Investigative Unit (SIU) dedicated to preventing and handling
fraudulent activities.

10




= The SIU holds periodic meetings with representatives from various departments at the
Company including claims, compliance, internal audit, underwriting, sales and customer
service, to identify potentially fraudulent activity.

= The SIU tracks and investigates potentially fraudulent activity with the assistance of other
departments when required by statute. Such activity is reported to the regulators as
necessary.

= The SIU works with the Massachusetts Insurance Fraud Bureau to investigate and properly
handle potential fraud.

= The Company’s claims and underwriting personnel take part in ongoing coni{nuing
education, focused on identification and proper treatment of potentially fraudulent A!%t{y

ospe

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

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

s The Company has performed criminal background checks for all new an ive

employees since 2003.

Transaction Testing Procedure: Eide interviewed individuals with<gSpOpsibility for ensuring that
the Company does not employ prohibited persons as defined j % C § 1033, and reviewed
procedures followed by the Company to ensure compliance. Q

Transaction Testing Results: Q%
Findings: None. Q

Observations:  Eide noted that ompany may not have performed a criminal
background check on some empl red prior to 2003. The Company began conducting
background checks in 2003, perform them retrospectively. Eide noted that the

Company does not currentl* per background checks on producers.

Recommendations: Eide reco nws that the Company conduct criminal background checks on
all current and prospective employees and on producers.

A

Eide obtained\gnthreviewed a copy of the Company’s disaster recovery plan for reasonableness. All
required agtivityyfor this Standard is otherwise included in the scope of the ongoing statutory
financj ination of the Company.

Sta\&rd I-5. Contracts between the regulated entity and entities assuming a business
function or acting on behalf of the regulated entity, such as, but not limited to, MGAs, GAs,

TPAs and management agreements must comply with applicable licensing requirements,
statutes, rules and regulations.

No work performed. The Company does not utilize MGA's; therefore this standard in not applicable
to this examination.

11




Standard 1-6. The regulated entity is adequately monitoring the activities of any entity that
contractually assumes a business function or is acting on behalf of the regulated entity.

No work performed. The Company does not utilize MGA's; therefore this standard in not applicable
to this examination.

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

Objective: This Standard is concerned with the organization, legibility and structure of fiIe@ell
as with determining if the Company is in compliance with the Commonwealth’s re retention
requirements. The objective of this Standard was included for review in each Stan e such
policy or procedure for the retention of records exists or should exist.

Controls Assessment: The Company’s home office record retention polici described for each
Standard, as applicable. In addition:

= Company policy requires that its producers keep comp rgcbrds and accounts of all
insurance transactions.

= The Company’s standard producer contract requires oducer to keep insurance records
and accounts current and identifiable.

= The Company’s standard producer contract als%n ins the Company’s right to examine
producers’ accounts and records of all ins nsactions for as long as the Company
deems reasonable, including a reasonablegimeNgfter the termination of a producer contract.

Controls Reliance: Controls tested via d ation 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:
which related to review of d

various examination areageyi
applicable standard. %’
Transaction Testin@:

Fin “None.

rformed various procedures throughout this examination
ion and record retention. Such testing results are noted in the
y exceptions noted in the Executive Summary along with the

ations: None.

dations: None.

Standard 1-8. The regulated entity is licensed for the lines of business that are being written.

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

Objective:  This Standard is concerned with whether the Company is operating within the
requirements of its Certificate of Authority.

12




According to M.G.L. c. 175, 8 32, a company must first obtain a certificate of authority from the
Commissioner before any contracts or policies may be issued. A company may issue policies and
contracts for lines of business allowed by M.G.L. c. 175, § 47.

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

= The Company’s policy is to operate within the lines of business approved under its existing

corroborating inquiry appear to be sufficiently reliable to be considered in determini ent of
transaction testing procedures.

Certificate of Authority
Controls Reliance: Controls tested via documentation inspection, procedure obser @/or

Transaction Testing Procedure: Eide reviewed the Company’s Certifi Quthorlty, and

compared it to the lines of business it writes in the Commonwealth. %

Transaction Testing Results:

Findings: None.

Observations: The Company operates withi @%es of business approved under its

existing Certificate of Authority.

Recommendations: None. ~ S ;

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

M.G.L. c. 175, § 4. \Z

Objective: This Stand cerned with the Company’s cooperation during the course of the
examination.

M.G.L. c. 175, %’orth the Commissioner’s authority to conduct examinations of an insurer.

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

2 The Company’s level of cooperation and responsiveness to
examiner requests was assessed throughout the examination.

Transaction Testing Results:

Findings: None.

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

13




Recommendations: None.

Standard 1-10. The regulated entity has procedures for the collection, use and disclosure of
information gathered in connection with insurance transactions so as to minimize any
improper intrusion into the privacy of applicants and policyholders.

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505; 16 Code of Federal RegulatiormFR)
Part 313.

b

Objective: This Standard is concerned with the Company’s policies and proced esMure it
minimizes improper intrusion into the privacy of applicants and policyholders.
)

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, and 16 C 13, set forth
requirements for proper notice to consumers and restrictions on a fina nstitution’s ability to
disclose non-public personal consumer information to nonaffiliat %parties. Further, a
financial institution must provide its customers with a written n s privacy policies and
practices. In addition, a financial institution is prohibited f closing nonpublic personal
consumer information to nonaffiliated third parties, unless the@u n satisfies various disclosure
and opt-out requirements, and the consumer has not electegqopptut of such discussion.

Various aspects of privacy requirements are addressegegNGtapidards 1-10 through 1-17.

Controls Assessment: The following key obseryatiens Were noted in conjunction with the review of
this Standard:

= Company policy is to discloseq ion only as required or permitted by law to industry
regulators, law enforcement agefgies, anti-fraud organizations, and third parties who assist
the Company in processing ROsi

= Company policy requiLes

ss transactions for its policyholders.

consumer privacy notice be provided to policyholders at the
n. Annual disclosure notices also are provided to policyholders

time an applicatiop=
via standard mai %
s The Comp e that it has developed and implemented information technology

security es 1o safeguard customer, personal and health information.
s The s internal audit function has conducted reviews of privacy policies and
procedded-

ContolSN\N8liance: Controls tested via documentation inspection, procedure observation and/or
carfoberat ng inquiry appear to be sufficiently reliable to be considered in determining the extent of
tran§action testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for
policyholder services, and reviewed its privacy notice.

Transaction Testing Results:

Findings: None.

14




Observations:  Based upon Eide’s review of the Company’s privacy notice, it appears that
the Company’s privacy policy minimizes any improper intrusion into the privacy of
applicants and policyholders, and is disclosed to policyholders in accordance with their
policies and procedures. The Company also appears to have proper documentation to
support any adverse underwriting decisions it makes.

Recommendations: None.

A

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

Objective: This Standard is concerned with the Company’s policies and s to ensure it

properly manages insurance information.

Gramm-Leach-Bliley Act, §8 502, 503, 504 and 505; 16 CFR Part 313. ‘&
%Qz

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, a Part 313, set forth
requirements for proper notice to consumers and restrictions o cial institution’s ability to
disclose non-public personal consumer information to no I| third parties. Further, a
financial institution must provide its customers with a tlce of its privacy policies and
practices. In addition, a financial institution is probi om disclosing nonpublic personal
consumer information to nonaffiliated third parties, institution satisfies various disclosure

and opt-out requirements, and the consumer has npt € ted to opt out of such discussion.

Controls Assessment: The following key 0 10ns were noted in conjunction with the review of
this Standard:

Xing and training its employees regarding its practices
onal information of applicants and policyholders.

d procedures in place for transmitting written notice of its
licant and policyholder at the time of application for or renewal

= The Company has a policy for i
for handling and maintaigin

= The Company has plic

privacy policy to
of a policy. %

Controls Reliance rols tested via documentation inspection, procedure observation and/or
corroboratlng pear to be sufficiently reliable to be considered in determining the extent of
transaction té rocedures.

esting Procedure: Eide interviewed Company personnel with responsibility for
se rsonal information about applicants and policyholders. Insurance information
n‘% ent standards were tested in each section on this examination.

Transaction Testing Results:

Findings: None.

Observations: Per Eide’s review, the Company appears to be in compliance with applicable
statutes and regulations.

Recommendations: None.

15




Standard 1-12. The regulated entity has policies and procedures to protect the privacy of
nonpublic personal information relating to its customers, former customers and consumers
that are not customers.

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

maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 8§88 502, 503, 504 and 505, and 16 CFR Part‘%\e? forth

requirements for proper notice to consumers and restrictions on a financial ins'” ability to
Y

Objective: This Standard is concerned with the Company’s policies and procedures to eﬁure it

disclose non-public personal consumer information to nonaffiliated third p §. 7 Further, a
financial institution must provide its customers with a written notice of (S privacy policies and
practices. In addition, a financial institution is prohibited from disglOsl onpublic personal
consumer information to nonaffiliated third parties, unless the instituti %’ies various disclosure
and opt-out requirements, and the consumer has not elected to opt discussion.

njunction with the review of

Controls Assessment: The following key observations were noQ

this Standard: %

= The Company’s policy is to comply with th -Leach-Bliley Act and its related rule
16 CFR Part 313, regarding privacy requiremsgts of nonpublic personal information.
= The Company stated that it does not s onal information to third parties.

= Company policy is to disclose info nly as required or permitted by law to industry
regulators, law enforcement agexfieSwanti-fraud organizations, and third parties who assist
the Company in processing b ss¥ransactions for its policyholders.

= Company policy requires t% sumer privacy notice be provided to policyholders when

a policy is delivered. disclosure notices also are provided to policyholders via
standard mail.

s The Company

security practi
Controls Reli e&@ntrols tested via documentation inspection, procedure observation and/or
corroboratinqxlry appear to be sufficiently reliable to be considered in determining the extent of

transact%ﬁi procedures.
Trangact esting Procedure: Eide interviewed Company personnel with responsibility for
er services, and reviewed its privacy notice.

at it has developed and implemented information technology
eguard nonpublic personal information.

Transaction Testing Results:

Findings: None.

Observations: It appears from Eide’s review of the Company’s privacy notice that its
privacy policy minimizes any improper intrusion into the privacy of policyholders, former
policyholders and consumers that are not policyholders, and is disclosed to policyholders in
accordance with their policies and procedures.

16




Recommendations: None.

Standard 1-13. The regulated entity provides privacy notices to its customers and, if
applicable, to its consumers who are not customers regarding treatment of nonpublic personal
financial information.

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

Objective: This Standard is concerned with the Company’s policies and procedure ensu¥e it
maintains privacy of consumer information.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, and 16 CFR @1 , set forth

requirements for proper notice to consumers and restrictions on a financigt instittition’s ability to

disclose non-public personal consumer information to nonaﬁiliated% rties. Further, a
0

financial institution must provide its customers with a written notige it privacy policies and
practices. In addition, a financial institution is prohibited from«g ng nonpublic personal
consumer information to nonaffiliated third parties, unless the in t atisfies various disclosure
and opt-out requirements, and the consumer has not elected toQ of such discussion.

Controls Assessment: Refer to Standard 1-12. Q%

Controls Reliance: Controls tested via documentatign inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently teliakle t0 be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eigg i ewed Company personnel with responsibility for
policyholder services, and reviewed_its pNyacy notice.

Transaction Testing Results: &
Findings: None, %

:Qd upon Eide’s review of the Company’s privacy notice, and discussion
personnel, it appears that the Company disclosed privacy information to

Observati

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

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

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

17



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

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

this Standard y
s The Company’s policy is to comply with the Gramm-Leach-Bliley Act aqd¥| ted rule
16 CFR Part 313, regarding privacy requirements of nonpublic personal i ation.

= The Company stated that it does not sell personal information to thir%tl

= Company policy is to disclose information only as required or itted’ by law to industry
regulators, law enforcement agencies, anti-fraud organizatio ird parties who assist
the Company in processing business transactions for its poh

= Company policy requires that a consumer privacy notl

rs.
ided to policyholders when

a policy is delivered. Annual disclosure notlces e provided to policyholders via
standard mail.
= The Company stated that it has develope emented information technology
security practices to safeguard nonpublic p ormatlon
Controls Reliance: Controls tested via d ion inspection, procedure observation and/or

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

Transaction Testing Procedurey ?@interviewed Company personnel with responsibility for
policyholder services, and revie its privacy notice.

Transaction Testing Resu

Findings
Obs It appears from Eide’s review of the Company’s privacy notice, and
| Cuss |th Company personnel, that the Company provides consumer information to

s  partners or other third parties only to help provide essential services to the
mer and therefore is not required to provide an opt out option.

%mendaﬂons None.

Standard 1-15. The regulated entity’s collection, use and disclosure of nonpublic personal
financial information are in compliance with applicable statutes, rules and regulations.

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

Objective: This Standard is concerned with the Company’s policies and procedures to ensure it
maintains privacy of consumer information.
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The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505, and 16 CFR Part 313, set forth
requirements for proper notice to consumers and restrictions on a financial institution’s ability to
disclose non-public personal consumer information to nonaffiliated third parties. Further, a
financial institution must provide its customers with a written notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
consumer information to nonaffiliated third parties, unless the institution satisfies various disclosure
and opt-out requirements, and the consumer has not elected to opt out of such discussion.

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

this Standard: y

s The Company’s policy is to comply with the Gramm-Leach-Bliley Act aqd¥| ted rule
16 CFR Part 313, regarding privacy requirements of nonpublic personal i ation.

s The Company stated that it does not sell personal information to third parties:

= Company policy is to disclose information only as required or itted’ by law to industry
regulators, law enforcement agencies, anti-fraud organizatio nehJAird parties who assist
the Company in processing business transactions for its poh rs.

= Company policy requires that a consumer privacy noti ided to policyholders when
a policy is delivered. Annual disclosure notices adgo\are provided to policyholders via
standard mail.

= The Company stated that it has develope d\implemented information technology
security practices to safeguard nonpublic p al rformation.

Controls Reliance: Controls tested via d ion inspection, procedure observation and/or
corroborating inquiry appear to be sufficign iable to be considered in determining the extent of
transaction testing procedures. x

Transaction Testing Procedurey %@interviewed Company personnel with responsibility for
policyholder services, and revie privacy notice. The financial examination team conducted a
review of the Company’s Il olicies, which provided additional information to the market
conduct examiners.

Transaction Testin&%@:

ions: Based upon Eide’s review of the Company’s privacy notice, and discussion
@ ompany personnel, it appears that the Company’s privacy policies and procedures are
equate to protect nonpublic personal financial information.

Recommendations: None.
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Standard 1-16. In states promulgating the health information provision of the NAIC model
regulation, or providing equivalent protection through other substantially similar laws under
the jurisdiction of the Department of Insurance, the regulated entity has policies and
procedures in place so that nonpublic personal health information will not be disclosed except
as permitted by law, unless a customer or a consumer, who is not a customer, has authorized
the disclosure.

Health Insurance Portability and Accountability Act of 1996 (HIPAA); Public Law 104 191;
45 CFR Parts 160 and 164.

Objective: This Standard is concerned with ensuring that the Company’s policies a o eauires
regarding nonpublic personal health information are in compliance with appllcable sfat

The Health Insurance Portability and Accountability Act of 1996 (HIPAA); Publ 04-191: 45
CFR Parts 160 and 164 sets proper procedure for inquiry, release, dISC|OS alntenance of

nonpublic personal health information.

tion with the review of

Controls Assessment: The following key observations were noted j
this Standard:

= The Company stated that it does not sell any perso on mer information to third parties.
= Company policy is to disclose information only as ired or permitted by law to industry

regulators, law enforcement agencies, anti- nizations, and third parties who assist
the Company in processing business tran ctioRgs for its policyholders.
= Company policy requires that a consu acy notice be provided to policyholders when

a policy is delivered. Annual d|s otices also are provided to policyholders via

standard mail.
= The Company stated that i veloped and implemented information technology
security practices to safeu 0 Ub|IC personal information.

Controls Reliance: Contrg
corroborating inquiry o-ﬂ-
transaction testing pro 0

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

Transaction Testﬁ&ocedure Eide interviewed Company personnel with responsibility for
policyholder ‘@ and reviewed its privacy notice.

Transa@E gsting Results:
@g: None.

Observations: It appears from Eide’s review of the Company’s privacy notice, and
discussion with Company personnel, that the Company’s privacy policies and procedures
are adequate to protect nonpublic personal health information.

Recommendations: None.
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Standard 1-17. Each licensee shall implement a comprehensive written information security
program for the protection of nonpublic customer information.

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

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

requirements for proper notice to consumers and restrictions on a financial institution’s dsijty to

disclose non-public personal consumer information to nonaffiliated third parties. 4F a

financial institution must provide its customers with a written notice of its priv oNgies and

practices. In addition, a financial institution is prohibited from disclosing personal
CcuSsio

The Gramm-Leach-Bliley Act, 8§88 502, 503, 504 and 505, and 16 CFR Part 313, seﬁ forth
urther,

consumer information to nonaffiliated third parties, unless the institution satisfie pus disclosure
and opt-out requirements, and the consumer has not elected to opt out of suc%

n.
Controls Assessment: The following key observations were noted in A&:}on with the review of
this Standard:

= The Company’s policy is to comply with the Gram =Bliley Act, 88 502, 503, 504
and 505, and its related rule 16 CFR Part 313, re ivacy requirements of nonpublic
personal information. X i

s The Company has written policies and in place for security of nonpublic
policyholder and consumer information.

= The Company stated that it does not sa»%onal information to third parties.

= Company policy is to disclose inf only as required or permitted by law to industry
regulators, law enforcement a i¢=anti-fraud organizations and third parties who assist
the Company in processing budsihgss transactions for its policyholders.

= Company policy require tr%;onsumer privacy notice be provided to policyholders when
a policy is delivered. ugl disclosure notices also are provided to policyholders via
standard mail.

= The Company
security practi @

at it has developed and implemented information technology
feguard nonpublic personal information.

Controls Reliaqs; ntrols tested via documentation inspection, procedure observation and/or
corroboratin auj,ry appear to be sufficiently reliable to be considered in determining the extent of
transactigmyesting procedures.

Tr cti§n” Testing Procedure: Eide interviewed Company personnel with responsibility for

i er services, and reviewed its privacy notice. The financial examination team conducted a
review of the Company’s privacy policies, which provided additional information to the market
conduct examiners.

Transaction Testing Results:

Findings: None.
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Observations: It appears from Eide’s review of the Company’s privacy notice that it has
adequate and properly documented policies and procedures for the protection of nonpublic
policyholder and consumer information.

Recommendations: None.
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1. COMPLAINT HANDLING

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

Standard I1-1. All complaints are recorded in the required format on the regulated entity

complaint register. 1
M.G.L. c. 176D, § 3(10). A

\

Objective: This Standard is concerned with whether the Company formally tr ‘%plaints or
grievances.
Pursuant to M.G.L. c. 176D, § 3(10), an insurer must maintain a completg/fec f all complaints it
received since the date of its last examination. The record must ididgte) the total number of
complaints, the classification of each complaint by line of insuran ture of each complaint,
the disposition of each complaint and the time it took to process plaint.

.

Controls Assessment:  The following key observations wege}
of this Standard:

in conjunction with the review

= The Company has written policies an &dures governing the complaint handling
process.

= The Company records all complainm nsistent format in the complaint log.
= The Company’s definition of cg similar to the statutory definition.
= The Company has a consumersegyic&team to receive and respond to complaints.

= The Company reviews al plaints from the Division and forwards them to the
appropriate manager @ igation and response.

Controls Reliance: C%&sted via documentation inspection, procedure observation and/or
corroborating inquir % 0 be sufficiently reliable to be considered in determining the extent of
transaction testin coeres.

Transaction Tgstigg Procedure: Eide obtained complete complaint lists from the Company and the
Division fQr tMamination period, and found that both lists logged 23 complaints about the
Comp to the Division during the examination period. All complaints were reviewed to
ens ey were handled in accordance with M.G.L. ¢.176, § 3(10).

Bas&¢g on these findings and a planning risk assessment, Eide performed detail testing on claim
handling and underwriting as outlined later in this report.

Transaction Testing Results:

Findings: None.
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Observations: Eide noted that the Company appears to maintain complaint handling
procedures, and a complete listing of complaints, in accordance with M.G.L. ¢. 176D, §
3(10).

Recommendations: None.

Standard 11-2. The regulated entity has adequate complaint handling procedures in place and
communicates such procedures to policyholders. 1

M.G.L. c. 176D, § 3(10).

Objective: This standard is concerned with whether the Company has adequate INt handling
procedures, and communicates those procedures to policyholders.

Pursuant to M.G.L. c. 176D, § 3(10), the Company must be able t %Strate that (a) the
Company has documented procedures for complaint handling as re '%}) he Division, (b) the
procedures in place are sufficient to enable satisfactory handling g ints received as well as
to conduct root cause analysis of complaints, (c) there is a met tribution of and obtaining
and recording response to complaints that is sufficient to a&u ponse within the time frame
required by state law, and (d) the Company provides a tele@e’ mber and address for consumer

inquiries. Q

Controls Assessment: Refer to Standard I1-1.

Controls Reliance: Controls tested via d ation inspection, procedure observation and/or
corroborating inquiry appear to be sufficign iable to be considered in determining the extent of
transaction testing procedures. x

Transaction Testing Procedure: l:?;eviewed 23 Massachusetts complaint files from both the
Company and the Division for t mination period to evaluate this Standard, and to ensure that
the Company performs rogiC alysis of complaints. Eide also interviewed management and
staff responsible for con%p andling, and examined evidence of the Company’s complaint
handling processes ang s. A sample of forms and billing notices was reviewed to determine

Transaction T@esults:
Qi,ngg None.
QQservations: The Company appears to have adequate complaint procedures in place,

including root cause analysis, and communicates such procedures to policyholders.

Recommendations: None.
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Standard 11-3. The regulated entity takes adequate steps to finalize and dispose of the
complaint in accordance with applicable statutes, rules and regulations and contract language.

Objective: This Standard is concerned with whether the Company response to the complaint fully
addresses the issues raised.

Controls Assessment: Refer to Standard I1-1.

corroborating inquiry appear to be sufficiently reliable to be considered in determining the t of

Controls Reliance: Controls tested via documentation inspection, procedure observation Snd/or
transaction testing procedures.

Company and the Division for the examination period to evaluate this Skgnddd. Eide also
interviewed management and staff responsible for complaint handling, angexamired evidence of
the Company’s complaint handling processes and controls.

Transaction Testing Results: Q%
Findings: None Q
Observations: Eide noted that the Compan r%@d to the issues raised in all the
complaints tested in an appropriate and ¢ e manner through its’ formal complaint

process. The Company further appears t t@omplainants with similar fact patterns in a
consistent manner, and adequately doq@& itS complaint files.

Recommendations: None \Q

Transaction Testing Procedure: Eide reviewed 23 Massachusetts complaint both the

Standard 11-4. The time framegwi 'hich the regulated entity responds to complaints is in

accordance with applicable‘% srrules and regulations.
7

Objective: This Stan cerned with the time required for the Company to process each
complaint.

regulations. r, established Division practice requires insurers to respond to the Division
within 14.4ays date it receives any complaint from the Division.

Contfols®
g,

pls 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.

Massachusetts t have a specific complaint handling time standard in the statutes or
oweve
e

s8essment: Refer to Standard I1-1.

Transaction Testing Procedure: Eide reviewed a complete listing of the Massachusetts complaint
files from the Division for the examination period to evaluate this Standard. In addition, Eide
reviewed all complaints to determine the reason for delay for any which exceeded the 14 day
response time required by the Division.
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Transaction Testing Results:

Findings: None.

Observations: Eide noted that the Company responded to the issues raised in all the
complaints tested in an appropriate and timely manner through its’ formal complaint
process. The Company further appears to treat complainants with similar fact patterns in a
consistent manner, and adequately documents its complaint files. All complaints reviewed
were timely handled in less than 14 days per the Division’s requirements. 1

Recommendations: None.
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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. 175C, § 3; M.G.L. c. 175, § 18; M.G.L c. 176D, § 3; Division of Insu%yjlletin

Standard 111-1. All advertising and sales materials are in compliance with applicable%es,

2001-02. N\
A\

Objective: This Standard is concerned with whether the Company mai ;% system of control
over the content, form and method of dissemination of its advertisemenfI ¢

Pursuant to M.G.L. ¢c. 176D, 8 3, it is deemed an unfair method
falsely advertise insurance policies, or the benefits, terms, Y
policies. Pursuant to Division Bulletin 2001-02, an insurer w0
disclose on that website the name of the Company appeaq i
address of its principal office. M.G.L. c. 175C, § 3
not solicit business through the property joint under

companies to conduct business only in their name, an
liabilities and surplus.

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

ot ogmpetition to misrepresent or
ns and advantages of said
aintains an internet website must
e certificate of authority, and the
nsurers from directing producers to
sociation. M.G.L. c. 175, 8§ 18 requires
ny publication of assets must also include

this Standard:

= All advertising and sale
for approval and compadi

= The Company’s

a¥éridls produced by the Company are reviewed by management
ith statutory and regulatory requirements prior to use.

hat its website discloses the Company’s name and address.

Controls Reliance;

corroborating inq&yr
transaction tex
T

Transaci{ esting Procedure: Eide reviewed direct advertising and sales materials produced by
the or compliance with statutory and regulatory requirements. Eide also reviewed the
C% website for appropriate disclosure of its name and address, and compliance with

Is tested via documentation inspection, procedure observation and/or
ppear to be sufficiently reliable to be considered in determining the extent of
edures.

st ry and regulatory requirements.

Transaction Testing Results:

Findings: None.
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Observations: The results of Eide’s testing showed that the Company’s advertising and
sales materials comply with Massachusetts M.G.L. c. 176D, § 3, and with Division Bulletin
2001-02.

Recommendations: None.

Standard I11-2. Regulated entity internal producer training materials are in compliance with
applicable statutes, rules and regulations. £

Objective: This Standard is concerned with whether all the Company’s producer trainidg m te¥ials
are in compliance with the Commonwealth’s statutes, rules and regulations.

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

» The Company has distributed a general information packet roducers focusing on
company policies, practices and procedures including underw% rating.

= The Company provides bulletins to producers through year noting changes in
policies, practices and procedures.

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

Controls Reliance: Controls tested via documentation 4 ion, procedure observation and/or
AQ b?
transaction testing procedures.

Transaction Testing Procedure: Eide reviev%e Company’s bulletins to agents during the
examination period for accuracy and reason e

Transaction Testing Results:

Findings: None.

Observations: any’s communications to producers appear to be accurate and
reasonable.

Recommendations!

®

Standar II-3.VReguIated entity communications to producers are in compliance with
appli utes, rules and regulations.

Q%’ tive: This Standard is concerned with whether the written and electronic communication
betw&n the Company and its producers is in accordance with applicable statutes, rules and
regulations.

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

= The Company periodically communicates information to agents via bulletins which note
changes in policies, practices and procedures.
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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: Eide reviewed the Company’s bulletins to agents during the
examination period for accuracy and reasonableness.

Transaction Testing Results:

Findings: None. &

Observations:  The Company’s communications to producers appear agC and

reasonable.
Recommendations: None. C Q
AQ)

Standard I11-4. Regulated entity mass marketing of propert \@%’ualty insurance is in
compliance with applicable statutes, rules and regulations. 6

M.G.L. c. 175, § 193R )

Objective: This Standard is concerned with whethe Company’s mass marketing efforts are in
compliance with applicable statutes, rules and regulatigfs.

Pursuant to M.G.L. c. 175, § 193R, mass ing or group marketing is any system, design

or plan whereby motor vehicle or homeown urance is afforded to employees of an employer, or
to members of a trade union, associatj K% anization and to which the employer, trade union,
association or organization has agreet#&i any way affiliated itself with, assisted, encouraged or
participated in the sale of such insu 0 its employees or members through a payroll deduction
plan or otherwise.

Controls Assessment: T ing key observations were noted in conjunction with the review of
this Standard:
= Written C nderwriting guidelines are designed to reasonably assure consistency in

emium discounts and surcharges.
ny provides the same premium discount of 2-15% to each member of various
ity groups.

m discounts available to affinity groups are filed with and approved by the Division.

C%)Is 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: Eide interviewed Company personnel with responsibility for the
marketing and underwriting processes, and selected 52 policies issued or renewed during the
examination period for testing premium discounts, including those to affinity groups. Eide verified
that the affinity group discount for each policy was properly applied and approved by the Division.
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Transaction Testing Results:

Findings: None.
Observations: Based on the results of Eide’s testing, it appears that each of the premium

discounts, including those given to affinity groups, was properly applied and approved by
the Division.

Recommendations: None. f
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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.

agree with Department of Insurance records.

18 U.S.C. 8§ 1033; M.G.L. c. 175, 8§88 1621 and 162S; Division of Insurance Bu@&é%-ll

and 2001-14. aN

Standard 1V-1. Regulated entity records of licensed and appointed (if applicable) proﬂucers

7

Objective: The Standard is concerned with ensuring that the Company’s %ﬂted producers are

appropriately licensed by the Division.

nagotiate insurance in the
Commonwealth are required to be licensed for that line of auth ther, producers shall not act
as an agent of the Company unless they have been appointe hem pursuant to M.G.L c. 175, §
162S. Pursuant to 18 USC § 1033, the Violent Crime Co: aw Enforcement Act of 1994, it

Pursuant to M.G.L c. 175, § 162l, all persons who solicit, s

is a criminal offense for anyone “engaged in the bysinggsYef insurance” to willfully permit a
“prohibited person” to conduct insurance activity wj itten consent of the primary insurance
regulator. A “prohibited person” is an individua %s been convicted of any felony involving
dishonesty or a breach of trust or certain oth ses, who willfully engages in the business of
insurance as defined in the Act. In accord gh Division Bulletins 1998-11 and 2001-14, any
entity conducting insurance activity i chusetts has the responsibility of notifying the
Division, in writing, of all employeg&and\producers who are affected by this law. Individuals

“prohibited” under the law may y ¥ the Commissioner for written consent, and must not
:%nsurance unless and until they are granted such consent.

engage or participate in the busings
Controls Assessment: The %key observations were noted in conjunction with the review of
this Standard:
= The Co Qintains an automated producer database that interfaces with its
iting, yolicyholder service and producer compensation systems.
ers are required to enter into a written contract with the Company prior to their
Int t.
" %ﬂmpany does not perform background checks on new producers.
-Qe Company requires producers to provide a copy of their corporate and individual
enses during the appointment process.
Agency contracts require them to report producer hiring’s and departures to the Company in
writing.
= Agencies must annually notify the Company of changes to the producer listing upon license
renewal.
= The Company’s appointment procedures are designed to comply with M.G.L. c. 175, §
162S, which requires that a producer be appointed by the Company within 15 days from the
date their contract is executed, or from the date the first coverage application is submitted.
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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: Eide interviewed individuals with responsibility for producer
contracting and processing of appointments, and reconciled the Division’s producer listing to the
Company’s producer listing.

Transaction Testing Results:
Findings: None. Yy
Observations: Eide noted that the Company does not currently perform b ‘@nd checks
on producers. 6

Recommendations: Eide recommends that the Company conduct crimin %ound checks on
all current and prospective producers. :

Standard IV-2. Producers are properly licensed and ap et=(f required by state law) in
the jurisdiction where the application was taken.

18 U.S.C. § 1033; M.G.L. c. 175, §8 1621 and 16 ivision of Insurance Bulletins 1998-11
and 2001-14

£

b4
Refer to Standard I1V-1 for discussion and re@&enﬁaﬁons also applicable to this standard.

A\

L
Standard 1V-3. Termination o ‘roNce’rs complies with applicable standards, rules and
regulations regarding notificatjon producer and notification to the state, if applicable.

M.G.L. c. 175, 88 162R ape, 162%.
7

ig concerned with whether the Company’s termination of producers

Objective: This Stg
gbledstatutes requiring notification to the Commonwealth and to the producer.

complies with ap

Pursuant to Mﬁ c. 175, 8 162T, the regulated entity must notify the Division within 30 days of
ige datgof a producer’s termination, and of the cause of any “for cause” termination.

the effec
M.Gi@& 8 162R defines the reasons for which the Division may terminate a producer’s
lice Q

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

= Agency contracts require them to report producer hirings and departures to the Company in
writing.

= Marketing representatives visit each agency monthly to inquire about any changes in
personnel, to ensure they are notifying the Company of any hiring or departures.

= Agencies must annually notify the Company of changes to the producer listing upon license
renewal.
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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: Eide requested and reviewed documentation of the Company’s
reporting of all producer terminations from the examination period to the Division.

Transaction Testing Results:
Findings: None. Yy

8 ‘contents

Observations: The Company notifies terminated producers using a lettg
have been approved by the Division. When the termination is “for % Company
sends the notice to the producer via certified mail, return receipt reguest®The Company
notifies the Division of the termination consistent with proc stablished by the

Division.
Recommendations: None. Q:

Standard I1VV-4. The regulated entity’s policy of pro uﬂks%fointments and terminations does
g&(s.

not result in unfair discrimination against policyh

Objective: The Standard is concerned that t \éﬁy has a policy for ensuring that producer
appointments and terminations do not unfair riminate against policyholders.

Controls Assessment: Refer to Standa& nd 1V-3.

Controls Reliance: Controls tested g documentation inspection, procedure observation and/or
corroborating inquiry appear {o usficiently reliable to be considered in determining the extent of
transaction testing procedu

Transaction Testing P@M : Eide reviewed documentation, such as zip codes, for 52 policies
issued or renewe he examination period for evidence of unfair discrimination against

policyholders res%t from the Company’s policies regarding producer appointments and

terminationsx
Transa@estmq Results:

Q ndings: None.

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

Recommendations: None.
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Standard 1V-5. Records of terminated producers adequately document reasons for
terminations.

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

Objective: The Standard is concerned that the Company’s records for terminated producers
adequately document the action taken.

Pursuant to M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days<f the
effective date of a producer’s termination, and of the cause for any such termination as défiged in
M.G.L. c. 175, § 162R.

Controls Assessment: Refer to Standard 1V-3.
S :

Controls Reliance: Controls tested via documentation inspection, proce
corroborating inquiry appear to be sufficiently reliable to be considered igdeter

transaction testing procedures. C
es terminated during the

rvation and/or
ining the extent of

Transaction Testing Procedure: Eide obtained a list of p
examination period, and reviewed the reasons for each termina

Transaction Testing Results: Q%

Findings: None.

Observations: Based on the testigg\noted above, the Company’s internal records
c r terminations. None of the terminations tested

adequately document reasons f
were for cause as defined in q\ 75, 8 162R. The Company has procedures in place
i

for notifying the Division qf ter ons whether “for cause” or “not for cause.”
Recommendations: None. y§ z

Standard 1V-6. Producd ¥ccount balances are in accordance with the producer’s contract
with the insurer.‘é\

No work perx . All required activity for this Standard is included in the scope of the ongoing
ncl

statutor@ examination of the Company.
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V. POLICYHOLDER SERVICE

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

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

M.G.L. c. 175, §§ 193B and 193B %. A\

Objective: This Standard is concerned with whether the Company provides poW Iders with
sufficient advance notice of premiums due.

Pursuant to M.G.L. c. 175, 88§ 193B and 193B Y%, premiums may b da installments with
interest charged on the unpaid balance due as of the billing date.

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

» The policyholder receives a renewal notice fr the gompany prior to the effective date of
the renewal asking the policyholder to re changes in coverage or endorsements
prior to the renewal date.

= Billing notices for renewal policie
administration system approximaggl

= Most policyholders elect dir
elect to pay through payroll
throughout the year.

= Company policy is t monthly service fee for installment payments.

enerated automatically through the policy
3 days before policy expiration.

on a monthly or annual basis. Other policyholders
uction with participating employers, which occurs

Controls Reliance: 0

tested via documentation inspection, procedure observation and/or
corroborating inquipydRpear to be sufficiently reliable to be considered in determining the extent of
transaction testin éé edures.

Transaction thg Procedure: Eide interviewed Company personnel with responsibility for
pollcth%ﬁr ice. In conjunction with the underwriting and rating testing, Eide reviewed billing

notic ees and interest charges for 52 policies issued or renewed during the examination
% each renewed policy, the date the renewal letter was sent to the policyholder, as tracked
C

ompany’s database, was compared with the policy’s effective renewal date.

Transaction Testing Results:

Findings: None.
Observations: Eide’s review of the 52 tested policies issued or renewed during the

examination period showed that billing notices for renewal policies were mailed 30-35 days
prior to the policy expiration date.
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Recommendations: None.

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

M.G.L. c. 175, § 187B.

requests are processed timely.

Pursuant to M.G.L. c. 175, § 187B, insurers are required to return unearned %W in a

Objective: This Standard addresses the Company’s procedures to ensure customer canceflation

reasonable time upon receipt of the policyholder’s request to cancel.

Obijectives pertaining to policy issuance are included in Underwriting andRati tandard VI-6.
Return of premium testing is included in Underwriting and Rating Standa .
Controls Assessment: The following key observations were noted in Oaiaj ion with the review of

cancellation and withdrawals under this Standard: Q

policyholder’s request, and to process premiu in a timely manner.

» The Company refunds unearned premium t I&yHolders on a pro-rata or short rate basis,
pursuant to statutory and regulatory guidedjnes:

= Company policy is to cancel policies upon ication from the producer of the
e
s

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

Transaction Testing Procedure: \®uring Eide’s review of 52 policies in the underwriting and rating
section, any cancellations y My/éStigated to ensure that proper notice of cancellation was given
and that any unearned gferhiy was returned within a reasonable time period. Calculation of

unearned premium is a Wered in the financial examination.

Transaction Testi

Fir%

rvations: The insured-requested cancellations tested were processed timely according

the Company’s policies and procedures. Based upon the results of testing, the

Company’s processing of insured-requested cancellations appears to be functioning in
accordance with its policies, procedures, and statutory requirements.

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

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

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

this Standard: j

= The Company’s customer service representatives answer policyholders’ questigns) about
policy, billing or claims matters, and can also process policy address or nal

= The Company considers its agents as having the primary relationship wi@ licyholder.
Since customer service representatives are not licensed agents, poljeyho must request
endorsements and policy changes through the agent. If a policyhg ests such changes
through customer service, the policyholder will be transferred EE t for servicing.
e

dure observation and/or
in determining the extent of

Controls Reliance: Controls tested via documentation inspecti@
corroborating inquiry appear to be sufficiently reliable to be c
transaction testing procedures.

personnel, and reviewed actual correspondenc een policyholders and the Company in

Transaction Testing Procedure: Eide discusse espondence procedures with Company
conjunction with review of the underwriting ang rasing, policyholder service and claims standards.

Transaction Testing Results: \Q

Findings: None.

&r’s review of general correspondence between policyholders

to underwriting and rating, policyholder service and claims, it
ence directed to the Company is answered in a timely and
responsive m@n the appropriate department, in accordance with their policies and
procedure plaint testing performed also supports the timeliness of the Company’s
response respondence.

Observations: Based up
and the Company |
appears that co

Recommendations? None.

O\

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

No work performed. The Company did not enter into assumption reinsurance agreements during the
examination period.
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Standard V-5: Policy transactions are processed accurately and completely.

Objective: This Standard is concerned with whether the Company processes insured’s requests
accurately and completely from the information they receive.

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

s The Company has a variety of ways in which an insured may submit claims, ipchuding
calling the Company, submitting a claim document to the company or ngtifyintythe
producer of the claim.

= Issues that require additional review are handled separately from those that tandard
responses. A “standard” response includes when the policyholder in out policy
effective dates, status of their claim check, and other general information® es that could
require additional review include when a policyholder dispute mount of a claim
payment after it has been adjusted, or has a formal complaint t ompany’s actions
related to any area from sales and underwriting, to processing

= Changes to existing policies are usually done through th ’s agent. Minor changes

may be made by the Company via direct inquiry.

= The Company’s policy is to contact an insured wj Qé} hours of receiving any written
inquiry or voice message, and phone calls ar% iatcly responded to during business
hours.

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

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

Transaction Testing Procedure: @cussed endorsements, cancellations and change in
information procedures with Com rsonnel, and reviewed actual correspondence between
policyholders and the Company 'n%nction with review of the 52 policies in the underwriting
and rating section.

Transaction Testing Reeu&'

Findings: \’)

s: Based upon Eide’s review of general correspondence between policyholders,
ts and the Company with regard to policy changes, it appears that the Company

Q ely and completely processes policy transactions.

@ ndations: None.

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

M.G.L. c. 200A, 88 7-7B, 8A and 9.

Objectives: This standard is concerned with whether the Company makes reasonable attempts to
locate missing policyholders or beneficiaries when necessary.
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Pursuant to M.G.L. c. 200A, 88§ 7-7B, 8A and 9 the amounts due to policy holders or beneficiaries
are presumed abandoned if unclaimed for more than three years after the funds become payable.
Annual reporting to the State Treasurer’s Office regarding efforts to locate owners is required, and
the statutes require payments to the State Treasurer’s Office for escheated property.

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

beneficiaries.

= The Company has formal procedures in place for contacting missing policyhoww
»  The Company has a formal process for resolving returned mail. x)

Controls Reliance: Controls tested via documentation inspection, procedure gtysgivation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in deter %3 the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide discussed endorsements, C ions and change in

information procedures with Company personnel, and reviewe ual Jcorrespondence between

policyholders and the Company, in conjunction with review o% olicies and 77 claims in the
9)

policyholder service, underwriting and rating, and claims sec

Transaction Testing Results: Q

Findings: None.

Observations: Based upon Eide’s r general correspondence between policyholders,
agents and the Company with rega changes in policies, it appears that the Company
accurately and completely prqe€sseNpolicy transactions.

Recommendations: None. § Y’V
S

Objectivgs§This Btandard is concerned with whether the Company refunds unearned premium from
cance %Va timely manner and in accordance with the statutes of the Commonwealth.

mo M.G.L. c. 175, § 187C written notices of cancellations are required from insurers.
PursBant to M.G.L. c. 175, § 187D insurers have the right to cancel a policy for non-payment of
premium. M.G.L. c. 175, 88 113A and 176A, and 211 CMR 85.00 provides that insureds are
entitled to return premium calculated on a pro rata basis within 30 days of the cancellation of a
motor vehicle policy.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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= The Company has a variety of ways in which an insured may file claims, including calling
the Company, submitting a claim document to the company or notifying the producer of the
claim.

= Issues that require additional review are handled separately from those that require standard
responses. A “standard” response includes when the policyholder inquires about policy
effective dates, status of their claim check, and other general information. Issues that could
require additional review include when a policyholder disputes the amount of a claim
payment after it has been adjusted, or has a formal complaint about the Company’s actions

related to any area from sales and underwriting, to processing a claim.
= Changes to existing policies are usually done through the insured’s agent. Minou%ges
may be made by the Company via direct inquiry. M

telephone inquiry.
= The Company will issue a notice of cancellation 2-5 business day: r¥an account
becomes delinquent.

s The Company utilizes a pro-rata method to calculate u@premium due to

= The Company’s policy is to contact an insured within 24 hours of receiving tg riten or

policyholders upon cancellation.

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

transaction testing procedures.

Transaction Testing Procedure: During Eide’s revie 52)policies in the underwriting and rating
section, any cancellations were investigated to ens hat™proper notice of cancellation was given
and that any unearned premium was returned “Wjthif»a reasonable time period. Calculation of
unearned premium is also covered in the fin@ ination.

Transaction Testing Results: (&\

Findings: None.

Observations: Based\gp@nEide’s review of the selected policies, the Company appears to
be providing proggrinotice to policyholders regarding cancellations due to non-payment.
8es Where the unearned premium from a cancellation was not returned
to the insu a reasonable time frame. Eide also discussed calculation of unearned
premiumgl the Division’s financial exam team, and noted no concerns.

S

Recommendatlg
{'\%

None.

W: Claims history and loss information is provided to the insured in timely
maxper.

)

Objective: This Standard is concerned with whether the Company responded to insured’s requests
accurately, completely, and within a reasonable time period.

Controls Assessment: Refer to Standard V-5.
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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: Eide reviewed 77 claims filed during the examination period to
determine whether the Company timely and properly responded to insured requests for information.

Transaction Testing Results:

Findings: None. A{
Observations: Based on the results of testing, the Company timely %Wed to

policyholder and claimant inquiries. .

Recommendations: None.
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VI. UNDERWRITING AND RATING

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

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

M.G.L. c. 175E, 88 4 and 7; M.G.L. c. 175, 88 113B and 193R; 211 CMR 56.04, /8,00,,86.00,
91.00, 124.00 and 134.00.

Objective: This Standard is concerned that the rates charged by the Compam‘\ﬁad with and
approved by the Division.

authorized to file on behalf of such insurer, shall file with the Cgmgissfoner every manual of its
classifications, rules and rates, rating plans and modifications gleg t e foregoing, not less than
45 days before the effective date thereof. Pursuant to M.G. c 5, 8 113B, various discounts and
surcharges are statutorily mandated. Pursuant to M.G.L.:% 193R, affinity group discounts

Pursuant to M.G.L. c. 175E, § 7 and 211 CMR 78.00, every u-%o rating organization

based upon experience are permitted. Pursuant to M.G l¢. C. , 8 4, rates shall be reduced for any
insured age 65 or older. Pursuant to 211 CMR 56.04r&qiim discounts are mandated for election
of optional repair shop endorsement plans. 211 &6.00 requires premium discounts for anti-
theft devices. 211 CMR 91.00 governs activigied\of ‘rating organizations, form and content of
automobile rate filings and the conduct of earings. 211 CMR 124.00 mandates premium
discounts for certain safety features an R 134.00 requires each driver to receive a step
rating according to the Safe Driver d&e Plan, which requires corresponding discounts and
surcharges.

Controls Assessment: The fg iey observations were noted in conjunction with the review of
this Standard:
% ritten underwriting policies and procedures which are designed to
5 onsistency in classification and rating.

ined by the Division annually, and such rate information is incorporated
|nt0 Rating Manual. The Company applies such rates to information provided by

applicant and obtained from the Massachusetts Registry of Motor Vehicles, including
ation of garaged vehicles.

Q ureds must annually complete the low mileage discount form, which verifies actual

= The Compa

mileage, to receive the low mileage discount.

Commercial automobile rates are determined by CAR for those risks ceded to CAR, and
such rates are filed with the Division. All other commercial automobile rates are otherwise
filed with the Division for approval prior to use.

= The Company provides the same premium discount of 2-15% to each member of various
affinity groups.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected 52 private passenger and commercial automobile policies
issued or renewed during the examination period to test rate classifications and premium discounts.
Eide verified that each policy’s premium, discounts and surcharges for multiple coverages complied
with statutory and regulatory requirements, and with the private passenger rates set By the

Commissioner or the commercial rates filed with the Division, as applicable.

Transaction Testing Results: %\x)
Findings: None. Q

Observations: Eide believes from its review of available docum that the Company
applies rates and surcharges according to statutory requiremen ulatory information.

Recommendations: None.

Standard VI1-2. All mandated disclosures are docu%%ﬁd in accordance with applicable

statutes, rules and regulations.

M.G.L. c. 175, § 113C; M.G.L. c. 175E, §§ 1] a\@ 11;<; M.G.L.c. 175A, § 11; M.G.L c. 174A, §
11, ~

¥y
Objective: This Standard is concer, \rpwhether all mandated disclosures for rates and
ed®g in accordance with statutes and regulations.

coverage’s are timely provided to insu

Pursuant to M.G.L. c. 174A, aM.G.L. c. 175A, § 11, the insurer will furnish any requested
rate information to the i in" a timely manner. Pursuant to M.G.L. ¢. 175E, § 11, an
information guide, whic s available coverage choices and approximate cost differences

among various types o % e and among competing carriers, shall be provided upon application.
Pursuant to M.G. NZB, § 113C, insurers must offer additional automobile coverages with
statutory minimums, \Rursuant to M.G.L. c. 175E, § 11A, producers shall disclose coverage options
in simple | 0 every person they solicit, including the option to exclude oneself and

members Eé oneg fousehold from personal injury protection coverage.

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

Cont@
m% rd:

= The Company has written policies and procedures for processing new and renewal business.

= The Company sends a letter to the agent if information or forms are missing from new
business applications.

s The Company’s supervisory procedures are designed to ensure that new business
submissions from agents are accurate and complete, including use of all Company required
forms and instructions.

s The Company has provided guidance to producers to remind them to give the information
guide with coverage options to consumers when new business is written.

43




= Company 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: Eide interviewed Company personnel with responsibility for the
underwriting process, and reviewed the information guides utilized for new business.

Transaction Testing Results: ;x)

Findings: None.
Observations: Based upon Eide’s inquiries and examination of d%ents, the Company

appears to provide required coverage disclosures to insureds itial application in
accordance with statutory guidelines.

Recommendations: None. QQ

A

Standard VI-3. Regulated entity does not permiill }rebating, commission cutting or

inducements. %
M.G.L. c. 175, 88 177, 182, 183 and 184; M. 176D, § 3(8).

rebating, commission cutting or in ts; and that producer commissions adhere to the

Objective: This Standard is concerne @suring that the Company does not permit illegal
&m
commission schedule.

Pursuant to M.G.L. c. 175, urers and producers may not pay compensation to unlicensed
entities, but it is permissigly to\pay referral fees to unlicensed employees of licensed producers.
Pursuant to M.G.L. c. m 2, 183 and 184, the Company, or any producer thereof, cannot pay

or allow, or offer tg allow, any valuable consideration or inducement not specified in the
policy or contrac ’ ilarly, under M.G.L. c. 176D, § 3(8), it is an unfair method of competition to
knowingly pepag ake any offer to pay, allow or give as inducement any rebate of premium,
any other beré"tx any valuable consideration or inducement not specified in the contract.

Contr, ment: The following key observations were noted in conjunction with the review of

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

= The Company reviews all applications to ensure that only appropriate discounts have been
allowed.

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: Eide interviewed individuals with responsibility for commission
processing and producer contracting. In connection with the review of producer contracts, Eide
reviewed new business materials including advertising, producer training materials and manuals, for
indications of rebating, commission cutting or inducements. Eide selected a sample of 52 policies
issued or renewed during the examination period, and reviewed the underwriting notes and
documentary evidence for existence of illegal rebates, commission cutting or special inducements.

Transaction Testing Results: &
Findings: None. %\x)

Observations: Based on the results of Eide’s testing, it appears t@e Company’s

processes for prohibiting illegal acts, including special inducensents rebates, are
functioning in accordance with Company policies and p %S and statutory
underwriting and rating requirements.

Recommendations: None. Q:

Standard VI-4. The regulated entity underwriting are not unfairly discriminatory.

The regulated entity adheres to applicable statute es)and regulations and regulated entity

guidelines in the selection of risks.

M.G.L. c. 175, 88 22, 22E, 113E, 113K, 113N 93T; M.G.L. c. 175E, 8 4.

Y
Objective: This Standard is concerneg.@ﬂgher unfair discrimination is occurring in the sale of
insurance.

'eaates shall not be excessive, inadequate or discriminatory.
5 get a 25% discount. Pursuant to M.G.L. c. 175, § 22, insures
e authority of the courts of the Commonwealth. M.G.L. c. 175, §
22E, states that insur@u not refuse to issue or renew an automobile policy based on an
insured’s age, sex.{ase%oaecupation or marital status, or the vehicle’s principal place of garaging.
M.G.L c. 175, ates that insurers may require automobile premium deposits of 30% or more
if the prospegf] red defaulted on premium payments in the preceding 24 months. M.G.L c.
175, § 113K st a person aged 16 or older may purchase automobile insurance, and M.G.L. c.
175, 8 1%;0 ibits medical exams as a condition of underwriting an automobile policy. M.G.L.
C. 1@ 3T prohibits discrimination based on blindness, mental retardation or physical
i t, unless such discrimination is “based on sound actuarial principles or is related to actual
exp8gience.”

Pursuant to 175E, § 4, autom
Automobile policyholders
may not issue policies th

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
statutory requirements.

= The Company will accept any private passenger automobile risk for a licensed driver,
unless the consumer has outstanding balances due to insurers over the previous year.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and inspected polices to determine whether the codes, rates, and diﬁounts

were being applied according to underwriting guidelines, that the guidelines conform to state
laws and are not unfairly discriminatory.

Transaction Testing Results: Qé \
Findings: None. C
0

Observations: During Eide’s inspection of 52 polices i renewed during the

examination period, none were noted to have codes, rates«Q unts applied that were
inconsistent with underwriting guidelines, or state law; yovern unfair discriminatory
practices. Q

Recommendations: None. Q%

£
Standard VI-5. All forms, including contra i e;s, endorsement forms and certificates are

filed with the Department of Insurance, if icable.
M.G.L. c. 175, §8 2B, 22A, 113A, 11;@&.

Objective: This Standard is co e%mwith the Company using the appropriate industry standard
forms or other forms that h@y file with the Division to conduct commercial automobile

insurance within the State,
Pursuant to M.G.L. g, % ;28, policy form language, size and content standards for all policies
K e

175, § 22A r

are requigegd. InSurers must give 20 days notice to cancel, they must obtain a certificate of mailing
receiptfrogmpest office, and return premium must be mailed. M.G.L c. 175, § 113Q states that an
autg e Xlub membership may not be part of policy, and such membership fees may not be

any automobile policy declaration form or billing form.

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

s Company policy requires the use of the standard Massachusetts policy forms and
endorsements which are approved by the Division for private passenger automobile
policies, and the use of filed and approved forms for commercial automobile policies.

= Producers are required to use such forms and endorsements as guidelines when providing a
quote to customers.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected 52 policies issued or renewed during the examination period for
testing the use of Company approved policy forms and endorsements. Eide also reviewed evidence

of the Division’s approval of the Company’s policy forms. 1

Transaction Testing Results:

Findings: None. ‘%\)
)

Observation: The Company appears to be filing all forms, Ason , certificates,
endorsements and riders with the Division as required. chﬁ

Recommendations: None.

Q

Standard VI-6. Policies, riders and endorsements ar u&or renewed accurately, timely
and completely.

211 CMR 94.00. ) Q

b4
Objective: This Standard is concerned with %er"ﬁhe Company issues policies and endorsements
timely and accurately.

211 CMR 94.00 requires standards an ijures for pre-insurance inspections of motor vehicles,
exemptions from such require en?&pd related provisions for suspension of physical damage
coverage for no inspection.

Controls Assessment: T
this Standard:

ing key observations were noted in conjunction with the review of

= Company RoNgy requires the use of Company policy forms and endorsements which are
approge e Division.

" nts required to use such forms and endorsements as guidelines when providing
0 consumers.

g pany supervisors review all applications completed by agents to ensure that they are
Q mplete and internally consistent.

Company procedures include mailing renewal notices 52 days prior to the policy renewal
effective date.

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: Eide reviewed a sample of 52 policies issued or renewed during the
examination period to ensure that all policies, riders and endorsements were handled accurately,
timely and completely.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of Eide’s testing, it appears that the Company progesses
for issuing policies, endorsements, and riders are in accordance with its polh&ind

procedures, and statutory underwriting and rating requirements.

Recommendations: None. ‘%x)

Standard VI-7. Rejections and declinations are not unfairly discrim@@

M.G.L. c. 175, 88 22E, 113D and 193T. C\

~
Objective: This Standard is concerned with the fairness of apr ejections and declinations.

Pursuant to M.G.L. c. 175, 8 22E insurers may not refuse\tONJsSue or renew an automobile policy
based on an insured’s age, sex, race, occupation or spatus, or the vehicle’s principal place of
garaging. Pursuant to M.G. L. c. 175, § 113D, z%obile policyholders who are cancelled or
rejected for coverage can file a complaint wjthil\10 fays with the Board of Appeals. Policies
continue in force through expiration date pepeiginappeal. M.G.L. c. 175, § 193T states that insurers
may not discriminate based on blindnesg Rgenthl retardation or physical impairment, unless such
discrimination is “based on sound actu N iples or is related to actual experience.”

Controls Assessment: The follo in%oy oObservations were noted in conjunction with the review of
this Standard:

8 unfair discrimination in underwriting in accordance with M.G.L.

c. 175, 8§ 22E

= The Co accept any private passenger automobile risk for a licensed driver,
unless mer has outstanding balances due to insurers over the previous year .

. ert erwriting guidelines are designed to reasonably assure appropriate acceptance

r on of risks.

Con{ ellance Controls tested via documentation inspection, procedure observation and/or
c@oraﬂng inquiry appear to be sufficiently reliable to be considered in determining the extent of
transdction testing procedures.

Transaction Testing Procedure: Eide interviewed the underwriting department regarding policy
cancellations and declinations. Eide selected a sample of 52 policies issued or renewed during the
examination period, and reviewed the policy, underwriting notes, and supporting documentation for
evidence of discriminatory cancellations or declinations.

Transaction Testing Results:
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Findings: None.

Observations: Based on the results of Eide’s testing, it appears that the Company’s
processes for prohibiting discrimination are functioning in accordance with Company
policies and procedures, and statutory underwriting and rating requirements.

Recommendations: None.

A
Standard VI-8. Cancellation/Nonrenewal, discontinuance and declination notices conWith
policy provisions, state laws and regulated entity guidelines. x)

M.G.L. c. 175, 88 22C, 111B, 113A, 113F, 187C and 193R.

Objective: This standard is concerned that adequate notice to pollcyhold ggwded prior to
policy cancellations and non-renewals, and that policy decllnatlons reasons for such
declinations.

or bodily injury coverage is only cancelable due to non-paym aud, driver license suspension or
failure to comply with renewal requirements after 30 days .G.L. c. 175, § 111B states that
insurers eliminating or reducing coverage in combinat olicies must give written notice.
Pursuant to M.G.L. c. 175, § 113A, no cancellation icy shall be valid unless written notice
of the specific reason or reasons for such cancellati
date thereof, which date shall be set forth i
Company which does not intend to issue, exte
written notice to the insured (or agent i

termination effective date. Such noticglals®must be sent to the Registry of Motor Vehicles. Every
insurance agent or broker receivinﬁ u notice from a company shall, within 15 days of its

Pursuant to M.G.L. c. 175, § 22C states that automobile physica e personal injury protection
e{ zr

otrte. M.G.L. c. 175, 8 113F states that any
new a motor vehicle liability policy shall give

receipt, send a copy of such notige insured, unless another insurer has issued a motor vehicle
policy covering that insured’s icles. Pursuant to M.G.L. c. 175, § 187C any Company shall
effect cancellation by servj tén notice thereof as provided by the policy, and by paying the
full return premium due, t to M.G.L. c. 175, 8 193R, affinity group discounts based upon

experience are permitt

Controls As %he following key observations were noted in conjunction with the review of
this Standa

mpany generally gives declination notices to an insured at the application date if
0 not have a valid driver’s license, have outstanding balances due to insurers over the
% vious year or have a history of non-payment of premium over the past two years.

Company policy requires that cancellation notices be given to the insured 23-27 days prior
to cancellation.

= Company policy requires that non-renewal notices be given to the insured 45 days in
advance of the termination effective date. The Company communicates the pending non-
renewal and the reasons for it to policyholders in writing.

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: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected a sample of 52 policies issued or renewed during the
examination period for underwriting testing. Cancelled policies were examined to ensure that the
reasons for cancellation, and the prior notice of cancellation, complied with statutory requirements
and Company underwriting guidelines. Eide verified that the cancellation form used was the
standard approved form, and that the date of the cancellation letter, when compared to the
cancellation effective date, showed that timely notice was given within statutory guidelines.

Transaction Testing Results: &
Findings: None. ":\x)
0

Observations:  The Company appears to utilize standard appro@‘

s for all
cancellation notices, and to comply with statutory guidelines foc;'m otification to

insureds. %
Recommendations: None. %

Standard VI-9. Rescissions are not made for non-materg Mpresentation.

M.G.L. c. 175, 8§ 22C and 187D.

A\
Objective: This Standard is concerned with wb@e Isions to rescind and to cancel coverage are

made appropriately.

M.G.L. c. 175, § 22C states that a @Ie policy shall not be cancelled by any company
except for nonpayment of premiym, tig failure to complete the application, fraud or material
misrepresentation in the applica 'ot‘]w Statute allows cancellation when the operator's license, or
motor vehicle registration of th d insured, or of any other person who resides in the same
household as the named in who usually operates a motor vehicle insured under the policy,
has been under suspensi vocation during the policy period, or if the insured refuses to

comply with a requesi pection of his vehicle by the insurer. M.G.L. c. 175, § 187D also
allows the cancellaifop ®&the policy for nonpayment of premium.

Controls Asse@ The following key observations were noted in conjunction with the review of

Y

this Standgrd
mthany policy requires compliance with underwriting guidelines in accordance with
.G.L. c. 175, 88 22C and 187D.

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

= The Company does not rescind policies, but instead cancels them as of the date on which it
determines rescission is appropriate.

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: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected 14 cancellations or non-renewals processed during the
examination period to test for evidence of improper rescission.

Transaction Testing Results:

Findings: None.

rescission in conjunction with other underwriting tests.

Recommendations: None. %\x)

Observations: None of the policies tested were rescinded, and Eide noted no i&per

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

M.G.L. c. 175, 88 113B and 193R; M.G.L. c. 175E, 8§ 4 and 7; R 56.04, 78.00, 86.00,
91.00, 124.00 and 134.00.

-

g

Objective: This Standard is concerned with whether %crimination is occurring in the
application of premium discounts and surcharges. Q

For both private passenger and commercial auto o@ollcies, M.G.L. c. 175E, § 7 and 211 CMR
78.00 require every insurer or rating organizati thofized to file on behalf of such insurer to file
with the Commissioner every manual of A assSifications, rules and rates, rating plans and
modifications of any of the foregoing n @\ n 45 days before the effective date thereof. 211
CMR 86.00 requires premium disco nti-theft devices, and 211 CMR 124.00 mandates

premium discounts for certain safety feattggs

Pursuant to M.G.L. c. 175E, § 4, igte passenger automobile rates shall not be grouped by sex or
marital status, and shall noe ed by age except to produce the reduction in rates for insureds
age 65 years or older. M% 75, 8 113B mandates various discounts and surcharges. Pursuant
to M.G.L.c. 175, § '%‘ inity group discounts based upon experience are permitted. 211 CMR
56.04 requires pren disCounts for election of optional repair shop endorsement plans. 211 CMR
134.00 requires € driver to receive a step rating according to the Safe Driver Insurance Plan,

which requirgs\CcOrresponding discounts and surcharges. 211 CMR 91.00 also prescribes
requiremepts f e filing of rates with the Commissioner at least 45 days prior to their effective
date. <,¢

ssessment: The following key observations were noted in conjunction with the review of
this\Qtandard:

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

= Rates, premiums and discounts are determined by the Division annually, and such rate
information is incorporated into the Automobile Insurers Bureau (AIB) Rating Manual. The
Company applies such rates to information provided by the applicant and obtained from the
Massachusetts Registry of Motor Vehicles, including the location of garaged vehicles.

51




= Company policy requires that policyholders annually complete the low mileage discount
form, which verifies actual mileage, to receive the low mileage discount.

= Commercial automobile rates are determined by CAR for those risks ceded to CAR, and
such rates are filed with the Division. All other commercial automobile rates are otherwise
filed with the Division prior to use.

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

Controls Reliance: Controls tested via documentation inspection, procedure observ i(ﬁﬁ/or
corroborating inquiry appear to be sufficiently reliable to be considered in determiningét extent of

transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel wit re@ibility for the
underwriting process, and selected a sample of 52 policies issued ewed during the
examination period for underwriting and rating testing. Eide com credits and debits
applied to the policies across the sample to ensure they were a nsistently on a non-
discriminatory basis.

Transaction Testing Results: Q
Findings: None. Q t

Observations: Based on the results of &sting it appears that credits and debits are
applied consistently based on objective*eriesia.

Recommendations: None. (&\Q

A

of individual risk premium modification plans, where
iteria with usage supported by appropriate

Standard VI1-11. Schedule rati
permitted, are based on objéei
documentation.

U

does not offer ercial policies subject to schedule rating or individual risk premium

No work performe% tandard not covered in the scope of examination because the Company
modification

gare W-12. Verification of use of the filed expense multipliers; the regulated entity
W be using a combination of loss costs and expense multipliers filed with the Department
of Wgsurance.

Y

No work performed. This standard is not covered in the scope of the examination because the
Company does not offer workers’ compensation insurance.
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Standard VI-13. Verification of premium audit accuracy and the proper application of rating
factors.

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

| Standard VI-14. Verification of experience modification factors. |

No work performed. This standard is not covered in the scope of the examination because t@k

Company does not offer workers’ compensation insurance.
Standard VI-15. Verification of loss reporting. \) |
because the

Company does not offer workers’ compensation insurance.

A
No work performed. This standard is not covered in the scope of the ex§@a

Ve
Standard VI-16 Verification of regulated entity data pr 'aﬁﬁjn response to the NCCI call
on deductibles.

Y

No work performed. This standard is not covered in‘%\g% of the examination because the
Company does not offer workers’ compensation ifgur .

4L
Standard VI-17. Underwriting, ra?&’\v@assiﬁcation are based on adequate information
hé&gove

developed at or near inception of rage rather than near expiration, or following a

claim. ™.
Y

Objective: This Standard '%ned with whether underwriting, rating and classification are
based on adequate inforv@, eveloped at or near inception of the coverage, rather than near
I

expiration or foIIowin

Controls Assess %he following key observations were noted in conjunction with the review of
this Standardx

ompany policies and procedures are designed to reasonably assure consistency in
ication of underwriting guidelines, rating classifications, premium discounts and

% charges at the inception of coverage.

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

s CAR determines underwriting practices and rates for those commercial automobile risks
ceded to CAR, and files such policies and rates with the Division. All other commercial
automobile policies and rates are filed with the Division prior to use.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected a sample of 52 policies issued or renewed during the
examination period to test whether underwriting, rating and classification are based on adequate
information developed at or near the inception of the coverage. Eide also reviewed database
information to ensure that adequate information was available at the time of the Cmy’s

underwriting decision.

Transaction Testing Results: %\x)
Findings: None Q

Observations: Based on the results of Eide’s testing, it appears %Company is using
underwriting, rating and classification guidelines based on ada ipformation developed

at or near inception of the coverage

Recommendations: None.

S

Standard VI-18. Audits, when required, are conqﬁq‘a)cﬁ rately and timely.

No work performed. This Standard is not coyered in’the scope of the examination because the
Company does not offer policies where prer@ udfts are conducted.

Standard VI-19. All forms and d‘or&nénts forming a part of the contract are listed on the
declaration page and should b fie&with the department of insurance (if applicable).

M.G.L. c. 175, §§ 2B, 22An d 192.
)4

;oncerned with whether policy forms and endorsements are filed with
ar

Objective: This Sta
the Division for a

M.G.L.c. 17 escribes policy form language, and requires that all items forming a part of the

contract bayliste§on the declaration page and filed with the Division. M.G.L. c. 175, 8§88 22A and
113A %&such policy forms must be filed with the Division for approval. Pursuant to M.G.L.
c 7% 2, endorsements are part of policy forms and must be filed with the Division for
apRy rior to use. Pursuant to M.G.L. c. 175, § 113A policy form approval is required; insurers
musNgive 20 days notice to cancel, and must obtain a certificate of mailing receipt from post office.
Return premium must be disclosed.

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

= Company policy requires that agents use one of the Company’s approved policy forms and
endorsements when providing a quote to consumers.
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= Company policy requires that all changes to policy forms and endorsements be filed with
and approved by the Division.

= Producers are required to use such forms and endorsements as guidelines when providing a
quote to customers.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibili@‘;?the
underwriting process and selected a sample of 52 policies issued or renewed during th mination
period to test for the use of the standard policy forms and approved endorsemenisal eobpliance
with statutory requirements. The standard forms used for each policy, along witfra dorsements
effective on the policy, were compared to the forms approved by the Division. sured that all
relevant aspects of the contract were listed on the declaration page of the pol

Transaction Testing Results: C@

Findings: None.

Observations: Based on the results of Eide’s tes % pears that the Company is using
the standard policy forms and endorsements appro y the Division, in compliance with

statutory requirements.

Recommendations: None. % :
A

Standard VI-20. Regulated entity. rifbe that VIN number submitted with application is
valid and that the correct symbolygutilfeed.
; ;O.

M.G.L. c. 175, § 113S; 211

>

Objective: This Sta s~ctoncerned with whether the Company verifies that the Vehicle
Identification Num& ) submitted with the application is valid and accurate.

Pursuant to 75, § 113S, pre-inspection of vehicles is required for all but new cars, and
cars of existl stomers for the past 3 years. 211 CMR 94.00 requires that pre-insurance
fv

inspectig%'e icles verify the VIN.
ssessment: The following key observations were noted in conjunction with the review of

= The producer is responsible for obtaining the VIN when the application is completed.

= Company policy and procedure requires that pre-insurance inspections of vehicles verify the
VIN as required by 211 CMR 94.00.

= The Company’s underwriting system compares the VIN to its industry database to ensure its
accuracy.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide also performed walkthroughs of transactions to gain understanding of
the Company’s process for entering VINs into the RMV website, and how information related to
that VIN is gathered. Eide selected a sample of 52 automobile policies issued or renewed during the
examination period, and examined evidence of the VIN batches for these policies being sent 50 and

returned from the RMV website, to ensure that the VIN number was valid and accurate.

Transaction Testing Results: %\x)
Findings: None. Q

Observations: Based on the results of Eide’s testing, it appears Company verifies
VIN numbers in a manner consistent with statutory and regul% eqgulirements.

Recommendations: None.

Standard VI-21. The regulated entity does not@%\h collusive or anti-competitive

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

Objective: This Standard is concerned vy't\@tw}er the Company has engaged in any collusive or

anti-competitive underwriting practice

Pursuant to both M.G.L. c. 17
competition and an unfair or dec
agreement, or to commit
result in, unreasonable re

%&‘A and M.G.L. c. 176D, § 3A, it is an unfair method of
ive act or practice in the business of insurance to enter into any

boycott, coercion or intimidation resulting in, or tending to
, or monopoly in, the business of insurance.

Controls Assessmexg: Qollowing key observations were noted in conjunction with the review of
this Standard:

= Co

olicy is to comply with the statutory requirement to accept any private passenger
risk for a licensed driver, unless the customer has outstanding balances due to

moDy
%ﬁs over the previous year or has a history of non-payment of premium over the past
< f}o ears.

Q e Company is assigned producers by CAR known as Exclusive Representative
Producers, and must accept all business produced by them.

= The Division annually determines premium rates for private passenger automobile policies
utilized by all private passenger automobile insurers. As such, anti-trust pricing concerns
are minimal for these policies.

= Company policy requires the application of consistent underwriting practices for
commercial automobile policies.
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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: Eide interviewed Company personnel with responsibility for the
underwriting process, and selected a sample of 52 policies issued or renewed during the
examination period to test whether underwriting practices appeared collusive or anti-competitive.
All available documentation in each policy file was examined.

Transaction Testing Results: &

Findings: None. %x)
Observations: Based on the results of testing, Eide noted no |n where the

Company’s underwriting policies and practices appeared collusive o petltlve
Recommendations: None. :@
Standard VI1-22. The regulated entity’s underwri ctices are not unfairly

discriminatory. The company adheres to applicabl attes, rules and regulations in
application of mass marketing plans.

M.G.L.c. 175,§193R

b4
Objective: This Standard is concerned wit ‘%the Company’s underwriting practices are not
unfairly discriminatory and are in co }I% ith applicable statutes, rules and regulations.
Pursuant to M.G.L. c. 175, § 193R, m% andising or group marketing is any system, design
or plan whereby motor vehicle or h
to members of a trade union, as oc%v, or organization and to which the employer, trade union,

insurance is afforded to employees of an employer, or
association or organization has aghged-to or in any way affiliated itself with, assisted, encouraged or

participated in the sale of ance to its employees or members through a payroll deduction
plan or otherwise. Grou %ﬁ allowed but companies must offer no higher than the same rate in
the individual market, @a t cancel anyone in the group except for fraud or non-payment.

Controls Assessm

he following key observations were noted in conjunction with the review of

. tten Yunderwriting guidelines are designed to reasonably assure consistency in
#sation of premium discounts and surcharges and to assure that underwriting practices
& ot unfairly discriminatory.

Q e 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.

= 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.
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Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
marketing and underwriting processes. Eide selected 52 new or renewal private passenger auto
policies for the period January 1, 2007 through December 31, 2007 for testing of premium discounts
including those to affinity groups. For each of the policies, Eide verified that the affinity group
discount was properly applied and that the application was not unfairly discriminatory.

Transaction Testing Results:

Findings: None.
Observations: Based on the results of our testing of 52 new and renewal priv. @ger
auto policies, it appears that each of the premium discounts, including th i

groups, were properly applied and that the application was not unfairly di ry.
Recommendations: None C
ya
Standard VI1-23. All group personal lines property and casualty W?fnd programs meet
minimum requirements. %
M.G.L. c. 175, § 193R QQ
)y

Objective: This Standard is concerned with whether t
procedures meet minimum requirements and are in ce with applicable statutes, rules and
regulations. Pursuant to M.G.L. c. 175, § 193R, magS merchandising or group marketing is any
system, design or plan whereby motor vehicle medwner insurance is afforded to employees of
an employer, or to members of a trade wRiQM, association, or organization and to which the

0
employer, trade union, association or orggnigatin-has agreed to or in any way affiliated itself with,
assisted, encouraged or participated @ e of such insurance to its employees or members

pany’s underwriting practices and

through a payroll deduction plan or_othefwgse. Group rating is allowed but companies must offer no
market, and can’t cancel anyone in the group except for

higher than the same rate in the jnd
fraud or non-payment. §
Controls Assessment: R%p tandard VI1-22.
Controls Reliancg* Ols tested via documentation inspection, procedure observation and/or
corroborating i pear to be sufficiently reliable to be considered in determining the extent of

transaction teﬁggrocedures.
Transa Qiiestinq Procedure: Eide interviewed Company personnel with responsibility for the
ma ki

xd underwriting processes. Eide selected 52 new or renewal private passenger auto
i0idS=fOr the period January 1, 2007 through December 31, 2007 including those to affinity
gro For each of the policies, Eide verified that the affinity group premium was properly
applied.

Transaction Testing Results:

Findings: None.
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Observations: Based on the results of our testing of 52 new and renewal private passenger
auto policies, including those to affinity groups, it appears that the affinity group premium
was properly applied and met minimum requirements.

Recommendations: None.

Standard VI-24. Cancellation/Nonrenewal notices comply with policy provisions and state
laws, including the amount of advance notice provided to the insured and other parties Erj the

contract.

M.G.L. c. 175, §§ 22C, 113A, 113F and 187C. ’<\)

Refer to Standard V1-8 for control assessments, testing procedures and testing re ;
Pawe

Standard VI-25. All policies are correctly coded. (\'\()

Controls Assessment: The following key observations we tedi
this Standard: 6

= The Company has written underwritin p@s and procedures which are designed to
reasonably assure consistency in classification dnd rating.

= The Division annually determines remiums and discounts for private passenger
automobile policies, and such r (x ation is incorporated into the AIB Rating Manual.
S

)4
Objective: This Standard is concerned with the accuracy of st;ing.

conjunction with the review of

The Company applies such information provided by the applicant and obtained
from the Registry of Motor

s CAR determines underwiti
CAR and files thesei

S.

actices and rates for commercial automobile risks ceded to
Division. All other commercial automobile forms and rates
ved by the Division prior to use, as applicable.

are filed with an p
s CAR conducty"p@ogic audits of the Company’s compliance with CAR requirements for

business ¢ AR
m  The Companys policies and procedures require that Company personnel confirm that the
codi d by the producer is correct and current.

= Tlag Corppany has a process for correcting data errors and making subsequent changes, as

C&?ols Reliance: Controls tested via documentation inspection, procedure observation and/or
corr%orating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process, to determine whether there are sufficient controls to ensure accurate and
timely completion of statistical reports. Eide randomly sampled 52 policies issued or renewed
during the examination period to test accuracy, timeliness of completion and inclusion in statistical
reports.
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Transaction Testing Results:

Findings: None.

Observations: ~ Through testing performed on the selected policies, the Company’s
statistical coding appears accurate.

Recommendations: None.

completed, including any required signatures, and file documentation supports décisl

Standard VI-26: Application or enrollment forms are properly, accurately and full%? y

made.

Objective: This standard is concerned that signed applications are fully Q and that file
documentation supports the Company’s decisions. %
Controls Assessment: %

= Company policy requires the use of Company poli %ms and endorsements which are
approved by the Division. %,

= Agents are required to use such forms and %e ents as guidelines when providing
quotes to consumers.

= Company supervisors review all applicai mpleted by agents for completeness and
internal consistency.

Controls Reliance: Controls tested y§ Qentation inspection, procedure observation and/or
corroborating inquiry appear to be suffic reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedur
period to verify that pol
completed, including
decisions.

selected 52 policies issued or renewed during the examination
ication or enrollment forms were properly, accurately and fully
ired signatures, and that file documentation supported the Company’s

TeSdnY Results:
e

Transacti

The files for two policies tested did not contain documentation to support an
ti-theft discount given to the policyholder. The file for one other policy tested did not
contain documentation to support a multi-vehicle discount given to the policyholder.

Observations: Except as noted above, the results of testing appear to show that the
remaining 49 policy files tested adequately supported the Company’s decisions.

Required Action: The Company should ensure that its” agents present all required documentation to
the Company before business is processed, and that the Company retains such documentation to
support its business decisions.

60



VIlI. CLAIMS

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

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

required time frame. 1
M.G.L. c. 176D, 8§ 3(9)(b). A

\

Objective: This Standard is concerned with the timeliness of the Company’s init@ with the
claimant.

acknowledge and act reasonably promptly upon communications spect to claims arising

Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claim settlement p% ;es)include failure to

under insurance policies.

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

= Written policies and procedures govern the ¢ handling process.

= The Company acknowledges written claim s received via fax or mail within two or
three business days after receipt. %
O

= All claim notifications are maintain ainframe based automated claims management

system. \
= Company policy is to contact(aM\inj&red persons, or their legal representatives, within two

or three business days of redmigf ot a claim.
= Claims management can the claims system to monitor open claims.

= Claims managem orms periodic claims reviews to examine compliance with

Company claimsQ .
= Senior manags periodically reviews open claims to evaluate settlement issues and
ensure a iate reserves have been established.

ment uses exception reports to measure operational effectiveness and claim
processaoptime.

Contﬁl&gnce: Controls tested via documentation inspection, procedure observation and/or
ang inquiry appear to be sufficiently reliable to be considered in determining the extent of

trangaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel to understand the claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 77 claims paid, denied or closed without payment during the examination period, to test the
timeliness of the Company’s initial contact with claimants. Eide verified the date each selected
claim was first reported to the Company, and noted whether the Company’s initial response was
made in a timely manner according to applicable statutes and Company procedures.
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Transaction Testing Results:

Findings: None.

Observations: Eide noted that each of the 77 tested claims was reported and investigated
according to the Company’s policies and procedures, and that responses to claims
correspondence were timely. Based upon the results of Eide’s testing, it appears that the
Company’s processes for providing timely responses to claims correspondence are

functioning in accordance with their policies and procedures.
Recommendations: None. x) Yy
Standard VI1I-2. Timely investigations are conducted. Y
M.G.L. c. 176D, § 3(9)(c). [\Cf)
Objective: The Standard is concerned with the timeliness of the C claim investigations.

Pursuant to M.G.L. c. 176D, § 3(9)(c), unfair claims settlerr@ ices include failure to adopt
and implement reasonable standards for the prompt investi n OFclaims.

Controls Assessment: Q
= Company policy is to investigate all cIa%a timely manner.
= Refer to Standard VII-1 for addit@ ol assessments.
do

Controls Reliance: Controls tested Q% mentation inspection, procedure observation and/or
corroborating inquiry appear to be s'?@ tly reliable to be considered in determining the extent of

transaction testing procedures.

Transaction Testing Pro e: YEide interviewed Company personnel with responsibility for claim

handling processes, ang Oh d documentation supporting such processes. Eide selected a sample

of 77 claims paid, % closed without payment during the examination period, to evaluate the

Company’s comphigh€e with its claims handling policies and procedures. Eide verified the date that

each selecteg\' as reported to the Company, and noted whether its investigation was
a

conducted in a¥gadonable and timely manner.

indings: None

Observations: Eide noted that the Company’s processes for timely reporting and
investigating each of the 77 claims tested are functioning in accordance with their policies
and procedures.

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

M.G.L. c. 176D, 8§ 3(9)(f); M.G.L. c. 175, 8§ 28, 112, 1130 and 191A; 211 CMR 123.00.

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

Pursuant to M.G.L. c. 176D, 8 3(9)(f), unfair claims settlement practices include failing to
effectuate prompt, fair and equitable settlements of claims in which liability has become reasgnably
clear. In addition, if an insurer makes a practice of unduly engaging in litigation or of unre%bly
and unfairly delaying the adjustment or payment of legally valid claims, M.G.L. 7 28
authorizes the Commissioner to make a special report of findings to the general cour,

M.G.L. c. 175, § 1130 states payments to the insured under theft or comprehe erage shall
not be made until a claim form has been received from the insured statigQ: that™the repair work
described in an appraisal made pursuant to regulations promulgated tomobile damage
appraiser licensing board has been completed. Insurers are required %uch payments within
seven days of receipt of the above claim form. However, direct payffients to insureds without a
claim form may be made in accordance with a plan filed with 2§ % Oved by the Commissioner.

Any such plan filed with the Commissioner must meet state ndards with regard to procedures
for selecting approved repair shops, vehicle inspection urdy guarantees of the quality and
workmanship used on making repairs, and prohlbltlon 0 rimination for selection of vehicles
for inspection. 211 CMR 123.00 sets forth proce or the Commissioner’s approval of, and
minimum requirements for, direct payment and refer repalr shop plans.

M.G.L. c. 175, § 112 states that liability o mpany under a motor vehicle liability policy, or
under any other policy insuring agalnst \ or loss or damage on account of bodily injury,
death, or damage to property, shall b solute whenever the loss or damage for which the

damage shall not be a condition pre t to the right or duty of the company to make payment on

insured is responsible occurs, and th a tlon by the insured of a final judgment for such loss or
account of said loss or damage.

insureds to give timely notice of a property damage loss to the
company or its agent m , in the event of theft, reporting to the police by the insured is also
required. The co st pay such claims within 60 days after a proof of loss is filed. The
statute also sets f0 rocess for selecting a disinterested appraiser in the event the insured and the
company fai on the amount of loss.

Control ment: The following key observations were noted in conjunction with the review of
this %

% Mritten policies and procedures govern the claims handling process.
Company policy is to resolve all claims in a timely manner.

= 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.

= All claim notifications are logged in the claims system when reported.

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

M.G.L. c. 175, § 191A
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= Company policy is to respond to all physical damage claims within two business days from
the receipt of a loss report. Appraisers are dispatched to adjudicate all physical damage
claims.

= The Company’s policy is to make payment for non direct payment physical damage claims
within seven business days after receiving an appraisal, in accordance with M.G.L. c. 175, §
1130.

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

= The Company’s policy is to resolve claims in compliance with M.G.L. c. 175, §%
ragquited by

= Property damage claims are paid within 60 days of receipt of a proof of loss
M.G.L. c. 175, § 191A.

= Company policy is to contact all injured persons or their legal represe

business days of receipt of a claim.
= Bodily injury claims are handled by claims staff specially traine(@:} e such claims.

= Claims management can access the claims system to monitor % ms.
s Claims management performs periodic claims revie amine compliance with

within two

Company claims policies.
= Claims management uses a system where all clai reNpged to review open claims each
month, to evaluate settlement issues and ensure e reserves have been established.
= Claims management uses exception reports re operational effectiveness and claim
processing time.
Controls Reliance: Controls tested via d %ation inspection, procedure observation and/or
corroborating inquiry appear to be suffigi iable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedures:
claims handling processes, a

eYinterviewed Company claims personnel to understand its
jfled documentation supporting such processes. Eide selected a
sample of 77 claims paig¢se or closed without payment during the examination period, to
evaluate the Company’s nce with its claim handling policies and procedures. Eide verified
the date each select as reported, and whether it was timely and reasonably resolved by the
Company.
Transaction ’ﬂe{h:gr Results:
mgs: The Company did not timely process one claim of 77 tested. The claim arose
an accident in which the Company felt the “other” driver, not the Company’s insured,
Q as primarily at fault. The claim went to arbitration. The arbitration ruling came back in
favor of the “other” driver’s insurer. The arbitration agreement specified that the claim was
to be paid within 30 days of the arbitration decision. Testing of the claim indicated it was
paid, but not within the 30 day timeframe as required by the arbitration agreement.

Company policy is to comply with all arbitration agreements, thus the claim was not
resolved in a timely manner.

Observations: Except as stated above, Eide noted no other violations of this standard during
the remainder of the testing.
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Recommendation: Eide recommends that the Company review its claim procedures related to claim
arbitrations, and timely comply with the terms of all claims arbitration agreements.

Standard VI1I-4. The regulated entity responds to claim correspondence in a timely manner.

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

Objective: The Standard is concerned with the timeliness of the Company’s response to alljclaim

correspondence.
to act

ance policies.
a reasonable

Pursuant to M.G.L. c. 176D, 8 3(9)(b), unfair claims settlement practices include
reasonably promptly upon communications with respect to claims arising under jn
M.G.L. c. 176D, § 3(9)(e) considers failure to affirm or deny coverage of claims ¥
time after proof of loss statements have been completed an unfair trade prac%

Controls Assessment: Refer to Standard VII-2. C
Controls Reliance: Controls tested via documentation inspec '@o edure observation and/or
corroborating inquiry appear to be sufficiently reliable to be ¢ in determining the extent of

transaction testing procedures. %

Transaction Testing Procedure: Eide interviewe% y personnel to understand its claim

handling processes, and obtained documentation supPgrting such processes. Eide selected a ample
t dufing the examination period, to evaluate the
icles and procedures. Eide verified the date each
and noted whether it timely responded to claim

of 77 claims paid, denied or closed without pa
Company’s compliance with its claim handlj
selected claim was reported to the COUK

correspondence. &

Transaction Testing Results: Yy

Findings: None. @
N

Observations:@ ted that each of the 77 claims tested was reported and investigated
according Company’s policies and procedures, and responses to claims

correspon were timely. Based upon the results of Eide’s testing, it appears that the
Co rocesses for providing timely responses to claims correspondence are
fygctioMypg in accordance with their policies and procedures.

ions: None.

\Stanaard VII-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 claim decisions.

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

o Notice of loss with relevant date of loss, loss description, and involved parties.

o Relevant reports from investigating police authorities.

o Applicable medical reports and other investigative correspondence.

o Other pertinent written communication.

o All legal correspondence.

o Documented or recorded telephone communication. &

o Claim activity is logged and documented in chronological order.

o Claim reserve evaluations, adjustments and assessments are documente x)

o Source correspondence and investigative reports are scanne maintained

Company claims policies.

= Senior management reviews open claims periodically tg
ensure appropriate reserves have been established.

= Claims management uses exception reports to measu er lonal effectiveness and claim
processing time.

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

settlement issues and

Controls Reliance: Controls tested via documen Qpectlon procedure observation and/or
corroborating inquiry appear to be sufficiently reléb be considered in determining the extent of

transaction testing procedures.

Transaction Testing Procedure: Eide i Company claim personnel to understand its claim
handling processes, and obtained doc n supporting such processes. Eide selected a sample
of 77 claims paid, denied or closed tho payment during the examination period, to evaluate the

Company’s compliance with its §lai ndling policies and procedures. Eide reviewed the file for
each selected claim, and not its documentation was adequate.

Transaction Testing R%&

Findings;

Eide noted that claims were reported and timely investigated according to
ny’s policies and procedures, and that claim file documentation was adequate.

Rego §tlons None.

Standard VII-6. Claims are properly handled in accordance with policy provisions and
applicable statutes (including HIPPA), rules and regulations.

M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f), M.G.L. c. 175, §§ 221, 24D, 24E, 24F, 111F, 112, 112C,
113J, 113K, 1130 and 186; 211 CMR 75.00 and 133.00; 212 CMR 2.00.

Objective: The Standard is concerned with whether the claim appears to have been paid for the
appropriate amount to the appropriate claimant/payee.
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Pursuant to M.G.L. c. 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 become reasonably clear as an unfair trade practice.

M.G.L. ¢. 175, 8 22| allows companies to retain unpaid premium due from claim settlements.
Claim payments must also comply with M.G.L. c. 175, 8 24D to intercept non-recurring payments
for past due child support. Medical reports must be furnished to injured persons or their aggorney
pursuant to M.G.L. c. 175, 88 111F and 113J. M.G.L. c. 175, § 24E requires an insurer to ﬂ‘%r;ge

information with the Commonwealth not less than 10 business days prior to making pgymentdo a

claimant who has received public assistance benefits. M.G.L. ¢. 175, 8§ 24F requiré ers to
communicate with the Commonwealth regarding claimants with unpaid taxes. In.g M.G.L
c. 175, § 112C requires companies to reveal to an injured party making a claimfa an insured,

in writing for

the amount of the limits of said insured’s liability coverage upon receiving a\eq

such information. %e
M.G.L. c. 175, § 112 states that liability of any company under a % icle liability policy or
under any other policy insuring against liability for loss or dam@ account of bodily injury,

death, or damage to property, shall become absolute wheneve[ Yteuldss or damage for which the
insured is responsible occurs, and the satisfaction by the in a final judgment for such loss or

©

damage shall not be a condition precedent to the right or he company to make payment on
account of said loss or damage.

M.G.L. c. 175, § 113K states that persons age 16 %ﬁer may purchase automobile insurance.
b

M.G.L. c. 175, § 186 states that a misrepr so
increase an insurer’s risk of loss to vo@

y an insured must have the intent to deceive or

M.G.L. c. 175, § 1130 prohibit ents by an insurer for theft coverage until the insured has
received notice from the approRgjate, police authority that a statement has been properly filed.
Additionally, companies are to report the theft or misappropriation of a motor vehicle to a
central organization eng inymotor vehicle loss prevention. 211 CMR 75.00 designates the

NICB as the central or jon to be used for this purpose.

212 CMR 2.00 s th uniform procedures for conducting motor vehicle damage appraisals. 211

uniform standards for repair of damaged motor vehicles, but applies only
s the costs of repairs. The regulation addresses how damage and repair costs
are dete ed, requires that like kind repair parts be used, and sets forth methods for determining
vehicieyaNges. It further allows vehicles deemed a total loss to be repaired subject to certain

r ts and limits. Lastly, the regulation requires an insurer to have licensed appraisers

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

= 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.

= 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 tQ their
settlement authority. %

= The Company has procedures for complying with requirements in M.G.L. c. 8§ 171F,
113J and 112C to furnish medical reports and/or the amount of the insured’s imits,
upon receiving requests for such information from a claimant or their attg .

s The Company has procedures for complying with requirements in M.G. 175, 8 24D to
intercept non-recurring payments for past due child support fo tain defined claim
payments.

= The Company has procedures for complying with requiremen
verify that a police report was properly filed prior to ma
Further, the Company has procedures for reporting su

.L.c.175, 81130 to
ents for theft coverage.
to the NICB as required by

211 CMR 75.00.
s The Company’s policy prohibits discrimination %eimbursement of proper expenses
paid to certain professions and occupations as_téquirgd’oy M.G.L. c. 175, 8 193K.
= Claims management can access the claims sy8tgm to monitor open claims.
s Claims management performs perigdic\claim reviews to examine compliance with
Company claims policies.
= Claims management uses a sys @e all claims are aged to review open claims each
es
<

month to evaluate settlement ensure appropriate reserves have been established.

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

Controls Reliance: Co ed via documentation inspection, procedure observation and/or
corroborating inquiry be sufficiently reliable to be considered in determining the extent of
dures

transaction testing S es.
Transaction k¢ rocedure: Eide interviewed Company personnel to understand its claim

handling Eroce 0¥, and obtained documentation supporting such processes. Eide selected a total

sample claims paid, denied or closed without payment during the examination period, to
eval ompany’s compliance with its claim handling policies and procedures.

TraWsaction Testing Results:

Findings: The Company did not report a vehicle theft or misappropriation to the NICB in
one of 77 tested claims. The claim involved property damage to a Company insured
vehicle while it was being driven by an unknown party. The insured reported the vehicle
stolen from the residence where the insured was located at the time of the theft, but later
found the keys in the driveway of the theft location. The insured then reported finding the
vehicle nearby after it had been in an accident, but was not aware of who had taken the
vehicle.
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Observations: Eide noted no other violations of this standard during the remainder of the
testing. As a result of Eide’s testing, the noted claim has now been referred to the NICB.

Recommendation: Eide recommends that the Company timely report any claim involving potential
theft or misappropriation to the NICB.

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

Objective: The Standard is concerned with the Company’s use of claim forms that are p%for
the type of product.

this Standard:

Controls Assessment: The following key observations were noted in conjunction@%review of

= The Company uses industry standardized claims reporting form@are appropriate for

the Company’s line of business.

= Claim processing guidelines require that key documentatieg completed, signed, and
included in the file, including: notice of loss with relev %o loss, loss description, and
involved parties.

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

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

Controls Reliance: Controls tested via d ion inspection, procedure observation and/or
corroborating inquiry appear to be sufficign iable to be considered in determining the extent of
transaction testing procedures. x

Transaction Testing Procedure;
handling processes, and obtaine
sample of 77 claims paid
evaluate the Company’s

the file for each select

?}interviewed Company personnel to understand its claim
ogumentation supporting such processes. Eide selected a total

r closed without payment during the examination period, to
ce with its claim handling policies and procedures. Eide reviewed
and noted whether its claim reporting was appropriate.

vations: Eide noted that all paid or closed without payment claims selected for
ting were reported according to the Company’s polices and procedures, and that claim
file documentation was adequate. Based upon the results of Eide’s testing, it appears that
the Company’s processes for documenting reported claims are functioning in accordance
with their policies and procedures.

Recommendations: None.
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Standard VI11-8. Claims are reserved in accordance with the regulated entity’s established
procedures.

Objective: The Standard is concerned with the Company’s process to establish and monitor claim
reserves for reported losses.

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 timely evaluate and establish adequate reserves on all re d glaims.
= Claim processing guidelines require that key information be completedmsigried, and

included in the file, including:

Notice of loss with relevant date of loss, description, and invo %ties.
Relevant reports from investigating police authorities.

Applicable medical reports and other investigative cor ce.

Other pertinent written communication.

All legal correspondence. 2

Documented or recorded telephone commuﬂx&&ﬁ1

Claim activity is logged and documente?; ological order.
a

Claim reserve evaluations, adjustme nadYassessments are documented.

Source correspondence and ive reports are scanned and maintained
electronically.

= Claims management perforrg&p&@

Company claims policies.

= Senior management revi
and ensure appropri

= Claims manage S
processing timQ
Controls Relian %yntrols tested via documentation inspection, procedure observation and/or
p

corroboratin pear to be sufficiently reliable to be considered in determining the extent of
transaction test rocedures.

© 0 0O © 0 O O O ©

ic claims reviews to examine compliance with

n claims each month claims to evaluate settlement issues
s have been established.

exception reports to measure operational effectiveness and claim

TrangaChgMy Testing Procedure: Eide interviewed Company personnel to understand its claims
r%ﬁg}rocesses, and obtained documentation supporting such processes. Eide selected a sample
f

0 claims paid, denied or closed without payment, to evaluate compliance with Company claims
reserving policies and procedures. Eide verified the date each selected claim was reported to the
Company, and noted whether claim reserves were evaluated, established and adjusted in a
reasonably timely manner.

Transaction Testing Results:

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

Recommendations: None.

policy provisions and state law.

Standard VI1-9. Denied and closed-without-payment claims are handled in acco% With

M.G.L. c. 176D, §§ 3(9)(d), 3(9)(h) and 3(9)(n).

documentation of denied and closed-without-payment claims.

Objective: The Standard is concerned with the adequacy of the Comp@cision making and

claims without conducting a reasonable investigation based u available information. Pursuant
to M.G.L. c. 176D, § 3(9)(h), unfair claim settlement pra inelude attempting to settle a claim
for an amount less than a reasonable person would hav, 1®yed he or she was entitled to receive.
M.G.L. c. 176D, § 3(9)(n) considers failure to provi egsonable and prompt explanation of the
basis for denial of a claim an unfair claim settlement pgctice.

Pursuant to M.G.L. c. 176D, 8§ 3(9)(d), unfair claims settleme @ tites include refusal to pay
p< =I
|

Controls Assessment: The following key o 10ns were noted in conjunction with the review of
this Standard:

= Company policy requires that } denials must state the contractual basis for non-
payment, and inform the of their right to appeal.

= All claim notificatio

system.
= All claims inve
settlement )
= Compan cy requires that a written explanation of all denied and closed without
pay be provided to a claimant.
Control jance: Controls tested via documentation inspection, procedure observation and/or

corroporagiNg inquiry appear to be sufficiently reliable to be considered in determining the extent of
| testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. Eide selected a total
sample of 77 claims paid, denied or closed without payment during the examination period, to
evaluate the Company’s compliance with its claim handling policies and procedures. Eide verified
the date each denied claim was reported, reviewed correspondence and investigative reports and
noted whether the Company handled each claim timely and properly before closing or denying it.
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Transaction Testing Results:

Findings: None.

Observations: Eide noted that each tested claim was handled according to the Company’s
policies and procedures. Based on the 77 claims tested, it appears that the Company’s
claim handling and denial practices are appropriate, and comply with applicable statutes
and Company policies and procedures.

Recommendations: None. &

practices.

Standard VI11-10. Cancelled benefit checks and drafts reflect appropriat@ andling

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

Controls Assessment: The following key observations were notii nfunction with the review of

this Standard:

= Written policies and procedures govern the clai s%’nt process.
a

= Company policy is to handle all claims in a with policy provisions and state law.
= All claims investigations are handled ors up to a defined dollar limit to their
settlement authority.
)

= Company procedures verify the pro e and payment amount prior to check issuance.
= Claims management can accesgdheNgldims system to monitor open claims.
= Claims management peerEms riodic claims reviews to examine compliance with

Company claims policie

Controls Reliance: Co tésted via documentation inspection, procedure observation and/or
corroborating inquiry e sufficiently reliable to be considered in determining the extent of
transaction testing S.

Transaction €St rocedure: Eide interviewed Company personnel to understand its claim
payment proéxfz( and obtained documentation supporting such processes. Eide selected a total
sample gf Y7 claims paid, denied or closed without payment during the examination period, to
evaluatent/¥§, Company’s compliance with its claim payment policies and procedures. Eide reviewed
h %, each selected claim, and noted whether claim payment practices were appropriate.

t
Tran%action Testing Results:

Findings: None.

Observations: Eide noted that each selected claim was reported and investigated according
to Company policies and procedures, with adequate claim payment documentation. Eide
noted no instances where claim payment practices, or investigation of suspicious claims,
appeared inappropriate. Based upon the results of Eide’s testing, it appears that the
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Company’s processes for issuing claim payment checks are appropriate, and functioning in
accordance with their policies and procedures.

Recommendations: None.

Standard VII-11. Claim handling practices do not compel claimants to institute litigation, in
cases of clear liability and coverage, to recover amounts due under policies by offering
substantially less than is due under the policy.

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

Objective: The Standard is concerned with whether the Company’s claim handling
claimants to (a) institute litigation for the claim payment, or (b) accept a

substantially less than what the policy contract provides for. C
practices include (a)
fey an insurance policy by

actions brought by such
0 which a reasonable person

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claim se
compelling insureds to institute litigation to recover amounts d
offering substantially less than the amounts ultimately recoye
insureds, and (b) attempting to settle a claim for less than the

)

would have believed he or she was entitled by reference ritten or printed advertising material
accompanying or made part of an application. Moreovgr,\ Insurer makes a practice of unduly
engaging in litigation, or of unreasonably and un dglaying the adjustment or payment of

legally valid claims, M.G. L. c. 175, § 28 authorizesge Commissioner to make a special report of
findings to the General Court.

Controls Assessment: The following keyt-ons were noted in conjunction with the review of

this Standard: &
= Company claims handli§ g@@ﬁnes require the uniform and consistent handling of claims
cont

settlements and pay

= Company policy 4 act all injured persons or, their legal representatives, within two
4pt of a claim.

business days
= All bodily i) ims are handled by claims staff specially trained to handle such claims.
= Claimg ment performs periodic claim reviews to examine compliance with
Co clatms policies.

. jor management reviews open claims each month claims to evaluate settlement issues
ure appropriate reserves have been established.
ims management uses reports measuring operational effectiveness and claim processing
Imes to monitor claims processing activities.

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: Eide interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. Eide selected a sample
of 77 claims paid, denied or closed without payment during the examination period, to evaluate the
Company’s compliance with its claims handling policies and procedures. Eide verified the date
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each tested claim was reported, reviewed related correspondence and investigative reports, and
noted whether it was handled timely and properly.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that documentation of tested claims involving litigation appeared
complete and supported the Company’s conclusions. Based upon the results of Eide’s
testing, it appears that the Company’s processes do not unreasonably deny aa&or
compel claimants to initiate litigation.

Recommendations: None. ‘%x)
o :

Standard VI11-12. The regulated entity uses the reservation of rights ess of loss letters,
when appropriate. AX)

Obijective: The Standard is concerned with the Company’s usa ;ation of rights letters, and
its procedures for notifying an insured when it is apparent that#gglarmount of loss will exceed policy

limits. %

Controls Assessment: The following key observatio e poted in conjunction with the review of
this Standard:

= Written policies and procedures goveru%[ai s handling process.
= Company policy is to handle all clai cordance with policy provisions and state law.

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

= The Company uses reseryat rights and excess of loss letters when warranted.
5. Ieikq

= Reservation of right syare used very rarely; only under circumstances where the
liability for claims as come into question.

= Claims mana erforms periodic claims reviews to examine compliance with
i %Iicies.

Company clairg
Transaction Ieﬁrocedure: Eide interviewed Company personnel to understand its claims

handling proce and obtained documentation supporting such processes. Eide selected a total
ZEP

sample laims paid, denied or closed without payment during the examination period, to
eval % liance with Company claims handling policies and procedures. Eide reviewed the
f ach selected claim, and noted whether reservations of rights or excess loss letters were
waManted.

Transaction Testing Results:

Findings: None.

Observations: Eide noted that all claims selected for testing were reported and
investigated according to the Company’s policies and procedures, and claim file
documentation was adequate. Eide noted no instances where a reservation of rights or
excess loss letter was used. Eide reviewed model correspondence for such letters, and such
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model correspondence appeared accurate and proper. Based upon the results of our testing,
it appears that the Company’s processes for utilizing reservation of rights and excess loss
letters for claims are functioning in accordance with their policies and procedures.

Recommendations: None.

Standard VI11-13. Deductible reimbursement to insured’s upon subrogation recovery is made
in a timely and accurate manner.

deductible reimbursements upon subrogation recovery.

A
Objective: The Standard is concerned with whether the Company accurately and §i%is§ues

Controls Assessment: The following key observations were noted in conjunctior@t e review of

this Standard: C

= The Company’s written claim policies and procedures addressesstQrogated claims.
= Company policy is to resolve all subrogated claims in a ti anner.
= Claims management can access the claims system to C

»  Claims management performs periodic claims

to examine compliance with
Company claims policies.

Controls Reliance: Controls tested via documentag@n inspection, procedure observation and/or
corroborating inquiry appear to be sufficientlyj@e t0 be considered in determining the extent of

transaction testing procedures.

Transaction Testing Procedure: Eid @ved Company personnel to understand its claims
handling processes, and obtained docnf&;a 1on supporting such processes. Eide selected a sample
of 77 claims paid, denied or clos dk@ut payment during the examination period, to evaluate the
Company’s compliance with its §&inyhandling policies and procedures. Eide reviewed the file for
each selected claim and nofi r subrogation recoveries were reasonably timely and accurate.

Transaction Testing R%

s: Eide noted that subrogation recoveries for all applicable tested claims were
and accurate according to the Company’s policies and procedures, and claim file
entation was adequate. Based upon the results of testing, it appears that the

&mpany’s processes for making subrogation recoveries to insureds are functioning in

accordance with their policies and procedures.

Recommendations: None.
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Standard VI1I-14. Loss statistical coding is complete and accurate.

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

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. c. 175A, § 15(a), insurers must record and report their loss and countrywide
expense experience in accordance with the statistical plan promulgated by the Commissionay, and
the rating system on file with the Commissioner. The Commissioner may designate a ratin%cy
15.007the
J\wgnsive,

. C. 175A,

or agencies to assist her in the compilation of such data. In accordance with 211 C
Commissioner established and fixed the Automobile Statistical Plan for Fire, Theft,
Collision and Allied Coverages as the statistical plan to be used in accordance wi
§ 15(a).

Controls Assessment: The following key observations were noted in co%;'lobwith the review of

this Standard:
@?

= Company policy is to timely report complete and acc data to appropriate rating

bureaus.

= The Company reports loss data to CAR in a form ir?d by CAR. Participation in CAR
is mandatory for all insurers writing prj@ senger automobile insurance in
Massachusetts.

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

= The Company also reports loss e AIB, which is a rating bureau that represents the
insurance industry in rate heafingyg before the Commissioner of Insurance.

= Detailed claim data is re o%@uarterly and/or monthly, as required, to CAR and the AIB.
The claim data includes\ggsyexperience by line of business, type of loss, dollar amounts,
claim counts, accid s, territory, etc.

= Claims mana rsonnel reconcile the underlying data for completeness and
accuracy. E % reports are generated to ensure the loss data is properly reported.

Controls Reliaqs; ntrols tested via documentation inspection, procedure observation and/or

corroboratingﬂxa}j,ry appear to be sufficiently reliable to be considered in determining the extent of

transact%t'in procedures.
@ esting Procedure: Eide interviewed Company personnel to understand loss statistical
r ingp

= Company policy and claims handling przgedu do not make a distinction between claims

rocesses, and obtained documentation supporting such processes.

Transaction Testing Results:

Findings: None.
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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
procedures, as well as statutory and regulatory requirements.

Recommendations: None.
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SUMMARY

Based upon the procedures performed in this comprehensive examination, Eide 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 Handbook,
the market conduct examination standards of the Division, and the Commonwealth of
Massachusetts’ insurance laws, regulations and bulletins. Eide made recommendations and required
actions to address concerns in the areas of Company Operations / Management, Producer Licensing,

Underwriting and Rating and Claims. 1
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procedures), administration and preparation of the comprehensive examination re0 addition,
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the examination and in the preparation of this report.

The cooperation and assistance that the officers and employees of @;any extended to all

examiners during the course of the examination is hereby acknowleijf

&

Matthew C. Regan Il Q Y
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