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BEFORE THE INSURANCE COMMISSIONER
OF THE
COMMONWEALTH OF PENNSYLVANIA

IN RE: © VIOLATIONS:
MERIDIAN SECURITY : 40 P.S. §323.4(b)
INSURANCE COMPANY :

518 East Broad Street 40 P.S. §81171.5¢a)4)
Columbus, OH 43215 : and 1171.5(a)(7)(1i

18 Pa. C.S. §4117(k)1)

75 Pa. C.S. §§1705(a)(4). 173 1(b)&(c)
1738(d)(1)&(2), 1793(b)(1). 1793(b)(2)
and 1799.3(d)

Respor :nt. . Docket No. MC16-03-009

CONSENT ORDER

AND NOW. this l l%\ day of Qp"mt .2016. 1  Order is hereby
1ssued by the Insurance Department of the Commonwealth of Pe1  sylvania pursuant to

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

1. Respondent hereby adm ; and acknowledges that it has received proper notice
ot its rights to a formal administi ive | aring pursuant to the Administrative Agency

Law, 2 Pa.C.S8. §101. et seq.. or « er applicable law.

2. Respondent hereby waives all rights to a formal administrative hearing in this

matter. and agrees that this Cons  t 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 Ol FACT

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

lFact:

(a) Respondent is Meridian Security Insurance Company, and maintains its address at

518 East Broad Street. Columb | OH 43215,

(b) A market conduct examination Respondent was conducted by the Insurance
Department covering the experience period from July 1. 2014 through June 30,

2015.

(c) On February 23, 2016, the Insurance Department issued a Market Conduct

Examination Report to Respon nt.

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

March 24, 2016.
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(e) The Market Conduct Examination of Respondent revealed violations of the

(1)

(1)

(iii)

following:

40 P.S. §323.4(b). re 1ires 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 to the property. assets. business and i airs of the company

being examined;

40 P.S. §1171.5(a)(4). proh its unfair methods of competition and unfair or
deceptive acts or practices by entering into any agreeme! to commit. or by
any concerted action comm ing. any act or boycott, coercion or intimidation
resulting in or tending to result in unreasonable restraint of, or monopoly in.

the business of insurance;

40 P.S. §1171.5(a)(7)(iii), defines and prohibits unfair methods of
competition as making or p nitting any unfair discrimination between
individuals of the same class and essentially the same hazard with regard to
underwriting standards and  actices 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)

18 Pa. C.S. §4117(k)(I). states any person who knowingly and with intent to
defraud any insurance company or other person files an:  plication for
insurance or statement 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:

75 Pa. C.S. §1705(a)(4), requires every insurer. prior to { : first issuance of a
private passenger motor vehicle liability insurance policy to provide each
applicant with the notice required by paragraph (1). A policy may not be
issued until the applicant has been provided an opportunity to elect a tort
option. The notice shall be standardized form as adopted by the

Commissioner;

75 Pa. C.S. §1731(b)&(c). requires that the named insur¢ shall be informed
that uninsured and un rinsured motorist coverage may be rejected by signing

a written rejection form;

75 Pa. C.5. §1738(d)(1)&(2). requires the named insured to be informed that
he may exercise the watver of stacked limits for uninsured and underinsured

motorist coverage by signing written rejection forms;



(viii)

(x)

75 Pa. C.S. §1793(b)(1). re 1ires all insurers provide to the insured a
surcharge disclosure plan.  he insurer providing the surcharge disclosure plan
shall detail the provisions of the plan including, but not nited to a
description of conditions that would assess a premium surcharge to an insured
along with the estim: :d increasc of the surcharge per pc ¢y period per

policyholder:

75 Pa. C.S. §1793(b)(2), requires all insurers provide to e insured a
surcharge disclosure plan. The insurer providing the surcharge disclosure plan
shall detail the provisions of the plan including. but not limited to the number
of years any surcharge will be in effect. The surcharge disclosure plan sh:  be
delivered to each insured by the insurer at least once ann lly. Additionally.
the surcharge information plan shall be given to each prospective insured at

the time application is made for motor vehicle insurance coverage:

75 Pa. C.S. §1799.3(d). requires insurers who make a determination to impose
a surcharge, rate penalty or driver record point assignment, to inform the
named insured of the determination and specify the manner in which the
surcharge, rate penalty or driver record point assignment was made and clearly
identify the amount of the surcharge or rate penalty on the premium notice for

as long as the surcharge or rate penalty is in effect.



4.

CONCLUSIONS OF LAW

In accord with the above Findings of Fact and applicable provisions of law. the

Insurance Department makes the following Conclusions of Law:

(a)

(b)

(c)

Respondent is subject to the jurisdiction of the Pennsylvania Insurance

Department.

Respondent’s violations of 40 P.S. §§1171.5(a)(4) and 1171.5(a)(7)(iii) are
punishable by the following, under Section 9 of the Unfair Insurance Practices
Act (40 P.S. §1171.9):

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

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

In addition to any penalties 1posed by the Commissioner for Respondent’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 ‘con etition, act or practice which the company knew
or should have known was in violation of the law, a penalty of not more
than five thousan doll: ; ($5.000.00):

(i1) for each method ¢ competition, act or practice which the company did




not know nor reasonably should have known was in violation of the law.

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

ORDER

5. Inaccord with the above indings of Fact and Conclusions ¢ [aw, the

Insurance Department orders and Respondent consents to the following:

(a) Respondent shall cease and desist from engaging in the activities described

herein in the Findings of Fact and Conclusions of Law.

(b) Respondent shall pay Seven Thousand Five Hundred Dollars ($7.500.00) in

settlement of all violations contained in the Report.

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

Payment must be made no later than thirty (30) days after the date of this Order.

(d) Respondent shall file an affidavit stating under oath that it w  provide each

of its directors, at the next scheduled directors meeting, a copy of the adopted




Report and related Orders. Such affidavit shall be submitted within thirty (30)

days of the date of this Order.

(¢) Respondent shall comply with all recommendations contained in the attached

Report.

6. In the event the Insurance epartment finds that there has been a breach of any of
the provisions of this Order. based 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 Insurance 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 Department may enforce the provisions of this Order in an
administrative action pursuant to the Administrative Agency Law. supra. or other relevant

provision of law.

7. Alternatively, in the event the Insurance Department finds that there has been a
breach of any of the provisions of 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 proceeding, 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 [L.aw contained herein.




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

application of the doctrine of lar es for purposes of any enforcement of this Order.

10. This Order constitutes the entire agreement of the parties with respect to the
matters referred to herein. and it may not be amended or modified except by an amended

order signed by all the parties hereto.

11. This Order shall be final upon execution by the Insurance Department. Only the
Insurance Comumissioner or a duly authorized delegee is authorized to bind the Insurance
Department with respect to the settiement of the alleged violations ¢ law contained
herein. and this Consent Order is not effective until executed by the Insurance

Commissioner or a duly authorized delegee.

BY: MERIDIAN SECURITY
INSURANCE COMPANY

Respondent
7(k*/ (% o

ol

Deputy Insurance Commissioner
Commonwealth of Pennsylvania






written summaries provided 1the »lat 1s found. The courtesy and
cooperation extended by the officers and ¢ 1ployees of 1e Con any during the

course of the examination is ereby acknowledged.

The following examiners participate intl ; examination and in preparation of

this Report.

Kelly Kri owski
M: tet Conduct Division Chief
Pennsylvania Insurance )epartment

Thomas Mclntyre
Market Conduct Examiner
Dixon Hughes Goodman LLP

R Hert Flege
Market Conduct Examiner
Dixon [ughes Goodman LLP




m_SCNPY OF EXAMINATION

The Market Conduct Examination was conducted on Meridian Security Insurance
Company, at its office located in Columbus, Ohio. The examination was conducted
pursuant to Sections 903 and 90 (40 P.S. §§323.3 and 323.4) of the Insurance
Department Act of 1921 and covered the experience period of July 1, 2014, through
June 30, 2015, unless ot :rwise noted. The purpose of the examination was to
determine the Company’s compliance with Pennsylvania insurance laws and

regulations.
The examination focused on ompany operations in the following areas:
1. Private Passenger Automobile
e Underwriting - A] ropriate and timely notices of nonrenewal, midterm
cance itions, and 60-day cance itions.

e Rating - Proper use of all « 1ssification and rating plans and procedures.

2. Data Integrity










(A omob :): ow for one major violation in the ast three years if
one driver has more than five years driving experience and the

Cc 1pany’s 2014 and 2015 Underwriting Guidelines (Recreational
V¢ icles)ydon a >w oraccidents for an operator w 1 less than

five years experience.

1 Violation 40 P.S. §1171.5(a)(7)(iii)
States that “Unfair el >ds of competition” and “unfair or deceptive
acts or practices in € business of insurance means making or
permitting any unfair discrimination between individuals of the same
class and essentially the same hazard with regard to underwriting.
The Company’s 2014 Underwriting Guidelines for the “Friends for a
Lifetime” program require the named insured and spouse be age 45

or older.










§991.2006), which establishes the requirements which must be met

regarding the >rm an co litions of the cancellation notice.

From the universe of 82 private passenger automobile pc cies which were
nonrenewed, 50 files were selected for review. All 50 files requested were

received and reviewed. No violations were noted.







examiners were able to determine compliance with the Company’s filed

and approved rating | ns.

Private Passenger Automobile Rating — New Business with~ut Surcharges

From the universe of 329 private passenger automobile policies ider fied
as new business without surcharges, 50 files were selected for review. All
50 files requested were recei’ d and reviewed. The 665 violations noted

were based on the universe of 329 files, resulting in an error ratio of 100%.

The following findings were made:

1 Violation 75 Pa. C.S. §1705(a)(4)
Requires every insurer, prior to the issuance of private
passenger motor vehicle liability insurance policy top vide
each applica an opportunity to elect a tort opt n. A policy
may not be issur  unless the applicant has been provided an
opportunity to elect a tort option. The Con any failed to

provide a signed limited tort form for the file noted.

1 Violation 75 Pa. C.S. §1731(b)&(c)
7 e named insured sh: be informed that he may reject
uninsured and underinsured motorist coverage by signing a
written rejection form. The file noted contained signed
rejection forms for uninsured and 1 derinsured motorist

coverages, but the pc cy included both coverages.

11






1 Violation

provide a surcharge disclose plan that included e period the

rate per ty will be in effect.

18 Pa. C.S. §4117(k) )

All applications for insurance and all claim forms shall
contain or have tached thereto the following notice:

"Any person who knowingly and with intent to defrau any
insurance company or other person files an application for
insurance or statement of claim co aining any materially
false informatio 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." The Co pany did not
provide the required fraud language on the application for the

file noted.

Private Passenger Automobile Rating — New Business with Surcharges

From the universe of 60 p: rate passenger automobile policies ident ed as

new business with surcharges, 25 fi s were selected for review. All 25

files requested were received and reviewed. The 182 violations noted were

based on the universe of 60 files, resulting in an error ratio of 100%.

The following findings were made:

1 Violation

75 Pa. C.S. §1705(a)(4)
Requires every insurer, prior to the issuance of a private
passenger motor vehic : lic ility insurance policy to provide

each ap; cant an opportunity to elect a tort option. A policy

13






60 Violations 75 Pa. C.S. §1799.3(d)
Requires insurers who make a determination to impose a
surcharge, rate penalty or driver record point assignment, to
inform the insured of the determination and specify the
manner in which the surcharge, rate penalty or iver recc 1
point assignment was 1ade and clearly identify the amount of
the surcharge or rate penalty on the premium notice for as
long as e surcharge or rate penalty is in effect.
The Company failed to provide the amount of the surcharge

on the premium notice.

1 Violation 18 Pa. C.S. §4117(k 1)
All applications Hr insurance and all claim 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 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 pen: ies." The Co pany did not
provide the required fraud language on the application >r the

file noted.

2. Renewals
A renewal is considered to be any policy, which was previou: / written by

the Company and renewe on the normal twelve-month anniversary date.

15




The purpose of the review was to measure compliance with

The Casualty and Surety Rate Regt itory Act, Section 4(a) and (h)

(40 P.S. §118 ‘a), (h)), which requires every insurer to f : with the
Insurance Commissioner every manual 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 excey in accordance with filings or rates, which are in
effect at the time. Files were also reviewed to determine con liance with
Act 68 of 1998, Section 2005(c) (40 '.S. §991.2005(c)), whii . requires
insurers to provide to insureds a detailed statement of the components of a
premium and sha specifically show the amount of surcharge or other
additional amount that is charged as a result of a claim having been made

under a policy of insurance, or as a result of any other factors.

The Company processes and issues personal automobile policies using an
automated system. In order to ver y the automated system, several policies
were manually rated to ensure the computer had been programmed
correctly. Once the computer programming had been ve ied, only the
input data needed to be verified. By reviewing base premiums, territory
assignments, rating symbols, « 1ssifications and surcharge disclosures, the
examiners were able to determine compliance w 1the Company’s filed

and approved rating plans.

Private Passenger Automobile Rating — Renewals without Surcharges

From the iverse of 9,280 private passenger automobile policies identified
as renewal business witho1 surcharges, 100 files were selected for review.

All 100 files requested were received and reviewed. The 18,560 violations

16













the time application is made for motor vehicle insurance
coverage. The Company failed to provide a su harge
disclose plan that accurately provi :d an estimate of the

surcharge per policy, per policyholder.

398 Violations 75 Pa. C.S. §1793(b)(2)
Requires the insurer to provide to the insured a copy of their
surcharge disclosure plan. The insurer providing the
surcharge disclosure plan « all detail the provisions of the
plan and the lan shall be delivered to each insured by 1e
insurer i least once annually. Additionally, the surcharge
information plan shall be given to each prospective insured at
the time application is made for motor vehicle insurance
coverage. T :Company failed to provide a surcharge
disc rse planth: incl led 1e eriod the rate penalty will be

in effect.
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Finding: Of the 100 files reviewed, four f :s contained inaccurate information

when compared to the Company listing.

Non-renewals

Situation: As the examiners reviewed the nonrenewal files in the underwriting
section of the exam, it was noted that not: of the 50 files selected for review

were non-renewals and several files contained inaccurate information.
Finding: Of the 50 files reviewed, two files were identified as mid-term
cancellations an two files contained inaccurate inform ion when compared to the

Company listing.

New Business v h Surche

Situation: As the examiners reviewed the :w business with surcharge files in the
rating section of the exam, it was noted th: several of the 25 files s¢ :cted for

review contained inaccurate informa Hn.

Finding: Of 25 files reviewe the Company listing indicated five policies were
issued with limited tort; however, those five files were issued with full tort
coverage. In addition, 18 files had non-stacked M & UIM coverage; however,

the Company listing noted all had stacked coverage.

New Business with( t Surchary

Situation: As the examiners reviewe the new business without surcharge files in
the rating section of the exam, it was noted that several of the 50 files selected for

review contained inaccurate information.

22







Renewals in a higl~~ Tier

Situation: As the examiners reviewed the renewals in a higher tier - esin e
rating section of the exam, it was noted that several of the 25 files selected »r

review contained inaccurate information.

Finding: Of the 25 files reviewed, the Company listing indicated 10 policies were
issued with limited tort; however, those 10 les were issued with fu tort
coverage. Inad tion, four policyholders rejected UM & UIM coverage and 17
had non-stacked UM & UIM coverage; however, the Company listing noted a

had stacked coverage.

The following finding was made:

General Violation 40 P.S. §323.4(b)
Requires eve / comp: y or person from whom 1formation
is sought must provi : to the examiners timely, convenient
and free access to all books, records, accounts, pi ers,
documents and any or all computer or other recordings
relating to the prope! 7, assets, business and affairs of the
con any being examined. The violation resulted in the
failure to exercise sufficier due diligence to ensure

con lia :e with Insurance Department Act of 1921.
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IX. COMPANY RESPONSE
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MERIDIAN SECURITY INSURANCE COMPANY

IX. COMPANY RESPONSE TO PENNSYLVANIA DEPARTMENT OF INSURANCE REPORT OF
EXAMINATION

Recommendation #1: The Company must reinforce 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.

Company Response: The Company acknowledges this recommendation. A cross
functional team formed in December. 2015 reviewed and revised the C¢ 1pany’s data
production process as well as the internal data controls and is in the process of
instituting formal procedures for data production and validation so that  ture data

requests can be handled in a timely and accurate manner.

Recommendation #2: The Company must review 40 P.S. §1171.5(a) (4) to ensure
that the violation relative to supporting coverage noted in the Report does not occur in

the future.

Company Response: The Company acknowledges this recommendation and has

revised the underwriting guidelines to eliminate any reference to supporting coverage.

Recommendation #3: The Company must review 40 P.S. §1171.5(a)(7)(iii) to ensure
that the violations relative to using age as a criteria in Underwriting noted in the

Report do not occur in the future.

Company Response: The Company acknowledges this recommendatic and has
reviscd its underwriting guidelines to elimi ite references to driving experience. The

Company would also like to note that it does not agree that the underwriting guideline



referenced in the report violated 40 P.S. §1171.5(a) (7) (ii1) since the underwriting

guideline was based on driver experience :  d not based on individual driver’s age.

Additionally. the Company would like to report that the “Friends For A Lifetime™
program cited in this recommen ition has been discontinued and is no longer

available for new business policies issued beginning 12/28/2014.

Recommendation #4:The Company must review 18 Pa. C.S. §4117(k)(1) to ensure that
violations regarding the requirement of a fraud warning on all applications. as noted in

the Report. do not occur in the future.

Company Response: The Company acknowledges this recommendation. The Company
requires its agents to maintain the current version of ACORD 90 PA on file for use at the
point of sale. The Company will emphasize to its agents the importance of ensuring that

the appropriate forms are provided to the insured for completion.

Recommendation #5: The Company must revise its underwriting procedures to ensure
that each applicant for private passenger a »mobile ability insurance is provided an

opportunity to elect a tort option and that signed tort option election forms are obtained
and retained with the underwriting file. This is to ensure that violations ted under 75

Pa. C.S. §1705(a) (4) do not occur in the future.

Company Response: The Company acknowledges this recommendation. This violation
is a result of two policies whose tort option elections as uploaded to the Company system
did not match the tort option elections made by the insured on Form ACORD 61PA. The
Company requires its agents to retain the Form ACORD 61PA completed by the insured
in its files and will emphasize to its agents the importance of verifying that the elections

match the completed forms.

Recommendation #6: The Company must revise its underwriting procedures to ensure
that each applicant for private passenger automobile liability insurance is provided an

opportunity to exercise the waiver for uninsured and underinsured motorist coverage and
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forms are obtained and retained with the underwriting file. This is to ensure that violation

noted under 75 Pa. C.S. §1731(b) & (¢) does not occur in the future.

Company Response: The Company acknowledges this recommendation and will
emphasize to its agents the importance of ensuring that the waiver elections uploaded to
the Company match the election forms completed by the insured and retaining the

completed ACORD 60PA and ACOF 162PA on file.

Recommendation #7: The Company must revise underwriting procedures to ensure
that the insured is aware that he may exercise the waiver of stacked limits for
uninsured and underinsured motorist coverage by signing written rejection forms.
This is to ensure that violations note under 75 Pa. C.S. §1738(d) (1) and (2) do not

occur in the future.

Company Response: The Company acknowledges this recommendation and will
emphasize to its agents the importance of ensuring that the waiver elections uploaded
to the Company match the election forms completed by the insured and retaining the

completed ACORD 6( A and ACORD 62PA on file.

Recommendation #8: The Company must provide the insured with a surcharge
disclosure plan at the time of application and at least once annually that accurately
provides an estimate of the surcharge. This is to ensure that the violations noted under 75

Pa. C.S. §1793(b) do not occur in the future.

Company Response: The Company acknowledges this recommendation. Form CF330
(12/15) was revised by the Company in December. 2015 to provide an estimate of the

surcharge for new business policies beginning 12/29/15 and renewals beginning 1/25/16.

Recommendation #9: The Company must provide the insured with a surcharge

disclosure plan at the time of application and at least once annually that includes the

3




period the rate penalty will be in effect. This is to ensure that the violations noted under

75 Pa. C.S. §1793(b) (2) do not occur in the future.

Company Response: The Company acknowledges this recommendation. Form CF330
has been revise by the Company to clarify the pe d for which the rate penalty will be

in eftect. The revised form was submitted to the Department on March 22. 2016.

Recommendation #10: When a surcharge is imposed on a private passenger automobile
policy. the Company must identify the amount of surcharge and give notice to the insured
on the premium notice. This procedure must be implemented within 30 days of the
Report issue date. This is to ensure that violations note under 75 Pa. C.S. §1799.3(d) do

not occur in the future.

Company Response: The Company acknowledges this recommendation and would
like to note the premium surcharges notice was provided to e insureds utilizing Form
AU374-7/14 which was furnished with the policy. Based on the Department’s
recommendation. the Company has revised the premium notice (i.c.. policy declaration
page) to include the premium surcharge information that was previously provided to the
insureds in Form AU374. The revised premium noticc was to the Department on
March 22.2016. Work is currently underway to complete the system automation so
that new business policies will meet this requirement eftective June 23. 2016 and
renewal policies etfective July 6. 2015. The Company will provide applicable

documentation upon completion of the implementation.




