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BEFORE HE INSURANCE COMMISSIONER
OF THE
COMMONWEALT [OF PENNSYLVANIA

IN RE: . VIOLATIONS:
NAZARET MU] AL . 40 .S.§323.4(b)
INSURANCE COMPANY :

114 South Main Street : 40 S.§636.1

Nazareth, PA 18064
40 .S. §§1171.5(a)(7)(ii1), 1171.5(a)(9)
1171.5(a)(9)(1), 1171.5(a)(9)(i1)
1171.5(a)(9)(iii) and 1171.5(a)(11)
40 .S. §1184(a)&(h)
18 Pa. C.S. §4117(k)(1)

31 Pa. Code §§59.6(9)&(10), 59.9(b)
an 146.6

75 Pa. C.S. §1822

Respondent. : Docket No. MC16-10-012

CONSENT ORDER

ADM ' NOW, this day of 2016, this Order is hereby
issued by the Insurance Department of the Commonwealth of Pennsylvania pursuant to

the statutes cited above and in disposition of the matter captioned above.

1. Respondent hereby 2 nits and acknowledges that it has received proper notice
of its rights to a formal administrative hearing pursuant to the Administrative Agency

Law, 2 Pa.C.S. §101, et seq., or other ap; cable law.




2. Respondent hereby waives all rights to a formal administrative hearing in this
matter, and agrees that this Consent Order shall have the full force and effect of an order
duly entered in accordance with the adjudicatory procedures set forth in the

Administrative Agency Law, supra, or other applicable law.

FINDINGS OF FACT

3. The isurance Department finds true and correct each of the following Findings of

Fact:

(a) Respondent is Nazareth Mutual Insurance Company, and maintains its address at

114 South Main Street, Nazareth, PA 18064.

(b) A market conduct examination of Respondent was conducted by the Insurance
Department covering tl  experience period from January 1, 2014 through

December 31, 2014.

(¢) On September 22, 2016, the Insurance Department issued a Market Conduct

Examination Report to Respondei

(d) A response to the Examination Report was provided y Respondent on

October 18, 2016.




(e) 7 e Market Conduct Examination of Respondent revealed violations of 1

following:

(1) 40 P.S. §323.4(b), requires every company or person from whom information
is sought, its officers, directors and agents must provide to the examiners
timely, convenient and free access at all reasonable hours at its offices to all
books, records, accounts, papers, documents and any or all computer or other
recordings relating  the property, assets, business and affairs of the company

being examined.

(i1)) 40 P.S. §636.1, requires that basic property insurance shall be continued 180
days after the death of the named insured on the policy or until the sale of the
property, whichever event occurs first provided that the premiums for the

coverage are pai

(i) 40 P.S. §1171.5(a)(7)(iii), defines and prohibits unfair methods of
competition as making or permitting any unfair discrimination between
individuals of the same class and essentia ’the same hazard with regard to
underwriting standards and pra: ces or eligibility requirements by reason of
race, religion, nationality or ethnic group, age, sex, family size, occupation,

place of residence or marital status;




(iv)

)

(vi)

(vii)

40 P.S. §1171.5(a)(9) Prohibits canceling any policy of insurance covering
owner-occupied private residential properties or personal property of
individuals th: has been in force for sixty days or more or refusing to renew
any such policy unless the policy was obtained through material
misrepresentation, iudulent statements, omissions or concealment of fact
material to the acceptance of the risk or to the hazard assume by the

con any; or there has been a substantial change or increase in hazard in the
risk assumed by the company subsequent to the date the policy was issued; or
there is a substantial increase in hazards insured against by reason of willful or
negligent acts or omissions by e insured; or the insured has failed to pay any

premium when due or for any other reasons approved by the Commissioner;

40 P.S. §1171.5(a)(9)(1), requires that a cancellation notice be approved as to

form by the Insurance Commissioner prior to use.

40 P.S. §1171.5(a)(9)(ii), prohibits any cancellation or refusal to renew to
become effective in a period of less than irty days from the date of delivery

or mailing;

40 P.S. §1171.5(a)( (iii), requires that a cancellation notice shall state the

specific reason or reasons of the insurer for cance ation or refusal to renew;




(viii) 40 P.S. §1171.5(a)(11), requires a company to maintain a complete record of

(ix)

(x)

(xi)

all the complaints it has received during the preceding four years.

40 P.S. ¢ 184(a)&( , requires every insurer to file with the Insurance
Commissioner every manual of classifications, i :s and rates, every rating
plan and every modification of any rating plan which it proposes to use in this
Commonwealth and prohibits an insurer ‘om making or issuing a contract or

policy with rates other than those approved;

18 Pa. C.S. §4117(k)(1), states any person who knowingly and with intent to
defraud any insurance company or other person files an application for
insurance or st: :ment of claim containing any materially false information or
conceals for the purpose of misleading, information concerning any fact
material thereto, commits a fraudulent insurance act, which is a crime and

subjects such person to criminal and civil penalties;

31 Pa. Code §59.6(9)&(10), states notices of cancellation or refusal to renew
shi meet the follov 1g requirements: (9) Each provision of the notice shall
be set forth in clear and understandable terms. To assure adequate notice, the
form label shall e set at the top of the form in roman type no smaller than

14 point modem type, all capitals. The remainder of the notice shall be set in

roman type no smaller than ten point modem type, two points leaded. (10) A




(xii)

(xiif)

(xiv)

recommended >rm of notice which would meet the requirements of the

foregoing provisions is given in Appendix A;

31 Pa. Code §59.9(b), requires an insurer give at :ast 30 days notice of

termination and give that notice no later 1an the 60™ day;

31 Pa. Code §146.6, states that if an investigation cannot be completed within
thirty (30) days, and every forty-five (45) days thereafter, the insurer shall
provide the claimant with a reasonable written explanation for the delay and

state when a decision on the ¢ 1im may be expected;

75 Pa. C.S. §1822, requires not later than May 1, 1990, all

applications for insurance, renewals and « um forms shall contain a
statement that clearly states, in substance, the following: Any person who
knowingly and with intent to injure or defraud any insurer files an
application or claim containing any false, incomplete or misleading
information shall, upon conviction, be s1  ject to imprisonment for up to

seven years and ayment of a fine of up to $15,000.00.




4,

CONCLUSIONS F LAW

In accord with the abo'  Findings of Fact an applicable provisions of law, the

Insurance D« artme makes the following Conclusions of Law:

(a)

(b)

(c)

(d)

Respondent is subject to the jurisdiction of the Pennsylvania Insurance

Department.

Respondent’s violations of 40 P.S. §636.1are punishable by the fo >wing,
under 40 P.S. §625-10: Upon determination by hearing that this act has been
violated, the commissioner may issue a cease and desist order, suspend,
revoke or refuse to renew the license, or impose a civil penalty of not more

than $5,000 per violation.

Respondent’s violations of 40 P.S. §§1171.5(a)(7)(ii1), 1171.5(a)(9),
1171.5()(9)(@), 1171.5(a)(9)(11), 1171.5(a)(9)(ii1) and 1171.5(a)(11) are
punishable by the following, under Section 9 of the Unfair Insurance Practices
Act (40P.S. §1171.¢

(i) cease and desist from engaging in the prohibited activity;

(i) suspension or revocation of the license(s) of Respondent.

In addition to any penalties imposed by the Commissioner for Respondent’s

violations of 40 P.S. §§1171.1 — 1171.5, the Commissioner may, under (40




(e)

@

(i)

)

P.S. §§1171.10, 1171.11) file an action in which the Commonwealth Court
may impose the HIl wving civil penalties:
(i) for each method of competition, act or practice which the company knew
or should have known was in violation of the law, a penalty of not more
an five thousand do s+ 5,000.00);
(ii) for each method of competition, act or practice which the company did
not know nor re onably should have known was in violation of the law,

a penalty of not more an one thousand dollars ($1,000.00).

Violations of Section 4(a)&(h) of e Casualty and Surety Rate Regulatory
Act, No. 246 (40 P.S. §1184) are punishable under Section 16 of the Act:
imposition of a civil penalty not to exceed $50 for each violation or not more
than $500 >reac such wi ul violation;

suspension of the lici  se of any insurer which fails to comply with an Order of
the Commissioner within the time limited by such Order, or any extension

thereof which the Commissioner may grant.

Respondent’s violations of 31 Pa. Code §146.6 are punishable under Sections
1 through 5 and Section 9 of the Unfair Insurance Practices Act

(40 P.S. §§1171 —1 71.5and 1171.9):

(i) cease and desist from engaging in the prohibited activity;

(ii) suspension or revocation of the license(s) of Respondent.



(g) In addition to any penalties imposed by the Commissioner for Responde s
violations of 40 P.S. §§1171.1 — 1171.5, the Commissioner may, under
(40 P.S. §§1171.10, 1171.11) file an action in which the Commonwealth Court
may impose the following civil penalties:

(1)  for each method of competition, act or practice which the company knew
or should have] own was in violation of the law, a penalty of not more
than five thousand dollars ($5,000.00);

(1) for each method of competition, act or practice which the company did
not know nor reasonat /should have known was in violation of the law,

a penalty of not ore than one thousand dollars ($1,000.00).

ORDER

5. Inaccord with the above Findings of Fact and Conclusions of Law, the

Insurance Department orders and Respondent consents to the following:

(a) Respondent sh; ceasear desist from engaging in the activities described

herein in the Findings of Fact and Conclusions of Law.

(b)  Respondent shall pay Twenty Five Thousand Dollars ($25,000.00) in settler :nt

of all violations contained in the Report.




(c) Payment of this matter shall be made to the Commonwealth of Pennsylvania.
Payment should be directed to April Phelps, Insurance Department, Bureau of
Market Actions, 1227 Strawberry Square, Harrisburg, Pennsylvania 17120.

Payment must ema :n later than thirty (30) days after the date of this Order.

(d) Respondent shall file an affidavit stating under oath that it will provide each
of its directors, at the next scheduled directors meeting, a copy of the adopted
Report and related Orders. Such affidavit sh:  be submitted within thirty (30)

days of the date of this Order.

(e)  espondent shall con ly with all recommendations contained in the attached

Report.

6. In the event the Insurance Department finds that there has been a breach of any of
the provisions of this Order, bas: upon the Findings of Fact and Conclusions of Law
contained herein may pursue any and all legal remedies available, including but not
limited to the following: The In rance Department may enforce the provisions of this
Order in the Commonwealth Court of Pennsylvania or in any other court of law or equity
having jurisdiction; or the Depar 1ent may enforce the provisions of this Order in an
administrative action pursuant to the Administrative Agency Law, supra, or other relevant

provision of law.
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7. Alternatively, in the event the Insurance Department finds that there has een a
breach of any of the provisions “this Order, the Department may declare this Order to be
null and void and, thereupon, reopen the entire matter for appropriate action pursuant to

the Administrative Agency Law, supra, or other relevant provision of law.

8. In any such enforcement | >ceeding, Respondent may contest whether a breach of
the provisions of this Order has occurred but may not contest the Findings of Fact

and Conclusions of Law contained herein.

9. Respondent hereby expressly waives any relevant statute of limitations and

application of the doctrine of laches for purposes of any enforcement of this Order.

10. This Order constitutes the entire agreement of the parties with respectto e
matters referred to herein, a 1 it may not be amende or modified except by an amended

order signed by all the parties he to.

11. This Order shall be final upon execution by the Insurance Department. Only the

Insurance Commissioner or a duly authorized delegee is authorized to bind the Insurance

Department with respect to the sc lement of 1e allege violations of law contained

11




herein, and this Consent Order is not effective until executed by the Insurance

Commissioner or a duly authorized delegee.

BY: NAZARETH! JTUAL
INSURANCE COMPANY,
Respondent

Deputy Insurance Commissioner
Commonwealth of Pennsylvania

12




I. INTRODUCTION

The market conduct examination was conducted at the office of Nazareth Mutual
Insur 1ce Company, hereinafter refi -ed to as “Company,” located in Nazareth,
Pennsylvania from January 4, 2016, 1rough January 13, 2016. Subsequent review
and follow-up was conducted in the office of the Pennsylvania Insurance

Department.

Pennsylvania Market Conduct Exarr 1ation Reports generally note only those
items to which the Department, after review, takes exception. 1 >wever, the
Examination Report may include management recommendations addressing areas
of concern noted by the Department, but for which no statutory violation was
identified. This enables Compa / management to review those areas of concern
in order to determine the potenti: impact upon 'ompany operations or future
compliance. A violationis any sta :e of Company activity that does not comply
with an insurance statute or regt 1tion. Violations contained in the Report may

result in imposition of penalties.

In certain areas of review listed in this Report, the examiners will refer to “error
ratio.” This error ratio is calculated by dividing the number of policies with
violations by the total number of policies reviewed. For example, if 100 policies
are reviewed and it is determined that there are 20 violations on 10 policies, the

error ratio would be 10%.

Throughout the course of the ex: 1ination, Company officials were provided with
status memoranda, which referenced specific pc cy numbers wi citation to each
section of law violated. Additional information was requested to clarify apparent

violations. An exit conference was conducted with Company personnel to discuss




the various types of violations identified during e examination and review

written summaries provided on the violations found.

The courtesy and cooperation extended by the o cers and employees of the

Company during the course of the examination is hereby acknowledged.

The following examiners participated in this examination and in preparation of

this Report.

Kelly Krakowski, 1CM
Market Co luct Division Chief
Pennsylvania Insurance )epartment

Karen Veronikis
Market Conduct Examiner
Pennsylvania 1surance Department

Joshua Taylor
Market Conduct Examiner Trainee
Pennsylvania 1surance Department

Lindsi Breach
Market Conduct Examiner Trainee
ennsylvania Insurance Department




II. SCOPE OF EXAMINATION

The Market Conduct Examination was conducted on Nazareth Mutual Insurance
Company, at its office located in Nazareth, Pennsylvania. The examination was
conducted pursuant to Sections 903 1d 904 (40 P.S. §§323.3 and 323.4) of the
Insurance Department Act of 1921 and covered the experience period of January 1,
2014, throuy December 31, 2C 4, unless otherwise noted. The purpose of the
examination was to determine the Company’s compliance with Pennsylvania insurance

laws and regulations.
The examin: on focused on Company operations in the following areas:
1.  ersonal Property
e Underwriting - Appr« ria and timely notices of nonrenewal, midterm
cancellations, 60-day cancellations and declinations.
e Rating - Proper use of all « 1ssification and rating plans and procedures.
2. Claims
3. Forms
4. Complaints

5. Data Integrity

6. MCAS eporting




Ill. CO 'PANY HISTORY

Nazareth Mutual Insurance Company was fou led in 1845 as Farmers Fire
Insurance Company of Northan to County, Nazareth Mutual Fire Insurance
Company, and Citizens Mutual Insi ince Company. In 1957, the three companies
merged into Nazareth Mutual Insurance Company. The business of Nazareth

Mutual Insurance Company is placed through independent agents.

LICENSING

Nazareth Mutual Insurance Co pany’s Certificate of Authority to write business
in the Commonwealth was last issued on 1ne 29, 1957. The Company is licensed
in Pennsylvania. The Company’s 2014 annual statement reflects Direct Written
Premium for all lines of business in the Commonwealth of Pennsylvania as
$8,109,963. Premium volume related to e areas of this review were: Fire

$1,518,751; Homeowners Mul )Hle Peril $5,155,312;1 and Marine $12,702.




1V. NDERWRITING PRACTICES AND PROCE. JRES

As part of the examination, the Con any was requested to supply manuals,
underwriting guides, bulletins, directives or other forms of underwriting procedure
communications for each line of business eing reviewed. Manuals and
underwriting rule guides were furni ed for homeowner, dwelling fire, and tenant-
homeowner policies. The purpose ¢ this :view was to identify any
inconsistencies which could be considered discriminatory, specifically prohibited

by statute or regulation, or unusual in nature. No violations were noted.




V. UNDERWRITING

A. Personz 1 operty

1. 60-Day nrrallationg

A 60-day cancellation is considered to be any policy, which was

cancelle within the first 60 days of the inception date of the policy.

The primary purpose of 1e review was to determine compliance with
Act 205, Infair Insurance Practices Act, Section 5(a)(7)(iii) [40 P.S.
§1171.5(a)(7)(ii1)], whic prohibits an insurer from canceling a policy
for discriminatory reaso : and Title 31, Pennsylvania Code, Section
59.9(b), which requires an insurer who cancels a policy in the first 60

days to provide at least 30 days’ notice of the termination.

From the universe of 61 property policies which were cancelled within
the first 60 days of new business, 20 files were selected for review. The
property files consisted of homeowners and tenant homeowners. All 20
files were received and reviewed. Of the 20 files reviewed, 15 files were
identified as ¢ -day cancellations, four ( 1 were midterm cancellations and
one (1) was identified as a flat cancellation. The 1ree (3) violations noted

were based on three (3) files, sulting in an error ratio of 15%.

he following findings were made:

2 Violations 40 P.S. §1171.5 )(9)(i)
Prohibits canceling any policy of insurance covering owner-
occupied private residential properties or personal property of

individuals at has been in force for sixty days or more on a




form not approved by the Insurance Commissioner prior to
use. he Company failed to use an approve cancellation

notice for the two (2) files noted.

1 Violation 31 Pa. Code §59.9(b)
Adjudication. Pursell/Goschenhoppen Mutual, P91-11-24
(1992)
An insurer which cancels a homeowners policy that has been
in force for less than 60 days must give the insured 30 days
notice of canc¢ atio must send the notice prior to the 60™
day and must advise the insured of the possible availability
of coverage under the Pennsylvania FAIR Plan. The one (1)
violation noted resulted from the Company not providing the

required thirty days’ notice of cancellation.

The following concerns were noted:

CONCERN: The Company is using the Pennsylvania Insurance
Department’s Philadelphia Regional Office contact information on notices.
The Philadelphia Office is closed. The Company should use only the
following address and telephone number for all complaints, appeals, notices

of cancel ion or refusal to renew requirements:

Pennsylvania Insurance Department
Bi :au of Consumer Services
209 Strawberry Square
la sburg, PA 17120
Toll Free Cor imer Line: 1-877-881-6388
Fax: (717) 787-8585










reason for cancellation for the two (2) files noted.

52 Violations 40 P.S. §1171.5(a)(9)(i)

2 Violations

2 Violations

Proh its cance ng any policy of insurance covering owner-
occupied private residential properties or personal property of
individuals that has been in force for sixty days or m¢ :ona
form not approved by the 1surance Commissioner prior to
use. The Comy 1y failed to use a cancellation notice

approved by the Commissioner for the 52 files noted.

40 P.S. §1171.5(a)(9)(ii)

.equires that a canct ation notice shall state the date, not less
than irty days after 1e date of delivery or mailing on which
such cancellation or refusal to renew shall ecome effective.
The two (2) vic 1tions noted resulted from the Company not

providing the required thirty days’ notice of cancellation.

40P.S. §1171.5(a)(9)

40 P.S. §636.1

Prohibits canceling any policy of insurance covering owner-
occupied private resi :ntial roperties or personal property
of individu: ; that has been in force for sixty days or more
or refusing to renew any sut  policy unless the policy was
obtained through material misrepresentation, fraudulent
statements, omissions or concealment of fact material to the
acceptance of tI risk or to e hazard assumed by the
company; or th: = has been a substantial change or increase
in hazard in the sk assumed by the company subsequent to

the date the policy was issued; or there is a substantial

10



increase in ha; dsi ;ured against y reason of willful or
negligent acts or omissions by the insured; or the insured
has failed to pay any premium when due or for any other
reasons aj ro' d by the Commissioner. In addition, basic
property insurance shall be continued one hundred and
eighty days after the death of named insured on the policy or
until the si : ¢ the property, whichever event occurs first
provided at the premiums for the coverage are paid. The
Company failed to provide property insurance one hundred
and eighty days after the death of the named insured for the
two (2) files noted.

The following concerns were noted:

CONC RN: The Company is using e Pennsylvania Insurance
Department’s Philadelphia Regional Office contact information on
notices. The hiladelphia ¢ fice is closed. The Company should use only
the following adc¢ :ss and telephone number for all complaints, appeals,

notices of cancellation or refusal to renew requirements:

Per sylvania Insurance Department
Bureau of Consumer Services
1209 Strawberry Square
Harrisburg, PA 17120
Toll Free Consumer Line: 1-877-881-6388
Fax: (717) 787-8585

CONCERN: The Company is advising the insured of his possible

eligib ty for insurance through the Fair Plan. he Company should also

11







26 Violations 40 P.S. §1171.5(a)( (iii)
Requires that a ancellation notice shall state the specific
reason or reasons of e insurer for cancellation. The 26
violations were due to cancellation notices being issued that

did not provide a specific reason for cancellation.

The following concerns were noted:

CONCERN: he Company is using the Pennsylvania Insurance
Department’s Philadelphia Regional Office contact information on
notices. The Philadelphia Office is closed. The Company should use only
the following address and telephone number for all complaints, appeals,

notices ¢ cancellation or refusal to renew requirements:

Pennsylv 1ia Insurance Department
Burea of Consumer Services
1209 Strawberry Square
Harrisburg, PA 17120
Toll Free Consumer Line: 1-877-881-6388
Fax: (717) 787-8585

CON F (IN:" e Company is advising the insured of his possible
eligibility for insurance through the Fair Plan. The Company should also
include the air Plan address and/or phone number on the cancellation

notice.

13




4. Declinations
A declination is any application that is received by the Company and was

declined ) be written.

The primary purpose of the review was to determine comy ance with
Act 68, Section 2003 (40 P.S. §991.2003), which establishes conditions

under which action by the insurer is prohibited.

rom e universe of 170 homeowner declinations, 55 files were selected
for review. All 55 files requested were received and reviewed. Of the 55
les, one (1) was not wit n the experience period. The five (5) violations

noted were based on 5 files, resulting in an error ratio of 9%.

The following finding was made:

5 Violations 40 P.S. §1171.5(a)(7)(iii)
Unfair Methods of Competition and Unfair or Deceptive Acts
or Practices Defined. “Unfair Methods of Competition” and
“Unfair or Deceptive Practices” in e business of insurance
means: Unfairly disc ninating by means of: Making or
permitting : y unfair scrimination between individuals of
the same class and essentially the same hazard with regard to
underwriting sta lards and practices or eligibility
requirements by :ason of race, religion, nationality or ethic
group, age, sex, family size, occupation, place of residence or
writal status. Thet  : “underwr ng standards and
ractices” or “el ibility rules” do not include the
romulgation of rates if made or promulgated in accordance

with the appropriate r: : regulatory act of this




Commonwealth and regulations promulgated by the
Commissio r pursuant to such act. The Company refused
to write a property based upon place of residence witt 1the

Commonwealth of Pennsy /ania for the five (5) files note




} _RATING

A. Personal Property

1.

New Business

New business, for the purpose of this examination, was defined as policies

written for the first time by the Company during the experience period.

The purpose of 1e review was to measure compliance with Act 246,
Sections a) and (h) (40 .S. §1184), which require every insurer to file
with the Insurance Commissioner every manual of classifications, rules and
rates, every rating plan an every n dification of any rating plan, which it
proposes to use in the Comm¢ wealth. Also, no insurer shall make or issue
a contract or policy except in accordance with filings or rates, which are in

effect at the time.

Homeowner :ating - New Business Without Surcharges

From the universe of 844 omeowner policies written as new business

without surcharges during the experience period, 25 files were selected
for review. All 25 files selected were received and reviewed. The four
(4) violations noted were based on Hur (4) files, resulting in an error

ratio of 16%.

The fc owing findings were made:

4 Violations 40 P.S. §1184(a)&(h)
.equires every i .urer to file with the Insurance
Commissior r every manual of classifications, rules and

rates, every  ing plan and every modification of any rating

16






1 Violation 40 P.S. §1184(a)&(h)
Requires every 1surer to file with the Insurance
Commissioner every manu: of classifications, rules and
rates, every rating plan and every modification of any rating
plan, which it proposes to use in the Commonwealth. Also,
no insurer shall make or issue a contract or policy except in
accordance with filings or rates, which are in effect at the
time of issue. The Company failed to accurately apply the
claim free credit for the one (1) file noted, which resulted in

an overcharge ¢ $26.00.

1 Violation 40 P.S. §1184(a)&(h)
Requires every insur: to file with the Insurance
Commissioner every manual of classifications, rules and
rates, every rati 3 plan and every odification of any rating
plan, which proposes to use in the Commonwealth. Also,
no in: rer: all make or issue a contract or policy except in
accor nce with filings or rates, which are in effect at the
time of issue. 1 e violation was the result of the policy being
issued with an i proper protection class, which resulted in an

overcharge of $108.0

Tenant Homeowner Rating - New Business Without Surcharges

rom the universe of 69 tenar homeowner policies written as new
business without surcharges during 1e experience period, 20 files were
selected for review. All 20 files selected were received and reviewed.
The four (4) violations noted were ased on four (4) files, resulting in

an error ratio of 20%.

18




The following ndings were made:

3 Violations 40 P.S. §1184( &(h)
Requires every insurer to file with the Insurance
Com issioner every manu: of classifications, rules and
rates, every rating plan and every modification of any rating
plan, which it proposes to use in the Commonwealth. Also,
no insurer shall make or issue a contract or policy except in
accordance with filings or rates, which are in effect at the
time of issue. 7 : Cc 1pany failed to apply the filed and
approved rates for the three (3) files noted, resulting in an

overcharge of $63.10.

1 Violation 40 P.S. §1184(a)&(h)
Requires every insur:  to file with the Insurance
Commissioner every manual of classifications, rules and
rates, every rating plan and every modification of any rating
lan, which it proposes to use in the Commonwealth. Also,
no insurer . all make or issue a contract or policy except in
accor nce with filings or rates, which are in effect at the
time of issue. The Company failed to accurately apply
coverage fc the one (1) file noted, which resulted in an

overcharge of § 10.0

Dwelling ire Owner Occupied Rating - New Business

From the universe ¢ 21 dwel g fire owner occupied policies written as
new business during the expe :nce eriod, 5 files were selected for
review. All 5 files selecte were received and reviewed. The two (2)

violations noted were based « two (2) files, resulting in an error ratio

19



of 40%.

The following findings were made:

1 Violation 40 P.S. §1184(c %(h)
Requires every insurer to file with the Insurance
Com issioner every manual of classifications, rules and
rates, every rating plan and every modification of any rating
[ n, which it proposes to use in the Commonwealth. Also,
no insurer shall make or iss : a contract or policy except in
accordance with filings or rates, which are in effect at the
time of issue. 1 e Company failed to apply e filed and
approved rates for the one (1) file noted, which resulted in an

overcharge of $3.00.

1 Violation 40 P.S. §323.4(b)
Re iires every company or erson from whom information is
sought must provide to the examiners timely, convenier and
free access to all books, records, accounts, papers, documents
and any or a computer or other recordings relating to the
property, ass« , business and affairs of the company being
examined. The Company failed to maintain a complete file.

Compliance could not be determined for the one (1) file noted.

2. Renewals
A renew: is considered be any policy, which was previously written by

1€ Company and renewe on the norm: twelve-month anniversary date.

The purpose of the review was to determine compliance with Act 246,
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Sections 4(a) and (h) (40 .S. §1184), which require every insurer to file
with the 1surance Commissioner every manual of classifications, rules and
rates, every rating plan and every modification of any rating plan which it
proposes to use in ¢ Commonwealth. Also, no insurer shall make or issue
a contract or policy except in accordance with filings or rates which are in

effect at the time.

Homeowner Rating — R« ew s Without Surcharges

From the universe of 4,747 homeowner policies renewe without
surcharges during the experience period, 25 files were selected for review.
All 25 files were received and reviewed. The two (2) violations noted

were ba 1ontwo (2) f :s, resulting in an error ratio of 8%.

The following findings were made:

2 Violations 40 P.S. §1184(a)&(h)
Requires every insurer to file with the Insurance
Commissic er every manual of classifications, rules and
rates, every rating plan an every modification of any rating
plan, which it proposes to use in the Commonwealth. Also,
no insurer shall 1ake or issue a contract or policy except in
accor ince with filings or rates, which are in effect at 1e
time of issue. T : Company failed to apply the filed and

approved rates - the two (2) files noted.

21




Homeowner P ~ting — Renewals With Surcharges

From the universe of 1,961 omeowner policies renewed with surcharges
during the experience period, 25 files were selected for review. 2 25 files
were receive an reviewed. The three (3) violations noted were based 1

three (3) files, resulting in an error ratio of 12%.

The fc owing fi lings were ma

3 Violations 40 P.S. §1184(a)d ")
Requires every insurer to file with the Insurance
Commis: >ner every manual of classifications, rules and
rates, every rating plan and every modification of any rating
pli , which it proposes to use in the Co monwealth. Also,
no insurer shall make or issue a contract or policy except in
accordance with filings or rates, which are in effect at the
time of issue. The Company fa :d to apply the filed and
approved rates for the three (3) files noted.

Tenat Homeowner Rating — Renewals Without Surcharges

From the universe of 327 tenant omeowner policies renewed without
surcharges « ring the exp: lence period, 25 f :s were selected for review.
All 25 files were received and reviewed. The four (4) violations noted were

based on four (4) files, resulting in an error ratio of 16%.

The following findings were made:

4 Violations 40 P.S. §1184(a)&(h)
Requires evi y insurer to file with the Insurance

Commissioner every manual of classifications, rules and
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VII. CLAIMS

The Company was requested to provide copies of all established written claim
handling procedures utilized during the experience period. Written claim handl g
procedures were received and reviewed for any inconsistencies, which could be
considered discriminatory, specif ally prohibited by statute or regulation, or

unusual in n: 1re.

The Claims review consisted of the following areas of review:
A. Homeowners Claims
B. Tenant Homeowners C iims

C. Dwelling Fire Owner ( cupied Claims

The primary purpose of the review was to determine compliance with

31 Pa. Code, Chapter 1 5, Unfair Claims Settlement Practices. The files were : ;0
reviewed to determine compliance with Act 205, Section 4 (40 P.S. §1171.4) ai
Section 5(a)i J)(vi) of the Ur 1ir Insurance Practices Act (40 P.S. §117 5(: 10)(vi)).

A. [lomeov ers Claims
From the universe of 279 homeowners claims reported during the
experience period, 50 claim files were selected for review. All 50 files
requested were received and reviewed. The nine (9) violations noted were

based on nine (9) files, resulting in an error ratio of 18%.

The fi owing findings were made:

9 Violations 31 Pa. Code §146.6
Every insurer shall complete investigation of a claim withi

30 days after notification of the claim, unless such
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requested were received and rev  ved. The one (1) violation noted w

based on one (1) file, resulting in an error ratio of 20%.

The fc owing finding was made:

1 Violation 31 Pa. Code §146.6
Every insurer shall complete investigation of a claim within
30 days after otification of the claim, unless such
investigation annot reasonably be completed within 30 days,
and every 45 ays thereafter, the insurer shall provide the
claimant with a reasonable written explanation for the d¢ 1y
and state whi  a decision on the claim may be expected. The
Company did not | >vide timely status letters for the one (1)

file note
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8 Violations 18 Pa. C.S. $4117(k)(1)
75 Pa. C.S. §1822
All new business applications and renewals for insurance and all
claims forms shall contain or have attached thereto the following
notice: Any person who knowingly and with intent to defraud any
insurance company or other person files an application for insurance
or statement of claim containing any materially false information or
conceals for the urpose of misleading, information concerning any
fact mate il thereto, commits a fraudulent insurance act, which is a
crime and subjects such person to criminal and civil penalties. The
Company failed to provide the required fraud warning language for
Homeowner, Tenant Homeowner, Dwelling Fire, and Inland Marine

policies at the time of application and at the time of renewal.

1 Violation 31 Pa. Code $59.6(9) & (10)
Notices of cancellation or refus: to renew shall meet the following
requirements: (9) Each provision of the notice shall be set forth in
clear and under. n ble terms. To assure adequate notice, the form
label shall be set at the top of the form in roman type no smaller than
14 point modern type, all capitals. The remainder of the notice shall
be set in roman type no smaller than ten point modern type, two
points leaded. { 0) A recommended fc m of notice which would
meet the requirements of the foregoing provisions is given in
Appendix A. The Company failed to provide a Notice of
Cancellation, Refusal to Renew, or Refusal to Write that meets 1€
form label requirements of roman type no smaller than 14 point at

the top of the form and c: italized Ri; t of Review an Fair Plan

ir rmation.
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4 Violations 40 P.S. §1184(a)&(h)
equires every insurer to le with the Insurance Commissioner

every manual of classifications, rules and rates, every rating plan and
every modification any rating plan, which it proposes touse in e
Commonwealth. The Cor )jany is using the Equipment Breakdow
Coverage and the Identity Recovery and Fraud Coverage
endorsement forms that are not filed and approved in accordance
with the Pennsylvar 1 Insurance Department for the four ( ) files

noted.

1 Violation 40 P.S. §1171.5(a)(t i)

‘equires any insurer canceling a policy of insurance cove 1g
owner-occupied private residential properties or personal property of
individuals that has been in force for sixty days or more or refusing

) renew any such policy to use a form approved by the Insurance
Commissioner. The Con any failed to use a cancellation notice

approved by the Co missioner for the one (1) file noted.

The fc owing concern was note

CONCE N: The Compa ’s Loss Surcharge Disclosure Notice, NM-3
(12-01), lists a chart describing years along with the number ¢ claims. The
Comg 1y should clarify “Years” to avoid policyholder confusion as to its

definition.
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X. CONSUMER COMPLAINTS

The Company was requested ) identify all consum¢ complaints received during
the experience period and provide copies of their consumer complaint logs for the
preceding four years. 1 e Company identified 16 consumer complaints receive
during the experience period and provided all consu er complaint logs requested.
From the universe of 16 complaint files, 16 files were selected dr review. All 16
files were received, however, only (nine) 9 files were reviewed. Of the 16 files,

seven (7) were wvelling fire non-owner occupied and were not reviewed.

The purpose of the review was to determine compliance with the Unfair Insurance
Practices Act, (40 P.S. §§117 .1 —1171.5). Section 5(a)(11) of the Act

(40 P.S. §1171.5(a)(11)), requires a company to maintain a complete record of :
complaints received du 1g the preceding four years. This record shall indicate the
total number of compla ts, their classification by line of insurance, the nature of
ea« complaint, the disposition of these complaints and the t 1€ it took to process
eac complaint. The individu complaint files were reviewed for the relevancy to

applicable statues and to verify compliance with 31 Pa. Code §146.5(b)(c).

The following findings were made:

3 Violations 40 P.S. §1171.5(a)(11)
ailure of any person to maintain a complete record of all the
complaints which it as received during the preceding four years.
This record shall indicate 1e total number of complaints, their
classification by line of insurance, the nature of the complaint, the
disposition of these complaints and the time it took to process each

complaint. For the three (3) files noted, the Company failed to
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rovide complete complaint registers. he records did not contain

the disposition « each complaint.

The following synopsis :flects the nature of the 16 complaints that were

reviewed.

8 Cancellation/Nonrenewal 89%
1 Claims Relate 11%
9 100%
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X. DATA INTEGRITY

As part of the examination, the Company was sent a preliminary examination
packet in accordance with NAIC uniformity standards and provided specific
information relative to the exam. The purpose of the packet was to provide certain
basic examination information, identify preliminary requirements and to provide
specific requirer nts for requested data c: information. Once the Company
provided all requested information a 1 data contained within the data call, the
Department rev  wed and validated e data to ensure its accur: y and
completeness to determine compliance with Insurance Department Act of 1921,
Section 904(b) (40 P.S. §323.4(b)). everal data integrity issues were found

during the on-s : portion of the exa

The data integrity issue of each area of review is identified below.

Declinations
Situation: The Company was asked provide a list of a refusals to write, whe er

declined by the Con any or by its agents, during the experience

period. The Company j >vided a universe st of 55 declinatic s.
Finding: Ofthe 55 declinations reviewed, one (1) file was determined to be
declined outside of the experience period and 54 were found to be

dec ned within the ex} 1ience period.

Midterm Cancellations

Situation: As the examiners reviewed the midterm cancellation files of the
underwr ng section of the exam, it was noted that not all the 92 files

selected for review were midterm cancellation files.
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Finding: Of the 92 midterm cancellation les reviewed, four ( 1 files were
identified as 60-day cancellations, six (6) files were entified as

nonrenewal files and 80 files were identified as midterm cancellations.

60-Day Cancellations

Situa n: Asthe exa iners reviewed the 60-day cancellation files of the
underwriti  section of t :ex: 1, it was noted that not all the 20 files

selected for review were 60-day cancellation files.
Finding: Of the 20 60-day cc :ellation files received, four (4) files were
identified as midterm cancellations, one (1) was identified as a flat

cancellation and 15 es were identified as 60-day cancellations.

Homeowner New Business with Surcharge

Situation: As e examiners reviev d the homeowner new business with
surcharge files of the ra 1g section of the exam, it was noted that not
all of the 25 files s« :cted for :view were homeowner new business

with surcharge.

Finding: Of the 25 homeowner new business with surcharge files received, one
(1) file was identified as a homeowner new business without surcharge
an 24 files werei :nt ed as homeowner new business with

surcharge.

Complaints

Situation: As the examiners reviewed the con laints section of the exam, it was
noted that not all of the 16 dwelling fire f :s selected for review were

for owner-occupied properties.

33




Finding: Ofthe 16 complaint files received, seven (7) were identified as

dwe ng fire non-owner occupied files and nine (9) les were

identified as owner-occupied properties.

The following finding was made:

General Violation 40 P.S. $323.4(b)

Requires every ompany or person from whom information
is sought must provide to the examiners ti ely, convenient
and free access to all books, records, accounts, papers,
documents and any or all computer or other recordings
relating to e property, assets, business and affairs of the
company being examined. The violation resulted in the
failure to exer: ie st ficient due diligence to ensure

compliance with Insurance Department Act of 1921.
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47 Violations 40 P.S. $323.4(b)
Requires every compa / or person from whom ir >rmation is sought
must provide to the ex nin¢ ; timely, convenient and free access to
all books, records, accounts, papers, documents and any or all
computer or other recordings relating to e property, assets,
business and affairs of the company being exami :d. The Company
failed to provide accurate data for one (1 claim category, eight (8)

underwriting categories, and two (2) rating categories.
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10.

11.

The Company must review 40 P.S. §1184 and take apprc« riate measures to
ensure that violations regarding the form filings with the Commonwealth of

Pennsylvania, as noted in the Report, do not occur in the future.

The Con any must review and revise internal control procedures to ensure
compliance with the claims I 1dling requireme s of 31 Pa. Code § 16, so
that the violations relating to provi ng status letters, as noted in the Report,

do not occur in the i1ture.

The Company must review 18 Pa. C.S. §4117(k)(1) & 75 Pa. C.S. §1822 to
ensure that violations regarding the requirement of a fraud warning on all
applicat ns, renewals, and claim forms, as noted in the .eport, do not

occur in e future.

The Company must review « P.S. §1171.5(a)(11) to ensure that the
violations relative to co plaint registers, as noted in the Report, do not

occur in the future.

The Company must review 31 Pa. Code §59.6(9) & (10) to ensure that
violations regarding cancellation, refusal to renew, or refusal to write notice

requirements, as noted  the Report, do not occur in the future.
The Company must reinfor« its internal data controls to ensure that all

records and documents are maintained in accordance with 40 P.S. §323 4,

so that violations noted in the Report do not occur in the future.
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XIII. COMPANY R*=<€PNNSE
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