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BEFORE THE INSURANCE COMMISSIONER
OF THE
COMMONWEALTH OF PEN. 35YLVANIA

IN RE: : VIOLATIONS:

USAA GENERAL INDEMNITY : 40P.S.§323. b)

COMPANY :

9800 Fredericksburg Road : 40 P.S. §§991.2001, 991.2003(a)(8)&(10)
San Antonio, TX 78288 : 9¢ 2006 and 991.2008(b)

40 P.S. §§1171.3, 1171.5@)( -

1 71.5@a)(7)(ii), 1171.5(a)(9)

1 71.5(2)(9)(iv) and 1171.5(a)(11)

40 P.S. §1184(a)&(h)

18 Pa. Code §4117(k)(1)

31 Pa. Code §§51.32(b), 51.61, 59.6(6)
59.9(b), 62.3(d)(e)(i), 62.3(e)(7), 69.52(b)
146.5(d) and 146.6

75 Pa. C.S. §§1705(a)(1)&(4), 1716
1791.1(b), 1793(b), 1793(c) and 1799.3(f)

Respondent. : Docket No. MC16-07-018

CONSEN ORDER

AN Y NOW, this day of , 2016, this Order is hereby
issued by e Insurance Department of the Commonwealth of Pennsylvania pursuant to

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




1. Respondent hereby admits 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 applicable 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 Insurance Department finds true and correct each of the following Findings of

Fact:

(a) Respondent is USAA General 1demnity Company, and maintains its address at

9800 Fredericksburg Road, San Antonio, TX 78288.

(b) A market conduct examination of Respondent was conducted by the Insurance
D¢ artment covering the experience period from January 1, 2013 through

Dec 1ber 31, 2013.



(c)

(d)

(e

@

(i)

On June 21, 2016, the Insurance Department issued a Market Conduct

Examination Report to Respondent.

A response to the Examination Report was provided by Respondent on

July 22, 2016.

The Market Conduct Examination of Respondent revealed violations of the

following:

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

tim« s, 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 prc erty, assets, business and affairs ¢ the company

being examined;

40 P.S. §991.2001 defines “renewal” or “to renew” as to issue and deliver at
the end of an insurance policy period a policy which supersedes a policy
previously issued and delivered by the same insurer and which provides types
and limits of coverage at least equal to those contained in the pc ¢y being
superseded, or to issue and deliver a certificate or notice extending the term of
a policy beyon its policy period or term with types and limits of coverage at

least equal to those contained in the policy being extended: Provided,




(iii)

(iv)

)

(vi)

owever, that any policy with a policy period or term of less than 12 months
or any period with no fixe expiration date shall for the purpose of this article
be considered as if written for successive policy periods or terms of

12 months;

40 P.S. §991.2003(a)(8)&(10) states that an insurer may not cancel or refuse
) write or renew a policy of automobile insurance for the following reasons:

marital status and lawful occupation (including military service);

40 P.S. §991.2006, requires that cancellation by an insurer of a policy of
automobile insurance shall not be effective nless the insurer delivers or mails

y the insured a written notice of the cancellation;

40 P.S. §991.2008(b), requires any applicant for a policy who is refused such
policy by an insurer shall be given a written notice of refusal to write by the
insurer. Such notice shall state the specific reason or reasons of the insurer for
refusal to write a policy for the applicant. Within 30 days of the receipt of
such reasons, the applicant may request in writing to the Commissioner that he

review the action of the insurer in refusing to write a policy for the applicant;

40 P.S. §1171.3 states that a “renewal” or “to renew” is to issue and deliver at
the end of an insurance policy period a policy which supersedes a policy

previously issued and delivered by the same insurer or affiliated insurance and



(vii)

(viii)

which provides types and limits ¢ coverage at least equal to those contained
in the policy being superseded, or to issue and deliver a certificate or notice
extending the term of the policy beyond its policy eriod or term with types
and limits of coverage at least equal to those contained in the policy being
extended: Provided, however, That any policy with a policy period or term of
less than twelve (12) months or any period with no fixed expira >n date shall
for the purpose of 1is artic : be considered as written for successive policy

periods or terms of twelve (12) months;

) P.S. §1171.5(a)(4), prohibits unfair methods of competition and unfair or
deceptive acts or practices by entering into any agreement to commit, or by
any concerted action committing, any act or boycott, coercion or intimidation
resulting in or tending to result in unreason: le restraint of, or monopoly in,

the business of insurance;

) P.S. §1171.5(a)(7)(ii) "Unfair methods of competition" and "unfair or

:ceptive acts or practices” in the business of insurance means: ... Making or

ermitting any unfair discrimination between individuals of the same class and
of essentially the same hazard in the amount of premium, policy, fees or rates
charged for any policy or contract of insurance or in the benefits payable
thereunder, or in any of the terms or conditions of such contract, or in any

manner whatever;




(ix)

(x)

(xi)

(xii)

40 P.S. §1171.5(a)(9), prohibits canceling any policy of insurance covering
owner-occupied private residential properties or personal property of
individuals that has been in force for sixty days or more or refusing to renew
any such policy unless the policy was obtained through material
lisrepresentation, fraudulent statements, omissions or concealment of fact
material to the acceptance of the risk or to the hazard assumed 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 the insured; or the insured has failed to pay any

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

40 P.S. §1171.5(a)(9)(iv), requires that a cancellation notice sha advise the
isured of his right to request, in writing, within ten days of the receipt of the
notice of cancellation or intention not to renew that the Insurance

Commissioner review the action of the insurer;

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

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

40 P.S. §1184(a)&(h), requires every insurer to file 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 this



(xiii)

(xiv)

(xv)

Commonwealth and prohibits an insurer from 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 statement of claim containing any materially false it rmation 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 §51.32(b), states the source of any statistics used in an
advertisement shall be identifie in the advertisement, if the failure to so
identify would ave the capacity or tendency to mislead purchasers or

prospective purchasers;

31 Pa. Code §51.61, states an advertisement for automobile liability or

| ysical damage insurance coverage shall not invite a prospective insured to
apply for a quc tion of premium rate which the company would charge for
such insurance unless if it is the company’s intent and actual practice to refuse
to render a quote to certain individuals or classes of individuals >r any reason,

the advertisement shall clearly and conspicuously disclose in prominent type,
“WE RESERVE THE RIG! [ TO REFUSE TO QUOTE ANY NDIVIDUAL

AP MIUM RATE FOR THE INSURAM 'E ADVERTISED [EREIN,”




(xvi)

(xvii)

(xviii)

(xix)

and on the application for such quotation immediately in bold type or
contrasting color state, “Do you understand that the company reserves the

ght to refuse to give you a quotation for automobile insurance; Yes

No_ 77

31 Pa. Code §59.6(6), states that if the reason for cancellation is a substantial

« ange or increase in hazard, the insurer shall specify the changes or increased
hazards it relied on for its actions. If the reason is the failure to pay a
premium, the insurer shall specify the amount due, and the date when it was

due;

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

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

31 Pa. Code §62.3(d)(e)(i), states the appraised value of the loss shall be the
replacement vi 1e of the motor vehicle if the cost of repairing a motor vehicle
exceeds its appraised value less s vage value, or the motor vehicle cannot be
repaired to its pre maged condition. No other deductions may be taken for

salvage and then only if the owner elects to retain the vehicle;

31 Pa. Code §62.3(e)(7), states the a] raiser is responsible for ensuring that a
copy of the total loss evaluation report be sent within 5 working days to the

consumer by the appraiser after the appraisal is completed. If a settlement




offer is extended before the consumer receives the total loss evaluation report,
the consumer sha be advised of the total loss evaluation report’s contents and

of the consumer’s right to be sent a copy w 1in 5 days after its completion;

(xx) 31 Pa. Code §69.52(b), requires an insurer to pay medical bills

)r care that are not referred to a Peer Review Organization within 30 days

after the insurer receives sufficient documentation supporting the bill;

(xxi1) 31 Pa. Code §146.5(d), states that an insurer, upon receiving notification of a

(xxii)

(xxiii)

¢ im, shall provi :within ten working days necessary claim forms,
instructions and reasonable assistance so that first-party claimants can comply

with policy conditions and reasonable requirements of the insurer;

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 claim may be expected;

75 Pa. C.S. §1705(a)(1)&(4), requires every insurer, prior to the issuance of a
private passenger motor v¢ icle liability insurance policy to provide each
applicant with the notice required by paragraph (1). A policy may not be

issued until the aj licant has been provided an opportunity to elect a tort




(xx1v)

(xxv)

option. The notice shall be a standar zed form as adopted by the

Commissioner;

75 Pa. C.S. §1716, states that benefits are overdue if not paid within

30 days after the insurer receives reasonable proof of the amow of benefits.
If reasonable proc is not supplied as to all benefits, the portion supported by
reasonable proof is overdue if not paid within 30 days after the proofis
received by the insurer. Overdue benefits shall bear interest at the rate of 12%
per annum from the date the ben¢ ts become due. In the event the insurer is
found to have acted in an unreasonable manner in refusing to pay the benefits
when due, the insurer shall pay, in addition to the benefits owed and the

interest thereon, a reasonable attorney fee based upon actual time expended;

75 Pa. C.S. §1791.1(b), requires an insurer to provide an insured with a notice
¢ the availability of two alternatives of full tort insurance and | 1ited tort

insurance;

(xxvi)75 Pa. C.S. §1793(b), requires the insurer to provide to the insured a copy of

their surcharge disclosure plan. The insurer providing the surcharge
disclosure plan shall detail the provisions of the plan and the plan shall be
delivered to each insured by the insurer at least once annually. A litionally,
the surcharge information plan shall be given to each prospective insured at

the time application is made for motor vehicle insurance coverage;

10




(xxvii) 75 Pa .C.S. §1793(c), states when an insurer cancels a motor vehicle
insurance policy within the first 60 days of new business, the insurer shall
within 30 days of canceling the policy return to the insured all premiums paid
under the policy less any proration for the period the policy was in effect.

remiums are overdue if not paid to the insured within 30 days after canceling
the policy. Overdue return premiums shall bear interest at the rate of 12% per

annum from the date the return premium became due;

(xxvii1)75 Pa. C.S. §1799.3(f), states if requested by the applicant, an agent for an
insurer shall submit an application for automobile insurance to the insurer or
provide the applicant written notice of the reasons for refusal to write on a

yrm supplied by the insurer an approved by the Commissioner.

CONCLUSIONS OF LAW

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

Insurance :partment makes the following Conclusions of Law:

(a) espondent is subject to the jurisdiction of the Pennsylvania Insurance

'lepartment.

11




(b)

(©)

(d)

Violations of 40 P.S. §§991.2001, 991.2003(a)(8)&(10), 991.2006 and
991.2008(b) (relating to motor vehicles) of 40 P.S. are punishable by the
following, under Section 9¢ .2013: Any individual or insurer who violates
any of the provisions of this article may be sentenced to pay a fine not to

exceed five thousand dollars ($5,000).

espondent’s violations of 40 P.S. §§1171.3, 1171.5(a)(4), 117 5(a)(7)(ii),
1171.5(a)(9), 1171.5(a)(9)(iv) an  1171.5(a)(11) are punishable by the
sllowing, under Section 9 of the Unfair Insurance Practices Act (40 P.S.
§1171.9):
(i) cease and desist from engag g in the prohibited activity;

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

1a lition to any penalties imposed 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 of competition, act o1 ractice which the company new
or should have known was in violation of the law, a penalty of not more
than five thousand dollars ($5,000.00);

(i) for each method of 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).

12



(e) Violations of Section 4 of the Casualty and Surety Rate Regulatory Act, No.
246 (40 P.S. §1184(a)&(h)) 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 for each such wi ul violation;
1) suspension of the license « 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.

® espondent’s violations of 31 Pa. Code §§146.5(d) and 146.6 are punishable
under Sections 1 through 5 and Section 9 of the Unfair Insurance Practices Act
(40 P.S. §§1171.1 - 1171.5 and 1171.9):
(i) cease and desist from engaging in the prohibited activity;

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

(2) Ina litionto any enalties imposed 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 Commonwe th Court
may impose the following civil penalties:
(i) for each method of competition, act o1 ractice which the company knew
or should have known was in violation of the law, a penalty of not more
than five thousand dollars ($5,000.00);

(ii) for each method of competition, act or practice which the company did

13




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

. Inaccor with the above Findings of Fact and Conclusions of Law, the

Insurance lepartment orders and Re: onde consents to the following:

(a)

(b)

©

Respondent shall cease and desist from engaging in the activities described

herein in the Findings of Fact and Conclusions of Law.

Should Respondent fail to exercise sufficient due diligence to ensure compliance
with 40 P.S. §323.4 in regard to data integrity, Respondent shall be subject to a
$10,000 penalty per violation, as wi  as any « 1er sanctions or remedies as

provided for by law.

Respondent shall pay One Hundred Thousand Dollars ($100,000) to the

Pi nsylvania Insurance Department of v ich Seventy Five Thousand Dollars
($75,000) is in settlement of all violations identified during the examination, and
Twenty Five Thousand Dollars ($25,000) is for reimbursement tc 1e Department

for costs and expenditure of resources associated with the exam.

14




(d) 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 S 1are, Harrisburg, Pennsylvania 17120.

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

(e) 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 shall be submitted within thirty

(30) days of the date of this Order.

(f) Respondent shall comply 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, based upon the indings of Fact and Conclusions of Law
contained herein may pursue any and all legal remedies available, including ut not
limited to e 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 ¢ der in an
administrative action pursuant to the Administrative Agency Law, supra, or other relevant

provision of law.

15




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 >r appropriate action pursuant to

the Administrative Agency Law, supra, or other relev. t 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 « Fact

and Concl ions of Law contained herein.

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

application of e doctrine of laches 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. 1 is 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 settlement of the alleged violations of law contained

16




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

Commissioner or a duly authorized delegee.

BY: USAA GENERAL INDEMNITY COMPANY,

Deputy Insurance Lommissioner
Commonwealth of Pennsylvania

17




1. INTRODUCTION

The market conduct examination was conducte at the office of USAA General
Indemnity Company, hereinafter referred to as “Company,” located in San
Antonio, Texas from January 5, 2015, through January 16, 2015. Subseque
review and follow-up was conducted in the office of the Pennsylvania Insurance

Department.

Pennsylvania M: <et Conduct xamination Reports generally note only those
items to which the Department, after review, takes exception. However, the
Examination Report may include management recommendations addressing areas
of concern note y the Department, but for which no statutory violation was
identified. This enal :s Company management to review those areas of concern
in order to deterr ne the potential impact upon Company operations or future
compliance. A violation is any instance of Con any activity that does not comply
with an insurance statute or regulation. 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 “« -or
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 examination, Company officials were provide with
status memoranda, which referenced specific policy numbers with citation to each
section of law violated. Additional information was requested to clarify apparent

violations. An e: . conference was conducted with Company personnel to discuss



the various types of violations identified during the examination and review

written summaries provided on the violations >und.

The courtesy and cooperation extended by 1e officers 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.

Constance L. Arnold, MCM
Market Conduct Division Chief
Pennsylvania Insurance Department

Kelly Krakow: i
Market Conduct Examiner
Pennsylvania Insurance Department

Karen Veronikis
Market Conduct Examiner
Pennsylvania Insurance Departme t

Joshua Taylor
Market Conduct Examiner Trainee
Pennsylvania Insurance Department

Lindsi Breach
Market Conduct Examiner Train
Pennsylvania Insurance Department

Sean Betta
Market Conduct Examiner
AIG Services



1. SCOPE OF EXAMINATION

The Market Cor  1ct Examination was conducted on USAA General Indemnity
Company, at its office located in San Antonio, Texas. The examination was conducted
pursuant to Sections 903 and 904 (40 P.S. §§323.3 and 323.4) of the Insurance
Department Act of 1921 and covered the experience period of January 1, 2013,
through December 31, 2013, unless otherwise note  The purpose of the examination
was to determine the Company’s compliance with Pennsylvania insurance laws and

regulations.

The examination focused on Con any operations in the following areas:

1. Private Passenger Automobile
e Underwriting - Appropriate and tim¢ / notices of nonrenewal, 1 dterm
cancel tions, 60-day cancellations, and declinations.

e Rating - Proper use of all classification a 1 rating plans and procedures.

2. Personal Property
e Underwriting - Appropriate and timely notices of nonrenewal, midterm
cancellations, 60-day cancellations, and declinations.

e Rating - Proper use of all classification and rating plans and procedures.

3. Claims

4. Forms

5. Advertising




o

~

oo

o

Complaints

Producer Licensing

)ata Integrity

MCAS Reporting
e Private Passenger Automobile

e Personal Property



11l. COMPANY HISTOPVY

The Company was incorporated under the laws of Texas on June 23, 1972
and started business on August 2 of that year. 1 e company is a wholly

owned subsidiary of USAA.

LICENSING
USAA General Inde nity Company’s Certificate ¢ Authority to write business in
the Commonwealth was last issued on April 1, 2014. The Company is licensed in
all 50 states, District of Columbia, U.S. Virgin Islands, and Puerto Rico. The
Company’s 2013 annual statement reflects Direct Written Premium for all lines of
business in the Commonwealth of Pennsylvania as $29,955,564. Premium volume
related to the areas of this review were: Fire $336,036; Homeowners Multiple
Peril $8,439,061; Inland Marine $286,993; Private Passenger Automobile Direct
Written Premium was reported as Other Private 'assenger Auto Liability
$9,295,145, Private Passenger Auto No-Fault (personal injury protection)
$1,176,371 and Priv: : Passenger Auto Physical Damage $8,228,355.




IV. UNDERWRITING PRACTICES AND PROCEDURES

As part of the examination, the Company was requested to supply manuals,
underwriting guides, bulletins, directives or o er forms of underwriting procedure
communications for each line of business being reviewed. Manuals and
underwriting rule guides were furnished for private pass: ger automobile,
homeowner, dwi ing fire, and tenant-homeowner policies. The purpose of this
review was to identify any inconsistencies which could be considered
discriminatory, spec cally prohibited by statute or regulation, or unusual in

nature.

The following findings were made:

1 Violation 40 P.S. $§991.2001
States that a “renewal” or “to renew” is to issue and deliver at the
end of an insurance policy period a policy which supersedes a policy
previou: y issued and delivered by the same insurer or affiliated
insurance and which provides types and limits of coverage at least
equal to those contained in the policy being superseded, or to issue
and deliver a certificate or notice extending the term of the policy
beyond its policy period or term with types and limits of coverage at
lea equal to those contained in the policy being extended:
Provided, however, That any policy with a policy period or te 1 of
less than twelve (  2) months or any period with no fixed expiration
date shall for the purpose of this article be considered as written for
successive policy periods or terms of twelve (12) months. The
Company’s Auto Underwriting Guidelines indicate that it is their
practice to modify or eliminate Physical Damage coverage from an

automobile policy in lieu of cance ition or nonrenewal.



3 Violations 40 P.S. §1171.3
States that a “renewal” or “to renew” is to issue and deliver at the
en of an insurance policy period a policy which supersedes a policy
previously issue and delivered y the same insurer or affiliated
insurance and which provides t; es and limits of coverage at ‘ast
equal to those contained in the policy being superseded, or to issue
and deliver a certificate or notice extending the term of the pc cy
beyond its policy period or term with types and limits of coverage at
least equal to those contained in the pc cy being extended:
Provided, however, That any policy with a policy period or term of
less than twelve (12) months or any period with no fixed expiration
date shall for the purpose of this article be considered as written for
successive policy periods or terms of twelve (12) months. The
USAA iroup Homeowners Insurance Underwriting Guidelines,
USAA iroup Renters Protection Policy Ut erwriting Guidel es,
and USAA Group Rental Property Insurance Underwriting
Guidelines indicate that it is their practice to reduce coverage on a

pC cy midterm.

2 Violations 40 P.S. §1171.5(a)(4)
States that “Unfair methods of competition” and “unfair or deceptive
acts or practices in the business of insurance means entering into any
agreement to commit, or by any concerted action committing, any
act of boycott, coercion or intimidation rest ing in or tending to
result in unreasonable restraint of, or monopoly in, the business of
insurance. The USAA Group Renters Protection Policy
Underwriting Guidelines an Valuable Personal Property Insurance
Underwriting Guidelines contain language indicating that it is 1

their practice to require supporting business.




V. UNDEP"RITING

A. Private Pas: ager Automobile

1. 60-D¢ Cancellations

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

within the fir, 60 days of the inception date of the policy.

The primary purpose of the review was to determine compliance with
Act 68, Section 2003 (40 P.S. §991.2003), which establishes conditions
under which action by the insurer is prohibited. These files were also
reviewed for compliance with Act 68, Section 2002(b)(3)

(40 P.S. §991.2002(b)(3)), which requires an insurer who cancels a pc cy
of automobile insurance in the first 60 days, to supply the insured with a

written st: >ment of the reason for cancellation.

From the universe of 435 private passenger automobile policies that were
cancelled within the first 60 days of new business, 25 files were selected for
review. £ 25 files reque: :d were received and reviewed. The nine (9)
violations noted were based on eight (8) files, resulting in an error ratio of

32%.

The following findings were made:

1 Violation 75 Pa. C.S. §1793(c)
When an insurer cance¢ ; a motor vehicle insurance policy
within the rst 60-days of new usiness, the insurer shall
within 30 1ys of canceling the policy return to the insured all

premiums paid under the policy less any proration for the




period the policy was in effect. Premiums are overdue if not
paid to the insured within 30 days after canceling the policy.

Jverdue return premiums shall bear interest at the rate of
12% per annum from the date the return premium became
due. The Company failed to return unearned premium within
30 days of canceling the policy for the one (1) violation

noted. The refund amount for this policyholder was $.77.

2 Violations 40 P.S. §991.2008(b)
Any applicant for a policy who is refused such policy by an
insurer shall e given a written notice of refusal to write by
the insurer. Such notice shall state the specific reason or
reasons of the insurer for refusal to write a policy for the
applicant. Within 30 days of the receipt of such reasons, the

yplicant may request in writing to the Insurance

Commissioner that he review the action of the insurer in
refusing to write a policy orthe ap; cant. The two (-
violations oted were the result of the Company not providing

a. ecific reason for cancellation.

6 Violations 40 P.S. $323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners tim¢ /, convenient and
free access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. The six (6) violations resulted in the failure to

provide a cancellation notice within e file.




The following concern was noted:

CONCERN: The Company is using the Pennsylvania Insurance

Department’s I iladelphia Regional Office contact information on

notices. The hiladelphia Office is closed. he Company should use only
e following a iress and telephone number for all complaints, appe;: s,

notices of cancellation or refusal to renew requirements:

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

2. Mid-term Cancellations

A mid-term cancellation is any policy that termin: :s at any time other than

the normal twelve-month policy anniversary date.

The primary pu ose of the review was to determine compliance with

Act 68, Section 2003 (40 P.S. §991.2003), v ich establishes conditions
under which action by the insurer is pr¢ ibited, and Section 2006

(40 P.S. §991.2006), which establishes the requirements which must be met

regarding the form and conditions of the cancellation notice.
From the universe of 2,299 private passenger automobile policies which

were cancelled during the experience period, 50 files were selected for

review. All 50 files requested were received and reviewed. The nine (9)
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violations noted were based on nine (9) files, resulting in an error ratio of

18%.

The following findings were made:

6 Violations 40 P.S. $991.2006
40 P.S. §323.4(b)
Requires that cancellation by an insurer of a policy of

itomobile insurance shall not be effective unless the insurer

d¢ vers or mails to the insured a written notice of the
cancellation. In addition, requires every company or person
from whom information is sought must provide to the
examiners 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 examined. The six (6)
violations resulted from the Company’s failure to provide a

cancellation Htice within the file.

3 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners tim¢ /, convenient and
free access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. .ue three (3) violations resulted in the failure to
provide a cancellation notice, policy release form, or notes in

the file to indicate that the insured requested cancellation.
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The following concern was noted:

CONCERN: The Company is using the Pennsylvania 1surance
Departm« t’s} iladelphia Regional Office contact information on
notices. The Philadelphia Office is closed. The Company should use only
the following a Iress and telephone number for ¢ complaints, appe: i,

notices of car :zllation or refusal to renew requirements:

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

3. Nonrenewals
A nonrenewal is considered to be any policy that was not renewed, for a

specific reaso  at the normal twelve-month policy anniversary date.

The purpose ¢ e review was to determine compliance with

Act 68, Section 2003 (40 P.S. §991.2003), v ich establishes conditions
under which action by the insurer is prc ibited, and Section 2006

(40 P.S. §991.2006), which establishes the requirements which must be met

regarding e form and conditions of the cancellation notice.

From the universe of 33 rivate passenger automobile policies which were
nonrenew: d ing the experience period, all 33 files were selected for
review. All 33 files requested were received and reviewed. The one (1)

violation noted was based on one (1) file, resulting in an error ratio of 3%.
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The following finding was made:

1 Violation 40 P.S. $§991.2006
40 P.S. §323.4(b)
Requires at cancellation by an insurer of a policy of
at mobile insurance shall not be effective unless the insurer
d¢ vers or mails to the insured a wr en notice of the
cancellation. In addition, requires every company or person
from whom information is sought must provide to the
examiners timely, convenient and free access to all boc s,
records, accounts, papers, documents and any or all co puter
or other recordings relating to the property, assets, business
and affairs of the company being examined. The one ( )
violation resulted from the Company’s failure to provi :a

cancellation notice within the file.

The following concerns were noted:

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

notices of cancellation or refusal to renew requirements:

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

CONCE N: The Company is mailing nonrenewal notices with variable
text that is unclear to the reader. The company should make sure all text is

aligned properly for readability by the insured.

4. M=clinations
A declina >n i any application that is received by the Company and was

declined to be written.

The prim: /] rpose of the review was to determine compliance with
Act 68, Si tion 2003 (40 P.S. §991.2003), which establishes conditions

under which action by the insurer is prohibited.

From the universe of 11 declinations for private passenger auto insurance,
all 11 files were selected for review. All 11 files requested were received
and reviewed. The 20 violations noted were based on 11 files, resulting in

an error ratio of 100%.

The following findings were made:

3 Violations 40 P.S. §991.2008(b)
Any applicant for a policy who is re sed such policy by an
insurer shall be given a written notice of refusal to write y
e insurer. Such notice shall : ite the specific reason or
reasons of the insurer for refusal to write a policy for the
applicant. Within 30 days of the receipt of such reasons, the
applicant may request in writing to the Insurance

Commissioner that he review the action of the insurer in
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refusing to write a policy for the ap; cant. The three (2
violations noted were the result of the Company not providing
written notice of refusal to write to the applicants who were

>nied coverage.

1 Violation 40 P.S. §991.2008(b)
Any applicant for a policy who is refused such policy by an
insurer shall be given a written notice of refusal to write y

e insurer. Such notice ! all state the specific reason

reasons of the insurer for refusal to write a policy for the
applicant. Within 30 days of the receipt of such reasons, the
applicant may request in writing to the Insurance
Commissioner that he review the action of the insurer in
refusing to write a policy for the applicant. The one (1)
violation noted was the result of the Company not providing a

specific reason for the refusal to write a policy.

8 Violations « P.S. §991.2008(b)

Any applicant for a policy who is refused such policy by an
insurer shall be given a written notice of refusal to write by

e insurer. Such notice shall state the specific reason or
reasons of the insurer for refusal to write a policy for the
applicant. Within 30 days of the receipt of such reasons, the
applicant may request in writing to the Insurance
Commissioner that he review the action of the insurer in
refusing to write a policy for the applicant. The eight ( _,
violations noted were the result of the Company not providing

proper right of review information on the written notice.
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8 Violations 75 Pa. C.S. §1799.3(f)
If requested by the applicant, an agent for an insurer sh:
submit an application for automobile insurance to the insurer
or provide the applicant written notice of the reasons for
refusal to write on a form supj ed by the insurer and
a; roved by the Commissioner. The Company failed to
provide a refusal to write to the applicant on a form approved

by the Commissioner for the eight (8) violations noted.

B. Personal Pr jerty

1. 60-Day C: cellations

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

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

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

days to pr ride at least 30 days’ notice of the ter ination.

From the 1iiverse of 776 property policies which were cancelled within
the first 60 days of new business, 60 f :s were selected for review. The
property files consisted of homeowners, tenant homeowners, and ir nd
marine. All 60 files were received and reviewed. Of the 60 files reviewed,
31 files were identified as 60-day cancellations and 29 were identified as
flat cancellations. The five (5) violations noted were based on five (5) files,

resulting in an error ratio of 8%.
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The following findings were made:

1 Violation 31 Pa. Code §59.9(b)
An insurer which cancels a homeowners policy that has been
in force for less than 60 days must give the insured 30 1ys
notice of cancellation, must send the notice prior to the 60"
day and must advise e insured of the possible availability
of coverage under the Pennsylvania FAIR Plan. The one (1)
f :noted resulted in the Company not providing the

required 30 days’ notice of cancell: on.

2 Violations 40 P.S. §1171.5(a)(9)

Prohibits canceling any policy of insurance covering owner-
occupied private residential properties or personal property of
in viduals that has been in force for sixty days or more or
refusing to renew any such policy unless the policy was
obtained through material misrepresentation, fraudulent
statements, omissions or concealment of fact material to the
acceptance of the risk or to the hazard assumed by the
company; or there has been a substantial change or increase

hazard in the risk assumed by the company subsequer to

e 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 the insured; or the insured has
failed to pay any premium when due or for any other reasons
approved by the Commissioner. The Company failedto se a
valid cancellation notice for the two (2) violations note The

Company was using a single notice of cancellation to cancel

17



two separate olicies that are not a package policy for non-

payment of premium.

2 Violations 40 P.S. §323.4(b)
Requires every company or person from whom inform Hnis
sought must provide to the examiners timely, convenient and
free access to all books, records, accounts, papers, documents
1d any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. The two (2) violations resulted from the
Company’s failure to provide a cancellation notice, policy
release form, or notes in the file to indicate that the ins ed

re 1ested cancellation.

The following concern was noted:

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

notices of cancellation or refusal to renew requirements:

ennsylvania Insurance Departm( t
Bureau of Consumer Services
1209 Strawberry Square
Harrisburg, PA 7120
Toll Free Consumer Line: 1-877-881-6388
ax: (717) 787-8585
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2. Midterm Cancellations

A midterm c: cellation is any policy termination that occurs at any time

other than the twelve-month policy anniversary date.

The primary purpose of the review was to determine personal lines
compliance v h Act 205, Unfair Insurance Practices Act, Section 5(a)(9)
[40 P.S. { 17 .5(a)(9)], which establi: es the conditions under which
cancellation ¢ a policy is permissible along with e form requirements of

the cancellation notice.

From the iverse of 1,999 property policies which were cancelled 1  dterm
during the experience period, 150 files were selected for review. The
property files consisted of homeowners and tenant homeowners. All 150
files were received and reviewed. Of the 150 files reviewed, 109 files were
identified as midterm cancellations, 20 files were entified as 60-day
cancellations, 18 were identified as nonrenewals, and three (3) were
identified as flat cancellations. The 67 violations noted were based on 27

files, resulting in an error ratio of 18%.

The following findings were made:

3 Violations 40 P.S. $1171.5(a)(9)
Prohibits canceling any policy of insurance covering owner-
occupied private residential properties or personal property of
individuals that has been in force for sixty days or more or
refusing to renew any such policy unless the policy was
obtained through material misrepresentation, fra 1lent
statements, omissions or concealment of ict material to the

acceptance of the risk or to the azard assumed by the
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company; or there has been a substantial change or increase
in hazard in the risk assumed by the company subsec ent to

e 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 the insured; or the insured has
failed to pay any premium when due or for any other reasons
approved by the Commissioner. The Company fi ed to
provide a vi d cancc ation notice to the insured for the 3

violations noted.

20 Violati 1s 40 P.S. §1171.5(a)(9)

Prohibits canceling any policy of insurance covering owner-
occupied private residential properties or personal property of
viduals that has been in force for sixty days or more or

refusing to renew any such policy ur :ss the policy was
obtained through material misrepresentation, fraudulent
statements, omissions or concealment of fact material to the
acceptance of the risk or to the hazard assumed by the
company; or there has een a substantial change or increase
hazard in the risk assumed by the company subsequi  to
e date the policy was issued; or th¢ : is a substantial
crease in hazards insured against by reason of willful or
:gligent acts or omissions by the insured; or the insured has
fa :d to pay any premium when due or for any other reasons
approved by the Commissioner. The Company failed to use a
valid cancellation notice for the 20 violations noted. The
Company was using a single notice of cancellation to cancel
two separate policies that are not a package policy for non-

payment of premium.

20




23 Violations 40 P.S. §1171.5(a)(9)(iv)
.equires that a cancellation notice shall advise the insured of
is right to request, in writing, within ten days of the receipt
of the notice of cancellation or intention not to renew that the
1surance Commissioner review the action of the insurer. The
23 violations noted resulted from the Company failing to
advise the insured of his right to request a review by the
Insurance Commissioner within ten days of the receipt of the
notice of cancellation specifically for the Property policy

identified on the notice.

20 Violations 31 Pa. Code $59.6(6)
States that if the reason for cancellation is a substantial
change or 1crease in hazard, the insurer shall specify the
changes or increased hazards it relie on for its actions. If
the reason is the failure to pay a premium, the insurer shall
specify the amount due, and the date when it was due. The
20 violations noted resulted from the Company’s 1iilure to
identify the amount and date of premium due, specifically
for the Property policy, where the reason is non-payment of

premium.

1 Violation 40 P.S. $§323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners timely, convenient and
free access to all books, records, accounts, papers, documents
and any or all computer or other recordings relatingto e
property, assets, business and ¢ fairs of the company bei 2

examined. The 1 violation resulted from the Con any’s

21



failure to provide a cancellation notice, policy release form,
or notes in the file to indicate that the insured requested

cancellation.

The following concern was noted:

CONCERN: The Company is using the Pennsylvania Insurance
Department’s hiladelphia Regional Office contac information on
notices. T e Philadelphia Office is closed. The Company should use only
the following 1dress and telephone number for all complaints, appe s,

notices of cancellation or refusal to renew requirements:

Pennsylvania Insurance Department
Bureau of Consumer Services
1209 Strawberry Square
Harrisburg, PA 7120
To Free Consumer Line: 1-877-881-6388
ax: (717) 787-8585

3. Nonrenewals
A nonrenewal is considered to be any policy, whit  was not renewed, for a

specific reason, at the normal twelve-month anniversary date.

The primary purpose of 1e review was to determined personal nes
compliance with Act 205, Unfair Insurance Practices Act, Section 5(a)(9)
[40 P.S. §1171.5(a)(9)], which establishes the con tions under which
cancellation of a policy is permissible along with the form requirements of

the nonre1 wal notice.
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From the 1iverse of 189 property policies which ‘ere nonrenewed during
the experience period, 50 files were selected for review. The property files
consisted of homeowners and tenant homeowners. All 50 files were
received : dreviewed. The 33 violations noted were based on 33 files,

resulting in an error ratio of 66%.

The following findings were made:

1 Violation 40 P.S. §1171.5(a)(9)
Prohibits canceling any policy of insurance covering owner-
occupied private residential properties or personal property of
in viduals that has been in force for sixty days or more or
refusing to renew any such policy unless the policy was
ol 1ined through material misrepresentation, fraudulent
statements, omissions or concealment of fact material to the
:ceptance of the risk or to the hazard assumed by the
company; or there has been a substantial change or increase
in azard the risk assumed by the company subsequent to
e 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 the insured; or the insured has
fa :d to pay any premium when due or for any other reasons
approved by the Commissioner. No cancellation or refusal to
1ew by any person shall be effective unless a written otice
of cancellation or refusal to renew is received by the insured.
The Company failed to provide a nonrenewal notice for the

one (1) violation noted.
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4 Violations

VP.S. §1171.5(a)(9)(iv)

.equires that a cance 1tion notice shall advise the insured of
is right to request, in writing, within ten days of the receipt
of the notice of cance ition or intention not to renew that the
Insurance Commissioner review the action of the insurer. The
four (4) violations noted resulted from the Company failing to

advise the insured of his right to request a review by the
Insurance Commissioner within ten days of the receipt of the

notice of cancellation.

28 Violations 40 P.S. §323.4(b)

Requires every company or person from whom inform Hn is
sought must provide to the examiners timely, convenient and
free access to all books, records, accounts, papers, documents
1d any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. The 28 violations resulted from the Company’s
fa ire to provide a cancellation notice, policy release form,
or notes in the file to indicate that the insured requested

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 shot 1 use only

the following address and telephone number for all complaints, appeals,

notices of cancellation or refusal to renew requirements:
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Pennsylvania Insurance Department
Bureau of Consumer Services
1209 Strawberry Square
Harrisburg, PA 7120
Toll Free Consumer Line: 1-877-881-6388
ax: (717) 787-8585

CONCERN: The Company is mailing nonrenewal notices with variable
text that is unclear to the reader. The company should make sure all text is

aligned prope / for rea 1bility by the insured.

4. Declinatio
A declination is any apy cation that is received by the Company and was

declined to be written.

The primary purpose of 1e review was to determine compliance with
Act 68, Section 2003 (4 P.S. §991.2003), which establishes conditions

under which action by the insurer is r¢ ibited.
From the universe of 39 homeowner declinations, 22 files were selected for

review. All 22 files requested were received and reviewed. No violi ons

were noted.
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VI. RATING

A. Private Passenger Automobile

l.

New Business

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

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

The primary}  ose of the review was to measure compliance with he
Casualty i d Surety Rate Regulatory Act, Section 4(a) and (h)

(40 P.S. §1184(a), (h)), which requires every insurer to file with the
Insurance Commissioner every manual of classifications, rules and rates,
every rating pla 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. Files were also reviewed to determine compliance with
all provisions of the Motor Vehicle Financial Responsibility Law

(75 Pa. C.S. §§1701 — 1799.7) and Act 68, Section 2005(c)

(40 P.S. §991.2005(c)), which requires insurers to provide to insureds a
detailed st ement of the components of a premium and shall specifically
show the ¢ 10 1t of surcharge or other additional amount that is charged as
aresult of ac] m having been made under a policy of insurance, or as a

result of any other factors.

The Company uses an automated system to process and issue personal
automobile policies. In order to ver / e automated system, several
policies were manually rated to ensure the computer had been programmed
correctly. Once the con uter programming had been verified, only the

input data nee :d to be verified. By reviewing base premiums, territory
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assignments, rating symbc , classifications and s charge disclosures, the
examiners were able to determine compliance with the Company’s filed

and approved rating plans.

Private Passenger Autom¢ ile Rating — New Business without Surcharges

From the universe of 7,759 person: automobile policies identified as new
business without surcharges by the Company, 25 files were selected for
review. All 25 olicy files requested were received and reviewed. The
28,848 violations noted were based on the universe of 7,759 files, resulting

in an error ratio of 100%.

The following findings were made:

8 Violations 75 Pa. C.S. §1705(a)(1)&(4)
Requires every insurer, prior to the 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 is ed until the i plicant has been
provided an opportunity to elect a tort option. The Company
did not provide the s ned limited tort option selection Hr the

eight (8) violations noted.

7,759 Violations 75 Pa. C.S §1791.1(b)
Requires an insurer to provide an insured a notice of e
availability of two alternatives of full tort insurance and
limited tort insurance described in section 1705(c) and (d).
The Company did provide the notice of tort options to the
insured at the time of application; however, the wordit  on

the notice was not verbatim.
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7,759 Violations 75 Pa. C.S. $1793(b)

equires the insurer to provide to the insured a copy of their
surcharge disclosure plan. The insurer providing the
surcharge disclosure plan shall deta the provisions of the

lan and e plan sha be :livered to each insured by the
insurer at least once annually. Additionally, the surcharge
information plan shall be given to e h prospective insured at
the time : iplication is made for motor vehicle insurance
coverage. 1 e Comy 1y failed to include the number of
years that a surcharge will be in effect within the surcharge

disclosure plan provi :d to the insured.

6,661 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners 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
examined. The Company failed to retain phone sales
recordings which demonstrate and contain application and
disclosure information. Compliance could not be determined

for the violations noted.

6,661 Violations 40 P.S. §323.4(b)
40 P.S. §1184(a)&(h)
Requires every company or person from whom information is
sought must provide to the examiners timely, convenient and

free access to all books, records, accounts, papers, documents
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and any or all computer or other recordings relating to the
roperty, assets, business and affairs of the company being

examined. In addition, every insurer shall file with the
1surance Commissioner every manual of classifications,

rt :s and rates, every rating plan an every modification of

any rating plan, which it proposes to use in the
‘ommonwealth. The Company failed to maintain recc  of

first policy issuance for the violations noted.
The following concern was noted:
CONCE N: The Company provides notice at renewal regarding collision
damage to rental vehicles and any limitations on such coverage. However,
the Depa nent requires that this be printed on the first page of the renewal

policy, the declaration page.

Private Passenger Automobile Rating — New Business with Surcharges

From the universe of 1,534 person: automobile policies identified as new
business with surcharges by the Company, 25 files were selected for
review. . 125 olicy esrequested were received and reviewed. T
5,601 violations noted were based on the universe of 1,534 files, resulting

in an error ratio of 100%.

The following findings were made:

1 Violation 75 Pa. C.S. §1705(a)(1)&(4)
Requires every insurer, prior to the rst issuance of a private
passenger motor vehicle liability insurance policy to provide

each applicant with the notice required by paragraph (1 A
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policy may not be issued until the applicant has been
provided an opportun - to elect a tort option. The Company
did not provide the signe limited tort option selection for the

one (1) violation noted.

1,534 Violations 75 Pa. C.S §1791.1(b)
equires an insurer to provide an insured a notice of the
availability of two alternatives of full tort insurance and
ited tort insurance described in section 1705(c) and (d).
The Company did provide the notice of tort options to 1e
1sured at the time of application; however, the wording on

1€ notice w ; not ve atim.

1,534 Violations 75 Pa. C.S. §1793(b)

.equires the insurer to provide to the insured a copy of their
surcharge disclosure plan. The insurer providing the
surcharge disclosure plan shall deta the provisions of the

lanand e plansha be delivered to each insured by the
insurer at least once annually. Additionally, the surcharge
information plan shall be given to each prospective insured at
the time : plication is m le for motor vehicle insurance
coverage. The Comr 1y failed to include the number ¢
years that a surcharge will be in effect within the surcharge

disclosure plan provided to the insured.

1,266 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners timely, convenient and

free access to all books, records, accounts, papers, documents
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and any or all computer or other recordings relating to
property, assets, business and affairs of the company being
examined. The Company failed to retain phone sales
recordings which den nstrate and contain application and
disclosure i1 >rmation. Compliance could not be determined

the violations nott

1,266 Violations 40 P.S. §323.4(b)
40 P.S. §1184(a)&(h)
.equires every company or person >m whom information is
sought must rovide to the examiners timely, convenic  and
‘ee access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
roperty, assets, business and affairs of the company being
examined. In addition, every insurer shall file with the
asurance Commissioner every manual of classifications,
rules and rates, every iting plan an every modification of
any rating plan, which it proposes to use in the
‘ommonwealth. The Company failed to maintain record of

first policy issuance for the violatio . noted.
The following concern was noted:
CONCE N: The Company provides notice at renewal regarding co sion
damage to rental vehicles and any limitations on such coverage. However,

the Department requires that this be printed on the first page of the renewal

policy, the declaration page.
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2 D anavirala

A renewal is considered to be any policy, which was previously written by
the Comp 1y and renewed on the normal twelve-month anniversary date.
The purpose of the review was to measure compliance with

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

(40 P.S. §{ 18 ‘a), (h)), which requires every insurer to file with the
Insurance Co missioner every manual of classifications, rules and rates,
every rating  n 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. Files were also reviewed to determine compliance with
Act 68 of 1998, Section 2005(c) (40 P.S. §991.20 5(c)), which requires
insurers to provide to insureds a de  led statement of the components of a
premium 1d shall specifically show the amount of surcharge or other
additional amount that is charged as a result of a ¢ 1im having been made

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

The Com iny processes and issues ersonal automobile policies using an
automated system. In order to verify the automated system, several policies
were manually rated to ensure the computer had been programmed
correctly. Once the computer programming had been verified, only the
input data needed to be verified. By reviewing base premiums, territory
assignments, rating symbc ;, classi :ations and surcharge disc >sures, the
examiners were able to determine compliance with the Company’s filed

and approved rating plans.

Private Passenger Autom¢ ile — Renewals without Surcharges

From the universe of 5,756 personal automobile policies identified as

renewals without surcharges, 25 files were selected for review. All 25
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policy files requested were received and reviewed. The 17,273 violations
noted were based on the universe of 5,756 files, resulting in an error ratio of

100%.

The following findings were made:

5,756 Violations 40 P.S. §1171.5(a)(7)(ii)
States that “Unfair methods of com] tition” and “unfair or
deceptive acts or practices in the business of insurance means
making or permitting any unfair discrimination between
individuals of the same class and of essentially the same
hazard in the amount of premium, policy, fees, or rates
charged for any policy or contract of insurance. The
Company failed to apply a consistent standar for rating
renewal policies, specifically regarding the Company’s
inconsistent use of Motor Vehicle Reports across renew

populations.

4 Violations 40 P.S. §1184(a)&(h)
Requires every insurer to file with the Insurance
Commissioner every manual of classifications, rules and
rates, every rating plan and every modification of any ri ng
plan, which it proposes to use in the Commonwealth. 2 o,
no insurer shall make or issue a contract or policy exct in
accordance with filings or rates, which are in effect at the
time of issue. The Company failed to apply the proper
territory rest ing in undercharges of $33.38 and overcharges
of $23.78.
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5,756 Violation 75 Pa. C.S §1791.1(b)
Requires an insurer to provide an insured a notice of the
availability of two alternatives of full tort insurance and
limited tort insurance described in section 1705(c) and 1).
he Company did provide the notice of tort options to the
insured at the time of application; however, the wording on

the notice was not verbatim.

5,756 Vio tions 75 Pa. C.S. §1793(b)
Requires the insurer to provide to the insured a copy of eir
surcharge disclosure plan. The insurer providing the
surcharge disclosure plan shall deta the provisions of the
plan and the plan shall be delivered to each insured by the
insurer at 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 include the number of
years that a surcharge -ill be in effect within the surcharge

disclosure plan provided to the insured.
The following concern was noted:
CONCERN: The Company provides notice at renewal regarding collision
damage to rental vehicles and any limitations on such coverage. However,

the Department requires that this be rinted on the first page of the renewal

policy, the declaration page.
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Requires the insurer to provide to the insured a copy of their
surcharge disclosure plan. The insurer providing the

st harge disclosure plan shall detail the provisions of the
plan and the plan shall be delivered to each insured by the
insurer at least once a 1wally. Additionally, the surcharge
information plan shall be given to each prospective insured at
the time application is made for motor vehicle insurance
coverage. The Company failed to include the nu ber of
years that a surcharge wi be in effect within the surcharge

disclosure plan provided to the insured.

The following concern was noted:

CONCERN: The Company provides notice at renewal regarding collision
damage to rental vehicles and any limitations on such coverage. However,
the Department requires that this be rinted on the first page of the renewal

policy, the declaration page.

B. Personal Prc erty

1. New Busi :ss
New business, for the purpose of this examination, was defined as pc cies

written for the f ;t time by the Company during the experience period.

The purpose of the review was to measure compliance with Act 246,
Sections a) and (h) (40 P.S. §1184), which require every insurer to file
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
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a contract or policy except in accordance with filings or rates, which are in

effect at the time.

Homeowner Rating - New Business Without Surcharges

From the iverse of 3,510 homeowner policies v tten as new business
without su :harges duri 3 the experience period, 25 files were selected
for review. All 25 files selected were received and reviewed. The 6,696
violations noted were based on 3,3 3 les, resulting in an error ratio of

100%.

The following findings were made:

3,348 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners 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
examined. The Company 1iiled to retain phone sales
recordings which demonstrate and contain application and
sclosure information. Compliance could not be determined

for the violations note

3,348 Violations 40 P.S. § 23.4(b)
40 P.S. §1184(a)&(h)
Requires every company or person from whom ir >rmation is
so :ht must provide to the examiners timely, convenient and
free access to all books, records, accounts, papers, documents

an any or all comput: or other recc lings relating to the
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property, assets, business and affairs of the company be g
examined. In addition, every insurer shall file with the
Insurance ‘ommissioner every manual of classifications,
rules and rates, every rating plan and every modificatic of
1y rating plan, which it proposes to use in the
Commonwealth. The ‘ompany failed to maintain record of

first policy issuance for the violations noted.

The following concern was noted:

CONCERN: Homeowner policies are subject to a surcharge for losses.
Therefore, it is a concern that no surcharge disclosure plan is provided to
these policyhc 1ers. The disclosure plan should state what surcharge
percentage applies for paid losses as provided in the Company’s rate filing
and how long the surcharge will last. Notification of the surcharge
disclosure requirement was provided to all companies in an Important

Notice dated 9/18/1998.

Homeowner Rating - New Business With Surcharges

From the universe of 623 homeowner policies written as new business
with surcharges during the experience period, 10 files were selected ft
review. All 10 files selected were received and reviewed. The 1048
violations oted were based on 524 files, resulting in an error ratio of

100%.

The following findings were made:

524 Violations 40 P.S. §323.4(b)
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.equires every company or person from whom information is
sought m it rovide to the examiners timely, convenient and

‘ee access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. The Company failed to retain phone sales
recordings v ich demonstrate and contain application and
disclosure information. Compliance could not be determined

for the violations noted.

524 Violations 40 P.S. $323.4(b)
40 P.S. §1184(a)&(h)

Requires every company or person from whom information is
sought must provide t the examiners timely, convenient and
free access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. In addition, every insurer shall file with the
Insurance Commissioner every manual of classifications,
ru ; and rates, every rating plan and every modification of
any rating lan, which it proposes to use in the
Commonwealth. The Company failed to maintain recor of

first policy issuance for the violations noted.

The following concern was noted:

CONCEF [: lomeowner policies are subject to a surcharge for losses.
Therefore, it is a concern that no surcharge disclosure plan is provided to

these policyholders. The disclosure plan should state what surcharge
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free access to all books, records, accounts, papers, documents

and any or all computer or other recordings relating to the
roperty, assets, business and affairs of the company being

examined. In addition, every insurer shall file with the
1surance Commissioner every manual of classifications,

rnt s and rates, every rating plan an every modification of

any rating plan, which it proposes to use in the

Commonwealth. The Company failed to maintain record of

rst policy issuance for the violations noted.

The following concern was noted:

CONCE N: Tenant homeowner policies are subject to a surcharge for
losses. Therefore, it is a concern that no surcharge disclosure plan is
provided to these policyholders. The disclosure plan should state what
surcharge percentage applies for paid losses as provided in the Company’s
rate filing and how long the surcharge will last. Notification of the
surcharge disc )sure requirement was provided to all companies in an

Important Notice dated 9/18/1998.

Tenant H¢ 1eowner Rating - New Business With Surcharges

From the universe of 20 tenant homeowner policies written as new
business with surcharges during the experience period, 10 files were
selected for review. All 10 files seli ted were received and reviewed.
The 32 violations noted were based on 16 files, resulting in an error

ratio of 1( %.

The following findings were made:
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provided the policyhc lers. The disclosure plan should state what
surcharge percentage applies for pa losses as provided in the Company’s
rate filing and how long the surcharge will last. Notification of the
surcharge disclosure requirement was provided to all companies in an

Important Notice dated 9/18/1998.

Dwelling Fire M mer Qc~ied R~*~~ - New Business

From the 1iverse of 10 dwelling fire owner occupied policies written as
new business during the experience eriod, 5 files were selected for
review. All 5 files selected were received and reviewed. The 20
violations noted were based on 10 files, resulting in an error ratio of

100%.

The following f dings were made:

10 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is
sought must provide to the examiners timely, convenient and
free access to all books, records, accounts, papers, documents
and any or all computer or other recordings relating to the
property, assets, business and affairs of the company being
examined. The Comp: y 1iiled to retain phone sales
recordings which demonstrate and contain application and
sclosure information. Compliance could not be determined

for the violations note

10 Violations 40 P.S. $323.4(b)
40 P.S. §1184(a)&(h)
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The following concern was noted:

CONCERN: Homeowner policies are subject to surcharge for losses.
Therefore, it is a concern that no surcharge disclo: re plan is provided to
these policyholc rs. The disclosure plan should state what surcharge
percentage applies for paid losses as provided in the Company’s rate filing
and how long the surcharge will last. Notification of the surcharge
disclosure requirement was provide to all companies in an Important

Notice dated 9/18/1998.

Homeowner Rating — Renewals With Surcharges

From the universe of 188 homeowner policies renewed with surcharges
during the xperience period, 25 files were selected for review. All 25 files
were received and reviewed. The one (1) violation noted was based o one

(1) file, resulting in an error ratio of 4%.

The following finding was made:

1 Violation 40 P.S. §1184(a)&(h)
Requires every insurer to file with the Insurance
Commissioner every 1 nual of classifications, rules and
rates, every 1 ing plan and every modification of any rating
plan, which it proposes to use in the Commonwe: h. Also,
1 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 apply the filed and
approved rates for the violation noted which resulted in an

undercharge of $.02.
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The following concern was noted:

CONCERN: Homeowner policies are subject to surcharge for losses.
Therefore, it is a concern that no surcharge disclosure plan is provided to
these policyholders. The disclosure plan should state what surcharge
percentage applies for paid losses as provided in the Company’s rate filing
and how | g the surcharge will last. Notification of the surcharge
disclosure requirement was provide to all companies in an Important

Notice dated 9/18/1998.

Tenant Hc 1eowner Rating — Renewals Without Surcharges

From the universe of 2,955 tenant homeowner policies renewed without
surcharges during the e: erience period, 25 files were selected Hr review.

All 25 files were received and revie :=d.

The following concern was noted:

CONCERN: Tenant homeowner policies are subject to a surcharge for
ysses. Therefore, it is a concern that no surcharge disclosure plan is
provided to these policyholders. The disclosure plan should state what
surcharge percentage applies for paid losses as provided in the Company’s
rate filing and ow long the surcharge will last. Notification of the
surcharge disclosure requirement was provided to all companies in an

Important Notice dated 9/18/1998.

Tenant Homeowner Rating — Renewals With Surcharges

From the 1 iverse of 156 tenant homeowner policies renewed with
surcharges during the experience period, 10 files were selected for rev w.

All 10 files were received and reviewed. The one ( ) violation noted was
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based on one (1) file, resulting in an error ratio of )%.

The following inding was made:

1 Violation 40 P.S. §1184(a)&(h)
Requires every insurer to file with the Insurance
Commissioner every manual of classifications, n s and
ra ;, every rating plan and every modification of any rating
pl 1, whic 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 apply the filed and
approved rates for the violation noted which resulted in an

undercharge of $.01.

The following concern was noted:

CONCERN: enant homeowner policies are subject to a surc irge or
losses. Therefore, it is a concern that no surcharge disclosure plan is
provided to these policyholders. The disclosure plan should state what
surcharge percentage applies for paid losses as provided in the Company’s
rate filing and ow long the surcharge will last. Notification of the
surcharge disclosure requirement was provided to all companies in an

Important Notice dated 9/18/1998.

Dwelling Fire )wner Occi ied Reti~~ P-=~wals

From the universe of 5 dwelling fire owner occupied policies renewed
during the xperience period, 5 files were selected for review. All S files

selected were received and reviewed. No violations were noted.
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identified as a first party medical benefit claim. The two (2) violations

noted were based on two (2) files, resulting in an « -or ratio of 4%.

The following ndings were made:

2 Violatio : 1 Pa. Code §146.6
Every insurer shall complete investigation of a claim wi in
30 days after notification of the claim, unless such
investigation cannot reasonably be completed within 30 days,
and every 45 days the after, the ins er shall provide the
claimant with a reasonable written explanation for the :lay
and state when a decision on the claim may be expected. The
Company did not prov le timely status letters for the two (2)

claims noted.

The following concern was noted:

CONCERN: he Company was using 75 Pa. C.S. §1822 on claims >rms.
The Company should use 18 Pa. C.S. §4117(k)(1) with verbatim wording

on all claims forms.

B. Automobile Conr rehensive Claims
From the universe of 3,048 private passenger automobile comprehensive
claims reported iring the experience period, 25 files were selected for
review. All 25 files selected were received and reviewed. Of the 25 files,
24 files wi = identified as comprehensive claims and one (1) file was

identified as a roperty damage claim. No violations were noted.
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C. Automobile Col sion Claims
From the universe of 1,286 private passenger automobile collision cla 1s
reported during the experience period, 25 files were selecte for review.
All 25 files selected were received and reviewed. No violations were

noted.

D. Automobile ot: .oss Claims
From the universe of 318 private passenger automobile total loss claims
reported during the experience period, 50 files were selected for review. All
50 files selected were received and reviewed. The four (4) violations noted

were base on four (4) files, resulting in an error ratio of 8%.

The following findings were made:

2 Violations 31 Pa. Code $146.6

E' ry insurer shall complete investigation of a claim v hin

30 days after notification of the claim, unless such
vestigation cannot r  sonably be completed within 30 days,

and every 45 days the after, the insurer shall provide the

claimant with a reasonable written explanation for the delay

and state when a decision on the claim may be expected. The

Company did not prov le timely status letters for the two (2)

claims noted.

1 Violation 31 Pa. Code §62.3(d)(e)(i)
7 e appraise value of the loss shall be the replacement value
of the motor vehicle if the cost of repairing a motor vehicle
exceeds its appraised value less salvage value, or the motor

vehicle cannot be repaired to its predamaged condition. No
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other deductions may be taken for salvage and then only if the
owner elects to retain the vehicle. The Company forced
claimant to retain total loss vehicle for the one (1) claim

noted.

1 Violation 31 Pa. Code $62.3(e)(7)
he appraiser is responsible for enst ing that a copy of the

total loss ev:i 1ationr ort be sent within 5 working days to
the consumer by the a »Hraiser after the appraisal is
completed. If a settlement offer is extended before the
consumer receives the total loss evaluation report, the
consumer shall be advised of the total loss evaluation report’s
contents and of the co umer’s right to be sent a copy within
S ys after its completion. The Company did not provide a

copy of the total loss evaluation to the insured.

The following concern was noted:

CONCERN: he Company was using 75 Pa. C.S. §1822 on claims  ms.
The Company should use 18 Pa. C.S. §4117(k)(1) with verbatim wording

on all claims forms.

E. Automobile rst Party Benefits Claims
From the universe of 304 private passenger automobile first party mec :al
claims reported 1ring the experience period, 25 claim files were selec :d
for review. A 25 files requested were received and reviewed. The 9

violations noted were based on 3 files, resulting in an error ratio of 12%.
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ereon, a reasonable attorney fee based upon actual time
expended. The Company did not pay interest on three (3)
¢ 1ims that were not paid within 30 days, resulting in

restitution of $22.81.

The following concern was noted:

CONCERN: he Company was u: 1g 75 Pa. C.S. §1822 on claims forms.
The Company should use 18 Pa. C.S. §4117(k)(1) with verbatim wording

on all clai s forms.

F. Automobile First Party Benefits Claims Referred to a PRO
From the universe of 3 automobile first party medical claims that were
referred to a peer review organizatic by the Company, 3 files were
selected fi review. All 3 files were received and reviewed. The Company
was also asked to provide a copy of all peer review contracts in place
during the experience period. The contracts were received and reviewed. Of
the three (3) files reviewed, one (1) file was not a Pennsylvania policy. No

violations were H>ted.

G. Homeowners Claims
From the universe of 562 homeowners claims reported during the
experience period, 25 clair files were selected for review. All 25 files

requested were received and reviewed. No violations were noted.

H. Tenant Homeowners Claims
From the universe of 182 tenant hor :owners claims during the experience
period, 15 claim files were selected for review. All 15 files requested were

received and reviewed. No violations were noted.
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1. Dwelling Fire Owner Occupied Claims
From the universe of one (1) dwelling fire owner occupied claim reported
during the experience period, one (1) claim file was selected for review.
The one (1) file requested was received and reviewed. No violations were

noted.
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1 Violation 75 1. C.S. $1799.3(f)
If requested by the applicant, an agent for an insurer shall submit an
application for automobile insurance to the insurer or provide the
applicant written notice of the reasons for refusal to write on a form
suj lie by the insurer and approved by the Commissioner. The
Company failed to provide a refusal to write to the applicant on a

form approved by the Commissioner.
The following concerns were noted:

CONCERN: The Company was using 75 a. C.S. 1822 on claim form #66592-
0213 PA-7101, Power of Attorney. The Cc 1pany should be use 18 Pa. C.S.
§4117(k)(1) with verbatim wording on all claim forms.

CONCERN: The Company was using 75 a. C.S. 1822 on claim form #RAP(008-
0213 PA-7101, Release For Property Damage. The Company should be use 18 Pa.
C.S. §4117(k)(1) with verbatim wording on all claim forms.

CONCERN: The Company was using 75 a. C.S. 1822 at the time of auto
application. The Comr 1y sho d be use 18 Pa. C.S. §4117(k)(1) with verbatim

wording at the time ¢ auto apj cation.
CONCERN: The Company was using 75 a. C.S. 1822 on claim form #MA062-

095, Application of Benefits. The Company should be use 18 Pa. C.S. §4117 )(1)

with verbatim wording on all claim forms.
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IX. ADVERTISING

The Company was re 1ested to provide copies of all advertising, sales material
and internet advertisements in use during the experience period. The Company
provided 346 pieces of advertising which i :luded brochures, direct mailers,
postcards, emails, and outbound call scripts. Of the 346 pieces of advertising, 50

pieces were revic 'ed. The Company website was also reviewed.

The purpose of this rev :w was to determii  compliance with Act 205, Section 5
(40 P.S. §1171.5), which defines unfair methods of competition and unfair or
deceptive acts or ractices in the business of insurance, as well as Title 31,

Pennsylvania Co :, Section 51.2(c) and Section 51.61.

The following findings were made:

37 Violations 40 P.S. §991.2003(a)(8)
40 P.S. §991.2003(a)(10)
States that an insurer may not cancel or refuse to write or renew a
policy  automobile insurance for the following reasons: marital
status and lawful occupation (including military service). As noted
in the advertisement files and on the Company’s website, the
Company is refusing to write or renew a policy or cancelling a

pol y 1eto achange in marital status, rank, or military status.

25 Violations 31 Pa. Code $51.61
An advertisement for automobile liability or physical damage
insurance coverage shall not vite a prospective insured to apply for
a quotation of premium rate which the company would charge for

suc insurance unless if it is the company’s intent and a¢ 1al practice
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to refuse to render a quote to certain individuals or classes of
individu: ;s for any reason, the a ‘ertisement shall clearly and
conspicuously disclose in prominent type, “WE RESERVE Tt
RIGHT TO REFUS . TO QUOTE ANY I' DIVIDUAL A

PREMIU 1 RATE FOR THE INSURANCE ADVERTISED
HEREIN,” and on the application for such 1otation immediately in
bold type or contrasting color state, “Do you understand that the
company reserves the right to refuse to give you a quotation for
autom¢« :insut 1ce; Yes No  ?”. For the 25 violations noted,
the Company offered to quote a premium rate, but did not disclose
that it is the Company’s inte1 and actual practice to refuse to render

a quote to those individuals t 1t are not eligible for men ership.

2 Violations 31 Pa. Code $51.32(b)
The source of any statistics used in an advertisement sh:  be
identified in the advertisement, if the failure to so identify would
have the capacity or tendency to mislead purchasers or prospective
purchasers. One (1) advertisi j file and the Company’s website each

failed to provide a statistical source within e advertisement.
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6 Violations 40 P.S. §323.4(b)
Requires every company or person from whom information is sought
must provide to the examiners timely, convenient and free access to
all books, records, accounts, papers, documents and any or all
computer or other recordings relating to the property, assets,
business and affairs of the company being examined. The six (6)
violations resulted from the Company’s failure to maintain a

complete complaint file.

The following concerns were noted:

CONCERN: In ne (1) of the 24 complaint files reviewed, the Company
received an injury or a complaint from the ennsylvania Insurance Department
and did not respt  d to the Department within 5 working days. The Company
should respond to a complaint inquiry within 15 working days from receiving a

notice from the Department.
CONCERN: The four (4) complaint regi: rs provided by the Company for the
years 2009 through 2012 were combined. The Company should provi : four (4)

separate complaint registers for each of the years specified.

The following synopsis reflects the nature of the 24 complaints that were

reviewed.
1 Cancellation/Nonrenewal 46%
0 Declinations/Rescissions 0%
10 Claims Related 42%
Agency Conduct 4%
2 Miscellaneous 8%
24 100%
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XI. PRODUCER LICENSING

In order to determine compliance by the Company and its agency force with the
licensing requirements applicable to Sectic 641.1-A(a) and Section 671-A of the
Insurance Department Act No. of 1921, (4 P.S. §§310.41(a)a, 310.71), the
Company was requested to furnish a list of all active pro 1cers during the
experience period an a listing of all producers terminated during the experience
period. The Company does n¢ print producer names on olicy documents;
therefore the Department coul not review each producer for compliance. T :
Department correspon :d with the Company regarding the producer licensing and
appointment process. Detailed informatio was provide by the Company
regarding the credentialing of its Member Service Representatives an call routing

system. No viol ions were noted.

61







Finding:

Of'the 60 roperty 60-day cancellation files reviewed, 31 were
identified as 60-day cancellatic ;. 129 were identified as flat

cancellations.

Rating — Homeowner Renewal Without Surcharges

Situation: As the ex niners reviewed the homeowner renewal without surcharges

Finding:

files of the rating section, it was nc :d that not all 25 files selected for
review were renewal without surcharges files. The Company was asked
to provide a list of all renewal policies, with inception dates during the

experience period for homeowner renewal wi out surcharges.

Of the 25 omeowner renewal without surcharges files reviewed, one

(1) file was surcharged for a claim during the experience period.

Comprehensive ’'laims

Situation: As the ex niners reviewed the comprehensive claims files of the exam,

Finding:

it was noted that not a the 25 files selected for review were

comprehensive claims.

Of the 25 comprehensive claims received, 24 were identified as
comprehensive claims and one (1) file was identified as a property

damage claim.

Property Damage ( 1ims

Situation: As the examiners reviewed the property damage claims files of the

exam, it was noted at not all the 50 files selected for review were

property damage claims.
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Finding: Ofthe 50 property mage clai s files received, 49 were identified as
property umage claims, one (1) was identified as a first party benefit

claim.

First Party Benefits Referred to a PRO

Situation: As the examiners reviewed the rst party benefits referred to a PRO
claims files of the exam, it was oted that not all three (3) files selected

for review were first party benefits referred to a PRO claims.

Finding: Ofthe three (3) fir party benefits referred to a PRO claims files
received, two (2) were identified as first party benefits referred to a
PRO claims and one (1) was identified as not being a Pennsylvania

policy.

The following finding was made:

General Violation 40 P.S. $323.4(b)
Requires every company or person from whom information
is sought must provide to the examiners timely, convenient
and free access to all books, records, accounts, papers,
documents and any or all computer or other recordings
relating to the property, assets, business and affairs of the
company being examined. The violation resulted in the
failure to exercise su cient due diligence to ensure

compliance with Inst ince Department Act of 1921.
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2 Violations 40. S. §323.4(b)

Phase 2

Requires every company or person from whom information is: ught
must provide to the examiners timely, convenient and free access to
all books, records, accounts, papers, documents and any or all
computer or other recordings relating to the property, assets,

bu: 1ess and affairs of the company being examined. The Con any
failed to provide 2013 data that was consistent with the information
provided to the NAIC for one (1) claim category and one (1)

underwriting category.

The Company was asked to provide a record of all claims and policy data listings

which supported the 2013 MCAS filings. From each universe list 0of 2013 d: 3, a

random sample ¢ five 3) claims or policy files was requested, received and

reviewed. The files were reviewed to ensure compliance with the Commonwealth

of Pennsylvania’s Statutes and Regulations.

The following findings were made:

6 Violations

40 P.S. $323.4(b)

Re 1ires every con any or person from whom information is sought
must provide to the examiners timely, convenient and free access to
all books, records, accounts, papers, documents and any or all
computer or oth¢ recordings relating to the property, assets,

bu 1ess and affairs of the company being examined. The Company
failed to provide accurate data for one (1) claim category and three

(3) underwriting categories.
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Phase 3

A review was performed on various policies and claims provided in the Market
Conduct portion of the exam to ensure the MCAS data was inclusive of all t :
policies applicable to each line item. The files were reviewed to ensure

compliance with the Commonwealth of Pennsylvania’s Statutes and Regulations.

The following findings were made:

17 Violations <« P.S. §323.4(b)
Requires every company or person from whom information is sought
must rovide to the examiners 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,
I siness and affairs of the company being examined. The Company
faile to provide accurate data for two (2) claim categories, five (5)

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

11.

Commiss ner, so that the violations noted in the Report do not occur in the

future.

The Company ust review 75 Pa. C.S. §1791.1(b) to ensure that the notice
of tort options provided to the insured at the time of application, and at

every rer wal, is written verbatim.

The Company mu: review 75 Pa. C.S. §1793(b) to ensure that the
surcharge disclosure plan provided to the insured at the time of apy cation
and at every renewal, includes the number of years that the surcharge will

be in effect.

The Company must review 40 P.S. §1171.5(a)(9) to ensure that violations
regarding the requirements for nonrenewal and cancellation notices, as

noted in the .eport, do not occur in the future.

The Company must review the requirements for advising the insured of
their right to request a review by the Commissioner within the specified

time frame requirements under 40 P.S. §1171.5(a)(9)(iv).

The Company must review 31 Pa. Code §59.6(6) to ensure that violations
regard g cancellation or refusal > renew due to failure to pay a premium,

as not« in the Report, do not occur in the future.
The Company must review 31 Pa. Code §59.9(b) to ensure that violations

regarding the requirements for cancellation notices, as noted in the Report,

do not occur in the future.
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12.

13.

14.

15.

16.

17.

The Company must revise its underwriting procedures to ensure that each
applicant for private passenger automobile liab ty insurance is provided an
opportunity to elect a tort option and that signed tort option selection forms
are obtained and retained with the underwriting file. This is to ensure that
violations noted under 75 Pa. C.S. §1705(a)(1)&(4) do not occur in the
future.

The Cc 1pany must review 40 P.S. §1184 and take appropriate measures to
ensure the rating violations listed in the report do not occur  the future.
The premium overcharges noted in this report must be refunded to the
insure and proof of such refunds must be provided to the Insurance

Department within 30 days of the report issue date.

The Cc 1pany should review and revise internal control procedures to
ensure compliance with the claims handling requirements of 31 Pa. Code,
Chapter 146, Unfair Claims Settlement Practices so that the violations
relating to providing acknowled; ments, claim acceptance or denials and

status letters as noted in the Report do not occur in the future.

The C¢ 1pany must review 40 P.S. §1171.5(a)(11) to ensure that the
violations relative to complaint records noted in the Report es not occur

in the future.

The Comgp 1y must review 40 P.S. §1171.5(a)(7)(ii) and take appropriate
measures to ensure t 1t unfair discrimination, relating to the use of a

predictive model when rating renewal policies, does not occur in the future.

The Compar must reinforce its 1ternal data controls to ensure that all

phone sale recordings containing application and disclosure information are
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18.

19.

20.

21.

22.

23.

maintained in accordance with 40 P.S. §323.4, so that violations noted in

the Report ) not occur in the future.

The Company must reinforce its internal data controls to ensure that a
record of first policy issuance is maintained in accordance with 40 P.S.
§§323.4 and 1184(a)&(h), so that vic itions noted in the Report do not

occur in the future.

The Company must review 31 Pa. Code §62.3(e)(7) with its claim staff to
ensure t 1t the consumer receives e total loss evaluation report wi in 5

working days after the appraisal is completed.

The Company must review 31 Pa. ‘ode §69.52(b) with its claim staff to
ensure that first party medical bills are paid within 30 days.

The Company must review the first party medical claims, which have not
been pai wi in 30 days. Those ¢ 1ims that have not been paid within 30
days shall bear interest at the rate of 12% per annum from the date the

benefits become due as required by 75 Pa. C.S. §1716. The interest amount
must be paid to the claimant and proof of such payment must be provided

to the In: ra :e Department within 30 days of the Report issue date.
The Con any must review Title 18, Pa. C.S. §41 7(k)(1) to ensure that

violations regarding the requirement of a fraud v ming on all applications

and claim forms, as noted in the Rt o do not occur in the future.

The Company must review 31 Pa. Code §§51.32(b) and 51.61 to ensure

that violations relative to statistical so1 :es and refusing to render a quote
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24.

toindiv uals ased on eligibility :quirements without proper disclosure in

advertising, as noted in the Report, do not occur in the future.
The Company must reinforce its inte al data controls to ensure that all

records 1d documents are maint: 1ed 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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)0 Fredericksburg Road
San Antonio, T s 78288

Kelly Krakowski July 22,2 5
Chief, Property & Casualty Division

Pennsylvania Department of Insurance

1321 Strawberry Square

Harrisburg, Pennsylvania 17120

Reference: USAA General Indemnity Company NAIC 18600

Dear Ms. Krakow i,

USAA General Indemnity Company appreciates the opportunity to review and respond to the
Pennsylvania Insurance Department’s Examination report dated June 21, 2016. As discussed
further below, the ‘ompany has taken immediate action or is in the process of finalizing action
plans resulting from the Department’s recommendations. We appreciate the Department’s
assistance with the Company’s ongoing work to achieve better compliance rest s and to address
any Department concerns. We ust that the Department recognizes our commitment to
compliance and consumer protection.

Please find below our responses to the Department’s Recommendations:

I. The Company must review and revise internal control procedures to ensure
compliance wi nonrenewal and cancellation notice requirements of 40 P.S.
§§991.2001, 991.2003, '1.2006 and 991.2008, so that the violations noted in the

Report do not occur in the future.

Companv Response:

The Company has reviewed the applicable statutes and made modifications to the
related processes to further ensure ongoing compliance.




The Company must review 40 P.S. §1171.3 to ensure that the violations relative to the

reduction of coverages, as noted in the Report, do not occur in the future.

Company Response:

The Company has reviewed the statute and has made the necessary changes to its
underwriting guidelines to further ensure ongoing compliance.

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 has reviewed the statute and has made the necessary changes to its
underwriting guidelines to further ensure ongoing compliance.

The Company must review the return of premiums of cancelled policies, which have
not been paid within 30 days. Unearned premium which has not been paid within 30
days sh: bear interest at the rate of 12% per annum from the date the benefits
become due as required by 75 Pa. C.S. §1793(c). The unearned premium and interest
amount must be paid to the insured and proof of such payment must be provided to

the Insurance Department within 30 days of the Report issue date.

Company Response:

The Company is aware of the return of premium requirements as set forth in 75 Pa.C.S
§1793(c). For any cancelled policies identified, the Company has provided the
Department wi  proof of the payments with applicable interest.

The Company must review 75 Pa. C.S. §1799.3(£) to ensure that a notice of refusal to

write is provided to the applicant on a form approved by the Commissioner, so that the

violations note in the Report do not occur in the future.

Company Response:

The Company has reviewed the applicable statute and will make necessary changes to
the applicable form, subject to the Department’s approval.




The Company must review 75 Pa. C.S. § 1791.1(b) to ensure that the notice of tort
options provided to the insured at the time of application, and at every renewal, is

written verbatim.

Company Response:

The Company has reviewed the applicable statute and is in the process of upc ing the
notice of tort options form so that the content is written verbatim.

The Company must review 75 Pa. C.S. §1793(b) to ensure that the surcharge
disclosure plan provided to the insured at the time of application and at every
renewal, includes the number of years that the surcharge will be in effect.

Company Response:

The Company has reviewed the applicable statute and is in the process of updating the
form to include the number of years that the surcharge will be in effect.

The Company must review 40 P.S. §1171.5(a)(9) to ensure that violations
regarding the requirements for nonrenewal and cancellation notices, as noted in

the Report, do not occt in the future.

Company Response:

The Company has reviewed the applicable statute and has developed system solutions
to address the Department’s concern. The solutions have been communicated ) the
Department. As reported, an interim solution was implemented on June 27, 2016 and
the Company will continue to provide updates to the Department until the final
solution  fully implemented.

The Company must review the requirements for advising the insured of their right
to request a review by the Commissioner within the specified time frame

requirements under 40 .S, §1171.5(a)(9)(iv).

Company Response:

The Cor Hany has reviewed the applicable statute and has developed system solutions
to address the :partment’s concern. The solutions have been communicated to the
Department. As reported, an interim solution was implemented on June 27, 2016 and




12.

the Company will continue to provide updates to the Department until the final
solution is 1lly implemented.

The Company must review 31 Pa. Code §59.6(6) to ensure that violations
regarding cancellation or refusal to re :w due to failure to pay a premium, as

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

Company Response:

The Company has reviewed the applicable statute and has developed system solutions
to address the Department’s concern. The solutions have been communicated to the
Department. As reported, an interim solution was implemented on June 27, 2016 and
the Company wi continue to provide updates to the Department until the final
solution is fully impleme: :d.

The Company must review 31 Pa. Code §59.9(b) to ensure that violations
regarding the requirements for cancellation notices, as noted in the Report. do not

occur in e future.

Company Re onse:

The Company has reviewed the applic: le regulation, and will continue to ensure
compliance.

The Con any must revise its underwriting procedures to ensure that each applicant
for private passenger automobile liability insurance is provided an opportunity to
elect a tort option and that signed tort option selection forms are obtained and
retained with the underv ting file. This is to ensure that violations noted under 75

Pa. C.S. §1705(a)(1)&(4) do not occur in the future.

Company Response:

The Company has reviewed the applicable statute, and will assure proof of tort
selections is properly retained.

The Co Hany must review 40 P.S. §1184 and take appropriate measures to ensure
the rating violations listed in the report do not occur in the future. The premium

overcharges n :d in this report must be refunded to the insured and proof of such




14.

15.

16.

refunds must be provided to the Insurance Department within 30 days of the report

issue date.

Company Response:

The Company has reviewed the applical : statute, and a filing was submitted to the
Department that addresses the concerns noted and approved with an effective date of
October 15, 2015. In addition, the Com ny provided proof of refund during the
examination.

The Company  ould review and revise internal control procedures to ensure
compliance with the claims handling re 1irements of 31 Pa. Code, Chapter 146,
Unfair Cl. ns Settlement ractices so that e violations relating to providing
acknowledgements, claim acceptance or denials and status letters as noted in t

Report do not occur in the future.

Company Response:

The Company has reviewed the applical : regulation. The Company is committed to
ensuring practices and procedures adhere to all laws and regulations. The Company
will continue to monitor, and where appropriate, revise internal controls to further
ensure compliance.

The Company must review 40 P.S. §lI71.5(a)(ll) to ensure that the violations

relative to complaint records noted in the Report does not occur in the future.

Company Response:

The Company has reviewed the applicable statute. Controls have been enhanced to
improve the complaint management process. Specifically, the Company has
modernized the data management tool to further improve accuracy and record
management.

The Company must review 40 P.S. §1171.5(a)(7)(ii) and take appropriate measures

to ensure  at unfair discrimination, relating to the use of a predictive model when

rating renewal policies, does not occur 1 the future.

~

[pany - he:

The Company has reviewed the applicable statute, and will ensure compliance.




17. The Company must reinforce its internal data controls to ensure that all phone sale
recordings containing application and disclosure information are maintained in
accordance with 40 P.S. §323.4, so that violations noted in the Report do not occur in

the future.

Company es nse:

Violations oted in the report surrounding the Company’s recordkeeping practices
should not e misconstrued as problems with procedures, violations of law or any
other cons ner issue. The Company is committed to ensuring practices and
procedures adhere to all laws and regulations. In an effort to address the Department’s
ongoing concerns, the Cor Hany is working with the Department to implement
additional record retention procedures.” e Company will continue to provide update
to the Dep tment until the process is in lemented

18. The Company so that violations noted in the Report do not occur in the future must
reinforce its internal data controls to ensure that a record of first policy issuance is

maintained in accordance with 40 P.S. §323.4 and §1184(a)&(h),

Company Response:

Violations noted in the report surrounding the Company’s recordkeeping practices
should not be misconstrued as problems with procedures, violations of law or any
other consumer issue. The Company is committed to ensuring practices and
procedures adhere to all laws and regulations. In an effort to address the Department’s
ongoing concerns, the Company is working with the Department to implement
additional record retention procedures. The Company will continue to provide update
to the Department until the process is implemented

19. The Company must review 31 Pa. Code §62.3(e)(7) with its claim staff to ensure that
the consumer receives the total loss evaluation report within 5 working days after the

appraisal is completed.

Company Re onse:

The Company has reviewed the applicable regulation with appropriate claim staff.

20. The Company must review 31 Pa. Code §69.52(b) with its claim staff to ensure that




23.

first party medical bills are paid within . days.

Compai spg e

The Company has reviewed the applicable regulation with appropriate claim staft.

The Company must review the first party medical claims, which have not been paid
within 30 days. Those claims that have not been paid within 30 days shall bear
interest at ¢ rate of 12% per annum from the date the benefits become due as
required by 75 Pa. C.S. §1716. The interest amount must be paid to the claima and
proof of such payment must be provided to the Insurance Department within 30 days

of'the Report issue date.

Company .esponse:

The Company has evaluated and paid the appropriate interest for the claims noted by
the Department. Supports of these payments were provided to the Department during
the exam.

The Company must review Title 18, Pa. C.S. §4117(k)(1) to ensure that violations
regarding ¢ requirement of a fraud warning on all applications and claim forms, as

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

Company Response:

The Company has reviewed the applicable regulation an is making the necessary
system changes as required to comply with e requirement regarding the fraud
warning. The auto application changes have been approved by the Department.

The Company must review 31 Pa. Code §§51.32(b) and 51.61 to ensure that
violations relative to statistical sources and refusing to render a quote to indivi 1als
based on« gibility requirements without proper disclosure in advertising, as noted in

the Report, do not occur in the future.




Company Response:

The Company has reviewed the applicable regulations. The advertisements that were
reviewed at led to cited violation are no longer in use.

24. 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 oted

in the Report do not occur in the future.

Company Response:

The Company has reviewed the applicable statute. The Companies intent was to
submit da as requested. We have reviewed our processes around the collection of
data and made changes that will ensure greater accuracy for future requests. This
includes enhanced review of data prior to release and improved communication to
ensure full understanding of the request.

We look forward to your response and welcome any additional dialogue that will assist ir 1e
resolution of this matter. Thank you for the courtesies and professionalism extended during this
examination.

Sincerely,

=

Daniel Dilley, AIC, AMC!
AVP — Insurance C: 1pliance
USAA




