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Standardized Data Requests Chapter 13 Chapter 15
Scheduling, Coordinating and Communicating Chapter 12 Chapter 16
Sampling Chapter 14 Chapter 17
Automated Examinations Tools and T Chapter 11 Chapter 18
Writing the Examination Report Chapter 15 Chapter 19
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Market Regulation Handbook Chapter/Section Cross-Reference Table, cont’d

Page 2 of 2

Volume IV-Review/Examination Criteria for Specific Types of Insurance and Regulated Entities
(Pages 277-1117)

Chapter/Section Title Location in Location in 2018
Handbooks Handbook and
Published Subsequent Years’
2006-2017 Handbooks

General Examination Standards Chapter 16 Chapter 20

Conducting the Property and Casualty Examination Chapter 17 Chapter 21

Conducting the Title Insurance Company and Title Insurance Chapter 18 Chapter 22

Agent Examination

Conducting the Life and Annuity Examination Chapter 19 Chapter 23

Conducting the Health Examination Chapter 20 Chapter 24

Conducting the Affordable Care Act (ACA) Related Chapter 20A Chapter 24A

Examination *

Conducting the Medicare Supplement Examination Chapter 21 Chapter 25

Conducting the Long-Term Care Examination Chapter 22 Chapter 26

Conducting the Consumer Credit Examination Chapter 23 Chapter 27

Conducting the Surplus Lines Broker Examination Chapter 24 Chapter 28

Conducting the Advisory Organization Examination Chapter 25

Conducting the Third-Party Administrator Examination Chapter 26

Conducting the Examination of a Viatical Settlement Provider | Chapter 27

Conducting the Premium Finance Company Examination Chapter 28
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VOLUME IV—FORWARD
Review/Examination Criteria for Specific Types of Insurance and Regulated
Entities

There are three types of market conduct examination standards in the Market Regulation Handbook: 1) general
examination standards, which apply to all lines of business; 2) line of business-specific or product-specific
examination standards; and 3) examination standards which pertain to specific types of regulated entities.

Within each chapter, examination standards are further broken down into categories corresponding to the business
area being reviewed by examiners. The examination of the insurance operations of a regulated entity may involve
reviewing one or more of the following business areas:

e  Operations/Management;
Complaint Handling;
Marketing and Sales;
Producer Licensing;
Policyholder Service; &

uriice

Underwriting and Rating; and
Claims. \
The business areas in each of the following chapters vary, depending upon the line of business,

type Whins
product, or type of regulated entity. The examination standards in each business area may sugggst othe as of
review that may be appropriate on an individual state basis.

Intended Use of the Market Regulation Handbook
This handbook is only a guide and should be used by each jurisdiction as a tog
specific procedures and guidelines. To effectively use this handbook, it is reco
closely review the handbook to determine those standards that reflect the statu
jurisdiction and those that do not. This handbook is designed solely to pro
developing effective and consistent methodology. It does not reflect policies that are required to be
implemented by any jurisdiction. It is not intended that market regulato quirements to the market
regulation process beyond the laws of their respective jurisdic'?ns. ent possible, jurisdictions are
encouraged to follow the standards established in this handbookg Tht*text this handbook becomes the
procedure or policy of a given jurisdiction only after it has hass at agency. Deviations from this
handbook by an agency to accommodate the specific requi its oV jurisdiction should not be construed
as a failure of that agency to implement adequate exami narket regulation procedures.

d jurisdiction-
nGQ thatdeach jurisdiction
nd reg@ations of the given
ce to each jurisdiction in

It is also important that each jurisdiction communicate to its cgulators the intent and scope of its market
regulatory efforts. This includes direction regardinggin which&Jcas a jurisdiction’s market analysis, market
conduct initiatives and regulatory responses are t concentrated, and what standards and criteria are to be
considered within any particular subject area. For ple, a jurisdiction may wish to concentrate on market
analysis of complaint data and trends in a spg i business or a jurisdiction may wish to focus upon a
regulated entity’s compliance with a li key components of a particular state regulation. Specific
direction provided by a jurisdiction to ators will serve to sharpen the jurisdiction’s focus on its
market regulatory activities and will als sdiction and company staff resources.

Structure of the Market Regulc§iop Handboo.
Beginning with the 2018 editio he Market Regulation Handbook, the subject matter of the handbook is
restructured and divided into fg

e Overview of marketfc n oversight;

e What is mar]

e How to conduc & Juct examinations; and

e Revie inati iteria for specific types of insurance and regulated entities.
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The Market Regulation Handbook table of contents outlines the subject areas contained within each volume. The
purpose of the restructuring of the handbook is to combine interrelated chapters into the broad categories outlined
above and to provide regulators with functional guidance to support state insurance department market
surveillance activities.

Updating the Market Regulation Handbook

This handbook is updated and released on an annual basis. Updates to the Market Regulation Handbook that are
adopted periodically during the year by the Market Regulation and Consumer Affairs (D) Committee will be
posted on the NAIC website. Instructions for accessing the updates on the NAIC website are located at the front
of the most recently published Market Regulation Handbook.
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Chapter 20—General Examination Standards

The examination of the insurance operations of a regulated entity may involve reviewing one or more of the
following business areas:

Operations/Management
Complaint Handling
Marketing and Sales
Producer Licensing
Policyholder Service
Underwriting and Rating

Claims
When conducting an examination that reviews these areas, there are essential tests that should be completed. The
tests are applied to determine if the regulated entity is meeting standards. Some standards may not be applicab,
to all jurisdictions. The standards may suggest other areas of review that may be appropriate on an individual s
basis.

Qmmoaw>

When an examination involves a depository institution or their affiliates, the bank may also be ate
federal agencies, such as the Office of the Comptroller of the Currency, the Federal Reserve Board

Thrift Supervision or the Federal Deposit Insurance Corporation. In addition, banks may also be re e
state level. Many states have executed an agreement to share complaint information with on these
federal or state agencies. If the examination results find adverse trends or a pattern of activitie be of
concern to a federal or state agency and there is an agreement to share information, it gay to notify
the agency of the examination findings. P

This chapter contains examination standards that are relevant to nearly all types i ns. Chapters 21
through 32 contain standards that are specific to various product lines and specialiggil entit

A. Operations/Management \

1. Purpose &
The Operations/Management portion of the examipaisas m to provide a view of what the
alpli

regulated entity is and how it operates. It is not bag chniques; it is more concerned with
structure. This review is not intended to dupligf examination review, but is important in
providing the market conduct examiner with an un@ the examinee. Many troubled companies
have become so because management has not been s to recognize and address the problems that
can arise in the insurance industry. The areas tg be consid&{Zd in this kind of review include:

History;

Profile;

Subcontractor oversight;

Internal audits;

Antifraud initiatives;

Certificates of authoritysy

Disaster recovery plan;

Computer syste

Minutes from all ings attended by the board of directors; and
Privacy.

TTE@ o a0 o
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2. Techniques

Typically, the items to be reviewed here can be prepared by the regulated entity and provided at the pre-
examination conference. Supplemental information, including history and profile may be available in the
insurance department files. Other items suggest an active review of regulated entity files relating to
managing general agent (MGA) or subcontractor oversight, internal audits, procedure manuals, record
management, computer systems controls and antifraud plans. The latter category of items should have
substantial supporting documentation.

The absence of subcontractor oversight, internal audit functions, written procedures or an antifraud plan
should be specifically noted when preparing the examination report.

a.

History

The examiner should prepare for the examination report a very brief history of the regulated
entity, including its formation; its type; its structure, including the parent corporation and ot
members of the group; and any major changes that are relevant to the current examinati@.

Profile

line(s) of business. A total change in the management team may generate the
regulated entity on an abbreviated time cycle.

The examiner should review Market Action Tracking System@MA s from prior
it index reports
and reports from other NAIC applications and databases to det ther regulators have
expressed concerns that may require additional attentio 1 ination. RIRS and
MATS information should not be included in the examinatio

The total written premiums for the major lines of busine mpared to the total writing
in a given state to determine the market share. §he | else and combined ratios can be
obtained from the expense exhibit attached to the a stat or the NAIC Financial Analyst
Workbench (FAW) system and may be cg e specific jurisdiction. Review IRIS
ratios, which can be an indicator of marlg obl¥ins. The surplus ratio should also be
examined and noted for the period und€Qgeview. Sufstantial shifts in the geographical area of
operation and kinds of business written and

Subcontractor Oversight

d other subcontractors are sources of tests for this
ted entity using subcontractors engages in a realistic
reviewed to ensure compliance with the MGA statutes
Sight features. The focus is on the oversight impacting
records and actions con: arket conduct examination such as, but not limited to, trade
practices, clai practices, icy selection and issuance, rating, complaint handling, etc.
Examiners sho ay particular attention to a subcontractor’s dealings with policyholders and
claimants.

The jurisdiction’s statutes on
oversight. The aim is to_ensug
level of oversight. Co,
governing contract co

a
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d. Internal Audits

A regulated entity that has no internal audit function lacks the ready means to detect structural
problems until after problems have occurred. Any questionable findings about the internal audit
function should be referred to the Examiner-in-Charge.

e. Antifraud Plans

The regulated entity should have antifraud plans which are reasonably calculated to detect,
prosecute and prevent fraudulent insurance acts. Written procedural manuals or guides and
antifraud plans should provide sufficient detail to enable employees to perform their functions in
accordance with the goals and direction of management. In addition, insurers may be required by

law to establish antifraud plans, and examiners should be aware of any state-specific legal
requirements pertaining to antifraud measures.
The guidelines set forth in the Antifraud Plan Guideline (#1690), adopted by the NAIC in Ma

2011, are intended to provide a road map for state fraud bureaus, insurers’ Special Insstig
Units (SIU)s or contracted SIU vendors for preparation of an antifraud plan.

Flexibility should be allowed for each insurer to develop a plan that meets its indi k
emy T
ud (D)

and still meet state compliance standards. The Antifraud Plan Guideline does not
state laws or preempt or amend any guidance previously published by the NAIC
Task Force or in the Fraud Prevention Model Act (#680).

f. Certificates of Authority
L 4
The examiner should determine if the regulated entity’s operation fo the regulated
entity’s certificates of authority.

g. Disaster Recovery Plan x
It is essential that the regulated entity has a formaliz 1Sagter recovery plan that will detail
procedures for continuing operations in the evenfpf a ol fisaster. The examiners should
determine if the regulated entity maintains separ% f all records and facilities to

continue operations.

h. Computer Systems

The examiners should determine the types of s, safeguards and procedures for protecting
the integrity of the computer informagon. The focls in this case is on those records subject to a
market conduct examination that a aintained in electronic format, such as, but not limited to,
underwriting files, claim files, rate form filings, complaint files, statistical data used to
support rates, etc.

The regulated entity s e location(s) of all websites maintained by or for and
authorized by the regula ity all approved producer sites.

In addition, an et search using the regulated entity’s name should be conducted using a
search engine s Yahoo, Google or a metasearch (aggregator) search engine such as

a al sites are located that the regulated entity did not identify, it should
; % when preparing the examination report. The examiner should be mindful

o ly produce a large volume of “hits.” In such a situation, the examiner should
iques to determine the regulated entity’s general practices on the Internet.
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i.  Minutes from All Meetings Attended by the Board of Directors

A review of the minutes of meetings with the board of directors should be conducted to ensure
the board has proper oversight of the company’s operations and activities. Note: When a credit
company is the subject of an examination, examiners should be aware that there may be statutes,
rules, and regulations with specific requirements regarding the organization and structure of
credit organizations.

j-  Privacy

The NAIC has adopted several sets of privacy requirements, and examiners will need to
determine which requirement(s) the state imposes to conduct an examination. The first is the
NAIC Insurance Information and Privacy Protection Model Act (#670) (hereinafter, the 1982
Model Act). The second NAIC approach was the Health Information Privacy Model Act (#55),
which, according to NAIC records, as of April 2015 had not been adopted by any state, although
a few states have related laws.

Regulation (#672) (hereinafter, the 2000 Model Privacy Regulation) to assis
promulgation of regulations to comply with certain requirements of Title V of
Gramm-Leach-Bliley Act (GLBA) (PL 102-106), enacted by Congrcss in 1999. Any

The NAIC then adopted a model titled Privacy of Consumer Financial and Health Ir’o a
S !
E&

2002 Model Information Security Regulation) was adopted to assist stat
standards for development and implementation of safeguards by insurer
information, also required by Title V of GLBA.

L 4

In some cases, a state may have one or more of these measures,
force. NAIC records indicate that as of April 2015, 39 states pl ict’of Columbia and

Puerto Rico have enacted regulations/laws based on the 200 egulation

1982 Model Act (#670)

The 1982 Model Act is focused primarily on the ins 1Cation process, underwriting,
policy issuance and related transactions. It requirefpvari res to applicants regarding the

insurer’s practices (e.g., that an investigative ¢ rt may be obtained and that

Notices providing these disclosuresghay be reqUired at application and whenever there is a
“change of status”—e.g., at renew. reinstatement—if new or additional information is to be
collected from a source other thap the@plicant. There is no requirement for annual notices. If an
insurer intends to disclose inffima the marketing of a product or service, the customer
i Operations/Management Examination Standards #10 and

#11 in this chapter are
substantially similar pri

2000 Model Pr Regulation (#672)

The 2000 Model Regulation was adopted to implement certain privacy provisions of the
~ itle V of GLBA addressed the confidentiality of information about

ial institutions,” a term that includes insurance companies, banks and

, broker-dealers, investment companies, registered investment advisors and

a varie [ICMENds of businesses. Title V, as further implemented by the 2000 Model Privacy

i uires that financial institutions establish and implement a privacy policy and

282 © 2006-2019 National Association of Insurance Commissioners



Chapter 20—General Examination Standards

provide notices to customers describing such policies and the customer’s rights to opt out of
disclosures other than those allowed by the exceptions in Sections 14 through 16 (Section 17B of
the 2000 Model Privacy Regulation sets forth exceptions for the customer authorization
requirement for certain health information disclosures). The adoption of regulations and
guidelines was delegated to the functional regulators of the various financial institutions.

The federal functional regulators (including, among others, the Securities and Exchange
Commission, the Office of the Comptroller of Currency and the Federal Trade Commission) and
the NAIC have taken substantially similar positions in their regulations regarding the disclosure
of customer personal information and notices. The federal regulations are nearly identical to each
other, with very minor differences to reflect the different financial products and services involved
and related business practices. The 2000 Model Privacy Regulation is very similar to the federal
regulations with respect to the treatment of financial information, with appropriate changes for
insurance products and services, as well as established business practices and relationships.

The notices required by the 2000 Model Privacy Regulation include initial, revised and a
privacy notices, which must reflect the privacy policy, including financial informationésclo
practices, of the insurance regulated entity or other licensee. It should be noted that griv
a
N

policies differ from insurer to insurer, from insurer to other licensee, etc. There is
required for privacy notices, although they must be “clear and conspicuous” as
defined in the regulation. The regulation does, however, list the topics that the fac
must address. Since a privacy notice reflects a specific insurer’s or other licensee’s ow icular

financial information privacy practices, notices will legitimately differ.
1ons Wthat the model
st getiin individual’s

00, the disclosure

The 2000 Model Privacy Regulation differs from the federal agency
includes protections for certain health information. In general, a lidpnsec
approval (opt-in) prior to disclosing nonpublic personal health info
falls under an exception listed in Subsection 17B or the licensee i iance with the health
privacy regulation promulgated by the U.S. Department o an Services (HHS)
pursuant to the federal Health Information Portability and untabgity Act (HIPAA). Even if
the licensee is not subject to HIPAA, the 2000 Model Privacy on allows the option of
complying with the HHS standards as an alternative to t taldards.

Operations/Management Examination Standards #1%g#13, 15 and #16 in this chapter are
applicable for examination of compliance w; 0 odel Privacy Regulation regarding the
disclosure of customer information.

2002 Model Information Security Regulat:y
The 2002 Model Information Security Regulattag’as adopted to establish standards regarding
safeguarding of customer informatioggalso requircd by Title V of GLBA. It should be noted that
the 2002 Model Information Securi@g'Regulation requires that a licensee establish an information
security program “appropriate to_the and complexity of the licensee,” as well as appropriate
to the “nature and scope o ’s) activities.” The regulation provides illustrative
examples of various fagfors t ee may consider when developing its information security

program.
Operations/Management Exa tion Standard #17 in this chapter is applicable for examination
of compliance ¢ 2002 Model Information Security Regulation for security standards.
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3. Tests and Standards
The operations and management review includes, but is not limited to, the following standards addressing

various aspects of a regulated entity’s operations. The sequence of the standards listed here does not
indicate priority of the standard.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
Audit plan and regulated entities’ procedural manuals Q
Audit reports and results O

4

Others Reviewed \\
NAIC Model References 0
Consumer Credit Insurance Model Regulation (#370), Section 12 L 4

Model Regulation to Require Reporting of Statistical Data by Property and G{V nce Companies

(#751), Section 11
Best Practices Organizations White Paper
Review Procedures and Criteria
Review audit reports to determine if the function is providing medh rmgiion to management. If external,
obtain an explanation. \

Determine how management is using the reports.

Determine if the regulated entity responds to internal audit dations to correct, modify and implement
procedures.

Determine if accuracy of internal statistical data an&Qgformation systems is periodically tested by the regulated
entity’s audit program.

Determine if the regulated entity con{icts, p @ iews of creditors with respect to their credit insurance
business with such creditors.

Determine if the regulated enti adopted ed® and audit procedures to screen and check data submitted by the
regulated entity’s statistical agen

Z
)
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=
[¢]
I
>
:
E-
@
<}
w
=
s}
E
o
=

the proprietary nature of internal audit reports. Administrative action
should not be reco aminer based on results of internal audit findings for which the regulated
entity has taken appro ectiaf? action.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

4

Negotiated contracts \
Others Reviewed 0\
NAIC Model References ’\Q

Applicable statutes, rules and regulations
Electronic records control, recovery/backup plan and regulated entity’s procedural manuals; whether t
records are electronic

NAIC Insurance Information and Privacy Protection Model Act (#670)

Health Information Privacy Model Act (#55)
Standards for Safeguarding Consumer Information Model Regulation (#673)

Review Procedures and Criteria *
0(& plan and procedures should be

ectronically or verbally, check what security
t these changes. These may include who has authority to
regulated entity with the insured after changes are made.

Review regulated entity records, central recovery and backu
valid and up-to-date.

Review computer security procedures.

If the regulated entity permits changes to be made to pglicies eit!
procedures the regulated entity has established to p
make those changes, and what verification is done b

Ensure there is adequate security of
Identify any areas where the applicant’

a during the electronic transference of information.
aly is not properly protected.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity antifraud plan and procedural manuals O

Others Reviewed &

NAIC Model References 0
Insurance Fraud Prevention Model Act (#680)
Antifraud Plan Guideline (#1690) L 4 \

Stranger-Originated Annuity Transactions (STOA) NAIC Sample Bulletin

Review Procedures and Criteria

Review the regulated entity’s antifraud initiatives in conjunction with appligmple s requirements. Antifraud
initiatives may include fraud investigators, who may be insurer emplgffee independent contractors, and an
antifraud plan. 1 4

lations, submits its antifraud plan to

d plan.

Verify that the insurer, if required by applicable state statu;
the insurance commissioner:
e  Within ninety days of receiving a certificate of au
e Every five years thereafter; and
o Within thirty days of a material change made tg the antifre

Determine if the plan is adequate, up-to-date and in c&@pliance with statutes, rules and regulations.

Review the regulated entity’s implemegatior support, etc.) of its plan and, if necessary, discuss with
management.

Note: An SIU antifraud plan may cover sev insurer entities within a regulated entity, if one SIU has the fraud
investigation mission for all enti
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Verify that the insurer’s antifraud plan includes the following five sections:
1. General Requirements
e An acknowledgment that the STU has established criteria that will be used for the investigation of
acts of suspected insurance fraud relating to the different types of insurance offered by that
insurer;
e An acknowledgement that the insurer or SIU shall record the date that suspected fraudulent
activity is detected, and shall record the date that reports of such suspected insurance fraud were
sent directly to the insurance department or other applicable state regulatory agency within a
specific time frame;
e A provision stating whether the SIU is an internal unit or an external or third-party unit;
e If the SIU is an internal unit, provide a description of whether the unit is part of the insurer’s
claims or underwriting departments, or whether it is separate from such departments;
e A written description or chart outlining the organizational arrangement of the insurer’s antifraud
positions responsible for the investigation and reporting of possible fraudulent insurance acts:
e If the SIU is an internal unit, the insurer shall provide general contact information for t
company’s SIU;
e If the SIU is an external unit, the insurer shall provide (1) the name of the c@pan
companies used; (2) contact information for the company; and (3)
organizational chart. The insurer shall specify the person or position at
responsible for maintaining contact with the external SIU company; and

e [If an external SIU is employed for purposes of surveillance, the insurer sh
numbers;
@ h program. If
e offioram shall be
included; and

description of the policies and procedures implemented;

e A provision where the insurer provides the appropriate NAIC individ

e A statement as to whether the insurer has implemented a fraud awggene
the insurer has an awareness or outreach program, a brief descriptigg o

e Ifthe SIU is a third-party unit, a description of the insurer's,poli and praeedures for ensuring
that the third-party unit fulfills its contractual obligations to nsulpand a copy of the contract
with the third-party vendor.

Note: States that do not mandate fraud reporting should r@ise I inapplicable requirements from

this section.
2. Prevention, Detection and Investigation of Fraud

e A description of the insurer’s corporate eventing fraudulent insurance acts by its
policyholders;
e A description of the insurer’s established fra
detection procedures);
e A description of the internal referfgi criteria used in reporting suspicious claims of insurance
fraud for investigation by the SIU;
e A description of the SIU i g
adjustment, vendor magiigem! % ent of Positions (SOPs); and
e A description of the er'sqpaligé’s and procedures for referring suspicious or fraudulent
activity from its claims rwriting departments to the SIU.

ogram (i.e. by business line, external form claims

3. Reporting of Fraud
e A description of t
fraudulent ipgfres

pursuant to

insurer’s reporting procedures for the mandatory reporting of possible
2 aClPlo the insurance commissioner or applicable state regulatory agency
state statutes, rules and regulations;
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e A description of the insurer’s criteria or threshold for reporting fraud to the insurance
commissioner; and

e A description of the insurer’s means of submission of suspected fraud reports to the insurance
commissioner (e.g., the NAIC Online Fraud Reporting System (OFRS), National Insurance
Crime Bureau (NICB), National Health Care Anti-Fraud Association (NHCAA), electronic state
system or other).

Note: States that do not mandate fraud reporting should revise or remove inapplicable requirements from this
section.

Note: The examiner should be aware of any applicable state statutes, rules and regulations regarding state
antifraud mandatory reporting methods.

4. Education and Training
e If applicable, a description of the insurer’s plan for antifraud education and training initiatives o
any personnel involved in antifraud related efforts. This description shall include:
e The internal positions the insurer offers regular education and traininggysuch

underwriters, adjusters, claims representatives, appointed agents, attorneys, efc.;
o [f the training will be internal and/or external; \
e Number of hours expected per year; and
e Iftraining includes ethics, false claims or other legal-related issues.
5. Internal Fraud Detection and Prevention
e A description of insurer’s internal fraud detection policy for emplqgees, a r others,
such as underwriters, claims representatives, appointed agents, etc.gn
e A description of the insurer’s internal fraud reporting system.

Determine if the regulated entity has procedures in place to prevent persons a@ivicte a felony involving
dishonesty or breach of trust from participating in the business of insurance.
Determine if the regulated entity has procedures in place to provide inf tion ding fraudulent insurance
acts to the insurance commissioner and in a manner prescribed by ge ingira issioner.

Examiners may wish to remind insurers that sell annujt
Annuity Transactions (STOA) NAIC Sample Bulletin becg
an indicator of potentially fraudulent transactions.

nce of the Stranger-Originated
f Spnger-originated annuities may be
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 4
The regulated entity has a valid disaster recovery plan.

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations

Description of the regulated entity’s disaster recovery plan, procedural manuals and controls

Description of protective devices for various hazards and procedures/controls for protection from t
hazards &

Negotiated contracts \\
Others Reviewed 0

4
NAIC Model References \
Market Conduct Record Retention and Production Model Regulation (#910)\\

Review Procedures and Criteria

hazards.

Determine that the regulated entity’s database(s) are protected &)\s ards, including environmental

of information should be discussed with
be valid, specific and operational, with
e regulated entity to adequately plan for

Review the regulated entity’s documents. Any additiona
the regulated entity’s management. The disaster recove
procedures for implementation and should also be current. F
the future means the standard was not met.

Failure of the regulated entity to adequately (on a going basis) provide for off-site backup, failure of the
regulated entity to provide adequate controls . ase of a catastrophe, failure to provide for recovery,

means the standard was not met.

Operations/Management Examination S r is chapter also addresses disaster recovery issues.
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 5

Contracts between the regulated entity and entities assuming a business function or acting on behalf of the
regulated entity, such as, but not limited to, managing general agents (MGAs), general agents (GAs), third-
party administrators (TPAs) and management agreements, must comply with applicable licensing
requirements, statutes, rules and regulations.

Apply to All regulated entities

Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations O

Contracts &

Others Reviewed \\
NAIC Model References S
Service Contracts Model Act (#685) \

Managing General Agents Act (#225)

Registration and Regulation of Third-Party Administrators, An NAIC Guide

Third Party Administrator Statute (#90)

Review Procedures and Criteria *

Review the contract to determine compliance with state statutesand 1\

varding recordkeeping and responsibilities

The contract should specify the responsibilities of the s
of the regulated entity for conducting audits.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Contracts O

Audit reports &

Others Reviewed \\
NAIC Model References P
Managing General Agents Act (#225), Section 5 \

0)

Registration and Regulation of Third-Party Administrators, An NAIC Guideline (§319

Third Party Administrator Statute (#90), Section 6
Consumer Credit Insurance Model Regulation (#370), Section 12

Variable Life Insurance Model Regulation (#270)
Review Procedures and Criteria ¢ @
Entities can include an MGA, GA or TPA. Suppliers of cq ooV ent, administrative, sales, marketing,

custodial or other services with respect to variable life ing ions are also considered entities (Variable
Life Insurance Model Regulation (#270), Section 3E).

entity for conducting audits.

Review audit reports to determine why
contracted entity.

Review activities of entities to ensure comp e with applicable statutes and rules.

For credit insurance, each insur responsible for conducting a thorough periodic review of creditors with
respect to their credit insura hoess. The review should ensure compliance with statutes, rules and
regulations. Written records iews must be maintained by the insurer.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations
All records, files and documents

Others Reviewed

NAIC Model References

Model Regulation for Complaint Records to be Maintained Pursuant to the NAIg
(#884)

Market Conduct Record Retention and Production Model Regulation (#910)
Unfair Claims Settlement Practices Act (#900) K

Unfair Property/Casualty Claims Settlement Practices Model Regulation (#
Model Law on Examinations (#390), Section 4

Unfair Life, Accident and Health Claims Settlement Practices Model Regylgmon
The Use of Social Media in Insurance White Paper .

Review Procedures and Criteria \

Evaluate the orderly organization, legibility and structure,

Review state record retention requirements to determine reguleiad compliance.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Certificate of authority or other similar documents Q
Access NAIC financial system O

_ Regulated entity system \

Others Reviewed 0\

NAIC Model References ’\Q

Service Contracts Model Act (#685)

Nonadmitted Insurance Model Act (#870)

Unauthorized Transaction of Insurance Criminal Model Act (#890)

Review Procedures and Criteria * %
Review certificates of authority; compare writings with authorize lh\

ompare ings with authorized states.

Review financial annual statement submitted to the NAI
Obtain explanation of any discrepancies.
Access regulated entity system to verify that writingffare in line with written premium reported in the financial

annual statement.

Automation Tip:

The Financial Applications section I ontains the annual statement financial information for
insurance companies that report to the st useful for market conduct examiners would be the annual
statement Pick-a-Page. The State Page Exhibfgdisplays the direct written premiums in any particular state for any
particular year.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations, especially insurance examination law
All records, files and documents Q
Others Reviewed O

4

Review Procedures and Criteria ¢
Monitor regulated entity’s cooperation during the course of the examination; this @ in the examination

NAIC Model References

Model Law on Examinations (#390)

report.

Automation Tip:
Requests for information or “crits” can be monitored using either a datallase eadsheet. The information that
should be captured includes: area of review, type of request, & c ontate given, date due and date
received. Databases and spreadsheets contain functions that will calc t ber of days between two dates.
The information can be easily sorted and reviewed to see anding and if the regulated entity is
responding in a timely fashion.
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 10

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

Apply to: All regulated entities

Priority: Recommended

Documents to be Reviewed
Applicable statutes, rules and regulations Q
Written procedures of regulated entity for maintaining personal information and privileged informatio

applicants and policyholders & 0
The “Notice of Information Practices” required to be provided to applicants and policyholdcl\\

Disclosure authorization forms
Written procedures for the correction, amendment or deletion of recorded personal info ion
Others Reviewed ’Q

NAIC Model References \\
NAIC Insurance Information and Privacy Protection Model Act (#‘7 0 @

Health Information Privacy Model Act (#55)
Unfair Discrimination Against Subjects of Abuse in Proper
Unfair Discrimination Against Subjects of Abuse in Life Iy
Unfair Discrimination Against Subjects of Abuse in Hea
The Use of Social Media in Insurance White Paper

(#896)
Model Act (#895)
Review Procedures and Criteria

Determine if the regulated entity appropriatel viGge.a “notice of information practices” that contains the
required information.

Determine if the content of disclosure a iz s meet content standards.

Determine if the regulated entitypproperly han the use of investigative consumer reports.

Determine if the regulated entity’s pregdures appropriately limit access to personal information.
Determine if the regulated e @ des specific and accurate reasons for adverse underwriting decisions.
296
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

_ Regulated entity procedure manual

Regulated entity training manual & O

____ Internal regulated entity claim audit procedures \\
Regulated entity bulletins regarding insurance information 0

Contractual arrangements between the carrier and a person other than the covered person

Others Reviewed
L 4 \< ’
NAIC Model References \

Health Information Privacy Model Act (#55), Section 5 L 4
NAIC Insurance Information and Privacy Protection Model Ac,

Review Procedures and Criteria

Review regulated entity procedures, training manuals an lletins to determine if regulated entity

standards exist and whether standards comply with state law.

Review contractual arrangements between the re

d entity and other persons to determine if the contracts
address privacy procedures and standards for t .

whom the regulated entity is contracting.

sclosing, storing and disposing of insurance information.
cedures in place to ensure proper authorization is obtained

Review the regulated entity’s method
The examiners should determine wheth
prior to disclosure of insurance information.

Review the regulated entity’s tra manual to determine whether the regulated entity’s employees are properly
trained on the handling of insurance tion.

es a “Notice of Information Practices” to all applicants or policyholders or
er to deliver the notice. The examiner should determine whether the notice

contains all provisions re d by applicable state law.
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Verify that the regulated entity specifies those questions designed to obtain information solely for marketing or
research purposes.

Verify that the regulated entity has implemented reasonable procedures to address investigative consumer reports
and personal interviews.

Verify that the regulated entity has established procedures to address access to, correction, amendment or deletion
of recorded personal information.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Regulated entity privacy policies and procedures

Other regulated entity manuals/instruction books & O
> and

Communication provided by the regulated entity to employees and producers subject to eg\
entity’s privacy policies

t}

Prior to conducting an examination, the examiner should review the state’s definition gf “cust
“consumer” to determine appropriate usage of the terms. The examiner should also re thgiVarious

exceptions and exclusions contained in the state’s privacy act/regulation.
Others Reviewed L 4 \

NAIC Model References .
Privacy of Consumer Financial and Health Information Model Re N

ng protection and disclosure of nonpublic
who are not customers, to verify that they

comply with the regulated entity’s prigacy practices and procedures and with applicable state laws
regarding privacy.

As applicable, verify that the regulated entity@icensee has provided a copy of its privacy notice to its producers.

Determine that the regulated ent
customers who (1) have opted out fr
third parties; and (2) have no, i7¢

oes not unfairly discriminate against customers and consumers who are not
he disclosure of nonpublic personal financial information to nonaffiliated
sclosure of nonpublic personal health information, if applicable.

Review all privacy-re omplaints and inquiries.
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity privacy policies and procedures
Sample notices to customers: initial, annual, revised and simplified, if applicable & O

> and

Sample notices to consumers that are not customers, if applicable: initial (standard an rN
notices and revised notice

Prior to conducting an examination, the examiner should review the state’s definition gf “cust 4
“consumer” to determine appropriate usage of the terms. The examiner should also re thg Various

exceptions and exclusions contained in the state’s privacy act/regulation.
Others Reviewed 4 \
NAIC Model References .
Privacy of Consumer Financial and Health Information Model Re N

Review Procedures and Criteria

Review the content of the regulated entity’s initial, annual an&

Verify that these notices are clear and conspicuous anfyaccurately reflect privacy policies and practices.

Notices should include the following:
e Identification of the regulated e
e The categories of nonpublic p
e The categories of nonpublic

applicable;
e The categories of affi and nonatfiliated third parties to whom the regulated entity discloses
nonpublic personal fina information, other than disclosures permitted under Sections 15 and 16 of

Model #672, if applicahle:

© 2006-2019 National Association of Insurance Commissioners
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e [f aregulated entity discloses nonpublic personal financial information to a nonaffiliated third party under
Section 14 of Model #672, a separate description of the categories of information the regulated entity
discloses and the categories of third parties with whom the regulated entity has contracted;

e An explanation of the consumer’s right to opt out of the disclosure of nonpublic personal financial
information to nonaffiliated third parties, including the methods by which the consumer may exercise that
right, if applicable;

e Any disclosures that the regulated entity may make under Section 603(d)(2)(A)(iii) of the federal Fair
Credit Reporting Act (15 USC Section 1681a(d)(2)(A)(iii) (i.e., notices regarding the ability to opt out of
disclosures of information among affiliates, other than transaction and experience information);

e The regulated entity’s policies and practices with respect to protecting the confidentiality and security of
nonpublic personal information; and

e If aregulated entity only discloses nonpublic personal financial information as authorized under Sections
15 and 16 of Model #672, a statement that indicates the regulated entity makes disclosures to other
affiliated or nonaffiliated third parties, as applicable, as permitted by law.

Review the content of the regulated entity’s simplified notice, if applicable, which shall include:
e Identification of the regulated entity and affiliates or subsidiaries, if applicable; &

e The categories of nonpublic personal financial information that the regulated entity collects;
e The regulated entity’s policies and practices with respect to protecting the confidentiality and¥Ecurt
nonpublic personal information; and
te

d

e That the regulated entity only discloses nonpublic personal financial information to aii
nonaffiliated third parties, as applicable, as authorized under Sections 15 and 16 of Mo 672.
plicable,

Review the content of the regulated entity’s short-form notice for consumers who are got cf#f5t0
% a reasonable

which shall state that the regulated entity’s privacy notice is available upon reag:st
means by which the consumer may obtain a full notice.

Verify that the regulated entity’s process for delivery of notices includes: K\

e [Initial notice, if applicable, to consumers who are not customers;

Initial notice to all customers, as required;

Annual notice to all customers, as required;

Revised notice to customers and consumers who are not cyggtom to notice, if applicable;

Where applicable, simplified notices to customers, if the@gegulatedgntity only discloses nonpublic
personal financial information about customers and ers to affiliates and nonaffiliated third
parties as authorized under Sections 15 and 16 of, orWe applicable sections under state law
regarding privacy); and
e  Short-form notices to consumers who are not custo

—

of initial notices, if applicable.

Verify that a notice is delivered to the regulated e
establishes a customer relationship (initial notice),
once in each calendar year thereafter (annual notic

’s customers at or prior to the time the regulated entity
at least once in any period of 12 consecutive months or
ring the continuation of the customer relationship, if
the customer relationship was established, verify that
er the customer relationship was established and (1)
tomer’s election; or (2) providing notice at or prior to the

the notice was delivered within a refSonalie
establishing the customer relationship ot
establishment of the relationship woul su
agreed to receive the notice at a Jater time.

Verify that if the regulated entity"@scloses any consumer’s nonpublic personal financial information to any
nonaffiliated third party, othg
sections under state laws
information.
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Verify that individuals deemed consumers under applicable law are provided with an initial notice where
applicable (such as where a licensee discloses a claimant’s nonpublic personal financial information outside
Sections 14 through 16 of Model #672 or its equivalent under state laws regarding privacy).

Verify that a notice was delivered to the regulated entity’s customers and, if applicable, to consumers who are not
customers in a manner that can reasonably be expected to provide actual notice. Verify that a notice was provided
to the regulated entity’s customers and, if applicable, to consumers who are not customers, in writing, or, if the
licensee provides and if the consumer has agreed, electronically.

Verify that the regulated entity has provided customers with clear and conspicuous initial, annual and revised
notices in a manner that allows the customer to retain the notices or obtain them later in writing or, if the customer
has agreed, electronically.

If the regulated entity is an excess lines insurer and does not disclose nonpublic personal financial information to
nonaffiliated third parties, except as authorized under Sections 15 and 16 of Model #672, verify that the notice set
forth in Section 4Q(3)(ii) of Model #672 has been delivered to all customers at the time the regulated ent Q

established ongoing relationships with the customers. If the regulated entity makes disclosures oths tha

authorized under Sections 15 and 16 of Model #672, the regulated entity is required to comply with apglical
initial, annual and revised notice requirements and the opt-out requirements.

Review the regulated entity’s notice content and notice delivery procedures to verify that th&y

complies with applicable statutes, rules and regulations regarding privacy.
4 \< ’

x$
&
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 14

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

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations :

Regulated entity privacy policies and procedures &

Sample notices to customers: initial, annual and, if applicable, revised \
Sample notices to consumers who are not customers, if applicable 0

Sample opt-out notice, if applicable

Regulated entity records of consumers and other customers who have opted ou

Communication of customers’ and consumers who are not customers’ op
record

ition of “customer” and
also review the various

Prior to conducting an examination, the examiner should review the
“consumer” to determine appropriate usage of the terms. The exagginer
exceptions and exclusions contained in the state’s privacy act/reglilati

Others Reviewed

NAIC Model References
Privacy of Consumer Financial and Health Info 10) del Regulation (#672)
Review Procedures and Criteria

Determine whether the regulated entity oses nonpublic personal information relating to customers or
consumers who are not customegs beyond the sC@pe permitted under Sections 14, 15 and 16 of Model #672.
e Verify that consumers wi ay be affected by such disclosures have been offered the opportunity to opt
out before the disclosures ar de. Continue with Steps 1 through 5 below.
tions the regulated entity makes regarding opt-out rights are accurate
and are in co, ; blicable law.
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financial information to nonaffiliated third parties, except to the extent such disclosure is
permitted under Sections 14, 15 and 16 of Model #672.

2. If applicable, review the regulated entity’s policies and procedures to verify that the regulated
entity has the capability to keep nonpublic personal financial information from being unlawfully
disclosed to nonaffiliated third parties when a consumer has opted out.

3. If applicable, verify that the regulated entity does not disclose, directly or through any affiliate,
unless authorized or permitted by applicable federal and/or state law or regulations, nonpublic
personal financial information about a consumer or to a nonaffiliated third party except when:

e The regulated entity has provided a notice to the consumer;

e The regulated entity has provided an opt-out notice to the consumer;

e The regulated entity has given the consumer a reasonable opportunity to opt out of the
disclosure before the regulated entity discloses the consumer’s nonpublic personal
financial information to a nonaffiliated third party; and

e The consumer does not opt out.

4. As applicable, determine that the regulated entity’s initial, annual, revised and short-
accurately explain the consumer’s right to opt-out, including the methods by which the ¢
exercise that right at any time, in accordance with applicable law and the regulated enti
and procedures.

5. If applicable, review the content of the regulated entity’s opt-out notice to determinc@§it is ¢icar and
conspicuous and includes, either on the form or on the initial privacy noticg:
e A statement that the regulated entity discloses or reserves the
personal financial information about its consumer to a non&' i
e A statement that the consumer has the right to opt out of th:
e A reasonable means by which the consumer may exercis
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STANDARDS
OPERATIONS/MANAGEMENT

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations
~ Regulated entity privacy policies and procedures
Joint marketing agreements, if any & O

'S

Sample service agreements, if any, with nonaffiliated third parties involved in the regu N
marketing activities

173 1

Prior to conducting an examination, the examiner should review the state’s definition
“consumer” to determine appropriate usage of the terms. The examiner should also r

exceptions and exclusions contained in the state’s privacy act/regulation.
Others Reviewed L 4 \

NAIC Model References .
Privacy of Consumer Financial and Health Information Model Re w

Review Procedures and Criteria

cus 1’ and
thgVarious

on of its customers or consumers who are
afDoses, verify that all such disclosures are in

If the regulated entity discloses nonpublic personal financia
not customers to nonaffiliated third parties for joint marketing
compliance with Model #672:

e Verify that the regulated entity has provideG{jitial notices to its customers and other affected consumers
that include the required information zgga the regulated entity’s joint marketing and servicing
activities; and

e Review joint marketing agree
party from disclosing or using
entity other than to carry out the
including use under an ggception in Se

licable, to verify that they prohibit the nonaffiliated third
personal financial information received from the regulated
oses for which the regulated entity disclosed the information,
ns 15 or 16 of Model #672.

Verify that the regulated entity does disclose nonpublic personal financial information that it receives from a
nonaffiliated financial insti ept 11l compliance with Model #672.

Review sample servic
any, to verify inclusion o

e der which a third party markets a licensee’s own products and services, if
osure requirements.
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Verify that the regulated entity prohibits disclosure of policy numbers or similar forms of access numbers or
access codes for a consumer’s policy or transaction account to any nonaffiliated third party, except as permitted
by applicable law or regulation regarding privacy.
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 16

In states promulgating the health information provisions of the Privacy of Consumer Financial and Health
Information Model Regulation (#672), or providing equivalent protection through other substantially
similar laws under the jurisdiction of the insurance department, the regulated entity has policies and
procedures in place so that nonpublic personal health information will not be disclosed, except as permitted
by law, unless a customer or a consumer who is not a customer has authorized the disclosure.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Regulated entity privacy policies and procedures ¢

_ Sample authorizations used by the regulated entity to permit disclosure of nonpublic pe@
information, if applicable 0

Regulated entity records of customer and other consumer authorizations

Prior to conducting an examination, the examiner should review the state’s do
“consumer” to determine appropriate usage of the terms. The examiner Si{oyld

exceptions and exclusions contained in the state’s privacy act/regulation.
Others Reviewed K

NAIC Model References
Privacy of Consumer Financial and Health Information VeQe! Regulalon (#672)

Review Procedures and Criteria

If applicable, verify that the regulated entity has po and procedures in place to secure authorizations from its
customers and consumers who are not custome orcglisclosing their nonpublic personal health information to

nonaffiliated third parties, except to t isClosure is permitted under Subsection 17B of (Model
#672).

obtained valid authorizations from customers and consumers who
blic personal health information, except to the extent such
ction 17B of (Model #672). A valid authorization shall include:

e The identity of the consume is the subject of the nonpublic personal health information;

f nonpublic personal health information to be disclosed;

| irties to whom the licensee discloses nonpublic personal health information;
A general des i afurpose of the disclosure of the nonpublic personal health information;

If applicable, verify that the regulated enti
are not customers before disclgsi

e o o o
>
()]
]
=3
]
=
o
.
o
s
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e The signature of the consumer who is the subject of the nonpublic personal health information or the
individual who is legally empowered to grant disclosure authority and the date signed,

e A notice of the length of time for which the authorization is valid; and

e A notice that the consumer may revoke the authorization at any time, and an explanation of the procedure
for making a revocation.
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 17
Each licensee shall implement a comprehensive written information security program for the protection of
nonpublic customer information.

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations

Regulated entity written materials describing its information security program

Regulated entity policies, procedures and other materials it uses to implement its informatiafy sec
program

Prior to conducting an examination, the examiner should review the state’s definition of “c

“consumer” to determine appropriate usage of the terms. The examiner should also revie
exceptions and exclusions contained in the state’s privacy act/regulation.

Others Reviewed
L 4 \
NAIC Model References \K

Standards for Safeguarding Customer Information Model Regulati‘n (#63)

Review Procedures and Criteria \
Review the regulated entity’s written information securi# program{h det€rmine whether the security program
includes administrative, technical and physical safeguards?

Determine whether, when developing safeguards, the regulated € took into consideration the:
e  Size and complexity of the regulated entity;

e Nature and scope of regulated entity’s activi

ation security program is designed to:
ity of customer information;
threats or hazards to the security or integrity of the information; and
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STANDARDS
OPERATIONS/MANAGEMENT

Standard 18
All data required to be reported to departments of insurance is complete and accurate.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Claim files Q
Underwriting files O

_ Regulated entity’s medical professional liability closed claim reports (if applicable) \

_ Regulated entity’s Market Conduct Annual Statement (MCAS) submissions 0\

Regulated entity’s responses to state-specific data requests

Others Reviewed
Statutory or regulatory authority for state-specific data requests 4 \
NAIC Model References \\

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Reglitatio )
Medical Professional Liability Closed Claim Reporting Model (

Market Conduct Surveillance Model Law (#693)

Review Procedures and Criteria

Interview the regulated entity’s personnel who prepare loss sta 1 reports, medical professional liability loss
reports, MCAS data and state-specific data requests; (nalyze regulated entity’s internal communications between
various departments which report same.

Determine that the regulated entity reviegys da ubsequent changes are made.

Determine if the regulated entity’s me ro al liability closed claims reports are accurate and reported
within the required time frame.

Request that the regulated entity cile closed claims reports, state-specific data requests and MCAS data with
the State Page of the annual stateme igclude payments, case reserves, and defense cost containment expenses,

and explain differences.

Request that the regu en cile closed claims reports to data provided on the standardized data request.
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B. Complaint Handling
1. Purpose

The NAIC definition of a complaint is “any written communication that expresses dissatisfaction with a
specific person or entity subject to regulation under the state’s insurance laws. An oral communication,
which is subsequently converted to a written form, would meet the definition of a complaint for this
purpose.” The examiner should review the regulated entity’s procedures for processing consumer or other
related complaints. Specific problem areas may necessitate an overall review of a particular segment of
the regulated entity’s operation.

If a regulated entity is using social media, the examiner should review the regulated entity’s policies and
procedures with regard to regulated entity handling of complaints received via social media, in which the
regulated entity is active.

2. Techniques
A review of complaint handling should incorporate both consumer direct complaints to he’r
entity and those complaints filed with the insurance department. The examiner should
regulated entity’s complaint register with a list of complaints from the insurance department
sample of complaints should be selected for review from the regulated entity’s complaint r
a register is not maintained, alternative methods of isolating complaints may be implemented.

type of complaints. The examiner should take into consideration the increase €
follows a catastrophe. Should the type of complaints generated be caus
measures should be instituted to investigate other areas of the regulated
include modifying the scope of examination to examine specific regulate

that typically
cern, specific

The examiner should review the NAIC Complaints Database Syste DS determine the regulated
entity’s complaint index, along with any adverse trends in complaiat vo e examiner may wish to
review complaint trends and the complaint index for the precedi

The examiner should review the final disposition of the co
has taken adequate steps to finalize the complaint.
in compliance with statutes, rules and regulations

ints etermine if the regulated entity
ine uld determine if the actions taken are

In states that have established a statutory or re dard of promptness, a study should be
conducted to determine how promptly the regulated e esponds to complaints, the adequacy of the
responses and what, if any, actions were take resolve the problems.

If the examination involves a deposito or their affiliates, it may also be regulated by a federal
agency, such as the Office of t e Currency, the Federal Reserve Board, the Office of
Thrift Supervision or the Fede tnce Corporation. In addition, banks may also be regulated
at the state level. If the state ha
any adverse trends or pattern of co to the examiners may be identified and relayed to the agency.

3. Tests and Standards

The complaint handlz
aspects of a gegula

icw wcludes, but is not limited to, the following standards addressing various
s operations. The sequence of the standards listed here does not indicate
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STANDARDS
COMPLAINT HANDLING

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Regulated entity complaint register Q
Insurance department’s complaint records O

_ Direct consumer complaints \

___ Complaints received electronically (i.e., via Internet or email) 0\

Others Reviewed

NAIC Model References

Model Regulation for Complaint Records to be Maintained Pursuant to th &ir Trade Practices Act
(#884)

Consumer Complaints White Paper

Unfair Trade Practices Act (#880), Section 4K L 4 \

Review Procedures and Criteria

All of the above should be reviewed to make sure the reg
e Recording all complaints (both consumer direct and 1
e Recording required information in the regulated entity co

Determine if the regulated entity complaint register s minimum standards as required by law. At a minimum,
the complaint register should include:
e Line of business;
e Function (underwriting, marke
e Reason for complaint (underwri

Automation Tip:
Most companies maintain this in
Request that this spreadsheet hg
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Obtain complaint data file from the insurance department (in whatever format available; e.g., ASCII text file,
Microsoft Access, etc.). Convert the data file to a format compatible to the spreadsheet/database from the
regulated entity. Compare the complainant name, claim number, policy number, etc., in both files to determine if
all of the insurance department complaints were correctly logged by the regulated entity.
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STANDARDS
COMPLAINT HANDLING

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Complaint handling procedure manuals O

Policy files &

Others Reviewed \\

NAIC Model References

L 4
Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Model Regulation (#902) &

Unfair Life, Accident and Health Claims Settlement Practices Model Regul #
Consumer Complaints White Paper

Review Procedures and Criteria *
Review the regulated entity’s manuals to verify that complaint proce exd

isfactory handling of complaints received,

0 require §
s complai

Determine whether there are sufficient procedures in plas
as well as internal procedures for analysis in areas develop

Determine whether there is a method for distribution of and obta and recording responses to complaints. This
method should be sufficient to allow response within (e time frame required by state law.

The regulated entity should provide a telephone e address for consumer inquiries.
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STANDARDS
COMPLAINT HANDLING

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

Apply to: All regulated entities
Priority: Essential
Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

Regulated entity complaint register

L 4
Complaint letter or email and regulated entity complaint response \
Supporting documentation (claim files, underwriting files, etc.) 0\

Regulated entity correspondence

Others Reviewed
L 4 \
NAIC Model References \K

Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Model Regliiatio )

Unfair Life, Accident and Health Claims Settlement Practices el la 903)
Consumer Complaints White Paper

Review Procedures and Criteria

Review complaints documentation to determine if the regulate response fully addresses the issues raised.
If the regulated entity did not properly address/resol e complaint, the examiner should ask the regulated entity
what corrective action it intends to take.

Criteria for reviewing complaint respon;
e The response is timely;

The response is complete and re

The response includes adequate doc tation to support the respondent’s position;

The respondent’s action appropriate’from a business practice standpoint;

The respondent’s actions ly with all applicable statutes, rules and policy or contract provisions; and

The appropriate remeds r sumer are identified.

S sues raised;
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STANDARDS
COMPLAINT HANDLING

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Complaint letter or email Q

Regulated entity response and supporting documentation &

Regulated entity complaint register \\
Others Reviewed 0

4
NAIC Model References \
Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Model Regulation (#9

Unfair Life, Accident and Health Claims Settlement Practices Model Regylgmon (
Consumer Complaints White Paper

Review Procedures and Criteria

Review complaints to ensure regulated entity is maintainj

Determine if the regulated entity’s response is timely. The &
time frame.

Automation Tip:
Most companies maintain this information in s
Request that this spreadsheet be copiedyin i
Using either an Excel spreadsheet or a{{icgos
the complaint was received and the date
application to identify those complaints whi
standard.

Q

C-based spreadsheet format, such as Lotus or Excel.
t for comparison with insurance department records.
5 database, calculate the number of days between the date
1on was sent to the complainant. Use the features of either
e number of days to resolve the complaint exceeds the statutory
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C. Marketing and Sales
1. Purpose

The Marketing and Sales portion of the examination is designed to evaluate the representations made by
the regulated entity about its product(s) or services. It is not typically based on sampling techniques. The
areas to be considered in this kind of review include all media (radio, television, videotape, electronic
medium, social media, etc.), written and verbal advertising and sales materials.

2. Techniques

This area of review should include all advertising and sales material and all producer sales training
materials to determine compliance with statutes, rules and regulations. Information from other
jurisdictions may be reviewed, if appropriate. The examiner may contact policyholders, producers and
others to verify the accuracy of information provided or to obtain additional information.

As with all of its advertising, regardless of the medium, every regulated entity is requir% to
procedures in place to establish and, at all times, maintain a system of control over the content, fofgn af
method of dissemination of all of its advertisements. All of these advertisements maintained e
regulated entity and authorized by the regulated entity are the responsibility of the regulated e

The exact same regulations and statutes (such as the Unfair Trade Practices Act (#880)) th ly to
conventional advertising also apply to Internet advertising. Bearing that in mind, whefi@lhe ex er is
reviewing a regulated entity’s Internet advertisements, it is important to also eguards

implemented by the regulated entity. .
All advertisements are required to be truthful and not misleading in fact or
content of an advertisement of a policy shall be sufficiently clear
advertisement shall not have the capacity or tendency to mislead Whetlier an advertisement
has the capacity or tendency to mislead or deceive shall be detedigged reviewing the overall
impression that the advertisement reasonably may be expecte cr on a person of average
education or intelligence within the segment of the public to whig th ertisement is directed.

i . The form and
o1d deception. The

3. Tests and Standards

The marketing and sales review includes, but is
aspects of the marketing and sales function. Thi
priority of the standard.

e 10llowing standards addressing various
e standards listed here does not indicate
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STANDARDS
MARKETING AND SALES

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

Apply to: All regulated entities
Priority: Essential
Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

All regulated entity advertising and sales materials, including radio and audiovisual items such
television commercials, telemarketing scripts, pictorial materials, social media or other electronic medi

4

Policy forms as they coincide with advertising and sales materials \
Producer’s own advertising and sales materials 0\

Regulated entity policies and procedures

Others Reviewed
£ \
NAIC Model References \\

Unfair Trade Practices Act (#880)
Advertisements of Life Insurance and Annuities Model Regulation(#570 ion 3B
Risk-Based Capital (RBC) for Insurers Model Act (#312), Section 8B

Life Insurance Disclosure Model Regulation (#580), Sectiop

Life and Health Insurance Guaranty Association Model A

Long-Term Care Insurance Model Act (#640)

Life Insurance Illustrations Model Regulation (#582)

Small Employer and Individual Health Insurance Availability MoSQFAct (#35)

Model Regulation to Implement the Individual Accidint and Sickness Insurance Minimum Standards Model Act
(#171), Section 7(H)(1)(a)(I)

Advertisements of Accident and Sickness Insur

Individual Health Insurance Portability Mode, , Section 5

Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)

Home Service Disclosure Model Act (#920)

Marketing Insurance Over the Iigerget White r

Group Health Insurance Standar

Medicare Supplement Insurance

Model Regulation to Implem,

The Use of Social Meglia in

tandards Model Act (#650)
edicare Supplement Insurance Minimum Standards Model Act (#651)
ite Paper
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IIPRC Uniform Standard References

1IPRC Standards for Individual Long-Term Care Advertising Materials (applicable to individual long-term care
products and associated advertising materials submitted and/or approved by the IIPRC)

Review Procedures and Criteria

Review advertising materials in conjunction with the appropriate policy form. If statistics are included, proper
citation should be included in the documentation.

Materials should not:
e Misrepresent the dividends or share of the surplus to be received on any policy;
e Make a false or misleading statement as to the dividends or share of the surplus previously paid on the
policy;
Misrepresent any policy as being shares of stock;

e Misrepresent policy benefits forms or conditions by failing to disclose limitations, exclusions,
reductions or use terms or expressions that are misleading or ambiguous; &

Make unfair or incomplete comparisons with other policies;
e Make false, deceptive or misleading statements or representations with respect to any pers egu
entity or organization in the conduct of insurance business; and

e  Offer unlawful rebates or inducements.
Materials should:
e Disclose the name and address of insurer;
e Comply with applicable statutes, rules and regulations; and V'S
e Cite the source of statistics used by the regulated entity.
Determine if the regulated entity approves producer sales materials and advertisi Ae if advertisements

or lead-generating calls falsely project the image that they were sent by a go e ency.

e Does the website disclose who is selling/advertising/serviv

e Does the website disclose what is being sold or advertised

e If required by statutes, rules or regulations, does the
entity/entities?

e Does the website reveal the jurisdictions where t
other mechanism (including, but not limited to, ide
an appropriate result?

For the review of Internet advertisements:
e Run an inquiry with the regulated entity’s na

’

gulated entity

s home page;

L]

e Identify all lines of business re
e Research the ability to request
provided is accurate; and
Review the regulated e
regulated entity requires

ity’s proced related to producers advertising on the Internet and ensure the
approval of the producer pages, if the regulated entity name is used.
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For the review of social media:

e Perform a search of social media sites with the regulated entity’s name;

e Identify social media sites in which the regulated entity is active;

e Review identified social media sites and verify any product information provided by the regulated entity
is accurate;

e Review the regulated entity’s policies and procedures to identify the personnel involved in monitoring the
regulated entity’s marketing and sales-related social media activity;

e Review the regulated entity’s policies and procedures for tracking marketing and sales-related social
media requiring regulated entity review; and

e If the regulated entity requires preapproval of producer advertising on the Internet, review the regulated
entity’s preapproval procedures to determine whether the regulated entity identifies marketing and sales-
related social media as also requiring regulated entity preapproval.

Automation Tip:

Enter a summary of all marketing materials of whatever description in an Excel spreadsheet. Capture thg
regulated entity’s name of the material; the form number, if any; the edition date, if any; source, if applicable;
media, such as Internet or direct mail. Include fields to note exceptions, such as unsupported statistics @pposs
misleading statements. Insert each possible violation/exception in a separate field. \
Statistics and statements are likely to be repeated in more than one “piece” of marketing materN
possible that one piece of marketing material will contain more than one violation/exception.

The spreadsheet will make it easier to track any repeated statements and to identify any m: ing Anaterial

containing apparent multiple violations/exceptions. Q
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STANDARDS
MARKETING AND SALES

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

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Regulated entity’s producer training manuals, videos and sales scripts O

Others Reviewed &

NAIC Model References

Producer Licensing Model Act (#218)

Life Insurance Disclosure Model Regulation (#580), Section SA(2) ) 4
Advertisements of Life Insurance and Annuities Model Regulation (#570) &\

Small Employer and Individual Health Insurance Availability Model Act (#35)

Individual Health Insurance Portability Model Act (#37), Sections 11D and
Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)
Advertisements of Accident and Sickness Insurance Model Regulat‘on #£0)
Group Health Insurance Standards Model Act (#100)

Long-Term Care Insurance Model Act (#640)
Medicare Supplement Insurance Minimum Standards Mode, i\
Model Regulation to Implement the Medicare Supplemen, wwimum Standards Model Act (#651)

Review Procedures and Criteria

Review all producers’ training materials for compliapf€ with state statutes, rules and regulations.

Review materials for references to employing upimmdi

)

The examiners should be aware of the resul the review of common consumer complaints against the regulated
entity, as that could point towardgorgblems in thi®?area.

ination tactics or avoiding statutory compliance.

Determine whether producers’ prepare itted and, if so, under what conditions and controls.
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Automation Tip:

Enter a summary of all training materials of whatever description in an Excel spreadsheet. Capture the regulated
entity’s name of the material; the form number, if any; the edition date, if any; source, if applicable; and media,
such as video, sales script, etc. Include fields to note exceptions, such as incomplete disclosure or possible
misleading statements. Insert each possible violation/exception in a separate field.

Statistics and statements are likely to be repeated in more than one “piece” of training material. It is also possible
that one piece of training material will contain more than one violation/exception.

The spreadsheet will make it easier to track any repeated statements and to identify any training material
containing apparent multiple violations/exceptions.
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STANDARDS
MARKETING AND SALES

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

Apply to: All regulated entities
Priority: Essential
Documents to be Reviewed

_ Applicable statutes, rules and regulations

_____ Bulletins, newsletters and memos O

Organizational chart of marketing division &

Others Reviewed \\
NAIC Model References S
Unfair Trade Practices Act (#880) \

Small Employer and Individual Health Insurance Availability Model Act (#35) \

Title Insurers Model Act (#628)
Title Insurance Agent Model Act (#230)
Group Health Insurance Standards Model Act (#100)

Long-Term Care Insurance Model Act (#640)
Medicare Supplement Insurance Minimum Standards Model Act @5
Model Regulation to Implement the Medicare Supplement Insurguce i ndards Model Act (#651)

Review Procedures and Criteria

Review written and electronic communication between the Sg entity and producers in accordance with
applicable statutes, rules and regulations.

Determine if communication includes references to &es, rules and regulations.
Determine if communication conforms ales Examination Standard #1 in this chapter when

referencing advertising and sales.

Determine if the regulated entity uses emai ommunicate with producers. The examiner should ask to review
saved, stored or archived email that avas broadcat to the sales force.
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Automation Tip:

Enter a summary of all producer communications of whatever description in an Excel spreadsheet. Capture the
regulated entity's title or subject line for the communication, the date of the communication, source of the
communication, etc. Include fields to note exceptions, such as misleading statements or instructions to producers
that are in conflict with statutes or regulations. Insert each possible violation/exception in a separate field.

Statistics and statements are likely to be repeated in more than one regulated entity communication. It is also
possible that a single regulated entity communication will contain more than one violation/exception.

The Excel spreadsheet will make it easier to track any repeated statements and to identify any regulated entity
communications containing apparent multiple violations/exceptions.
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D. Producer Licensing
1. Purpose

The producer licensing portion of the examination is designed to test a regulated entity’s compliance with
state producer licensing laws and rules. The focus of the standard relating to producer accounts current is
to aid in the detection of fraud or misuse of funds held by the producer in a fiduciary capacity.

2. Techniques

The examiner should review and compare information obtained from insurance departments and regulated
entity records pertaining to licenses held by individuals or entities soliciting business on behalf of the
regulated entity. Information related to producer licensing may be obtained from the NAIC State Producer
Licensing Database (SPLD). In addition to aggregate listings of licensed/appointed/terminated producers,
compliance with producer licensing statutes should be verified during the review of individual polic
files, which take place during other portions of the examination (see Section F Underwriting and Ratz
in this chapter). &

The examiner should compare information obtained from insurance departments and re
records pertaining to the licenses held by individuals or entities soliciting business on b
regulated entity. Insurance department records may be obtained through the NAIC SPLD, e
actively submitting information to the database. The SPLD contains information about a ucer’s
license and any appointments they have with a regulated entity.

3. Tests and Standards

L 4

The producer licensing review includes, but is not limited to, the followin ari ed to producer
licensing. The sequence of the standards listed here does not indicate prio% ndard.

R
&
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STANDARDS
PRODUCER LICENSING

Standard 1

Regulated entity records of licensed and appointed (if applicable) producers and in jurisdictions where
applicable, licensed company or contracted independent adjusters agree with insurance department
records.

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations Q
Insurance department listing of producers and, if applicable, adjusters or the SPLD (State Prod
Licensing Database) &

Regulated entity listing of currently licensed and/or appointed producers and, if applicable, a rs

Regulated entity listing of commissions
Others Reviewed
L 4 \< ’
NAIC Model References \
#

Mass Marketing of Property and Liability Insurance Model Regulation (

Producer Licensing Model Act (#218) PN

Title Insurance Agent Model Act (#230)

Independent Adjuster Licensing Guideline (#1224)

Reconcile above regulated entity lists with correspondr ce department lists to determine any
discrepancies. If the state is actively participating in the State Pr er Licensing Database (SPLD), the examiner
should validate the producer’s or adjuster’s licensurgfstatus through the SPLD in lieu of obtaining a hardcopy of
the producer’s or adjuster’s license.

Review Procedures and Criteria

Determine that any producer writing buga iorl with a mass marketing plan is appropriately licensed.

Refer discrepancies to appropriate divisi surance department.

326 © 2006-2019 National Association of Insurance Commissioners



Chapter 20—General Examination Standards

Automation Tip:

Obtain from the regulated entity a list of all producers licensed and appointed at any time during the examination
period, and, where applicable, all company or contracted independent adjusters licensed at any time during the
examination period. Include the producer’s or adjuster’s National Producer Number (NPN) or, if unavailable,
Social Security number, Federal Employer Identification number, name, address, licensed date, appointed date,
type of license, and internal regulated entity or employee number for the producer. Obtain from the insurance
department’s licensing division a similar list. Obtain from the regulated entity a list of all producers who received
commission during the examination period. Include the producer’s National Producer Number (NPN) or, if
unavailable, Social Security number, Federal Employer Identification number, name, address, licensed date,
appointed date, type of license, date first commission received and internal regulated entity or employee number
for the producer. Obtain from the regulated entity a list of all new business written during the examination period.
Include the date the policy was issued and the producer’s internal regulated entity or employee number.

e Compare the regulated entity’s producer and adjuster licensing list to the insurance department’s licensed
producers list by comparing National Producer Numbers (NPN) or, if unavailable, Social Security
numbers, Federal Employer Identification numbers, extracting any producers on the regulated entity’s list
who are not on the insurance department’s list;

e Compare the regulated entity’s commissions list to the insurance department’s licensed produggys lis
comparing National Producer Numbers (NPN) or, if unavailable, Social Security numbers, &gd
Employer Identification numbers, extracting any producers on the regulated entity’s list w n
the insurance department’s list. Also compare commission first earned dates to the insurance en

ny

license/appointment dates to see if commissions were earned prior to license/appointment d

list by comparing National Producer Numbers (NPN) or, if unavailable, Social Security
Employer Identification numbers or internal regulated entity/employee ,numk
producers on the regulated entity’s list who are not on the insurance departiel \MAlso compare
policy issued date to the insurance department’s license/appointment date&o SeCUAD 5 were written
prior to license/appointment date. This may need to be cross-reference tl pulated entity’s
licensed producer list to correlate the producer’s National Producer ber N) and the internal

regulated entity/employee number.

L 4

NS
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STANDARDS
PRODUCER LICENSING

Standard 2
The producers are properly licensed and appointed and have appropriate continuing education (if required
by state law) in the jurisdiction where the application was taken.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

_ New business application

~ Insurance department listing of licensed and/or appointed producers or the State Producer’iceno
Database (SPLD)

Copy of producer’s license or electronic verification of producer’s license via the S &X
Licensing Database (SPLD) 6

Regulated entity listing of all currently licensed and/or appointed producers

Notice of appointment

I P 'S
Regulated entity procedures for appointing a producer \
Regulated entity list of commissions paid by line of business \\

Others Reviewed
L 4 \a. ’

NAIC Model References

Producer Licensing Model Act (#218)

Title Insurance Agent Model Act (#230)
Unfair Trade Practices Act (#880)
Long-Term Care Insurance Model Act (#640)

Review Procedures and Criteria
Review the regulated entity’s procedures fo! appointment of producers.

Review the producer’s license an appointment records. Determine if the appointment was effective within 15
days of the producer writing busi bghalf of the regulated entity.

e types of business he/she is eligible to solicit. Determine if the producer is
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Determine that the producer has met continuing education requirements and, if appropriate, has met the producer
training requirements for selling long-term care insurance.

Identify the producer of each selected policy and determine proper licensure and appointment (if required).

Automation Tip:

Obtain from the regulated entity a list of all producers licensed and appointed at anytime during the examination
period. Include the producer’s National Producer Number (NPN) or, if unavailable, Social Security number or
Federal Employer Identification number, name, address, licensed date, appointed date, type of license and internal
regulated entity or employee number for the producer. Obtain from the insurance department’s licensing division
a list of all producers licensed and appointed at any time during the examination period. Include the producer’s
National Producer Number (NPN) or, if unavailable, Social Security number or Federal Employer Identification
number, name, address, licensed date, appointed date, applicable jurisdictions and type of license. Obtain from the
regulated entity a list of all applications taken during the examination period. Include the date the application was
taken, the producer’s internal regulated entity or employee number and the jurisdiction where the application was
taken. Compare these files using National Producer Numbers (NPN) or, if unavailable, Social Security numb

or Federal Employer Identification numbers and internal regulated entity/employee number for the pr(‘ucer
jurisdictions. Extract any producers who took applications from jurisdictions where they w
licensed/appointed. \
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STANDARDS
PRODUCER LICENSING

Standard

Termination of producers complies with applicable standards, rules and regulations regarding notification
to the producer and notification to the state, if applicable.

3

Apply to:

Priority:

All regulated entities

Essential

Documents to be Reviewed

Regulated entity listing of producer terminations for examination review period &

Applicable statutes, rules and regulations

Regulated entity/agency contracts O
Regulated entity listing of commissions \\
Insurance department listing of terminations 0

Copies of individual termination notifications sent to terminated producers

Copies of individual termination notifications sent to insurance departmeat
Others Reviewed \

Producer Licensing Model Act (#218)

NAIC Model References L \@

Title Insurance Agent Model Act (#230)

Review Procedures and Criteria

Reconcile
if payouts

Refer any discovery of terminated produc
insurance department.

330

the regulated entity’s listing of producer tefiiinations with the listing of commissions paid to determine
are being made properly to terminated pr ers.

ghlated entity to producers to determine compliance with
&0 ¢lval commissions.
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STANDARDS
PRODUCER LICENSING

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

__ Applicable statutes, rules and regulations

~ Listing of appointments and terminations for examination review period

~ Listing of producer appointments by line of business (if applicable) by producer’s business ZIP4pde O
Listing of terminations by line of business (if applicable) by producer’s business ZIP code \

Regulated entity market plan or synopsis
Others Reviewed

NAIC Model References K
Unfair Trade Practices Act (#880)
Review Procedures and Criteria L 4 : @

Compare the number of appointments/terminations for the ic iod with previous review period and,
if difference is significant, determine the reason(s).

Review the regulated entity’s marketing plan.

Review ZIP code listings to determine the placemef of producers and if there is evidence of under-served or
over-served geographical areas.

Automation Tip:
Obtain from the regulated entity a list

internal reglilated entity or employee number for the producer. Extract a list
of all producers that were license ointed and/or terminated during the examination period. Run a count on the
number of producers that are license inted by ZIP code or county and a count on the number of producers

nty n a count on the original file by ZIP code or county. A comparison of
¢ dinties that are under-served or over-served.

the counts may show ZIP ca
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STANDARDS
PRODUCER LICENSING

Standard §
Records of terminated producers adequately document reasons for terminations.

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity listings of terminated producers for examination review period Q
Regulated entity individual files of terminated producers Q

4

Insurance department’s list of acceptable reasons for terminations \
Others Reviewed 0\
NAIC Model References ’\Q

Producer Licensing Model Act (#218)

Title Insurance Agent Model Act (#230) \
Review Procedures and Criteria \
Determine reasons for producer terminations. L 4 @
Review all or sample of individual terminated producer file \

Review above documents for inadequately or inaccurately<ig ¢(termination reasons. If necessary, refer to
the appropriate division within the insurance department.

Compare the regulated entity’s listing of producer terfiinations with NIPR to ensure accuracy in reporting.

Determine if the insurance department is notifi tion for cause (if applicable).

Automation Tip:

Obtain from the regulated entity a list 1 rs terminated at any time during the examination period.
Include the producer’s National Producer ber (NPN) or, if unavailable, Social Security number, Federal
Employer Identification numb ame, addreds, termination date and reason for termination. Review the

regulated entity’s files for these p, cers to determine if the terminations were adequately documented.
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STANDARDS
PRODUCER LICENSING

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

__ Applicable statutes, rules and regulations

~ Listing of producer accounts current exceeding contract limits Q
_ Producer and/or agency contracts O

Others Reviewed \\

NAIC Model References 0

Producer Licensing Model Act (#218) ’Q

Title Insurance Agent Model Act (#230) \

Unfair Trade Practices Act (#880)

Insurance Fraud Prevention Model Act (#680) K
Review Procedures and Criteria
Review listing of producer accounts current. L 4 \@

Discuss excessive balances with the regulated entity.

Accounts current exceeding contract limits may indicate prgiu dling of funds.

Refer to appropriate division within the insurance department.
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E. Policyholder Service
1. Purpose

The policyholder service portion of the examination is designed to test a regulated entity’s compliance
with statutes regarding notice/billing, delays/no response, and premium refund and coverage questions.

2. Techniques

While larger companies may have a full staff to handle policyholder service, smaller companies may well
do policyholder service as a function of the claims or underwriting department.

Policyholder service departments vary from regulated entity to regulated entity. Some companies do only
what is required of them by state statute (i.e., notification of the toll-free number or policyholder
complaint telephone number). In contrast, some actually contact policyholders that have had occasion t;

deal directly with the regulated entity, such as presenting a claim or requesting a policy change.

It is important that the examiner check with the examination coordinator to determine W

policyholder service function lies and then apply the following tests to determine the effecti@
unit.

3. Tests and Standards

The policyholder service review includes, but is not limited to, the following sts ds to the
adequacy and level of policyholder service provided by the regulated erl jquence of the
standards listed here does not indicate priority of the standard. L 4

N
q\ﬁ
0\
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STANDARDS
POLICYHOLDER SERVICE

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

Apply to: All regulated entities
Priority: Essential
Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

Underwriting files
Underwriting procedure manuals ’\O

Others Reviewed

NAIC Model References S
Improper Termination Practices Model Act (#915)
Property Insurance Declination, Termination and Disclosure Model Act (#720) K

Automobile Insurance Declination, Termination and Disclosure Model Act ( )
Universal Life Insurance Model Regulation (#585), Section 7F

Review Procedures and Criteria

L 4

N ling renewals are in accordance

endorsellents were sent timely, and not at audit or

Check renewal business to determine if the regulated entity’s proce
with state guidelines.

Check underwriting files to determine if premium notice:
policy expiration.

Check mailroom for billings sent out by the regulatedf¥ntity to ensure timeliness.

Automation Tip:
Obtain from the regulated entity a data &le offa
number, the date the notice was gen{fatg

ellations due to nonpayment. Include in the file the policy
and the effective date of the cancellation. Using either a
spreadsheet or database (if the file is q 'ACL), calculate the number of days between the date the
regulated entity represents the notice was geiggated/mailed and the effective date of the cancellation. Using ACL
or some other sampling softwarfy sglect a sampi2 of cancellation and premium notices that appear to conform to
state requirements. Request docu ation that the notice was mailed on the date reported by the regulated entity.
Also extract a report of all notices, Va@ich apparently fail to comply with state requirements and submit to the
regulated entity for explanati
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STANDARDS
POLICYHOLDER SERVICE

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

__ Applicable statutes, rules and regulations

_ Underwriting manuals Q
Insured’s request for cancellation O

_ Cancellation notices \

___ Procedure manuals 0\

Underwriting files

Others Reviewed
4 \
NAIC Model References \K

Unfair Trade Practices Act (#880) ® %
Review Procedures and Criteria \

anner without excessive paperwork

Determine if insured-requested cancellations are hand
requirements for the insured.

Perform a time study on policy issuance to determine that pOif€s and endorsements are issued in a timely

manner.
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STANDARDS
POLICYHOLDER SERVICE

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity correspondence files O

Electronic correspondence &

Policy/Underwriting files \\
Others Reviewed 0
L 4
NAIC Model References K\
903)

NAIC Insurance Information and Privacy Protection Model Act (#670)

Unfair Claims Settlement Practices Act (#990)

Unfair Property/Casualty Claims Settlement Practices Model Regulation 2)
Unfair Life, Accident and Health Claims Settlement Practices Model Regllatj,
Title Insurers Model Act (#628)

L 2
Title Insurance Agent Model Act (#230) \

Review Procedures and Criteria
Review correspondence to ensure that the response was made propriate department.
Ensure the original question or problem was properlyddressed in a timely manner.

Determine if the regulated entity responds to igmmpicic m the applicant regarding the specific reason(s) for
adverse underwriting decisions.

Review correspondence contained in th ic om the regulated entity to determine appropriateness and
timeliness of handling.
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STANDARDS
POLICYHOLDER SERVICE

Standard 4

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

Apply to: All regulated entities

Priority: Recommended
Documents to be Reviewed
_ Applicable statutes, rules and regulations Q
_ Assumption reinsurance agreements O
~ Order of insurance commissioner approving assumption reinsurance agreement \
__ Notice of transfer sent to policyholders, producers and brokers \
~ Response card sent to policyholders Q
_ Written regulated entity procedures for handling inquiries regarding the assgmpti sa and for
processing the policyholders’ response cards *
Others Reviewed \Q

NAIC Model References L \%

Assumption Reinsurance Model Act (#803)
Review Procedures and Criteria

According to the model act, “assumption reinsurance agreement ns any contract which both:
e Transfers insurance obligations and/or riski of existing or in force contracts of insurance from a
transferring insurer to an assuming insurer;
e [s intended to affect a novation of the
insurer becomes directly liable {gthe

ontract of insurance with the result that the assuming
ers of the transferring insurer.

Determine if any assumption reinsuranc
Obtain a list of policyholders co by any asSdmption reinsurance agreements in order to determine sample.

Determine if the class of policyhalde e of product was covered by the assumption reinsurance agreement.

ceived the notice of transfer and the response card and that each includes
appropriate language.

338
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Determine whether the regulated entity appropriately handled a policyholder’s right to reject the transfer.
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STANDARDS
POLICYHOLDER SERVICE

Standard §
Policy transactions are processed accurately and completely.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed
_ Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)
~ Regulated entity correspondence files Q
_ Policy underwriting files involving nonforfeiture, surrenders, benefit changes, existing policy cipnges Q

other post-issue transactions \
Others Reviewed 0\
NAIC Model References ’\Q

Modified Guaranteed Annuity Model Regulation (#255), Section 6B(1)(b)

Consumer Credit Insurance Model Act (#360) \
Review Procedures and Criteria
Ensure proper documentation is maintained for the following: ¢ @

e  (Cash surrenders; \

e Policy loans;
e Bank draft acceptance and clearance; and
o

Beneficiary changes.
Ensure that policyholder requests are processed as soogas reason possible.
Ensure that matured endowments are processed w ue. Determine if the regulated entity takes appropriate
steps to notify policyholders of guaranteed optigh® se additional insurance.

Premium refunds for modified guarant
or state law, for calculation of refunds i i day right to return” periods for life products, which include a
separate account.

For credit insurance, if a debt is nced prior to the scheduled maturity date, the in force insurance must be
terminated before any new ins e d.
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STANDARDS
POLICYHOLDER SERVICE

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

Apply to: All regulated entities

Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
Schedule F of the annual statement Q
Policies scheduled for matured endowments 0

Others Reviewed

Underwriting files \
Unpaid payees of returned benefit checks 0\

NAIC Model References
Review Procedures and Criteria \

Determine if the regulated entity has made reasonable attcm‘ts tofloc neficiaries, policyholders and

recipients of unclaimed properties. \
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STANDARDS
POLICYHOLDER SERVICE

Standard 7
Unearned premiums are correctly calculated and returned to the appropriate party in a timely manner and
in accordance with applicable statutes, rules and regulations.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

Policy contract

4

Notice of cancellation/nonrenewal \
Refund check or complete documentation of refund, if canceled check information is mai N

mainta
computer system
Others Reviewed
4 \< ’
NAIC Model References \
Consumer Credit Insurance Model Regulation (#370)
Universal Life Insurance Model Regulation (#585) @

Review Procedures and Criteria \

Calculate the unearned premium (short rate, pro rata its ‘method) in accordance with policy
provisions or state law.

Verify that refunds provided to producers are properly distributed

Verify that unearned premiums were returned to the red in a timely manner.

app, ﬁ ce [00k” periods.
For credit insurance:

e If the creditor has opened a line of it for a debtor and is charging for the line of credit rather than the
amount of debt (i.e., it cards), atWthe debtor’s death the insured amount due is the amount of
established credit against ium was last charged,;

e If a debtor prepays the debt 1 any credit insurance shall be terminated and an appropriate refund of
premium shall be paj lited to the debtor; and

e In the event charge may be made for the first 15 days of a month and a full month may
be charged for

Verify that the regulated entity adheres
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F. Underwriting and Rating

1. Purpose

These standards, in general, apply to insurance companies, although some or all of these standards may be
applicable to other regulated entities to the extent that they address functions that have been delegated to
them by insurance companies.

The underwriting portion of the examination is designed to provide a view of how the regulated entity
treats the public and whether that treatment is in compliance with applicable statutes, rules and
regulations. It is typically determined by testing a random sampling of files and applying various tests to
the sampled files. It is concerned with compliance issues. The areas to be considered in this kind of
review include:

© 2006-2019 National A
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Rating practices;
Underwriting practices;

Use of correct and properly filed and approved forms and endorsements;
Termination practices; &
Unfair discrimination; \

Use of proper disclosures, buyers’ guides and delivery receipts;
Reinsurance; and

. Statistical coding. \
2. Techniques

During an examination, it is necessary for examiners to review a numbOad
including:

Rating manuals and rate cards;
Rate classifications;

Symbol manuals or tables; &
Rating systems filed with regulators;
Payment plans;
Minimum premiums; 3

Policy fees;

Discounts;

Dividend rating plans;

Regulated entity automated rating systems,

Rating materials provided to producers;

Reinsurer policies/treaties;

Reinsurer guidelines and manuals;

Documentation of required discle

Underwriting manuals, guide and classification manuals;
Medical unde o manuals;

icy and certificate files;
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Rescission files;

Underwriting guidelines;

Sample of premium audit files;

Applicable policy forms and endorsements and summaries;
Producer licensing information;

Group trust and association arrangements where applicable;
Producer compensation agreements where applicable;
Statistical reporting requirements; and

Underwriting files content and structure.

For purposes of this chapter, “underwriting file” means the file or files containing the new business
application; renewal application; rate calculation sheets; billings; audits, including binders; engineering
reports; inspection reports; risk or hazard investigative or evaluation reports; motor vehicle reports
(MVRs); credit reports; all underwriting information obtained or developed; policy declaration page:
endorsements; premium finance agreements with regulated entities activities; cancellation
reinstatement notices; correspondence; and any other documentation supporting selection, clagyificat

rating or termination of the risk. \
In selecting samples for testing, personal lines should generally not be combined with co line

These two areas are generally not homogeneous, and conclusions or inferences to be fro e
results of sampling may not be valid if combined. The examiner should be familiar wi

underwriting information, and the quality controls for the issuance (()‘D
premium statement/billings. The list of files from which a sample is t

through a computer run or in some cases through a policy register coverin
the notice or call of examination.

Determine the regulated entity’s policy population (policy count) b iness. Review a random

selection of business for application of a particular test or apply spaggfic t a census population using
automated tools. (In the event specific files are chosen for a tagfCt reagay, the examiner must be certain
the examination results are clearly identified as being thi et $tlection.) The examiner should
maintain a list of the various tests to be applied to each file 11ihe s . This will aid in consistency by

ensuring that each test is considered for each file in

If exceptions are noted, the examiner must dete 2 if the exdiption is caused by such practices as use of
faulty automated rating systems, or development of or vaguely worded manuals or guidelines.
When exceptions are noted, it is advisable to dete e scope and extent of the problem. The
examiner responses should maximize objftivity; the examiner should avoid replacing examiner
judgment for regulated entity judgment.
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a. Rating Practices

It is necessary to determine if the regulated entity is in compliance with rating systems that have
been filed with, and, in some cases, approved by the various state insurance departments. Where
rates are not required to be filed with an applicable regulatory agency, it is prudent to determine if
rates are being applied consistently and in accordance with the regulated entity’s own rating
methods. In general, rates should not be unfairly discriminatory. Wide-scale application of
incorrect rates by a regulated entity may raise financial solvency questions or be indicative of
inadequate management oversight. Deviation from established rating plans may also indicate a
regulated entity is engaged in unfair competitive practices. Inconsistent application of rates,
individual risk premium modifications, modification factors and deviations can result in unfair
discrimination.

The procedure for determining adherence to rates filed or used by a regulated entity varies
between personal lines and commercial lines. There can also be considerable variation by kind of
insurance. The examiner should become familiar with the regulated entity’s policy form numbyg
or other identification procedures, inasmuch as references may be made to such '
procedures in lieu of having the particular form attached. If policies are issued by an au
system, the examiner should manually rate policies based on a selection of variou

various territories to verify that the computer has been programmed correctly. Once t

order to determine that they have been rated correctly. If rating exceptio
examiner must determine if the exception is caused by such practices as usg
rating systems, or development of improperly or vaguely word
exceptions are noted, it is advisable to determine the scope and extdt o

When possible, the examination team should make use of ai sotgare ‘to verify correct
application of specific rating components. This allows for T roughWeview and can save
time during the examination process. All new automated ai apprggtions that are developed

should be submitted to the NAIC File Repository, in order to a ip, building a comprehensive
set of audit programs.

1Ssu, licies, should be reviewed. By
ther the regulated entity is updating
(VIN) symbol changes or property
ses where initial year premium rates were

Rating practices of renewal policies, as well as ne
reviewing renewal policies, the examiner g i
rating components, such as vehicle-ide
protection class changes. The examiner €
set at artificially low levels for competitive

The complexity of rating systems vagi
way of documentation focused on
complex that appropriate determi
generally more true of comm
that the underwriting
applied to a policy.
discrimination.

greatly tfom line to line. Some lines require little in the
appropriate use of the rating system. Some systems are so

is difficult if a worksheet is not maintained. This is
it is for personal lines. The examiner should ensure
ficient information to support the rates that have been
e more complex systems is the concern for unfair

Examiners may ‘@h to review situations involving multiple related companies under common
underwriting matiag@gent for issues involving unfair discrimination between similarly situated

@ les also may be involved if there are indications of two or more unrelated
¢ g to conspire to monopolize an insurance market.
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b. Underwriting Practices

The examiner should review relevant underwriting information; e.g., the regulated entity’s
underwriting guidelines, underwriting bulletins, declination procedures, agency agreements and
correspondence with producers. Interoffice memoranda and regulated entity minutes, which may
furnish evidence of anti-competitive behavior, may also be requested. In addition to reviewing the
content of the above information for indications of unfairly discriminatory practices, the
examination team also will use the above information to determine regulated entity compliance
with its own manuals and guidelines. The examiner should confirm that the regulated entity’s
underwriters and producers consistently apply the regulated entity’s guidelines for all business
selected or rejected. The examination team should verify that the regulated entity has correctly
classified insured individuals.

File documentation should also be sufficient to support underwriting decisions made.
Underwriting decisions that are adequately documented generally afford management of the
regulated entity the opportunity to know what business it has selected through its underwri
and producers. The examiner should verify that properly licensed and appoint@ (W
applicable) producers have been used in the production of business.

Underwriting guidelines may vary by geographic areas in the jurisdiction and, th%

guidelines should be reviewed for each regional office being examined.
Any practice suggesting anti-competitive behavior may involve legal conside s th ould
b a

be referred to insurance department counsel. Ultimately, the informatio y be
useful in drafting legislation or regulations.

In some lines of business, a survey of nonstandard (e.g., surplus line ke consent-to-rate
filings) and residual markets (e.g., FAIR—Fair Access to Insuranf¢ Reg@rentents Plan, JUA—
Joint Underwriting Association and high-risk health pools) gay, ide soni¢ insight into general

industry underwriting practices.

c. Use of Correct and Properly Filed Forms and Endorsem
L 4
The examination team should verify that all policy orsements used have been filed
with the appropriate regulatory authority, 4 jcal ditionally, the examination team

s a
foths and endorsements. The examiner
endorsements. If coverages and riders

If the forms have been approved 4 the Interstate Insurance Product Regulation Commission
(ITPRC), the examiner should veri at the compacting state was included in the ITPRC-
¢ marketed has a prefix of “ICCxx” (where “xx”
was submitted for filing). If [IPRC-approved forms are
being used or mixed a forms approved by the compacting state, the examiner
may wish to verify the pproved by the compacting state were identified on the statement

ed to the IIPRC. Compacting states have access through the NAIC System
for Electronic R d Form Filing (SERFF) to product filings submitted to the IIPRC for
approval and th spective state or jurisdiction and can use the export tool in SERFF to

extract rele @ nation.
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d. Termination Practices

The examiner should review the regulated entity’s declination, cancellation and nonrenewal of
policy practices to determine compliance with applicable statutes, rules and regulations and to
determine conformance with regulated entity rules, guidelines and policy provisions.

The review of cancellation and nonrenewal practices in a particular line of insurance should
involve a request for the underwriting file for each policy selected from the random sample of
canceled policies. For nonrenewals, the examiner should select the sample from the expiration
list. Cancellations of specific lines of business have unique requirements. The sampling should be
completed separately for each product line in order to get a fair sampling for each line of business
to be reviewed. The examiner should review material submitted to determine that the

cancellations comply with statutory provisions and policy provisions.

Cancellation processing for nonpayment of premium should include a formal notice to the
insured. Some companies use the last billing notice as the cancellation notice. If this is the ¢
that billing notice must clearly state the effective date of termination of coverage, thgnsur
rights to an explanation, as provided by statutes where required, and a concise statemengpof
reason for termination of coverage. Make sure that the loss payee is receiving a cop € e
notice, or separate notice from the regulated entity, to advise that coverage is being inat

Refer to the specific statute and rule that applies.

The accuracy of return premiums on canceled policies and, in particular, pro

return of premiums should be verified. When coverage other than homeo ol
request of the insured, short rate methodology should be used. C&ile
regulated entity and all homeowner cancellations should be pro ratdy

pitiated by the

The examination team should review reinstatement offers and detefiiine t thie regulated entity
practice is for offering reinstatement. Additionally, the exgmipa team Sdould be mindful of

billing practices that may encourage policy lapses.

e. Declination Practices
The examiner should review the regulated entity?s linat} f policy practices to determine
compliance with applicable statutes, rules la and to determine conformance with
regulated entity rules and guidelines. “D 1ud®® only refusal of an insurer to issue a
policy upon receipt of a written nonbirf¢ or written request for coverage from a
producer or an applicant, or the refusal of a I broker to transmit to an insurer a written
nonbinding application or written request for cd

Insurers should maintain declinatidgifiles and producers should maintain files on declinations
made on behalf of the regulated enti he applicant must be provided with a written, specific
reason for the declination.

The review of declinat rai particular line of insurance should involve a request for
the underwriting file poticy selected from the random sample of declinations. The
sampling should be complete arately for each product line in order to get a fair sampling for

ss to be reviewed. The examiner should review material submitted to
inations are in compliance with the applicable rules and regulations and in
and guidelines for the specific line of business.

each line of b
determine that th
conformance e
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Reinsurance

Most state statutes include a feature that for many lines of business the regulated entity is not
permitted to place more than 10 percent of its surplus to policyholders at risk on any one
placement of insurance. While this is primarily a solvency issue, it is one that market conduct
examiners are in an ideal position to test in view of the sampling of underwriting files utilized for
other tests.

Adherence to the requirement is easy to test but requires familiarity with the structure and content
of the reinsurance treaties covering the business written by the regulated entity. This item is
particularly important for companies that hold minimal policyholder surplus accounts (i.e.,
surplus of less than $10 million). It may also reflect on the care the regulated entity’s
management places on its selection of business, and represent a danger to the financial health of
the regulated entity. Errors in this area should result in alerts to the insurance department’s
financial examiners. Any tests of this type must be coordinated with the state’s financial

examiners.
3. Tests and Standards ¢
The underwriting and rating review includes, but is not limited to, the following standar%
lis

various aspects of the regulated entity’s underwriting activities. The sequence of the stand
does not indicate priority of the standard.
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STANDARDS
UNDERWRITING AND RATING

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
New business application O

All underwriting information obtained &

Rating manuals \\
Policy declaration page 0

Underwriter’s file or notes on a system log

Others Reviewed
L 4 \< ’
NAIC Model References \

Property and Casualty Model Rating Law Guideline (File and Usa/ 'S1 173%)
io
N
N (#

Property and Casualty Model Rating Law Guideline (Prior Apprava 780)
ensed) (#777)

)

Individual Health Insurance Portability Model Act (#37), Sectms SAOH, 51, 5K, 7 and 9
Medicare Supplement Insurance Minimum Standards
Model Regulation to Implement the NAIC Medicare
Guidelines for the Filing of Workers’ Compensation
Guidelines for Regulations and Legislation o
Organization Arrangements (#1950

plement Insurance Minimum Standards Model Act (#651)
e Deductible Policies and Programs (#1970)
. Compensation Coverage for Professional Employer

Review Procedures and Criteria

Verify all rating factors, inclygding class, tefiftory, symbol assignment, surcharges, deductible factors and
increased limit factors.

istS; review what procedures the regulated entity has in place to determine
1s given to issue the policy.

If no source document applj
the accuracy of the i

Calculate the policy pre to verify it is in accordance with filed rates.
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Verify that the proper rules are being used.

Verify that the filed implementation date is used uniformly, including at different branches.
Confirm that rates in use were filed and approved prior to use, where required.

Confirm that rates in use have been submitted as required, if system is other than prior approval.
Verify the basis of premium is correct.

Verify that the protection classes and other rating factors are correct.

Verify that the rating rules are properly utilized. The examiner should be alert for incorrect interpretation of rating Q
rules.

When conducting an examination on workers’ compensation, it is recommended that separate sample:@
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicablewmd

accounts.

Automation Tip:

Obtain from the regulated entity a data file that contains new business written during the examinatid@goeri

file should contain policy number, policy form, address, territory code or any other rating fa that is
standardized by the regulated entity. Obtain from the regulated entity a data file that contains i
rating factors. For example, if the regulated entity underwrites by county, then obtain a datagfile ains the
county codes and a new business file that contains the policyholder’s county. Compdi

appropriate rating code is being applied. Since variations can happen, ask for explafatio
error rate is unacceptable.

NS
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STANDARDS
UNDERWRITING AND RATING

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)
Underwriting or policy files
L 4
Lapsed policies \
Rating/Quote information provided electronically 0\

Others Reviewed

NAIC Model References

Cancer Insurance Shopper’s Guide

Model Regulation to Implement the Small Employer Insurance Portability, el 19)

Small Employer and Individual Health Insurance Availability Model Actfi#3

Accident and Sickness Insurance Minimum Standards Model Act (#170), on

Model Regulation to Implement the Accident and Sickness Ilpsura i
Sections 8A(10) and 8A(11)

Consumer Credit Insurance Model Act (#360)

Individual Health Insurance Portability Model Act (#37),

Unfair Trade Practices Act (#880)

Long-Term Care Insurance Model Act (#640)

Long-Term Care Insurance Model Regulation (#641

Life Insurance Disclosure Model Regulation (#580), %Q9gtion SA(1)

Life Insurance Illustrations Model Regulation

Consumer Credit Insurance Model Regygatio

Charitable Gift Annuities Model Act (#310

Charitable Gift Annuities Exemption Mo,

Bulletin pertaining to Voluntary Expedite
Depository Institutions to totheir Disc
Act

Group Life Insurance Definition_an Life Insurance Standard Provisions Model Act (#565)

Standards Model Act (#171),

¢
Jing Procedures for Insurance Applications Developed to allow
re Obligations under Section 305 of the Gramm-Leach-Bliley

Military Sales Practices Mogfi REg@ation (#568)
Group Health Insuraggce Sta @ vdel Act (#100)
Medicare Supplement 2 M um Standards Model Act (#650)

Model Regulation to Imp e NAIC Medicare Supplement Insurance Minimum Standards Model Act (#651)
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Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and Programs (#1970)

Guidelines for Regulations and Legislation on Workers’ Compensation Coverage for Professional Employer
Organization Arrangements (#1950)

Review Procedures and Criteria

Verify that written notice of Medicare supplement replacements are provided to applicants and existing insurers
and that appropriate buyer’s guides are used.

Verify that appropriate notices regarding credit-related coverages are documented.

Verify that notices regarding the existence of health insurance pools are provided, where applicable.

telephone numbers and addresses. 'S

Review other notices and disclosures required by various jurisdictions.

Determine if state law requires that telephone help numbers be provided, including state insurance departuO
Determine if changes in coverage are disclosed in a timely manner. \
Determine if the regulated entity underwriting guidelines comply with applicable statutes, rules and la

Determine if mandated optional coverages are disclosed and documented.

Verify that quotations are made accurately and in a timely manner.

4

Verify that delivery receipts are obtained where necessary.

Verify that changes in rates are disclosed in a timely manner and in acco ith appliCable statutes, rules,

regulations and policy provisions.

Determine if the regulated entity is in compliance with rules related to faj

Verify that the Shopper’s Guide to Cancer Insurance complies with sures and policy limitations.

Ensure disclosures to consumers represent the applicable cctitlis required by state law, including:

e Limits on preexisting condition exclusions;

e Prohibitions on discrimination based on health statu factors;

e Guaranteed renewals for all policies, with certain excep

e Limits on the factors that can be used to estabffsh and change premium rates; and

e Descriptive information about all available h benefit plans.
Ensure the regulated entity maintains c e aild descriptions of its rating and underwriting practices
for individuals and small groups at its ipa business.
Where required, individual accident and si s insurance policies shall include with delivery or application an
outline of coverage, in a prescriped format. Outines of coverage delivered in connection with individual hospital
confinement indemnity, specifie ease or limited benefit health insurance coverages to persons eligible for

SUPPLEMENT policy. If @04 e for Medicare, review the Medicare Supplement Buyer’s Guide
available from the regulated
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Insurers shall give any person applying for specified disease insurance a buyer’s guide approved by the insurance
commissioner. Direct response insurers shall provide the buyer’s guide upon request, but not later than the time
the policy is delivered.

Credit disability income products
Ensure the debtor is provided a disclosure with the following information prior to the election to purchase
insurance:
e That the purchase of consumer credit insurance is optional and not a condition of obtaining credit
approval;
e If more than one kind of consumer credit insurance is being made available to the debtor, whether the
debtor can purchase each kind separately or the multiple coverages only as a package;
The conditions of eligibility;
e That, if the consumer has other insurance that covers the risk, he or she may not want or need credit
insurance;
e That within the first 30 days after receiving the individual policy or group certificate, the debtor ma
cancel the coverage and have all premiums paid by the debtor refunded or credited. Thereafter, the debfo
may cancel the policy at any time during the term of the loan and receive a refund of any of thfpnea %

premium. However, only in those instances where insurance is a requirement for the extension offred
the debtor may be required to offer evidence of alternative insurance acceptable to the credit the Wme
of cancellation;

e A brief description of the coverage, including a description of the amount, the term, an ce s

s
limitations and exclusions, the insured event, any waiting or elimination period, ang dedu , any
applicable waiver of premium provision, to whom the benefits would be paid and the i

each coverage or for all coverages in a package; and
e That, if the premium or insurance charge is financed, it will be subject &) aikes at the rate
applicable to the credit transaction.

Long-term care products

Verify that written notice of long-term care replacements are provided pp ts and existing insurers,
suitability worksheets are completed and submitted and that appropriate b guid® and contract or policy

summaries are used.
Ensure the entity maintains, at its home office or principal office, ,c ile #Hntaining one specimen copy of
2 £
s e

each disclosure document authorized and used by the entity , contract, outline of coverage,
nta e copy of each authorized form for a
period of 3 years following the date of its last authorizegfise. Man isdictions have repealed the requirement
for policy summaries if the product is declared to be markiQg llustration that meets the requirements of
statutes, rules and regulations.

Workers’ compensation products

When conducting an examination on workers’ cOiggensation, it is recommended that separate samples be
obtained for standard voluntary market, assig ; pplicable), large deductible (if applicable) and PEO
accounts.

IIPRC-approved products

If the forms and advertisements have been oved by the Interstate Insurance Product Regulation Commission
(IIPRC), please note that the riptiges and disCi8sures required to be included within the approved forms and
advertisements are governed by t RC uniform standards and not state law. State law that requires notices and
disclosures during the sale, unde claims processes are still applicable to products and advertisements
approved by the IIPRC, pro ¢ law requirements do not pertain to or affect the content or approval of
the IIPRC-approved and adyrtisements.
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STANDARDS
UNDERWRITING AND RATING

Standard 3
The regulated entity does not permit illegal rebating, commission-cutting or inducements.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Complaint files/logs Q
~ Underwriting files O

Others Reviewed \\
NAIC Model References 0
Unfair Trade Practices Act (#880) ’Q

Producer Licensing Model Act (#218) \

Interest-Indexed Annuity Contracts Model Regulation (#235)

Consumer Credit Insurance Model Regulation (#370)

Individual Health Insurance Portability Model Act (#37), Section 11

Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)

Medicare Supplement Insurance Minimum Standards Model Act @5

Model Regulation to Implement the NAIC Medicare Suppleme; su& um Standards Model Act (#651)
Review Procedures and Criteria

Check commission schedule for inappropriate variances.

Determine that producer commissions adhere to Qnmission schedule and, if not, verify that the file
e

documentation reflects reasons for the variance.

@

Check billings and invoices for varying ages.

Check regulated entity advertising for in; cgal commission-cutting or inducements.
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STANDARDS
UNDERWRITING AND RATING

Standard 4
The regulated entity’s underwriting practices are not unfairly discriminatory. The regulated entity adheres
to applicable statutes, rules and regulations and regulated entity guidelines in the selection of risks.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
New business and renewal applications O

All underwriting information obtained &

Regulated entity underwriting guidelines \\
Underwriting bulletins 0

Declination procedures

_ Agency agreements and correspondence with producers ’Q
_ Interoffice memoranda and regulated entity minutes \
_____ Policy declaration page &
_Underwriter’s file or notes on a system log \

Others Reviewed L 4 \%

NAIC Model References

Insurance Fraud Prevention Model Act (#680)

Model Regulation on Unfair Discrimination ingmiz a ealth Insurance on the Basis of Physical or Mental
Impairment (#887)
Model Regulation on Unfair Discrimin{ion,05\B d |Blindness or Partial Blindness (#888)

Unfair Trade Practices Act (#880)
Title Insurers Model Act (#628)
Title Insurance Agent Model Ac
Military Sales Practices Model R
Medicare Supplement Insurance

0)

tandards Model Act (#650)
{ edicare Supplement Insurance Minimum Standards Model Act (#651)
Small Employer and Jgdivid Insurance Availability Model Act (#35)

Stranger-Originated Ann rar actions (STOA) NAIC Sample Bulletin
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Review Procedures and Criteria

Review relevant underwriting information to ensure that no unfair discrimination is occurring according to the
state’s definition of unfair discrimination.

Determine if the regulated entity is following its underwriting guidelines, and that the guidelines conform to state
laws and are not unfairly discriminatory.

Determine, if required, that the regulated entity’s underwriting guidelines have been filed with the insurance
department.

Review interoffice memoranda for evidence of anti-competitive behavior.

Underwriting guidelines may vary by geographic areas in the jurisdiction and, therefore, such guidelines should
be reviewed for each regional office being examined.

Ensure that the regulated entity does not discriminate against individuals by using any of an indivi@al’s O
e,

lawful travel or future lawful travel plans to refuse life insurance, refuse to continue existing life insur:
limit the amount, extent or kind of life insurance available to an individual.

Ensure that the regulated entity’s procedures are in compliance with the Genetic Information Nondgeri i
Act (GINA).

Some indication of industry underwriting practices may be obtained by a survey of residu k Plan
and JUA), surplus lines markets and consent-to-rate filings.
L 4

Inconsistent handling of rating or underwriting practices, even if not intenti sult in unfair
discrimination, including requests for supplemental information.

Examine new business and renewal applications for the required fraud warni te
Review whether the insurer has established a system of STOA-related #/versight erwriting criteria). If not,
discuss the existence of the STOA bulletin with the insurer. The gami ull) be mindful that the provisions

within the bulletin may not be legally required by their applicable juri@gdictio
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STANDARDS
UNDERWRITING AND RATING

Standard 5
All forms, including policies, contracts, riders, amendments, endorsement forms and certificates are filed
with the insurance department, if applicable.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)
New business application

L 4
Policy or contract determination page \
Regulated entity’s approval register \

Insurance department’s approval for all forms, including policies, contracts, ridges, am ents,
endorsements and certificates (Note: All forms submitted to the IIPRC for approval e applicable
compacting state can be verified through the NAIC System for Electronic Rafg an 1 SERFF)

or by contacting the designated IIPRC representative(s) within the compact’gg

Others Reviewed K\
NAIC Model References L 4 @

Health Policy Rate and Form Model [Act] [Regulation] (#14

Individual Health Insurance Portability Model Act (#37) a2l 9

Insurance Fraud Prevention Model Act (#680)

Unfair Trade Practices Act (#880)

Group Health Insurance Standards Model Act (#100)

Medicare Supplement Insurance Minimum Standards{lodel Act (#650)

Model Regulation to Implement the NAIC Medicare lement Insurance Minimum Standards Model Act (#651)

Guidelines for the Filing of Workers’ CompensggmmmlLa eductible Policies and Programs (#1970)

Guidelines for Regulations and Legislgtion ers © Compensation Coverage for Professional Employer
Organization Arrangements (#195

Review Procedures and Criteria

Determine if the forms and end ents have been filed. Where required, determine that either prior approval
has been obtained or that applicable W@ting periods following the filing have been met.

ston the summary page, all forms that constitute a part of the contract.

Examine new business ap tions for the required fraud warning statement.
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When conducting an examination on workers’ compensation, it is recommended that separate samples be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
UNDERWRITING AND RATING

Standard 6
Policies, contracts, riders, amendments and endorsements are issued or renewed accurately, timely and
completely.

Apply to: All regulated entities
Priority: Essential
Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

Underwriting files
L 4
Application \
Underwriting procedure manuals

Underwriting and binding guidelines 0

Others Reviewed
L 4 \
NAIC Model References \K

Anti-Arson Application Model Bill (#715)

Improper Termination Practices Model Act (#915) L 4 @
Property Insurance Declination, Termination and Disclosure el %

Automobile Insurance Declination, Termination and Disclo,
Consumer Credit Insurance Model Regulation (#370)
Consumer Credit Insurance Model Act (#360)

Health Policy Rate and Form Model [Act] [Regulation] (#1

Uniform Individual Accident and Sickness Policy Provision Law

Model Regulation to Implement the Individual Accid@it and Sickness Insurance Minimum Standards Act (#171),
Sections 6G and 8A(2)

Administrative Procedure Relative to Renewabjig
Health Policies Drafted In Accordggce
Section 8

Individual Health Insurance Portability

Medicare Supplement Insurance Minimum ards Model Act (#650)

Model Regulation to Implement 'AIC Medi&®re Supplement Insurance Minimum Standards Model Act (#651)

Small Employer and Individual Insurance Availability Model Act (#35)

Group Health Insurance Standards [ Act (#100)

Guidelines for the Filing of ensation Large Deductible Policies and Programs (#1970)

Guidelines for Regujati &klation on Workers’ Compensation Coverage for Professional Employer

Organization Arr 50)

cellation Provisions in the Approval of Accident and
niform Individual Accident and Sickness Provision Law,

el ), Sections 6, 7, 8 and 11
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Review Procedures and Criteria

Determine if policies and endorsements are issued in appropriate time frames.

Verify how much time elapses between completion of the application and issuance of coverage.

Note that this standard may need flexibility or special application when dealing with assigned risk plans, joint
insurance arrangements, anti-arson applications, FAIR (Fair Access to Insurance Requirements) plans or other
involuntary business.

Review new issues prior to mailing to ensure correct procedures, forms, disclosures, etc., are used.

When conducting an examination on workers’ compensation, it is recommended that separate samples be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO

accounts.
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STANDARDS
UNDERWRITING AND RATING

Standard 7
Rejections and declinations are not unfairly discriminatory.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations
_ Policy contract Q
Notice of declination
Regulated entity guidelines for cancellation/nonrenewal/declination

Others Reviewed

The Genetic Information Nondiscrimination Act (GINA)
L 4 \

NAIC Model References

NAIC Insurance Information and Privacy Protection Model Act (#670), Sect%

Small Employer and Individual Health Insurance Availability Model Act
Group Health Insurance Standards Model Act (#100)

Medicare Supplement Insurance Minimum Standards Model Act (*5 )
Model Regulation to Implement the NAIC Medicare Supplement Insu
Unfair Trade Practices Act (#880)

Guidelines for the Filing of Workers’ Compensation Larg
Guidelines for Regulations and Legislation on Worke

Organization Arrangements (#1950)

Producer records/issued policies and declinations 0\\

e Mggiftum Standards Model Act (#651)
olicles and Programs (#1970)

on Coverage for Professional Employer
Review Procedures and Criteria

Determine if the regulated entity provides valid za8 rejection/declination when required.

from the applicant regarding the specific reason(s) for
riting decision based on previous adverse underwriting

Determine if the regulated entity respfinds t
adverse underwriting decisions. Was th&idve
decisions?

Determine if the regulated entity valid reasons for rejection/declination and documents these reasons.

Review the regulated entity’ reseor rejection/declination to determine if the regulated entity is following
its own guidelines.

Determine if the regulate nitors agency rejection/declination for appropriate practices.
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Review for any unfairly discriminatory practices.
Verify appropriate refund has been made to the applicant.
When conducting an examination on workers” compensation, it is recommended that separate samples be

obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
UNDERWRITING AND RATING

Standard 8
Cancellation/nonrenewal, discontinuance and declination notices comply with policy and contract
provisions, state laws and the regulated entity’s guidelines.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations (Note: Reference applicable Interstate Insurance Product
Regulation Commission (IIPRC) uniform standards for products approved by the IIPRC)

Policy contract
L 4
Notice of cancellation/nonrenewal \

Agent’s/MGA’s/Underwriter’s file or notes on a system log

Producer records/notices issued 0
Insured’s request (if applicable)
Regulated entity cancellation/nonrenewal guidelines L 4 \

Others Reviewed

I8 %
NAIC Model References \
e Model

Property Insurance Declination, Termination and Disclog
Automobile Insurance Declination, Termination and Disclo@ure ModelSlct (#725)
Improper Termination Practices Model Act (#915), Section §
Unfair Trade Practices Act (#880)
Group Coverage Discontinuance and Replacement el Regulation (#110)
Individual Health Insurance Portability Model Act Section 11
Long-Term Care Insurance Model Act (#640)
Medicare Supplement Insurance Minim
Model Regulation to Implement the NA
Small Employer and Individual Health
Group Health Insurance Standards Model
Guidelines for the Filing of Wor Compensdawon Large Deductible Policies and Programs (#1970)
Guidelines for Regulations and islation on Workers’ Compensation Coverage for Professional Employer
Organization Arrangements (#1

dara Act (#650)
are Supplement Insurance Minimum Standards Model Act (#651)
ability Model Act (#35)
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Review Procedures and Criteria

Determine if the reason for cancellation/nonrenewal or declination was valid according to policy provisions and
state law.

Review the regulated entity’s procedures for cancellation/nonrenewal and declinations to determine if the
regulated entity is following its own guidelines.

Review regulated entity-initiated cancellations and consider a separate sample for insured-initiated cancellation.

Determine if the regulated entity monitors agency cancellation, declination and nonrenewals for appropriate
practices.

shall, as required, include the specific reasons for the declination. V'S

Review notice of cancellation/nonrenewal to determine that it was mailed or delivered by the insur t
named insured’s last known address.

When conducting an examination on workers’ compensation, it is recommended that separate les be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if ap ble) PEO
accounts.

Review for any unfairly discriminatory practices.
Review declinations, including declinations made by producers on behalf of the regulated entity. DeclinatD
S

Automation Tip: &
Obtain from the regulated entity a data file of all cancellations/nonrenewals de ns during the
examination period. Include in the file the policy number, the date the notice (Fas atcd/mailed and the

et or (dtabase (if the file is
ity represents the notice
was generated/mailed and the effective date of the cancellation/nonrenewal or ination. Using ACL or some
other sampling software, select a sample of cancellation and premiu ppear to conform to state
requirements. Request documentation that the notice was mailed afpthe ol ed by the regulated entity. Also
extract a report of all notices which apparently fail to comply with st requi nts and submit to the regulated
entity for explanations.

364 © 2006-2019 National Association of Insurance Commissioners



Chapter 20—General Examination Standards

STANDARDS
UNDERWRITING AND RATING

Standard 9
Rescissions are not made for non-material misrepresentation.

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

_ Applicable statutes, rules and regulations

_ Listof rescinded policies Q
_ Underwriting files and supporting documentation, including claim files O

Others Reviewed \

_ Case law for state impacted 0\

NAIC Model References ’Q
Improper Termination Practices Model Act (#915) \
Unfair Trade Practices Act (#880)
Long-Term Care Insurance Model Act (#640)

7 m

Medicare Supplement Insurance Minimum Standards Model Act (#650)
Model Regulation to Implement the NAIC Medicare Supplement In, uran%

Group Health Insurance Standards Model Act (#100) \

tandards Model Act (#651)

Review Procedures and Criteria

Determine if rescinded policies indicate a trend toward pos riting practices.

Determine if decisions to rescind policies are made in accordancc@fth applicable statutes, rules and regulations.
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G. Claims
1. Purpose

These standards, in general, apply to insurance companies, although some or all of these standards may be
applicable to other regulated entities to the extent that they address functions that have been delegated to
them by insurance companies. The claims portion of the examination is designed to provide a view of
how the regulated entity treats claimants and whether that treatment is in compliance with applicable
statutes, rules and regulations. It is determined by testing a random sampling of files and applying various
tests to open and closed claims.

For purposes of this chapter, “claim file” means the file or files containing the notice of claim, claim
forms, proof of loss, medical records, health facility pre-admission certification or utilization review
documentation, settlement demands, accident reports, police reports, adjusters’ logs, claim investigation
documentation, inspection reports, supporting bills (including electronic payment records, estimates an
valuation worksheets), correspondence to and from insureds and claimants or their representati
complaint correspondence, copies of claim checks and/or check numbers and amounts, r*ases,
applicable notices and correspondence used for determining and concluding claim payments or i

i
subrogation and salvage documentation, and any other documentation necessary to s c

handling activity.
The review is concerned with the regulated entity’s claims practices by line of businegs for liance
with statutes, rules and regulations and policy provisions. The areas to be considerc&@ga thisfkind of

Closed without payment survey;

Subrogation survey;

Litigation survey;

Unfair claims practices survey;

Claims form review;

Loss statistical reporting survey;

Time study on canceled checks; and \

review include:
. Time studies to measure acknowledgment, investigation and settlementi
. General handling study; L 4
. Total loss valuation survey; \

AT B 0o A0 o

Review of other procedures, as deemed nec

2. Techniques

erms of the lines of business and type of claims covered.
Lines of business shoultite doifpadds specifically as possible; e.g., physical damage coverage

ed entity’s claim handling procedures for the line of business
corresponding policy forms for coverage, exclusions and nonstandard
thods for processing claims from notification to conclusion. Review
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e Select a representative sample of files to be reviewed. Chapter 17—Sampling of this handbook
should be reviewed. If field sizes are relatively small and the regulated entity’s records appear
complete, representative samples or a census should be selected. In the case of large field sizes
and incomplete or complicated records, the use of audit software should be considered. Care
should be taken that no adverse selection occurs.

a. Time studies to measure acknowledgment, investigation and settlement times

Record the date of loss/claim, the date reported to the producer or regulated entity, the
date sufficient information was available to determine the regulated entity’s liability and
the date the regulated entity accepted or rejected the claim. Record identifying data, such
as the claim/policy number and the claimant’s name.

Determine for each claim the number of days the regulated entity took to accomplish
each category. Compare days required by regulated entity to appropriate state standards
and document those claims that exceed standards for inclusion in the report. Delays

beyond the control of the regulated entity should be excluded; e.g., a delay caused by,
uncooperative insured. Establish a mean and median time to acknowledge, "Vesti Q

and accept/deny claims, if necessary, to determine a business practice.
is

Caution: If a file has a violation of a standard with multiple tests, and the st:
item measured, the file can only fail one time. If the individual test is the i

me

standard or test under another standard, then no substitution of the fil
relationship, however, should be explained.

b. General handling study L

and claimant name.
tion. Correct application of
tablished. Mathematical
jation, obsolescence, etc.,

Record identifying data such as claim/policy number,
Files should be reviewed for adequate and accurate
deductibles, coinsurance and limits of coverage s
accuracy should be determined. Reductions base
should be reviewed for fairness and accuracy.

. Files should be reviewed for

Checks or drafts should be reviewed for
i ated entity’s own standards should

specific state requirements. Compli
be established.

u

c. Closed without payment review

incomplete and claims not paid for any other reason,
eriods not met. Conduct tests similar to “General handling
data such as claim/policy number, date of loss and
ate requirements for content and method of denial
te general handling by the regulated entity to determine
disposition of these types of claims.

This includes denied, rejec
including deductibles/waiti
study” above. Record identi

validity of its a
d. Litigatign survey

Determin xtent of suits against the regulated entity. Separate first- and third-party
acti 8 is deemed appropriate, select a representative sample or census.
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368

Record identifying data such as claim/policy number, date of loss and claimant name.
Files should be reviewed to determine the basis for suit and the regulated entity’s position
for denial or settlement offer. Closed litigated files should be reviewed to determine
accuracy, regulated entity position and if punitive or bad faith judgments were rendered.
Recognition of attorney-client privileged documents or work products should occur
during the file review. A principal focus is compliance with unfair claims practices
statutes and regulations.

Unfair claims practices review

Record identifying data such as claim/policy number, date of loss and claimant name.
Review selected files for violations of specific state unfair claims practices, such as
misrepresentation of policy provisions or concealment of coverage.

Calculate error ratios for the sample and field sizes. This is especially important in this
study, since most unfair claims practices statutes make reference to “business practices,

Claim forms

4
Request copies of all claim forms in use for the lines of business being exa%
sh

should be reviewed for content and appropriate usage. Inappropriate fo
documented and included in the report. Claim forms also may be reviewed ey are
encountered in the file reviews.

Review of canceled drafts/checks

4

This review should be considered if solvency is an issue e er determines
delays in issuing a payment, or if consumer complaintsfindic ays that are not
supported by other time studies.

s

From the regulated entity’s records, select a repre,
being reviewed. The selection should inclu
payment amount on any one claim. Condjare t
draft/check was forwarded to the claimant thi
payment. If the review indicate )
drafts/checks for payment, additi
done.

ta le of the type of claims
ch reflecting a substantial

regulated entity indicated the
e draft/check was presented for
numerous delays in presenting

vat1Ow to determine the causes should be

Canceled checks should be reviewed to y that the amount paid and the claim amount
approved are the same, that p@yees are th¢’same and that the information recorded in the
computer system matches is on the check (payee, amount, date of check, etc.).

Review of other proce

Other review,
sampling tec
consumer complaints
specific S.

sary, should follow the same format for objectivity and
nose already described. These reviews may be instituted by
rding specific claims practices and should be tailored to resolve

3. Tests and Standards

but is not limited to, the following standards addressing various aspects of
andling practices. The sequence of the standards listed here does not indicate
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STANDARDS
CLAIMS

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

_ Regulated entity claims procedure manuals Q
Claims training manuals O

~ Internal regulated entity claims audit reports \

~_ Claim files 0\

Others Reviewed

NAIC Model References

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Regulation 2)

Unfair Life, Accident and Health Claims Settlement Practices Model Reglilatj, 903)
Title Insurers Model Act (#628) L 4

Title Insurance Agent Model Act (#230)

Guidelines for the Filing of Workers’ Compensation Large gt

Guidelines for Regulations and Legislation on Worker,
Organization Arrangements (#1950)

ies and Programs (#1970)
overage for Professional Employer

Review Procedures and Criteria

Review the regulated entity’s procedures, training Is and bulletins to determine if regulated entity standards
exist. Determine whether the regulated entity’s 3 mply with applicable statutes, rules and regulations.
Determine if initial contact proceduresiirea in compliance with the mandated time frame. Perform a

time study of acknowledgment times.
Determine if initial contact with jglajmants meetSequired contract standards.

Determine if subsequent responses jm handling delay notices comply with applicable statutes, rules and
regulations.
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When conducting an examination on workers’ compensation, it is recommended that separate samples be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
CLAIMS

Standard 2
Timely investigations are conducted.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

_ Applicable statutes, rules and regulations

_ Regulated entity claims procedure manuals Q
Claims training manual O

~ Internal regulated entity claims audit reports \

_____ Claim bulletins 0\

Antifraud procedures

Others Reviewed
L 4 \
NAIC Model References \\

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Regliiatio )

Unfair Life, Accident and Health Claims Settlement Practices Madel la 903)

Consumer Credit Insurance Model Act (#360)

Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)

Guidelines for the Filing of Workers’ Compensation Large De

Guidelines for Regulations and Legislation on Workers’ Co
Organization Arrangements (#1950)

olicies and Programs (#1970)
sation Coverage for Professional Employer

Review Procedures and Criteria

#luals and claim bulletins to determine if regulated entity
¢ statutes.

Review the regulated entity’s procedults,
standards exist and whether standards co,

Determine if investigations are ijjitiated and coni€tuded in compliance with state statutes.

When conducting an examination warkers” compensation, it is recommended that separate samples be
obtained for standard vol et, dssigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
CLAIMS

Standard 3
Claims are resolved in a timely manner.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
_ Regulated entity claims procedure manuals Q
Claims training manuals O
~ Internal regulated entity claims audit reports \
_ Review of canceled claim checks 0\

Claim files

Others Reviewed
L 4 \
NAIC Model References \\

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Reglitatio )

Unfair Life, Accident and Health Claims Settlement Practices Madel la 903)

Consumer Credit Insurance Model Act (#360)

Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)

Guidelines for the Filing of Workers’ Compensation Large De

Guidelines for Regulations and Legislation on Workers’ Co
Organization Arrangements (#1950)

olicies and Programs (#1970)
sation Coverage for Professional Employer

Review Procedures and Criteria

Review the regulated entity’s proced @luals and claim bulletins to determine if regulated entity
standards exist and whether standards cq ¢ statutes.

Determine if claim resolutions—ji.e, liability, rminations, coverage questions and claims payment—are made
in accordance with state require . Perform time studies to measure the settlement time of claims.

rkers’ compensation, it is recommended that separate samples be
et, assigned risk (if applicable), large deductible (if applicable) and PEO

When conducting an examy
obtained for standardyvolu
accounts.
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Automation Tip:

Obtain from the regulated entity a listing of claims closed with payment or claims closed without payment by
claim feature. Include in the file the claim number(s), date the claim was reported to the regulated entity, the first
payment date (if applicable), and the date the claim feature was closed. Using ACL, a database or spreadsheet,
calculate the number of days from the date the claim feature was closed to the date the claim was reported. Group
the number of days in any appropriate time periods, for example, 1 to 15 days, 16 to 30 days, etc., and perform a
count on each time period. Investigate any patterns of untimeliness.
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STANDARDS
CLAIMS

Standard 4
The regulated entity responds to claims correspondence in a timely manner.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity claims procedure manuals Q
Claims training manuals O

Claim files

Electronic claims correspondence \\
Others Reviewed 0
NAIC Model References \
Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Model Regulation )
Unfair Life, Accident and Health Claims Settlement Practices Model Regflati 9
Consumer Credit Insurance Model Act (#360) L 2
Title Insurers Model Act (#628)
Title Insurance Agent Model Act (#230)
Guidelines for the Filing of Workers” Compensation Larg

Guidelines for Regulations and Legislation on Worke
Organization Arrangements (#1950)

Oolicies and Programs (#1970)
on Coverage for Professional Employer

Review Procedures and Criteria

s and claim bulletins to determine if regulated entity
tes.

Review the regulated entity’s procedures, trainiggamal
standards exist and whether standards comply :

Determine if correspondence related to S 1 ded to in accordance with state requirements.

When conducting an examination, on workeldp compensation, it is recommended that separate samples be

obtained for standard voluntary ket, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
CLAIMS

Standard S
Claim files are adequately documented.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
_ Regulated entity claims procedure manuals Q
Electronic records of claims activities O
_ Claims training manuals \
_ Internal regulated entity claims audit reports 0\

Claim bulletins

Claim files
Claim forms L 4 \

Others Reviewed

I8 @
NAIC Model References \

Insurance Fraud Prevention Model Act (#680)
Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Mode n (#902)
Unfair Life, Accident and Health Claims Settlement Practices egulation (#903)
Title Insurers Model Act (#628)

Title Insurance Agent Model Act (#230)
Guidelines for the Filing of Workers’ Compensgdg

Guidelines for Regulations and Legislgtion @

Organization Arrangements (#195
Review the regulated entity’s pr ures, training manuals and claim bulletins to determine if regulated entity
standards exist and whether standar y with state statutes.

eductible Policies and Programs (#1970)
ers © Compensation Coverage for Professional Employer

Review Procedures and Criteria

Determine if quality entation meets state requirements.

Determine if claim files r ion/destruction program meets state requirements.
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Determine if claim files documentation is sufficient to support or justify the ultimate claim determination.
When conducting an examination on workers’ compensation, it is recommended that separate samples be

obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
CLAIMS

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

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity claims procedure manuals O

Claims training manuals &

Internal regulated entity claims audit reports \\
Claim bulletins 0

Regulated entity claim forms manual

Regulated entity subrogation and salvage logs ®
Claim files \
Regulated entity depreciation schedules \\

Auto—total loss evaluation procedures
Others Reviewed L 4 \@

NAIC Model References

Insurance Fraud Prevention Model Act (#680)
Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settle

Jodel Regulation (#902)
tices Model Regulation (#903)

Long-Term Care Insurance Mo
Coordination of Benefits Model
Off-Label Drug Use Model Act (#
Guidelines for the Filing of &
Guidelines for Regujati

Organization Arr

ensation Large Deductible Policies and Programs (#1970)
&klation on Workers’ Compensation Coverage for Professional Employer
50)
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Review Procedures and Criteria

Review regulated entity procedures, training manuals and claim bulletins to determine if regulated entity
standards exist and whether standards comply with state statutes.

Determine if the regulated entity’s procedures provide for the detection and reporting of fraudulent or potentially
fraudulent insurance acts to the commissioner.

Determine if claim handling meets state-specific statutes and regulations as applied to total loss evaluations, sales
tax payment, disposition of salvage, correct payees, improper release of claims, proper payment of non-disputed
claims and proper referral of suspicious claims.

Determine if coverage was checked for proper application of deductible or appropriate exclusionary language.
When conducting an examination on workers” compensation, it is recommended that separate samples be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and P

accounts. 'S

N
>
O
X
&
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STANDARDS
CLAIMS

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

__ Applicable statutes, rules and regulations

____ Claim forms for product being examined Q
Electronic claims notification screens O

Claim files

Others Reviewed 0\\
NAIC Model References ’Q
Insurance Fraud Prevention Model Act (#680) \\

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Regulation (#9
Unfair Life, Accident and Health Claims Settlement Practices Model Regiylgmon
Standardized Health Claim Form Model Regulation (#30)

Guidelines for the Filing of Workers’ Compensation Large Deduc%l s al Programs (#1970)
Guidelines for Regulations and Legislation on Workers’ C en& age for Professional Employer

Organization Arrangements (#1950)

Review Procedures and Criteria

Determine if claim form(s) include appropriate content and are u
should be documented and included in the examinatigfy report.

ppropriately. Use of inappropriate forms

Review claim forms as they are encountered in Aews.

Examine all claim forms for the requir @W statement.

When conducting an examination on wo
obtained for standard volunta; ket, assi
accounts.

compensation, it is recommended that separate samples be
risk (if applicable), large deductible (if applicable) and PEO
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STANDARDS
CLAIMS

Standard 8
Claim files are reserved in accordance with the regulated entity’s established procedures.

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

__ Applicable statutes, rules and regulations

~ Regulated entity claims procedure manuals Q
Claims training manuals O

_ Internal claims audit reports \

__Individual claim file 0\

Average reserve data

Others Reviewed
L 4 \
NAIC Model References \\

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model Reglitatio )

Unfair Life, Accident and Health Claims Settlement Practices Madel

Guidelines for the Filing of Workers’ Compensation Large

Guidelines for Regulations and Legislation on Worker,
Organization Arrangements (#1950)

ies and Programs (#1970)
overage for Professional Employer

Review Procedures and Criteria

Review the regulated entity’s claims procedure man for established reserving practices.

Determine if individual reserves are evalgated @ d.

Determine if reserve adjustments are ma

Determine if reserves are exces

When conducting a
obtained for standar
accounts.

workers’ compensation, it is recommended that separate samples be
et, assigned risk (if applicable), large deductible (if applicable) and PEO
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STANDARDS
CLAIMS

Standard 9
Denied and closed without payment claims are handled in accordance with policy provisions and state law.

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Regulated entity claims procedure manuals
Claims training manuals

Internal regulated entity claims audit reports
Claim bulletins

Claim files

Others Reviewed

NAIC Model References

Insurance Fraud Prevention Model Act (#680)

Unfair Claims Settlement Practices Act (#900)

Unfair Property/Casualty Claims Settlement Practices Model R

Unfair Life, Accident and Health Claims Settlement Practicg

Guidelines for the Filing of Workers’ Compensation Larg

Guidelines for Regulations and Legislation on Worker.
Organization Arrangements (#1950)

ompensasion Coverage for Professional Employer

Review Procedures and Criteria

Determine if denied and closed without pa afig are based on policy provisions and applicable state
statutes and regulations.

Determine if notices of claim denials re e policy provisions or exclusions.

Determine if the regulated enti; ovides claliflants with a reasonable basis for the denial, when required by
statutes, rules or regulations.
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Determine if the regulated entity refers suspicious claims to a regulatory authority/law enforcement agency, when
appropriate.

When conducting an examination on workers’ compensation, it is recommended that separate samples be
obtained for standard voluntary market, assigned risk (if applicable), large deductible (if applicable) and PEO
accounts.
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STANDARDS
CLAIMS

Standard 10
Canceled benefit checks and drafts reflect appropriate claim handling practices.

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

_ Applicable statutes, rules and regulations

__ Cashed benefit checks and drafts Q
_ Regulated entity claims procedure manuals O

Others Reviewed \\
NAIC Model References 0
Unfair Claims Settlement Practices Act (#900) ’Q

Unfair Property/Casualty Claims Settlement Practices Model Regulation (#902) Q\

Unfair Life, Accident and Health Claims Settlement Practices Model Regulation (

Review Procedures and Criteria

Perform a time study on canceled claim checks or drafts to ascert‘in with im proceeds are being promptly
mailed or delivered.

Determine if canceled checks include the correct payee and

(© 3 COlggt amount.
Ascertain whether payment checks indicate the payment 1 al” whelJsuch is not the case.
Ascertain whether checks or drafts purport to release the insurer B total liability when such is not the case.

Review endorsements to see if they are consistent w e payee name listed on the check.

If drafts are used, ascertain whether thergyis pg @ ance by the insurer.
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STANDARDS
CLAIMS

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

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
Closed litigated claim files O

Regulated entity claims procedure manuals &

Others Reviewed \\

NAIC Model References

Unfair Claims Settlement Practices Act (#900)
Unfair Property/Casualty Claims Settlement Practices Model Regulation (#902) &

Unfair Life, Accident and Health Claims Settlement Practices Model Regul

division.

Review Procedures and Criteria
Review a sample or entire population of closed litigated claim ﬁle’ rmine if litigated files indicate
problematic claim handling practices. If warranted, notify nment s financial examination

Note: The examiner should review applicable state statutc
this standard. For example, bodily injury claims may not read

384 © 2006-2019 National Association of Insurance Commissioners



Chapter 21—Conducting the Property and Casualty Examination

Chapter 21—Conducting the Property and Casualty Examination

IMPORTANT NOTE:

The standards set forth in this chapter are based on established procedures and/or NAIC models, not on
the laws and regulations of any specific jurisdiction. This handbook is a guide to assist examiners in the
examination process. Since it is based on NAIC models, use of the handbook should be adapted to reflect
each state’s own laws and regulations with appropriate consideration for any bulletins, audit procedures,
examination scope and the priorities of examination. Further important information on this and how to use
this handbook is included in Chapter 1—Introduction.

This chapter provides a suggested format for conducting property/casualty insurance regulated entity
examinations. Procedures for conducting life and health insurance regulated entity examinations and other types
of specialized examinations—such as managed care organizations, third-party administrators and surplus lines
brokers—may be found in separate chapters.

The examination of property/casualty insurance operations may involve any review of one or a combination ofG

following business areas: &

A. Operations/Management \
B. Complaint Handling

C. Marketing and Sales

D. Producer Licensing

E. Policyholder Service

F. Underwriting and Rating

G. Claims P

When conducting an examination that reviews these areas, there are essential tests u completed. The
tests are applied to determine if the regulated entity is meeting standards. Some dar y not be applicable
to all jurisdictions. The standards may suggest other areas of review that ma p iate on an individual state
basis.

may also be regulated by
e Federal Reserve Board, the

When an examination involves a depository institution or their ,affili
federal agencies such as the Office of the Comptroller of the C ¢
Office of Thrift Supervision (OTS) or the Federal Deposit
executed an agreement to share complaint information
examination results find adverse trends or a pattern of ag
there is an agreement to share information, it may be apprd

e of these federal agencies. If the
ay be of concern to a federal agency and
the agency of the examination findings.

A. Operations/Management

Use the standards for this business area that are liste hapter 20—General Examination Standards.

B. Complaint Handling Q
Use the standards for this business area tifa 11st€d 1n Chapter 20—General Examination Standards.

C. Marketing and Sales

Use the standards for this b reatat are listed in Chapter 20—General Examination Standards and the
standards set forth below.
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STANDARDS
MARKETING AND SALES

Standard 1
The regulated entity’s mass marketing of property/casualty insurance is in compliance with applicable
statutes, rules and regulations.

Apply to: All regulated entities
Priority: Recommended

Documents to be Reviewed

Applicable statutes, rules and regulations
New business policy forms O

Advertising materials &

Disclosure materials \\
Marketing complaints 0

Underwriting guidelines

Others Reviewed

L 4 \< ’
NAIC Model References \
Mass Marketing of Property and Liability Insurance Model Regul&o (@

Group Personal Lines Property and Casualty Insurance Mode

Review Procedures and Criteria

Review documentation in new business policy files to dete
from the file, request additional documentation from the regulated

gitimate basis for the group. If not evident
1ty to verify that the group is not fictitious.

Review underwriting guidelines, new business p files, advertising materials, disclosure materials and
complaints to verify:
e Compulsory participation not r
e Tie-in sales are not a condition
e Disclosures are provided, as req

\wyment or group membership;
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D. Producer Licensing
Use the standards for this business area that are listed in Chapter 20—General Examination Standards.
E. Policyholder Service

Use the standards for this business area that are listed in Chapter 20—General Examination Standards and the
standards set forth below.
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STANDARDS
POLICYHOLDER SERVICE

Standard 1
Claims history and loss information is provided to the insured in a timely manner.

Apply To: All regulated entities
Priority: Recommended

Documents to be Reviewed

_ Applicable statutes, rules and regulations

~ Claim files Q
_ Regulated entity’s procedures manuals O

Others Reviewed \\

NAIC Model References

Unfair Trade Practices Act (#880), Section 4(0O) 4

Guidelines for the Filing of Workers’ Compensation Large Deductible Policies and m 70)

Guidelines for Regulations and Legislation on Workers’ Compensation CovergSe for ‘essional Employer

Organization Arrangements (#1950)
Review Procedures and Criteria

Review sample claim files to determine if the regulated entity is p%v'di s igyormation for the three previous
years to the first named insured within 30 days of receipt of the writte u cluding:

e On all claims, the date and description of occurrencg tal\Qgount of payment; and

e For any occurrence not included above, the date of occurrence.

It is recommended that separate samples be obtained for stan®
large deductible (if applicable) and PEO accounts.

Intary market, assigned risk (if applicable),
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F. Underwriting and Rating
1. Statistical Coding
In addition to the general standards, the examiner should review the regulated entity’s statistical coding
procedures. Coding on individual policies should be current and accurate. The examiner should determine

to what statistical agencies the regulated entity reports its rating/underwriting data.

The examiner should confirm that the regulated entity is using the most current codes, classes, territories,
town protection classes, ZIP codes, etc.

Errors should be noted with regard to overcharges or undercharges.

Additional introductory material is located in Chapter 20—General Examination Standards of this Q
handbook.

© 2006-2019 National AsS@piation of Insurance Commissioners 389



Chapter 21—Conducting the Property and Casualty Examination

STANDARDS
UNDERWRITING AND RATING

Standard 1
Credits, debits and deviations are consistently applied on a non-discriminatory basis.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed
_ Applicable statutes, rules and regulations

_ Underwriting files and supporting documentation Q
~ Insurance department approval of deviations (if applicable) O

Others Reviewed \\

NAIC Model References

Property and Casualty Model Rating Guideline (File and Use Version) (#1775) 4
Property and Casualty Model Rating Guideline (Prior Approval Version) (#1780)

Property and Casualty Commercial Rate and Policy Form Model Law (Condenseg#77

7

Unfair Trade Practices Act (#880)
Guidelines for the Filing of Workers’ Compensation Large Deductible Polici P
ver:

Guidelines for Regulations and Legislation on Workers’ Compensatio
Organization Arrangements (#1950)

4
Review Procedures and Criteria \

Credits and deviations should be filed, where required.

ms (#1970)
r Professional Employer

Determine if credits and deviations are applied consistently.

It is recommended that separate sampl@i b,
large deductible (if applicable) and PEO
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STANDARDS
UNDERWRITING AND RATING

Standard 2
Schedule rating or individual risk premium modification plans, where permitted, are based on objective
criteria with usage supported by appropriate documentation.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
Underwriting files, including the Individual Risk Premium Modification (IRPM) worksheet

Schedule rating worksheet where IRPM worksheet is used ’\O

Others Reviewed \
NAIC Model References S
Property and Casualty Model Rating Guideline (File and Use Version) (#1775) \

Property and Casualty Model Rating Guideline (Prior Approval Version) (#1780

Property and Casualty Commercial Rate and Policy Form Model Law (Con 77)

Unfair Trade Practices Act (#880)

Guidelines for the Filing of Workers’ Compensation Large Deductible Poligiys an rams (#1970)

Guidelines for Regulations and Legislation on Workers’ Compensati ge for Professional Employer

Organization Arrangements (#1950)

Review Procedures and Criteria

7/

Verify that the application of the plan complies with limitd by the state.

Verify that changes in the amounts of credit or debit are suppOsf by documentation or an explanation that is
consistent with the change. Also verify that the basi use is appropriate (i.e., based on objective criteria, not on
perceived competitive pressures).

Determine if the regulated entity is adiustig
reasons. Typically, the test for this is tofeva

It is recommended that separate samples be ined for standard voluntary market, assigned risk (if applicable),
large deductible (if applicable) O accou
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STANDARDS
UNDERWRITING AND RATING

Standard 3
Verification of use of the filed expense multipliers; the regulated entity should be using a combination of
loss costs and expense multipliers filed with the insurance department.

Apply to: All regulated entities
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations
National Council on Compensation Insurance (NCCI) pure premium tables

Regulated entity’s filed multipliers that modify the NCCI’s (or similar advisory organizationjgiled Q

costs

Rate charts by classification codes (charts maintained at the regulated entity level) 0\\

Others Reviewed

Property and Casualty Model Rating Guideline (File and Use Version) (#177
Property and Casualty Model Rating Guideline (Prior Approval Version) 80
Property and Casualty Commercial Rate and Policy Form Model zzw (@ond

Review Procedures and Criteria
Obtain from the regulated entity the filed expense multipli ¢ applicable at the inception of the policy.

(This filing should be stamped either “Approved” or “Filce ance department.)

NAIC Model References \\
77)

Obtain the regulated entity’s table of rates for each classificatiC@€bde. Check the sample’s premium audit data

(showing the actual rate charged to an employer fi dividual classification codes) against the table of rates,
which includes the NCCI’s (or similar advisory org tion) loss costs and the filed expense multiplier, to verify
accuracy.

The regulated entity’s documents shofld be @ Any additional areas or lack of information should be
discussed with the regulated entity’s ma me
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STANDARDS
UNDERWRITING AND RATING

Standard 4
Verification of premium audit accuracy and the proper application of rating factors.

Apply to: All regulated entities

Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations

Insurance department approved and/or filed rating plans, including risk modification plans

Copies of cost containment certificates and loss improvement criteria to determine cost contai
discount &

Final rate manual tables by classification codes applicable to the period under exami S
maintained at the regulated entity level)

Workers’ Compensation Experience Modification Rating Sheets pertaining to the poli ample
(experience modifiers as published by the NCCI and similar advisory organizations)

Others Reviewed
L 4 \
NAIC Model References K
Property and Casualty Model Rating Guideline (File and Use Ver®o
Property and Casualty Model Rating Guideline (Prior Approval Ver. (#
Property and Casualty Commercial Rate and Policy Form M 2 ensed) (#777)
Guidelines for the Filing of Workers’” Compensation Larg & Rolicles and Programs (#1970)

Guidelines for Regulations and Legislation on Worke on Coverage for Professional Employer
Organization Arrangements (#1950)

Review Procedures and Criteria

The purpose of this review is to determine t e premium charged to the employer is being applied
correctly, fairly and consistently.

ain information on each policy. The sample’s information
should be compared to the NCCI unit statis report and to the company’s rating plan, to verify accuracy in the

e Premiums by classificati
Payroll exposure;
Schedule rating;

Cost containggent di
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Expense loading;

Application of the correct experience modifier;

Small employer discount;

Discount for rehiring previously disabled employees; and
Any other rating elements.

The company documents should be reviewed. Any additional areas or lack of information should be discussed
with company management.

It is recommended that separate samples be obtained for standard voluntary market, assigned risk (if applicable),
large deductible (if applicable) and PEO accounts.
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STANDARDS
UNDERWRITING AND RATING
Standard S
Verification of experience modification factors.
Apply to: All workers” compensation examinations
Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations
Premium audit reports from the policy sample

Experience rating rules published by the NCCI (and similar advisory organizations)

¢
Workers” compensation experience modification rating sheets pertaining to the policy sample (expic
modifiers pertaining to the policy sample as published by the NCCI and similar advisory org i0

Unit statistical reports pertaining to the policy sample and used to report the re
information (data) to the NCCI and similar advisory organizations

Others Reviewed
L 4 \
NAIC Model References \K

Property and Casualty Model Rating Guideline (File and Use Version) 7

Property and Casualty Model Rating Guideline (Prior Approval :sion 0

Property and Casualty Commercial Rate and Policy Form Model La on ) (#777)

Guidelines for the Filing of Workers’ Compensation Large [3§dt o ies and Programs (#1970)

Guidelines for Regulations and Legislation on Workerg ion Coverage for Professional Employer
Organization Arrangements (#1950)

Review Procedures and Criteria

ilar advisory organizations) should reflect the information
sing the unit statistical reports. Experience modifiers
istical reports and what is shown on the workers’

The experience modifier issued by the NCCI (and
reported to the NCCI (or similar advisory orgasa
should be reconciled to what is reported oy
compensation experience modification (it

Net loss reporting should be properly applict&g both large and small deductible policies.

The regulated entity’s documen ould be reviewed. Any additional areas or lack of information should be

()

discussed with the regulated entity’s agement.
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STANDARDS
UNDERWRITING AND RATING
Standard 6
Verification of loss reporting.
Apply to: All workers’ compensation examinations
Priority: Essential

Documents to be Reviewed
Applicable statutes, rules and regulations

NCCI (and similar advisory organizations’) rules governing the reporting of losses on unit statistical
reports

Loss data pertaining to the policy sample and maintained by the regulated entity & O
Unit statistical reports pertaining to the policy sample and used to report regulated entity 1 atiCpto
the NCCI (and similar advisory organizations)

Others Reviewed

7)

4

NAIC Model References \

Property and Casualty Model Rating Guideline (File and Use Version) (#177
Property and Casualty Model Rating Guideline (Prior Approval Version)
Property and Casualty Commercial Rate and Policy Form Model Law (i
Guidelines for the Filing of Workers’ Compensation Large Deducf®le
Guidelines for Regulations and Legislation on Workers’ CompenSigon

Organization Arrangements (#1950)

age for Professional Employer

Review Procedures and Criteria

Losses under each policy should be clearly and accurately ined at the regulated entity, so that paid
amounts, reserves and deductibles can be easily reffewed. The sample data should be compared to the unit
statistical reports to verify accuracy of reporting of ollowing items:

e Paid losses;

e Paid loss adjustment expenses;

e Net of deductible reporting on i reports;

e Adjustments to reserves and reviiighu 1cal reports; and

e  Any other adjustments, such as subroggtion.
The regulated entity’s documen ould be reviewed. Any additional areas or lack of information should be
discussed with the regulated entity’s ment.
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STANDARDS
UNDERWRITING AND RATING

Standard 7
Verification of the regulated entity’s data provided in response to the NCCI call on deductibles.

Apply to: All workers” compensation examinations
Priority: Essential

Documents to be Reviewed

Applicable statutes, rules and regulations

The NCCI (or similar advisory organization) data call and resulting report made by the insurance
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