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The Honorable Julianne M. Bowler Q
Secretary, Northeastern Zone Q
Commissioner of Insurance ‘%

The Commonwealth of Massachusetts Q

Office of Consumer Affairs and Business Regu@

Division of Insurance

One South Station ‘%

Boston, Massachusetts 02110-2208 Q

Dear Commissioner Bowler:

Pursuant to your instructions and in accordance with Massachusetts General Laws,
Chapter 175 § 4, a full ensive examination has been made of the market conduct

§ SAFETY INSURANCE COMPANY

affairs of

at its ice located at 20 Custom House Street, Boston, Massachusetts 02110. The

f report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (hereinafter “Division”) conducted a
comprehensive market conduct examination of Safety Insurance Company (hereinafter “Safety” or
“Company”) for the period January 1, 2003 through June 30, 2004. The examination was called
pursuant to authority in Massachusetts General Laws Chapter 175 8 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 (hereinafter “Eide”) were engaged to complete certain agreed-upon procedures. %

EXAMINATION APPROACH

A tailored audit approach was developed to perform the examination of Sa
guidance and standards of the National Association of Insurance Commissioners
Examiners Handbook (hereinafter “Handbook”), the market conduct examination
Division, and the Commonwealth of Massachusetts insurance laws, regu r%‘
procedures were performed under the management and control of the )%90 d
staff of the Division. The following describes the procedures perfc&% t

andards of the
d bulletins. All
uct examination
he findings for the
workplan steps thereon.

The basic business areas that were reviewed in under this i ;IOI’] were:

I.  Company Operations/Management
Il.  Complaint Handling

1. Marketing and Sales ‘% :

IV. Producer Licensing

V. Policyholder Service (&"\Q
VI.

Underwriting and Rating
VII. Claims

In addition to the pr and procedures’ guidance in the Handbook, the examination
included a review of th y’s policies and procedures regarding compliance with 18 U.S.C.
8§ 1033 and 1034 a s an assessment of the Company’s internal control environment. While
the Handbook ap ects individual incidents of deficiencies through transaction testing, the

with applieable faws, regulations and bulletins related to market conduct activities.

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

All systems and personnel of the Company are shared with its wholly owned subsidiary,
Safety Indemnity Insurance Company. Therefore, the control environment, systems environment
and policies and procedures are shared amongst these entities. We conducted our testing on the
overall operating environment while maintaining an understanding of each company within the
overall organization.



EXECUTIVE SUMMARY

The comprehensive examination was conducted subsequent to the financial examination
performed by the Division on Safety. The financial examination performed limited compliance
testing since the market conduct examination was also being conducted.

This summary of the examination is intended to provide a high-level overview of the
reported results of the examination. The body of the report provides details of the scope of the
examination, tests conducted, findings and conclusions, recommendations and subsequent
Company actions. Managerial or supervisory personnel from each functional area of the Company

should review report results relating to their specific area. %
t of the

The Division considers a substantive issue as one in which corrective action on-par
Company is deemed advisable, or one in which a “finding”, or violation of Massachuse rance
laws, regulations or bulletins was found to have occurred. When applicable, cor ! action

should be taken by the Company for any finding contained herein. Any correcti tion requires
agreement of both the Company and the Division prior to implementation.

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

ng with related

The following is a summary of all substantive issues f ,
nsymade, as part, of the

recommendations and, if applicable, subsequent Company
comprehensive market conduct examination of Safety.

SECTION | — COMPANY OPERATIONS / MANAG?M%

on new employees, but no su s in place for existing employees.

Standard 1-3

Finding(s): The Company h?%:}%;res in place to perform criminal background checks
h proces

Observation(s): Eide no mompany does not ensure criminal background checks are

performed on exisis g loyees.
Recommendation(s):¥Eide recommends that the Company conduct criminal background
checks for.dll,ctirent and prospective employees.

SECTION 11 AINT HANDLING

ﬁ%ﬂgrd 11-4

nding(s): Based on our review, we found that the Company has adequate procedures,
documentation and record retention to comply with M.G.L. c. 176 § 3(10). However, we
found that in eight cases, the Company’s response time to the Division exceeded the 14
days required by the Division’s correspondence. In all cases, the Company had not
requested additional time to respond. The Company’s policies and procedures require a
seven day response time to all inquiries which would ensure compliance with all Division
requests.

Observation(s): The Company did not request extensions of time from the Division for
delayed responses.


http://www.state.ma.us/doi

Recommendation(s): We recommend that the Company review complaint handling
procedures to ensure that the Company timely responds to the Division’s request. We also
recommend adherence to the time standards outlined in the Company’s complaint handling
procedures.

SECTION Il - MARKETING AND SALES

Standard 111-1

Finding(s): The Company requires advertising to be submitted for prior approval and also
requires a copy of the advertisement to be submitted with the bill at the time of r t for

reimbursement. However, after a request for reimbursement has been s itted,” the
Company does not confirm that the advertising was previously approved. ,é

Observation(s): The results of our testing showed that advertising %s materials
comply with Massachusetts M.G.L. c. 176D, § 3. The Compa website disclosure
complies with the requirements of Division of Insurance Bulletin’2001-02.

Recommendation(s): The Company should ensure that rej :rse)nent of advertising is for
prior approved advertising only.

Standard 111-3 Q t

Finding(s): The Company allows prod e&g be reimbursed for joint marketing efforts
up to .002 of direct written premium ced by the producer. The Company does not
have this policy included in the ag eement or any other written agreements, it is an

oral agreement. The Compa inimal documentation on policies and procedures
surrounding the marketing fuaction.

Observation(s): The Comp communications to producers on its website appear to be
accurate and reason

Recommendati he Company should ensure that all key aspects of the agency
agreement including reimbursement of advertising are documented in writing.
U

SECTION |V® CER LICENSING

<

ndard 1V-1

inding(s): The Company reconciles its producer information based upon the lists
provided from the Division. The Company's list also included duplicate information where
buyouts, name changes or consolidations had occurred. This made reconciliation of the
Division information to the Company information difficult.

Observation(s): Based on the results of our testing new and renewal business written,
Eide noted no violations of M.G.L. c. 175, 88 162l and 162S as all sales were produced by
properly licensed producers.



Recommendation(s): Eide recommends that the Company utilize an identifier, such as
license number, that would allow the Company to reconcile to the Division records on a
common field rather than by name of agency.

Standard 1V-3

Finding(s): The results of our testing showed that the Company was not notifying the
Division when producers are terminated as required by M.G.L. c. 175, § 162T. See also
Standard 1V-5 concerning failure to report cause of terminations when termination is “for

cause )&
Observation(s): None.

Recommendation(s): Eide recommends that the Company reconc“éte\m)ﬂnated

producer records with the Division’s records as of a date certain and t inte to notify
the Division of all terminated producers as required by law.

Standard V-5 §)

Finding(s): Based on the testing noted above, the C Q internal records adequately
document reasons for producer terminations. Non thesterminations tested was for cause
as defined in M.G.L. c. 175, § 162R. Howevek@ ss of whether the termination was

“for cause” or “not for cause”, the Compa S atter of practice, fails to notify the
Division as required by M.G.L. c. 175 § 16&
Observation(s): None.

»)

Recommendation(s): Eide rec N hat the Company adopt a policy and procedures to
notify the Division of all terminations including the reason for termination when the

termination is for cause.

SECTION VI - UNDERW D RATING

S

Standard {EQ
indi =:The results of our testing of new and renewed auto policies indicated discounts

given for anti-theft devices without documentation on one occasion out of the
olicies tested. Two out of the 5 applicable new and renewal homeowner policies
ived discounts and/or surcharges without any supporting documentation.

Observation(s): Eide inquired with management at the Company regarding homeowner
records retention policies for producers and found that producers were primarily
responsible for maintenance of the records supporting discounts provided on homeowners
policies.

Recommendation(s): The Company’s record retention rules should be examined to ensure
producers are keeping the requested information for the amount of time required by
Company policy to ensure that homeowner policies have proper support for discounts and
surcharges.




Standard VI1-14

Finding(s): One out of the 11 applicable auto policies received anti-theft discounts without
any documentation of the anti-theft devices. two out of the five applicable homeowners
polices did not have adequate documentation for discounts given.

Observation(s): Through examining available supporting documentation of discounts and
surcharges given, Eide believes that the Company is using information developed at or near
the inception of policy coverage. However, for three policies tested, there was inadequate
supporting documentation provided from the related producers to support whether the
information was timely relative to policy issuance. &

Recommendation(s): The Company’s record retention rules should be exam
producers are keeping the requested information for the amount of time
Company policy to ensure that auto and homeowner policies have @
discounts given.

Standard VI1-15 %Q)

Finding(s): One out of the 11 applicable auto policies4 Q anti-theft discounts without
any documentation of the anti-theft devices. Tw he five applicable homeowners
S

polices did not have adequate documentation for or surcharges given.

Observation(s): Through examining avall u orting documentation of discounts and
surcharges given, Eide believes that the y has procedures in place to ensure proper
documentation exists to support und deC|5|ons, however, in three of 70 files tested,

the documentation to support decisi e was not complete.
3

Recommendation(s): The Cﬁ%ﬂ should ensure policies and procedures surrounding
receiving and maintaining te documentation to support underwriting decisions are
adhered to by producers'of t ompany.

Standard VI-Q%
indi : e CAR audit issued in September of 2003 stated that 232 statistical errors

of the 6,989 statistical fields verified (3.3 % of the fields contained errors).
istical errors resulted in 43 rating discrepancies.

Based on the results of our review of CAR audits performed during the
camination period, it appears that the Company statistical error rate is higher than industry
average. The average statistical error rating of the 11 most previous CAR audited
companies is 1.7% while Safety’s error rating is 3.3%. It was noted that 28 of the 3 rating
errors are for low mileage discount. The Company began to verify these discounts when
the Registry of Motor Vehicles made the information available in January 2003.

Recommendation(s): The Company should ensure policies and procedures surrounding
receiving and maintaining adequate documentation to support underwriting decisions are
adhered to by producers of the Company.




COMPANY BACKGROUND

Safety Insurance Company and its wholly owned subsidiary, Safety Indemnity Insurance
Company, comprise the insurance operations of the Safety Group. The Safety Group is owned by
the Safety Insurance Group, Inc. which was established in October 2001 via a buyout by senior
management and private investors. In 2002, the Company underwent an initial public offering that
closed on November 27, 2002.

The Company commenced business in 1980 and operates solely in Massachusetts, offering
private passenger and commercial automobiles coverages, as well as homeowner, dwelling fire,
personal umbrella, business owners policy (“BOP”), commercial package and commercial u&lla
policies throughout the Commonwealth. The Company is currently the second largest writer o
private passenger auto in the Commonwealth of Massachusetts. ;\6\)

The operations are divided amongst the two insurers with Safety Insuranrhpany, as
the lead company, writing all the personal automobile coverage, standard commercial automobile
coverage, standard homeowners and dwelling fire coverage, all personal mercial umbrella
coverage, standard BOP, and standard commercial package coverage. surance Company
also writes commercial and personal automobile business for the Co alth Automobile
Reinsurers (CAR), the Commonwealth’s assigned risk pool. Safe emnity Company writes the
preferred commercial automobile, homeowners, dwelling fire, commercial package book.
These two companies share risks through a pooling agreemefit:\whereby Safety Insurance
Company’s participation is 95% and the remaining 5% is %‘(ndemnity Company’s
participation.

The largest line of business for the Compan is;frivate passenger auto. The Division
mandates rates for private passenger auto and.has €stablished rate increases of 2.7% and 2.5% for
2003 and 2004 respectively. The Compa wed to deviate from mandated rates through safe

driver and group discounts.

The private passenger auto et'in Massachusetts is highly regulated, characterized by
mandatory coverage minimums, Ui rates set by the Division, a requirement for carriers to
accept all risks, and uniform s. Rate deviations are allowed via discounts to affinity
groups as approved by th isien. Further, individual risks as determined by the carriers can be
ceded to CAR. All lic to carriers are also required to participate in the CAR reinsurance
facility. Each Iice% carrier is allocated a share of the CAR pooled operating results and

accumulated defi roportion to each carrier’s market share in the voluntary market.

The Sﬁ‘& iver Insurance Plan (SDIP) is a program mandated by state law that encourages
safe driving. The Company did not file for a SDIP deviation in 2004 as it had done in prior years.

fers discounts between 3% and 5% to 195 affinity groups which accounts for 13% of the

g@e Company offers a private passenger Group Automobile Program, for approved groups.
afety o
private passenger policies issued by the Company.



The Company’s top five lines of business for direct written premium during 2003 are shown in

Table 1;

TABLE 1:

. . Percent

Line of Business Safety Insurance of Total
Private Passenger Auto $ 292,290,000 56%
Auto Physical Damage 179,910,000 35%
Commercial Auto 23,471,000 4%
Homeowners 13,238,000 3%
Commercial Multi Peril 3,807,000 1% %
Other 3,698,000 1% /\)
Total Direct Business $ 516,414,000 10@

Table 1 shows that the Company is primarily a personal lines wri

insurance and homeowners multi peril. The Company has

O
oclsing on auto
500 ficensed independent

approximate

producers who distribute the various products throughout the Com
producers has been relatively stable over the examination period.
standardized agency contract to establish the business relation

. The number of
pany utilizes a
producers and has an

automatic renewal with the producers so that the arrangem
the parties.

@petual until cancelled by one of

The key objectives of this examination were%lr ned by the Division utilizing the
t

Handbook. The remainder of this report outlines
defined by the Handbook.

10

e testing and results by each major risk area



l. COMPANY OPERATIONS/MANAGEMENT

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

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

Objective: This Standard is concerned with whether there is an audit program function that
provides meaningful information to management.

Controls Assessment: The following key observations were noted in conjunction M‘&\&X&ew of

this Standard: Q Y
= The Company has an internal audit function and is also audited annually n independent
accounting firm.

= The Company responds to internal and external audit recomr%%iﬁns to correct, modify

and implement procedures.

= The Company has adopted procedures to screen and che
statistical producer, CAR. Participation in CAR i
private passenger automobile insurance in Massa

s The Company also submits data to Automobi
bureau that represents the insurance industQ
Insurance.

= The Company utilizes tip sheets aS@ ication tool between claims and underwriting

data submitted to the Company's
mandatory for all insurers writing

reérs Bureau (“AIB”). AIB is a rating
hearings before the Commissioner of

to ensure suspicious activity is co ed to all affected parties within the Company.

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

Controls Reliance: Controls test fl&ocumentation inspection, procedure observation and/or
s%ﬁ
transaction testing procedure

Transaction Testing P © Due to the nature of this Standard, no transaction testing was
performed.
Transaction Testi ults: Not applicable.

Recommendation(s): None.

ﬁ%@ I-2. The company has appropriate controls, safeguards and procedures for

protecting the integrity of computer information.

Reviewed work performed by Division financial examination team and found adequate coverage.
All required activity for this Standard was included in the scope of the statutory financial
examination of the Company.

11



Standard 1-3. The company has antifraud initiatives in place that are reasonably calculated
to detect, prosecute, and prevent fraudulent insurance acts.

General, 18 U.S.C. § 1033; Division of Insurance Bulletins 98-11 and 2001-14.

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

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and Law Enforcement Act of 1994, it is
a criminal offense for anyone “engaged in the business of insurance” to willfully pefmit a
“prohibited person” to conduct insurance activity without written consent of the primary Mi%]ce
regulator. A “prohibited person” is an individual who has been convicted of any fel involving
dishonesty or a breach of trust or certain other offenses and who willfully engages.in the*bUsiness
of insurance as defined in the Act. In accordance with Division of Insurance s 98-11 and

2001-14, any entity conducting insurance activity in Massachusetts has the. responsibility of
notifying the Division, in writing, of all employees and producers who are affected by this law.
Those individuals may either apply for an exemption from the law, or must cease and desist from
their engagement in the business of insurance. %

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

= The Company has a written antifraud plan. Q
= The Company has a Special Investigative% IU”) dedicated to the prevention and
handling of fraudulent activities.

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

Company including those in clai nternal audit, underwriting, sales and customer
service.

= Potential fraud activity is t (ﬁ&by the SIU and investigated with the assistance of other
departments as necessar S%mctivity is reported to the regulators as necessary.

= The SIU utilizes tip@:reated by the claims and underwriting departments to ensure
that suspicious a is1ogged and investigated.

= The Company does not perform criminal and financial background checks on producers, or
require evi % the producer’s E&O, prior to contracting with them and appointing
them as %rs.

= The completes background checks for new employees.

= The C ny’s policy is to not employ a “prohibited person” by utilizing background

s as part of the hiring process.

C eliance: Controls tested via documentation inspection, procedure observation and/or
corrgborating 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 ensuring the
Company does not employ prohibited persons as defined in 18 U.S.C. 8 1033 and reviewed
procedures followed by the Company to ensure compliance.

12




Transaction Testing Results:

Finding(s): The Company has procedures in place to perform criminal background checks
on new employees, but no such process in place for existing employees of the Company.

Observation(s): Eide noted the Company does not ensure criminal background checks are
performed on existing employees of the Company.

Recommendation(s): Eide recommends that the Company conduct criminal background ch)eo&)r

all current and prospective employees.
* * * *  * ;x)

Standard 1-4. The company has a valid disaster recovery plan. \

Reviewed work performed by Division financial examination team an %dequate coverage.
All required activity for this Standard was included in the sco;% statutory financial

examination of the Company. Q
* * * * * Q

Standard 1-5. The company is adequately monitori e‘activities of the Managing General
Agents (MGAS).

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

this examination.
*\ * *  *

Standard 1-6. Company contra with MGAs comply with applicable statutes, rules and
regulations.

No work performed. The % does not utilize MGAs; therefore this standard is not applicable
to this examination.

* * * * *

Standard |- rds are adequate, accessible, consistent and orderly and comply with
record retenti quirements.
%@his Standard is concerned with the organization, legibility and structure of files, as

ermining if the Company is in compliance with its record retention requirements. The
objective of this Standard was included for review in each Standard where such policy or procedure
for the retention of records exists or should exist.

Controls Assessment: The Company’s home office record retention policies are described for each
Standard, as applicable. In addition, Company policy requires that its producers keep complete
records and accounts of all insurance transactions. The Company’s standard producer contract
requires insurance records and accounts be kept current and identifiable. The Company’s standard
producer contract also maintains the Company’s right to examine producers’ accounts and records
of all insurance transactions for as long as the Company deems reasonable including a reasonable
time after the termination of a producer contract.

13



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 performed various procedures throughout this examination
which related to review of documentation and record retention.

Transaction Testing Results: Such testing results are noted in the various examination areas and
include exceptions noted in the Executive Summary. %
eas “and

Recommendation(s): Such recommendations are noted in the various examination. ar
include exceptions noted in the Executive Summary.

O
* * * * *

General; M.G.L. c. 175, 8§88 32 and 47.

Reviewed work performed by Division financial examin and met with the Examiner in
Charge to discuss testing of Company compliance with t
the financial examination team. All required activit

the statutory financial examination of the Compa Q

is Standard was included in the scope of

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

Controls Assessment: The followi
this Standard:

s The Company adher
Certificate of Authotity:

key ‘@bservations were noted in conjunction with the review of

rating within the lines of business approved with its existing

Controls Reliance;

corroborating inqéir
transaction texr
T

Transa esting Procedure: Due to the nature of this Standard, no transaction testing was
perfo yond review of testing performed by the financial examination team.

Trgs;action Testing Results:

Finding(s): None.

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

14




Observation(s): Compliance was tested during the performance of the financial
examination.

Recommendation(s): None.

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

General; M.G.L. c. 175, § 4.

Objective: This Standard is concerned with the Company’s cooperation durin %urse of the
exam. M.G.L. c. 175, § 4 sets forth the Commissioner’s authority to con examinations of an

insurer.
"5
Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s I%hooperatlon and responsiveness to

examiner requests was assessed throughout the exal

Transaction Testing Results: ‘%

Finding(s): None.

Controls Assessment: Due to the nature of this Standard, no contr sessment was performed.

requests was excellent.

Observation(s): The ComQ ny’sslevel of cooperation and responsiveness to examiner

Recommendation(s): Non

information in connection with insurance transactions to minimize any improper

Standard 1-10. ‘Cojmpany has procedures for the collection, use and disclosure of
intrusion im’@ﬁvacy of applicants and policyholders.

Obje %ﬂ'ﬂs Standard is concerned with the Company’s policies and procedures to ensure it
m @o ivacy of consumer information.

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

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

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

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

15




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

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

Transaction Testing Procedure:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.

Transaction Testing Results: é\)
b
Finding(s): None. Q
t ;

Observation(s): Based upon our review of the Company’s priviﬁcz

, it appears that the
privacy of applicants
e with their policies and

Company’s privacy policy minimizes any improper intrusionti
and policyholders, and is disclosed to policyholders in a
procedures.

Recommendation(s): None. &;

* * *

procedures for the management of insurance information.

Standard 1-11. The company had develo@*nplemented written policies, standards and

The objective of this Standard was §6 for review in each Standard where such policy or
procedure for the management of. in e information exists or should exist.

* * * * *

Standard 1-12. The %ﬁ% has policies and procedures to protect the privacy of nonpublic
personal inform ing to its customers, former customers and consumers that are not

customers.

General; .Gramm-Leach-Bliley Act § 504 (a) and 16 CFR Part 313

his Standard is concerned with the Company’s policies and procedures to ensure it
s'privacy of consumer information.

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

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

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

16




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

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

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

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

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

responsibility for policyholder services and reviewed its privacy notice. The fi | €xamination
team conducted a review of the privacy policies of the Company which pro d tional comfort

to the market conduct examiners. Q)

Transaction Testing Results: Q
Finding(s): None.
Observation(s): Based upon our review of the %b S privacy notice, it appears that the

Company’s privacy policy minimizes any i ntrusion into the privacy of customers,
former customers and consumers that ar; noticustomers, and is disclosed to policyholders

Transaction Testing Procedure: The examiners interviewed Company;j eI with

in accordance with their policies and p

Recommendation(s): None. &

Standard 1-13. The comp des privacy notices to its customers and, if applicable, to
its consumers who are mers regarding treatment of nonpublic personal financial
information.

General; Gramm@c -Bliley Act § 504 (a) and 16 CFR Part 313

Obijective: ‘I%andard is concerned with the Company’s policies and procedures to ensure it
provide@ rs proper notification of privacy information.

Contrals Assessment: The following key observations were noted in conjunction with the review of
t andard:
The Company’s policy is to comply with the Gramm-Leach-Bliley Act, § 504(a) and its
related rule 16 CFR Part 313 regarding privacy requirements of nonpublic personal
information.
= Company policy allows for the sharing customer and personal information with affiliates.

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

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

17




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

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

Transaction Testing Procedure:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.

Transaction Testing Results: é\)

Y
Finding(s): None. Q
Observation(s): Based upon our review of the Company’s pri ice and discussion
with Company personnel, it appears that the Company dis rivacy information to

policyholders in accordance with their policies and proce

Recommendation(s): None. %2
* * *

tio?fsubject to an opt out right, the company
blic personal financial information will not
tomer has opted out, and the company provides
ted consumers.

Standard 1-14. If the company discloses infor
has policies and procedures in place so th
be disclosed when a consumer who is not

opt out notices to its customers and?ﬁ
General; Gramm-Leach-Bliley W (a) and 16 CFR Part 313

Objective: This Standard i ned with the Company’s policies and procedures to provide
consumers with an opt ou@a ired in the Gramm Leach Bliley Act.

Controls Assessmef ollowing key observations were noted in conjunction with the review of
this Standard:

s The @ny’s policy is to comply with the Gramm-Leach-Bliley Act, § 504(a) and its
related rule 16 CFR Part 313 regarding privacy requirements of nonpublic personal
'%ﬁaﬁon.

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

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

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

s The Company has stated that they have developed and implemented information
technology security practices to safeguard nonpublic personal information.
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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:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.

Transaction Testing Results: %
d

Finding(s): None.
Observation(s): Based upon our review of the Company’s privacy noti % iscussion
with Company personnel, it appears that the Company does not Ero formation to

business partners or other third parties and therefore is not requi rovide an opt out
option.

Recommendation(s): None. 0:)

* * * * *

Standard 1-15. The company’s collection, use and -disc Sure of nonpublic personal financial
information are in compliance with applicable st s;srules and regulations.

General; Gramm-Leach-Bliley Act § 504 (a CFR Part 313
Objective: This Standard is concern nsuring the Company’s policies and procedures
regarding nonpublic personal financial information are in compliance with applicable statutes.

Controls Assessment: The follo
this Standard:

= The Company’
related rule %
informati

= Comp liey allows for the sharing customer and personal information with affiliates.

" Com'pSQ% olicy is to disclose information only as required or permitted by law to industry
ators, law enforcement agencies, anti-fraud organizations, and third parties who assist

I
d(f%mpany in processing business transactions to its customers.

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

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

ey observations were noted in conjunction with the review of

s to comply with the Gramm-Leach-Bliley Act, § 504(a) and its
Part 313 regarding privacy requirements of nonpublic personal

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:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.

Transaction Testing Results:

Finding(s): None.

Observation(s): Based upon our review of the Company’s privacy notice and disctission

with Company personnel, it appears that the Company’s policies and p ures are
adequate to protect nonpublic personal financial information.
Y
Recommendation(s): None. 0

* * * * * E )

Standard 1-16. In states promulgating the health informatio@%on of the NAIC model
regulation, or providing equivalent protection through oth ntially similar laws under
the jurisdiction of the Department of Insurance, the company has policies and procedures in
place so that nonpublic personal health information e disclosed except as permitted
by law, unless a customer or a consumer who is not%o er has authorized the disclosure.

Objective: This Standard is concerned wi

uring the Company’s policies and procedures
regarding nonpublic personal health info

are in compliance with applicable statutes.

Controls Assessment: The following (&b ervations were noted in conjunction with the review of
this Standard:
= Company policy allows sharing customer and personal information with affiliates.

= Company policy is ose information only as required or permitted by law to industry
regulators, law.en ent agencies, anti-fraud organizations, and third parties who assist
the Company. it pracessing business transactions to its customers.
=  Compan %y requires a consumer privacy notice be provided to policyholders when a
polic ivered. Annual disclosure notices also are provided to policyholders.
= The &\w any has stated that they have developed and implemented information
ology security practices to safeguard nonpublic personal information.

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

Transaction Testing Procedure:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.
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Transaction Testing Results:

Finding(s): None.
Observation(s): Based upon our review of the Company’s privacy notice and discussion

with Company personnel, it appears that the Company’s policies and procedures are
adequate to protect nonpublic personal health information.

Recommendation(s): None.
* * * * * %

Standard 1-17. Each licensee shall implement a comprehensive written inf@é\l}; security

program for the protection of nonpublic customer information.

General; Gramm-Leach-Bliley Act § 504 (a) and 16 CFR Part 313

% y has written policies and
Controls Assessment: The following key observations w n conjunction with the review of
this Standard:

s The Company’s policy is to comply with m-Leach-Bliley Act, § 504(a) and its
related rule 16 CFR Part 313 regardi ivacy requirements of nonpublic personal

Objective: This Standard is concerned with ensuring the Co
procedures regarding the protection of nonpublic customer info

information.

p
= Company has written policies a res in place for security of nonpublic customer

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

s Company policy is to di ormation only as required or permitted by law to industry
regulators, law enfor encies, anti-fraud organizations, and third parties who assist
the Company in preees usiness transactions to its customers.

S a consumer privacy notice be provided to policyholders when a

= Company poligy
policy is d nnual disclosure notices also are provided to policyholders.

= The Co has stated that they have developed and implemented information
tech urity practices to safeguard nonpublic personal information.

Control iance: Controls tested via documentation inspection, procedure observation and/or
Ccorro | inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaetion testing procedures.

Transaction Testing Procedure:  The examiners interviewed Company personnel with
responsibility for policyholder services and reviewed its privacy notice. The financial examination
team conducted a review of the privacy policies of the Company which provided additional comfort
to the market conduct examiners.
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Transaction Testing Results:

Finding(s): None.

Observation(s): Based upon our review of the Company’s privacy notice written
documentation, it appears that the Company’s policies and procedures for the protection of
nonpublic customer and consumer information are documented and adequate.

Recommendation(s): None.
* * * * * &
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1. COMPLAINT HANDLING

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

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

General; M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether the Company formally tracks comp% grievances
as required by statute. Pursuant to M.G.L. ¢. 176D, § 3(10), an insurer is Eeq ed'to maintain a

complete record of all complaints received. The record must indic total number of
complaints, the classification of each complaint by line of insurance, t of each complaint,
the disposition of each complaint and the time it took to process each int.

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

of this Standard:
= Written policies and procedures govern the cor%%dling process.

= All complaints are recorded in a consistent q in‘the complaint log.
= The Company’s definition of complaint iSssimilar to the statutory requirement.

= Company has a centralized function=for. receipt and processing of complaints to ensure
consistency in handling and documentation.

Controls Reliance: Controls, t via documentation inspection, procedure observation
and/or corroborating inquiry@{ be sufficiently reliable to be considered in determining the
es.

extent of transaction testin

Transaction Testing Procee E% Eide obtained complete complaint listings from the Company and
the Division for the@xamination period. We compared to two listings to ensure completeness and
found that the Division and the Company had logged 151 complaints made to the Division during

this period. We ed all complaints received by the Division and a sample of 35 complaints on
the Company | ensure that complaints were being handled in accordance with M.G.L. c. 176 §
3(10). 6%5 complaints tested, 7 were justified and 28 were not justified based on a review of
the ¢ s. Review of the complaints also indicated the following:
< Number of P t of
. umber o ercent o
1129 QI Gt Complaints Total

Claims Handling 107 71%

Underwriting 35 23%

Policyholder Services 7 5%

Marketing 2 1%

Total 151 100%

Based on these findings coupled with our planning risk assessment, we performed detail
testing on claims handling and underwriting which are outlined later in this report.
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Transaction Testing Results:

Finding(s): None.

Observation(s): For the 35 complaints tested, Eide noted that the Company appears to
maintain complaint handling procedures and a complete listing of complaints in
accordance with M.G.L. c. 176D, § 3(10).

Recommendation(s): None. %
* * * * * w:

Standard 11-2. The company has adequate complaint handling pro edlk@)n place and
communicates such procedures to policyholders. %

General; M.G.L. c. 176D, § 3(10).

Objective: This Standard addresses whether (a) the Comp documented procedures for
complaint handling as required by M.G.L. c. 176D, 8§ 0)%.(b) the procedures in place are
sufficient to require satisfactory handling of complaints %as well as conducting root cause
analyses of complaints, (c) there is a method for distribution of and obtaining and recording
response to complaints that is sufficient to allow r se=wvithin the time frame required by state
law, and (d) the Company provides a telephone bersand address for consumer inquiries.

Controls Assessment: Refer to Standard II-Q

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

Transaction Testing Pro re:Eide reviewed 35 of the 151 Massachusetts complaint files from
the examination period-ta uate this Standard. In addition, Eide interviewed management and
staff responsible fo int handling and examined evidence of the Company’s processes and
controls. To determige whether or not the Company provides contact information for consumer
inquiries, a of forms and billing notices sent to policyholders were reviewed for
compliance.

Tran@%‘é’stinq Results:
'% inding(s): None.

Recommendation(s): None.

Observation(s): The Company appears to have adequate complaint procedures in place
and communicates such procedures to policyholders.
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Standard 11-3. The company takes adequate steps to finalize and dispose of the complaint in
accordance with applicable statutes, rules and regulations and contract language.

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

Controls Assessment: Refer to Standard I1-1.

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

transaction testing procedures.

Transaction Testing Procedure: Eide reviewed 35 of the 151 Massachusetts com Xe)s from
the examination period to evaluate this Standard. In addition, Eide reviewed al laints which
exceeded the 14 day response time required by Division communications to de reasons for
delay.

Transaction Testing Results: C@
Finding(s): None. Q
eL

Observation(s): For the 35 complaints tested, E'@L that the Company responded to
the issues raised through the formalized Cf)@p process in complete manner. In
addition, there was adequate documentati port complaint handling. Also, the
Company appears to treat complainan &similar fact patterns in a consistent and

reasonable fashion. Also, complai s ‘were adequately documented for review
purposes.

Recommendation(s): None. (&)'\

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

Objective: Thj rd is concerned with the time required for the Company to process each

complaint. chusetts does not have a specific time standard in the statutes or regulations.
However,.the ision has established a practice of allowing 14 days from the date that the notice
of complaint.is sent to the insurer by the Division for the insurer to respond to the Division. For
compl eceived by the Company directly, the Company policy is to diligently respond to the

pt'as soon as possible.

Controls Assessment: Refer to Standard I1-1.

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

Transaction Testing Procedure: Eide reviewed 35 of the 151 Massachusetts complaint files from
the examination period to evaluate this Standard. In addition, Eide reviewed all complaints which

25




exceeded the 14 day response time required by Division communications to determine reasons for
delay.

Finding(s): Based on our review, we found that the Company has adequate procedures,
documentation and record retention to comply with M.G.L. c. 176 § 3(10). However, we
found that in eight cases, the Company’s response time to the Division exceeded the 14
days required by the Division’s correspondence. In all cases, the Company had not
requested additional time to respond. The Company’s policies and procedures require a
seven day response time to all inquiries which, if complied with, would ensure compliance

with all Division requests. %

Observation(s): The Company did not request extensions of time from the Bivision’for
these untimely responses.

Recommendation(s): We recommend that the Company review complaint handl otedures to

ensure that the Company timely responds to the Division’s request. We also-tfecommend adherence
to the time standards outlined in the Company’s complaint handling pro% .

fox e s Q%
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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.

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

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

Objective: This Standard is concerned with whether the Company maintains a syst
over the content, form and method of dissemination for all advertisements of its poli
to M.G.L. c. 176D, 83, it is deemed an unfair method of competition to mis

advertise insurance policies, or the benefits, terms, conditions and advantage said policies.
Pursuant to Division of Insurance Bulletin 2001-02, an insurer who maint an Internet website
must disclose on that website the name of the company appearing on theCertificate of authority and
the address of its principal office.

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

m All advertising and sales materials produced by t; ny are reviewed by management

for approval and compliance with statutory andéregttlatory requirements prior to use.

s The Company’s policy is that the web oses the Company’s name and the

Company’s address.

m  The Company does not utilize m ing In a material fashion but instead relies upon
producers to market the Company:’s ess through the independent agency relationship.

Controls Reliance: Controls tested via“documentation inspection, procedure observation and/or
corroborating inquiry appear to he s iently reliable to be considered in determining the extent of
transaction testing procedure

Transaction Testing Pr. " Eide reviewed producer-developed as well as direct advertising

and sales materials for.compliance with statutory and regulatory requirements. Eide also reviewed

the Company’s [ appropriate disclosure of its name and address and consistency with
gq;;!ét.o

statutory and r requirements.

quires a copy of the advertisement to be submitted with the bill at the time of request for
reimbursement. However, after a request for reimbursement has been submitted, the
Company does not confirm that the advertising was previously approved.

Transac}t%%;l'(is' g Results:
&w@: The Company requires advertising to be submitted for prior approval and also

Observation(s): The results of our testing showed that advertising and sales materials
comply with Massachusetts M.G.L. ¢. 176D, § 3. The Company’s website disclosure
complies with the requirements of Division of Insurance Bulletin 2001-02.
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Recommendation(s): The Company should ensure that reimbursement of advertising is for prior
approved advertising only.

* * * * *

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

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

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

= The Company has frequent meetings with all producers and currently ac h paper
and internet submissions for underwriting and claims information. Pro ‘are provided

training on products as well as use of web interface.
Controls Reliance: Controls tested via documentation inspection, u ; observation and/or
corroborating inquiry appear to be sufficiently reliable to be consid imdetermining the extent of
transaction testing procedures.

Transaction Testing Procedure: None performed beyc@wd observation.

Transaction Testing Results: None. Q

Recommendation(s): None. . ;\‘
* e * *

Standard 111-3. Company com uni&q’ons to producers are in compliance with applicable
statutes, rules and regulations. mby

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

Controls Asse % Periodically the Company communicates information to producers via
various methdﬂ cluding personal communications, paper and electronic means.

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

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

Transaction Testing Procedure: Eide conducted interviews with key personnel to determine what
communications occur as well as review examples of communications occurring during the
examination timeframe.
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Transaction Testing Results:

Finding(s): The Company allows producers to be reimbursed for joint marketing efforts
up to .002 of direct written premiums produced by the producer. The Company does not
have this policy included in the agency agreement or any other written agreements, it is an
oral agreement. The Company has minimal documentation on policies and procedures
surrounding the marketing function.

Observation(s): The Company’s communications to producers on its website appear to be
accurate and reasonable. &

Recommendation(s): The Company should ensure that all key aspects of the aggncxwement
including reimbursement of advertising are documented in writing. 0 y

* * * * *

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

Property/Liability; M.G.L. c. 175, § 193R

Objective: This Standard is concerned with whether the any’s mass marketing efforts are in
compliance with applicable statutes, rules and regulati rsuant to M.G.L. c. 175, § 193R, mass

merchandising or group marketing is any system,“design or plan whereby motor vehicle or
homeowner insurance is afforded to employe n employer, or to members of a trade union,
association, or organization and to which th yer, trade union, association or organization has
agreed to or in any way affiliated itself wi ted, encouraged or participated in the sale of such
insurance to its employees or memberg% a payroll deduction plan or otherwise.

Controls Assessment: The follo in%@y observations were noted in conjunction with the review of
%

this Standard:

= Written underwri elines are designed to reasonably assure consistency in
application of discounts and surcharges.

= The Comp ides 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
affini .

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

" Primlu
Cont@ lance: Controls tested via documentation inspection, procedure observation and/or

ing 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. Eide selected 35 new and renewal private passenger auto
policies for the period January 1, 2003 through June 30, 2004 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 group discount was approved by the Division.

29




Transaction Testing Results:

Finding(s): None.
Observation(s): Based on the results of our testing of 35 new and renewal private

passenger auto policies, it appears that each of the premium discounts including those to
affinity groups were properly applied and that each was approved by the Division.

Recommendation(s): None.
* * * * * %
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V. PRODUCER LICENSING

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

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

General; M.G.L. c. 175, 88 1621 and 162S.

Objective: The Standard is concerned with ensuring that the Company’s appoint Mrs are
appropriately licensed by the Division. M.G.L c. 175, 8§ 1621 requires all persons=who solicit, sell
or negotiate insurance in the Commonwealth to be licensed for that line of auth Further, any
such producer shall not act as a producer of the Company unless the prod as been appointed
by the Company pursuant to M.G.L c. 175, § 162S.

Controls Assessment: The following key observations were noted G%wction with the review of
t.

this Standard:
= The Company tracks all producers via an Excel spr %
= All producers are required to enter into a writte %@ with the Company prior to their
appointment which includes providing a listingef al individualized producers.
= The Company verifies that producers are icensed for the lines of business to be
sold in Massachusetts prior to contracting.with:ithem and appointing them as producers and
requires producers to update listings o(‘ﬂ%&dual producers when changes occur.
= The Company’s appointment pro es- are designed to comply with the Division’s

requirements prescribed in M. , 8 162S, which requires that a producer must be
appointed as producer within ays-from the date the producer’s contract is executed.

Controls Reliance: Controls t
corroborating inquiry appear
transaction testing proce ,

documentation inspection, procedure observation and/or
iciently reliable to be considered in determining the extent of
the exceptions noted below.

Transaction Testin cedure: Eide interviewed individuals with responsibility for producer
contracting and pS(o ing of appointments. Eide selected 35 sales for the period January 1, 2003

through June .30; . For each of the sales, Eide verified that the Company’s producer was

included on % ision’s list of the Company’s appointed producers. Additionally, the Company

i idence of licensure for each producer not located on the Division’s list. There were
edures required to reconcile the Company’s list to the Division’s list.

-
=)
]

-

=3
@

action Testing Results:

Finding(s): The Company reconciles its producer information based upon the lists
provided from the Division. The Company's list also included duplicate information where
buyouts, name changes or consolidations had occurred. This made reconciliation of the
Division information to the Company information difficult.

Observation(s): Based on the results of our testing new and renewal business written,

Eide noted no violations of M.G.L. c. 175, 88 162l and 162S as all sales were produced by
properly licensed producers.
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Recommendation(s): Eide recommends that the Company utilize an identifier, such as license
number, that would allow the Company to reconcile to the Division records on a common field
rather than by name of agency.

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

M.G.L. c. 175, 8§ 1621 and 162S; Division of Insurance Bulletin 98-11 and 2001-14.

appropriately licensed by the Division. M.G.L c. 175, § 162l requires all persons icit, sell
or negotiate insurance in the Commonwealth to be licensed for that line of autherity Further, any
such producer shall not act as a producer of the Company unless the producer @gﬁ appointed
by the Company pursuant to M.G.L c. 175, 8§ 162S. In accordance with Division of Insurance

Objective: The Standard is concerned with ensuring that the Company’s appointi(@é@ are

Bulletins 98-11 and 2001-14, any entity conducting insurance activity:i sachusetts has the
responsibility of notifying the Division, in writing, of all employees a cers who are affected
by this law. Those individuals may either apply for an exemptio e law, or must cease and

desist from their engagement in the business of insurance.

this Standard:

= The Company tracks all producers via an E
= All producers are required to enter into Ewri contract with the Company prior to their

Controls Assessment: The following key observations we in conjunction with the review of
stheet.

appointment which includes providin isting of all individualized producers.

= The Company’s policy is to not a “prohibited person” by utilizing criminal
background checks as part of the-hiring process.

= The Company verifies that p&’e are properly licensed for the lines of business to be
sold in Massachusetts prio ontracting with them and appointing them as producers and
requires producers to update fistings of individual producers when changes occur.

= The Company’s appéi t procedures are designed to comply with the Division’s
requirements pre edsin M.G.L. c. 175, 8 162S, which requires that a producer must be
appointed as p@ within 15 days from the date the producer’s contract is executed.

Controls Relian %)ntrols tested via documentation inspection, procedure observation and/or
corroborating ifiguiry. appear to be sufficiently reliable to be considered in determining the extent of
transaction tes rocedures, with the exceptions noted below.

Transacti esting Procedure: Eide interviewed individuals with responsibility for producer
c% ting and processing of appointments. Eide selected 35 sales for the period January 1, 2003

t h June 30, 2004. For each of the sales, Eide verified that the Company’s producer was
included on the Division’s list of the Company’s appointed producers. Additionally, the Company
provided evidence of licensure for any producer not located on the Division’s list. There were
additional procedures required to reconcile the Company’s list to the Division’s list.

Transaction Testing Results:

Finding(s): None
Observation(s): None
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Recommendation(s): None

Standard 1V-3. Termination of producers complies with statutes regarding notification to the
producer and notification to the state, if applicable.

General; M.G.L. c. 175, § 162T.

complies with applicable statutes requiring notification to the state and the producer. P t to

Objective: This Standard is concerned with whether the Company’s termination of prﬁucers
M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of tgﬁt'iée ate

of the producer’s termination, and if the termination was for cause, must notify the Division-0f such
cause.

‘ 2 b
Controls Assessment: The following key observations were noted in conjun with the review of
this Standard:

= The Company has implemented procedures to provide ication of termination to
producers. Q

= The Company has not implemented procedures to pro»Q ication of termination to the
Division.

Controls Reliance: Controls tested via document '@ection, procedure observation and/or
corroborating inquiry appear to be sufficiently rel?a 0 be considered in determining the extent of

transaction testing procedures.

Transaction Testing Procedure: Eide all terminated producers from the Company’s
records and requested documentation & the reporting of the terminations to the Division.

Transaction Testing Results:

Finding(s): The
Division of prod
IV-5 concerni

our testing showed that the Company was not notifying the
inations as required by M.G.L. c. 175 8 162T. See also Standard
e to report cause of terminations when termination is “for cause.”

None.

Recommendati : Eide recommend that the Company reconcile its terminated producer records
with the%jon’s records as of a date certain and ensure that the Division is notified of all

t(a@ ducers as required by law.

* * * * *

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

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

Controls Assessment: Refer to Standards V-1 and IV-3.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide selected 35 sales for the period January 1, 2003 through June
30, 2004. For each of the sales, Eide reviewed documentation for any evidence of unfair
discrimination against policyholders as a result of the Company’s policies regarding producer
appointments and terminations.

Transaction Testing Results: &
Finding(s): None.

Observation(s): Through our testing noted above, no evidence of unmination

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

Recommendation(s): None. :@:
* * * * * Q

Standard 1V-5. Records of terminated producer@ately document reasons for

terminations. Q

General; M.G.L. c. 175, § 162R and 162T.

Objective: The Standard is concerned t XCompany’s records for terminated producers
adequately document the action taken. @wt to M.G.L. c. 175, § 162T, the Company must
notify the Division within 30 days o% ective date of the producer’s termination, and if the
termination was for cause, as defined i .G.L. c. 175, 8§ 162R, the Company must notify the
Division of such cause.

Controls Assessment: Re%' dard IV-3.

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

Transacti %nq Procedure: Eide obtained a listing of terminated producers and reviewed the
reaso ination for each producer.

% n Testing Results:

Finding(s): Based on the testing noted above, the Company’s internal records adequately
document reasons for producer terminations. None of the terminations tested was for cause
as defined in M.G.L. c. 175, § 162R. However, regardless of whether the termination was
“for cause” or “not for cause”, the Company, as a matter of practice, fails to notify the
Division as required by M.G.L. c. 175 § 162R.

Observation(s): None.
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Recommendation(s): Eide recommends that the Company adopt a policy and procedures to notify
the Division of all terminations including the reason for termination when the termination is for
cause.

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

Standard was included in the scope of the statutory financial examination of the Co .t

Eide reviewed work performed by Division financial examination team and found activity :Sr this
should be noted that a majority of the Company’s policies are billed on a direct bas@n the

possibility for excessive balances from producers.

* * * * * Qy
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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.

Auto; M.G.L. c. 175, 88 193B and 193B Y.

Objective: This Standard is concerned with whether the Company provides polic @ith

sufficient advance notice of premiums due. Pursuant to M.G.L. c. 175, § 193 3B %,
premiums may be paid in installments with interest charged on the unpaid bal ue as of the
billing date.

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

this Standard:

= The policyholder receives a renewal notice from the C %35-42 days prior to the
effective date of the renewal asking the policyhol port changes in requested
coverage and changes in drivers and to complete th al low mileage form if applicable.

= Billing notices are generated automatically thto e policy administration system
approximately 28-35 days before policy expir r’renewal policies.

= New policies premium notices have a Com dard 24 hour turn- around time limit to
respond, while those policies issued und%r CAR have a Company standard 48 hour turn-

around time limit. Billing notices are days before payment is due.

= Billing for both auto and homeow@ icies occurs using the 28 day method, with cycle
date determined by the effectiv he policy.

= The Company uses the 9 pag%c;l m for auto policies with 20% down payment with
remaining balance being paid equally on a monthly basis over 9 months. A 5 pay plan is
utilized for homeowne icies with a required 20% down payment with remaining
balance being paid e a monthly basis over 5 months.

= Both auto and owner policies require 100% premium payment for former non-
payment cance@
n

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

Transaetion Testing Procedure: Eide interviewed Company personnel with responsibility for
poli @e service. In conjunction with the underwriting and rating testing, Eide reviewed billing
n%g es, fees and interest charges for 30 new and renewal private passenger auto policies and
five mew and renewal homeowner policies for the period January 1, 2003 through June 30, 2004.
For each renewed policy, the date the renewal letter was sent to the policyholder, as tracked in the
Company’s database, was compared with the policies effective renewal date.

Transaction Testing Results:

Finding(s): None.
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Observation(s): Based upon our review of 30 new and renewal private passenger auto
policies and 5 new and renewal homeowner policies for the period January 1, 2003 through
June 30, 2004, billing notices appeared to be mailed 28-35 days prior to policy expiration
for renewal policies and approximately 30 days prior to the due date for new business. Fees
and interest charges on installment payments appeared to be properly calculated and

applied.

Recommendation(s): None.

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

General: M.G.L. c. 175, §187B. Y

Refer to the Underwriting and Rating Section Standards VI1-16, VI-23 fo@e)%wents and findings.

* Kk kx K* *x * %

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

Obijective: This Standard is concerned with wheth Qﬂpany provides timely and responsive
information to policyholders and claimants from thewappropriate department. For discussion of

written complaint procedures, see the Complai dling section.
Controls Assessment: The following ke tions were noted in conjunction with the review of
this Standard:

when opened by the ’s payment scanner.
= The billing dep ntsis the first to view the request and forwards it to the proper

department de on the topic.
The Comp as established a 24 - 48 hour time limit for standard responses.

Issues that.require additional review are handled separately from those that require standard

= Special requests of insugs I:%re’ usually mailed in with premium payment and are detected

any’s policyholder services division provides front-line responses to
holders and receives most policyholder inquiries except formalized complaints which
ive responses from the policyholder complaints department.

@e Company considers its producers as having the primary relationship with the

Q policyholder, and since policyholder service representatives are not licensed producers,

endorsements and policy changes must be requested by the policyholder through the

producer. If a policyholder requests such changes through policyholder service, the
policyholder is referred to the producer for servicing.

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 discussed procedures with Company personnel and reviewed
correspondence in conjunction with underwriting and rating, policyholder service and claims
standards.

Transaction Testing Results:

Finding(s): None.

Observation(s): Based upon our review of general correspondence between policyholders
and the Company with regard to underwriting and rating, policyholder service and ﬁaims,
i

it appears that correspondence directed to the Company is answered in a ti and
responsive manner by the appropriate department in accordance with their policies”and
procedures. The complaint testing performed also supports the timeliness o J&gpﬁes by
the Company. y

Recommendation(s): None.

Standard V-4. Claims history and loss information is provi to\ﬁﬁred in timely manner.

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

this Standard:

Controls Assessment: The following key observ io&ere noted in conjunction with the review of
= The Company’s provides access |§

information to the producers through digital

means.
= The Company relies on prod@provide information supplied by the Company to the
policyholder in a timely fas

= The Company provides mistory and paid loss information directly to policyholders

when the policyholsg s such a request to the Company.
Controls Reliance: Is tested via documentation inspection, procedure observation and/or
corroborating inqui r to be sufficiently reliable to be considered in determining the extent of
transaction testi dures.

Transactien Testing Procedure: Eide discussed with Company personnel policy and procedures for
how t %@any responds to policyholder inquiries on claims history and paid loss information.
uded timely response testing in the Claims Handling section as part of the transaction

Transaction Testing Results:

Finding(s): None.

38



Observation(s):  Based upon our review of underwriting and rating, claims handling,
complaints and policyholder service, Eide noted no evidence of the Company being non-
responsive to policyholder inquiries. Policy and procedures for how the Company responds
to policyholder inquiries on claims history and paid loss information appears adequate and
reasonable.

Recommendation(s): None.

company pursuant to an assumption reinsurance agreement, the company has“gained the
prior approval of the insurance department and the company has sent the requli otices to
affected policyholders. c 5 k4

Standard V-5. Whenever the company transfers the obligations of its contractgo ag&her

No work performed. This Standard is not applicable as the Company di n%er into assumption
reinsurance agreements during the examination period.
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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 company’s rating plan.

General; M.G.L. ¢ 175, § 193R; %
Homeowners; 211 CMR 131.00; M.G.L. c. 111 §§8 189A-199B; = \)k

Auto; M.G.L. c. 175E, § 7, 211 CMR 78.00, M.G.L. c. 175, 88 113B, 162E;®IZ c. 175E, §

4; 211 CMR 56.00, 86.00, 124.00, and 134.00;
&?by the Company are

211 CMR 78.00, every
insurer shall file with the
rating plans and modifications of
ctive date thereof. Pursuant to

Objective: This Standard is concerned with ensuring that the rates
filed and approved with the Division. Pursuant to M.G.L. c. 175
insurer or rating organization authorized to file on behalf
Commissioner every manual of its classifications, rules and
any of the foregoing not less than forty-five days befor
M.G.L. c. 175, § 113B, various discounts and surc statutorily mandated. Pursuant to
M.G.L. c. 175, 8 162E, the rate filings must include ion costs. Pursuant to M.G.L. c. 175, 8§
193R, affinity group discounts based upon experEnce permitted. Pursuant to M.G.L. c. 175E, §

4, rates shall be reduced for insureds age si ive years or older. Pursuant to 211 CMR 56.00,
premium discounts are mandated for electi ional repair shop endorsement plans. 211 CMR
86.00 requires premium discounts for %t devices. 211 CMR 124.00 mandates premium
discounts for certain safety features, Q% 131.00 requires insurers to make available liability
coverage for those homeowner poligies inseompliance with M.G.L. c. 111, 8§ 189A-199B, and 211
CMR 134.00 requires each driv: eive a step rating according to the Safe Driver Insurance
Plan, which requires correspondi counts and surcharges.

this Standard:

= The Company has written underwriting policies and procedures which are designed to
reas ure consistency in classification and rating.

" R%es are.determined by the Division annually, and such rate information is incorporated in

Controls Assessment: @%ﬁ(mng key observations were noted in conjunction with the review of

Rating Manual. The Company applies such rates to information provided by the
@f icant and obtained from the Massachusetts Registry of Motor Vehicles, and this
ormation includes the location of garaged vehicles.

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

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

= The Company provides a premium discount of 2-15% to members of various affinity
groups. The Company is required to provide the same discount to each member of the
affinity group.

= The Company’s policy is to require documentation for anti-theft discounts given.

»  The Company makes available liability insurance for homeowner policies in compliance
with M.G.L. c. 111, § 189A-199B.
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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 the Company’s underwriting personnel to gain
an understanding of the underwriting process. Eide selected 30 new and renewal private passenger
auto policies and five new and renewal homeowner policies for the period January 1, 2003 through
June 30, 2004 for testing of rates, classifications and premium discounts. For each of the policies,
Eide verified that the policy premium discounts and surcharges for multiple coverages complied

with statutory and regulatory requirements and had documentation to support the disc and
surcharges given. . In addition, Eide reviewed database information to ensure that infofipation‘was
available at the time the underwriting decision was made.

Transaction Testing Results: 0 ks

Finding(s): The results of our testing of new and renewed auto policies.indicated discounts
were being given for anti-theft devices without documentatiert-o e occasion out of the
11 policies tested. Two out of the five applicable new wal homeowner policies
received discounts and/or surcharges without any supp @cumentation.

Observation(s): Eide inquired with manageme e*Company regarding homeowner
records retention policies for producers and that producers were primarily
responsible for maintenance of the recordsQ ing discounts provided on homeowners
policies.

Recommendation(s): The Company’s r tention rules should be examined to ensure
producers are keeping the requested infor n for the amount of time required by Company
policy to ensure that homeowner policies hawe proper support for discounts and surcharges.

; ! * * * *

Standard VI-2. Disclo@ insureds concerning rates and coverage are accurate and

timely. 0

General; M.G.LE\c.¥174A, 8 11; M.G.L. c. 175A, § 11,

Auto; M.G.L. 5E, 88 11 and 11A;
Obje : »This Standard is concerned with whether all mandated disclosures for rates and
c are documented in accordance with statutes and regulations and provided to insureds

timely. Pursuant to M.G.L. c. 174A, § 11 and M.G.L. c. 175A, § 11, the insurer will furnish to the
insured any requested rate information in a timely manner. Pursuant to M.G.L. c. 175E, § 11, an
information guide shall be provided upon application which outlines choices of coverage available
to insureds and an approximation of differences in cost among various types of coverage and
among competing carriers. Pursuant to M.G.L. c. 175E, § 11A, producers shall disclose coverage
options in simple language to every person they solicit, including the option to exclude oneself and
members of one's household from personal injury protection coverage.

Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
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m  The Company has written policies and procedures for processing new and renewal
business.

= If information or forms are missing, requirements are updated and a letter is sent to the
producer requesting those forms and information.

s The Company’s supervisory procedures are designed to ensure that new business
submissions from producers are accurate and complete including use of all Company
required forms and instructions, including the requirement to provide the information guide
and coverage options.

= The Company has provided training to producers to remind them that they must provide the
information guide to consumers when new business is written.
n

= Company policy is to provide the information guide to policyholders upon poqu<e) al,

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

corroborating inquiry appear to be sufficiently reliable to be considered in d ining the extent of

. . L . Y
Controls Reliance: Controls tested via documentation inspection, procedure vatlon and/or
transaction testing procedures. 5

Transaction Testing Procedure: Eide interviewed Company perso ith responsibility for the
underwriting process. Through the interview process, we lea he producer training that is
provided to ensure that information guides are distributed to.poticyholders for new policy issuance.
We reviewed the informational guides that are utilized fo renewal business and found that
they adequately meet the disclosure requirements of thg% ince informational brochures are not
h

tracked as part of the underwriting process by he producers or the Company, we
substantiated compliance through document obseryation.and corroborating inquiry.

Transaction Testing Results:

Finding(s): None. (&)'\Q

Observation(s) Based upon inquiries and observation of documents, the Company
appears to comply wi requirement to provide required coverage disclosures to
insureds upon ini ication and renewal in accordance with statutory guidelines.
Although the as stated that the information guide for new business is provided

by the prod vidence is available supporting these assertions. However, Eide is not
aware of rmation suggesting that policyholders have not received the information
guide,

Recommemia%(s): None.
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Standard VI-3. The company does not permit illegal rebating, commission cutting or
inducements.

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

Objective: This Standard is concerned with ensuring that the Company does not permit illegal
rebating, commission cutting or inducements; and that producer commissions adhere to the
commission schedule. Pursuant to M.G.L. c. 175, 8§ 182, 183 and 184, the Company, or any
producer thereof, cannot pay or allow, or offer to pay or allow any valuable consideration or
inducement not specified in the policy or contract. Similarly, under M.G.L. c. 176D, § 3(8’%%
unfair method of competition to knowingly permit or make any offer to pay, allow*or give as
inducement any rebate of premiums, any other benefits or any valuable eration or
inducement not specified in the contract. N

Controls Assessment: The following key observations were noted in conjun@ilsm:a the review of

this Standard:

= The Company has procedures to pay producers’ commiss %)accordance approved
commission rates.

= The producer contracts and home office policies an res are designed to comply
with provisions contained in statutory underwritin ing requirements which prohibit
special inducements and rebates. %

Controls Reliance: Controls tested via docume t% 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: Ei
contracting. In connection with_the
advertising materials, producer trai
indications of rebating, commiss

Transaction Testing Resul@.,

@Wed individuals with responsibility for producer
iew of producer contracts, new business materials,
aterials and manuals, Eide inspected such materials for
tting or inducements.

Based on the results of our testing, it appears that the Company’s

proces to prohibit illegal acts including special inducements and rebating are

@bnmg in accordance with Company policies and procedures and statutory
writing and rating requirements.

R&nmendation(s): None.
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Standard VI-4. Credits and deviations are consistently applied on a non-discriminatory
basis.

General; M.G.L. c. 174A,85; M.G.L.c. 175A 85, M.G.L. c. 175 § 193R;

Auto; M.G.L. c. 175E, § 4; 211 CMR 56.00, 86.00, 124.00, 134.00;

Objective: This Standard is concerned with whether unfair discrimination is occurring in the
application of premium discounts and surcharges. M.G.L. c. 174A, § 5 states homeow flre
ratings will be determined by past history and not unfairly discriminatory. M.G.L. c. 1

states auto rating will be determined by past history and not unfairly discriminatory.“Rursua t to

M.G.L. c. 175E, § 4, risks shall not be grouped by sex or marital status and shall n ped by
age except to produce the reduction in rates for insureds age sixty-five years or ursuant to
M.G.L. c. 175, § 193R, affinity group discounts based upon experience are p . 211 CMR

56.00 mandates discounts for participating repair shops (the Company do t offer thls to auto
policyholders). 211 CMR 86.00 mandates discounts for autos equipped theft mechanisms.
Pursuant to 211 CMR 124.00, insurers will provide discounts to aut d with proper safety
features. Pursuant to 211 CMR 134.00, auto insurers are requwed e Driver Insurance Plan

ratings which relate to corresponding discounts and surcharges.Q'
Controls Assessment: The following key observations w in conjunction with the review of
this Standard:

s Company policy prohibits unfair discrimir@g the application of premium discounts
and surcharges in accordance with M.G.Lxc. 175E, § 4.

= Rates, premiums and discounts are-determined by the Division annually, and such rate
information is incorporated in the AIB R

ing Manual. The Company applies such rates to
and obtained from the Massachusetts Registry of

information provided by the mx? [
Motor Vehicles. This information:includes the location of garaged vehicles.

= The low mileage discou hich verifies actual mileage, must be completed annually
to receive the low mi ount.

not to offer optional repair shop endorsement plans.

= The Company ha
= Written unde guidelines are designed to reasonably assure consistency in
i um discounts and surcharges for both homeowner and auto policies.

provides a premium discount of 2-15% to members of various affinity
ompany is required to provide the same discount to each member of the

aE:nlty
Cont@% iance: Controls tested via documentation inspection, procedure observation and/or
c ing 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 30 new and renewal private passenger auto policies and 5 new
and renewal homeowner policies for the period January 1, 2003 through June 30, 2004 for testing
of rate classifications, premium discounts and surcharges. For each of the policies, Eide verified
that the premium discounts and surcharges for multiple coverages complied with statutory and
regulatory requirements.

Transaction Testing Results:
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Finding(s): None.

Observation(s): Based on the results of our testing of 30 new and renewal private
passenger auto policies and 5 new and renewed homeowner policies, it appears that policy
premiums, premium discounts and surcharges for multiple coverages are calculated in
compliance with statutory and regulatory requirements.

* * * * * &

Recommendation(s): None.

Standard VI-5. Schedule rating or individual risk premium modificatio n here
permitted, are based on objective criteria with usage supported ep ropriate
documentation.

* *

No work performed. This Standard is not covered in the scope of examij%i )

Standard VI-6. Verification of use of the filed expense % ers; the company should be
using a combination of loss costs and expense multlpll ith the Department.

Company does not offer workers’ compensation ins

<O

No work performed. This Standard is not cov Me scope of examination because the
urance
* *

Standard VI-7. Verification of prew)udit accuracy and the proper application of rating
factors.

No work performed. This@&d is not covered in the scope of examination because the
Company does not offer erscompensation insurance.

N
0 * * * * *

\Standard Vlm ification of experience modification factors.

No wor‘%prmed. This Standard is not covered in the scope of examination because the

Com s not offer workers’ compensation insurance.

* * * * *

\Standard VI-9. Verification of loss reporting.

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

* * * * *
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Standard VI-10. Verification of company data provided in response to the NCCI call on
deductibles.

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

* * * * *

Standard VI-11. The company underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations and company guidelin&he

selection of risks.
General; M.G.L. ¢ 175, § 193T; é\)
Homeowners; M.G.L ¢ 175, § 95B; 0 s

Auto; M.G.L. c. 175, 8§ 4C, 22E, 95B, 113K, 113N; M.G.L. c. 175E,<\9;

Objective: This Standard is concerned with whether unfair discri
of insurance. Pursuant to M.G.L. ¢. 175, § 22E, no insurance , and no officer or producer
thereof in its behalf, shall refuse to issue, renew or exec surety a homeowners or motor
vehicle liability policy or bond, or any other insurance ha the ownership or operation of a
motor vehicle because of age, sex, race, occupation, m@t us, or principal place of garaging of
the vehicle. Pursuant to M.G.L. ¢. 175, § 95B, discri ion against abuse victims is prohibited in
the course of underwriting property insurance%éur nt to M.G.L c. 175 8 4C, no insurance

ion is occurring in the sale

company engaged in the writing of homeo insurance shall take into consideration when
deciding whether to provide, renew or c% meowners insurance the race, color, religious
creed, national origin, sex, age, ancestr orientation, children, marital status, veteran status,
the receipt of public assistance or dis@ﬁite f the applicant. Pursuant to M.G.L. c. 175, § 113K,
individuals over the age of 16 a ntitled to receive auto insurance. M.G.L. c¢. 175, § 113N
prohibits the use of physical e r’r‘wa\bns in the underwriting process. M.G.L. c. 175, § 193T
prohibits discrimination ba indness, mental retardation, or physical impairment unless
verified by actuarial suppeft: Pursuant to M.G.L. c. 175E, § 4, risks shall not be grouped by sex or

marital status and shall-ne ouped by age, except to produce the reduction in rates for insureds
age sixty-five years %

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

= €ompany policy prohibits unfair discrimination in underwriting in accordance with M.G.L.
}75E, § 4 and c. 175, § 22E and will accept any risk unless the consumer has outstanding
% lances due to insurers over the previous year or has a history of non-payment of premium

over the past two years.

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

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected 30 new and renewal private passenger auto policies and five
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new and renewal homeowner policies for the period January 1, 2003 through June 30, 2004 for
testing of evidence of unfair discrimination in underwriting. To assist with testing, Eide selected 30
cancelled private passenger auto policies and five cancelled homeowner policies for the same
period to ensure that similar risks were not handled differently. All policies were compared to
others with similar circumstances to ensure discounts and surcharges were applied in the same
manner.

Transaction Testing Results:

Finding(s): None.

Observation(s): Based on the results of our testing of 35 new and renewal private
passenger auto and homeowner policies and 35 cancelled private %a%e and

homeowner policies, we noted no evidence that the Company’s underwri tices are
unfairly discriminatory. b

Recommendation(s): None. Q)%
* * * * * %

Standard VI-12. All forms and endorsements forming a

Qe contract are listed on the

rance (if applicable).

the Division for approval. M.G.
part of the contract are listed.on the
22A and 113A also state tha
Pursuant to M.G.L. c. , '8

filed with the Divisi ior approval. Pursuant to M.G.L. c. 175, § 99, 99A and 99B there are
numerous disclos
175, 8 111H regui
regulations s
filing of lia

at any policy providing lead liability coverage shall be subject to rules and
th by the Commissioner and 211 CMR 131.00 prescribes requirements for the
Hity coverage rates with the Division.

Conttols Assessment: The following key observations were noted in conjunction with the review of
t rd:

Company policy requires the use of the standard Massachusetts policy forms and
endorsements which are approved by the Division for all private passenger auto.

= The Company utilizes industry standard forms for homeowners insurance and has all forms
and endorsements approved by the Division.

= Producers are required to use such forms and endorsements as guidelines when providing a
guote to consumers on a proper, consistent and fair basis.
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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 30 new and renewal private passenger auto policies and five
new and renewal homeowner policies for the period January 1, 2003 through June 30, 2004 for
testing of the use of the standard policy form and approved endorsements in compliance with
statutory requirements. The standard form used for auto and homeowners policies, along with all
endorsements effective on each policy, were compared to the forms approved by the Divism

Transaction Testing Results:

Finding(s): None. §\)

Y
Observation(s): Based on the results of our testing of 35 ne\ﬁan

newal private
passenger auto policies, it appears that the Company is using th d policy form and
approved endorsements in compliance with statutory requirerwz@-qO

*H*ng

Recommendation(s): None.

Standard VI-13. Producers are properly lic \9)1d appointed (if required) in the
jurisdiction where the application was taken. Q

See the Producer Licensing Section Standar@and IV-2.
&)x * * *

Standard VI1-14. Underwriting, rating and classification are based on adequate information
developed at or near incepti e coverage rather than near expiration, or following a

claim. Qs

Objective: This S i concerned with whether underwriting, rating and classification are
based on adequaté¢ “information developed at or near inception of the coverage rather than near
expiration, or ing a claim.

Control ess
this S

Q ritten policies and procedures are designed to reasonably assure consistency in

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

application of underwriting guidelines, rating classifications, premium discounts and
surcharges at the inception of coverage.

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

= Homeowner policies rates, premiums and discounts are determined by past experience and
such rate information is submitted annually to the Division on a timely basis.
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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 30 new and renewal private passenger auto policies and five
new and renewal homeowner policies for the period January 1, 2003 through June 30, 2004 for
testing of whether underwriting, rating and classification are based on adequate information
developed at or near inception of the coverage. Discounts and surcharges given were traced to
source documentation provided by producers. . In addition, Eide reviewed database inform to

ensure that information was available at the time the underwriting decision was made.

Transaction Testing Results: S\)

Finding(s): One out of the 11 applicable auto policies received anti-theo‘{]nts without
any documentation of the anti-theft devices. Two out of the five licable homeowners
polices did not have adequate documentation for discounts giveg)

a

Observation(s): Through examining available supporting -- tion of discounts and
surcharges given, Eide believes that the Company is usin ation developed at or near
the inception of policy coverage. However, for threefolicies tested, there was inadequate
supporting documentation provided from the re educers to support whether the

information was timely relative to policy issuance:.

Recommendation(s): The Company’s record e@gn rules should be examined to ensure
producers are keeping the requested informa%)‘/r e amount of time required by Company

policy to ensure that auto and homeowner p@ e proper support for discounts given.

* * *

Standard VI1-15. File docuq@q@n adequately supports decisions made.

concerned with whether or not the Company has adequate
underwriting decisions made. This includes applications, support for
inspections when required and motor vehicle reports.

Objective:  This Stal
documentation to su
ied

discounts appl
Controls Ass&»ént: The following key observations were noted in conjunction with the review of
this Standard:

. policies and procedures are designed to reasonably assure that required information
% tained and maintained by either the Company or its producers.

The Company educates producers through various means including on-site training, online
information and written guidelines.

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 30 new and renewal private passenger auto policies and five
new and renewal homeowner policies for the period January 1, 2003 through June 30, 2004 for
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testing of whether adequate documentation exists to support underwriting decisions made. Eide
also tested 30 cancellations for private passenger auto and five cancellations for homeowners
policies for the period January 1, 2003 through June 30, 2004 for testing of adequate documentation
to support underwriting decisions.

Transaction Testing Results:

Finding(s): One out of the 11 applicable auto policies received anti-theft discounts without
any documentation of the anti-theft devices. Two out of the five applicable homeowners
polices did not have adequate documentation for discounts or surcharges given. %

Observation(s): Through examining available supporting documentation of discounts’and
surcharges given, Eide believes that the Company has procedures in place to e roper
documentation exists to support underwriting decisions, however, in thre es tested,
the documentation to support decisions made was not complete.

and maintaining adequate documentation to support underwriting ons are adhered to by

producers of the Company. 0
* * * * )%%

b
Recommendation(s): The Company should ensure policies and proce(@ounding receiving
c

Standard VI1-16. Policies and endorsements %ued or renewed accurately, timely and
completely. ,é

Auto; M.G.L. c. 175, § 113S; 211 CMRQ@

cer with whether the Company issues policies and
suant to M.G.L. c. 175, § 113S, inspection of vehicles is
he vehicles of existing customers who have been customers
.00 describes the standards and procedures for conducting car
such requirements.

Objective: ~ This Standard is
endorsements timely and accur
required for all but new vehigles

for at least 3 years. 211
inspections and exempti

Controls Assessmﬂé)« ollowing key observations were noted in conjunction with the review of
this Standard:

" Com@policy requires the use of the standard Massachusetts policy forms and
rsermients which are approved by the Division.

" cers are required to use such forms and endorsements as guidelines when providing
otes to consumers.

Company supervisors review all applications completed by producers to ensure that they
are complete and internally consistent.

= Company procedures include mailing renewal notice 28-35 days prior to the policy renewal
effective date.

= Company policy requires vehicle inspections as described in M.G.L. c¢. 175, § 113S and
211 CMR 94.00.

= The Company compares information provided by the applicant to information obtained
from the Massachusetts Registry of Motor Vehicles.

50




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 30 new and renewal private passenger auto policies and five
new and renewal homeowners policies for the period January 1, 2003 through June 30, 2004 for
testing of whether new and renewal policies including endorsements were issued timely and
accurate. For renewal policies, the date renewal letters were sent were compared to the effective
date of coverage. For new policies, the policy documentation was examined for evidenceﬁhat a

vehicle inspection was performed and if one was not conducted verified the exception n as
noted in the file notes agreed to those approved by the Division.

Transaction Testing Results: §

Y
Finding(s): None. C
Observation(s): Based on the results of our testing, it appear '%y ompany issues new

and renewal policies, including endorsements, timely and

&

Recommendation(s): None.

Standard VI-17. Audits when required are @ct% accurately and timely.

No work performed. This Standard i vered in the scope of examination because the
Company does not offer policies wher, m audits are conducted.

v * * * *

Standard VI-18. Comp |es that VIN number submitted with application is valid and
that the correct sym @

Auto; 211 CMR

Objective: ndard is concerned with whether the Company verifies that the VIN submitted

with th |ca on is valid and accurate. 211 CMR 94.08 requires that pre-insurance inspections
of ve t verify the VIN.

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

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

= Company policy and procedures require that pre-insurance inspections of vehicles verify
the VIN as required by 211 CMR 94.08.

= The Company uses insurance industry software, which compares the entered VIN to its
industry database, to verify the VIN is accurate as well as to provide the correct symbol to

be used for that particular vehicle
Controls Reliance: Controls tested via documentation inspection, procedure observ icﬁd/or
corroborating inquiry appear to be sufficiently reliable to be considered in determinin ent of

transaction testing procedures S
Transaction Testing Procedure: Eide interviewed Company personnel wi e@ibility for the
underwriting process with respect to capturing the VIN information. Ei %med walkthroughs
of transactions to gain understanding of the VIN entry and how | %& n is gathered. The
walkthroughs provided comfort that improper VIN’s would be cap rough insurance industry
software comparison.

Transaction Testing Results: &

Finding(s): None.

Observation(s): Per discussion wit ;ﬁ personnel, each VIN is automatically
checked by the Insurance industry s e Upon being entered into the database. Based on
the results of our testing, it appi*E the Company issues new and renewal private

passenger auto policies with are valid and accurate and that the Company is in
compliance with the requwem

11 CMR 94.08.
Recommendation(s): None.

* *

Standard VI-19. ‘%company does not engage in collusive or anti-competitive underwriting
practices. »\z'\: &

General: L.c. 176D, 88 3(4) and 3A,;

j Q This Standard is concerned with whether the Company has engaged in any collusive or
anti-gompetitive underwriting practices. Pursuant to both M.G.L. c¢. 176D, § 3(4) and M.G.L. c.
176D, 8§ 3A, it is an unfair method of competition and an unfair or deceptive act or practice in the
business of insurance to enter into any agreement or to commit, or to commit, any act of boycott,
coercion or intimidation resulting in, or tending to result in, unreasonable restraint of, or monopoly
in, the business of insurance.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

= Company policy is to accept any risk unless the consumer has outstanding balances due to
insurers over the previous year or has a history of non-payment of premium over the past
two years in compliance with statutory requirements.

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

= Premium rates are determined annually by the Division and are consistent amogg all

private passenger auto insurers. As such, anti-trust pricing concerns are minimal f ivate
passenger auto policies.

= Homeowner premium rates are determined annually by the Company usi t loss
history experience. The Company timely submits the rate filings to the for prior
approval. Y

Controls Reliance: Controls tested via documentation inspection, proce uEe Jobservation and/or
corroborating inquiry appear to be sufficiently reliable to be considered-in rmining the extent of
transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Compan onriel with responsibility for the
underwriting process. Eide selected 30 new and renewa terpassenger auto policies and five
new and renewed homeowner policies for the period Jan 1, 2004 through June 30, 2004 for
testing whether any underwriting practices appear t;Q Ilusive or anti-competitive. Each sample

policy file was looked at, including on-screen.notes on the database, noting any evidence of
possible collusive or anti-competitive behavior‘%xe Company.

Transaction Testing Results: &

Finding(s): None.

Observation(s): Ba the results of our testing, Eide noted no instances where the
Company’s unde% icies and practices appear to be collusive or anti-competitive.

Recommendation(s): m

* * * * *

Standard VQO. The company underwriting practices are not unfairly discriminatory. The
com

pany=sadheres to applicable statutes, rules and regulations in application of mass
mar@ms.
7"M.G.L.c. 175, § 193R

Objective: This Standard is concerned with whether the Company’s underwriting practices are not
unfairly discriminatory and are in compliance with applicable statutes, rules and regulations.
Pursuant to M.G.L. c. 175, § 193R, mass merchandising or group marketing is any system, design
or plan whereby motor vehicle or homeowner insurance is afforded to employees of an employer,
or to members of a trade union, association, or organization and to which the employer, trade union,
association or organization has agreed to or in any way affiliated itself with, assisted, encouraged or
participated in the sale of such insurance to its employees or members through a payroll deduction
plan or otherwise.
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:
= Written underwriting guidelines are designed to reasonably assure consistency in

application of premium discounts and surcharges and to assure that underwriting practices
are not unfairly discriminatory.

s The Company provides a premium discount of 2-15% to members of various affinity
groups. The Company is required to provide the same discount to each member of the
affinity group.

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

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

transaction testing procedures. N
Transaction Testing Procedure: Eide interviewed Company personnel wi e@ibility for the
marketing and underwriting processes. Eide selected 30 new and rene %ate passenger auto
policies and five new and renewal homeowner policies for the period /r%» , 2003 through June
30, 2004 for testing of premium discounts including those to affini s. Of the total sampled
policies, one selected policy was a group policy. For this poli verified that the affinity
group discount was properly applied and that the applicatio unfairly discriminatory. In
addition, Eide conducted a walkthrough of how the disco are,applied to gain comfort over the
process and to ensure that the policy reviewed in the s u%ﬁﬁdicaﬁve of the overall procedures
in place.

Transaction Testing Results: _\; ;
Finding(s): None. Q
Observation(s): Based on th xnts of our testing of 30 new and renewal private

passenger auto policies an new and renewal homeowner policies, it appears that each
of the premium discountstincluding those to affinity groups were properly applied and that

the application wa irly discriminatory.
Recommendation(s): Q S;

% * * * * *

Standar I—2\ All group personal lines property and casualty policies and programs meet
minim irements.

Géneral;’M.G.L. c. 175, § 193R.

Objective:  This standard is concerned with whether all group policies meet the minimum
requirements and whether the group exists for more than the sole purpose of receiving group rates.
Pursuant to M.G.L. c. 175, 8 193R, group ratings are allowed but must offer no rates higher than
the same rate in the individual market, cannot cancel any individual within the group except for
fraud or non-payment, and 3 years of group loss history is required to be maintained by the insurer.

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

e The Company has an approved group listing that is updated annually.
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e The Company has procedures in place to ensure that ensured groups have been formed for
more than the sole purpose of receiving group rates.

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 30 new and renewal private passenger auto policies fgr the

period January 1, 2004 through June 30, 2004 for testing whether group policies are erly
approved and the same rates are offered in the individual market. Eide inquired that the approved
group listing is complete and accurate. Traced each group policy to the list of approv %})S and
verified that the rates offered were also offered to the individual market é

)
Transaction Testing Results:

Finding(s): None. §)%

Observation(s): Based on the results of our testin Q new and renewal private
passenger auto policies, it appears the Company’s policy underwriting procedures
are in compliance with statutory and regulatory re

Recommendation(s): None. 5 Q

*
Standard VI1-22. Rejections and dechi )&re not unfairly discriminatory.
General; M.G.L.c. 175§ 193 Y‘V

Homeowners; M.G.L. c, & and 95B

Auto; M.G.L.c. 175, §%nd 113D;

Objective: Thi rd is concerned with the fairness of application rejections and declinations.
M.G.L. c. 175; 3T prohibits discrimination based on blindness, mental retardation, or physical
impairm unless verified by actuarial support. Pursuant to M.G.L. c. 175, § 95B, discrimination
against-gbyse=victims is prohibited in the course of underwriting property insurance. M.G.L. c.

prohibits inappropriate non-discrimination in cancellations and non-renewals. Pursuant
toMG L. c. 175, § 22E, no insurance company or producer thereof in its behalf, shall refuse to
issueyrenew or execute as surety a motor vehicle liability policy or bond, or any other insurance
based on the ownership or operation of a motor vehicle because of age, sex, race, occupation,
marital status, or principal place of garaging of the vehicle. In addition, M.G.L. c¢. 175, § 113D
states that any person aggrieved by the refusal of any company or a producer thereof to issue such a
policy may file a written complaint with the Commissioner within ten days after such refusal.

Controls Assessment: See Standard VI — 11.

Controls Reliance: See Standard VI —11.
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Transaction Testing Procedure: See Standard VI — 11.

Transaction Testing Results: See Standard VI -11.

Recommendation(s): See Standard VI - 11.

Standard VI1-23. Cancellation/non-renewal and declination notices comply 'tﬁbﬁcy
provisions and state laws and company guidelines. \x)

General; M.G.L. c. 175, §§ 187C and 193R; 0 ¥

Homeowners; M.G.L. c. 175, §§ 99 and 193P Q)%

Auto; M.G.L.c. 175, 8§ 22C, 113A and 113F;

Objective: This Standard is concerned with notice to poli ers for cancellation, non-renewal
and declinations including advance notice before expi cancellation and non-renewals.
Pursuant to M.G.L. c. 175, § 22C, cancellation of auto%’e can only occur due to nonpay, fraud
and driver suspension or failure to comply with re I irements after 30 day notice. Pursuant

specific reason or reasons for such cancellationzis-given at least twenty days prior to the effective
date thereof, which date shall be set forth i tice. Pursuant to M.G.L. c. 175, § 99 there are
numerous disclosures and requireme:é&l t be included on a standard fire policy M.G.L. c.
hi
nn

to M.G.L. c. 175, § 113A, no cancellation of thEEO“ shall be valid unless written notice of the

175, § 113F states that any Compa does not intend to issue, extend or renew a motor
vehicle liability policy shall give wri ice to the insured (or producer in certain circumstances)
of its intent 45 days prior to the.termination effective date. Such notice also must be sent to the
Registry of Motor Vehicles. nsurance producer or broker receiving such a notice from a
company shall, within fi s of its receipt, send a copy of such notice to the insured, unless
another insurer has is otor vehicle policy covering that insured’s vehicles. Pursuant to
M.G.L.c. 175,81 ompany shall effect cancellation by serving written notice thereof as
provided by the and by paying the full return premium due. According to M.G.L. c. 175, §
193P, a mini days written notice to policyholder is required to non-renew homeowner
fire policy coverage along with reasons. M.G.L. c. 175, § 193R allows cancellation of an individual

policy v@g oup policy only due to fraud or non-payment.

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

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

s Company policy requires that cancellation notices are required to be mailed at least 21-23
days prior to cancellation. The notice includes cancellation date and possible remedies
available to the insured.
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= Company policy requires that notice of non-renewal be sent to the insured or producer at
least 45 days in advance of the termination effective date. Such producers are required to
provide any such notice to insureds within 15 days.

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

Transaction Testing Procedure: Eide interviewed Company personnel with responsibility for the
underwriting process. Eide selected 30 cancelled and non-renewal private passenger auto I|C|es
and five cancelled and non-renewal homeowner policies for the period January 1, 200 ugh
June 30, 2004 for testing that the policy was cancelled only due to reasons in compli ith
statutory requirements and notice sent within statutory requirements. For e pollcy
cancellation, noted that cancellation only due to non-payment, failure to malnt alid driver’s
license, or existence of non-payment of premiums over the past two years homeowner
cancellation reason was traced to the Company’s underwriting cancellatio licy guidelines. For
both auto and homeowner cancellations, verified that the cancellation was the standard
approved form. In addition, for both auto and homeowner cancellatio te the letter was sent
was compared to the effective end date of coverage to ensure no %e sent timely and within
statutory guidelines. @

Transaction Testing Results: Qk
Finding(s): None

Observation(s): Based on the resul.y sample tested, we concluded that the Company

appears to be in compliance wﬂh& requirements.
Recommendation(s): None ?(»&'
* * * * *

Standard VI1-24. II tion/Non-renewal notices comply with policy provisions and state

laws, including ount of advance notice provided to the insured and other parties to the
contract. %

C 175, 88§ 187C, 193P and 193R;
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Standard VI-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.

General; M.G.L. c. 175, §8§ 187B and 187C;

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

Objective: This Standard is concerned with properly calculating and returning unearned premium
when policies are cancelled in a timely manner. M.G.L. ¢ 175, 8 113A provides, in part, that'in the
event of cancellation of a motor vehicle policy by either the insured or the company, the insured, if
he has paid the premium to the company, is entitled to a return of premium calculate WO rata
be% thin 30

ompany is

nder M.G.L.
turn premium due,
red. Additionally,
to calculate premium

basis. Under M.G.L. c. 175, § 176A, premium refunds due to cancellations must

days to the policyholder and notice must be given. Pursuant to M.G.L. c. 175, § %)
required to refund the proper amount of unearned premium upon policy termina

c. 175, 8 187C, a company canceling a policy of insurance must tender th
without deductions, at the time the cancellation notice is served o
pursuant to 211 CMR 85.00, short rate tables may be required to
refunds depending on when the cancellation occurred. Q

Controls Assessment: The following key observations wer %ﬂ conjunction with the review of
this Standard:

= Company policy requires that premium refu ncellations be calculated properly and

paid timely.
= The Company uses a pro-rata method»f%xrt rate table method depending upon when the

cancellation occurred. Q

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

transaction testing procedures.

Transaction Testing Pro re:»Eide interviewed Company personnel with responsibility for the
underwriting process@ ected 30 auto policy cancellations and non-renewals and five

homeowner policy ions and non-renewals for the period January 1, 2003 to June 30, 2004
for testing of pr fund amounts and timely payment. Of the 35 tested cancellation policies 16
had a refund dde: ate on the return of premium check was compared to the effective end date
of policy cove

Tran i sting Results:

Q inding(s): None.

Observation(s): Based on the results of our testing of the 16 requested cancellations for the
period January 1, 2003 through June 30, 2004 with refunds due, premium refunds appear to
be calculated properly and returned timely.

Recommendation(s): None.
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Standard VI-26. Rescissions are not made for non-material misrepresentation.

General; M.G.L.c. 175, § 187D;

Auto; M.G.L.c. 175, § 22C;

Objective: This Standard is concerned with whether decisions to rescind and to cancel coverage are
made appropriately. M.G.L. c. 175, § 22C states that a motor vehicle policy shall not be cancelled
by the company except for nonpayment of premiums, the failure to complete the application; fraud
or material misrepresentation in the application or unless the operator's license or mot#%cle
registration of the named insured or of any other person who resides in the same ho old,as the

named insured and who usually operates a motor vehicle insured under the policy under
suspension or revocation during the policy period, or if the insured refuses to comp ith a request
for inspection of his vehicle by the insurer. M.G.L. ¢. 175, § 187D also allows a cellation of

the policy for nonpayment of premium.

this Standard:

= Company policy requires compliance with underwriti elines in accordance with
M.G.L. c. 175, 88 22C and 187D.

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

= The Company does not rescind auto polic'eQ
Controls Reliance: Controls tested via d ‘%on inspection, procedure observation and/or

corroborating inquiry appear to be suﬁic@iable to be considered in determining the extent of

transaction testing procedures. &

Transaction Testing Procedure: ¢ Ei terviewed Company personnel with responsibility for the
underwriting process. Eide sglec cancelled and non-renewal private passenger auto policies
and five cancelled and n homeowner policies for the period January 1, 2003 through
June 30, 2004 for testi cellations to ensure they are within statutory requirements. The
reason for cancella @ each policy was inspected to ensure they were within statutory
guidelines.

Transaction K‘s%‘?esults:

s): None.

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

were change of carrier and 2 were non-renewal. Of the five cancelled homeowner polices, 2
were non-renewal due to company guidelines, two were change of carriers, and 1 was a
change of policy type. Based on the results of our testing of cancellations for the period
January 1, 2003 through June 30, 2004 do not appear to be made in violation of statutory
requirements.

Q servation(s): Of the 30 cancelled auto polices, 10 were non-pay, 9 were plate returns, 9

Recommendation(s): None.
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Standard VI1-27. All policies are correctly coded.

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

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

= Rates, premiums and discounts are determined by the Division annually, and sueh rate
egistr

information is incorporated in the AIB Rating Manual. The Company applies su S to
information provided by the applicant and obtained from the Massachusett of
Motor Vehicles.

s CAR conducts periodic audits of the Company’s compliance with CA irements for
business ceded to CAR.

= The Company’s policies and procedures require that Company r%el confirm that the
coding as reported by the producer is correct and current. %

= The Company has a process to correct data errors and mak L% nt changes, as needed.

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

Transaction Testing Procedure: Eide interviewed C any personnel with responsibility for the
underwriting process to determine the contr er ensuring statistical reports are completed

accurately and timely. Eide reviewed t audit reports from CAR on the Company’s
compliance with CAR statistical codin uirements for key policy determinants and to determine
completeness and accuracy of data.

Transaction Testing Results: Y’V
Finding(s): The €AR it issued in September of 2003 stated that 232 statistical errors

were detected @ %7989 statistical fields verified (3.3 % of the fields contained errors).

Those statistica rs resulted in 43 rating discrepancies. It was noted that 28 of the 43
rating er e for low mileage discount. The Company began to verify these discounts
when ry of Motor Vehicles made the information available in January 2003.

e%’ron s): Based on the results of our review of CAR audits performed during the
e ination period, it appears that the Company statistical error rate is higher than industry
age. The average statistical error rating of the 11 most previous CAR audited

ompanies is 1.7% while Safety’s error rating is 3.3%.
Recommendation(s): The Company should ensure policies and procedures surrounding receiving
and maintaining adequate documentation to support underwriting decisions are adhered to by
producers of the Company
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VII. CLAIMS

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

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

time frame. &
General; M.G.L. c. 176D, § 3(9)(b);
Objective: The Standard is concerned with the timeliness of the Company’ t with the

claimant. Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement pract nclude failure
to acknowledge and act reasonably promptly upon communications with r t to claims arising
under insurance policies.

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

= Written policies and procedures govern the clai

= Company policy and claims handling proced dojnot make a distinction between claims
in which the insured’s policy is ceded to C r retained by the Company.

s Company policy is to respond to the clai ithin two business days upon receipt of notice

g process.

of claim.
= Written claim forms receive mail are acknowledged and a written response is
ft

made within two business da erspotification of the claim is provided.
s All claim notifications ntained on a mainframe based automated claims
management system.

s CAR policy is to res toall physical damage claims within two business days from the
receipt of a loss r ppraisers are dispatched to adjudicate all physical damage claims.
O

tact all injured persons, or their legal representatives, within two

s CAR policy i@c
business d@ eipt of a claim.

= CAR poli to contact an uninjured person, or their legal representatives, within three
businﬁ& s of receipt of a claim.
ms

anagement can access the claims system to monitor open claims.
s management performs periodic claims reviews to examine compliance with
mpany claims policies.
Claims management uses exception reports to measure operational effectiveness and
processing time.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims and 35 closed-without-payment (denied) claims between January 1, 2003 and
June 30, 2004. For each of the selected claims Eide verified the date the claim was reported to the
Company and noted whether or not the initial response by the Company was acknowledged in a
reasonably timely manner.

Transaction Testing Results:

Finding(s): None %

Observation(s): For all paid and closed-without-payment claims selected for-testing, we
noted the claims were reported according to the Company’s polices and pro &s and that

the initial contact by the Company with the claimant was timely. Based the results of
our testing, it appears that the Company’s processes to report an%pD d to claims are

functioning in accordance with their policies and procedures and nably timely.

Recommendation(s): None 0%
* * * * )%%

Standard VI1-2. Timely investigations are condu@)
General; M.G.L. c. 176D, § 3(9)(c);

Objective: The Standard is concerned wi @imeliness of the Company’s claims investigations.
Pursuant to M.G.L. c. 176D, § 3(9)(c)sunfair claims settlement practices include failure to adopt

and implement reasonable standards_ for the prompt investigation of a claim.

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

= Written policies-an cedures govern the claims handling process.
s All claim tions are maintained on a mainframe based automated claims
manage stem.

= Co icy 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.

. %any policy is to respond to all physical damage claims within two business days from

eceipt of a loss report. Appraisers are dispatched to adjudicate all physical damage
% ims.
Company policy is to contact all injured persons, or legal representatives, within two
business days of receipt of a claim.

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

= Claims adjusters maintain a chronological diary system to ensure timely activity on claims
investigations.

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

s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.
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= Claims management uses exception reports to measure operational effectiveness and
processing time.

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

Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims and 35 closed-without-payment claims from January 1, 2003 through June 30,
2004 to evaluate compliance with Company claims handling policies and procedures. For of

the selected claims Eide verified the date the claim was reported to the Company ;Q.W the

investigation by the Company was conducted in a reasonably timely manner.

b d
Transaction Testing Results: 0
Finding(s): None. 3

Observation(s): For all paid and closed-without-payment
noted the claims were reported according to the Comp
the claims investigation by the Company appeared,i
testing, it appears that the Company’s proces
functioning in accordance with their policies a

Recommendation(s): None. l
* Q * *x

selected for testing, Eide
ices and procedures and that
. Based upon the results of our
port and investigate claims are
procedures and are reasonably timely.

Standard VI11-3. Claims are resolve%\'nnely manner.

General; M.G.L. c. 176D, § 3(9)(f)yM.G.L. c. 175, 8§ 28 and 112;
Auto; M.G.L. c. 175, §84180 and 191A; 211 CMR 123.00.

Objective: The S concerned with the timeliness of the Company’s claims settlements.
Pursuant to M.GiLXc. 176D, § 3(9)(f), unfair claims settlement practices include failing to
effectuate pr ir'and equitable settlements of claims in which liability has become reasonably
clear. In additren,f an insurer makes a practice of unduly engaging in litigation or of unreasonably
and unf delaying the adjustment or payment of legally valid claims, M.G.L. c. 175, § 28
auth Commissioner to make a special report of findings to the general court.

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

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

not be paid until a claim form has been received from the insured stating that the repair work
described in an appraisal made pursuant to regulations promulgated by the auto damage appraiser
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licensing board has been completed. Insurers are required to make such payments within seven
days of receipt of the above claim form. However, direct payments to insureds without a claim
form may be made in accordance with a plan filed and approved by the Commissioner. Any such
plan filed with the Commissioner must meet stated standards with regard to procedures for
selecting approved repair shops, vehicle inspection, insurer guarantees of the quality and
workmanship used on making repairs, and prohibitions on discrimination for selection of vehicles
for inspection. 211 CMR 123.00 sets forth procedures for the Commissioner’s approval of, and
minimum requirements for, direct payment and referral repair shop plans.

company or its producer. Further, in the event of theft, reporting to the police by the insured-is also
he
d the

M.G.L. c. 175, 8 191A requires insureds to give timely notice of a property damage Ioss.ﬁo the

required. The company must pay such claims within sixty days after filing a proof of loss.
statute also sets forth a process to select a disinterested appraiser in the event the ins
company fail to agree as to the amount of loss. Q

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

this Standard:
= Written policies and procedures govern the claims handling proce
s Company policy is to resolve all claims in a timely manne

s Company policy and claims handling procedures do distinction between claims
in which the insured’s policy is ceded to CAR or r% y the Company.

= All claim notifications are logged in the claims syste en reported.
= All claims investigations are handled by adjust ot to exceed a defined dollar limit to

their settlement authority.
= Company policy is to respond to all physieal damage claims within two business days from
the receipt of a loss report. Appr@ e dispatched to adjudicate all physical damage

claims. x

= For non-direct payment plam’&ii | damage claims, the Company’s policy is to make
payment within seven busi days upon receipt of an appraisal in accordance with M.G.L
c. 175, § 1130.

s The Company’s direc ent plan for physical damage claims has been approved by the
Division in accm% with 211 CMR 123.00. Company policy is to make direct

payments as :w y the plan within five days upon completion of an appraisal.
s The Com pelicy is to resolve claims in compliance with M.G.L. c. 175, § 112.
e claims are paid within sixty days of receipt of a proof of loss as required
. 175, 8 191A. Further, although a very rare occurrence, the Company’s policy

i abide by the statutory requirements to select a disinterested appraiser in the event the
ny and the insured fail to agree on the amount of a loss.

mpany policy is to contact all injured persons or their legal representatives within two
usiness days of receipt of a claim.

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

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

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

= Claims management uses exception reports to measure operational effectiveness and
processing time.
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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 to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims and 35 closed-without-payment claims from January 1, 2003 through June 30,
2004 to evaluate compliance with Company claims handling policies and procedures. For each of
the selected claims, Eide verified the date the claim was reported to the Company and noted the
claim was resolved by the Company in a reasonably timely manner. &

Transaction Testing Results:

Finding(s): None. ;

b
Observation(s): For each of the claims selected for testing, Ei d the claims were
handled and adjudicated according to the Company’s policies dures and resolved
in a timely manner. Further, for each of the selected clai verified the date the

reasonably timely manner. Of the 35 paid claims test ere property damage claims
and paid within sixty days of receipt of a proof of.loss as required by M.G.L. c. 175, §
191A. Eide verified the Company’s direct pay eferral repair shop plan has been
approved by Commissioner as required by 21 3.00. Based upon the results of our
testing, it appears that the Company’s proc solve claims timely are functioning in
accordance with their policies and pgce s, as well as statutory and regulatory

claim was reported to the Company and noted whether o@ claim was resolved in a

requirements.

Recommendation(s) None. '\Q
& * * * *

Standard VI1I-4. The comp &ponds to claim correspondence in a timely manner.

General; M.G.L.c. 1]6&’5(9)@) and 3(9)(e).

Objective: The

%{d is concerned with the timeliness of the Company’s response to all claim
correspondengeé: ant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement practices include
failure to act teasonably promptly upon communications with respect to claims arising under
insuran licies. M.G.L. c. 176D, § 3(9)(e) considers failure to affirm or deny coverage of
clairr@ in a reasonable time after proof of loss statements have been completed an unfair trade

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

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

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

= Company policy and claims handling procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company.
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= Claims management performs periodic claims audits to examine compliance with Company
claims policies.

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

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

Transaction Testing Procedure: Eide interviewed Company personnel to understand ‘claims
handling processes and obtained documentation supporting such processes. Eide selected a le
of 35 paid claims and 35 closed-without-payment claims from January 1, 2003 thrggv\zJ e 30,

2004 to evaluate compliance with Company claims handling policies and procedu each of
the selected claims, Eide verified the date the claim was reported to the Com noted the
Company’s timely responses to claims correspondence.

Transaction Testing Results: @3

Finding(s): None. 0

Observation(s): For all claims selected for testing, Eide"oted the claims were reported and
investigated according to the Company’s pol% cedures and responses to claims
re
e

correspondence were timely. Based upon t of our testing, it appears that the
Company’s processes to provide timely res claims correspondence are functioning
in accordance with their policies and proeedures,and are reasonably timely.

&@*H

Recommendation(s): None.

\Standard VI11-5. Claim files ar&d{dﬁately documented.

Objective: The Standa ncerned with the adequacy of information maintained in the
Company’s claim reco d to the decision on the claim.

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

this Standard)'\

. %yprocessing guidelines require that key information be completed, signed, and
ded in the file, including:

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

Applicable medical reports and other investigative correspondence.

Other pertinent written communication.

All legal correspondence.

Documented or recorded telephone communication.

Claim activity is logged and documented in chronological order.

Claim reserve evaluations, adjustments and assessments are documented.

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

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

= 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.

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

Controls Reliance: Controls tested via documentation inspection, procedure observatiak%ﬂ/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 stand claims
handling processes and obtained documentation supporting such processes.%‘de ected a sample

of 35 paid claims and 35 closed-without-payment claims from January, through June 30,
2004 to evaluate compliance with Company claims handling policies rocedures. For each of
the selected claims Eide reviewed the claim files and noted whet ile documentation was
adequate. b

Transaction Testing Results: &L

Finding(s): None.

Observation(s): For all claims selected.fo
investigated according to the mpa
documentation was adequate.

Company’s processes to docu ait
and procedures.

Recommendation(s): None. z

&g, Eide noted the claims were reported and
: polices and procedures and claim file
pon the results of our testing, it appears that the
s are functioning in accordance with their policies

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

General; M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f); M.G.L. c. 175, 88 22I, 24D, 111F, 112, 112C,
and 193K;

Auto; M.G.L. c. 175, 88 113J and 1130; 211 CMR 75.00 and 133.00;

appropriate amount to the appropriate claimant/payee. Pursuant to M.G.L. c¢. 176D, d),
unfair claims settlement practices include refusal to pay claims without conducting W able
investigation based upon all available information. Moreover, M.G.L. c. 176D, 8§ siders
failure to effectuate prompt, fair and equitable settlements of claims in which |L® "bas become
reasonably clear as an unfair trade practice.

Objective: The Standard is concerned with whether the claim appears to have been paid :Elr the

M.G.L. c. 175, 8221 allows companies to retain unpaid premium d om.claim settlements.
Claim payments must also comply with M.G.L. c. 175, § 24D to inte -recurring payments
for past due child support. Medical reports must be furnished to injured;persons or their attorney
pursuant to M.G.L. c. 175, 88 111F and 113J. In additio % . €. 175, § 112C requires
companies to reveal to an injured party making a claim again an in ured, the amount of the limits
of said insured’s liability coverage upon receiving a requestin i

M.G.L. c. 175, § 112 states that liability of any co APg der a motor vehicle liability policy or
under any other policy insuring against liability.for foss or damage on account of bodily injury,
death, or damage to property, shall become henever the loss or damage for which the
insured is responsible occurs, and the satisfacti the insured of a final judgment for such loss or
damage shall not be a condition precede right or duty of the company to make payment on
account of said loss or damage. D\

M.G.L. c. 175, § 1130 prohibi
received notice from the appro
Additionally, companies are
central organization e
National Insurance Cri

ts by an insurer for theft coverage until the insured has
police authority that a statement has been properly filed.
d to report the theft or misappropriation of a motor vehicle to a
in- motor vehicle loss prevention. 211 CMR 75.00 designates the
ureau as the central organization to be used for this purpose.

l.!;
v
M.G.L. c. 17 prohibits discrimination by companies in the reimbursement of proper
expenses paidito certain professions and occupations, such as physicians or chiropractors, licensed

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

in Massg%ft ursuant to M.G.L. c. 112.

21 % 3.00 sets forth uniform standards for repair of damaged motor vehicles and only
i

.

68




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

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

= 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.

= 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 Iimi%eir

settlement authority.

s The Company has procedures to comply with requirements in M.G.L. c. 88, 111F,
113J and 112C to furnish medical reports and/or the amount of the insured? icy limits,

upon receiving requests for such information from a claimant or their att N

s The Company has procedures to comply with requirements in M.G.L. 75, 8 24D to
intercept non-recurring payments for past due child support ain defined claim
payments.

= The Company has procedures to comply with requireme C;z .L. c. 175, 8 1130 to
verify a police report was properly filed prior to making payments for theft coverage.

Further, the Company has procedures to report such t o-the National Insurance Crime

Bureau as required by 211 CMR 75.00.
= The Company’s policy prohibits discrimination in.the reimbursement of proper expenses
paid to certain professions and occupations% ired by M.G.L. c. 175 § 193K.

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

s Claims management uses e & eports to measure operational effectiveness and
processing time.

corroborating inquiry appeat.t fficiently reliable to be considered in determining the extent of

Controls Reliance: Control& ia documentation inspection, procedure observation and/or
transaction testing proc

handling processe obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims_and 35 closed-without-payment claims from January 1, 2003 through June 30,
2004 to evaluatescompliance with Company claims handling policies and procedures. Further, for
each of'@elected claims, Eide verified the claim was handled in accordance with policy
prov atutory and regulatory requirements, as applicable.

Transaction Testi% dure: Eide interviewed Company personnel to understand claims

Transaction Testing Results:

Finding(s): None.

Observation(s): For the 35 paid claims selected for testing, Eide noted eight of the claims
had a written request for disclosure of the insured’s liability policy limits. The Company
responded to the request within 30 days as required by M.G.L. ¢. 175, § 112C in each case.
Eide noted two theft claims in our sample and noted the Company complied with
requirements in M.G.L. c. 175, § 1130 to verify a police report was properly filed prior to
making payments for theft coverage. Further, the Company reported the theft to the
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National Insurance Crime Bureau within five working days, as required by 211 CMR
75.00.

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

Based upon the results of our testing, it appears that the Company’s processes to ‘handle
claims in accordance with policy provisions, statutory and regulatory requireme re

functioning in accordance with their policies and procedures. ;‘\)

Recommendation(s): None. 0 Y

<§>

Standard VII-7. The company uses the reservation of rights @MSS of loss letters, where
appropriate.

Obijective: The Standard is concerned with the Compa of reservation of rights letters and
its procedures for notifying an insured when it is ent that the amount of loss will exceed
policy limits.

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

this Standard:
= Written policies and procedur /\,m the claims handling process.

= Company policy is to hand ms in accordance with policy provisions and state law.

= Company policy and cl Ilng procedures do not make a distinction between claims
in which the msured IS ceded to CAR or retained by the Company.

s All claims mves are handled by adjustors up to a defined dollar limit to their
settlement aut

s The Com s reservatlon of rights and excess of loss letters when circumstances
warran

s Clai agement can access the claims system to monitor open claims.

" ims management performs periodic claims reviews to examine compliance with
6 ny claims policies.

T%action Testing Procedure: Eide interviewed Company personnel to understand claims
handling processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims and 35 closed-without-payment claims from January 1, 2003 through June 30,
2004 to evaluate compliance with Company claims handling policies and procedures. For each of
the selected claims, Eide reviewed the claim files and noted whether reservations of rights or excess
loss letters were warranted.

Transaction Testing Results:

Finding(s): None.

70




Observation(s): For all paid and closed-without-payment claims selected for testing, Eide
noted the claims were reported and investigated according to the Company’s polices and
procedures and claim file documentation was adequate. Based upon the results of our
testing, it appears that the Company’s processes to utilize reservation of rights and excess
loss letters to claims are functioning in accordance with their policies and procedures.

* * * * * &

Recommendation(s): None.

Standard VI11-8. Deductible reimbursement to insureds upon subrogation recm@r{ade in
a timely and accurate manner.

Objective: The Standard is concerned with the Company’s timely refl % deductibles from
subrogation proceeds.

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

this Standard:
= Written policies and procedures govern the claim &ng process including subrogated

claims.
= Company policy is to resolve all subrogated% S ip a timely manner.

= Company policy and claims handling praceduites do not make a distinction between claims
in which the insured’s policy is ceded 10.CAR or retained by the Company.

= When liability or coverage issues a isputed with another carrier, the Company waives
the deductible to its insured.

= Claims management can access the claims system to monitor open claims.
s Claims management perf eriodic claims reviews to examine compliance with
Company claims policie

Controls Reliance: Co %& ted via documentation inspection, procedure observation and/or
corroborating inquir @ be sufficiently reliable.

Transaction T tl)Qrocedure: Eide interviewed Company personnel to understand claims
handling pro and obtained documentation supporting such processes. Eide selected a sample
of 35 paid, cla from January 1, 2003 through June 30, 2004 to evaluate compliance with

3 akms handling policies and procedures. For each of the selected claims, Eide reviewed

Transaction Testing Results:

Finding(s): None.
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Observation(s): For all paid claims and closed-without-payments selected for testing, Eide
noted the subrogation recoveries were timely and accurate according to the Company’s
polices and procedures and the claim file documentation were adequate. Based upon the
results of our testing, it appears that the Company’s processes to make subrogation
recoveries to insureds are functioning in accordance with their policies and procedures.

* * * * * %

Recommendation(s): None.

\Standard V11-9. Company claim forms are appropriate for the type of produet,’

Obijective: The Standard is concerned with the Company’s usage of claim fi that are proper for
the type of product.

Controls Assessment: The following key observations were noted j ction with the review of
this Standard:

» Industry standardized claims reporting forms are &j which are appropriate for the
Company’s line of business.

= Company policy and claims handling proced doynot make a distinction between claims
in which the insured’s policy is ceded to C r rétained by the Company.

= Claim processing guidelines require that-key*documentation be completed, signed, and
included in the file, including: @ loss with relevant accident date, accident

description, and involved parties

= Claims management can accei@alms system to monitor open claims.

s Claims management perferms periodic claims reviews to examine compliance with
Company claims policie

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

Transaction ]’4% rocedure: Eide interviewed Company personnel to understand claims
handling processes-and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims and 35 closed-without-payment claims from January 1, 2003 through June 30,
2004 te compliance with Company claims handling policies and procedures. For each of
t% claims, Eide reviewed the claim files and noted whether the claim reporting was
appropriate.

Transaction Testing Results:

Finding(s): None.
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Observation(s): For all paid and closed-without-payment claims selected for testing, Eide
noted the claims were reported according to the Company’s polices and procedures and
claim file documentation was adequate. Based upon the results of our testing, it appears
that the Company’s processes to document reported claims are functioning in accordance
with their policies and procedures.

* * * * * %

Recommendation(s): None.

Standard VI1I-10. Claim files are reserved in accordance with the compan)"sﬁs ished
procedures.

Objective: The Standard is concerned with the adequacy of info %‘naintained in the
Company’s claim records related to its reserving practices.

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

= Written policies and procedures govern the clai ing process.
= Company policy is to evaluate claims timely establish adequate reserves on all reported
claims.

in which the insured’s policy is ced or retained by the Company.
= Claim processing guidelines requ at key information be completed, signed, and
included in the file, including; e\
Notice of loss with releﬁn; of loss, description, and involved parties.
investi

= Company policy and claims handling Qroi;dur do not make a distinction between claims

Relevant reports fro gating police authorities.
Applicable medic ts and other investigative correspondence.

Other pertine n communication.
All legal-carrespondence.
Doc ed or recorded telephone communication.

© 0 O © © o O

I ivity is logged and documented in chronological order.
5%?;? reserve evaluations, adjustments and assessments are documented.

management performs periodic claims reviews to examine compliance with

pany claims policies.

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

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent of
transaction testing procedures.
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Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
reserving processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims to evaluate compliance with Company claims reserving policies and procedures.
For each of the selected claims, Eide verified the date the claim was reported to the Company and
noted that claim reserves were evaluated, established and adjusted in a reasonably timely manner.
Eide also reviewed the financial examination workpapers to provide support as to the adequacy of
reserving.

Transaction Testing Results: %
Finding(s): None.
Observation(s): For each of the claims selected for testing, Eide noted %‘1 reserves
were evaluated, established and adjusted according to the Comp “polices and

the results of our testing, it appears that the Company’s processe uate, establish and
adjust claim reserves are functioning in accordance with thei<:pO and procedures and

are reasonably timely.
* * * * %’

procedures and that the claims investigation by the Company appea% . Based upon
i

Recommendation(s): None.

Standard VII-11. Denied and closed-without-payment claims are handled in accordance with
policy provisions and state law.

General; M.G.L. c. 176D, 88 3(9)(d), 3@)@'@ 3(9)(n);

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

this S

Controls Q}EM: The following key observations were noted in conjunction with the review of

pany policy requires that denials must include contractual basis for non-payment and
form the claimant of their right to appeal.

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

= 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.

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

= Claims management can access the claims system to monitor open claims.
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= A written explanation of all denied claims and closed-without-payment claims is provided
to a claimant.

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 claims
handling processes and obtained documentation supporting such processes. Eide selected a sample
of 35 closed-without-payment claims from January 1, 2003 through June 30, 2004 to eﬁluate

compliance with Company claims handling policies and procedures. Eide verified the the
claim was reported, reviewed correspondence and investigative reports and noted Whether the
Company handled the claim timely and properly before closing it.

Transaction Testing Results: Q v
Finding(s): None. ' )

Observation(s): For the closed-without-payment claims tested, documentation appeared to
be complete including correspondence and other documentation. Further, the Company’s
conclusion appeared reasonable. Based upon the res its of our testing, it appears that the
Company’s processes do not unreasonably deny cldims.ordelay payment of claims.

Recommendation(s): None. %
* * * *

Standard VI1I-12. Cancelled benefit &k&s)and drafts reflect appropriate claim handling
practices.

Objective: The Standard is congern ith the Company’s procedures for issuing claim checks as
it relates to appropriate clai practices.

this Standard:
s Written

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

s and procedures govern the claims payment process.
= Co icy is to handle all claims in accordance with policy provisions and state law.
" % olicy and claims payment procedures do not make a distinction between claims
%eh the insured’s policy is ceded to CAR or retained by the Company.
| “‘claims investigations are handled by adjustors up to a defined dollar limit to their

ttlement authority.

Company procedures verify the proper payee and amount and amount prior to check
issuance.

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

s Claims management performs periodic claims reviews to examine compliance with
Company claims policies.
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Transaction Testing Procedure: Eide interviewed Company personnel to understand claims
payment processes and obtained documentation supporting such processes. Eide selected a sample
of 35 paid claims from January 1, 2004 through June 30, 2004 to evaluate compliance with
Company claims payment policies and procedures. For each of the selected claims, Eide reviewed
the claim files and noted whether claim payment practices were appropriate.

Transaction Testing Results:

Finding(s): None. &

Observation(s): For all claims selected for testing, Eide noted the claims were reported and
investigated according to the Company’s polices and procedures and yment
documentation was adequate. Eide noted no instances where claim pa
appeared inappropriate. Eide also noted that claims handling practices consistent for
both CAR and voluntary business since the claim adjuster is unaware of whether or not the
claim is voluntary or CAR. Based upon the results of our i t appears that the
Company’s processes to issue claim payment checks are appropetiate and functioning in
accordance with their policies and procedures.

Recommendation(s): None. Q :
* * * Q

Standard VI11-13. Claim handling practice t compel claimants to institute litigation, in
cases of clear liability and coverage, t r amounts due under policies by offering
substantially less than is due under th

General; M.G.L.c. 176D, 88§ 3(9)(%3\ 3(9)(h), M.G.L. c. 175 § 28.

Objective: The Standard is with whether the Company’s claim handling practices force
claimants to (a) institut igation for the claim payment, or (b) accept a settlement that is
substantially less than . policy contract provides for. Pursuant to M.G.L. c. 176D, 88
3(9)(g) and 3(9)(h) aims settlement practices include (a) compelling insureds to institute
litigation to reco ounts due under an insurance policy by offering substantially less than the
amounts ulti ecovered in actions brought by such insureds, and (b) attempting to settle a
claim for less the amount to which a reasonable person would have believed he or she was
ce to written or printed advertising material accompanying or made part of an

entitled efer
applicatiQ oreover, if an insurer makes a practice of unduly engaging in litigation or of
uI and unfairly delaying the adjustment or payment of legally valid claims, M.G. L. c.

1 8 authorizes the Commissioner to make a special report of findings to the general court.

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

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

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

= Company policy and claims handling procedures do not make a distinction between claims
in which the insured’s policy is ceded to CAR or retained by the Company.
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= All injured persons claims are handled by claims staff dedicated to handling bodily injury
claims in which the claimant is typically represented by an attorney.

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

= Claims management uses reports measuring operational effectiveness and processing times
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 theﬁ of

transaction testing procedures.

Transaction Testing Procedure: Eide interviewed Company personnel to und ‘tsg):laims

handling processes and obtained documentation supporting such processes. Eide s sample
of 35 paid and 35 closed-without-payment claims to evaluate compliance wit any claims
handling policies and procedures. Of the 70 claims selected, Eide noted 14 of t ims involved
litigation in a bodily injury or collision claim. Eide verified the dat im was reported,

reviewed correspondence, and investigative reports and noted the w the” Company handled
the claim timely and properly.

Transaction Testing Results:

Finding(s): None. Q@
n

Observation(s): For the 14 claims selected Qﬂ ved litigation, documentation appeared
to be complete including correspondence “and other documentation.  Further, the
Company’s conclusion appeared reasonabte Eide also noted that claims handling practices
are consistent for both CAR and veluntary business since the claim adjuster is unaware of
whether or not the claim is v ary-0or CAR. Based upon the results of our testing, it
appears that the Company’ ocesses do not unreasonably deny claims or compel

claimants to instigate liti a?»
Recommendation(s): None. é
% * * * * *

Standard V11-14% L'ess statistical coding is complete and accurate.

General ; M.GiL,c. 175A, § 15(a);

Aut MR 15.07;

Ob%;ive 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, 8§ 15(a), insurers must

record and report their loss and countrywide expense experience in accordance with the statistical
plan promulgated by the Commissioner in accordance with the rating system on file with the
Commissioner and the Commissioner may designate rating agency or agencies to assist her in the
compilation of such data. In accordance with 211 CMR 15.07, the Commissioner established and
fixed the Automobile Statistical Plan for Fire, Theft, Comprehensive, Collision and Allied
Coverages (dated April 8, 1971) as the statistical plan to be used in accordance with M.G.L. c.
175A, § 15(a).
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Controls Assessment: The following key observations were noted in conjunction with the review of
this Standard:

s Company policy is to report loss data to appropriate rating bureaus timely and with
complete and accurate loss data.

s The Company reports loss data to CAR in a format required by CAR. Participation in CAR
is mandatory for all insurers writing private passenger automobile insurance in
Massachusetts.

= 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.

= The Company also reports loss data to AIB, which is a rating bureau that repre«%the
insurance industry in rate hearings before the Commissioner of Insurance.

» Detailed claim data is reported quarterly to CAR and AIB. The claim d |Ms loss
experience by line of business, type of loss, dollar amounts, claim cou cident dates,
territory, etc.

s Claims management personnel reconcile the underlying dat completeness and
accuracy. Exceptions reports are generated to ensure the loss da@ erly reported.

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

Transaction Testing Procedure: Eide interviewed Cor@grsonnel to understand loss statistical
reporting processes and obtained documentation ortirig such processes. Additionally, Eide
reviewed the latest audit reports from CAR on-“the pany’s compliance with CAR statistical
coding requirements for key policy determina usiness ceded to CAR.

Transaction Testing Results: (&"\

Finding(s): None.

Observation(s): The appears to report loss statistical data to rating bureaus timely
and accurately its "processes are functioning in accordance with their policies and

procedures, as@ atutory and regulatory requirements.

Recommendation{(s) *None.

N
&
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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 NAIC Market
Conduct Examiner’s Handbook, the market conduct examination standards of the Division, and the
Commonwealth of Massachusetts insurance laws, regulations and bulletins. Eide has made
recommendations to address various concerns related to company operations and management,
complaint handling, marketing and sales, producer licensing and underwriting and rating.
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ACKNOWLEDGEMENT

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

encompassed responsibility for the coordination and direction of the examination perform hich
was in accordance with, and substantially complied with, those standards established he
National Association of Insurance Commissioners (NAIC) and the NAIC Marke nduct
Examiners’ Handbook. This participation consisted of involvement in the planning*(development,
supervision and review of agreed-upon procedures), administration and aration of the
comprehensive examination report.

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge
b

The cooperation and assistance of the officers and employees of t ny extended to all
examiners during the course of the examination is hereby acknowled

Matthew C. Regan IlI @
Director of Market Conduct &

Examiner-In-Charge Q
Commonwealth of Massachusetts

Division of Insurance Q

Boston, Massachusetts
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