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Chapter 1—Introduction

Chapter 1—Introduction

A. Purpose of this Handbook

The NAIC developed the Market Regulation Handbook as a successor to the Market Analysis Handbook and the
Market Conduct Examiners Handbook. The Market Conduct Surveillance Model Law (#693), which was jointly
adopted in 2004 by the NAIC and the National Conference of Insurance Legislators (NCOIL), contemplates that
state insurance departments will use this handbook as a resource for developing a baseline understanding of the
insurance marketplace, which will serve as a basis for further market surveillance activities.

The purpose of a state insurance department’s market regulation program is to assess how well the insurance
marketplace as a whole, and the individual insurance companies that make up that market, are in compliance with
state regulations, and then to take appropriate action if problems are identified. As insurance departments evaluat
market conditions and companies’ performance, they have three basic mechanisms for gathering informatiqss

other purposes. \ﬂ
In order to obtain a complete and accurate picture of the marketplace, it is essential to approach t M
c

all three perspectives. This is an evolving process; however the scope of the information reviewe
the future as regulatory practices develop.*

The purpose of this handbook is to assist states in optimizing the use of in
eliminating duplicative inquiries and investigations and coordinating efforts wi
valuable in identifying problems after they appear so that they can be remedi
valuable. Coordination with other state insurance departments is essential not o> market regulation
more efficient, but also because market regulation by nature is different from &fancia ulation and cannot be

conducted in isolation by a single state.

For financial regulation, the other states where an insurance company bu can defer to the domiciliary

state, as long as the company’s domiciliary regulator is conducifng ive solvency oversight, since a

company’s financial condition is typically characteristic of th S hole. An insurance company is

either solvent or insolvent; it either does or does not have the sur reqais®d by law. If one line of business or

one state or region is profitable while another is not, suchgria a ly relevant to financial regulation to the
1 financial condition.

extent that they provide insight into the company’s preg
-nothing proposition like financial solvency.

resources,
Xaminations are

By contrast, compliance with state market regulation is not

asured. Both a company’s own operations and the legal and
nsiderably from state to state. If a company’s compliance is

size the notion that “all market conduct is local.” Although the
nduct is felt one customer at a time, that impact is hardly a matter of pure
ncompliance, is largely the systematic result of decisions and policies
ompany that has demonstrated an outstanding, or outrageous, record of
y have a comparable record in other markets where it does business. An

impact of a company’s mark
chance. A company’s compli
made at a national or regj
customer service ig.one

© 2006-2017 National Association of Insurance Commissioners 1




Chapter 1—Introduction

insurance company as a whole is accountable for its actions, and the managers of a well-run organization take that
principle to heart. Even where variations between states do exist, these variations make it all the more important
for states to work together in order to conduct effective market regulation, especially when it comes to
quantitative market analysis, since many trends and patterns can only be identified by combining or comparing
information from the various states in which the company does business.

Information derived from proper market analysis will often indicate the need for additional investigation or for a
market conduct response. Proper analysis establishes justification for whatever action (such as a market conduct
examination) is taken by a state. Compliance issues may be confined to specific regulated entities, or may be so
broad as to necessitate a regulatory response aimed at entire segments of the insurance industry. A regulatory
response may be specific to one state or may lend itself to a coordinated multistate endeavor. Regulators may
choose one or more appropriate responses from a continuum of market conduct responses t SS concerns in a
manner that is most effective and appropriate to the specific issue. The continuum of magdtt con responses is
explained in Chapter 2—Continuum of Regulatory Responses.

This handbook is an evolving document and it is expected that discussion o&ddit' and sources of data,
regulatory processes and techniques will be incorporated on a routine basis. ¢ lation capabilities of
regulators can therefore become more uniform and effective at focusing iorT“eld enforcement activities
on the most serious marketplace problems.

regulatory action. If used correctly and uniformly, they can assis
potential problems, in using state resources better and in de
marketplace.

L 4

B. What is Market Analysis? \
A market analysis program is a system of collectj alysis Of data and other information.

This handbook provides the fundamental eleme

entifying possible predictors of
ore detailed understanding of its

for market analysis for all companies and all lines
of business. The indicators that result from t gested in this handbook provide a basis for regulators
to initially screen and follow-up with@nsur results are outside of normal parameters and help focus
resources on insurers with potential mark%
Market analysis can enable a refdlator to & theSdllowing:
e Provide the fundamé elementsiof a system for market analysis for all companies and all lines of
business;
e Screen and follow-up with 1 whose results are out of the norm and help focus resources on insurers
with potential mag#2t conduct problems;

e Provide a good oach for monitoring the performance of a newly formed or newly licensed company;
o Identify gengsahn disruptions and important market conduct problems as early as possible and to

elimjnate, % lintit, the harm to consumers;

coordinate the various market regulation functions of the insurance department and
ed system of proportional responses to market problems; and

e Provide ramework for collaboration among the states and with federal regulators regarding

f market conduct issues and market regulation.

2 © 2006-2017 National Association of Insurance Commissioners



Chapter 1—Introduction

As the General Accounting Office explained in its September 2003 report on state market regulation:?

Among other things, market analysis can provide information on insurance companies’
compliance with applicable laws and regulations, highlight practices that could have a negative
effect on consumers and help identify problem companies for examination. The NAIC and some
states recognize that market analysis can be a significant regulatory tool and all of the states we
visited performed some type of market analysis, but in most cases these efforts were fragmented
and lacked a systematic organization and framework. We found that in many states, market
analysis consisted largely of monitoring complaints and complaint trends and reacting to
significant market issues. Analyzing complaints and complaint trends does provide regulators
with useful and important information and should be part of any market analysis program.
However, other types of information can also help regulators identify and deal with market
conduct issues, including data from financial reports, rate and form filings and other company
filings, routine and special requests for company data and information from other federal and
state regulators. All this information, consistently and routinely evaluated by well-trained
analysts, can help regulators identify companies that examiners need to look at more closek or
that merit regulatory actions.

Market analysis will assist a state in its review of existing data. As more techniques are developed y
the states, and as more states participate in market analysis and other market oversight activiti ok
will be updated so that states are constantly learning from each other and relying upon the resourc f the
states. For example, as states become consistent in their consumer complaint reporting in this

i explained

handbook, the more useful and meaningful market analysis will become on a countr
earlier, analysis of existing data is only one component of an effective market reg@ati am and all of the
components must work together. Insights gained from data analysis must be shagpd alfgised tofmprove both the
examination and data reporting processes and, likewise, the sharing of insights fro arkesaaitiuct examinations

and reports will improve states’ understanding of the significance of complai?®dat@yfinaicial data and other
external information for market analysis.

C. Role of the Market Actions (D) Working Group \

The NAIC Market Actions (D) Working Group is the nationalgeru i and address issues of multistate
concern and for states to coordinate multistate regulatory actions,@ggludi rket conduct examinations. States

can explore, for example, whether they are targeting thg
states that follow this handbook, the better the Marke
more effective the Working Group’s market oversight ¢

0 ies, nationally or regionally. The more

king?Group will be able to function and the

The Market Actions (D) Working Group consists of 18 indi and provides policy oversight and direction to
the Collaborative Action Designees (CADs), faglitates intefState communication, recommends appropriate
corrective actions, coordinates collaborative stat ulatory actions and facilitates the use of a broader continuum
of regulatory responses. The Working Group_fo its efforts on those nationally significant insurers that
exhibit characteristics indicating current or t regulatory issues that impact multiple jurisdictions.

D. The Players and Their Too

The evolving market regulati
for increased communication.

process necesitates the need for identification of key players, as well as the need
re are many new players that have been identified and many tools have been

2 Insurance ion- on Standards and Improved Coordination Needed to Strengthen Market Regulation. No.
GAO-03-433,
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Collaborative Action Designee (CAD)

The Collaborative Action Designee (CAD) is the one contact identified by the director/commissioner of each
state/territory to have full responsibility for all communications related to market regulation collaborative efforts.
This includes participating, or assigning a designee to participate, in Market Actions (D) Working Group
meetings or conference calls. While the Market Analysis Chief (MAC) oversees the internal state process of
identifying entities with potential market regulatory issues, the CAD oversees the process of communicating
about those entities and collaborating with other CADS, potentially through the Market Actions (D) Working
Group. The CAD and MAC are responsible for exchanging information with other state insurance departments
via the NAIC Market Regulation and Market Analysis bulletin boards.

Consumer Assistance Bulletin Board

The NAIC Consumer Assistance Bulletin Board is a regulator-only bulletin board desig state consumer
services regulators to communicate global issues, concerns, questions and information glfbut ¢ er services
issues. The bulletin board is available on iSite+ and on StateNet.

Core competencies were developed by regulators to meet expectations fro
and all interested parties for effective state-based regulatory oversig
competency standards are uniform standards that measure an individua
ability to effectively and efficiently regulate the insurance marketpl
competency are set forth below. The currently adopted core compet
Appendix D of this handbook.
e Resources—Standards regarding a state’s regulatory authgsity,
a state’s utilization of contract examiners;
lection, the role and responsibilities of a

e Market Analysis—Standards regarding market palys @
equired skills and knowledge of a market

state insurance department Market Analysis Chie 2
analyst;
e Continuum—Standards regarding the pus contingum options, market conduct examinations,

investigations and consumer complaints;

insurance industry
n e marketplace. Core
nce department’s overall
broad categories of core
dards are contained within

Core Competencies ﬂ
ns

el
S

training, and standards relating to

e Interstate Collaboration—Standards re in IC Collaborative Actions Guide document and the
role and responsibilities of a state insfanc artment Collaborative Action Designee (CAD).
L 4

Market Action Tracking System (MA
The Market Action Tracking Syg A allows market conduct examiners and analysts to communicate

schedules and results of examigitions angther®market actions. MATS allows for the calling of market conduct

rd
BUwetin Board is a regulator-only bulletin board designed for state market analysts to
s, concerns and information about the market analysis process. The bulletin board is

Market Analysis B
The NAIC Market

W rtment. The CAD and MAC are responsible for communicating with other state insurance
s via the NAIC Market Regulation and Market Analysis bulletin boards.
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Market Analysis Prioritization Tool (MAPT)

The Market Analysis Prioritization Tool (MAPT), released in 2006, expanded upon the Market Analysis
Company Listings® by creating a scoring system so companies can more easily be prioritized. MAPT is designed
to provide regulators with a web-based tool that serves as a starting point in the analysis process by prioritizing
companies for further analysis. This prioritization of companies allows states to better focus their resources and to
develop more efficient regulatory policies and practices. MAPT utilizes key market and financial components,
from state and national sources, to generate weighted ratios on which the prioritization is based. Key market
regulation components vary by line of business. They include, but are not limited to: losses, expenses and
premiums; enrollments, market components, regulatory actions, complaints, examinations and demographics.

Market Analysis Review System (MARS)
The Market Analysis Review System (MARS) is available to specific state regulator users for the purpose of
tracking, recording and reviewing Level 1 Analysis and Level 2 Analysis completed by other state regulators.

The Market Conduct Annual Statement (MCAS) was developed with the input of state regulato
representatives from the insurance industry. It provides an analysis tool for certain key market data efegen

help regulators allocate market analysis resources where they can be most effective. States participlpti =
intend to review their markets and share the results of their respective analyses and work to coordin yn d
responses or examinations.

Market Conduct Annual Statement (MCAS) %

Market Information Systems (MIS)

The Market Information Systems (MIS) are regulator-only databases containing informatiga re the iSite+
market applications, which include the Complaints Database System (CDS), Md@ket Tracking System
(MATS) and the Regulatory Information Retrieval System (RIRS). 23

Market Regulation Bulletin Board

The Market Regulation Bulletin Board is a regulator-only bulletin b
regulators to communicate global issues, concerns and information ab
insurance or the specific rules/laws that help govern the industry. The bulleti
StateNet.

rd ned state market conduct
nti ngaged in the business of
available on iSite+ and on

NAIC Staff/Research Resources

The NAIC offers financial, actuarial, legal, computer,
NAIC Market Regulation Department supports state
departments’ responsibility of protecting the interests€:\i
regulatory functions, such as consumer complaints,
interventions.

t duct and economic expertise. The
egttors in fulfilling the state insurance
gansumers by helping coordinate state market
alysis, producer licensing and regulatory

The NAIC Market Regulation Department offegileducation and training to regulators and non-regulators in
various formats: as instructor-led sessions, web-baS@geducational seminars (webinars), online training and web-
based “on-demand” training. Some of the agf% icsS® which the Market Regulation Department has provided
is Techniques, Producer Licensing, Consumer Assistance
Training, Market Conduct Examinat onduct Annual Statement Preparation (Property & Casualty
and Life & Health). Other NAIC edu daining topics will continue to be added in the future. The NAIC
Financial Regulatory Services Departmen vides technical expertise in areas of financial regulation, solvency

% As of December 200
functionality i i
Prioritization

t Analysis Company Listings report is no longer available. The data elements and
he Market Analysis Company Listings report were incorporated into the Market Analysis
in Section D of Chapter 4.
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The NAIC Research Library supports state insurance department regulators and NAIC staff by providing a free
inquiry and reference service and maintaining an extensive archive of NAIC publications. Research librarians
answer information requests on a variety of issues, and strive to provide responses to regulators within 24 hours.

The NAIC Help Desk provides technical support and customer service for NAIC applications, products and
services to enhance productivity within the insurance regulatory community. Regulators may access NAIC Help
Desk services at 816-783-8500 or via email at help@naic.org.

E. Resources Within State Insurance Departments

Many of these resources, such as a state insurance department consumer complaint resolution unit, are discussed
in detail in the body of this handbook. Other key resources include:

Market Conduct and Financial Examinations

Market conduct examinations focus on such areas as operations/management, comp#e
sales, producer licensing, policyholder service, underwriting and rating, gnd ¢ @ financial condition
examination system focuses on financial and corporate matters. Market coﬁ1 e issues can have a

t CORAD
significant effect on legal and compliance risks, which in turn can creat e 0 y issues. Coordination
with the financial examination function is an important area for marl ndug@pexaminers to understand.
Colgiti

, marketing and

Guidance on financial condition examinations is provided in the Finan Examiner’s Handbook and
is available through the Insurance Products and Services Division of the N

Financial Analysis

Financial reporting and analysis information is shared
compilations on a multistate basis. An insurance defrtme
provide valuable assistance in interpreting this informatiop?

, which assembles a wide range of data
ial analysis and examination staff can

Rates and Forms Information

Tools such as the System for Electronic Rate an m (SERFF) and the insurance department posting of
state filing review requirements provide a wide_ran data in formats that are more readily comparable
across state and regional lines. As of Marc 3 Jarisdictions including the District of Columbia, Puerto
Rico, Guam and the Virgin Islands4p plu n 4,300 insurance companies, third-party filers, rating

organizations and other companies—are g to efficiently and effectively speed insurance products to
icator of marketplace trends, such as overall increases in premiums

of amendatory endorsements and exclusions.

producer Ticensing, from rate and form review to market conduct exams, and from
nt. All of these functions, as well as financial regulation functions, generate useful
information about market lems. An effective market analysis program must include clear procedures for
regularly sharing gxdia er information among the various divisions of an insurance department.
Recommen : haring internal information include holding a monthly update meeting or emailing
issues that or interest to other sections.
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F. myNAIC

MyNAIC was created by the NAIC in June 2016 as a web page from which publicly available NAIC tools can be
accessed, and also as a web page which allows regulators to have a single page from which to access regulator-
only NAIC/NIPR/IIPRC tools. Regulators may access myNAIC by clicking on the myNAIC link on
www.naic.org; regulators may then login to the regulator-only portion of myNAIC by clicking on “Login” in the
upper right corner of the myNAIC public applications web page. The applications on the myNAIC regulator-only
page are based upon the roles associated with a regulator’s iSite+ password and ID. All of the functionality from
the former myNAIC, such as “News and Resources” and “Tools” has been incorporated into iSite+.

G. Center for Insurance Policy Research (CIPR)

The mission of the NAIC Center for Insurance Policy and Research (CIPR) is to serve federal and stat
lawmakers, federal and state regulatory agencies, international regulatory agencies and insurance consumers
enhancing intergovernmental cooperation and awareness, improving consumer protection and pro

legitimate marketplace competition.

L 4

The CIPR coordinates the collection and dissemination of insurance data and research for N}
enhancing:

e Regulatory cooperation between federal, state and international agencies and functional r

e Comprehension of insurance-related topics and issues by federal policymakers and ot

e Insurance information exchange between the states and the federal government; and

e NAIC and state regulator participation in public policy discussions and degisi i urance and

the broader financial services sector. 7S

The CIPR website http://www.naic.org/cipr_home.htm is organized into four sect
issues section, a CIPR newsletter section and a CIPR events section. The
topical listing of key insurance regulatory issues. Topics on the key is pag@gare organized in alphabetical
order; each key issue contains a brief summary, support documents an ant W@timony, presentations and
NAIC actions. The CIPR newsletter section provides access to current re issued CIPR newsletters, as
well as an index to newsletters. The CIPR events section proyides Fnk coming CIPR events, as well as

presentation and handout information for past CIPR events.
H. The Interstate Insurance Product Regulati n (I1PRC)

an agreement, which is enacted by law,

home page, a key
key es section presents a

The Interstate Insurance Product Regulation Compac
amongst member states (“compacting states”) to participate a3 istate regulatory system for the filing, review
and approval of asset-based insurance products, including indivigtal and group life, annuities, long-term care and
disability income insurance. The Compact establjsiied a multistate public entity, the Interstate Insurance Product

Regulation Commission (IIPRC). The IIPRC is mber-driven organization that serves as a central point of
filing, review and approval for asset-bas a products under detailed and comprehensive uniform
standards.
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The 1IPRC website is www.insurancecompact.org and includes the Compact legislation, as well as the IIPRC
bylaws, annual reports, budgets, uniform standards, operating procedures and other relevant tools, tutorials and
information. In June 2007, the 1IPRC became operational and received its first product filings. As of December
31, 2016, more than 300 companies have filed one or more product filings with the 1IPRC for approval since June
2007. The uniform standards require that all forms submitted for approval to the 1IPRC have a form identification
number in the lower left-hand corner where the form number must include a prefix of “ICCxx” (where “xx”
represents the appropriate year the form was submitted for filing). Within the NAIC System for Electronic Rate
and Form Filing (SERFF), compacting states have read-only access to product filings submitted to the IIPRC for
approval and use in their respective state (each compacting state administers the roles and access to the IIPRC
information stored within SERFF). Regulators may want to refer to the IIPRC map on the IIPRC website, which
shows the compacting states in yellow.

Through enactment of the Compact, compacting states agree that the uniform standards ir state law to
the content requirements of products filed and approved through the 1IPRC. In other wordSi@e uniform standards
are the applicable content requirements for Compact-approved products rathegf e eig.s pecific content
requirements and laws. When working with an IIPRC-approved product, markeffregulat@is should be familiar
with the uniform standards as they are the applicable requirements of the &o isiCQs. and Sontent of the IIPRC-

an r the content of asset-based

approved forms.

products that protect consumers equally across the compacting states. Co ies Use these uniform standards to
submit a set of standard forms in a product filing to the 1IPRC. The s these product filings, working
with the filer toward compliance and approval in an average reyi uch less than the required 60-day
turnaround time.

The 1IPRC’s uniform standards development and rulefgaki ess has continually demonstrated state
insurance regulators work collaboratively with their fgffow latdrs among the compacting states to address
concerns about the uniform standards, which gener resultS®in further strengthening the standards. On its
rulemaking docket located on the IIPRC website, 1 ublishes draft uniform standards in the rulemaking
process that are being considered by the compacti tateS” When uniform standards are adopted, the 1IPRC
publishes these uniform standards, along wi relev ulemaking material, on its rulemaking record on the
IIPRC website. 'S

) N pacting states, which is generally the state’s chief insurance

an nsparent manner, holding public hearings and soliciting public
ion-making process. The 1IPRC, its management committee and its
rom a legislative committee, an industry advisory committee, a

The 1IPRC includes one member
regulator. The IIPRC operates 4
comments as a fundamental {
other committees regularly re(
consumer advisory committee and

As of March 2017, the C has adopted 100 uniform standards covering a wide range of products and benefit
features for the four indivi asset-based insurance product lines authorized by the Compact as well as for group
life and disability j i nce products, specifically for employer/employee groups. As authorized by the
rate filings for individual long-term care and disability income insurance products,

g ation sharing with federal regulators assists both state and federal regulators in conducting more
gricient\nd effective oversight. States can enhance information sharing by reporting information to federal

abasest/such as the National Practitioner Data Bank (NPDB), which contains information on medical
alp ce payments and certain adverse actions related to health care practitioners, entities, providers and
liers. To eliminate NPDB data reporting/querying overlap with the Healthcare Integrity and Protection Data
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Bank (HIPDB), the U.S. Congress passed Section 6403 of the Affordable Care Act of 2010 (ACA), Public Law
111-148. As a result of the legislation, effective May 6, 2013, NPDB operations were consolidated with those of
the former HIPDB. Information previously collected and disclosed by the HIPDB is collected and disclosed by
the NPDB. Regulators may also pursue access to other federal databases (for example, the FBI database for
producer licensing purposes). Each state should have ongoing arrangements with the various federal financial
services regulators to share consumer complaint information arising out of cross-sector market activities.

The U.S. Securities and Exchange Commission (SEC) SEC oversees the key participants in the securities world,
including securities exchanges, securities brokers and dealers, investment advisors and mutual funds. The SEC is
concerned primarily with promoting the disclosure of important market-related information, maintaining fair
dealing and protecting consumers against fraud. The SEC website www.sec.gov provides information on publicly
held companies, as well as on entities licensed to sell securities products. The SEC’s Electronic Data Gathering,
Analysis and Retrieval (EDGAR) database provides free public access to disclosure documents that publi
companies are required to file with the SEC, allowing the user to research a company’s financial information and
operations by reviewing registration statements, prospectuses and periodic reports.

Other States ¢
Many states require that insurance companies provide specific filings or reports in respons

identified issues. An inventory of such filings may produce valuable information. It is helpful to e
regulators to have ongoing email and phone communications about companies and issues of m ern
with state insurance regulators in other insurance departments. Regulators in neighboring states ized

expertise on particular issues are especially helpful.

Regulatory Meetings

NAIC meetings and training seminars provide valuable opportunities to share igfor @
other forums, such as meetings of the National Conference of Insurance Legiskggrs @F7), the Insurance
Regulatory Examiners Society (IRES), the Society of Financial Examine '& and insurance trade

association meetings.

Other Regulatory Agencies within a State Insurance Department
Regulators who oversee market conduct of insurance companies ha eas 0 mon concern with various
other state agencies, including the agencies that regulate hegjth c rs’ compensation and consumer

protection. These agencies can be valuable sources of information Kta .

J. Industry Sources

Financial Rating Agencies
There are five major financial rating agencies that revie rance companies. Each has its own unique
methodology for assigning ratings. More informati@n can be found for each rating agency at the links provided
below.

A.M. Best Company: The A.M. Best Comp
A.M. Best’s rating system is to eva
and to provide its opinion as to th
obligations. Ratings are available at

eewrating insurance companies since 1900. The objective of
ffecting the overall performance of an insurance company

Fitch Ratings: Fitch Ratings founded as the Fitch Publishing Company in 1913. Fitch’s rating evaluations
are qualitative and quantitativ rovide two basic types of ratings—insurer financial strength ratings and
issuer and fixed income se ti itch Ratings are available at www.fitchratings.com.

Moody’s Investo
strength ratings refle
Ratings are 3

er y’s Investors Service was founded in 1900. Moody’s insurance financial
0 as to an insurer’s ability to meet senior policyholder claims and obligations.
moodys.com.
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Standard & Poor’s: Standard and Poor’s (S&P) has been rating bonds since 1923 and insurance companies’
claims-paying ability since 1983. Standard & Poor’s claims-paying ability rating is an assessment of an operating
insurance company’s financial capacity to meet its policyholder obligations in accordance with its terms. Ratings
are available at www.standardandpoors.com.

Weiss Ratings, LLC (formerly TheStreet.com): In 2006, Weiss Group sold Weiss Ratings to TheStreet.com. In
2010, TheStreet.com sold the insurance and bank ratings back to the Weiss Group. Weiss’ financial strength
rating indicates its opinion regarding an insurer’s ability to meet its commitments to its policyholders under
current economic conditions. Ratings are available at www.weissratings.com.

K. Public Information Sources

Center for Economic Justice (CEJ) Data Guide
In 1999, the Center for Economic Justice, a consumer advocacy group based in Austi
Consumer Advocate’s Guide to Getting, Understanding and Using Insurance
introduction to the guide: “This handbook provides an introduction to the topic of
data and ratemaking. This handbook attempts to serve as a tool kit for consu a
issues by discussing the sources, uses and misuses of insurance data.”

exas, published A
xplained in the
meowners insurance
orking on insurance

Legal Actions
Monitoring of litigation may alert regulators to issues that the regulatory s has not yet addressed. There are
many class action websites available on the Internet, such as Westla Le exis.

Consumer and Community Groups
Regular communication with consumer and community@group
consumer concern. Educating consumers on insuranc
complaints among groups, identifying possible trends.

regulators identify and address issues of
& where to report concerns can increase

te

Trade Press/Research Papers
Trade publications and academic research papers in lators about emerging issues and other regulatory
concerns.

L 4

Consumer Advocacy Organizations
Consumer advocacy organizationglclgsen sumer interests and address issues that impact the well-being of

izations focus their efforts specifically on insurance-related issues and

refs’on a voluntary basis. The growing use of self-audits and voluntary accreditation
al Council on Quality Assurance (NCQA) and the Utilization Review Accreditation
e potential of providing regulators important information about companies. Many of
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Chapter 2—Continuum of Regulatory Responses

Insurance regulators can access a broad continuum of regulatory responses when determining the appropriate
regulatory response to an identified issue or concern. The continuum can be used to guide the decision-making
process when regulators move from analysis to a regulatory response. This chapter will provide considerations for
selecting regulatory responses to specific situations, as well as provide lists and descriptions of the categories of
continuum actions.

A. Considerations

The substantive nature of regulatory concerns may be clarified by evaluating responses to select questions.
Answers to the questions categorized below may help set the stage for prioritizing regulatory projects and for then
choosing the most appropriate response.

1. Questions to Evaluate
Consumers
e How immediate is the concern? What is the likelihood or severity of any potential consumer hal
e What is the nature and potential scope of the harm to consumers?
e How extensive is the issue? Does the concern involve one regulated entity or multiple re

Regulators

» Do other state, federal or self-regulating organizations also have respon3|b|I|ty over ern or an
y, with the
combined efforts of a few or multiple affected jurisdictions, or should t@ cO erred to another

jurisdiction?
e Has the concern already been addressed by another jurisdiction? If so, »
other impacted jurisdictions?

Regulated Entities
e How do company self-audit or best practices organization revi peak e concern?
e What is the regulated entity’s history for proactive and §spo t conduct compliance?
e What types of market conduct actions have been eﬁectivek ordimilar entities in the past?

Actions
e What type and volume of information is ne
action?
e If an analyst or examiner discovers information or @
what steps should be taken?
e Should the regulatory response includ enforcement action, restitution, or process and procedure
changes?

te the concern and recommend corrective

es that raise suspicions of fraudulent activity,

2. Scale of Response
When deciding which response is ap for the situation, it is also important to determine toward
whom the response should be directea™§@ne common target would be a single insurer, although addressing
multiple insurers within a holding compan up may be more efficient at times. Some groups are comprised of
almost completely autonomo erations, while others function within the same operating system or location and
under the same management.
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Health groups may have a centralized holding company that dictates policies and practices, while connected with
numerous small, state-admitted entities. An insurance company or group should be able to indicate how the
specific entity is set up. In some cases, the response is best focused on a regulated entity other than an insurer,
such as a third-party administrator or producer entity. Some issues may be industry-wide or nearly industry-wide,
calling for an appropriate multi-jurisdictional response.

3. Goals of Response
When determining the most appropriate responses, pursue goals similar to the following:
e Stop practices that are harmful to consumers and prevent future harm to consumers;
e Address the issue as widely as possible, with minimal impact to regulated entities that have not
contributed to the problem; and
e Remediate harm to impacted consumers. The form of remediation is generally ined through the
administrative/legal process. In many cases, the regulated entity will volun i
measures once a noncompliant or incorrect process has been identified. Gatherin
specific impact can assist the administrative resolution.

aaformation to show

L 4

4. Measures of Success
When comparing several options that appear to meet the above goals, co
guide the final decision. Determine if the response is:
e Appropriate: Does the response correspond appropriately to the i
e Cost-effective: Is the regulatory response cost-effective for hoth th
Does the regulatory response leverage regulatory resources?
e Timing: Does the proposed response accommodate,dead¥s
e Least intrusive: Is the response the least mtrtg :
concern?

5. Assigning Regulatory Staff \
Who should be assigned to conduct continuu tory responses such as those discussed below? The
i

ures of success to help

lem?
artment and the regulated entity?

quirements, if any?
ctlvely resolve the matter of regulatory

answer will differ among insurance department with market conduct examination or consumer
affairs investigation backgrounds are among thgagyin s that would be appropriate.

Skills needed, in addition to an under®andi Insiyance practices to be reviewed, are good letter and report
writing skills, good verbal communicati kil d an understanding of insurance department policies and
procedures. Additionally, a thog® ding of issues surrounding treatment of confidential versus
publicly available informatio

B. Regulatory Responses

The continuum of regul&0ry responses can be roughly divided into four categories: Contact, Examination,
Enforcement and Marke ions (D) Working Group. The continuum is not a “ladder,” whereby one step must

be taken prior to ad next. Rather, it should be viewed as a range of decision-making options.

A brief dis @ itegory follows. Examples are provided only for clarity and should not be considered
the sole use ch of response. Note: The principles outlined in Section D Confidentiality in Chapter 8—
Examination Intr tion of this handbook can also be applied to the continuum of regulatory responses.

1. Co with the Regulated Entity
Co regulated entity will include the following components:
tutory authority for making the request;
lear explanation of the concern, along with the specific insurance laws or regulations related to the
tter;
o A clear expectation of what action is being requested;

12 © 2006-2017 National Association of Insurance Commissioners



Chapter 2—Continuum of Regulatory Responses

e If requesting information, an explanation of how that information will be used and the statutory
protections for confidential information;

e A date by which a reply is expected, along with to whom the response should be sent; and

o Aclear explanation of how any billing of investigatory work will be addressed.

The continuum begins with the contact category, dealing with various opportunities to connect directly with the
regulated entity, such as:
e Correspondence;
Interrogatories;
Interviews with the entity;

Contact with other stakeholders;
Targeted information gathering;
Policy and procedure reviews;
Review of self-audits and self-review documents; and
D

Review of voluntary compliance programs. .

This category of continuum actions would be recorded in the appropriate NAIC database to enahle r
share information about regulatory responses other than examinations and enforcement actions.
Correspondence

Once a potential or fully identified problem has been detected, regardless of any other contingiim opt chosen,
correspondence will typically be the initial response. For some issues, correspondence may b thatlis needed.

A letter or email may be used to discuss such issues as a perceived negative tr i i a specific
problem that needs immediate attention. ’S

A distinct advantage of using correspondence is that the problem can be quickl
insurer. In addition, having documentation of the discussion will also serve as
not corrected and is subsequently escalated to another continuum optio

the best response if a regulated entity has resisted regulatory communicati he

d addressed by the
cord IT%Q§e event the problem is
correspondence may not be

Practical examples of using correspondence include:
e Reminding the regulated entity of a specific regulatory Teguir t affer insurance department consumer
affairs staff notes cases of noncompliance; and
e Advising an insurer of increasing complaint ratig n

market analysis process.

If correspondence does not satisfactorily address the re
considered.

o tern, further regulatory responses should be

Interrogatories
An interrogatory is simply a set of questions use valuate an insurer’s handling of compliance or processing
issues, and can be tailored to a very specifieigs information. Interrogatories are a good option when
attempting to determine compliance jith 3 rule or law. Surveys, certifications or questionnaires might
be included in an interrogatory.

e Claim handling pract

costs, and branding of
e The company’s pl
e Compliance with

lated to automobile total loss valuation, reimbursement of sales tax and special
e titles;

itability requirements.
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Interviews with the Regulated Entity

In the form of a face-to-face meeting or conference call, interviews with the entity are useful when there is a need
for open dialogue, discussion or clarification. It provides both the regulator and the regulated entity with an
opportunity to ask questions, provide clarification and verbalize each point of view about compliance matters.
Interviews with company personnel can be useful to obtain information about specific company divisions or
functions.

The most formal method of interview would be taking a statement under oath. Before conducting a statement
under oath, review the insurance department’s policies and procedures or seek advice from insurance department
counsel to become familiar with state-specific requirements. General standards may require that persons examined
under oath be permitted representation by counsel and be permitted to have access to a transcript of the

proceeding.

Interviews may also be advantageous when the state has determined that the insurer
outside its standard operating policies and procedures. This option may requirg ifi
regulated entity’s policies and procedures to understand that the analysis results i
policies and procedures.

Interviews might also be conducted to resolve questionable market an
analysis findings indicate that the regulated entity might be engaged in
conducted to give a state a better understanding of these activities. As
entity, interviews may not be the best response if a regulated entity

past.

14

Practical examples of performing an interview with te reg @ i

onducting business

s. That is, should market
ractices, interviews may be
ption to correspond with an
gulatory communications in the

fin

Making a phone call to an insurance company . Jtficer to discuss concerns relating to the
company’s change in marketing strategy; x

Requesting a meeting with a company ing marager to learn first-hand how the company uses
loss history information; and

Setting up a recorded statement under_oath

procedures relating to the handling ofgfo aims.

L 4
Contact with Other Stakeholders
There may be occasions when : that input is necessary beyond what is gained from talking or

corresponding with company qf

sk for their perspective about training provided by the company; and
s who purchased a specific insurance product to ask how the product was presented

ny functional areas.
state determine that additional data is required from the regulated entity, the NAIC uniform data

should be followed. If there is a need to deviate from the uniform data requests to capture specialized
ation, the need for additional data should be explained and justified to the regulated entity.
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Also, if possible, be mindful of time constraints faced by insurance companies. For example, requesting a
response date that is near the Market Conduct Annual Statement (MCAS) due date may create an undue workload
and unnecessary cost upon an insurer.

Practical examples of targeted information gathering include:
e Requesting a data file from a health insurer to analyze compliance with prompt-pay requirements; and
e Requesting producer mailing lists and mailed materials to assess the company’s dissemination of state-
required information to its producers.

Policy and Procedure Reviews

For some cases, policy and procedure reviews may be a workable alternative to the traditional market conduct
practice of performing sampling and file reviews. A review of written policies and procedures may also be
supplemented with a review of a minimal number of files to help ensure that policies and procedures havi
actually been implemented. Reliance on such a review is dependent upon the company’s inclusion of the
compliance issue within its written policies and procedures.

Practical examples of the use of policy and procedure reviews include:
e Review of a company’s written guidelines relating to protecting privacy of consumer fina
information; and
e Review of a company’s written guidelines that address mandatory training of producers
under the National Flood Insurance Program (NFIP).

Reviews of Self-Audits and Self-Review Documents
One use of self-audits involves a review of an insurer’s existing internal market cCRglu
this technique will vary by state; if uncertain, regulators should consult their insufince ©
Additional discussion may be found in the NAIC white paper Regulatory Acc |
Issues of Confidentiality and Privilege. An advantage to reviewing self-audit rgforts

the review of compliance issues already actively managed by the insurer.

’s legal counsel.
o Information: The
prevent duplication in

A disadvantage to use of these documents is that scrutiny of an insurer’s
such self-audit practices because of fear that the insurer will be pen
mistakes will ultimately subject the insurer to liability. One pradice t
of a company’s self-audit program, rather than conduct a review o res

rts may place a damper on
fying mistakes and that such
is to learn the scope and structure
self-audit reports themselves.

Practical examples of the use of self-audits and self-rgiew doctentsinclude:

e Requesting that an insurer identify all health TQi

systematic payment error for the preceding 12 mo

e Determining which functional areas and subject mai ave been evaluated by a company’s self-audit

program during the preceding 12 month enable a regulator’s market conduct review to focus on
company-neglected issues and concerns.

mpliance programs or reports produced by best practices
Quality Assurance (NCQA) and the Utilization Review
Accreditation Commission (URAC) ma erformed. These types of reviews might be helpful where the scope
of the best practice organizatign’s review is S@pstantially similar to the scope of the issue, problem or concern that
a state wishes to address. Sta re encouraged to familiarize themselves with the best practice organization’s
review processes and, particula whether the review process includes verification of compliance with
documented policies and

organizations such as the National

«
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Such organizations are generally willing to provide a list of participating entities and to share their review
standards and methods with regulators. By comparing those review standards with examination review standards,
regulators can make better decisions on how to focus the scope of a review. Regulators should also determine how
their specific state laws apply to best practice organizations and accreditation services. It is possible that certain
accreditation services are required for licensure purposes—for example, managed care utilization review and
provider credentialing.

Practical examples of reviewing voluntary compliance program documents include:
e Reviewing the URAC documentation when researching an increase in health insurance-related
complaints.

2. Examinations

The examinations category is possibly the most familiar of the continuum categories, ancgyte bu the chapters
in this handbook are devoted to addressing examination practices in great detail. Un an examination is
to marketplace
1 options. As stated

issues. However, at times an examination will be the best choice among the
previously, states should enter any continuum actions into the appropriate N a

Even within examinations there are many levels and choices available. De S ne be made as to:
e Timing of examination;
Penetration level of examination;

(]
e Location of examination; and
e Participation level of examination.

Timing of Examination L 2
Once the need for an examination has been decided, timi ination and notification of the entity will
need to be determined. There are three general approal ing, and each fits a specific need:
e Statutory examination: Regularly sched ination Dased on state statute;
e Scheduled examination: An examination viding the entity with prior notice, typically 60-90
days, of when the examination will begi inent details about what will be reviewed; and
e No-knock examinations: An exami ghout prior notice being sent to the examined entity. This
choice is used when a regulaﬁr e viding an entity with advance notice of an examination
would result in the entity e of violations, or creating false information to give the

Examination Type
It will also need to be determine

ns: An examination of one or two areas of business (e.g., an examination of a
and sales practices); and
tions: A review of most, if not all, market conduct areas within an entity (e.g., a

entity’s offices, e.g. a regulator uses the Internet and electronically provided samples to conduct
of an entity’s advertising materials; and

site reviews: A review conducted in the regulated entity’s offices, necessary for review of original
cuments and actual transactions, e.g. a review of mail processing practices or complaints logs.
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Often examiners will utilize a combination of desk and on-site reviews to conduct an effective review while
reducing the travel time and costs associated with having a regulatory team on-site for prolonged stays.

Participation Level of Examination

When analyzing the scope of an issue, the breadth of the concern across the company and the likelihood of the
issue being found in other jurisdictions should also be evaluated. Collaboration with other jurisdictions is
discussed in detail in its own chapter later in this handbook; however, it is worth mentioning here:

e Single State: A review of a regulated entity’s actions limited to the jurisdiction conducting the review
(e.g., areview of an entity’s compliance with a statute enacted in the preceding year;

e Joint Effort: A review conducted by two or more jurisdictions of a single entity or issue (e.g., an
examination of a small regional insurer by two bordering states into claims adjustments involving both
states; and

e Multi-jurisdictional: An examination of one or more regulated entities by multiple jurisdictions (e.g., a
investigation led by a few states for the benefit of all 56 jurisdictions into a large national insurer’s
practices related to sales of life insurance targeting specific ethnic groups).

Multi-jurisdictional examinations can be conducted in all of the different variations mentioned’
example, a multistate examination might be conducted as a targeted desk examination or mig
investigation. They are increasing in popularity with both regulated entities and regulators
resources saved. Due consideration should always be given to referring multijurisdictional av the
Market Actions (D) Working Group. The Working Group is discussed later in this chapter and also e chapter
titled Collaborative Actions.

As mentioned earlier, this handbook has several chapters devoted to the details o
and examinations. Please see the applicable chapters relating to investigations #d exe
discussion of those types of reviews.

ct Investigations
for an in-depth

3. Enforcements

On occasion, an enforcement action will clearly be the most practigig,sol for addressing cases of
noncompliance. The types and combinations of enforcement actions Ilv “Unlimited, although a few
general types are captured in this list. Any action of this type sh ecorded in the appropriate NAIC
database: o

e Informal agreements;

e Voluntary compliance plans;

e  Administrative complaints;

e Cease and desist orders;

e Ongoing monitoring/self-audits;

Remediation plans;
Negotiated settlement agreements and congint orders;

Restitution;
inatio
f liceng’.

Administrative fines/penalties;
Post-investigation or follow-
Probations/suspensions/revo
practices ©r implement procedures can be either written or verbal. Such an
iate for situations involving noncompliance with technical regulatory issues and
to consumers or other stakeholders. Such an agreement could include
ess practices, forms or rating plans.

and

Informal Agreements

An informal agreement to c
agreement would be most appr:
where no significant harm has oc

such things as amendment “
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Voluntary Compliance Plans

An agreement with the regulated entity to establish a voluntary compliance plan would go beyond implementation
of a single change in procedures or practices. Such an agreement may include self-monitoring, self-audits and
possibly reporting back to the regulator after an agreed-upon period of time.

Administrative Complaints

An administrative complaint is filed when the insurance department has reason to believe that a regulated entity is
engaging in noncompliant behavior. The document will allege that a violation of insurance law has occurred or
may occur and provide for an administrative hearing where both parties are allowed to present evidence and
testimony about the allegations.

Cease and Desist Orders

An order can be issued by the insurance department to a company to prohibit a on orgeusiness from
continuing all operations or certain targeted operations or violations of law. Such an orde uld be issued when
harm to consumers is considered imminent and quick action is perceived to % The insurance
department then may bring the company in for an administrative hearing to %termi @ ction.

Ongoing Monitoring/Self-Audit
After identification of a systematic compliance error being made by an r, r tors may request that the

i
insurer conduct a targeted market conduct self-audit. This permits an ins to rrective action and to report
its findings to the regulator. Additionally, as part of settlement agreeme after final examination reports, a
company may be required to submit regular audits covering the are . The audits would be submitted
to the regulator over a period of one or more years to help ensure i pliance in the area of concern.

Remediation Plans
In cases where harm can be measured and corrected, rem
refunds, supplemental claim payments, removal o
endorsements or policy change options. Obtainigg re
by an adverse situation should generally be a pri go
all affected jurisdictions. This will reduce or elimina ne

iati ake the form of such actions as premium
N , or incorrectly administered restrictive
iation policyholders, claimants and parties affected
here possible, remediation should be undertaken for
for duplicate regulatory responses.

Negotiated Settlement Agreements a¢1 C

A negotiated settlement may be used to aggive
agreement is typically negotiated acedpin
inc

ers

ally agreeable conclusion to a matter of concern. Such an
written consent order by the insurance department’s legal
counsel. The agreed-upon settlg such components as remediation, voluntary forfeitures (fines),
agreements to cease and desi 0 implement action plans, self-reviews, and possibly reporting back
to the regulator after an agre€@uoon pghiod of time. The settlement agreement may or may not lack an
administrative determination that a<Q@e

regulated entity neither affigms nor defwes the specific allegations. The agreement is made as a means to resolve
the conflict. Multiple s may also be involved in negotiated settlements, in which case those regulators
involved may wish to c t the Market Actions (D) Working Group-created document Best Practices for
Multistate Settleme,

S s or omissions have done harm to policyholders, claimants or the department of
insurance, the stal y require that compensation is made for that harm. The scope and extent of the harm may
ined througn self-reporting, any of the continuum actions, or through single or multistate examinations.
ion is made for actual loss or damage that was sustained.

strative adjudication should follow insurance department or state guidelines. A typical action would
. filing of a petition or formal complaint against the regulated entity, setting a time and place for an
inistrative hearing. The regulated entity would be provided an opportunity to offer testimony and evidence
e a hearing officer, who would decide the outcome of the action. Likewise, the regulatory representative
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would present evidence and request a finding or determination along with a request for resolution. Occasionally, a
voluntary consent agreement may be reached prior to an administrative hearing. A regulated entity could be
required to pay both restitution and a penalty so that actual financial harm is repaired and the entity is also
punished for the violations that caused the financial harm.

Post-Investigation or Follow-Up Examinations

There may be instances when a regulated entity modifies procedures in order to respond to a state’s determination
of a violation through an investigation or examination. However, the state may not be assured that the change will
stay in effect over a long period of time and is not comfortable with the company self-monitoring. In such cases,
the state may elect to schedule a series of targeted examinations to monitor the issue over an extended period of
time until a comfort level is reached.

Probations/Suspensions/Revocations of License
Depending on the severity and frequency of specific violations, or the variety of violations, a state may take
action against a regulated entity’s authority to operate in the state. Probation is often ordered for entities guilg
more minor violations or first offenses, which allows them to continue the business of insurance
supervision. For a more serious charge, the license may be suspended to prohibit any performance o
of insurance, usually for a specified period of time. If the violations are severe or pervasive

probation or suspension has not resulted in a remedy to the issues, the license or authority to condu
of insurance may be revoked.

4. Market Actions (D) Working Group

The Market Actions (D) Working Group was created to give regulators a forum for iss
addressed on a national level. The Working Group meets at each NAIC meetifQ, i
conference calls and communicates as needed on issues. Membership is made ugof a¥
from across the country selected based on their skills, experience and ability t&

ber of regulators
n national level
activity.

Information Sharing

Each state commissioner appoints a Collaborative Action Designe
communication to and from the Market Actions (D) Working Group a
Most member jurisdictions of the NAIC have signed the Inforr‘tion

andle or coordinate the
ADs about multistate issues.
d Confidentiality Agreement; the

list of signatory jurisdictions may be found in StateNet. Gener ement can be referenced in any
exchange of information rather than requiring states to sigp du ntiality agreements with each other.
Additionally, regulators should be familiar with thei code provisions to determine the extent of
materials that may be shared with other state insurance bther state agencies and federal agencies, as

Practical applications of information sharing i
e Entering into a confidentiality agreem:
licensed agency that has sold unregj

e Sharing information under fie N
market analysis processes ha en

dentiality agreement with another state when both states’
ilar concerns about a licensed insurer.

Referral to the Market Acti
Issues of concern that have b
Market Actions (D) Working

s (D) Workiigp Group

eveloped through market analysis or by other channels may be referred to the
When there is a likelihood that the issue affects multiple jurisdictions and
answer the concerns of all affected jurisdictions, a Request for Review
ket Actions (D) Working Group. The RFR may be initiated by one or more
commissioner, by a Collaborative Action Designee (CAD), by NAIC staff or
R asks the referring state(s) not only for the particulars of the issue and the
mendatlons for continuum-based regulatory responses.

self-reported by an e
entity (ies),
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Practical applications of submitting an RFR to the Market Actions (D) Working Group include:
e Several states identify a company with the same issue, and they believe a united request for voluntary
compliance will resolve the issue for all impacted states; and
e One state has completed a continuum action with a company for an issue that potentially impacts many
states and believes the same resolution can be applied to those states with an action initiated through the
Market Actions (D) Working Group.

National Analysis

In addition to responding to issues brought before the group, the Market Actions (D) Working Group annually
coordinates a national analysis project using Market Conduct Annual Statement Data that proactively looks at the
country’s insurers for signs of developing issues. When issues are found, a volunteer jurisdiction will investigate
the concern and report back to the group, completing an official referral if necessary.

C. Closure

No matter which continuum of regulatory response option is used to addrespa sit @ lators will be faced
with the decision of how to bring closure to an issue.

A discussion of some of the most common methods of closure, listed bel
e Determining that no further action is necessary;

Communicating the insurance department’s position;

Providing information to producers;

Referral to other agencies, fraud prevention divisia@s o

Initiating consumer outreach or education initia@es,

Ongoing, nonstructured monitoring; and
e Requesting legislative or regulatory rule chang
ished by their insurance department, commissioner
omes. Insurance departments may have established
nmental agencies and for the distribution of public

jsons, legislative liaisons, general counsels, deputies and
&/n regarding any such protocols within a state insurance

Regulators should be aware of and abide by prog¥ols e
and general counsel relating to the use of various cl 0
procedures for communications with media
information. Public information offic@, g

commissioners are all possible sources 4, infor
department.

When deciding upon a metho doutcome, it is helpful to consider not only the nature of the issue and
how it has affected consumers, © anner in which the issue was discovered and how it was addressed
by the regulated entity. It would s€ prudent to penalize a regulated entity that voluntarily communicated
about a problem discoveregyhy way of Self-audit, if the regulated entity also took steps to rectify the problem and
provided remediation asgé=ded.

Determining Tha h ction Is Necessary

rther action might include such reasons as: (1) determination that company actions
with insurance laws or statutes; (2) there was no violation of insurance law; or (3)
atic issue resulting from a miscommunication was acknowledged and addressed.
Additionally, a reg@atory response could produce findings that ease concerns raised by market analysis. If an
initi as recorded in the appropriate NAIC database at the beginning of the issue, notes would be added to

the e d it would then be closed.
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Communicating the Insurance Department’s Position

A written communication expressing the insurance department’s position on a matter can serve not only as
clarification, but also as a potential warning or admonishment. It can place the regulated entity on notice that
future occurrences may be dealt with in a stricter fashion. This outcome would be finalized in the appropriate
NAIC database, and the entry closed. Any such communication should be clear and specific to the issue at hand.
For examinations, this generally takes place in the form of a report of examination. For other types of regulatory
responses, a closing letter to management may be appropriate.

Alternatively, the issue may be of wider concern than a specific company, and the insurance department will want
to convey its position more broadly. The use of targeted mailings, newsletter articles, bulletins and website
notices may allow regulators to widely address a concern or provide information relative to new issues,
interpretations, relevant case law, implementation policies for new laws, or discussion of new industry practices
or technologies. Education is an effective regulatory tool that can be used to provide information to the insuranc

industry. Two primary forms of education are insurance department communication and proactive outreach.

Practical examples of insurance department communications include:

e |ssuing a formal bulletin to clarify the insurance department’s interpretation of a specific Iaw;’

e Posting an advisory letter to respond to multiple requests for information about a speci
issue;

e Providing access to insurance laws and regulations through the insurance department’s w

e Listing helpful suggestions for responding to insurance department inquiries, on
department’s website; and

e Discussing specific regulatory concerns in an insurance department’s quarterly n

Providing Information to Producers L 2
The insurance department may also wish to convey information to producers, age
the possible use of mailings and notices, the department may choose a more pr
mediums include speaking engagements, insurance department-sponso
releases, interviews with the media, articles for publication, billboards a vert
spots. Identifying the target audience and tailoring the delivery to that audien
campaign.

ers. In addition to
tive of outreach. Outreach
rs and’ training events, press
ents, brochures, and radio
ys to a successful outreach

L 4

Practical examples of producer outreach include:
e Sponsoring a seminar aimed at insurance compk
insurance law;
e Participating in an industry or regulator-sponsG
a new rule affecting market regulation; and
e Requesting trade organizations place periodic reming
flood insurance.

fe als to discuss changes to variable life
d trade or¢Inization seminar to share information about

in their publications about the importance of

Occasionally, regulatory issues or cgacer
include securities, banking, motor icle
consumer protection functions of att
within the state insurance departmen
agencies. It is also helpful tojhave a genera
might apply to insurance.

derstanding of the functions within those agencies and how they

Any indication of insurang ol WiTEtner directed against an insurer by an outside person or implemented from
within the insurange orgél hould immediately be reported to the applicable fraud prevention division.
Referrals to law en
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Initiating Consumer Outreach or Education

Insurance departments have a unique opportunity for determining which insurance-related issues are confusing or
unclear to consumers. It is important to use the insurance department’s established guidelines for media contact
and generally best to coordinate any media outreach with the department’s public information officer. Newspaper
and magazine articles, press releases, outreach at public events, and speaking engagements can help provide
consumers with tips on how to be more “savvy” about insurance. Publishing a brochure explaining a certain
confusing insurance product and requiring its distribution at point of sale can help prevent abusive sales
techniques and unsuitable sales.

Practical examples of consumer outreach or education initiatives include:
e Initiating a “Fight Fake Insurance” campaign to inform consumers about the danger of fraudulent and
unauthorized health insurers;
e Developing media news releases to teach consumers how to best file insuranggiiclaim er a natural
disaster; and
e Use of billboards to remind the public that insurance fraud is a crime.

Ongoing, Nonstructured Monitoring
Ongoing, nonstructured monitoring is often appropriate for issues with a
is especially true if the regulator is not assured that the initial corrective
consistently. For example, a claims payment problem that was

d 0 -volume impact. This
Wi applied continuously and
programming the correct

monitoring. A similar claims payment practice that involves numer
the planning of ongoing monitoring. Deliberate monitoring
is not conclusive about the extent or nature of an identified$Qgl %

Requesting Legislative or Regulatory Rule Changes
A market conduct issue may be discovered for whichio r tory authority exists to address the concern or
when the law has not kept pace with changin conditions. Sometimes a practice is identified that is

perfectly legal, but is causing harm to consum r ting the marketplace. If the issue is approached
correctly, insurers are willing to change the pragctice n as long as they can be assured of a level playing

epeated instances might warrant
riate when the regulatory response

field. At other times, these situations are idegfifi eriiew types of insurance, new marketing mechanisms or
industry use of emerging technology @pd to ingyoduced and problems need to be addressed on a broader
basis through rulemaking, legislative chal and evelopment of NAIC model laws.

Most insurance departments
regulations, generally requi

estabwrshed protocol for discussion and proposal of new statutes and
ch proposals be channeled directly to the insurance department
or change, it is helpful to review existing NAIC model laws and

dvertising regulations in Internet sales; and
e Ad to amend existing insurance statutes to address new types of insurance or marketing

arral
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Chapter 3—Basic Analytical Tools

A. Market Conduct Indicators and Priorities

The common denominator of this handbook is change. When there are changes in laws or regulations or in the
marketplace, they affect processes and procedures within insurance companies and can increase the risk of market
conduct or compliance problems during a period of adjustment. Similar problems can result from internal changes
in a company, such as where, how and what lines of business it writes. Conversely, disruptions in a market sector
or stresses or irregularities in a particular company’s operations will also leave their mark in the statistics.

Many changes are positive and a market with no signs of change would be troubling. Nevertheless, significant
signs of change deserve careful regulatory attention, at least until their causes and effects are better understood.
Even when a change is undeniably for the better, changes may, however, highlight areas where some companie
have not adapted as well as others to the evolving marketplace.

In order to assess the nature and extent of changes, it is essential to have meaningful data. This s@gtion @
handbook explains the use of the NAIC iSite+ system, an essential information resource for State €Qsuredpg
regulators, and then discusses a few key items of information that are most likely to be indic 0 ket
conduct problems; consumer complaint data and state-by-state data from insurers’ financial stat . r
significant sources of available data are also discussed briefly.

e, one of
the most critical market analysis functions is setting priorities for review. Almgst al4fSeigs ver 1,000
insurers licensed to do business, so without a good sense of priorities, it can $ . A state insurance
department to identify which companies to look at and what to look for. Because’c a larger market
share will impact the greatest number of consumers, an effective regulatory r must include the

companies with the largest market shares, while at the same time being carefulgit to o ok concerns that may
arise with smaller companies.

Market share reports are among the wealth of data compilations that th IC available to state regulators
on iSite+. For example, if a single company writes 25 percent of a $gnifi line of insurance in a regulator’s
state, this company is a market leader to which regulators shouﬁp on Jor that reason alone. However, the
same companies are likely to be targeted in other states, which ul coordination imperative, not only
to avoid imposing unnecessary regulatory burdens upon i ‘ to facilitate a deeper and more coherent
analysis by the various regulators so as to address 3 and Consistently as possible the company’s
activities in all states where it does business.

e are more prone than others to particular types of market
n program is generally better suited to personal lines than to

idly. There is no foolproof way to predict which market
example, by the impact on the health care market of the
eir medical malpractice insurance markets and by the broad-

ranging consequences of the property ins e market’s response to Sept. 11, 2001.

B. NAIC iSite+

The iSite+ suite of applics used to report financial, market regulation and producer information housed in
the NAIC databas uld familiarize themselves with iSite+, a secure regulator-only area within the
NAIC website whi ess to NAIC databases and a wide variety of reports prepared from those

information.
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The iSite+ web page provides state insurance department regulators with access to applications used by
regulators. Regulators may access iSite+ via the myNAIC link on the NAIC website or directly at https://i-
site.naic.org. In order to log into myNAIC, regulators must have an active NAIC Oracle account and password
login. Regulators who do not have myNAIC login credentials or do not remember their user ID and password
should contact their insurance department IT Liaison.

iSite+ reports are standardized reports that provide regulators with a variety of financial and market regulation
information. Most of these reports provide information related to a group of entities with similar attributes (e.g.
companies that write business in a particular state) rather than individual entities. A comprehensive listing and
description of available iSite+ reports is located in the Help file on iSite+.

C. Use of Complaint Data in Market Analysis
One of the primary missions of state insurance departments is to serve and protect nce consumer. To
fulfill that mission, state insurance departments provide the valuable service of g0k consumers and
insurers to address consumer complaints. For lines of business where thw’nsur tment has an active
complaint resolution program, such as automobile, homeowners and health, co e@comuiaints should be a key
starting point both to identify emerging issues and to screen insurers for ti arket conduct or compliance
problems. Of all the types of information that departments initially t foirgether purposes, consumer
complaints have the most obvious relevance to market conduct. The go re ke the information we learn
when doing complaint resolution and put it to work for complaint preyentio
The efficient use of a complaint analysis system allows an jg C rtment to create an effective and
immediate surveillance program by detecting potential proQal Sath individual company and industry-wide
tg 2 arning system to detect problems and to

levels. This complaint information is used by the staté® as

provide a basis for further market conduct review. How: esy e obvious correlations between consumer
complaints and market conduct concerns, regulators piist b efll not to jump to conclusions purely on the
basis of complaint data, nor should they concl e abserice of complaints means an absence of market
problems. There are a number of reasons why al lus ocus on consumer complaints cannot be used as a
substitute for a more thorough inquiry into the pa 1vities, including:

e Complaints are to some degree angfdot d Otten are not documented in sufficient numbers to be
statistically credible. Althougi®his dggigfencycan be mitigated to some degree by using multistate data,
inconsistencies between differen es raise other concerns;

e One reason for the smalifs 12&Qis that not every problem gives rise to a documented complaint.
States need to gauge v stat€ consumers are about voicing concerns or complaints regarding

always be right. The presence of a complaint points to the existence
the cause. A complaint could be the result of an insurer failing to live
up to its obligatigfs or the result of a breakdown in communications, but it could also be the result of
unrealistic expeC&aions on the part of the consumer. To address this concern, “confirmed” complaints

» Similar problems also arise when premiums or benefits involve complex calculations
cause of the nature of the product; and
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e Some markets are inherently more prone to complaints than others. For example, this is likely to be true
for the high-risk sector within any line of insurance. Such differences must be taken into account before
trying to compare the performance of different companies serving different markets. When problems
appear with life insurance, they are less likely to become visible through the consumer complaint process.
Similarly, complaints are more likely in lines of business where consumers have more frequent
interactions with their insurer, such as health or personal auto, regardless of how serious the potential
problems might be.

Nevertheless, complaint information is still the single most useful source of currently available data for market
analysis. Complaints provide a great deal of information about the industry, individual insurers and real-time
consumer concerns, including emerging issues in the marketplace.

Complaint information is one factor that should be considered in the selection of companies for further review an

in the determination of the nature and scope of that review. Identifying companies with consistently high levels of
complaint activity can be a first step toward corrective action. Once an insurance department has determineg
a problematic complaint trend is occurring, complaint data may be helpful in resolving issues for co*ﬁume
number of different ways. Insurance department staff may want to meet with the company to review ad

trends and require the company to establish a compliance plan, which may include self-audits r S
consumers.

Even in cases where a company turns out to have done nothing wrong, complaints serve as a co s pointing
toward those issues where consumers need enhanced knowledge and awareness, allowin ulatols®o target

efforts such as publishing brochures, speaking engagements at schools and community ing public
service announcements in the media.

complaint data to a meaningful analysis. Therefore, the centerpiece of a basic SIS program should be
the development and use of reports compiling, summarizing and com nformation about the
companies in a regulator’s state marketplace.

¢
Whatever system of recording and classifying complaints is used, complaint% relate the raw
et
plain@i

ri

market conduct surveillance
urveillance program in detecting
for an individual company. Any
ment, in order to be efficient and
a thly basis. If a longer period is used,
are generated will only show proof of an

The efficient use of a complaint analysis system as part of an insuran
system allows an insurance department to create an effectivegnd i
problem areas on an industry-wide level and in isolating poten

complaint system used by the complaint division of 3
meaningful, must be tabulated at least quarterly and pz
trends will not be spotted in a timely manner and tH{s
existing problem. From the tabulations, the complaint diV
of past performance from past statistical information on @
companies.

stry-wide level, by line or from individual

The NAIC recommends the use of the Model Reguléan for Complaint Records to be Maintained Pursuant to the
NAIC Unfair Trade Practices Act (#884). T, the regulation is to prescribe the minimum information
required to be maintained in a recor order to comply with the statute, and to set forth a format
for a complaint record that may be y subject to the regulation. A complaints register should be
available at the offices of the insurer. rom this register can be obtained during field examinations of
the company or on request from the home Gice of the company. The register is primarily a management tool for
insurance companies, but m Ip alert insurance regulators to problem areas within entities subject to the
regulation.
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In October 1991, the NAIC released the Complaints Database System (CDS). The CDS provides regulators with
online access to a database, which consists of the complaints data collected from NAIC members. The database
enables insurance departments in all jurisdictions to inquire about and analyze closed complaints filed against
insurance firms and individuals within and/or across state boundaries. Additionally, the system provides summary
reports and complaint ratios for NAIC members. States submit closed consumer complaints information to CDS
on a monthly or quarterly basis. The complaint records are then aggregated on a regional and national basis,
providing total complaint counts, trend analysis and complaint index rankings to state regulators.

Supplemental information regarding the Complaints Database System (CDS), such as complaint data fields and

user guides, is available on StateNet. The most current version of the NAIC standard complaint data form is also
available on StateNet on the Market Data Team (MIS) web page.

warrant the attention of market regulators.

D. Use of Annual Statement Data in Market Analysis

Market Conduct Annual Statement
The first Market Conduct Annual Statement (MCAS) was adgo'e
in targeting examinations, as well as an alternative to eMming
private passenger automobile claim payment informati
passenger automobile coverage submitted a diskette
specified claim information. Included in the repo
payment during the period; the median number

NAIC in 1991. It was designed as an aid
MCAS was initially designed to capture
annual basis, companies writing private
tai a Microsoft Access® database populated with
number of claims opened and closed with and without
y first-party and third-party liability and property
damage claims; the median number of days fro ss to the date a claim is reported and the number of
first- and third-party suits filed during the reglrtin . This reporting was intended to assist in the detection
of insurers that exhibited results outsid@the i npymal ranges.

During 2003, the Market Regulas er Affairs (D) Committee took a proactive approach to market

arket reform initiatives. As a result, an MCAS pilot program for life

best possible way CAS data according to a two-part plan:
Short-T
The first the plan provided for the transfer of MCAS data collected in 2009 by the 29 participating
tes to the for storage, aggregation and analysis in the existing Microsoft Access® database format.
roposal also provided direction for NAIC staff to analyze the aggregated data and identify strengths and
es in the data currently being collected.

arret conduct data. As a result, the 2010 MCAS data was collected and stored centrally by the NAIC
rough an online submission tool.
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For the 2010 and 2011 data years, sixteen new states collected MCAS data using the new centralized collection
process. This brought the total number of states participating in the MCAS to 45. Currently, there are 49
participating jurisdictions. An overview of the participating jurisdictions is available on the NAIC MCAS web

page.

Currently, MCAS data is collected on individual life cash and non-cash value products, individual fixed and
variable annuities, individual stand-alone and hybrid long-term care policies, private passenger automobile
policies and homeowners policies.

By using common data and analysis, states have a uniform method of comparing the performance of companies.
Data is collected regarding: claims, premiums, policies in force, new policies written, nonrenewals, cancellations,
replacement-related activity, suits and consumer complaints on an industry-wide basis. If a company's
performance appears to be unusual as compared to the industry, the state may undertake further review of thai
company. The additional review may be as simple as calling the company for further information or clarification
or conducting further analysis.

Additional information regarding the Market Conduct Annual Statement program may t@
http://www.naic.org/industry_market _conduct statement.htm at or by contacting NAIC Mar
Department staff.

Financial Annual Statements

The most comprehensive source of data on the financial aspects of insurers’ activity in th are the
annual (and quarterly) financial statements, which an insurer is required to file with i icile, the
NAIC and, in most instances, all jurisdictions in which the insurer is authorizé Iness. These

statements include specific schedules and interrogatories that provide detailegyinfG % ch as premium
volume, losses and changes in business. The NAIC compiles a wide variety of -- e filed financial
n

statements and makes them available to state insurance departments at iSite+. talement data has value
for market analysis on several levels and sometimes will allow regulatorsyto id co ies with an increased
e

risk of future compliance problems, allowing regulators to respond proacti be rious problems occur.
cal

Most directly, financial information is meaningful to market regu market activity takes place
n aggregated at the statewide or

through financial transactions. Although the dollars and centsgesp
underwriting, sales, rating, risk

nationwide level, do not by any means tell the whole story ofdg, compa
classification and claims-handling practices, the underlyinggiimaaciai@af tion is systematically collected and

quantified in a consistent manner and suitable for use as int 1 further analysis.

Certain types of consumer problems tend to be accompye gharacteristic patterns in company-specific or
aggregate financial data. Indicators of financial stress shot@h ai#0 be of concern to market analysts, because
financial problems are often accompanied by marlgt conduct™groblems, such as delayed claims payments and
neglect of customer service. Furthermore, the failglie, retrenchment or reorganization of a major market presence

will have a disruptive effect on the market as a wh

Every insurer, as part of its annual s
data of greatest general interest to
capture potentially significant infor
varies by product line, but generally, itis a

state Page in each state in which it is licensed. The financial
8 an be found there, with the caveat that State Pages do not
on geographic units within the state. The content of the State Page
ibit of premiums and losses.
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For property/casualty insurers (which file on the yellow statement Blank), this page is, for historical reasons,
referred to as “Statutory Page 14.” This page is officially called “Exhibit of Premiums and Losses—Statutory
Page 14.” The page no longer appears on the actual page 14 of the property/casualty Blank. On the life and
accident and health (blue) statement, the State Page is commonly referred to as “Page 15.” The actual location of
the page changes from year to year. In the health (orange) statement, the State Page is officially titled “Exhibit of
Premiums, Enrollment and Utilization.” And, as with the other Blanks, its actual location varies. On the health
State Page, the company reports statewide earned and written premiums, incurred and paid losses and other key
information, broken down by line of business. The reporting format will vary depending on the type of annual
statement the company files, as will the additional information requested. For example, the property/casualty
Blank includes entries for direct defense and cost containment expense, commission and brokerage expenses and
taxes, licenses and fees, while the health Blank reports total members, ambulatory patient encounters, inpatient
admissions and hospital inpatient days incurred.

Claims-related information is of particular relevance to market performance, so one of th items of financial
data for market analysts is claim reserves, which is itemized on the property/cas n “Direct Losses
Unpaid” and “Direct Defense and Cost Containment Expense Unpaid.”* A spi ves can occur for a
number of reasons, some of which might signal market conduct problems. | ves are both moving
in the same direction, there is less concern. A spike in reserves withou g change in losses paid
should be investigated. Perhaps a major lawsuit was filed against one of t insureds, or there may be
a correction of reserves on pending claims. The insurance regulator sh

market.

tor of market conduct problems if it

is information, like changes in reserves,

2ly as a market indicator. If the increase in

sses, there is less concern. An inquiry should be

direc ses. Although less common, similar concerns
ity in other lines of business.

For liability insurers, significant changes in defense costs
shows that a disproportionate share of claims are goinggnto
must be looked at in its proper context in order for it to be

The premium information enables the calcul
the market as a whole, by dividing thgcom
allows regulators to quickly identify theqampani
these companies are by no means ) 'N)
In addition, comparing marke arm

operations in the state are e

pany’s market share for each line of business or for
ium by the market aggregate. Market share information
ith the most impact on the market—bearing in mind that
d smaller companies and their consumers cannot be ignored.
n over time allows regulators to identify companies whose
tracting and to inquire further into the reasons for the change and
whether the company has the re cal effectively with rapid growth or with lost business. States should
analyze at least three to five years C@higforical data to place the information most recently reported in its proper
context. For example, Cakifornia provides a market share history on its website for insurers actively writing
property/casualty, life/ang¥ity and title business there.

Financial stateme
report premjfm w
of its mark
marketplace.

is information may also be of value when studying accident and health insurers, particularly in lines like long-

disa@ility and long-term care, there is no analogous line item on the health or life and health state pages. Because
ndar year paid loss data aggregates layers of the losses incurred in many different years, unpaid losses cannot be backed
comparing calendar year paid and incurred loss data.
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For property/casualty companies, market share information is readily available on iSite+ in the NAIC’s financial
market share summary report titled, “Market Share—By Line of Business,” which can be calculated for any line
of business as reported on the annual statement Blank or for any combination of up to 10 lines of business. This
report indicates the market share by company, by line of business, as well as relative loss ratio.? This report is
based on three columns from the State Page: Direct Premiums Written, Direct Premiums Earned and Direct
Losses Incurred. Market share for each company is calculated by dividing Direct Premiums Written for that
company by total Direct Premiums Written. Data for Property and Health companies is included in this report.

The loss ratio information will help identify companies with greater contact with consumers through the claims
settlement process and significant deviations from the norm could indicate financial stress if the loss ratio is too
high—or the potential for concerns about claim handling or underwriting practices if the loss ratio is unusually
low. It must be kept in mind, however, that what might be considered a “normal” loss ratio—consistent with
profitable operations—may vary significantly, depending upon the line of business and (especially for “long-tail”,
lines of business) upon changes in general economic conditions.

For life and health companies, there are four market share reports on iSite+: “Market Share—L.ife é An
“Market Share—Credit Life,” “Market Share—A&H” and “Market Share—Credit A&H.” For
Share—A&H report, data can be included for one business type or for all Property, Life and He niess
For the Market Share—Credit A&H report, data can be included for Property companies only or for. Pr y
and Life companies.

The Insurance Regulatory Information System (IRIS) tool, based on financial statement , sho® also be
noted. Although the IRIS ratios were developed to assist solvency regulators, they also ¢ e formation
that can be useful to market analysts.

L 4
E. Issues Specific to Particular Types of Companies

As we have seen in the discussion of financial information, differen @s engage in different
ce

activities that make different types of information relevant. The most pro rences are reflected in the
distinctions between the two major annual statement formats—property/ca: d life/accident/health—but

there are also issues specific to particular lines of business that regulat eed to into consideration.

Health Insurance

In many insurance departments, there are consumer e urces dedicated specifically to health
insurance. These areas may have more extensive comgfi atiofwand the complaint information in most

states will be supplemented by external review info same time, however, the relevant financial
statement information will be more fragmented, because uniquely comprises companies filing on all
three types of annual statement Blanks. In addition, sel °d employers (which are exempt from state
regulation) provide a substantial proportion of hegth coverag€” and consumers are not always aware that this
coverage is not insurance. The Health Insuran ortability and Accountability Act (HIPAA) and Employee
Retirement Income Security Act (ERISA) play.aun role in this area of coverage and there are also significant
state-to-state variations in laws regulating ingvidual coverage, mandated benefits and individual and

small group rating practices.

orts for a given year reflect different blocks of policies.

paid loss and
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Property/Casualty Insurance

Personal lines property/casualty coverage is another key focus of consumer assistance and complaint resolution
programs. Because a high proportion of consumer concerns in these lines of business relate to claims and to
policy termination; often the two go together. This is a dynamic market with many emerging issues, such as the
use of credit scoring in underwriting and rating. Other issues include concerns raised by consumer advocates that
some companies may be using underwriting guidelines that have the effect of limiting the availability or quality of
insurance to certain groups. There are significant state-to-state variations in property/casualty lines of business.
Many of the variations in the liability insurance markets reflect variations in the underlying substantive laws
giving rise to the liability exposure. This is especially true for automobile insurance, where several states have
modified the traditional tort law for automobile collisions with some form of “no-fault” coverage.

Life Insurance
The coverage structure and company finances for life insurers are notably different from

likely to arise on the claims side than in other lines of insurance. In life insural
interaction between the company and the consumer over the course of a custom
lines of insurance. Market conduct problems are often less likely to surfam%r mp
complaint.

hip than with other
form of a consumer

Workers’ Compensation Insurance
In this line, market conduct issues may involve either the insured (the empiuer)
This is true to a lesser degree for other third-party coverage, particul
compensation insurers in most states have statutory obligations ta.cl

The experience rating system gives the employer a more @iceq %

the claimant (the employee).
rance in tort states, but workers’
hat liability insurers do not have.
in claims practices and there are unique
handling is the primary or exclusive
nsurance department.

jurisdictional issues in states where workers’ compggnsa
responsibility of the state workers’ compensation agency r
F. Other Useful Information

e most comprehensive and concentrated sources of
eS%rat should be reviewed in order to obtain the rest of the
story. For example, a high proportior§ef th in the insurance marketplace involves licensed insurance
producers. Records of disciplinary acti or tment terminations may reveal patterns of questionable
practices in certain market sectogg ali certain companies. Even routine activities, such as increases or
decreases in new licenses or afpoi or Gianges in lines of authority, can be indicative of market trends

which might warrant furthe aluate whether the effects are positive, negative or mixed. The
des additional resources for assisting with the analysis of a company.

While complaint records and financial stateme
data on market activity, there are many additi

atements are the principal source of financial information on insurers, but they
the insurer is publicly traded, it will also be filing with the U.S. Securities and
). There are a variety of private-sector sources that compile and evaluate financial
ating agencies, statistical and ratemaking advisory organizations, trade associations,
academic and nonprofit research institutions. Some of these data compilations are directed
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Rating Agencies

There are five principal rating firms that measure insurance companies’ financial strength: A.M. Best Company,
Moody’s Investor Service, Fitch Ratings, Standard & Poor’s and Weiss Ratings. It is common for a company’s
compliance or marketing strategies to change when there is a rating decrease by one or more of these rating
agencies. Market analysts should review a company’s financial rating from each of the main financial rating firms
to determine if there is a possible correlation between a downgraded rating and market regulatory practices. It is
important to note that ratings should be reviewed independently for each rating organization. For instance, a
company may receive a high rating from Standard & Poor’s or Fitch Ratings, but fail to receive a high rating from
A.M. Best. There are also variances in the areas rated by each rating firm and analysts should consider the areas
of review and the methodology of the rating organizations. Market analysts are encouraged to review rating
changes over a period of five years for substantive changes.

Informational Filings
All insurers are subject to state licensing and holding company regulations. Under these laws, state insurance
departments will receive notice of changes in corporate officers and directors, changes in the domicile of in

in the holding company group and reports on significant transactions among an insurer and its affiliates.

changes are rarely, if ever, indicators of market conduct problems by themselves, and material transgctic
most cases have already been subject to regulatory review. However, when other indicators show iNgW
is often useful to take a second look at holding company regulation statements and com

information, such as updates of director and of'ficer information to see if certain information t

them, companies’ underwriting and claims manuals may contaln useful information, thou
mind that such manuals are generally regarded as proprietary and, as such, should b
disclosure. Attention should be paid to changes in underwriting guidelines
information on market practices the companies themselves have identified as impgrtal

Communication Between Work Units \/
As mentioned above in the discussion of complaint information, anecdotgl i tion arious kinds can also

be valuable even when it cannot be measured and reduced to numbers. ew, of quantitative analysis can
bring with them the risk of “not seeing the forest for the trees.” Thus, a co oysdialogue with regulators in

ovides real-time

other areas with a department of insurance is essential, as issues arisi other s may be mirrored by related
problems consumers are having with the same companies or magkets. f business that are subject to form
or rate review or certification, incidents where a company has servall using unapproved or improperly

certified rates or forms should trigger further inquiry, sinceg s Uiten are part of a wider pattern.

Enforcement Actions
rer or examination reports with findings of
examinations, not just from market conduct
perspective, whether they arise in a regulator’s
any does business. A consumer complaint or even a pending
umulative basis, but in and of itself does not necessarily
disciplinary order or a finding of violations is a more
erent laws or market conditions. Likewise, a record that a
different states for similar reasons raises questions every bit

examinations), are clearly of major interest from a
state marketplace or in another state where the ¢
regulatory proceeding is of interest, especiall

serious matter, even though it may

company has been or is being invest
as serious as the questions raised by a
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Regulatory Information Retrieval System

The NAIC Regulatory Information Retrieval System (RIRS) tracks adjudicated regulatory actions for companies,
producers and agencies. The origin, reason and disposition of the regulatory action are recorded in the RIRS
database. RIRS is an essential resource for market regulators and states should ensure its high quality by taking
care to report all adjudicated regulatory actions to RIRS. It should be kept in mind, however, that because
enforcement actions are considerably less frequent than consumer complaints, they do not lend themselves well to
ratios or other quantitative techniques. For most companies in most years, the percentage of premiums paid out as
fines or restitution will be zero—and simply tracking the number of enforcement actions may give too much
weight to minor violations, such as isolated cases of late reporting. The most recent version of the RIRS
submission form is available on StateNet on the Market Data Team (MIS) web page.

Market Action Tracking System (MATS)
Information regarding market conduct examinations and other market conduct initiatives

market actions matching specified criteria. A report may be generated displaying
originating in a specified state for a specified date range. MATS includes not
conduct examinations, but also non-examination regulatory interventions or IMgyiri

Self-Audits and “Best Practices” Reviews
Reports from voluntary examinations of companies provide another p

e of useful market analysis
ducted by companies, evaluations
est practices organizations” or
ct periodic reviews.®

are also prepared when insurers apply for membershlp or accre
independent standard-setting organizations and when those organizati

It must be kept in mind, however, that such evaluatgpns 4
substitute, and that an organization might not set compre ards for “best practices” across the entire
field of operations, focusing instead on particular ar@s s arketing and advertising. Market conduct
analysts and examiners should be conversan, witfi§he staridards required to qualify for membership in

ement to regulatory analysis and not a

organizations such as the National Council ua Assurance (NCQA) and the Utilization Review
Accreditation Commission (URAC) (for health”i rs). “State insurance departments should review these
standards to evaluate the extent to which co ce W e standards can be considered as a relevant indicator
of compliance with related state statutgs an s, to refine the market analysis. States are encouraged to

determine how such informatio gauge the appropriate nature and scope of further market
conduct review that may be indifs

direct analysts and examiners to request %o sociated with these organizations’ assessment activities to
b

loped standardized reporting formats, which are designed to provide
market conduct analysts and exam th a comprehensive summary of the testing and review activities that
take place during a comggny’s self-aadit and/or independent review process. Market conduct analysts and
examiners are encouragagitio become conversant with the specific review standards applicable to the independent
analysis. Work papers re d by the company or its independent reviewer may provide additional useful

i ’ : urposes. Regulators must be sensitive, however, to the confidentiality concerns
discussed in the NAIC white paper, Regulatory Access to Insurer Information: The
avd Privilege. Personnel who work with confidential material should be specifically
aws and in the agency’s procedures for protecting confidential or privileged information
whether it is maintained in paper or electronic form.

Some best practices organizatio

of proprietary information, attorney work product, trade secrets and other privileged information.
these concerns and working with companies’ voluntary review activities is important, because a full

arket analysts should refer to the NAIC white paper Best Practices Organizations for additional guidance related to the
dpprication of such evaluations and standards.

32 © 2006-2017 National Association of Insurance Commissioners



Chapter 3—Basic Analytical Tools

understanding of a company’s market activities encompasses the company’s policies and the practices that
implement the company’s policies. An active compliance program at a company often reflects a corporate culture
that places a high value on compliance. Since “bottom-up” information on a company’s market practices is more
accessible to regulators, the “top-down” policy focus often found in insurer peer reviews can be a useful
complement to the information that is otherwise available.

Consumer Dispute Resolution Processes

For some lines of insurance, statutory dispute resolution processes provide another useful source of market
information. In particular, most states now have some sort of external review framework for health insurance
claims disputes; regulators should review the records of external review requests, disposition and companies’
responses over time. Similarly, records of administrative hearings on cancellations or nonrenewals of property
insurance and automobile insurance policies (in states where these activities are subject to regulatory review) may
shed some light on market practices in these lines of insurance.

Matched Pair Testing
For homeowners insurance, market conduct analysts should consider the use of matched pair testin&to e
whether geographic areas with a relatively high percentage of persons in protected classes are receiv

level of service and availability and quality of product as residents of nearby geographic ar
different racial or ethnic characteristics. The number of matched pair tests conducted for this pu
need to be statistically significant, as the tests are designed to be a snapshot of the way in ki

testing for homeowners’ insurance purposes, two houses of similar age, construction type, s
level, but in different racially identifiable neighborhoods, are used as the basis for the tes
race matches that of each neighborhood, call an insurance agent just as a bona@idg
identify themselves as a homeowner or buyer. They request information and quagps ab
track the responses and fill out a report which is submitted to the person coordirfging gf(, along with any
written materials subsequently received from the insurer. The test coordinator refew: resdlts of both contacts
and compares the treatment in each case to determine whether both calle re tre equally. (The same
general concept of comparative treatment applies to auto insurance, and ¢ ex d using testers with similar
driving records calling about similar cars). While the concept is simple an ightfGrward, quality of execution
is important, and market conduct analysts should consider contracting anen xperienced in the conduct of
insurance testing, such as the National Fair Housing Allianceg{NF may also use their own staff or
contract testers. Training in how to conduct such tests shoul%u from NFHA or other qualified

would, and
ners insurance,

orgamzatlons

Rating Territories
An evaluation of the way in which the market is being s&
overlaying rating territories with census maps, to determine er the rating territories have been designed in
such a way that makes it likely that persons ingprotected
predominately Caucasian or higher-income areas

Miscellaneous
Anecdotal information of useful in
department human resources divisio

department need to communi
financial stress and repeated
insurance department recong

n relevant 1Ssues. For example, claim delays or disputes could be a symptom of
er complaints relating to particular policy language may suggest that an

ome regulators, though not necessarily available in all states, includes
underwriting gU|deI| Y geographic market performance data, surveys of market participants and
marketplace geographic data—such as ZIP code data by company and type coverage—has been
entify underserved markets and investigate redlining allegations. Surveys of market
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participants—including agents, realtors and consumers—are another source of real-time market performance
information. Testing—sending people to purchase insurance who have similar risk characteristics but different
races or other characteristics that may make them targets of unfair discrimination—adapts a tool that has long
been used in the fields of housing, lending and employment to verify compliance with fair practices. In addition, a
review of recent insurance-related lawsuits can provide insight into consumer perceptions of market abuses, and
this information is publicly available.

Market regulators should keep their eyes and ears open outside the office, as well. Valuable information can
arrive in structured formats—such as regulatory meetings, continuing education programs, email discussion
groups and clipping digests—and also in less structured environments, ranging from stories about lawsuits to
interesting names in the news and chance remarks by acquaintances. The more one knows, the better equipped

one is to ask the next question. Q
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Chapter 4—Putting It All Together: Market Analysis

State insurance departments already have at their disposal the information needed to develop some key baseline
indicators of market conduct concerns. This section of the handbook will provide a step-by-step outline for
establishing a market analysis program, identifying companies for analysis, how to perform baseline analysis and
guidelines for conducting basic market analysis in three core areas: consumer complaint data, State Page data and
market share data, as well as a section regarding coordination with the Market Actions (D) Working Group.

Excerpts from the NAIC Framework for Market Analysis document, which provides an overview of the basic
principles and structure of market analysis, have been reproduced in Section A. The Framework for Market
Analysis document was adopted by the Market Analysis Priorities (D) Working Group at the NAIC 2006 Winter

National Meeting.
A. Framework for Market Analysis

The A Reinforced Commitment: Insurance Regulatory Modernization Action Plan (NAIC Moderniation @

established the following principles and goals for Market Regulation. “...to assess the quality of ever
conduct in the marketplace, uniformity, and interstate collaboration...the goal of the ma%ory
hat

enhancements is to create a common set of standards for a uniform market regulatory oversight pro |
include all states.” To implement these principles and goals, the NAIC established an action
pillars of this action plan include market analysis, market conduct and interstate collaborationgWith
market analysis pillar, the NAIC set a goal that each state will “produce a standardized mark
for each ‘nationally significant’” domestic company,” and each state should “agopt EHI 0 et analysis

standards and procedures” and use its market analysis in other market regulamr cluding market

conduct and interstate collaboration.

Market analysis is designed to (a) provide tools for each state to review its en %b) identify companies
operating in each state’s market that are potentially harming consumers S are not complying with the
state’s laws and regulations designed to protect consumers, and (c) assist i owl e scope of any regulatory
action that a state determines it must use to address those companies app be experiencing compliance
problems. One of the goals of the market analysis process is tg focu resources on regulatory problems
that cause harm to its consumers. In conjunction with intersta Ul lontand targeted regulatory actions in

s
C
market conduct efforts, market analysis creates efficiencies for bot st d the companies.

Market analysis should be conducted on a regular basi
for a given market analysis year includes the prior calt
data. Companies must report all of their financial and ma
year by April 30.

freqUently than annually. The data analyzed
itancial and market conduct annual statement
t annual statement data for a given calendar

To accomplish its purposes, market analysis has{yqn array of tools for states to use. The first of these is the
Company Listing Spreadsheet available fromghiag, N7
i % sifiess. The Market Analysis Prioritization Tool (MAPT),

Prioritization Tool will provide the analy igh level comparison of companies for a particular line of business
based on financial, complain regulatory®ctivity information available from NAIC databases. States should
use this tool to identify comp that need further, more detailed analysis and elevate these companies to a
Level 1 Review. The informati inad from this tool is merely an indicator of a potential regulatory problem.

" As of December 200
functionality i

t Analysis Company Listings report is no longer available. The data elements and
the Market Analysis Company Listings report were fully incorporated into the Market
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The Level 1 Review is a second tool available to the states in their market analysis process. This tool involves
looking at much of the same data in the Company Listing Spreadsheet but on a more detailed and thoughtful
basis. Whereas the Prioritization Tool identifies companies based on certain formulas and overall company
performance, the Level 1 Review requires an analyst to actually look at specific company information to
determine if the anomalies can be explained. A Level 1 review is a more detailed review of certain information
contained in NAIC databases which is provided to the analyst through the Market Analysis Review System
(MARS). It is critical for the state to do this review to eliminate companies that do not warrant further analysis
and to begin the process of identifying the cause of the anomaly for those that do warrant additional analysis.

A third tool that states have available is the Market Conduct Annual Statement (MCAS). This tool provides a
more detailed look at companies’ market activity on an annual basis. Information such as the number of policies
written, the number of claims reported, or the number of claims that the company has de is included in the
MCAS. Analysis of the information provided in the MCAS will assist the analyst in n ing focus of any
regulatory action undertaken by the state.

S assists the states in
the cause and extent
cempany’s complaints, its
t the company’s market

A fourth tool that states have to further refine the analysis is the Level 2 Review.
confirming that there is a market regulatory issue or in determining to a mu catid
AL

of the problem. The Level 2 Review process requires the states to delve
website, other regulatory agencies, and other areas that provide info i

practices.

If the Level 2 Review tool indicates that there is a specific regulat
with the continuum of regulatory actions, always using the leastiatru
cause and extent of the problem. States should keep in ;

determine that no further analysis/action is warranted. @pnera %
before moving into the continuum of regulatory actions. BY§groceqgtia
those areas where irregularities have been noted in dgcus
appropriate action from the continuum.

to

By collecting data over multiple years, states will be

), the state should then proceed
st efficient method to identify the
point in this process, the analysis might
hould proceed through a Level 2 Review
n this manner, the analyst is able to target
h the company, and is able to choose the

lude trending analysis as part of the overall market
roactive approach to market analysis “reflecting our

analysis process. Reliable trending analysis
commitment to continuing to mod@ize regulation.” This tool can provide greater consumer
much earlier and before it causes harm.

protections in that problems can potentialﬁti i
The approach to market regu SQibe ove assumes a level of trust between the regulator and the

regulated entity. It also ass¥(® banies want to comply with insurance law and regulations. Most
companies do want to comply:

egulatory action most appropriate to protect the consumer. This may
in the market analysis process and moving quickly to the regulatory
riate to avoid harm to consumers. In such a scenario, while the state may not move
market analysis steps, the use of some of those steps may prove helpful. For

mean skipping some or
response that is most a

NAIC Modernization Plan is the integration of market analysis, market conduct, and
into a cohesive, uniform oversight program for states to use to regulate their markets. By
in the market conduct actions and interstate collaboration, states achieve efficiencies and

his, the states can develop a more efficient market analysis process that will provide more useful
about companies’ market activities. By working together in this manner, states will achieve the goal
market analysis standards and procedures that provide specific information about the companies that
ate in their markets.

36 © 2006-2017 National Association of Insurance Commissioners



Chapter 4—Putting It All Together: Market Analysis

B. Developing a Market Analysis Program

Effective market regulation and consumer education requires an organized market analysis program. Insurance
departments should, at a minimum, take the following steps:

Step 1—Appoint a Market Analysis Chief (MAC)
Unlike financial information, market conduct information can come into the insurance department at different
times to different staff persons or functions and for a variety of reasons. For example, State Page information is
submitted with the annual statement in March. Holding company and licensing changes are reported as they
occur. Consumer complaints can flow in all the time, while complaint ratios are generally calculated at specific
times. Each insurance department needs a clearly identified person as a Market Analysis Chief (MAC) to whom
all other department staff should report indicators of market conduct problems. The MAC should oversee the
department’s analysis and ensure that appropriate Level 1 Analysis and Level 2 Analysis reviews are completed
Each department also needs a Collaborative Action Designee (CAD), who will also coordinate information
sharing with other insurance departments through the Market Actions (D) Working Group. The CAD may h#tie
same person as the MAC. If the same person does not hold these positions, regular communication&etw
two persons is essential.

able to share their knowledge with other areas as needed. The MAC is also respo
other insurance departments via the NAIC Market Analysis Bulletin Board. L 2

Step 2—Establish a Systematic Procedure for Interdivisional Communicati
Market conduct problems do not occur in a vacuum. Complaint activ
irregularities in rate and form filings often accompany them. At the same
an early warning sign of other problems with a company, so it is es

financial concerns or
conduct problems may be
rmation to be shared and
tematic basis, including, at a
rtment to report unusual activity

In particular, all insurance department staff should re
information is received in the department (e.g., annual state

e Dramatic growth (> +33 percent) or d
e Significant changes in the co
e Rapid expansion into new st
e Significant concentrations o
changes in the concentrations of
e Significant changes i ense levels{Buch as defense costs or commissions);
e Recent change of the s f domicile of a major writer in an insurer group;
e Recent changes in owae nior management;
e A high degree of third parties to perform company functions, such as managing general agents

(MGAS) ird-\ nistrators (TPAS);
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Significant problems with electronic data processing systems such that the integrity of data underlying
claims, underwriting and financial systems is questionable; and
Reports listed in the Regulatory Information Retrieval System (RIRS);

Note: The presence of one or more of the above does not necessarily indicate that a problem exists, but rather, that
further analysis or investigation may be warranted.

Step 4—Develop and Instruct Complaint Analysts in Key Indicators in Complaint Data
Complaint analysts in the insurance department should report the following types of information to the MAC at
the time the insurance department receives this information:

Specific complaints so critical that one complaint merits reporting (e.g., antitrust, flagrant or willful
disregard of the law, or matters of serious consumer harm);

Spikes in complaints against the same company on the same product/practic@gluring ecific time
interval (e.g., 10 new complaints in a week); and

Any of the other indicators listed above in Step 3.

L 4

Step 5—Identify Potential Problems from Complaint Ratios
Complaint ratios should be reviewed annually at a regular time and the M ho se Information generated on
insurers with ratios outside of the norms, along with other information those@eompanies available in the

department, to determine whether any further review is necessary. Thro
are able to properly gauge not only long-term trends, but more i
developing areas of concern to determine whether an inquiry should
required. After compiling complaint ratios for the individual ing

determine which companies lie outside the average in a g
with the previous year. For example, an increase in tf®nu
practices.

Step 6—Annual Statement State Page and Ot
MAC

Every insurer—foreign as well as domestic—is
to show changes in the company’s business j
staff resources are devoted to the revief®and
be primary, at some point after the Blank recei

he complaint ratios, regulators
to monitor frequent problems or
or if prompt regulatory action is
artment can compare the ratios to
to compare an individual insurer’s ratio
plaints can indicate a change in claims

AR ey,
< ¢

ial Indicators Should Routinely Be Shared with the

ile a State Page with each state in which it is licensed,
.1 most insurance departments, a significant amount of
financial statements. While such financial analysis should
the MAC should be routinely advised of:

ium volume;
houtCorresponding changes in direct losses paid;

Significant increases or g2
Significant increases ig
Significant changes in
Significant increases in ¢
insurers).

Step 7—Market Condut@Annual Statement

If a state participate

part of markgs ana ﬁ

38

e ket Conduct Annual Statement (MCAS) project, that data should be reviewed as

et Analysis Program on a Coordinated Schedule and Conduct Baseline Analysis
is, states should conduct baseline analysis as outlined in the Framework for Market Analysis

any, they can share information with their state Collaborative Action Designees (CADs). CADs
ontact other state CADs to compare the most current information, and determine if a collaborative
Request for Review (RFR) to the Market Actions (D) Working Group is in order.
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Step 9—Conduct Level 1 Analysis via the Market Analysis Review System (MARS)

The Market Analysis Procedures (D) Working Group is responsible for the MARS Level 1 areas of review and
questions. Level 1 Analysis questions have been reproduced in Appendix B of this handbook. Level 1 Analysis
questions are subject to annual review by the Market Analysis Procedures (D) Working Group and state insurance
regulators.

Step 10—Conduct Level 2 Analysis via the Market Analysis Review System (MARS)
A Level 2 Analysis allows market analysts to further investigate and review a company, without the need to
contact the company. Unlike the initial analysis or Level 1 Analysis, a Level 2 Analysis requires the market
analyst to seek input and gather information from sources outside of the NAIC databases and the company's
financial and market conduct annual statements. By its very nature, a Level 2 Analysis is much more labor
intensive than a Level 1 Analysis. To assist market analysts in completing a Level 2 Analysis of a company, the
Level 2 Analysis Guide has been developed. The guide consists of six core areas of review and an additional 1
potential areas that the market analyst may review when performing a Level 2 Analysis. For each area of review,
the guide includes information about the area to be reviewed and, where applicable, potential resources to 3

the review of that area. The guide also provides the user with specific items to consider during the,revie
particular area. The Level 2 Analysis Guide is contained in Appendix C. L 4

Of the six core areas of a Level 2 Analysis review, only the Complaints section is required to be %e

number of core and additional areas reviewed during a Level 2 Analysis of a specific company

scope of the
Level 2 Analysis to include those areas of review not initially identified. The magket ¢ Id also consider
whether a Level 2 Analysis is necessary on related companies (companies un
ownership); if the areas of concern for the company under review have the pgnti evpresent in a related

company.

Step 11—Coordinate Regulatory Actions through the Market Actions
Concerns resulting from market analysis that appear to focus on a s
those states’ attention by communication through state Colggboral

regulatory actions, including examinations and investigations, th%o
i ro

Group
states should be brought to
Designees (CADs). Plans for
mpanies of national significance
a Request for Review (RFR).

should be referred by CADs to the Market Actions (D) Wg

An insurance department’s periodic review of companies shoegldfgin by identifying which lines of business will
be surveyed. These should include all of the ma#r lines: group health (including HMOs), individual health
(including HMOs), homeowners, personal aut d individual life (including annuities). This list should be
supplemented as resources permit, with highe given to any other lines identified as being of significant
consumer or regulatory concern in a gi y include, for example, medical malpractice, credit life
and health, workers’ compensation, Citerm care.
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Once the lines of business have been selected, the next step is to identify companies with any appreciable market
activity in each of these lines—at a minimum, those with either one percent or greater market share; $100,000 or
more in premium; or five or more complaints. The relevant market share information should be readily available
in the insurance department or from the NAIC. If it is not currently maintained in the insurance department in a
form conducive to market analysis, the department should update its data management procedures. This screening
process does not mean that a regulator should neglect market conduct problems with companies that have
negligible activity in their state, only that the numerical indicators (quantitative analysis) are unlikely to be
meaningful in cases where, for example, a single complaint can move a company from the top of the complaint
index chart to the bottom. Therefore, problems with such companies, if they arise, can usually only be identified
through other case-by-case (qualitative) methods, such as discussions with other potentially impacted states, and
may result in a Market Actions (D) Working Group Request for Review (RFR).

Additional Uses for Market Share Information
While an insurer’s market share is not an indicator of its conduct in the marketplace\@gtate regulators need
information on changes and trends in the composition of the state marketplace i e a meaningful
picture of market activity. In addition to its use in the initial screening goces share data has three
principal uses in market analysis:

e Providing a lineup of the current market participants and their rel

e |dentifying changes and trends in market participation; and

e Evaluating the degree of competition in the marketplace.

t;

To put this information in its proper context, it is necessary to view t@com a Jitorical perspective. For example,

lata, ay see a different picture, if at least
pview of current data. For example, does
rers writing a particular line of business
in the state? Which companies have undergone a signific eir market position?

States implementing a market analysis program irst time”may not have the benefit of market share data
initially. In implementing a historical review app,
they want to track and in what format. For e
market share information for various lines
consumers/120-company/04-mrktshare§py An

Institutions & Professional Registration site
reports for various lines of busineg

ich can be found at http://www.insurance.ca.gov/01-
ple is the Missouri Department of Insurance, Financial

rine, mortgage guaranty, financial guaranty, medical professional liability, other
ation and products liability, and six personal lines: private passenger auto liability,
| damage, private passenger auto total, homeowners multiple peril, farmowners
ce. 9ggregated countrywide, as well as in each state, for each of the commercial and
yregate statewide markets, the report shows the total premiums written; the combined
gest groups; the Herfindahl-Hirschman Index (HHI) for the market (the HHI is a
re market concentration, which is widely used in antitrust analysis); the number of
ave affiliate insurers writing premium in the market; the number of insurance groups that

fire, allied lines, inland
liability, workers’ com

ms written in the market by risk retention groups in the past year and averaged over the past five
ommercial lines of business only; the surplus lines market share in the past year and averaged over the
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D. Baseline Analysis

In general, baseline analysis utilizes data as a benchmark from which deviations and comparisons are measured.
Baseline analysis within market analysis is a systematic process whereby basic parameters are used to evaluate the
entire marketplace in order to identify those companies that may require more detailed and thorough analysis.
Baseline analysis was developed by regulators to provide a uniform starting point for analyzing a state’s insurance
market. Baseline analysis is often the first step in the market analysis process, and except in certain
circumstances, should be conducted as a prerequisite to Level 1 Analysis reviews, or to identify those companies
needing further, more detailed review in the form of a Level 1 Analysis review.

Tools Available for Conducting Baseline Analysis
The Market Analysis Research and Development Subgroup developed the Market Analysis Prioritization Tool
(MAPT), released in 2006, which allows regulators to narrow down the number of companies under review to

manageable list by creating a scoring system so companies can be prioritized more easily. MAPT provides
regulators with a web-based tool that serves as a starting point in the analysis process by prioritizing comp @

for further analysis. This prioritization of companies allows state insurance regulators to bette@‘ocu
resources and to develop more efficient regulatory policies and practices.
%

MAPT utilizes key market and financial components, from state and national sources, to generate s
on which the prioritization is based. MAPT can provide reports against market and financial@gta ket
e

Conduct Annual Statement (MCAS) data. Market and financial MAPT reports provide an gveral
ranking, a national prioritization ranking and a state prioritization ranking for companies in
which allows market analysts to compare companies writing premiums in a specifiegdgh
national and state basis using a uniform data set. .

In 2009, the data elements and functionality contained within the NAIC Mar na ompany Listings
report were incorporated into MAPT and as of December 2009, the Market ys any Listings report
was no longer available. Key market regulation components used in ry by¥ine of business. They
include, but are not limited to: losses, expenses and premiums, enrol S, atory actions, complaints,
examinations and demographics.

The available lines of business for the market and financial MYAPT ail): homeowners, private passenger
auto, credit, group accident and health, individual accident and Ith, major medical, individual major
medical, Medicare supplement, long-term care, group life iduar@ife, group annuity and individual annuity.
The available lines of business for the MCAS MAPT rgfo meowners, private passenger, long-term care,
individual life and individual annuity.

MAPT does not produce scores to be viewed in absolute te vhere one score is seen as “better” or “worse”
than another. Instead, MAPT provides a system thaggives guidance to a market analyst in prioritizing companies
for further analysis. Each insurance department have its own triggers based on criteria unique to that state's
marketplace. It is important to note that the undeWging data in MAPT should be analyzed—market analysts
should not rely solely on the prioritizationgrdnk dividual companies to identify companies which may
require further analysis. The inform @ )m MAPT is merely an indicator that one or more potential
issues may exist that could have 2 imfact on consumers. Normally, no conclusions about actual
company marketplace behaviors can nat this level of analysis. Therefore, insurance departments should
use MAPT as a starting poi panies that may need further regulator attention, such as a more
detailed analysis via a Level lysis review.

MAPT is accessible from eports section of iSite+. Since it is a regulator-only system containing
confidential information, MAPT requires users to have a special security role assignment in order to
view information. et Analysis Chief (MAC) has access to MAPT. If individuals other than the

MAC need access, th cWFgrant access to other regulators via the NAIC Help Desk at help@naic.org.
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Regulators initially established the factors and weights used in generating the prioritization ranking in the MAPT.
Regulators continue to monitor the effectiveness of MAPT and consider revisions to the components and weights
used through participation in the Market Information Systems (D) Task Force. The Market Information Systems
(D) Task Force is responsible for monitoring the effectiveness of MAPT and determining the components and
weights used. Baseline analysis is still very much an evolving process that is continually undergoing change to
make it more effective.

How to Conduct Baseline Analysis
States can easily begin conducting a baseline analysis by utilizing the Market Analysis Prioritization Tool
(MAPT). Numerous factors can be focused on during a baseline analysis such as prioritization rankings, percent
rankings, premium dollars, etc. Remember that baseline analysis is a very subjective process; each analyst, based
on his or her experience may choose different criteria on which to focus.
e Log into iSite+ and download the Market Analysis Prioritization Tool (MAPZ repo the line of
business to be analyzed; and
e Save the report to the desired location as a Microsoft Excel file, then apply, for@atting: e.g., wrap
text, borders, select font (for readability purposes). ’S
After the reports are downloaded, an analyst may:
e Rearrange the columns so that areas of focus are more prominentl aye
e Sort on any column, such as:
1. National confirmed complaint index;
2. Premium volume;
3. Number of Regulatory Information Retrieval S

4. Number of examinations. @

tions; or

e Add columns to obtain additional information®uch entage of increase in complaint indices
from the prior year to the current year. If the f i #n, the column can be added to obtain the
information that will be most useful to the statg:#nd

e Select companies that appear to be poteni§ based on the insurance department’s priorities.

Once a list of potential outliers has been obtali
or a search can be performed for additiona
looking at items such as:
e The “complete profile” pages for
e The complete financial 4 c

nalysis can be conducted on each of the companies

S;

e ine if there may be a reason for the outlying data—e.g., ceded
business, etc.; and/or

e Use the remaining CoC le a list for Level 1 Analyses.

Some insurance depart
survey, state insurance
process. With the exgamgi

s use additional tools to conduct and/or enhance their baseline analysis. In a 2008
tments identified other criteria and tools which they utilize as part of their baseline

addition to hese \@yrious criteria and tools include:
o Uti 2, MAPE to focus on the companies with the highest score for each line, then applying the
belo Y a to the companies chosen:

. the applicable state have an open exam;
2. s thiast exam the applicable state performed less than one year old;
3. Does the company have less than $100,000 in written premium; and
as the company notified the insurance department that it is ceasing to write business in the state.
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If any of the companies meet any of the criteria above, they are removed from the list and Level 1 Analysis
reviews are conducted on the remaining companies:

e Utilizing state Market Conduct Annual Statement (MCAS) data to identify outliers;

e Developing and utilizing an internal state system in which data is culled and combined from MAPT,
MCAS, financial information, complaint indices and other information that the state feels is valuable in
order to develop another score(s), specific to that state;

e Utilizing internal referrals from other work units/divisions, such as the consumer complaint department
and the provider grievance department;

e Utilizing internal resources, such as health care claims survey results, market monitoring reports,
standardized data requests and annual prompt pay reports;

e Utilizing market share reports that include premium data, market share and loss information that can be
analyzed in conjunction with MAPT,;

e Utilizing the Complaints Database System (CDS), the Market Action Tracking System (MATS), th
Regulatory Information Retrieval System (RIRS), company websites, the various rating entities, ne
articles, internal complaints and various online search engines;

e Running line reports from the Schedule T to obtain written premium for the previous two-yggr pe

determine if there has been a large swing in premium from one year to the next; and
e Conducting follow-up Level 1 Analyses on companies previously identified in a Level 2 Sis ve
no current market problem, but a potential market problem that requires monitoring.

E. How to Analyze Consumer Complaint Data

indicators
er time of each
exceed industry
for individualized

In order to conduct a systematic and focused analysis, it is necessary to develop mg
which will allow regulators to make comparisons between companies and tracl th
company and of market averages. Outliers—companies whose complaint activitygsig
norms, historical conditions or established best practice guidelines—can begpi
attention.®

The total number and frequency of complaints should be used as the indiC&or. Insurance departments
should also look at numbers of complaints by line of business, so that ems in one area are not lost
in total numbers and that reasonable comparisons are made Jbetwg®n i s selling like kinds of policies.
Complaints should also be reviewed by company and not merely b roup, as companies in the same
holding company group may write different types of busi hen they write the same type of
business, they may represent different market tiers andgii appiches to consumer relations. Finally, an
insurer’s complaint numbers should be compared to thg ium volume and also, where appropriate, to
the number of policies or policyholders.

Basic Complaint Ratio Analysis
Having selected the relevant markets and compani¢s in accordance with the procedures outlined above, each state
should then, at a minimum, conduct a basic comp ratio analysis on the selected companies:

e Identify confirmed complaints; and

e Calculate complaint indices (gomp @ relative to market average).

& Of course, the ide
actual performance in

2,189,763.36 i
company’s pre

pany as an outlier may be the result of factors entirely unrelated to the company’s
or example, a report once identified a company as having a complaint index of
nt frequency more than two million times higher than “expected,” based on the

mp]ai
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Definition of “Compla